
PILLAR 3 RISK AND CAPITAL 
MANAGEMENT REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2019

P3



HIGHLIGHTS 2019

This report complies with regulation 43 of the regulations relating to banks issued in terms of the Banks Act (Act No 94 of 1990) 
and the Basel Committee on Banking Supervision’s (BCBS’s) revised Pillar 3 disclosure requirements, reflects the group’s risk profile 
as at 31 December 2019 and therefore does not include the impact of the Covid-19 pandemic in the December 2019 risk and financial 
numbers. 

The Nedbank Group Chief Financial Officer (CFO) Raisibe Morathi, on behalf of the board, is satisfied that information provided in this 
report has been prepared in accordance with board-approved internal control processes and in accordance with the Nedbank 
Group Public Disclosure Policy, which can be accessed at nedbank.co.za.

CREDIT LOSS
RATIO

0,82%
(2018: 0,53%)

TOTAL
CAPITAL ADEQUACY

RATIO

15,0%
(2018: 14,8%)

LONG-TERM
FUNDING

RATIO

30,2%
(2018: 26,5%)

POSTWRITEOFF
RECOVERIES

R1 247m
(2018: R1 271m)

TOTAL TIER 1
RATIO

12,8%
(2018: 12,5%)

NET STABLE
FUNDING RATIO

113,0%
(2018: 114,0%)

STAGE 3 ADVANCES
AS A % OF

GROSS ADVANCES

3,62%
(2018: 3,47%)

COMMON-EQUITY
TIER 1 RATIO

11,5%
(2018: 11,7%)

LIQUIDITY
COVERAGE RATIO

125,0%
(2018: 109,4%)

STAGE 3
COVERAGE

RATIO

38,0%
(2018: 36,8%)

AVAILABLE FINANCIAL
RESOURCES:

ECONOMIC CAPITAL

129%
(2018: 134%)

TRADING BOOK 
(10-DAY VaR)

R140,5m 
(2018: R183,7m)

STAGE 2
COVERAGE RATIO

5,31%
(2018: 4,97%)

IRRBB ECONOMIC 
VALUE OF EQUITY

-R387m
(2018: -R154m)

IRRBB NII % ORDINARY 
SHAREHOLDERS’ 

EQUITY

1,54%
(2018: 1,75%)

EXECUTIVE SUMMARY

Nedbank Group’s financial performance was underpinned by a robust R1 trillion balance 
sheet, with a strong capital, liquidity and funding position, as well as sound credit asset 
quality aided by the group’s strategic portfolio tilt focus, an enabling but prudent risk 
appetite, and excellence in risk management.
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LETTER FROM THE CHAIR OF THE GROUP RISK AND CAPITAL MANAGEMENT 

COMMITTEE (GRCMC) 
 

 
‘The GRCMC remains focused on Nedbank’s organisational resilience in this ever-
expanding risk universe, with traditional risks such as credit, market, operational, 
capital and liquidity risks being impacted by externally driven trends. These 
trends include adverse geopolitical and macroeconomic risks as well as the new 
major C-Suite risks, ie cyber, conduct, crime/corruption, change, climate and 
Covid-19 risks. Nedbank is also faced with the Abnormal Regulatory Change 
Agenda, the Fourth Industrial Revolution and change risks linked to internal 
programmes.’ 

Errol Kruger 
(Chair) 

 

 

Organisational resilience in 2019 
 Monitored Nedbank’s risk universe heatmap and risk trends, together with the key issues control log and the Chief Risk 

Officer’s 'Top of Mind' reports. 

 Ensured Nedbank’s Enterprisewide Risk Management Framework (ERMF) remained 'fit-for-purpose' including 
monitoring the evolution/maturity of the major C-Suite risks and other emerging risks.  

 Monitored that the board-approved 2019 Risk Strategy and Risk Appetite, and top 10 risks were successfully managed 
in all material respects. 

 Encouraged management’s evolution of combined assurance. 

 Reviewed Nedbank’s balance sheet management risks.  

 Oversaw the progress relating to the digitisation of risk, audit and compliance across the enterprise (Digi-RACE). The 
vision of Digi-RACE is to win and maintain clients’ trust and improve operational excellence within risk, audit and 
compliance across the enterprise.  

Key focus areas for 2020 
 Oversee and manage the impact of the Market Crisis 2020/Covid-19, with specific focus on how these events affect 

Nedbank's top 12 risks. This will include concentrated efforts on the health and safety of staff (and clients), operational 
resilience, people risks as well as capital and liquidity risks. 

 Oversee the 2020 Internal Capital and Liquidity Adequacy Assessment Processes. 

 Update thematics on AML, CFT and sanctions, cyber, climate, conduct risks, Covid-19 and change risks associated with 
the Fourth Industrial Revolution. 

 Continue to watch closely the risk universe heatmap and changing risk trends and management’s response. 

 Monitor progress of Nedbank’s current Regulatory Change Programme. 
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LETTER FROM THE CHAIR OF THE GROUP CREDIT COMMITTEE (GCC) 
 

 

‘The challenging macroeconomic and political environments in SA and globally, 
exacerbated by loadshedding, low economic growth and policy uncertainty, 
adversely affected Nedbank’s credit portfolio by increasing consumer distress, 
therefore impairments, across all industries.  

The GCC provides independent oversight of credit risk, to ensure a high-quality 
and adequately impaired credit portfolio. We continue to support our clients 
while managing the capital and impairment impact, particularly given the new 
challenges of Covid-19.’ 

Errol Kruger 
(Chair) 

 

 

Credit resilience in 2019 
In the pursuit of credit risk resilience during 2019, the GCC: 
 Monitored and oversaw the group’s high-quality credit portfolio, despite the prolonged, adverse macroeconomic 

environment resulting in a 66% year-on-year increase in impairments and increase in CLR to 82 bps: 
» CIB year-on-year increases were driven by five clients. 

» RBB had poor collections in MFC. 

 Ensured high credit risk across all sectors was managed through early identification of distressed portfolios and the 
Watchlist process, which includes state-owned entities.  

 Oversaw the technical delivery of the DebiCheck system. 

 Approved IFRS 9 macroeconomic scenario forecasts. 

 Approved the refreshed Credit Risk Appetite Framework. 

 Monitored Nedbank Africa Regions (NAR), especially hyperinflation in Zimbabwe. 

 Enhanced the Model Risk Management Framework (beyond credit models). 

Key focus areas for 2020 
 Oversee initiatives to support clients during the Covid-19 crisis, in conjunction with regulatory guidance. 

 Assess the impact on IFRS 9 (impairments) and RWA (regulatory capital) in conjunction with regulatory guidance. 

 Assess the impact of the Moody’s sovereign credit-rating downgrade of SA on the credit portfolio. 

 Oversee the implementation of the revised Strategic Portfolio Tilt strategy (2020–2022). 

 Review and refresh the group’s CLR target range. 

 Review policies and procedures for DebiCheck. 

 Oversee the enhancement of climate risk policies. 
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LETTER FROM GROUP CHIEF RISK OFFICER 
  

 ‘We indeed live in unprecedented times, including our 'Risk Universe', which has 
grown exponentially in recent years and now is radically exacerbated by the 
Covid-19 pandemic.’ 

Trevor Adams 

(Group Chief Risk Officer)

 
 

Over the past three to five years Group Risk had seen a heightened risk universe, essentially due to a culmination of the 
following: 
 Ever-important major traditional risks such as credit risk, market risk, operational risk, business (including country and 

geopolitical) risk, capital risk and liquidity risk, but with deteriorating externally driven trends especially impacting credit 
risk due to the adverse South African macroeconomic and political challenges. 

 Newly evolved major non-financial risks such as cyber, conduct, crime and corruption, change (execution risk) and 
climate risk, which I have referred to previously as the additional major 'C-Suite' risks. 

 Abnormal regulatory change agenda, culminating in Nedbank Group’s R4,0bn Regulatory Change Programme over 
2016–2020. 

 Fourth Industrial Revolution (technology/digital revolution) and brand-new emerging 'Risks attaching to digitally enabled 
banks – Digital Risks', and so to ensure Nedbank is changing safely amid an unprecedented level of internal change 
across the group, such as our 'Managed Evolution' and 'Digital Fast Lane' programmes. 

 Adverse South African macroeconomic and political environments (Moody’s sovereign rating downgrade risk, which 
finally materialised on 27 March 2020, the Eskom crisis, SAA business rescue, the Zondo Commission, etc) and Red 'risk 
temperature (heat)' trends in 2019, mainly as a result of the adverse business (SA country) risk, with gross domestic 
product (GDP) repeatedly revised downward with a final outcome at 0,2% for 2019. 

 Adverse macroeconomic and political environments in the NAR, and similar Red ‘risk temperature (heat)’ trends in 2019. 

 Adverse global macroeconomic and geopolitical environments including trade and Middle East tensions, slowing China 
and USA growth, BREXIT, the onset of the Covid-19 pandemic, heightened cyberrisk and, of course, the OPEC-driven oil 
price war in early 2020.  

Nevertheless, for the year ended 2019, I am pleased to report that the overall state of Nedbank’s Group risk, internal 
control, regulatory, balance sheet profiles, environments, risk and balance sheet management positions across the 
enterprise remained sound and strong, especially within the context set out above. The group’s ERMF continued to be 
‘refreshed/fit-for-purpose’ and robust, and so remained resilient and effective in all material respects, enabling Nedbank’s 
overall ‘positive risk management outcome’ in 2019. 

A key focus of the 2019 Nedbank results was the 66% increase in impairments year-on-year, and the group credit loss 
ratio (CLR) increasing from 53 bps to 82 bps. This is covered in detail elsewhere in our year-end 2019 reporting, suffice to 
say here that the year-on-year increase is not indicative of a concern with the overall quality of the group’s credit portfolio, 
but rather is due to: 
 the prolonged, adverse macroeconomic and political environment in SA, causing all individual business portfolios to trend 

negatively (ie no offsetting positive versus negative trends, as is often the case); 

 as a result, in CIB, just five client counters that contribute almost all of CIB’s significant year-on-year increase; 

 as a result, in RBB, just MFC (CLR 2018: 153 bps to 2019: 186 bps, marginally breaching their CLR target range) and 
Unsecured Lending (CLR 2018: 503 bps to 2019: 616 bps, but still well within their CLR target range) with real notable 
year-on-year increases, and Business Banking (CLR 2018: 15 bps to 2019: 50 bps) off a very low base in 2018, now at the 
bottomend of their CLR target. RBB had poor collections in MFC; and 

 historical ‘overlays’ released and significant ad hoc recoveries in 2018, that were not repeated in 2019. 

Market risk and all its subrisk components were well managed, with favourable outcomes in 2019. There were no adverse 
surprises in the market risk space during an ongoing year of external financial market volatility and uncertainty, 
continuously operating within approved risk appetite and limits.  
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Exposure to operational risk continued to increase across Nedbank Group in 2019, and the (inherent) operational risk profile 
was high, mainly due to the heightened geopolitical global and local SA country risks, the unprecedented level of change 
underway in Nedbank Group, the abnormal regulatory change agenda, and adverse macroeconomic environments and 
social shifts. Nevertheless, overall, the operational risk (residual) remained well managed across Nedbank Group, with a 
sound state prevailing, positive outcomes and no major operational risk losses or surprises in 2019. Operational risk gross 
losses decreased by 58,4% (R227,2m) compared to the same period last year (2018: R54,4m). The net loss to gross 
operating income (GOI) was extremely low at 0,01% (2018: 0,19%) against a risk appetite target of 0,6%. 

Cyberrisk remains an inherently high and escalating risk due to accelerated advances in the technology digital landscapes 
(Fourth Industrial Revolution) and interconnectedness. Nedbank Group faced a significant escalation in cyberattacks over 
the past year. However, all cyberattacks to date targeting systems under our control have been successfully defended 
without any known material impact to Nedbank Group or clients. The group’s external security rating (via BitSight) remains 
'advanced' and the #1 rated bank in SA and only bank to achieve 'advanced' status and with the BitSight rating score 
increasing from 680 (2017) to 790 (2018) to 800 (2019), while our internal cyberresilience maturity level has increased from 
60% (2016) to 91% (year end 2019) towards the goal maturity of 95% by end 2020. New leading-edge Cyber Risk Appetite 
metrics were approved with KPIs as part of the 2019 Risk Plan (88% implemented thus far) and our extensive CyberSMART 
awareness programme was successfully deployed. Independent cyberresilience benchmarking and RedTeam (ethical 
hacking) assignments by external experts were completed in late 2019, from which we draw valuable lessons to 
incorporate and address in our Cyberresilience Programme, the key of which is a significant focus on third parties or 
supplier chain. Nedbank Group’s independent benchmarking compared favourably against our peer group selected by 
the external experts. 

In a nutshell the 2019 Risk Strategy (per Nedbank’s 2019–2021 Group Business Plan) and Top 10 Risks (2019) were 
successfully managed in all material respects, including the other major risk categories not discussed above. 

However, we are now well into 2020 and facing a global and local market crisis as a consequence of the Covid-19 pandemic, 
preceded by the OPEC-driven oil price war, of a magnitude greater than the 2008 global financial crisis.  

We are, accordingly, pivoting our Group Business Strategy for 2020 and within that our 2020 risk strategy. I referred 
earlier to the newer major 'C-Suite' risks and, once again, the letter 'C' appears to be at the forefront of our current major 
risks during this Covid-19 pandemic, namely: 
 continuity (re business continuity); 
 cash (liquidity and funding risks); 
 credit;  
 clients; 
 capital; 
 cyber; 
 costs; and 
 a major focus on our people (staff) and families, their health, safety and wellbeing.  

We are collaborating closely with the financial services industry, peers, Banking Association South Africa (BASA), health 
officials, our regulators and all our other stakeholders, and applaud the efforts and leadership of everyone including that 
of our government and, in particular, President Ramaphosa, in managing the Covid-19 pandemic.  

Yet another new, major 'C-Suite' risk emerged in climate change, which we are highly focused upon and rapidly maturing 
our response to, through solid risk management. Clearly, nature is sending us a strong message and wakeup call through 
the Covid-19 pandemic to take much better care of our planet.  

Just as the radical escalation of cyberrisks in recent years necessitated a transformation from cybersecurity to holistic 
cyberresilience, we now are accelerated in transforming to organisational resilience across our enterprisewide risk 
universe.  

Nedbank has consistently demonstrated a sound risk culture and worldclass risk management, together with a robust 'fit-
for-purpose' ERMF which has served us very well through the volatile, uncertain, complex and ambiguous (VUCA) external 
macroeconomic and political environments of the past decade, including the 2008 global financial crisis. At Nedbank, we 
have experienced leadership and will prevail through this Covid-19 pandemic. Uncertainty and stressful times are a 
leadership opportunity, and the risk management community across the group are up to this opportunity to make a 
significant contribution and meaningful impact to ensure the group’s sustainability.  

Stay safe and be healthy! Think Risk Differently. 
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LETTER FROM GROUP EXECUTIVE BALANCE SHEET MANAGEMENT (BSM) 
    

‘Nedbank Group's financial performance was underpinned by a robust balance 
sheet, with a solid capital, liquidity and funding position, as well as sound credit 
asset quality aided by the group's Strategic Portfolio Tilt focus, an enabling but 
prudent risk appetite, and excellence in risk management.’ 
 

Mike Davis 

(Group Executive: BSM) 

 

 

Nedbank BSM continues to focus on the management and optimisation of Nedbank’s strategy, financial performance, 
balance sheet strength and long-term sustainability through the optimal management of balance sheet risk types, pricing, 
funding, risk management and capital allocations that collectively need to be managed optimally to ensure that we remain 
competitive and innovative in the frontline.  

Through an optimal balance sheet management focus, BSM focuses on optimising the risk management of material 
balance sheet components including capital and reserves, the group’s long-term debt position, the group’s marginal 
funding portfolio, the liquid asset portfolio and prudential cash reserves, while focusing on market share shifts in advances 
and deposits portfolios, incorporating economic and credit cycles.  

Nedbank’s balance sheet management activities include a significant hedging position, comprising-balance sheet 
offsetting positions and off-balance-sheet derivatives. These off-balance-sheet positions can expose the group to 
significant earnings volatility for which we have an appropriately sophisticated Macro Fair-Value Hedge Accounting 
Solution that facilitates a better alignment between the risk measured on the underlying hedged positions and the hedging 
derivatives, better reflecting the economic substance of these packages with the accounting thereof.  

Nedbank’s risk-adjusted performance measurement processes, through which the measurement of individual businesses 
performance is made possible, have been aligned with Nedbank’s balance sheet management risk processes. These 
include an appropriately sophisticated capital allocation methodology and process; a process through which the costs 
associated with our asset and liability management initiatives are allocated to our frontline businesses and have been 
incorporated into Nedbank’s asset pricing models; and a Matched Maturity Funds Transfer Pricing methodology and 
process, through which interest rate reprice risks and cashflow mismatches are removed from our frontline businesses 
and centrally managed by BSM. Through these processes our frontline businesses are able to determine accurate risk 
adjusted client asset and liability pricing.  

In 2019 we continued with our focus of driving balance sheet shape changes, through the setting of Strategic Portfolio Tilts 
that look to achieve market share gains in key value-creating areas. This includes a strong focus on growing our 
'Transactional Banking Franchise' by right-sizing market share positions in key advances and deposits portfolios while 
retaining a strong focus on cross-sell. Where we remain a dominant market player, such as in Asset Based Vehicle Finance 
and Commercial Property Finance, it remains our intention to retain these strong market share positions while adopting a 
selective origination strategy. Through Nedbank’s Strategic Portfolio Tilt approach, we expect to shift main-banked-client 
numbers and improve the proportion of funding raised through the transactional deposits franchise, thereby improving 
the group’s funding and liquidity profile and risk adjusted earnings potential.  

BSM, through the Group Alco and Executive Risk Committee (Group Alco) and the GRCMC, specifically manages liquidity 
risk, interest rate risk in the banking book and capital risk, which risks arise as a result of the function of banking through 
which the activities of our frontline businesses, including client lending and deposit taking, result in different cashflow 
mismatches and different repricing profiles, while exposing the group to unexpected losses for which capital must be held. 
In managing these risks, we have established capable teams, built extensive models, processes, methodologies and 
frameworks to support the management of each risk type, and have established robust execution capabilities through 
Nedbank CIB, including through the ALM Desk, the Centralised Funding Desk, the Debt Origination Team and/or through 
any of our other frontline businesses, where appropriate.  

The costs associated with our balance sheet management strategies are material and have been increasing with the 
phase-in of higher minimum regulatory requirements following the 2008 global financial crisis. Regulation and Basel III 
specifically, has had a profound impact on bank balance sheets and the strategic management thereof has materially 
impacted client pricing and shareholder returns. These requirements include higher levels of liquid assets to meet the 
requirements of the Liquidity Coverage Ratio (LCR) and higher capital levels at all three capital tiers, resulting in the 
issuance of more expensive new-style capital instruments to replace old-style capital instruments that were previously 
issued at significantly lower price levels. 
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Furthermore, banks are required to support their lending activities with a longer contractual funding profile, expressed 
through the Net Stable Funding Ratio (NSFR) that has increased Nedbank’s cost of funding and hence the cost of new 
credit extension. On a positive note, 2019 is an important milestone for these transitional regulatory timelines, as this year 
serves as the outer transitional period of compliance, whereby the group is now materially Basel III-compliant. This 
however, excludes the final Basel III reforms that include the phase-in of the minimum capital floors from 2023 and 
resolution planning.  

In light of the Covid-19 pandemic, the Group of Central Bank Governors and Heads of Supervision (GHOS) (the oversight 
body of the Basel Committee) has endorsed a set of measures delaying the implementation of a number of Basel III 
requirements, including the implementation date of the Basel III standards finalised in December 2017, which has been 
deferred by one year to 1 January 2023. The accompanying transitional arrangements for the output floor has also been 
extended by one year to 1 January 2028. As a result, any further costs of Basel III in future planning periods are expected 
to be limited to the costs associated with resolution planning, including first loss after capital (FLAC), with the bulk of the 
Basel III costs now embedded in our pricing models. The optimisation of the cost of regulation remains vital in ensuring that 
our frontline businesses are positioned to offer our clients competitively priced products and solutions. We are therefore 
focused on executing our risk-based strategies with precision and into well informed liquid markets ensuring price tension, 
in order to ensure price optimisation. Furthermore, we continuously reflect on balance sheet shape and size in order to 
adjust our planned capital and liquidity volumes dynamically, to ensure that we are not overweight or too conservative 
and therefore too expensive.  

The current environment in which we are now operating has reached unprecedented levels of volatility, with financial 
markets having dropped sharply, with market movements now greater than what we experienced during the 2008 global 
financial crisis, as investors reduce their risk appetite and grapple with estimating the economic impact of Covid-19. For 
an emerging market like SA, that is already dealing with a lack of structural reform and policy uncertainty, market price 
volatility is being exacerbated as foreign investors exit SA’s bond and equity markets. In addition, global oil markets have 
dropped sharply following disagreements between Russia and Saudi Arabia on levels of supply.  

We do not know the real long-term impact of these events on economic growth but in the short term recognise that these 
events will adversely impact economic growth across the world, with emerging markets like SA being hardest hit. With 
limited fiscal capacity we are likely to see further Monetary Policy easing, following the recent 100 bps interest cuts in 
March and April 2020 and ongoing macro prudential responses, following the introduction of the supplementary repo, 
changes that have been made to the standby facility encouraging interbank settlements, the provision of longer term 
refinancing operations and the SARB’s participation in the secondary market.  

As a result of the significantly higher levels of volatility and uncertainty, reflecting in weak and extremely volatile exchange 
rates, bond and equity prices, significantly lower levels of growth, benign inflation, a lack of business and consumer 
confidence, and recent sovereign-rating downgrades, including the latest rating action by Moody’s on 27 March 2020, 
whereby SA is now rated subinvestment grade by all three rating agencies, has seen market liquidity levels  deteriorating 
materially, adversely impacting asset prices. Funding liquidity risk however, remains stable given the closed Rand system, 
albeit that appetite for term deposits has declined resulting in a shortening in bank funding profiles. As a direct 
consequence the PA has implemented a number of measures designed to inject liquidity into the markets and capital 
adequacy across banks will be adversely impacted through lower future earnings and higher future levels of RWA. In 
addition, with interest rate volatility impacting bank margins and the value of bond portfolios, it is imperative that we 
remain constantly alert to this rapidly changing risk environment in which Nedbank remains well capitalised with a strong 
liquidity profile, while simultaneously looking for market opportunities. 
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LETTER FROM GROUP CHIEF COMPLIANCE OFFICER 

 
  

‘Compliance is your friend – we need to partner to be able to deliver on our 
purpose of using our financial expertise to do good! Don’t ever let your 
insecurity get in the way of your integrity - fears are stories we tell ourselves.’ 

Anna Isaac 

(Group Chief Compliance Officer) 

 

 

Nedbank’s purpose statement sets the tone of compliance at the highest levels and enables the Compliance function to 
carry out its duties effectively and seamlessly in ensuring that regulatory and supervisory risk is continuously and 
appropriately managed and monitored. Adhering to laws and regulations not only ensures that we are not exposed to 
fines and penalties, but it also protects our income, profits and reputation, and ensures that the intended benefits for 
individuals, families and businesses are realised.  

Following my appointment as the Group Chief Compliance Officer on 1 January 2019, I commenced the year with a review 
of the compliance operating model, with a view to identify potential opportunities for optimisation and enhancements. The 
current model, includes a central team with a solid reporting line into me and decentralised teams in each of our business 
facing clusters, as well as Group Technology (GT) with strong dotted reporting lines into me, operates optimally in a 
manner that ensures, among other things, that the Compliance function at Nedbank: 
 operates in a demonstrably independent manner, without conflicts of interest;  
 communicates freely and transparently with the board and with regulators; 
 institutionalises a culture of compliance, including in respect of strategic and business objectives;  
 maintains a line of communication with management;  
 has adequate resources that are distributed in an optimal manner and with the required skill set to respond to the 

respective business clusters’ compliance profile requirements; 
 supports mechanisms for mitigating non-compliance that are cognisant of strategic and business objectives; and  
 effectively provides support and advice to business clusters, as part of proactive compliance management. 

The culture of compliance that Nedbank has institutionalised through its compliance operating model, compliance 
processes, governance structures, and compliance strategy, is a culture that ensures that compliance risk identification, 
management and reporting form part of Nedbank’s daily business as usual activities. 

Nedbank’s compliance culture starts with the 'tone at the top' with demonstrable support from the Nedbank Chief 
Executive (CE), the Nedbank Executive team, the Nedbank Chair and the board. Nedbank’s culture of compliance and its 
compliance strategy is informed by our philosophy that compliance should be seen as a 'business enabler'. To ensure that 
compliance monitoring is conducted in an efficient and effective manner, the Compliance function has partnered with Risk 
and Internal Audit as part of providing seamless coordinated assurance to the business in an agile manner. To increase 
efficiency and in support of this objective, we have combined all centralised monitoring activities in one team that is also 
responsible for coordinating the compliance assurance activities groupwide. 

Group Compliance reports directly into the CE and reports quarterly to the Directors Affairs Committee (DAC) on 
Nedbank’s compliance with laws, regulations and supervisory requirements, with direct access and quarterly meetings 
with the Nedbank Chair. The compliance DAC quarterly report is presented by the Group Compliance team to the 
Prudential Authority (PA) and I have a yearly full Compliance Prudential with the PA. In addition, in my compliance capacity, 
I attend all board committee meetings, except the Group Remuneration Committee (REMCO) and Large Exposure 
Approval Committee (LEAC). Group Compliance is also responsible for the portfolio that manages Nedbank’s interactions 
and engagements with the Banking Association of South Africa (BASA), and I play a support role to Mike Brown in his 
capacity as Chairman of the BASA Board. Group Compliance’s membership to the BASA Executive Committee enables us 
to make meaningful contributions to the banking industry and associated regulations from a Nedbank perspective and 
gives us the benefit of learnings from the banking industry which we implement at Nedbank. An exciting addition to the 
compliance portfolio was the commencement of the Advocacy team, which is placing Nedbank at the forefront of 
engagements in terms of assisting and shaping of new legislation. 

A constructive and transparent relationship with our regulators inclusive of the PA, the Financial Sector Conduct Authority 
(FSCA) and the National Credit Regulator is of prime importance to us and policies and procedures have been put in place 
to monitor the regulatory relationships across the group.  
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Group Compliance is also responsible for the Ethics portfolio in the bank and within this portfolio we manage the Group 
Reputational Risk Committee (GRRC). We report quarterly to the DAC on the key discussions and decisions of the GRRC 
and oversee Nedbank’s interactions and engagements with the Zondo Commission of Inquiry. With the recent proliferation 
in regulations, the strong focus on market conduct and conduct risk, cyberrisks emanating from the Fourth Industrial 
Revolution, and the increased focus on the fight against financial crime and corruption, there is heightened reputational 
risk faced by banks. At Nedbank, reputational risk is well managed by the GRRC. Details on the GRRC and reputational risk 
management at Nedbank are included in the Risk Management Overview section of the report. 

In addition, Privacy governance is the responsibility of Group Compliance and is managed by the Information Privacy 
Office (IPO). The IPO amongst others also manages the information requests received from third parties in terms of the 
Promotion of Access to Information Act. 

The Compliance function has also played a key role in managing the impact of the Covid-19 pandemic on the group. The 
Occupational Health and Safety function, as part of Group Compliance, continues to provide specialist advice to the 
Operational Risk teams, ensuring that the appropriate measures are being taken to ensure the health and safety of our 
staff and clients during this trying period. The compliance team is intricately involved in working with our regulators, BASA 
and other stakeholders in ensuring that all Covid-19 regulatory changes are commented on and communicated to 
impacted areas within the bank. Ongoing proactive engagements with regulators are ensuring that we address regulatory 
concerns with expediency. 

In addition to fulfilling my statutory obligations, as part of my obligations in terms of the Banks Act, as a Group Executive 
member, my focus for 2020 and beyond is to further optimise Nedbank’s compliance culture, by being more predictive in 
nature and we aim to leverage Nedbank’s artificial intelligence capabilities to achieve this goal. 
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LETTER FROM GROUP CHIEF INTERNAL AUDITOR 

 

‘Our Group Internal Audit (GIA) purpose is to use our expertise to provide 
independent, objective assurance on the most significant risks, both current and 
emerging, that threaten the achievement of the group’s strategic objectives. 
Providing a trusted opinion on the control environment to our internal and external 
stakeholders is key to our function. We leverage subject matter expertise to 
provide deeper perspectives and deliver impact and insight, enabling Nedbank to 
be proactive in ensuring a robust internal control environment. 

Under the context of the Covid-19 pandemic, Internal Audit has an important role 
to play in ensuring that Nedbank can maintain a strong system of internal control 
during this period of change and uncertainty. Nedbank GIA has accordingly 
reviewed its 2020 plan and approach in response to the crisis by supporting the 
group’s need to deliver its services in a safe, secure and trusted way.’ 

Prabashni Rani Naidoo 

(Group Chief Internal Auditor) 

 

GIA role as third line of defence 
As the accountable executive for Nedbank's Group Internal Audit capability, I lead Nedbank GIA’s highly skilled and 
experienced team of internal audit professionals. We provide independent, objective assurance to the Nedbank Group 
Limited Board of Directors through the Group Audit Committee (GAC). A refresh of the GIA function commenced upon my 
appointment as Chief Internal Auditor, in June 2017, and an independent external benchmarking assessment of Nedbank’s 
GIA function, concluded in 2019, highlighted a noticeable improvement in GIA’s performance and confirmed that the GIA 
transformation journey has delivered improvements in terms of enhanced skills, agile processes and new ways of working, 
and the enhanced use of technology. 

Our GIA coverage places a key focus on corporate governance processes (including professional ethics), management of 
risk and systems of internal control to mitigate the most significant risks (in line with GIA Internal Audit Methodology). The 
GIA function is accountable to the Nedbank GAC Chairperson, we provide periodic assessments of the outcomes of internal 
audit work to appropriate governing bodies, including the GAC and Board Risk Committee, and annually report on the 
overall effectiveness of the governance, risk and control framework of the group. Ensuring compliance with regulatory 
and corporate governance expectations of the Internal Audit function is a responsibility we take very seriously as a 
function. 

GIA audit methodology  
The GIA audit methodology was revised in 2018 as part of the GIA refresh enhancements made, in addition, the GIA rating 
scales were enhanced in January 2020, to better align with the rating scales used by second-line assurance providers in 
support of a common risk language to enhance our coordinated assurance efforts as a function. The GIA audit 
methodology guides the delivery of audit work in the provision of an independent view on the risk and control environment 
within Nedbank. This methodology is principle-based and is aimed at delivering value and sustainable growth, through the 
audit work performed.  

In line with the GIA refresh aspirations to be a 'trusted business advisor' and a worldclass internal audit function that 
provides independent and objective assurance to Nedbank, our methodology is 'forward-looking' and focuses more on 
risk and performance of business and management by adopting a risk-based internal audit (RBIA) approach, while placing 
more emphasis on risk management, fraud prevention, corporate governance, and coordinated assurance, as well as 
regulatory and policy requirements. This is demonstrated through a deliberate focus on 'value improvement', while still 
maintaining 'value preservation'. 

All of the above is achieved through a high level of compliance with the International Standards for the Professional 
Practice of Internal Auditing (SPPIA) of the Institute of Internal Auditors (IIA), including the IIA’s 'Definition of Internal 
Auditing', the IIA’s Code of Ethics, the ten core principles and any other standards of practice that are relevant in the South 
African internal audit environment, including, but not limited to, the following: 
 With the move to 'Twin Peaks' (Financial Sector Regulation Model), GIA will be guided by any notices or requirements 

relating to internal audit from the PA and the FSCA. 

 The Institute of Internal Auditors’ guidance on effective internal auditing in financial services (as this is deemed to be best 
practice). The above mandatory guidance constitutes principles of the fundamental requirements for the professional 
practice of internal auditing and for evaluating the effectiveness of GIA’s performance.  

 The Institute of Internal Auditors' Practice Advisories, Practice Guides, and Position Papers will also be adhered to, to 
guide operations, as applicable.  
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2020 Annual audit plan and approanch 
The 2020 audit plan and focus areas are driven by GIA’s independent assessment of key risks and business impact arising 
from the Covid-19 pandemic. The assessment of key riks for annual audit planning takes into consideration the following: 
 the global, African and South African macroeconomic environment;  
 Nedbank’s strategic priorities;  
 Nedbank’s Top 12 Risks – input from the group’s coordinated assurance planning session; and  
 changes to the organisation’s legal entities and special requests from regulators, the board and management. 

The 2020 audit plan was derived among other things, through a combination of GIA’s independent risk assessment, 
coupled with robust discussions held with key stakeholders across the various lines of defence. The 2020 audit plan has 
increased the use of data analytics year on year based on GIA progressive digitisation efforts. Audit focus was driven by 
the complexity in the regulatory and risk environment across the various clusters and legal entities.   

Coordinated assurance 
GIA performs a critical role in Nedbank’s coordinated assurance initiatives, engaging across all three-lines-of-defence to 
ensure a comprehensive coverage of key controls. GIA was able to leverage coordinated assurance synergies, equivalent 
to 4,5% of total plan coverage, by relying on the second-line assurance providers for 2020. This allowed Nedbank to 
improve coverage on key and emerging risk areas such as cyberrisk and conduct risk given the expanded risk and 
regulatory universe. The external auditors also placed reliance on internal audit coverage, especially with respect to IT 
general controls and certain financial controls, such as suspense and intercompany accounts. Coordinated assurance with 
the Group Compliance Monitoring team also enabled the comprehensive and efficient coverage of the extensive AML 
coverage required during 2019. These initiatives will continue during 2020, with additional focus on other risk areas, such 
as models assurance. 

GIA key risk focus areas 
 Embedment of IFRS9, BCBS 239, FICAA, Market Conduct, GDPR regulatory requirements. 

 Governance, risk and control maturity in client-facing clusters, given changes to the business environment. 

 Credit risk monitoring across all clusters. In CIB, watch list monitoring as a result of the significant strategic, operational 
and financial pressures within some SOEs. 

 Embedment of new strategic technology solutions (ME workstream post implementation reviews, stability of IT 
infrastructure and architecture, digitisation strategy and fast lane readiness). 

 Other areas of focus for 2020 include regulatory risk, cybersecurity preparedness, internal financial controls (suspense 
accounts), culture and ethics, payments and settlements and Anti-Money Laundering and Terrorist Financing). 
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RISK MANAGEMENT OVERVIEW 
The pursuit of Nedbank Group’s strategic objectives involves embracing opportunities, pursuing growth, taking risks and 
managing those risks effectively. The group’s risk profile is underpinned by a sound risk culture that is consistent with the 
group’s risk appetite, strategy and Enterprisewide Risk Management Framework (ERMF) which operate within a risk 
philosophy of risk resilience. The group’s risk governance and culture ensure that the ERMF is robust, resilient and agile to 
appropriately respond to the challenging external operating environment. The ERMF continued to be refreshed/fit for 
purpose and so remained resilient and effective in all material respects, enabling Nedbank’s overall positive risk outcome in 
these extraordinarily risky, demanding and challenging times.  

RISK CULTURE 
Nedbank’s strong risk culture and tone from the top refer to the norms of behaviour for individuals and groups that shape 
the ability to identify, understand, openly discuss, escalate and act on current and future challenges and risks. Risk culture is 
not separate from organisational culture, but reflects the influence of organisational culture on the attitude towards risk and 
how risks are managed. Taking cognisance of the expanded risk universe given the Fourth Industrial Revolution, Nedbank’s 
risk culture is undergoing a refresh in 2020.  

Nedbank’s risk culture demonstrated agility in response to the Covid-19 pandemic, by proactively invoking the group’s 
Business Continuity Plan with effect from 18 March 2020, prior to President Ramaphosa’s announcement on 23 March 2020 
on the national lockdown in SA. Nedbank proactively applied measures outlined in the Pandemic Plan with a clear tone at the 
top, by providing responsive leadership and responding decisively in establishing the following committees in Nedbank: 
 Market Crisis 2020 and Covid-19 Executive Committee 
 Pandemic Steering Committee  
 Credit Covid-19 Crisis Committee 
 Liquidity Covid-19 Crisis Steering Committee  

The following graphic reflects the key elements that drive sound organisational culture, which encourages risk awareness 
and appropriate risk behaviours across the group. 

Key elements of risk culture  

RISK GOVERNANCE 
The board of directors has ultimate responsibility for the group’s business strategy, financial soundness, governance, risk 
management and compliance and have allocated oversight of risk governance to the Group Risk and Capital Management 
Committee (GRCMC). The group’s sound governance and risk management is underpinned by the Three Lines of Defence 
(LoD) Risk Governance Model, based on 'function' rather than 'location' in the organisation.  

Three lines of defence 
The LoD Model forms an important part of the ERMF, which underpins and provides the structure in which the group operates. 
Failure to take the appropriate risks, to properly manage and control risks taken, can prevent the group from achieving its 
strategic objectives. The roles and responsibilities of the three LoD provide a structure to consider risk and control, to ensure 
that they are appropriate and properly managed. The three LoD provides guidance as to the appropriate organisational 
structure to be implemented, assigning roles and responsibilities to parties that will increase the effective management of 
risk and control. Nedbank applies the Three LoD Risk Governance Model which incorporates the following principles: 
 The board of directors has ultimate responsibility for the group’s business strategy, financial soundness, governance, risk 

management and compliance — The board sits across all three LoD. 
 Lines are based on function rather than location in the organisation. 

Drivers

Context, structures and mechanisms that influence mindsets and behaviours.
Takes any form including leadership, policies and frameworks, organisational structure, communication, remuneration as well as the 
social, economic and regulatory environments.

Accumulation of deeply held beliefs, values and attitudes within the group. 
Shared mindsets impact on behaviours.

Sound and strong risk culture evident across the group.
Sound risk-taking, risk awareness, and appropriate behaviours and judgements.

Mindsets

Behaviours

Outcomes

Actions that are visible to others, encompass how people use their time, communicate, and interact with others.
The grouping of behaviours impacts on performance or outcomes.
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First LoD — Risk taking and risk ownership. 
 Business line management/client-facing operations/revenue generation activities (business clusters). 
 Some central functions which provide first-line support to generate revenue, and manage risk and compliance. 

Second LoD — Independent risk and compliance oversight, monitoring and advisory. 
 Risk is delineated into: 

» 2A — Business and Shared Services’ Clusters and other regulated/statutory entities/offshore operations risk functions. 
» 2B — Group Risk 

— Some central functions (eg Balance Sheet Management) perform second LoD oversight, monitoring and advisory roles, 
in addition to their first LoD support roles. 

 Group Compliance operates as a second LoD across all group and cluster functions and does not differentiate between 
line 2A and 2B. 

Third LoD — Independent assurance ie Group Internal Audit (GIA). 
Three lines of defence  

Risk governance overview  

The ERMF enables the group to identify, measure, manage, price and control its risks and risk appetite, and relate these to 
capital requirements to assist in ensuring its capital adequacy and sustainability, and thus promotes sound business 
behaviour by linking these with performance measurement and remuneration practices. The fully embedded ERMF covers 
the group’s risk universe and major risk classifications, with board and executive responsibility assigned to each. The risk 
universe has been allocated to the respective board committees. 

First LoD

Second LoD

Third LoD

Own and manage risk

Independent oversight, monitoring and advisory

Independent assurance

First LoD
Business line management, client 
facing operations and revenue 
generating clusters

Second LoD
Risk control and compliance

Third LoD
Group Internal Audit – Provides 
independent objective assurance on 
the effectiveness of the management 
of risk across the group. 
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Enterprisewide Risk Management Framework  
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Risk oversight, monitoring and advisory

Group Compliance
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                                            Independent assurance

Third-line of defence Group Internal Audit
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The board provides leadership and vision to the group that should enhance shareholder value and provide entrepreneurial 
leadership within a framework of prudent and effective controls, which enables risk to be assessed and managed to ensure 
long-term sustainable development and growth. The board has established the following committees to oversee the 
management of the group.  

Board committees 

Board committees Responsibilities Allocated key risks 

Group Audit 

Committee 

 Assist the board in its evaluation of the integrity of our financial statements through 
evaluation of the adequacy and efficiency of the internal control systems, accounting 
practices, information systems and auditing processes applied within the group in the day-
to-day management of its business. 

 Manage the relationship with the external auditors, assess their independence and 
effectiveness, and recommend the appointment of the external auditors. 

 Facilitate and promote communication between the board, executive management, the 
external auditors and the Chief Internal Auditor (CIA). 

 Monitor that the internal audit function is effective, in terms of its scope, plans, coverage, 
independence, skills, staffing, overall performance and position within the organisation. 

 Oversee the processes to enhance the credibility and objectivity of financial statements 
and reports prepared with reference to the affairs of the group. 

 Accounting, 
financial and 
taxation risks 

 

Group Credit 

Committee and 

Large-exposures 

Approval 

Committee  

Approve the following: 
 Credit risk policies, mandate and limits (including the Advanced Internal Ratings Based 

(AIRB) system and impairment policies). 
 New models and material changes to the AIRB system. 
 The adequacy of impairments (including overlays) and the group IFRS 9 impairment 

figures, together with the macroeconomic forecasts used to calculate them. 
 Credit risk appetite metrics. 
 Large exposure approvals. 

The committee monitors and promotes the sound credit practice areas across the group to 
ensure the:  
 establishment and maintenance of an appropriate credit risk management environment; 
 establishment of best risk practices, standards and adequate controls for the effective 

and efficient management of credit risk;  
 proper assessment of asset quality and adequate disclosure of credit risk; 
 implementation of appropriate reporting systems and processes; and 
 proper analysis of current and future capital requirements in relation to the strategic 

lending objective. 

 Credit risk  

 Credit 
concentration 
risk 

Group Risk and 

Capital 

Management 

Committee 

 

 

 Identification, assessment, control, management, reporting and remediation of all 
categories of the risks listed. 

 Adherence to internal risk management policies, procedures, processes and practices. 
 The GRCMC role includes the independent oversight of the adequacy and effectiveness of 

the ERMF which shall include key risks, key performance indicators and operational risks. 
Oversight and overall risk management 

 Monitoring the implementation and ongoing maintenance of the group’s ERMF, including 
effective consolidated and conglomerate supervision across the group, and the adoption 
of best-practice in risk management to ensure risk is properly identified, 
evaluated/measured, managed and monitored on an ongoing basis. 

 Identifying any buildup and concentration of the various risks, including emerging risks, to 
which the group is actually or potentially exposed to.  

 Developing of a risk mitigation strategy to ensure that the group manage the risks in an 
optimal manner. 

 Ensuring that a formal risk assessment is undertaken at least annually and monitoring that 
the enterprisewide risk management and operational risk assessment methodology is 
implemented, maintained and reported effectively throughout the group. 

 Identifying and regularly monitoring all key risks to ensure that the decisionmaking 
capabilities and accuracy of its reporting are maintained at a high level. 

 Arranging training of members of the board in the different risk areas that the group and 
banking entities are exposed to. 

Policy and communication 

 Review and approve group level risk policies and methods. 
 Introduce measures that in the committee’s opinion serve to enhance the adequacy, 

efficiency and effectiveness of the risk management policies, procedures, practices and 
controls applied within the group.  

 Facilitate and promote communication of risk-related matters between the board and 
executive management of the group. 

 

 Financial crime 
risks 

 Operational 
risks 

 Liquidity and 
funding risks 

 Capital risk 

 Market risks 

 Regulatory risk 

 Conduct risk 

 Insurance risk 

 Other risk 
concentrations 
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Board committees Responsibilities Allocated key risks 

Group Risk and 

Capital 

Management 

Committee 

Capital management and related risks  

Ensuring the group maintains an Internal Capital Adequacy Assessment Process (ICAAP) 
whereby: 
 Policies and procedures exist to ensure that the bank and controlling company identifies, 

measures and reports all material risks.  
 A comprehensive process is in place that: 

» relates capital to risk; 
» sets capital adequacy goals with respect to risk, taking account of the bank’s strategic 

focus and business plans; 
» ensures that the group’s insurance entities establish and maintain a risk-based Own Risk 

and Solvency Assessment (ORSA) as contained in the Prudential Standards 
promulgated under the Insurance Act; 

» ensures that the bank maintains an Internal Liquidity Adequacy Assessment Process 
(ILAAP); 

» monitors the adequacy of the asset and liability management (Group Alco), capital 
management processes in the group, trading market risks, derivatives and investments; 
and 

» reviews and recommends to the board, group level risk appetite, limits and authority 
levels. 

Management information and reporting 

Monitor that adequate and reliable risk management information is furnished which enables 
the committee to: 
 ensure that a strong risk culture is maintained in the bank and the risk management 

function is independent; 
 understand all the risks listed in the risk universe including compliance with risk appetite, 

limits and authority levels and the strategy to deal with abnormal events/issues; 
 effectively manage risk in the group, to formulate an opinion thereon and to understand 

the issues involved adequately; 
 review and make recommendations to the board and other committees on all risk-related 

matters; 
 review the adequacy of the regulatory reporting processes, consider the content of any 

related regulatory reports and the adequacy of management action to resolve issues 
identified; 

 consider corrective steps taken by management to address risk issues and the 
implementation of risk management enhancements. 

 review the relevant items from the group’s Key Issues Control Log Report (KICL) and 
ensure effective and timely action is taken by management; and 

coordinate the monitoring of risk management on a groupwide basis. 

 

Group Information 

Technology 

Committee 

 Ensure alignment, prioritisation and quantum of Information Technology (IT) development 
spend. 

 Alignment with overall group strategy and direction, and report to the board.  
 Oversee the ongoing maintenance of adequate information technology systems. 
 Monitor, review and proactively manage the maturity and development of digital talent 

across the group. 
 Monitor the implementation of the board’s approved IT strategy and achievement of key 

IT objectives.  
 Review and monitor that appropriate frameworks, procedures, structures and 

governance are in place for the consolidation, monitoring, management and reporting of 
IT risks and exposures on a groupwide basis. 

 Review and approve strategic programmes and projects. 
 Review strategic programmes, projects and programme elements which may have 

deviated substantially from their approved cost, scope, anticipated benefits, and agreed 
timing. 

 Information 
technology risk 

 

Directors’ Affairs 

Committee 

 Monitor progress of the implementation and achievement of the board's corporate 
governance objectives and also determine and evaluate the adequacy, efficiency and 
appropriateness of the corporate governance structure and practices of the group.  

 Regularly assess the conduct and competence of directors and board committees and 
assist the board in determining whether the services of any director should be terminated. 

 Assist the board in ensuring that the group is at all times in compliance with all applicable 
laws, regulations, codes of conduct and practices.  

 Make recommendations on the appointment of new directors and board composition in 
general and on the diversity of the board. 

 Manage the succession plans for the chair of the board, Lead Independent Director, the CE 
and executive directors. 

 Ensure the group maintains an independent and effective compliance function as part of 
its risk management framework. 

 Oversee the activities of the Group Reputational Risk Committee. 

 Business 
(including 
country) and 
strategic 
execution risks 

 Governance 
and compliance 
risk 

 Reputational 
risk 
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Board committees Responsibilities Allocated key risks 

Related-Party 

Transactions 

Committee 

 Consider the business purpose, timing, rationale and benefits of the related-party 
transactions or relationship. 

 Ensure that the monetary value of the related-party’s interest in the transaction is 
ascertained accurately. 

 Ensure the appropriateness of the method used to determine the value of the transaction 
and the value of counterparties. 

 Ensure that there is full information about any provisions or limitations that may result or 
be imposed on the group as a result of concluding the transaction. 

 Ascertain whether the proposed transaction includes any potential or actual reputational 
risk issues that may arise as a result of, or in connection with, the transaction. 

 Determine the extent to which, if at all, the transaction is likely to affect or compromise a 
director’s independence and fiduciary duties and the extent to which any related-party 
transaction or relationship is likely to present or create an improper conflict of interest. 

 Reputational 
risk 

 

 

Group Remuneration 

Committee 

 Oversee the compensation system’s design and operation. 
 Ensure that performance measures are based principally on the achievement of the 

board-approved objectives of the group and its relevant functions. 
 Ensure that the group’s compensation policy, processes and procedures comply with the 

relevant requirements of the regulations; any further requirements specified in writing by 
the Registrar; and any corporate governance principles to which the group subscribes. 

 Recommend to the board for approval, all elements of remuneration on an individual basis 
for the CE, executive directors, prescribed officers and other members of the Group Exco. 

 Make recommendations to the board on the remuneration of the chairman of the board, 
for referral to shareholders at the AGM. 

 Evaluate proposals and make recommendations for non-executive directors’ fees. 
 Review and evaluate practices by which compensation for potential future revenues in 

respect of which the timing and likelihood of realisation remain uncertain, is paid. 

 People risk 

 

Group 

Transformation, 

Social and Ethics 

Committee 

 Take responsibility for the group's activities in the field of transformation through 
monitoring progress in terms of the transformation agenda for the group, human capital 
development, enhancing the culture of ethics and ethical leadership in the group, including 
ethical remuneration, human rights in business, stakeholder engagement according to the 
King Report on Corporate Governance (King IV), sustainable development, including the 
management of non-financial issues as listed and defined in the group's ERMF and 
corporate social investment. 

 The committee recognises that the attraction, retention and growth of talent; the building 
of an organisational culture that supports the group’s business strategy; and developing 
the skills that are aligned to business requirements, are a key focus for the organisation. 

 Transformation, 
social and 
environmental 
risks 

 Reputational 
risk 

 

Coordinated Assurance 
Coordinated Assurance (CA) is a process that integrates and coordinates all assurance activities through: 
 understanding Nedbank’s Risk Universe; 

 understanding who all the assurance providers are; 

 aligning assurance to the critical risk exposures; 

 coordinating the assurance activities; and 

 reporting within the governance structures. 

Sound progress made on the evolution of CA across Nedbank in 2019. 
 The CA internal forum (Group Risk, GC and GIA executive teams) and the CA external forum [Chief Risk Officer (CRO), Chief 

Compliance Officer (CCO), Chief Internal Auditor (CIA) together with Chief Financial Officer (CFO) and External Auditors] 
were established in Q1 2019. 

 These CA forums created a platform for much-improved information exchange, collaboration and working towards the 
objectives of CA, which include: 
» independent disciplines, but closely aligned; 

» collaboration and sharing; 

» leveraging insights and intelligence; 

» breaking down silo-mentality; 

» enhanced planning and scheduling of activities; 

» enhanced stakeholder engagement, strategic/value-add and reporting; and 

» more efficient, effective, risk-based, strategic, commercial and insightful. 

 The CA internal forum followed a comprehensive co-designed approach to plan for CA 2020. Group Risk, GIA and GC 
shared, challenged and discussed their draft plans for 2020, with adjustments made and ultimately a consolidated CA 
2020 Plan developed. 
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REFLECTION ON TOP 10 RISKS FOR 2019 AND TOP 12 RISKS FOR 2020 
The enterprise risk universe and both the challenging external and internal environments in which Nedbank operated, are 
important perspectives when reflecting on and evaluating the risk, regulatory and balance sheet management performance, 
status and outcomes for 2019. The group’s top 10 risks integrate the ever-important major traditional risks, such as credit 
risk, market risk, operational risk, business (country/geopolitical) risk, capital risk and liquidity risk with the new evolved major 
(but less mature) C-Suite risks, such as cyber, conduct, crime, change (execution risk), climate and client risks, with an 
enhanced focus on climate risk. 

Nedbank Group has pivoted its strategy by increasing focus on key risks in this unprecedented environment, to concentrate 
efforts on the health and safety of staff and clients, and capital and liquidity risk focus to prevent systemic risk. Capital 
demand is actively monitored for increased credit needs by individuals and corporates through utilisation of approved 
facilities, due to client’s additional working capital needs. Furthermore the currency volatility would result in increased market 
risk and counterparty credit risk. In parallel, the group has been assessing the impact of the Covid-19 pandemic on activities 
that are driving Nedbank’s strategy. The outcome of the assessment is evident in Nedbank’s 2020 top 12 risks as outlined in 
the table below. The top 12 risks are formulated to ensure Nedbank remains resilient during and after the Covid-19 pandemic. 

NEDBANK’S 2020 TOP 12 RISKS AND TREND  

2020 Risks 

Pivot to 

strategy 

Trend 

Pre Covid-19 

2020 

Versus 

2019 

1 Business (global and country) risks [Covid-19 pandemic, OPEC driven oil-price war, pending 
global and local recessions adding to existing SA and NAR country risks including 
macroeconomic, political, critical infrastructure (ESKOM/SOEs) and Moody’s SA sovereign 
downgrade (to 'junk' — all ratings), together with other geopolitical risks/cyber/trade 
wars/Iran and US elections, competitor/Fourth Industrial Revolution/commercialisation of 
ME investment spend, financial performance and share price] 

Continuity 

(business) 

Clients 

Costs 

1  3 

2 People and operational risks [Covid-19 health risks and business continuity (BCP)/ BCP 
activation, people, process, systems, third parties and external events amidst 
unprecedented levels of change, Covid-19 pandemic and Fourth Industrial Revolution]  

Staff 

(People) 

Systems 

stability 

5   4  

 People risk (staff) 
 Organisational resilience 
 Information technology (IT) stability 
 Financial crime risks, including cyber 
 Third-party risks/supply chain 

 Internal controls, including internal financial 
controls 

 Changing safely in the Fourth Industrial 
Revolution 

 Digital risks (risks of digitally enabled banks) 

3 Liquidity risk [Covid-19 pandemic induced unprecedented market volatility inter alia 
impacting US$ and rand liquidity and funding, risk of Liquidity Coverage Ratio (LCR) falling 
below 100%] 

Cash 

 

10   10  

4 Credit risk [Covid-19 pandemic, OPEC driven oil-price war, pending global and local 
recessions adding to existing adverse macroeconomy, country risk in SA and NAR, Moody’s 
SA 'junk' downgrade with negative outlook, liquidity (LCR) strain, Covid-19 payment 
holidays/restructuring and IFRS 9 accounting and RWA rules relief and alignment with 
regulators and external auditors] 

Credit 

 

4   6  

5 Capital risk [Capital adequacy and solvency heightened by the Covid-19 pandemic, 
exacerbated by Covid-19 client credit support actions/payment holidays, etc and materially 
reduced organic capital generation] 

Capital 

 

10   10  

6 Market risk [Covid-19 pandemic induced unprecedented market volatility, MTM valuation 
risks, heightened IRRBB focus (NII sensitivity versus peers) and market conduct] 

 

 

10   9  

7 Cyberrisk [Covid-19 pandemic induced heightened vulnerability and BCP/remote working of 
staff, Fourth Industrial Revolution, Digital Fast Lane (DFL), Data Loss Protection (DLP), data 
security and third parties risks] 

Cyber 

 

3  2  

8 Regulatory, accounting and compliance risks [Government policy (Fiscal, Monetary and 
Macro-Prudential) responses to the Covid-19 pandemic and measures to ensure 
safety/soundness of banks (including IFRS 9, LCR and capital/RWA treatment, abnormal 
regulatory change agenda, AML/CFT especially FICAA, data privacy, cyber, DebiCheck, 
NCA, EXCON, Financial Conglomerate Supervision and price-sensitive market information 
amidst Covid-19] 

Compliance 

(flexibility) 
Regulatory 

pause 

 

8   8  

9 Reputational risk (and association risk) [Covid-19 pandemic, State Capture, Zondo 
Commission, AML/CFT, fraud and corruption, conduct risk, protests/strikes, 
unemployment/inequality, climate change and social media] 

 6   7  

10 Conduct risk [Covid-19 pandemic consumerism and market conduct , FSCA/Conduct 
Standards for Banks, CBA/Royal Commission, social media and corporate responsibility] 

Conduct 

 

7   5  

11 Strategic execution risk [unprecedented level of change but impacted by the Covid-19 
pandemic, therefore 'pivot' to strategy, are we changing safely in the Fourth Industrial 
Revolution?, timely execution in a Fourth Industrial Revolution/ME/Eclipse/FICAA/DFL/Data 
and Strategic Portfolio Tilt V2.0 and ROI on transformational innovation spend] 

 2   1  

12 Climate risk (Physical, transition and reputational risks — shareholder activism)  9  NEW 

 

  

  Downward. 

  No change. 

  Upward. 
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Business (global and country) risk (Top 12 risk: #1) 
Global growth slowed by the weakest pace of economic expansion since the 2008 global financial crisis. SA did not escape 
the slowdown as annual economic growth slowed to 0,2% in 2019 – the lowest growth rate since the sharp contraction in 2009 
following the global financial crisis. Additionally, the economy witnessed a rise in retrenchments as corporates operated under 
a stressed environment and SA’s official unemployment rate remained at a record-high of 29,1% in Q4 2019. The global 
economic outlook for 2020 also looks bleak following the global Covid-19 outbreak. Global economic growth has since 
witnessed continued renewed downward revision, despite efforts of major central banks in reducing their policy rate. The 
Covid-19 outbreak is likely to exacerbate the slowing South African economic growth, which still battles with power 
shortages.  

With the banking sector highly interlinked to economic activity, the sector witnessed a rise in impairments amid the 
challenging operating environment. Financial performance for South African banks as such remained muted, more in 
particular, in their domestic operations. Despite this, the bank remained resilient as capital buffers remained well above 
regulatory required levels. 

People and operational risks (Top 12 risk: #2) 
The exposure to operational risk continued to increase in 2019, mainly due to heightened geopolitical global and local SA 
country risks, the abnormal regulatory agenda, adverse macroeconomic environments, social shifts and the unprecedented 
level of change at Nedbank, in particular due to the risks associated with the bank’s digital transformation journey through 
Managed Evolution (ME) and DFL. Nevertheless, overall Nedbank’s operational risk (residual) remained well managed and 
monitored across the group, with a sound state prevailing, and no major new loss surprises. Operational risk losses were well 
contained within the board-approved risk appetite limits, on both a gross and net basis. 
In addition, further complexity exists in the IT environment with the integration of legacy and new systems, which is likely to 
result in increased levels of IT instability. There is an increased focus on IT system stability, disaster recovery (DR) readiness, 
and IT project (innovation)-related risks. IT stability is maintained through effective operational processes with strong 
governance, risk and control oversight.  

Given the extensive use of and reliance on third parties and vendors, maturing Nedbank’s third-party risk management 
remains a key focus area. 

People risk remains heightened across Nedbank due to three main root causes:  
 A shifting demand for new skillsets relevant for the future, which results in skills shortages, vacancies and staff turnover. 

Exacerbating the root cause of skills shortages, is the increased uncertainty created by Covid-19 and the unprecedented 
levels of required change in the bank and at a country level. 

 The need to close gaps to the FSC Employment Equity targets in line with the bank’s strategic goal to lead transformation, 
gives rise to intensifying cross-industry competition for under-represented race groups.  

 More volatile socioeconomic client and political uncertainty, which impacts staff engagement, is a distraction and affects 
the wellbeing of our staff. Nedbank remains committed to the safety, health and wellbeing of our staff, and we will continue 
to take significant measures to achieve this during Covid-19 .  

In the face of these challenges, there is great urgency to achieve the desired impact of the board-approved People Strategy 
for 2020—2022 (focusing on enhancing the employee value proposition in support of a more compelling employee 'lived 
experience', culture and leadership development, accelerating the readiness of talent to be equipped with critical skills while 
inculcating a culture of continuous learning, more proactively developing necessary and under-represented talent pipelines 
and more disciplined hiring) is critical to the achievement of the bank’s overall strategy.  

Legal risk remains well contained and managed, despite the adverse external environment and heightened reputational risk. 

Risk transfer by insurance is a key component of the bank’s risk management strategy. Nedbank successfully renewed its 
groupwide insurance programme for the period 1 June 2019 to 31 May 2020, which includes broad form insurance cover for 
risks associated with data and network security. Nedbank’s insurance programme is structured to drive a high standard of 
risk management within the group. The group’s insurable operational risk is not simply transferred to third-party insurers, 
but a significant interest in the financial impact of losses for certain classes of insurance is retained in the group’s captive 
insurance company, namely Nedbank Group Insurance Company Limited (NGICL).  

Nedbank continues to invest in strengthening its people, systems, processes, policies and related controls to ensure that they 
are robust and that sufficient measures are in place to minimise any impact, and that recovery from any major incidents, 
including pandemics, is timeous. 

Financial crime (C-Suite risk – criminality)  

Financial crime risk management is integral to Nedbank's purpose of using our financial expertise to do good. In recognition 
of the ever-present and ever-growing threat posed by financial crime to the financial services industry, Nedbank elevated 
the risk of financial crime to a key risk in the Nedbank risk universe, governed at an executive level by the Financial Crime 
Committee (FCC). Financial crime is also reported to the GRCMC. Financial crime, as defined by Nedbank, includes cybercrime, 
commercial and violent-crime, money laundering, sanctions contraventions, exchange control violations, market abuse, tax 
evasion and privacy breaches. Through the application of Nedbank’s Integrated Financial-Crime Risk Management 
Framework and the relevant governance forums, these financial crime types are managed on a more integrated basis. An 
integrated financial crime risk assessment is underway which, coupled with the finalisation of the digitisation landscape, will 
inform the strategic risk management initiatives for 2020 and 2021. 
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State capture  
Within nine months of his presidency, President Cyril Ramaphosa set up four commissions of inquiry, all related to the 
'capture' of state resources and corruption in SA. These inquiries sought to investigate the breakdown of good governance 
and systemic corruption at key SA institutions.  

Given the significance and complexity of evidence provided through witness testimony, both the Judicial Commission of 
Inquiry into Allegations of State Capture and the Commission of Inquiry into Allegations of Impropriety at the Public 
Investment Corporation (PIC), become key considerations for Nedbank in the management of financial crime and 
reputational risk.  

Fighting corruption requires coordination from a range of stakeholders, including governments, businesses, banks and non-
governmental organisations.  

Well-established Nedbank investigative specialists ensure that Nedbank stays abreast of exposure to subjects implicated 
at the Commissions of Inquiry. Through enhanced media monitoring, robust investigations and collaboration across the 
Nedbank Group, exposure is determined and timeously escalated to the relevant stakeholders. Forensic report outcomes 
assess the applicability and impact of exposure to the implicated subjects, providing Nedbank business managers with client 
relationship recommendations, while ensuring compliance with the relevant statutory and regulatory reporting obligations. 
Through this process, there is ongoing provision of advisory services to ensure sustained commitment to Nedbank's high 
standards of governance, ethics and integrity.  

Continued monitoring by Nedbank of both the financial crime risk environment and subsequent actions by local law 
enforcement agencies, remains a critical component of the group's ability to ensure adequate risk management, while 
remaining adaptable in proportionate responses to an ever-evolving reputational risk landscape. 

Commercial and violent-crime  

Although commercial and violent-crime risk has always been a business reality, there is a noticeable increase in its prevalence 
and impact on organisations. Individuals from within or outside organisations, as well as extremely well-organised criminal 
syndicates perpetrate fraud and launch violent-crime attacks, especially against financial institutions. Given the above 
drivers and considering that fraud and violent-crime like robberies and automated teller machine (ATM) attacks will remain 
a business reality as long as financial institutions hold funds or act as intermediaries, Nedbank requires a robust commercial 
and violent-crime risk management strategy. 

The strategy for commercial and violent-crime risk management is underpinned by the legislative and regulatory framework 
within which Nedbank must operate appropriate policies and risk appetite statements. Nedbank’s compliance with the 
requirements of the United Kingdom (UK) Bribery Act 2010 is managed through a separate corruption risk programme. 
Nedbank is subject to the UK Bribery Act by virtue of its representative office in London, and Wealth businesses in the Channel 
Islands.  

Nedbank has zero tolerance for crime in which it features as the perpetrator or instrumentality, while the extent to which it 
is the victim of crime is determined by the risk appetite within the relevant business areas in respect of systems, processes 
and products. However, organisations inevitably are exposed to fraud and zero tolerance, therefore it implies that Nedbank 
will take all reasonable steps to eradicate fraud and manage the consequence thereof, when it occurs. 

The top-level management of the group is committed to ethical behaviour and acting with integrity. In this culture, fraud, 
corruption or nonadherence to principles and standards in any form can never be acceptable. 

The preamble to the Code of Ethics and Conduct contains a personal commitment by the CE, that the group will adhere to 
ethical business standards in its day-to-day operations.  

All the policies related to the management of criminality in Nedbank are noted or approved by the board. The sustainability 
of the group’s operations is ensured by practising sound governance. The three LoD model is used as the primary means to 
demonstrate and structure accountabilities, roles and responsibilities for control, decisionmaking and risk to achieve effective 
risk management and assurance.  

Due to the current hybrid model for fraud risk management, several areas are involved in the management of fraud risk, 
which include internal fraud (including corruption where staffmembers are involved) and external fraud (which includes 
violent-crime) as a first LoD. Internal fraud and most of the external fraud risk types are investigated by Nedbank’s Group 
Financial Crime, Forensics and Security (GFCFS) division in Group Risk. External fraud in respect of card payments and vehicle 
finance fraud are investigated by separate teams in RBB. RBB also has several teams that are responsible for the verification 
of applications to detect and prevent fraud.  

AML, combating the financing of terrorism (CFT) and sanctions  

AML, CFT and sanction resources continue to be bolstered across the group to monitor and enhance controls, with support 
across the ERMF and specific focus at board level.  

CA continues to be conducted for SA and NAR with management actions implemented to close identified gaps, where 
relevant. 

Delivery of strategic FICAA compliance requirements are being managed through dynamic programme management and 
governed by an AML, CFT and Sanctions Programme Executive Steering Committee. The AML, CFT and sanctions 
programme is well managed with established governance structures, as well as ongoing enhancements in terms of any 
identified trends/concerns being applied to the control environment. 
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Liquidity risk (Top 12 risk: #3) 
Optimising our funding profile and maintaining a strong liquidity position remain a priority for the group, especially in the 
current environment. The group's quarterly average LCR of 125,0% exceeded the minimum regulatory requirement of 100% 
applicable in 2019, with the group maintaining appropriate operational buffers designed to absorb seasonal and cyclical 
volatility in the LCR. As a result of the Covid-19 pandemic the domestic banking industry has observed a shortening in the 
funding profile in a market where depositors have reduced appetite for term maturities. Given this market wide phenomenon 
the PA issued a directive on 31 March 2020, reducing the minimum LCR requirement from 100% to 80% with effect from 1 April 
2020. The revised minimum LCR requirement will remain in force until such time as financial markets normalise. 

Nedbank exceeded the minimum NSFR regulatory requirement of 100% effective from 1 January 2018, with a December 2019 
ratio of 113,0%. The slight decrease in the NSFR is largely attributable to business-as-usual mix changes across both assets 
and liabilities. The key focus in terms of NSFR is to achieve ongoing compliance within the context of balance sheet 
optimisation. Noting that the NSFR is not exposed to the same 'cliff-effect' volatility attributable to term-maturity roll-down, 
as inherent in the LCR, there is no immediate need to reduce the minimum NSFR requirement as a result of the Covid-19 
pandemic. This will however require ongoing monitoring should the crisis continue for an extended period. 

Balance Sheet Management (BSM) provides strategic direction, insight and motivation in managing liquidity risk and funding 
to Group Alco and Executive Risk Committee (Group Alco) through appropriate risk reporting and analytics and by providing 
strategic input within the group’s defined risk appetite. 

Credit risk (Top 12 risk: #4) 
Credit governance and processes across the bank remain efficiently and effectively managed, within an enabling credit risk 
appetite. The immediate focus in 2020 is on measures to manage the additional risks emanating from Covid-19. Nedbank 
established a Credit Covid-19 Crisis Committee to address credit related matters that arise as a result of the pandemic. The 
committee consists of senior risk and business executive members across the enterprise. The primary focus of the committee 
is to support our clients, in addition to other initiatives with regulatory guidance and considering the impact on IFRS 9 
(impairments) and RWA (regulatory capital). 

The bank’s Strategic Portfolio Tilt (SPT) initiatives enable continued focus on growth portfolios and strategic risk 
management. Nedbank group’s credit portfolio remained resilient despite the weak macroeconomic environment, illustrating 
the success of the selective origination, new digital distribution channels, SPT initiatives, and proactive credit risk 
management. Total banking loans and advances increased by 7,2% to R764,2bn, driven by continued growth in RBB and an 
increase in CIB banking advances growth. The group’s credit loss ratio (CLR) increased to 82 bps at 31 December 2019, 
remaining within the group’s through-the-cycle (TTC) target range of 60—100 bps. The income statement charge increased 
by 66,2% to R6 129m as at 31 December 2019 from R3 688m in 2018, driven by elevated risk and a deterioration in the gross 
domestic product (GDP) macro outlook, which impacted CIB and RBB portfolios. The GCC does not have a concern that the 
increase in the CLR and impairments are indicative of an issue with the overall quality of Nedbank’s credit portfolio, but rather 
was: 
 Largely as a result of the prolonged, adverse macroeconomic and political environment, causing almost all individual 

business portfolios to trend negatively (ie no offsetting positive versus negative trends, as is often the case). 
 In CIB, only five client counters contributed to CIB’s significant yoy increases. 
 In RBB, MFC (CLR: 148 to 182 bps) and personal-loans (CLR: 521 to 639 bps) with real notable yoy increases, and Business 

Banking (CLR: 15 to 50 bps) off a very low base in 2018, now at the bottom end of their CLR target range of 50—70 bps. 
RBB had poor collections in MFC. 

 Historical macroeconomic 'overlays' released and significant adhoc recoveries in 2018, not repeated in 2019. 

Stage 3 (defaulted) advances increased 9,5% to R27,6bn, driven by a 22,5% increase in RBB as the weaker economic 
environment placed additional stress on consumers, which in turn led to increased levels of defaults, particularly in MFC 
(vehicle finance), Business Banking and Unsecured Lending. This was partially offset by a 28,1% reduction in CIB stage 3 
advances, primarily as a result of the successful restructuring, curing and rerating of clients. Approximately 85% of CIB stage 
3 advances are concentrated in 10 counters. The heightened risk in our wholesale business units is proactively managed 
through the monthly group watchlist governance process. The group watchlist report includes all high-risk clients that could 
materially impact the level of Expected Credit Loss (ECL) and is reviewed during the monthly watchlist meetings. 

Large exposures and key concentrations are monitored regularly to ensure that the exposures remain within acceptable 
ranges and that impairment levels are adequate. Key movements in the group watchlist are reported monthly to the group 
Opcom and at the quarterly GCC meetings.  

Nedbank Group’s AIRB credit system is well managed and monitored in accordance with the requirements of the Banks Act 
(Act No 94 of 1990) and the BCBS guidelines. Credit RWA (including counterparty credit risk and credit valuation adjustment) 
increased to R445,5bn as at 31 December 2019, primarily due to: 
 an increase in credit risk RWA of R28,6bn, largely as a result of a combination of book growth, model updates and the 

rating migrations of certain counters within the CIB portfolio; and 

 an increase in counterparty credit risk and credit valuation adjustment RWA of R4,6bn and R6,1bn respectively, driven by 
an increase in hedging activities and the performance of the rand against major currencies over the period. 
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Capital risk (Top 12 risk: #5) 
The group remains well capitalised at levels significantly above the minimum regulatory requirements. The CET1 ratio of 11,5% 
was impacted by the implementation of IFRS 16 on 1 January 2019 (R658m reduction in equity and R3,4bn increase in RWA), 
the ongoing investment in software development costs as part of the group’s Managed Evolution programme, the adverse 
impact of changes in foreign currency translation reserves, an increase in RWA due to migration in certain credit portfolios, 
credit model updates and capital optimisation initiatives. In light of the Covid-19 pandemic, the Group of Central Bank 
Governors and Heads of Supervision (GHOS) (the oversight body of the Basel Committee) has endorsed a set of measures 
delaying the implementation of a number of Basel III requirements, including the implementation date of the Basel III 
standards finalised in December 2017 has been deferred by one year to 1 January 2023. The accompanying transitional 
arrangements for the output floor has also been extended by one year to 1 January 2028. The PA also intervened to assist 
banks to preserve capital and absorb the capital impact driven by the Covid-19 pandemic through the following: 
 The temporary relaxation of the Pillar 2A capital requirement (set to nil) resulting in a capital relief of 50 bps at CET1, a 

cumulative 75 bps at tier 1 and a cumulative 100 bps at the total capital level. 
 Banks being allowed draw down on the capital conservation buffer (including D-SIB) on an individual bank basis, through 

an application, subject to requirements of regulation 38(8)(f), issued in terms of the Banks Act (Act No 94 of 1990). 
 Capital relief driven by the implementation of directive 3/2020, relating to payment holidays and restructured loans due 

to Covid-19, across retail, SME and corporates. 
 Lastly through the implementation of Guidance Note 4 of 2020, that encourages banks not to make any distributions for 

2020, with the primary focus on ordinary dividends and cash distributions to executive officers. 

During 2019 the CET1 ratio was further impacted by the following: 
 Credit RWA increased by R28,6bn, largely as a result of book growth, model updates and the rating migrations of certain 

counters within the CIB portfolio. 
 Counterparty credit risk and credit valuation adjustment RWA increased by R4,6bn and R6,1bn respectively, driven by an 

increase in hedging activities and the performance of the rand against major currencies over the period. 
 Equity RWA growth of R5,8bn, includes new investments and fair-value revaluations of existing equity exposures.  
 Trading market RWA decrease of R9,3bn, driven primarily by lower exposures to foreign exchange, interest rates, inflation 

and credit spreads on the back of reduced trading activity during the period. 
 Operational RWA growth of R3,1bn, mainly driven by the migration to the second-generation model, which resulted in an 

increase in the AMA capital, as well as an increase in TSA capital, driven by movements in GOI. 

The group’s tier 1 capital position was positively impacted by the issuance of new-style additional tier 1 instruments of R3,5bn 
in 2019, offset by the further grandfathering of preference shares in January 2019, in line with the Basel III transitional 
arrangements. 

The group’s total capital position was further impacted by the redemption of new-style tier 2 capital instruments of R2,5bn 
and the issuance of new-style tier 2 capital instruments of R2,5bn in 2019, in line with the group’s capital plan. 

Balance Sheet Management (BSM) provides strategic direction, insight and motivation in managing capital risk to Group Alco 
and Executive Risk Committee (Group Alco) through appropriate risk reporting and analytics and by providing strategic 
input within the group’s defined risk appetite. 

Market risk (Top 12 risk: #6) 
Market risk and all its subrisk components remain well managed and monitored, and within board-approved risk appetite 
and tolerance levels. The group’s market risk governance structure and processes are sound and remain effective. 
Established market risk management functions assume responsibility for the measurement, analysis and reporting of market 
risk and are independent of the group’s trading operations. 

Nedbank is actively involved in ensuring deliverables on requirements as stipulated by the BCBS and the Prudential Authority 
(PA) related to the Internal Model Approach (IMA), Fundament Review of the Trading Book (FRTB), Standardised Approach 
for counterparty credit risk and central counterparty are on track. Onsite inspections in 2019 generally went well.  

Nedbank has participated in initiatives to reform local interest rate benchmarks and has also participated in impact 
assessments of global benchmark reforms on Nedbank. Implementation of the local Johannesburg Interbank Average Rate 
(JIBAR) reforms (in line with offshore interbank lending rate (IBOR) changes) will change the fundamental structure of local 
interest rate derivative pricing, risk management, governance and related conduct risk. 

The FSCA released key documents in March 2019 that prescribed the criteria for authorisation of existing and prospective 
Over-the-counter Derivative Providers (ODP) to be approved as licensed ODPs. Nedbank’s ODP application was approved 
by the FSCA on 10 February 2020. 

Nedbank has a dedicated Markets Conduct Risk Technical Forum (MCRTF) that integrates various risk disciplines (market, 
operational, reputational, conduct and culture risks) to provide a formal platform to table, review and enhance conduct risk 
management and monitoring the Nedbank CIB Markets business. 

The Covid-19 pandemic as well as the oil market crash in Q1 2020 has resulted in severe volatility and market dislocation in 
both domestic and offshore financial markets. Careful management of Nedbank’s exposure to all market risks in this 
uncertain period is a top priority in the bank’s trading portfolio. 
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Cyberrisk (Top 12 risk: #7) (C-Suite risk) 

Internal, third parties and external risks 

The group understands that the increase in financial crime is due to the challenging macro and political environments and the 
complexity of increasing digital activity. Most global risk surveys have cyberrisk (including data loss and privacy) ranked as 
number one. Regulatory developments, including open banking [similar to the European Union’s Payment Services Directive 
II (PSD II0)], will further exacerbate cyberrisks. Nedbank’s most important cyberrisks include loss of money and client data  
(at Nedbank or a third party) as well as system downtime to the extent that transactions cannot be processed. The group 
strives to be cyberresilient, protecting the group’s 'crown jewels', personal and client data critical systems, platforms and 
infrastructures. 

Digital era/Digital Fast Lane (DFL) 

Ever-escalating cyberrisk exposure on the back of the Fourth Industrial Revolution and accelerated advances in technology, 
digital landscapes and interconnectedness have prompted a radically elevated focus on cyberrisk management, led by the 
CRO and the Chief Information Officer (CIO), on fast-tracking Nedbank from cybersecurity to cyberresilience. The cyberrisk 
environment is dynamic and fast-changing, a situation that is compounded by the DFL programme. 

New threat actors 

The evolving threat landscape presents significant challenges in how cyberthreats and vulnerabilities across complex 
operational frameworks are managed. Cybercriminals are constantly improving their techniques to compromise networks, 
forcing Nedbank to adopt an adaptive defence stance in line with evolving threats so that Nedbank can mitigate material 
negative effects should a cyberevent occur. For example, threat actors target users with Covid-19 pandemic themed social 
engineering attacks (phishing, vishing and smishing) as well as exploiting remote working vulnerabilities. The most likely 
avenues for a successful cyberattack are analysed through threat modelling and resilience testing through attack-path-
mapping and red-team testing. Resilience testing is a crucial step in understanding the severity of consequences associated 
with cyberattacks and in continuously building on the experience of successfully responding to threats. The independent red-
team testing programme managed by the second LoD provides assurance on the capability of the first LoD and 2A LoD to 
detect and respond to cyber threats. 

Technology 

Nedbank continuously invests in IT security, to effectively detect and respond to cyberattacks and the assumption is that 
these attacks will continue across the industry. Nedbank applies a variety of strong technical controls, such as patching of 
systems against vulnerabilities, network security controls, perimeter controls, password management controls and software 
development controls. This is augmented with non-technical controls, such as a comprehensive staff security awareness 
programme. Nedbank applies various measures to counter cybercrime and fraud, including client awareness campaigns, 
state-of-the-art technology and digital forensic capability to detect and monitor suspicious activity, and providing 
communication facilities where clients can report suspicious activity. Nedbank continues to work closely with industry bodies 
eg the South African Banking Risk Information Centre (SABRIC), peers and law enforcement agents to combat cybercrime 
and fraud. Nedbank has established an internal Computer Security Incident Response Team (CSIRT) as well as a Cyber Crisis 
Management Team (CCMT) to effectively respond to and, if needed, recover from cyberincidents and cybercrime. 

Monitoring, management and reporting 

Cyberrisk is continuously receiving the required focus by the board, management and the Nedbank security community to 
address known and newly identified gaps through various initiatives that will enhance cyberresilience and reduce residual 
operational risk. An advanced cyber management information system has been implemented to produce metrics that inform 
the board and management when cyberrisk increases outside of risk appetite. There is continued implementation of the 
various components of the Cyber Resilience Risk Management Framework (CRRMF) through the cyberresilience programme. 
The CRRMF has been operationalised and since its implementation, significant improvements have been made in the 
cybersecurity capability at Nedbank, as well as alignment with leading practices. The Nedbank cyberresilience programme 
activities are prioritised and agreed to by a cyber leadership group and tracked at a detailed level. The prioritisation is 
influenced by a focus on 'crown jewels' and threat modelling input from an external, internal and third-party perspective.  

The progress of the cyberresilience programme is reported at several board and executive level committees as well as 
cluster risk committees. New initiatives are added, as and when threats are identified, and in line with changes in the cyberrisk 
environment. The bank’s external security (internet footprint) is rated at an advanced level of maturity by an independent 
security rating vendor. Nedbank has specific cybersecurity-related insurance. 

Regulatory, accounting and compliance risks (Top 12 risk: #8) 
The pervasive and abnormal regulatory change agenda continues unabated, with banks subject to additional scrutiny by 
regulators and a plethora of new and amended regulations dominating time and resources. The cost of implementation of 
the changing regulations is also high. Nedbank adopts a risk-management-based approach instead of the historical purely 
compliance-based approach to regulatory change. 
The Regulatory Change Programme (RCP) is on track to be completed by end-2020, except FICAA (Sustainable 
Programme) in 2021, and facilitates the evolution from short-term to long-term sustainable solutions, with regulatory risks 
being managed through various steering committees, RCPs, Exco and board committees. Nedbank’s RCP seeks to leverage 
compliance requirements as a competitive differentiator, maximising the benefits of the intended spirit of the regulation. 
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As a result of the Covid-19 pandemic, regulators are looking to banks to provide relief to affected consumers and businesses. 
To enable this, there is an accelerated pace of regulatory change in order to, among others, relieve banks capital and liquidity 
pressure. Some of the changes, due to the speed with which they are being introduced, create a lot of uncertainty for banks 
across the globe. Regulators are also seeking to extend or postpone regulatory timelines for certain regulatory instruments 
that are currently in draft version in order to enable banks to focus on how they respond to Covid-19. This will have an impact 
on regulatory timelines and expected delivery dates.  

Post the 2008 global financial crisis, regulators learned a number of lessons which led to new regulations being implemented 
globally, including the acceleration of market conduct regulations. Similarly, Covid-19 has introduced unique regulatory 
challenges requiring regulators to rethink some of their approaches in relation to a number of issues related to credit, 
competition law, market conduct, tax, the function of courts, labour laws and the like. We believe that the Covid-19 lessons will 
accelerate Regtech regulatory requirements from various regulators and this could increase the regulatory compliance 
pressure that is currently faced by banks. 

Key programmes currently underway include the following: 
 ME (systems and data), focusing on enterprise client onboarding and Know Your Client (KYC). 

 The Enterprise Data Programme (EDP), an advanced data-driven analytics intelligence programme that gives Nedbank 
a competitive edge. As at December 2019 the Risk Data Aggregation and Risk Reporting (RDARR) stream was fully 
compliant with the RDARR principles for the material major risk types (ie credit, liquidity, IRRBB, investment, market and 
operational). 

 Ongoing embedment of the RDARR principles will, going forward, be part of the bank’s business-as-usual operations. 

 Major RCP programmes include: 
» AML, CFT and Sanctions (refer to the 'financial crime' subsection). 

» EDP 'Right to Win' (Strategic Data-Driven Intelligence) run as 'business-as-usual'. 

» Basel III, which has been substantially implemented in all material respects. Some implementation timelines extend 
beyond 2020. 

» Market Conduct and Culture Programme (MCCP).  

All major RCP programmes and other key programmes are reviewed by either GC or GIA, with some being reviewed by both 
assurance providers. Compliance advisory services and regulatory governance are provided to all programmes. 

Regulatory relationships, which include regulators in SA and all the countries in which Nedbank has representation, are well 
managed and stable. Regular engagements take place and regulators are appraised on an ongoing basis, particularly where 
action plans are in place to meet agreed, but challenging timelines (eg AML and RDARR). 

Reputational risk (and association risk) (Top 12 risk: #9) 
The reputation of the Nedbank Group reflects how Nedbank is perceived by various stakeholders, such as media, investors, 
clients, employees, competitors and regulators. The reputation of Nedbank and enhanced reputational risk management 
continues to be a priority of the CE and Group Exco through the Group Reputational Risk Committee (GRRC), as well as the 
Nedbank board through its DAC.  

Reputational risk for banks continues to be heightened with the constant focus by investigative journalists and the public on 
the role of banks in the fight against corruption, the Fourth Industrial Revolution and associated cyberrisks and people risks 
(optimisation), and the increased focus on climate change.  

It is Nedbank’s view that, through proper planning and continued enhancements in reputational risk management, 
reputational risk can be managed appropriately and stakeholder trust can be maintained. Nedbank continues to explore and 
implement innovative ways to manage reputational risk, through effective and intelligent use of data.  

Nedbank has implemented a comprehensive, robust and practical governance structure that can deal effectively and 
efficiently with all reputational risk issues. The structure includes: High-Risk Committees (HRC) in each of Nedbank’s client-
facing clusters (RBB, CIB, Wealth, and NAR); a supplier HRC in Group Procurement; the GRRC, managed and administered 
by Group Compliance (within the Reputational Risks and Ethics portfolio); and the DAC.  

 HRCs are responsible for assessing and managing risks that could have a material impact on Nedbank’s reputation as 
HRCs have the necessary knowledge of their respective clients, suppliers, deals, and transactions. HRCs escalate matters 
to the GRRC for noting or decision in terms of a tiered framework. The tiered framework provides the mandate in respect 
of the decisions taken at each tier, being tier 1: Business unit; tier 2: HRC; tier 3: GRRC; and tier 4: DAC. 

 The scope of the GRRC includes considering, deciding on, and overseeing material reputational risks for Nedbank and any 
associated risks or issues that may potentially or actually pose a material reputational risk and extend to all categories, 
types, and classes of risk.  

 In line with the board’s commitment to reputational risk management, the DAC receives quarterly reports from the GRRC 
on key decisions and deliberations of the GRRC and outcomes of internal investigations. In addition, decisions of the GRRC 
(where appropriate) are escalated to the DAC for approval in terms of the tiered framework.  

 The existing governance structure also allows for a 'topdown' approach in terms of which matters can be referred by the 
DAC to the GRRC, by the GRRC to HRCs, and by HRCs to business units.  
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GFCFS and Group AML, CFT, and Sanctions and Exchange Control play active roles in, among others, investigating matters 
of concern from a reputational risk and business risk point of view and providing invaluable input and advice to HRCs and to 
the GRRC. Group Legal provides legal support to the GRRC, and the Executive Head: Strategic Communications provides 
input and insight from a media perspective.  

The participation and involvement in the GRRC by business clusters, Group Finance: Procurement, GC, Group Legal, GFCFS, 
and Group AML ensure that a holistic approach to reputational risk, and that risk-mitigating measures are adopted and 
aligned to applicable legislation or regulations, Nedbank’s internal procedures, and stakeholders expectations. It also assists 
in ensuring timely and detailed reporting and frequent updates of reputational-risk-related matters to regulators, where 
necessary. 

Nedbank has implemented and continues to enhance mechanisms to manage reputational risk exposure proactively, 
including, but not limited to:  
 ongoing adverse media monitoring; 

 assessing testimony and outcomes of the various commissions of inquiry; 

 assessing credible publications; 

 considering the outcomes of investigations in the public domain, where relevant; 

 integrating and enhancing reputational risk considerations in client and supplier due-diligence processes; 

 monitoring Nedbank’s brand sentiment; and 

 assessing key data sets across the reputational risk landscape, for conducting trend analysis and benchmarking to enable 
intelligence in respect of this risk type. 

Reputational risk, though heightened, continues to be well managed through a robust governance process as well as the 
focus of senior management and the Nedbank Board. Reputational risk exposure that may arise from other risk types, 
including, but not limited to, cyberrisk, climate risk, people risk and regulatory risk are on management’s radar along with 
reputational risk that may arise through association with third parties, as well as Nedbank’s ability to respond to crises such 
as Covid-19. 

Conduct risk (Top 12 risk: #10) (C-Suite risk) 

Twin Peaks/Regulatory Change 
The Financial Sector Regulation Act 9 of 2017 (FSRA) was promulgated in 2017 to give effect to the implementation of the 
Twin Peaks model of financial sector regulation in SA.  
 The implementation of the Twin Peaks model is a significant milestone for the financial services industry in SA. This model 

creates two regulatory authorities; the PA accountable for ensuring the integrity and stability of financial markets and the 
Financial Sector Conduct Authority (FSCA), which is responsible for the promotion of fair treatment of clients. 

 The FSCA was established in 2018 with the following objectives, which fall within the mandate of the FSRA: 
» Enhance the efficiency and integrity of financial markets. 

» Promote fair customer treatment by financial institutions. 

» Provide financial education and promote financial literacy. 

» Assist in maintaining financial stability. 

 The legal framework for the regulation of the conduct of financial services industry is in the process of being finalised. 

 Nedbank has proactively developed a Conduct Risk Management Framework, which provides an efficient and effective 
risk management process to assist Nedbank in identifying, managing, monitoring, reporting and remediating conduct risks 
across the organisation. Conduct risk remains one of the key focus areas for 2020 and it has been prioritised to ensure that 
Nedbank proactively identifies and mitigates risks that cause client detriment. To this end, Nedbank has developed the 
following: 
» A documented conduct risk definition that reflects the culture and values of Nedbank and promotes the appropriate 

behaviours to drive both good client outcomes and commercial objectives. 

» Conduct risk universe, which sets out Nedbank’s conduct risk dimensions and subdimensions of conduct risk and is used 
as guidance in the conduct risk control self-assessment and identification process. 

» A documented process to proactively identify the market conduct risks inherent to our business, and to assess new and 
emerging risks through the performance of regular review activity, as well as ad hoc activities initiated by defined 
triggers. 

» Market Conduct Policy, which sets out Nedbank’s conduct standards and outcomes. 

» Conduct Risk Appetite Statement and substatements with accompanying metrics across board, executive and business 
levels.  

Consumerism 

 Nedbank has proactively defined several guiding principles and specific market conduct standards. Delivery structures 
have also been formed to meet market conduct requirements, and Nedbank is driving effective and consistent behaviours 
across the organisation that make a client-focused culture our reality, evolving our people practices ensuring Nedbank 
always delivers 'good conduct', and promoting consumerism throughout the organisation. 
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 Nedbank has been driving several conduct-related activities to achieve the protection of its clients’ interests, which include 
the following:  
» Develop products, bundles and packages that clearly meet the needs of a specific segment and we have governance 

structures in place to ensure the appropriateness of those segments before our products are launched. 
» Stress-test products during the development phase to ensure delivery of promised benefits and identify product 

features that may cause client detriment and ensure fair-value costs or fees. 
» Transparency on the total cost of ownership of our products and our pricing structure is clear and simple.  
» A formal pricing governance structure and pricing charter is in place to ensure that pricing is fair, competitive and delivers 

appropriate value to the client and not just value or profit to our organisation. 
» Provide market conduct awareness and education on our digital channels and have dedicated campaigns on the risks of 

digital and how our clients stay safe.  
» Nedbank’s remuneration strategy focuses on, and rewards the behaviours that support fair outcomes to our clients. 
» A review of the current group reward philosophy, methodology and practices has been undertaken to ensure that the 

market conduct principles are included. There are also control mechanisms in place to rectify potential issues such as 
clawbacks and quality sales.  

» Our leadership reward policy is flexibly structured with significant focus on a defined set of leadership behaviours related 
to good market conduct and with due appreciation for how incentives influence culture. 

» Our frontline staff are appropriately incentivised to ensure sales of relevant products to their clients and not only on 
short-term sales. 

» Our incentive structures reflect good market conduct principles and disincentivise poor conduct that delivers high sales 
performance. 

» Nedbank’s marketing of products contains fair, clear messaging and is not misleading. We target identified client 
segments and our messaging is consistent across various marketing platforms. 

» We are always looking at ways to improve disclosures and are looking to implement short factual statements in due 
course as well as more client educational initiatives. 

» We have a robust Change Management and Awareness Plan in to achieve 'good conduct' and is focused on driving the 
cultural change required to give effect to the delivery of good market conduct outcomes for Nedbank’s clients. 

CBA/Royal Commission  

» Nedbank scans both its internal and external environments to identify emerging or materialised conduct risks.  
» As a result of external scanning, Nedbank conducted an analysis of the Australian Royal Commission into the Misconduct 

in the Banking, Superannuation and Financial Services Industry findings. While many of the findings cannot be compared 
to Nedbank, the analysis was conducted to derive potential lessons learnt in respect of our risk, governance and control 
environment. The differences can be noted in respect of the following, among others: 
— Nedbank’s governance structures explicitly include conduct risk across the three LoD and have enabled the 

embedment of market conduct reporting and escalation in relation to conduct risk to ensure all levels of business are 
aware of and can manage the prevalent risks in their business. 

— From a post-sale services perspective, all queries and complaints related to market conduct are analysed, efficient 
and effective resolution, as well as appropriate escalation is ensured, should issues arise of a particular scale or 
seriousness. Nedbank captures appropriate information on complaints to be able to clearly identify those that relate 
to market conduct and carry out root cause analysis of issues raised.  

— In addition, Nedbank has measures in place to monitor responsible sales practices as the group operates in a highly 
regulated environment, which include compliance with the Financial Advisory and Intermediary Services Act of 2002 
(FAIS Act), among others. Nedbank ensures that our sales staff meet all competency, fit and proper, as well as 
continuous professional development requirements. Furthermore, product training is mandatory before the sale of any 
financial product. These requirements are embedded into business-as-usual (BaU) activities, which are frequently 
monitored across all LoD. 

Social media and corporate responsibility 

 Nedbank actively captures the voice of the client from digital and physical platforms by encouraging client feedback that 
relates to Nedbank’s conduct of business and conduct in the market. As part of this, Nedbank focuses on client sentiment 
by reviewing and analysing several social media platforms.  

 Nedbank’s focus on client-centredness continues to deliver positive results for our clients and our business success and 
sustainability. This can be noted through an improvement in a number of external ratings for Nedbank, such as improved 
Net Sentiment score, Net Promoter Score (NPS) and an increase in our South African Customer Satisfaction Index (SAcsi) 
points. 

Nedbank’s response to the Covid-19 pandemic  

 Throughout this global pandemic, conduct risk and treating our customers fairly remains a key primary focus area and 
Nedbank is ensuring that we assist our clients with increased empathy and understanding.  

 Nedbank has recognised the difficult circumstances South Africans find themselves in at this time and has worked on 
various measures to ensure our clients are kept informed and their changing needs are met, where reasonably possible. 
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 These measures include: 
» Based on the risk of infection clients may face by visiting our branches, hand sanitisers and medi-wipes were distributed 

to all employees as well as branches to ensure proper sanitisation is taking place. Nedbank has in addition, instituted an 
enhanced cleaning regime for all campuses. 

» An internal Covid-19 portal has been implemented for employees to access in order to educate themselves on the disease 
and how to protect themselves and clients against it. The portal includes safety and health guidelines and acceptable 
employee practices during the pandemic.  

» In addition, client communications are clear and continuous with focus on encouraging the use of digital channels to 
facilitate banking and avoid the spread of infection from visiting branches. Specific communications included the removal 
of Saswitch fees during the lockdown and certain branch closures. A microsite has been created so that all information 
can be found in one place. A lead form for clients applying for assistance has been placed on the site for easy distribution 
to the respective business divisions to ensure expedient resolution. 

» Where branches have been closed, communications have been sent out to clients to ensure that they are aware of the 
closure, as well as the alternative channels available to them. We have bolstered call centre capability to assist clients 
with financial services during the lockdown period. 

» Our lending divisions have implemented measures to assist clients with their repayments eg payment holidays, minimum 
card repayments reduced, restructures. While each may differ in the their approach and criteria, the overarching 
objective is to assist our clients in this time of need. 

Strategic execution risk (Top 12 risk: #11) 
Strategic execution risk remained naturally elevated in 2019 given the 'unprecedented level of change' underway at Nedbank, 
critical in response to the Fourth Industrial Revolution, the abnormal regulatory change agenda and to deliver on 2020 
strategic objectives, and beyond. Execution against financial targets has been particularly challenging during 2019 given the 
worse than expected macroeconomic conditions that prevailed, the elevated level of country risk and the increasing 
complexity of the competitive landscape (with aggressive growth initiatives among traditional peers and new digital banks 
as well expanding of non-bank players such as insurers, retailers, mobile networks and FinTechs entering into banking 
services). Owing to these pressures, strategic execution risk was rated number one in Nedbank’s top 10 risks for 2019. Despite 
the complex and challenging environment, significant strategic execution progress was made in 2019 on key strategic 
initiatives including ME, which is now expected to be materially completed by the end of 2020. Timely execution on key 
technology enablers such as ME and DFL as well as the successful commercialisation of the significant investment in 
technology and digital remains critical. Refer to page 18 where strategic execution risk is covered in more detail under 
'Change (execution) risk ('C-Suite' risk)'. 

Climate risks (Top 12 risk: #12) (C-Suite risk) 
Climate change is one of the most defining issues of this century, along with poverty, inequality and most recently Covid-19. 
It requires urgent and unprecedented cooperation and action from all stakeholders. Globally and locally, the focus on climate-
related risk continues to increase with several organisations and institutions requesting more action and disclosure around 
banks’ climate-related risk management and related strategies. Increased shareholder activism is also noted globally.  

Within Nedbank climate-related risks are managed enterprisewide and span across several clusters and functions. Key 
management actions taken to proactively manage climate-related risk in the period under review include, the establishment 
of the Nedbank Climate Task Team and Climate Risk Leadership Group (coordinated by the CRO). In February 2020 a 
Climate board subcommittee was established and is chaired by an independent non-executive director, Mr Brian Dames to 
address proposed climate-related risks. The Nedbank Climate Task Team is in the process of developing a Climate-related 
Risk Management Framework, informed by global best practice, inter-alia the Taskforce on Climate-related Financial 
Disclosures (TCFD) recommendations. TCFD relates to principles for lending, investment practices and own operations and 
refer to risk translating into opportunity. 

C-SUITE RISKS  

Nedbank recognises the advent and importance of both traditional risks as well as evolving and emerging non-traditional 
risks in the VUCA environment. The new additional major non-financial or C-Suite risks, such as Cyber, Conduct, Crime, 
Change (Execution Risk), Climate, Compliance and Client Risks. The following C-Suite Risks do not form part of the Top 12 
risks. 

Compliance (C-Suite risk) 

Regulatory change 

Please refer to page 117 in the operational risk section for the regulatory risk themes. 

Twin Peaks 

Pursuant to the Financial Sector Regulation Act that came into effect in April 2018, which introduced the Twin Peaks 
regulatory regime to SA, the new FSCA has been established and is now fully operational. It has since issued a number of 
draft regulatory instruments that seek to regulate the conduct of financial institutions in the SA market. The FSCA will also 
be conducting market conduct onsite reviews on the banking sector to establish, among others, the maturity of the 
implementation of market conduct principles by the banking sector. The Nedbank market conduct onsite which was 
scheduled for April 2020 has been postponed by the FSCA due to the Covid-19 pandemic. It is anticipated that a new date 
will be set for later this year, which is dependent on how long the uncertainty around Covid-19 lasts.  
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Risk-based approach 
In terms of the Nedbank compliance risk appetite statement, the group ensures that appropriate controls are in place to 
enable compliance with applicable regulatory requirements. Regulatory requirements collectively refer to statutory, 
regulatory and supervisory requirements. The group follows a risk-based compliance approach, which allows appropriate 
focus on the areas that pose the greatest risk, in the highly regulated environments that it operates in. The risk-based 
approach is followed throughout the compliance process of identifying, assessing, managing and monitoring compliance risks 
(including market conduct related regulatory requirements). This approach has been entrenched into the Nedbank 
compliance framework and methodology, which is applied across the group.  

In line with the Banks Act requirements, as well as the Prudential Standard GOI 3 (Risk Management and Internal Controls for 
Insurers), the group has established, as part of its risk management framework and governance structure, an independent 
compliance function. The compliance function ensures that the bank continuously manages its compliance risk, assists the 
board of directors in overseeing and monitoring regulatory and supervisory obligations and promotes and sustains a sound 
compliance culture. In line with the stipulations of the King IV Code, the compliance function ensures continuous monitoring of 
the changing regulatory environment and the operationalisation of applicable regulatory requirements.  

Change (execution) (C-Suite risk) 
Nedbank’s risk universe has grown exponentially in recent years, beyond the traditional yet ever-important risks, such as 
credit risk, market risk, operational risk, business (country or geopolitical) risk, capital risk and liquidity risk. The expanded risk 
universe has evolved to include major (but less mature) 'C-Suite' risks such as cyber, conduct, crime, change (execution risk), 
climate, and client risks. Nedbank’s focus has been broadened to encompass these critical emerging risks to ensure that 
Nedbank continues to 'change safely' in order to deliver process and operational excellence and achieve positive outcomes 
for our clients. 

Geopolitical change 

Global growth decelerated markedly in 2019, with continued weakness in global trade and investment. The heightened policy 
uncertainty weighed on international trade and business confidence. This weakness affected both advanced and developing 
economies. Bilateral negotiations between the United States and China did however, improve late in 2019, which resulted in a 
Phase One agreement, that has de-escalated trade tensions.  

Concerns about global growth triggered widespread monetary policy easing by major central banks. Heightened risk 
aversion contributed to subdued inflation, which pushed global yields down and in some advanced economies into negative 
territory. Against this context, global growth weakened to an estimated 2,4% in 2019 – the lowest rate of expansion since the 
global crisis. The decline in the global economy is further exacerbated by the outbreak of Covid-19, which continues to spread 
globally. The International Monetary Fund (IMF) indicated that current global economic growth is forecasted to contract by 
3,0% in 2020, with downside risks if the global economy weakens more than currently projected. The implications for the 
wider global economy are more adverse, as China is now deeply transformed and integrated into global high-value 
manufacturing and services value chains. Major central banks are responding to the outbreak of the virus by systematically 
reducing interest rates in order to stimulate economic growth and addressing liquidity concerns in the interbank markets. 

At the end of 2019 the SA economy slipped into a technical recession after it contracted by 1,4% in Q4 2019 (following a revised 
contraction of 0,8% in Q3). Overall, the economy grew by 0,2% in 2019, the lowest expansion rate in a decade. Seven of the 10 
sectors contracted, which was exacerbated by electricity supply shortages. The inflation rate in SA remains benign despite 
increasing to 4,6% in February 2020 yoy from 4,0% in December 2019 yoy (Source: Stats SA). The SARB Monetary Policy 
Committee (MPC) has since cut the repo rate by a total of 225 bps in 2020, the latest cut was 100 bps to 4,25% on 14 April 
2020, in order to help mitigate the economic costs of the Covid-19 impact. However, the SARB MPC has acknowledged that 
monetary policy on its own, is not adequate to address SA’s growth challenges, which are primarily structural in nature. 

Looking ahead, the SA economy is expected to contract materially in 2020 largely due to the outbreak and spread of Covid-
19. This is likely to negatively affect global and domestic economic growth through the first half of 2020 and potentially the 
rest of the year, or longer, depending on steps taken to limit the spread of the pandemic. These challenges are also 
compounded by domestic constraints such as the electricity supply, low business and household confidence and the high 
unemployment rate. In response to these developments, the SA government has taken various steps to mitigate the 
economic effects of Covid-19. 

In the Sub-Saharan Africa (SSA) region, in which the group operates, macroeconomic conditions remained relatively 
challenging as well. Growth in SSA moderated to a slower than expected 3,1% in 2019. Economic activity was dampened by 
softening external demand, heightened global policy uncertainty, and falling commodity prices. Domestic fragilities in several 
countries further constrained economic activity. GDP growth in SSA is expected to contract by 1,6% in 2020. The impact of 
Covid-19, declining global oil prices and weak demand reflecting lower global growth prospects increases the risk of higher 
budget deficits in oil-dependent countries of SSA and thus downward revisions of growth.  

As a result of the above factors, the banking sector, which is highly interlinked with economic activity, has also been adversely 
affected. The JAWS ratio (growth in total income relative to the growth in total expenses) in the SA banking sector continues 
to be under pressure, having trended negatively since June 2017.  
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The Group Alco closely monitors developments and implications of adverse macroeconomic factors on a regular basis. The 
internal stress-testing process is also constantly refined to determine the impact of stress scenarios. These include dynamic, 
rolling forecasts and business planning, and a robust Internal Capital Adequacy Assessment Process (ICAAP) that informs 
decisionmaking at various levels within the group. These measures enable business clusters to be appropriately positioned 
to adapt to the fast-paced regulatory and other changes resulting from geopolitical risks, including political and policy 
changes and increased competition.  

Technological change: Digital Era/Fourth Industrial Revolution and data 

The Fourth Industrial Revolution and its impact on the banking sector, both globally and locally, has introduced new risks 
arising from the material external change and greater competitive pressure. Significant change is also being introduced 
intentionally into the group in response to the external pressures. Among the emerging risks facing the sector are 'risks 
attached to digitally enabled banks–digital risks'.  
The growth in data-driven client-centredness, rapid automation of processes, new digital platforms, new Ways of Working 
associated with digital transformation etc, all introduce new drivers of risk.  
Changing safely in the digital era 

 

Risks from cyber incidents and data leakage and related reputational risk remained high in 2019 and are escalating due to 
accelerated advances in technology and digital landscapes, in the context of the Fourth Industrial Revolution and greater 
level of interconnectedness. Nedbank’s Cyber Resilience Programme is coordinating the group’s actions to continuously 
mature Nedbank’s cyberresilience in the face of new and emerging risks (including third-party cyber and privacy risk and 
data loss prevention). The overall cyberresilience maturity level of the group has significantly increased from 2016 to 2019. 

In addition to the direct impact of technological changes themselves, changes are expected to also arise from the regulatory 
response to new technological realities and the further changes on the horizon (such as the Open Banking regulation). 
Nedbank’s risk management efforts are thus focused on evolving our governance and internal controls alongside the ongoing 
rapid automation and digitisation across our operations to ensure that Nedbank continues to 'change safely'. 2019 saw the 
broadening of Nedbank’s coverage of the group’s expanded, holistic data risk universe in response to the increased level of 
threat to the group’s information assets and broader data risks. As part of Nedbank’s EDP efforts in 2019, Nedbank achieved 
compliance in December 2019 with the requirements of the Basel Committee on Banking Supervision's Principles for Effective 
Risk Data Aggregation and Risk Reporting (BCBS 239) standard as prescribed by the PA, which is aimed at enhancing risk 
data management and risk-decisioning processes.  

Among the key risk management initiatives in response to the demands of the Fourth Industrial Revolution is Nedbank’s 
Digitising of Risk Audit and Compliance across the Enterprise (Digi-RACE) programme aimed at bringing risk management 
into the digital era. The Digi-RACE programme was initiated in 2018 and gained considerable traction in 2019 and will continue 
into 2020 and beyond. The programme is focused on four areas: 
 Enhance/optimise client experience impacted by risk and compliance. 
 Win and maintain the client’s trust, protect both the bank’s and our clients' interests by leveraging new technologies, 

automation and analytics. 
 Deliver more efficient and effective risk, audit and compliance functions to support digitisation. 
 Manage risks of digitally enabled banks.  

Climate change (included as part of Top 12 risk: #9) 

Climate change impacts - currently in the form of more frequent extreme weather events, drought, declines in agricultural 
productivity and loss of biodiversity - are already impacting economic and financial outcomes and projections, and point to 
increasingly severe and unpredictable change. Globally, focus on climate-related risks is increasing with stakeholders 
requesting more action and disclosure around banks’ climate-related risk management. International regulators and central 
banks have started to elaborate on how climate change impacts their core objectives around monetary policy, financial 
stability, financial regulation and supervision, community and consumer affairs, and payments and described efforts to build 
capacity to assess these risks. Locally, The Banking Association South Africa (BASA)’s Sustainable Finance Committee 
established a Climate Risk Committee informed by the Taskforce on Climate-related Financial Disclosure (TCFD). Nedbank 
has demonstrated its active involvement, investment and commitment to climate-related change, evident in its Climate 
journey (refer to the 2019 Sustainable Development Review which can be accessed at nedbank.co.za.). 

Evolved, responsive risk management

Digital era / Fourth Industrial Revolution

Digital transformation

Change risk impact on overall risk profile
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However, the bank recognises that new approaches, risk tools and disclosures need to be developed to strengthen the bank’s 
offering to internal and external stakeholders. 

Climate change from the perspective of risk management, and the development of new risks associated with climate change 
is beginning to change the practice of risk management at financial institutions in terms of strategy, governance, risk 
identification and management, scenario analysis and measuring.  

Climate-related risks are accompanied by high levels of uncertainty and the precise timing and magnitude, should these risks 
materialise, they create opportunities and challenges for Nedbank’s business, strategy and financial performance. The 
inevitable impact on the balance sheet and operations of banks, will introduce risks as uncertainty as well as opportunity. To 
unlock these opportunities requires an understanding of Nedbank’s clients’ and suppliers’ exposures, geographical 
distribution and accompanying climate-related risks and/or challenges within these areas, among others, availability of 
information and data quality in relation to sectoral exposures will have an impact on assessing Nedbank’s exposure to 
climate-related risk in identified high-risk sectors.  

The increased focus on climate change and risk management has introduced a new taxonomy for risk discussions. Physical 
risk is the potential for losses as climate-related changes disrupt business operations, destroy capital and interrupt economic 
activity. Transition risk is the potential for loss resulting from a shift toward a lower-carbon economy as policy, consumer 
sentiment and technological innovations impact the value of certain assets and liabilities. Liability risk is the potential for 
damages sought by those most impacted by climate change against those held accountable for contributing to carbon 
emissions. These effects will be felt across business sectors and asset classes, strategies and operations, and through the 
balance sheets and income statements of financial firms.  

At a practical level, risk managers at financial institutions need to integrate and develop the appropriate techniques to 
identify, assess, monitor and manage these risks. The risk managers techniques used, will need to evolve to reflect new data, 
ever-changing relationships, and evolving interconnections. Traditional backward-looking models based on historical trends 
may no longer be reliable, so the development of forward-looking approaches grounded in scenario-based analyses may be 
necessary. Physical and transition risks will likely introduce new strategic risks associated with the challenges and 
opportunities of sectoral reallocations of economic activity, new production patterns and evolving industry exposures. 

Climate change introduces challenges for supervisors, globally, related to time horizon, data limitations, and inherent 
complexity. One of the main concerns, globally and locally is related to the time horizon and prioritisation. More specifically, 
given the evolving risk universe the industry is facing – cybersecurity, geopolitical uncertainty, Covid-19 and the credit cycle, 
among others and the relatively long-time horizon around climate change are the key impacts of climate change on financial 
firms already observed. Evidence continues to grow that climate change is affecting economic and financial outcomes. 
Moreover, evidence from climate science suggests that some further physical climate impacts are locked in, due to past 
emissions. Some investors consider an assessment of sustainability to be integral to their fiduciary responsibilities, this is key 
to building capacity in these climate-related risk areas, so both banks and financial firms and supervisors need to understand 
and assess these changes. It is imperative for risk management to consider the direct implications for safety and soundness. 

Given the complexity of the problem, the industry needs time to build data, models, and intellectual capacity to address risks 
as they arise in the future. It took the better part of a decade to approach a steady-state in central bank stress-testing 
capabilities for more familiar and arguably less complex risks like credit card losses or shocks to asset values from interest 
rate spikes. The economics of climate change are more complex with feedback effects, nonlinearities and massive 
uncertainty that will require substantial investments to understand. Furthermore, financial markets and institutions face the 
potential for a 'Minsky moment' related to climate change — an abrupt repricing of assets in response to a catastrophic event 
or change in investor perceptions. Financial firms and supervisors need to consider the potential and impact of this type of 
sudden event. 

Nedbank will disclose its approach to measuring, assessing and disclosing its financial exposure to climate-related risks 
(transition and physical) by no later than April 2021. This will inform shareholders of the group’s journey in assessing its lending, 
investment practices and own operations to climate-related risks and opportunities over time as standards, guidelines and 
principles on climate risk mature, including appropriate alignment to global best-practices including, among others, the TCFD. 

In 2019 Nedbank signed up to be part of the UNEP FI Task Force for Climate-Related Disclosures Working Group, which will 
enable us to learn from others in the sector, as well as participate in the development of tools to assess the physical and 
transitional risk that climate change poses for banks. This working group will enable Nedbank to stay well-informed on global 
best-practices.  

The TCFD report establishes recommendations for disclosing clear, comparable and consistent information about the risks 
and opportunities presented by climate change. The widespread adoption of TCFD’s recommendations will ensure that the 
effects of climate change become routinely considered in business and investment decisions. Adoption of these 
recommendations will help companies better demonstrate responsibility and foresight in their consideration of climate issues. 
That will lead to smarter, more efficient allocation of capital, and assist the transition to a more sustainable, low-carbon 
economy.  

The TCFD recommends four pillars that represent core elements: governance, strategy, risk management, metrics and 
targets. 
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Governance 

The Nedbank Board has oversight of climate-related risks and opportunities. The board of directors and senior management 
are increasingly attuned to the risks posed by climate change, as pressure from various stakeholders intensifies. 

Nedbank established the Nedbank Climate Task Group and the Climate Risk Leadership Group (CRLG), which are 
coordinated by the Group Chief Risk Officer (GCRO) and consist of Group Executives from Group Finance, Balance Sheet 
Management (BSM), Group Strategy as well as the Heads of Business Clusters’ Risk Management, Group Finance, Investor 
Relations, Group Secretariat, Group Strategy: Sustainability, Group Risk representatives and Group Stress Testing. The 
CRLG will manage and drive the Climate transformation across Nedbank to assess impacts/elements of climate risk and 
report to the Group Exco and board committee(s). 

The role of the Nedbank Climate Task Group is to identify, measure, monitor, manage and report on Nedbank’s qualitative 
and quantitative impact and how climate-related risk translates into the Strategic Portfolio Tilt (SPT) of Nedbank’s income 
statement and balance sheet. Nedbank will continuously enhance/evolve its approach towards managing climate-related 
risks and opportunities as they evolve. 

Strategy  

Nedbank acknowledges that both physical and transition risks impact the short, medium and long-term horizon and the 
materiality of these impacts should be considered in the groupwide strategy. Likewise, the groupwide strategy will continue 
to consider climate-related opportunities across various sectors, financial products and geographies. 

Nedbank offers clients various products, services to assist in this regard. These are comprehensively covered in the 2019 
Sustainable Development Review which can be accessed at nedbank.co.za. 

Risk management 

Climate change creates physical risks (eg more frequent and more intense floods, storms, drought and heatwaves) and the 
move to a low-carbon economy creates transition risks (eg policy and technology changes, leading to asset revaluations and 
potentially stranded assets), these risks manifesting among others as credit, market and operational risks.  

A climate-related risk gap assessment is work in progress and will be used to identify and understand risks relating to climate 
change for Nedbank. The risk assessment consists of the identification, assessment and analysis of potential threats and 
vulnerabilities. 

Nedbank is developing a Climate Risk Management Framework (together with the related policies) with the purpose of 
representing an approach towards enhancing transparency and engagement with Nedbank’s stakeholders as the group 
investigates various approaches to evaluate climate-related risks and opportunities. This will assist the Nedbank board and 
management in identifying the climate-related opportunities and effectively managing the high carbon-related assets in the 
Nedbank portfolio to lower carbon assets. The climate risk management processes include components to identify, assess, 
implement and review the group’s approach to managing climate-related risks by ensuring the following: 
 Nedbank's Climate Risk Framework is aligned and mapped to the group's strategic goals and support the business 

objectives. 
 The Climate Risk Framework guides the execution of climate resilience in alignment with the group's risk appetite. 
 Nedbank has an effective governance framework for monitoring climate activities. 
 Data gathering requirements regarding threats, vulnerabilities, existing controls and processes, opportunities and the 

current climate standards. 

 Analyses are performed to estimate the probability and impact associated with the known threats and vulnerabilities. 

Climate scenario analysis  

Nedbank undertakes to perform scenario analysis on high risk sectors identified as part of the ongoing Internal Capital 
Adequacy Assessment Process (ICAAP). In this regard the potential impact from climate-related risks on Nedbank were 
assessed from two angles, namely the impact of an 8C increase in local temperatures (based on a global increase of 4C) 
on Nedbank’s agricultural book, and the impact of different climate risks on Nedbank Insurance through reinsurance 
premiums. Results were presented to Group Alco and the GRCMC at the end of 2019. 

Metrics and targets 

The bank’s climate change journey is now informed by our financing policy on thermal-coal-related activities, including 
thermal-coal mining. Climate-related metrics and targets are disclosed in our 2019 Integrated Report with particular 
reference to our operational impact. Nedbank will over time, develop metrics and targets in relation to our lending and 
investing practices to align with the objectives of the Paris Agreement. 

Strategic execution risks 

Strategy execution risk remained naturally elevated in 2019 given the 'unprecedented level of change' underway at Nedbank, 
critical in response to the Fourth Industrial Revolution, the abnormal regulatory change agenda, and to deliver on 2020 
strategic objectives, and beyond.  

Execution against financial targets has been particularly challenging during 2019 given the worse-than-expected 
macroeconomic conditions that prevailed, the elevated level of country risk and the increasing complexity of the competitive 
landscape (with aggressive growth initiatives among traditional peers and new digital banks, as well expanding of non-bank 
players such as insurers, retailers, mobile networks and FinTechs entering into banking services).  
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Owing to these pressures, strategic execution risk was rated number one in Nedbank’s top 10 risks for 2019. Strategic 
execution risk remains in Nedbank’s top 12 risks (#11) for 2020.  

The key factors impacting 2020 strategic plans have continued to deteriorate in Q1 2020, primarily driven by the impact of 
Covid-19. The group is navigating through an unprecedented black swan environment, and focusing on material matters/risks 
that have emerged. Nedbank has pivoted our strategic focus in light of current key risks in this unprecedented environment, 
to focus on the health and safety of our staff and clients, capital and liquidity focus to prevent systemic risk, IT systems 
stability, supportive credit and collections processes and aggressive cost discipline. 

In parallel, we have been assessing the impact of the crisis on strategic activities. This is still work in progress and will continue 
to be reviewed regularly. While some projects are experiencing delays, there is nothing material to highlight at this point. 
2019 saw significant strategic execution progress on key strategic initiatives at Nedbank, including the ME programme, which 
is expected to be materially completed by the end of 2020. Timely execution on key technology enablers, such as ME and 
DFL, as well as the successful commercialisation of the significant investment in technology and digital remains critical, 
particularly given the accelerated move away from the branch network to digital channels during the current Covid-19 
pandemic. Successful execution of our strategy in this context requires a balanced approach with sustained focus on three 
key elements: people, process and technology. 

APPROACH TO RISK AND BALANCE SHEET MANAGEMENT 
The group approaches our strategy development, business activities, risk appetite, risk and balance sheet management in a 
fully integrated manner. At the heart of Nedbank’s business and management processes are integrated worldclass risk and 
balance sheet management frameworks and operational practices. 

Nedbank Group’s risk and balance sheet management frameworks 

 

  

Internal Capital Adequacy

Assessment Process 

(ICAAP)

Internal Liquidity Adequacy

Assessment Process 

(ILAAP)

Recovery Plan (RP)

(Basel III-compliant)

Risk Strategy/Plan

ERMF

Capital Management Framework (CMF)

Stress Testing Framework

Risk Appetite Framework (RAF)

Risk-adjusted Performance Measurement (RAPM) Framework

• Subframeworks (examples)

» Group Liquidity Risk Management Framework

» Group Credit Risk Management Framework

» Group Market Risk Framework

» Group Operational Risk Management Framework

» Integrated Financial-Crime Risk Management Framework

» Cyberresilience Risk Management Framework

» AML Risk Management Framework

» Reputational Risk Management Framework

» Conduct Risk Management Framework

» Insurance Risk Framework

• Solvency and Capital Management Policy

• Economic Capital Framework
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Nedbank Group’s Capital Management Framework 

 

1 Funds transfer pricing (FTP). 
2 Activity-justified transfer pricing (AJTP). 

Nedbank Group's CMF is designed to meet our key external stakeholders’ needs, both those focused more on the adequacy 
of the group’s capital in relation to its risk profile (or risk versus solvency) and those focused more on the return or profitability 
of the group relative to the risk assumed (or risk versus return). The challenge for management and the board is to achieve 
an optimal balance between these two important dimensions.  

All of Nedbank Group’s quantifiable risks across the 17 key risks of the ERMF are also captured in our Economic Capital 
Framework, where they are appropriately quantified and capitalised. 

Economic capital is a sophisticated, consistent measurement and comparison of risk across BUs, risk types and individual 
products or transactions, enabling a focus on both downside risk (risk protection), upside potential (earnings growth) and 
shareholder value-add.  

Nedbank Group assesses the internal requirements for capital using its proprietary economic capital methodology, which 
models and assigns economic capital within 12 quantifiable risk categories. Nedbank Group regularly enhances its economic 
capital methodology and benchmarks the output to external reference points. 

All of these quantifiable risks, as measured by the higher of regulatory or economic capital, are then allocated back to the 
businesses in the form of a capital allocation, to where the assets or risk positions reside or originate. 

Economic capital is embedded in the organisation and the way the business is managed. This is summarised below.  

Economic capital use across Nedbank Group 

 

The Nedbank Group’s economic capital and ICAAP methodology is constantly reviewed and updated, taking cognisance of 
all regulatory developments, such as Basel III and Solvency II/SAM. 

Economic capital not only facilitates a like-for-like measurement and comparison of risk across businesses but, by 
incorporating the allocation of the higher of economic or regulatory capital into performance measurement, the performance 
of each business can be measured and compared on an absolute basis by using EP and a relative percentage return basis, 
namely return on equity (ROE), whereby the higher of economic capital and regulatory capital is considered, by comparing 
these measures against the group’s cost of capital. 

• Economic capital adequacy

• Risk-based capital allocation 
across the group’s businesses

• Key component of risk 
appetite

• Active capital management 
and ICAAP

• Effective reporting of risk 
(Pillar 3)

• Strategic and capital planning

GROUP 

LEVEL

• Risk/return economic value of 
appraisal of different BUs 
and monolines

• Economic profit (EP) target 
setting

• Risk-based strategic planning

• Risk appetite optimisation

• ICAAP

BUSINESS 

LEVEL 

• Concentration risk 
management

• Risk diversification

• Risk portfolio management 
and optimisation

• Limit setting

• Portfolio tilt

TRANSACTION  

LEVEL

PORTFOLIO 

LEVEL 

• Risk-based pricing

• Consideration of economic 
return on individual loan 
applications and products

• Client value management

• Prioritisation of utilisation of 
client limits
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EP is one of Nedbank’s primary financial performance metrics, as it aligns closest with shareholder value creation and 

incorporates risk (through capital allocation)  

 

1 Based on higher of economic and regulatory capital. 

EP is a combination of familiar metrics that enables tradeoff between: 
 risk and return; 

 growth and profitability; and 

 shareholder value creation. 

Currently EP and ROE are used interchangeably as the primary measure for performance within Nedbank Group. In the 
calculation of ROE, IFRS earnings are used, divided by capital, allocated at the higher of risk-adjusted economic capital and 
regulatory capital. This is shown in the table below. 

EP 

R 
= IFRS EARNINGS (OR ALTERNATIVELY RISK ADJUSTED 

PROFIT) – HURDLE RATE X ALLOCATED CAPITAL  

ROE 

%  
= HE ÷ ALLOCATED CAPITAL 

 Value is created if EP > 0. 
 EP is a core metric for shareholder value-add.  
 If capital is unconstrained, all business with EP > 0 should be 

grown subject to established hurdle ranges. 
 No information on the marginal percentage return on economic 

capital, which is provided by ROE. 

  Value is created if ROE > hurdle rate. 
 If capital is scarce, businesses with the highest ROE (ie highest 

marginal return per rand of allocated capital) should be 
prioritised. 

 No information on magnitude of value being created for 
shareholders, which is provided by EP. 

In line with Basel III and the Banks Act (Act No 94 of 1990), a best-practice ICAAP is embedded in Nedbank Group. It is an 
integral component of the group's ERMF, CMF (refer to a graphic on page 23), strategy and business planning process, 
balance sheet management, remuneration and reward mechanisms, day-to-day business operations, pricing and lending 
decisions, and client value management. Nedbank Group scores highly on the 'use test', because the group's risk culture is 
based on the understanding that the business of banking is fundamentally about managing risk, and risk drives capital and 
liquidity requirements, against which return is measured and rewarded. 

Liquidity Risk Management Framework  
Embedded within the Liquidity Risk Management Framework is Nedbank Group’s Internal Liquidity Adequacy Assessment 
Process (ILAAP). The ILAAP involves an ongoing and rigorous assessment of Nedbank Group’s liquidity self-sufficiency under 
a continuum of stress liquidity scenarios, taking into consideration the board-approved risk appetite. The ILAAP also involves 
an ongoing review and assessment of all components that collectively make up and/or support the Liquidity Risk 
Management Framework. The objective of this review and assessment is to ensure that the framework remains sound in 
terms of measuring, monitoring, managing and mitigating liquidity risk, taking cognisance of best-practice and regulatory 
developments. Further detail regarding the framework is provided in the 'Liquidity risk and funding' section. 

In view of the significance of liquidity risk in banking, the ILAAP is conducted from both a group and bank perspective. 

Recovery Plan and stress testing 
The Nedbank RP establishes a framework for the bank to act quickly and decisively during a severe crisis to ensure that it is 
able to recover. The plan describes integration with existing contingency planning and possible recovery options, including a 
detailed assessment of their likely effectiveness and the defined points at which they would be invoked. The RP addresses 
stresses invoked by shortfalls in liquidity and capital, as well as significant operational failures that may jeopardise Nedbank’s 
ability to continue normal business operations. The RP also covers the various options considered by senior management to 
mitigate stresses encountered by Nedbank. The RP fits into and aligns with Nedbank’s ERMF and complements the existing 
capital, liquidity and stress testing policies and procedures of the group.  

Nedbank RPs have recently been enhanced taking into account the proposed Financial Sector Laws Amendment Bill and 
SARB’s discussion paper titled Ending too Big to Fail – SA’s Intended Approach to Resolution. These enhancements recognise 
the importance of ensuring that Nedbank’s RPs seamlessly dovetail into the SARB’s resolution plans where maintaining 
critical functions, critical shared services, protecting depositors and reducing the effects of contagion and financial market 
disruption will represent the golden thread across both the recovery and resolution plans. Further information is provided in 
the 'Recovery Plan overview' section.  

Nedbank’s holistic groupwide stress testing capability is supported by a comprehensive Stress Testing Framework. The 
Stress Testing Framework and process are adhered to in order to stress the base-case projections, and so assess and 
ultimately conclude on the adequacy of Nedbank Group's capital buffers and target CARs. The group's strategic planning 
process, rolling forecasts and integrated capital planning include three-year projections of expected (base-case) financial 
performance, regulatory (Basel III) and economic capital risk parameters and capital requirements, which are compared with 
projected available financial resources (AFR) and the board-approved risk appetite metrics. 

Robust measure of risk, 

based on Basel III

Economic 

ROE1

Shareholder 

requirements

EP = CAPITAL x (ROE – cost of capital)
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Risk Appetite Framework 
Nedbank’s comprehensive Risk Appetite Framework (RAF) continues to be an integral component of the group’s ERMF and 
is embedded in the group’s strategy and business plans. Further information is provided in the 'Risk appetite' section. 

Risk-adjusted performance measurement, management and reward 
Economic capital, EP and ROE, as well as other important metrics, such as return on assets (ROA), CLR, non-interest revenue 
(NIR) to expenses and the efficiency ratio, are included in performance scorecards across the group. Economic capital and 
EP are comprehensively in use across the group, embedded in businesses on a day-to-day basis and in performance 
measurement and reward schemes. RAPM has been applied across the group for many years and helps ensure that 
excessive risk-taking is mitigated and managed appropriately within the group.  

To align the group's current short-term incentive (STI) scheme with shareholder value drivers, the STI scheme has been 
designed to incentivise a combination of profitable returns, risk and growth appropriately. It is driven from an EP and HE 
basis, using the higher of risk-based economic and regulatory capital allocation. Risk is therefore an integral component of 
capital allocation and performance measurement (and reward) in Nedbank. 

The group's remuneration practices and public disclosures are compliant with the evolving principles, practices and 
governance codes released for the SA financial services industry. For this detail please refer to the group’s 2019 
Remuneration Report and the 'Remuneration' section in the 2019 Integrated Report, which can be found at nedbank.co.za. 
Nedbank Group continues to monitor the evolving governance environment to ensure appropriate compliance of the group’s 
risk-adjusted remuneration practices with the relevant regulatory and/or statutory requirements. 

Conclusion 
Nedbank’s risk and balance sheet profile across the enterprise remains resilient despite, among others, the increasingly 
adverse impact of the Covid-19 pandemic that has resulted in financial markets dropping sharply and market movements 
exceeding levels last experienced during the 2008 global financial crisis, recent sovereign-rating downgrades, including the 
latest rating action by Moody’s on 27 March 2020 whereby SA is now rated subinvestment grade by all three rating agencies, 
increasing risks and increased regulatory change agenda, albeit that a number of these changes are now being deferred as 
a result of the Covid-19 pandemic. 

The group’s robust ERMF and strong risk culture have supported Nedbank’s overall positive risk profile to date. Further to 
this, and in response to the constantly changing risk environment, Nedbank now adopts a much broader and more flexible 
approach to the management of risk, going well beyond the terms of reference prescribed by regulation, as reflected by our 
inclusion of the C-Suite risks as part of our risk management. Nedbank deems its risk management practices to be in good 
shape, and also fully acknowledges the rapidly changing world and our need to be agile, smarter and more effective, 
proactive and forward-looking, at the same time being appropriately responsive. 

Effective risk management across Nedbank is supported by and enhanced through the ERMF governance structures and 
the efficient functioning of enterprisewide risk committees (Ercos). Matters requiring escalation are reported on in the KICL 
and are communicated through the business-specific Excos, OPCOM, the monthly CE report, Group Exco, board committees 
and the full board of directors. The KICL reporting process promotes a robust risk culture and facilitates timely identification 
and escalation of all material risks (including forward-looking) and issues (risks already materialised) to the appropriate 
levels. 

Our proactive risk culture ensures that risks are considered in advance and appropriate levels of capital and resources are 
allocated in the event of the risk materialising. One such example is the extensive work done on management’s response 
(preparation) for further SA sovereign-rating downgrade(s), with Moody’s having now downgraded SA to subinvestment 
grade on 27 March 2020, which has put us in good stead to navigate through the current VUCA environment.  

Nedbank has embedded a prudent and conservative risk appetite focused on the basics and core activities of banking and 
other financial services. Risk appetite remains enabling for our businesses, promoting competitive but appropriate growth 
and returns. All core risk appetite metrics are currently tracking within approved net limits and are forecast to remain so 
over the planning period, subject to unexpected Covid-19 impacts. 

Risk management in Nedbank continues to be a fundamental component of the bank’s strategy and operations, and 
continues to evolve into more agile, smarter, practical and efficient practices that remain relevant and competitive in an ever-

shifting internal and external environment.
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RISK APPETITE  
Risk appetite is integrated into the group’s strategic and business planning process, is approved by the board and monitored 
by varying levels of senior management, with ongoing oversight and coordination by Group Risk. Risk appetite is guided by 
the group’s RAF, which sets the principles for decisionmaking and risk-taking that is aligned to strategic focus areas.  

The RAF establishes the overall approach through which Nedbank practices commercially prudent risk-taking throughout 
the group. It outlines and guides the process of developing Risk Appetite Statements (RAS), including cascading across the 
group, governance, monitoring and reporting. The RAF has served the group well over the years and continues to support 
underlying businesses, ensuring that risk profiles are known and assessed against established risk appetite targets and limits. 

The following definitions are adopted and used across the group: 
 Risk appetite is defined as an aggregate level and type of risk the group is prepared to assume within its risk capacity to 

achieve its strategic objectives and business plan. It is expressed quantitatively as risk measures and qualitatively in terms 
of policies and controls. 

 Risk capacity is the maximum level of risk that the group can assume, given its current level of resources before breaching 
constraints determined by regulatory capital and liquidity needs, the operational environment (eg technical infrastructure, 
risk management capabilities and expertise) and obligations, also from a conduct perspective, to depositors, policyholders, 
shareholders, investors, as well as other clients and stakeholders. 

 Risk profile is the point in time assessment of the group’s gross and, as appropriate, net risk exposures (after considering 
mitigants) aggregated within and across each relevant risk category, based on forward-looking assumptions. 

The graphic below depicts the group’s schematic view of the relationship between risk appetite, risk capacity and the 
assessed risk profile. There is a buffer between risk capacity and risk appetite, to allow for management actions in cases 
where there is a change in risk profile. The black area represents a point-in-time/through the cycle breach in risk appetite. 

Relationship between risk appetite, risk capacity and assessed risk profile 

Key risk appetite achievements and enhancements included a refresh of the RAF, including the revised credit risk and credit 
concentration risk appetite as well as expanding the group’s risk appetite programme to include new emerging risks, such 
as cyber and digital risk. 

The group continues to monitor its risk appetite against the operating environment to ensure it remains appropriate and 
enables the group to meet its strategic objectives and will continue to invest in maturing the current risk management 
processes for all key emerging risks, including the Covid-19 pandemic, AML, reputational, climate, and environmental and 
conduct risks.  

GOVERNANCE 
The group has developed and embedded a strong risk culture and a prudent and conservative risk appetite, focused on core 
activities of banking and associated financial services. The group also expresses risk appetite qualitatively in terms of policies, 
processes, procedures, statements and controls meant to manage risks that may or may not be quantifiable. Policies, 
processes and procedures relating to governance, effective risk management, adequate capital and internal controls have 
board and senior management oversight and are governed by the group's three LoD model. The board has ultimate 
responsibility for the group’s business strategy and financial soundness, key personnel decisions, internal organisation and 
governance structure and practices, and risk management including risk appetite.  

The group is segmented into a tiered structure according to ownership and oversight. 
 The tiered approach sets appropriate core RAS to be approved and reviewed by the board, while allocating oversight of 

other key RAS to the varying levels of senior management within the group.  

 The balance of the RAS is monitored, managed and approved at senior management level.  

RISK CAPACITY

BUFFER

RISK PROFILE

RISK APPETITE
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 The tiered approach enables the board and senior management to discharge their responsibilities and facilitates effective 
decisionmaking and appropriate governance, by focussing on key and material risk items. 

The tiered approach enables appropriate governance and escalation of breaches of risk appetite targets to the tier above 
for management action where required (eg a breach in risk appetite at tier 2 level will be reported at both tier 1 and tier 2 
levels). 

Nedbank’s tiered approach to risk appetite  

 

RISK APPETITE STATEMENTS 
The group’s RAS is guided by the RAF, which sets the principles for decisionmaking and risk-taking that are aligned to 
strategic focus areas. The RAF is defined as the articulation in written form of risk appetite, which includes qualitative 
statements and quantitative measures expressed relative to earnings, capital, risk measures, liquidity and other appropriate 
measures. It is developed in collaboration with senior management and approved by the board, ensuring that it remains 
consistent with among others, the group’s strategy, risk capacity as well as the remuneration strategy. 

The group’s overarching RAS provides guiding principles, and facilitates decisionmaking that is aligned to the key strategic 
focus areas, providing autonomy within agreed boundaries. The risk appetite, risk profile and risk exposures are reported 
regularly to the board and senior management through various governance committees, and reviewed annually as part of 
the three-year Group Business Plan (GBP). 

Nedbank Group’s Risk Appetite outcomes for 2019 were on the back of a year characterised by adverse macroeconomic 
and political environments, unprecedented level of change, heightened country and cyberrisks. Despite the macroeconomy 
performing worse than expected, the group continued to operate within the board-approved risk appetite targets for all 
core risk appetite metrics. 

In addition to the core risk appetite metrics, a large variety of alternative risk appetite metrics are operated within the board-
approved risk appetite targets. The full suite of risk appetite metrics and qualitative statements is defined at each level of 
tiered governance for different risk types and monitored regularly by relevant oversight risk committees and the board, 
where appropriate. Cyberrisk remains a priority focus area, with increased cyber exposures due to the increase of digital 
activity. Work is currently underway to expand our current cyberrisk appetite quantitative measures. 
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Nedbank Group’s tier 1 risk appetite metrics are defined in the table below. 

NEDBANK GROUP CORE RISK APPETITE METRICS 

1 Risk appetite targets and limits, including three year planning forecasts (ie 2020—2022 business plan) are in the process of review to take into account the new macroeconomic 
environment, risks and regulatory changes brought about by the Covid-19 pandemic.

Group core metrics Definition Group target1 

Within risk 

appetite at 

31 December 

2019 

Credit risk   

CLR  Level of actual credit losses in Nedbank Group’s credit 
portfolios. 

60—100 bps 

Capital and earnings risk   

Earnings at risk (EaR)  Percentage pre-tax earnings potentially lost over a one-
year period. 

EaR less than 80% 

Economic capital adequacy Nedbank Group adequately capitalised on an economic 
basis to its current international foreign currency target 
debt rating. 

> 130% 

CET1 Ratio  Nedbank Group adequately capitalised from a regulatory 
perspective. 

10,5—12,5% 

Total RWA to total assets The average risk profile (risk-weight) of Nedbank Group’s 
assets. 

50—59% 

Leverage ratio  

(Basel III) 

The extent to which Nedbank Group is leveraged in terms 
of assets, including off-balance-sheet assets, per unit of 
qualifying tier 1 regulatory capital. 

Less than 20 times 

Liquidity risk   

LCR  The extent to which high-quality liquid assets (HQLA) cover 
total net cash outflows (NCOF) over a 30-day period. 

> 100% 

NSFR  Assessment of whether there is sufficient stable funding 
(equity, deposits, long-term wholesale) for the bank’s 
lending profile (higher requirements for long-term assets). 

> 100%  

Liquidity stress event — 
regulatory  

Survival period in a stressed liquidity event based on 
regulatory assumptions. 

> 30 days  

Liquidity stress event — 
internal 

Survival period in a stressed liquidity event based on 
internal assumptions. 

> 38 days  

Tax risk    

Effective accounting tax rate  Tax that the group incurs and is liable to revenue services. 22—26%  

Interest rate risk    

NII sensitivity  Sensitivity of Nedbank Group’s Net Interest Income due to 
changes in market interest rates. 

< 2,25%  

Economic value of equity 
(EVE) sensitivity  Materiality of unhedged fixed-rate assets versus liabilities.  < 1,25%  

Mark-to-Market Sensitivity Sensitivity of the fair value of the liquid asset portfolio to 
structural changes in interest rates. 

< R160m  

Market risk    

Trading value at risk (VaR)  Potential market value losses in the trading book over a 
three-day period. (only to be exceeded once every 100 
days). 

< R210m  

Stress trigger  Potential trading book loss during periods of extreme 
volatility. 

< R2 100m  

Insurance risk    

Capital at risk Regulatory view of capital adequacy. > 1,5  

Economic capital ratio Internal view of capital adequacy. > 1,0  

Operational risk profile     

Operational risk losses  Level of actual financial losses due to operational risk 
events (eg fraud) in relation to the gross operating income. 

< 1,75%  

Operational VaR Level of losses due to operational risk events that Nedbank 
is not willing to exceed in an extreme scenario. 

< 15%  
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STRESS AND SCENARIO TESTING 
Stress testing is a component of enabling Nedbank’s aspiration to be 'worldclass at managing risk', and is an evolving 
process, incorporating the latest international methodologies and standards.  

NEDBANK GROUP STRESS-TESTING FRAMEWORK 
The key objectives of the Stress-Testing Framework and subsequent actions are presented in the graphic below. 

Nedbank Group’s Stress-Testing Framework main objectives  

The key features of the framework are as follows: 
 A holistic view of Nedbank Group and Nedbank Limited is considered. 

 The Pillar 2 topdown stress-testing model [Macroeconomic Factor Model (MEFM)] allows for quick turnaround times, what-
if analysis and analysis on the impact of management actions. 

 Event-type or risk-type stress tests are further designed to probe for portfolio-specific weaknesses, incorporating all risk 
factors affecting a specific portfolio, including obligor-specific, industry and macroeconomic factors. 

 Senior management has active knowledge of, and where appropriate, involvement in the design of stress-testing 
scenarios, and in drawing up contingency plans for remedial action. Such participation helps to ensure that any remedial 
actions based on contingency plans drawn up in response to approved stress tests will be implemented. 

 Market risk stress testing is performed daily and utilises a full portfolio revaluation technique. 

 Extensive liquidity stress testing is performed, at both a bank and industry level, in order to appropriately determine the 
bank’s liquidity profile, including the sizing of the liquidity buffer portfolio in the most optimal manner for seasonal, cyclical 
and/or stress events.  

 Pillar 1 stress-testing is performed by each BU and is approved by the respective business unit credit committee or cluster 
credit committee.

Decision on capital levels and 

buffers based on overall 

assessment, including 

probability of the scenario, 

strategic measures etc

(ICAAP)

Decision on strategic 

business planning 

Decision on liquidity levels 

and buffers

Decision on risk appetite 

targets 

and measures

Consideration of strategic 

management actions

Implementation of 

contingency plans

Decision on risk management 

practices

• Balance sheet changes, such as growth and portfolio mix.

• Earnings growth, specifically topline revenue growth (volumes, fees, margins) and
impairments, which constitute the cost of risk.

• Capital requirements, capital resources and adequacy of capital buffers for both
regulatory and economic capital as part of the Internal Capital Adequacy Assessment
Process (ICAAP).

• Liquidity requirements, liquidity resources and adequacy of liquidity buffers for board
approved risk appetite and the Internal Liquidity Adequacy Assessment Process (ILAAP).

Provide and maintain a robust, credible and readily accessible projections capability, 

which is leveraged with confidence across the group to support enhanced: 

Embed streamlined projection processes that minimise the burden of execution and

allow for enhanced focus on the analysis and use of the results.

Align with leading practices as informed by international regulatory expectations to

ensure that Nedbank remains at the forefront of best-practice stress testing and

worldclass risk management.

• Strategic business planning.

• Risk appetite setting and monitoring.

• Risk management practices.

• Pricing, portfolio tilt decisions, risk adjusted performance measurement.

• Capital planning.

• Liquidity and funding risk assessment and planning.

Assess the effect of possible unexpected events on Nedbank's base case projections

(stress testing), including:



STRESS AND SCENARIO TESTING
 

 NEDBANK GROUP LIMITED AND NEDBANK LIMITED – PILLAR 3 DECEMBER 2019 30
 

SCENARIO GENERATION PROCESS AND GOVERNANCE 
The overall Pillar 2 stress test results and effects on earnings, regulatory capital, economic capital, available capital resources 
and, therefore, CARs are reported to the Group Alco and the board’s GRCMC on a regular basis (at least quarterly). The 
forward-looking capability of the stress-testing model ensures that management action can be taken in advance, when 
necessary. 

In addition to the quarterly stress testing process, a comprehensive set of relevant scenarios are also considered and 
presented during the annual ICAAP.  

Scenario generation process and approval 

 

The following was considered in finalising the proposed scenarios for the 2019 ICAAP: 
 The stress scenarios should represent a continuum of macroeconomic scenarios of varying degrees and sufficient stress 

severities. 

 Relevant current global and local economic and political environment-specific portfolio stresses, specific risk-type stresses 
and specific event-type scenarios should be considered. 

 The scenarios should address Nedbank specific concentrations and focus areas. 

 The concerns of the PA, as published in the SARB Financial Stability Review (2nd edition 2018, 14), should be incorporated. A 
number of key scenarios regarding potential threats to financial stability were identified in the review.  

Nedbank’s stress-testing strategy, the severity of the stressed macroeconomic scenarios and the additional stress scenarios 
were vigorously challenged, debated and discussed before being finalised at an executive management level by Nedbank’s 
House View Forum and Group Alco and at non-executive management level by the GRCMC before being finalised for the 
annual ICAAP submission to the PA. Scenarios that were considered for the 2019 ICAAP included the following: 
 Macroeconomic scenarios of different severities, ranging from a positive scenario to mild, high, severe inflationary and 

severe deflationary stress scenarios.  

 Specific high-concentration-risk stresses, such as Nedbank’s exposure to the commercial-property and vehicle finance 
sectors. 

 Specific risk-type stresses, such as CVA shocks, market and liquidity risk stress testing. 

 Specific event-type scenarios, such as a sudden operational risk loss event in the form of a cyberattack, the impact of 
climate change on Nedbank’s agriculture portfolio and further deterioration in the stability of SOEs. 

 Reverse stress testing. 

 Benchmarking against relevant international stress scenarios, such as the Bank of England (BOE) and US Federal Reserve 
stress-testing exercises. 
 

Global and local social, 
economic and political 

events

Group Economic Unit 
propose 

macroeconomic 
scenarios

House view forum 
input and approval

Group Alco input and 
approval

Group Risk and Capital 
Management 

Committee input and 
approval

BSM Group Stress 
Testing propose 

additional scenarios

Nedbank 
concentrations and 

exposures

SARB Financial 
Stability Review
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INTERNAL CAPITAL ADEQUACY ASSESSMENT PROCESS 
(ICAAP) OVERVIEW  
A summary of the four key principles contained in Pillar 2 of Basel III, regulation 39 of the regulations relating to banks issued 
in terms of the Banks Act (Act No 94 of 1990) (including guidance provided by the PA in Guidance Note 4 of 2015), the ICAAP 
requirements of banks and related Supervisory Review and Evaluation Process (SREP) requirements of the PA are depicted 
below.  
Summary of the ICAAP and SREP requirements 

The ICAAP is primarily concerned with Nedbank’s comprehensive approach, measurement and management of risk and 
capital from an internal perspective, that is over and above the minimum regulatory rules and requirements of Basel III. To 
this end it is important to highlight that Nedbank Group has several levels of capital and other components, as depicted in 
the table below, to be measured and managed simultaneously. 

Summary background to the different capital levels to be managed 

MEASURES OF THE GROUP’S RISK PROFILE 

(capital requirements) 
 ACTUAL BOOK CAPITAL 

(capital resources) 
   

Regulatory capital  Economic capital  Available book capital (statutory) 
    

 Amount of capital required to 
protect the bank against 
regulatory insolvency over a 
one-year time frame. 

 Determined based on regulatory 
rules [ie Basel Accord and Banks 
Act (Act No 94 of 1990)]. 

 Designed mainly to protect 
depositors and creditors. 

 Pillar 1 is rules-based and acts as 
the minimum capital 
requirement, which triggers 
action by the regulators as 
necessary under Pillar 2. 

 Pillar 2 then creates the bank-
specific, internal link to the 
ICAAP and regulator’s SREP. 

 
 

 Amount of capital required to protect the 
group against economic insolvency over 
a one-year time frame. 

 Based on a desired level of 
confidence/target debt rating set 
internally (currently 99,93%). 

 A comprehensive internal capital 
assessment that aligns more closely with 
rating agency requirements. 

 Designed to provide a level of confidence 
as to the bank’s economic solvency to 
depositors, creditors, debtholders and 
shareholders. 

 Used as a base for various purposes such 
as risk-based capital allocation, risk-
based pricing, client value management 
and the bank’s ICAAP. 

  Net asset value, adjusted to be 
consistent with the two measures of 
required capital (regulatory and 
economic) to arrive at 'AFR' for 
economic capital and 'qualifying 
capital and reserves' for regulatory 
capital. 

 Compared with regulatory capital and 
economic capital requirement to 
ensure solvency in each case. 

 Book capital is strongly influenced by 
the use of accounting methods 
(accrual or book value, market or fair 
value) and the impact of IFRS rules. 

 The book capital will be the highest of 
the two other types of capital as it 
incorporates the need for a 
predetermined 'capital buffer'. 

     
 

 

Minimum capital you are told to 

hold by regulators 

  

 

Internal capital assessment of total capital 

you need 

 Capital you actually have 

  Qualifying capital 
(regulatory 

capital) 

Available financial 
resources 

(economic capital) 

MAIN ICAAP COMPONENTS

Requirements of the Bank

Internal Capital Adequacy Assessment Process 

Requirements of the Regulator

Supervisory Review and Evaluation Process

Board and 
management 

oversight

Comprehensive 
risk assessment and 

management 
processes 

(addressing ALL 
material risks)

Sound capital 
assessment and 

management

Monitoring 
and 

reporting

Internal 
control 
review

ICAAP PRINCIPLE 1

Every bank should 
have an ICAAP

ICAAP PRINCIPLE 2

Ultimate 
responsibility for a 
bank’s ICAAP is the 
board

ICAAP PRINCIPLE 3

Written record of 
ICAAP

ICAAP PRINCIPLE 4

ICAAP to be an 
integral part of 
management and 
decision-making 
culture of a bank

ICAAP PRINCIPLE 5

Proportionality to 
size and complexity 
of operations 

ICAAP PRINCIPLE 6

Regular 
independent review 
of ICAAP

ICAAP PRINCIPLE 7

Each bank to have a 
sound capital 
planning process

ICAAP PRINCIPLE 8

ICAAP to be risk-
based

ICAAP PRINCIPLE 9

Incorporate stress 
testing and scenario 
analysis

ICAAP PRINCIPLE 10

Risk aggregation 
and diversification 
benefits to be well 
considered

ICAAP PRINCIPLE 11

Risk concentration to 
be well considered

ICAAP PRINCIPLE 12

Adequacy and 
integrity of 
ICAAP/economic 
capital models

IM
P

L
E

M
E

N
T

R
E

V
IE

W

PRINCIPLE 1
Banks to have an ICAAP within which 
strategy is to be linked with risk appetite 
and capital levels.

PRINCIPLE 2
Regulators to review and evaluate bank’s 
ICAAP.
Regulators able to take action if not 
satisfied with a bank’s ICAAP.

PRINCIPLE 4
Regulators to intervene early to 
prevent capital falling below required 
minimum levels.

PRINCIPLE 3
Banks expected to hold capital in excess 
of the regulatory minimum.
Regulators have the ability to enforce.
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A separate ICAAP is required for each material banking legal entity and for the consolidated Nedbank Group. Size and 
materiality play a major role in the extent of each bank's ICAAP. Nedbank Group’s ICAAP is embedded within the group’s 
CMF and a blueprint thereof (see below) sets out the ICAAP building blocks and overall process, and the various frameworks 
underpinning this. This process is repeated regularly, which facilitates the continuous assessment, management and 

monitoring of Nedbank Group’s capital adequacy in relation to its risk profile.  

Nedbank Group’s ICAAP, incorporating ILAAP blueprint 

 

The foundations of Nedbank Group’s ICAAP, incorporating the ILAAP, CMF and ERMF, are strong and include rigorous 
governance structures and processes, as discussed earlier. The ERMF is actively maintained, updated and regularly reported 
on up to board level, and is coordinated by the GSR Division in Group Risk. The same governance process is followed for 
Nedbank Group and each banking legal entity ICAAP and involves key participants from the business, finance, risk, capital 
management and internal-audit areas, as well as the relevant executive committees, board committees and the board. 

Further detail of the group’s capital management is covered from page 44.  

The ultimate responsibility for the ICAAP, incorporating the ILAAP rests with the Nedbank Group board of directors. The risk 
and capital management responsibilities of the board and Nedbank Group Exco are incorporated in their respective terms 
of reference (charters) contained in the ERMF. They are assisted in this regard, and in overseeing the group’s capital risk 
(defined in the ERMF), by the board's GRCMC and the Group Alco respectively. Group Alco, in turn, is assisted by the BSM 
cluster. 

Credit risk

Market risk

Operational 
risk

Equity risk

Quantitative risk and capital measurements 

and assessment

Pillar 1 risks Pillar 2 risks External factors

Concentration 
risks

Interest rate 
risks

Liquidity 
risks

Business 
risks

Insurance 
risks

Securitisation 
risks

Other asset 
risks

Counterparty 
credit risk 
(including 

CVA)

Group Credit  Risk 
Framework

Group Credit Portfolio 
Management

Group Market Risk 
Framework

Group Operational Risk 
Framework

Economic Capital 
Framework

ALM Framework

Data Governance Framework

Capital Management 
Framework

Liquidity Risk 
Management 
Framework

Capital Adequacy 
Projection Model

Macroeconomic Factor 
Model (stress testing)

Risk Appetite 
Framework

Stress Testing 
Framework

Capital planning 
(long run) and 
capital buffer 
management

Risk appetite 
(tolerance)

ICAAP 

AND 

ILAAP

Macroeconomic risks

Stress tests and 
analysis

Integration of risk and 

capital management into 

strategy, business plans 

and reward

Governance, qualitative overlay and  

supporting infrastructure 

Strategic capital 
planning

Group strategic 
planning process 

(three-year business 
plans)

Risk-based capital 
allocation and RAPM 
based on economic 
profit and headline 

earnings

Short-term incentive 
scheme

Risk-Adjusted Performance 
Measurement 
Framework

Economic Capital 
Framework and ICAAP

Strategic Capital Plan

Group’s Strategy

Group’s Business Plans

Group Risk Strategy

Clearly defined roles and responsibilities for:

• Balance Sheet Management
• Business clusters
• Group Finance
• Group Strategy
• Investor Relations
• Group Risk
• Group Internal Audit
• Group Alco
• Group Executive Committee
• GRCMC
• Board of directors

Involving

• Identification of risk (risk governance and risk 
universe)

• Control, management and monitoring of risk
• Setting and managing risk appetite
• Optimisation of risk and capital return
• Key involvement in business planning and 

strategy
• Risk reporting, communication and disclosure
• Risk management infrastructure
• Championing enterprisewide risk management

Enterprisewide Risk Management 
Framework

Enterprisewide Governance and Compliance 
Framework

ICAAP and ILAAP reports

Nedbank Group’s  (including relevant branches 

and subsidiaries) Recovery Plan
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RECOVERY PLAN OVERVIEW 
Changes in regulation, mainly in the form of Basel III, have been largely about three key themes (capital, liquidity and risk 
coverage), and recovery and resolution plans (RRPs) form an integral part of these regulatory reforms in terms of: 
 reducing the risk of banks failing [recovery plans (RPs)]; 

 reducing the impact of failure (resolution plans); and 

 ringfencing the state or taxpayers from any implicit support to the banking sector (ie mitigate against resolution with 
bailout). 

At a high level the RRP initiative is sponsored by the G20 and Financial Stability Board, with national regulators required to 
develop resolution plans. As a member of the G20, SA has committed to developing robust and credible RRPs in line with 
Basel III. RRPs, while at an advanced stage internationally [in respect of global systemically important banks (G-SIBs)], are 
now at a relatively progressive stage in SA, with SA banks having established RPs for the first time in 2013. National Treasury, 
together with the PA, released for comment its resolution white paper titled Strengthening SA’s Resolution Framework for 
Financial Institutions in August 2015, and in September 2018 released an updated version of the Financial Sector Laws 
Amendment Bill that will, once promulgated, effectively give rise to the Resolution Framework.  

Based on feedback received from the PA and National Treasury in February 2019, the representatives of the Resolution 
Authority (RA) and Corporation for Deposit Insurance (CODI) indicated that they were busy drafting a resolution strategy or 
blueprint that will set out how both the RA and CODI will operationalise the Resolution Framework as contained in the Financial 
Sector Laws Amendment Bill. In July 2019, the PA also released a discussion document titled Ending too big to fail – South 
Africa’s intended approach to bank resolution. This discussion paper outlines the key components required to formulate 
credible resolution plans, including the ability to recapitalise a bank at short notice while ensuring access to funding and 
liquidity, maintaining critical functions and services and mitigating against financial market instability. The discussion paper 
provides details relating to the RA’s approach to resolution covering the following topics: 
 Resolution objectives. 

 Resolution scope. 

 The process to enter resolution. 

 Cooperation between the resolution authority and regulators. 

 Resolution planning. 

 Resolution powers. 

 Resolution safeguards. 

 Open and closed resolution strategies. 

 Resolution phases. 

 Role of a resolution controller. 

In addition, the document specifically focuses on the intended approach to dealing with systemically important financial 
institutions, setting out regulatory capital and first-loss after capital (FLAC) details, the RA’s approach to funding financial 
institutions in resolution, crossborder cooperation in resolution and other details relating to resolution planning. 

The industry will now engage the PA regarding the practicalities of implementing some of the proposals contained in the 
discussion document. In its feedback the PA indicated that the Financial Sector Laws Amendment Bill should be promulgated 
sometime in the first half of 2020. The Financial Sector Laws Amendment Bill, read together with the discussion document on 
SA’s intended approach to bank resolution, reconfirms the following: 
 SARB will be the RA and have resolution powers over designated institutions (banks, systemically important FIs, holding 

companies of banks and systemically important FIs).  

 The RA itself cannot put a designated institution into resolution but may recommend to the Minister of Finance that he/she 
puts the institution into resolution. Should an institution be put into resolution, the RA will, in terms of the proposed Resolution 
Framework, be able to recover all resolution costs reasonably incurred in terms of performing its resolution function. 

 A Deposit Insurance Scheme (DIS) will be created with the establishment of the CODI, which will collect deposit insurance 
levies and deposit insurance premiums and be mandated to manage the Deposit Insurance Fund.  

 The concept of bail-in will be applied. 

 Bail-in, which is defined as any process outside liquidation that has the effect of allocating losses to shareholders and liability 
holders for the purpose of increasing the capital ratio of the institution, is envisaged to take place through either contractual 
or statutory bail-in, depending on the circumstances. 

 The establishment of the no-creditor-worse-off (NCWO) rule. 
» The NCWO rule aims to ensure that no creditor is worse off in resolution than it would be in normal liquidation. 

» To adhere to the NCWO rule, the sequence in which creditors are bailed in should be respected and be in line with the 
hierarchy of creditor claims in liquidation. 

 The introduction of the total loss-absorbing capacity (TLAC) principle. 
» The regulatory framework requires regulated institutions to hold loss-absorbing capital (LAC), such as regulatory 

capital, as well as first loss after capital (FLAC), which collectively makes up TLAC.   
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Taking cognisance of the above updates and the key Basel III features of effective resolution regimes, used as a benchmark, 
Nedbank is well positioned in terms of the four key components of an RP outlined below: 

 Liquidity 
» Liquidity Risk Contingency Plan (LRCP) is established and embedded. 

» The LRCP and RP were rigorously tested in March 2011, March 2015 and August 2018 through a liquidity simulation that 
involved all relevant internal and external participants. These simulations were managed independently by one of the 
large audit firms and form part of the group’s overall approach to stress testing. The group performed well during these 
exercises and improvements identified were implemented following these simulations. These simulations are typically 
conducted every three years, with the next simulation scheduled for 2021. 

» The ILAAP has been fully embedded. 

 Capital  
» Best-practice ICAAP is fully entrenched. 

» Existing hybrid debt, preference share capital and subordinated debt issued before 2013 have either been redeemed on 
optional redemption dates or are being phased out until it is redeemed/called and/or replaced. 

» Nedbank issued R2,5bn of tier 2 capital instruments in 2019, in line with the group’s capital plan. 

» Bail-in of debt was established through the changes in the Banks Amendment Bill to support the resolution of African 
Bank. 

 Business continuity  
» Nedbank has a robust BCM programme in place that is aimed at ensuring resilient group business activities in 

emergencies and disasters. This programme is regularly tested and validated and has positioned Nedbank to manage 
the adverse impact of the current Covid-19 pandemic. 

 Group structure (formalised, ie the ability to wind up while being 'open for business') 
» This is part of the ERMF. 

» Nedbank group has a relatively simple group structure. 

» The entities within the group are reviewed regularly and rationalised, where possible.  

» The big SA banks are not complex compared with international banks. 

Nedbank Group Recovery Plan process 

Overall Nedbank Group believes it currently has the ability to identify, trigger and manage a recovery state caused typically 
by a solvency or liquidity event, but needs to continuously evolve and test this plan with strategic responses for various 
scenarios. Furthermore, closing the gap between the bank’s RP and the regulator’s resolution plan is required as part of 
strengthening SA’s resolution regime based on the finalisation of the Resolution Framework, that will be informed by the 
discussion document Ending too big to fail – SA’s intended approach to bank resolution. 

The RP element of RRP aims to set a clearer framework for Nedbank to take the most severe actions (such as sale of a 
business and significant asset sales) during a crisis to ensure that the bank is able to recover, including the ability to act quickly 
and decisively. Nedbank’s RP sets out the circumstances under which the group may need to activate recovery actions as 
well as options available for addressing extreme stress scenarios caused by either idiosyncratic events or systemwide 
market failures.  

The RP also describes the integration with existing contingency planning and the possible recovery options, including a 
detailed assessment of their likely effectiveness and the defined points at which they would be invoked. The RP addresses 
stresses invoked by severe shortfalls in liquidity and capital, as well as significant operational failures that may jeopardise 
Nedbank’s ability to continue business operations. In addition, the RP addresses the various options considered by senior 
management to mitigate stresses encountered by Nedbank.  

In place Not in place

Liquidity risk
contingency plan

Capital contingency 
plan

Business continuity 
plan

Group structure/
Formal windup

In an integrated/holistic plan

Identify, trigger
and risk-manage

Predetermined, documented
strategic response

Holistic plan, subject to regular resolvability assessment, is outstanding and subject to 
the finalisation of the SA Resolution Framework agreed with the RA, which has gained 
momentum recently with the recent changes to the Financial Sector Laws 
Amendments Bill and the release of the discussion paper titled Ending too big to fail –
SA’s intended approach to bank resolution.

All in a single holistic plan that is subject to regular resolvability assessment.

Clear process for transition from 
recovery to resolution phase 
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The Nedbank Group RP applies to all subsidiaries, divisions and branches in the group and in all the geographic locations 
where they operate. The RP relates to all entities in the group, including associates and joint ventures. The inclusion of entities 
not controlled by the group is required, as the potential impact of a non-controlled entity may still have a systemic or 
reputational impact, causing a stress of sufficient magnitude to invoke the RP.  

Additionally, the inclusion of associates and joint ventures is required to assess whether the disposal of such an investment 
may assist in the recovery of the group in a particular crisis scenario. The subsidiary and branch RPs have all been developed 

using the group RP blueprint to ensure consistency and alignment across all entities.  

Nedbank Group’s Recovery Plan blueprint 

 

The RP fits into Nedbank Group’s ERMF and has been developed and updated annually with input by BSM, Group Risk, 
Business Continuity Planning (BCP) and the business clusters, and approved by Nedbank Group Exco and the board. The RP 
complements the existing capital, liquidity and stress testing policies and procedures of the group. The updated Nedbank 
Group RP was approved by Group Alco and GRCMC in 2019. 

The RP includes levels of 'low to severe stress', whereby 'recovery' and 'resolution' levels represent escalating degrees of 
stress that the group may encounter. As levels progress, management actions will become more severe and far-reaching in 
nature, with the aim of restoring the financial viability of the group under recovery and thereby avoiding resolution. Under 
this plan early-warning indicators (EWI) have been identified that would be initiated at level one during a low-to-moderate 
stress event, while the RP would be initiated at level three and the resolution plan instigated by the authorities at level six. The 
establishment of these ordered levels and EWI are designed to increase Nedbank’s ability to effectively manage any 
potential crisis and prepare itself for recovery.  

This is consistent with the Nedbank ERMF. These crisis levels allow Nedbank to assess the levels of stress appropriately and 
implement necessary responses. Nedbank’s response to crises will include identifying and executing appropriate recovery 
options, proper escalation and communication within the organisation and appropriate communication to external 
stakeholders (eg regulators, investors, rating agencies and the media). The PA RP onsite review took place in February 2018 
and they subsequently formally noted the detailed and comprehensive nature of the RPs, raising no material issues. 

Theoretical path from BaU, to recovery, to resolution  

NEDBANK BOARD OF DIRECTORS

Ultimate responsibility

Recovery Plan

Executive members to take responsibility for development and approval

Group and key legal 
information

• Critical functions
• Mapping legal entities

» Branches
» Subsidiaries

• Offshore
• Operational functions
• Turnover
• Cashflow
• Liquid assets
• Debt raised
• Interdependencies
• Shared services
• Outsourcing

Triggers Framework

Liquidity

Clear terms for 
qualitative and 

quantitative descriptions 
and stresses determined

Business continuity

Specific operational triggers 
required and severe stress 

scenarios determined

Capital

Triggers Framework and 
severe stresses determined

Stress scenarios
Details of BaU and additional stresses required

RECOVERY OPTIONS

Including disposal options

RP communication 

strategy

Roles and responsibilities Information 

management

Excess capital 
and liquidity 

Business as usual Distress Failure

Normal risk 
management, 
preventative 
supervision

Intensify 
supervision; trigger 

recovery plan
Intensified recovery options

Trigger 
resolution• Statutory 

capital
• Cash reserves
• Liquid asset 

requirements

• Central bank committed facilities
• Contractual bail-in
• Capital raising
• Reduce risk weighted assets

Open resolution

Closed resolution

or

Normal supervision, risk management Recovery plan, intensified supervision Resolution plan

Too big to fail (TBTF) = A financial institution that is so systemically important that they cannot be closed or liquidated without a 
severe detrimental impact on the rest of the financial system, consumers and the real economy.
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BASIS OF PILLAR 3 DISCLOSURE 
The group’s comprehensive Pillar 3 and public disclosure complies with regulation 43 of the regulations relating to banks issued in terms of the Banks Act (Act No 94 of 1990) and the Basel 
Committee on Banking Supervision’s (BCBS’s) revised Pillar 3 disclosure requirements. Consistent with the principle of proportionality (or materiality) contained in the regulations, this Pillar 
3 Report covers Nedbank Group Limited and Nedbank Limited. The other banking subsidiaries are not in themselves material enough to warrant individual Pillar 3 reporting.  

Insurance risk is managed in terms of the Enterprisewide Risk Management Framework (ERMF), for which detail can be found on page 4. However, the insurance businesses are outside the 
scope of Pillar 3 consolidation, and investments in insurance entities are only included in the calculation of the group’s capital adequacy ratio (CAR) through the application of the threshold 
deduction method, as explained below.  

CONSOLIDATED SUPERVISION 
There are some differences in the basis of consolidation for accounting and regulatory purposes. Accounting consolidation is based on IFRS, while the regulations relating to banks 
issued in terms of the Banks Act (Act No 94 of 1990) prescribe regulatory consolidation and list specific exclusions. These differences include the treatment of accounting reserves (eg 
the profits not formally appropriated by the board of directors by way of resolution to constitute retained earnings for the bank or the controlling company), as well as the investments 
in insurance entities, which are only included in the calculation of the group’s CAR through the application of the threshold deduction method. Refer to the table 'Summary of regulatory 
qualifying capital and reserves' on page 47 for differences in the basis of consolidation for accounting and regulatory purposes. The definition of capital includes the foreign currency 
translation reserves (FCTR), share-based payment (SBP) reserves, property revaluation reserves, fair-value reserves and other non-distributable reserves as common-equity tier 1 (CET1) 
capital under Basel III.  

Summary of the treatment followed for Basel III consolidation  

 Percentage holding 

Minority interest Controlling/Majority interest 

Type of entity ≤ 20% 

20% and ≤ 50% 20% and ≤ 50% 

> 50% Other significant 
shareholder. 

No other 
significant 

shareholder. 

Aggregate of investment ≤ 10% of the banks 
or controlling company's CET1. 

Aggregate of investment > 10% of the 
bank’s or controlling company's CET1. 

Banking, securities 

and other financial 

entities1,2 

Treat as equity investment. 
Apply 100% risk-weight – 

The Standardised Approach 
(TSA) or 300%/400% risk-
weight [Internal Ratings-

based (IRB) Market-based – 
Simple Risk-Weight 
Approach (SRWA)]. 

Proportionately 
consolidate. 

Apply 
deduction 
method. 

Risk-weight at the appropriate risk 
weighting based on nature of holding of 
instrument and measurement approach. 

Risk-weight at the appropriate risk 
weighting based on nature of holding 

of instrument and measurement 
approach up to 10% of the bank’s or 

controlling company's CET1. 
Deduct the amount in excess of 10% of 

CET1 against the corresponding 
component of capital. 

Full consolidation or  
apply the deduction 
method for financial 
entities with specific 

limitations. 

Insurance entities As above. 
Risk-weight at 250% up to 10% of the bank’s or controlling company's CET1 capital. 

Deduct the amount in excess of 10% of CET1 against the corresponding component of capital. 

Commercial entities 

Treat as equity investment. Apply 100% risk-
weight (TSA) or  

300%/400% risk-weight (IRB Market-based – 
SRWA).  

Standardised Approach Advanced Approach 

Individual investment up to 15% of CET1. Additional tier 1 and 
tier 2 are to be risk-weighted at no less than 100%. 

Individual investment up to 15% of CET1. Additional tier 1 and 
tier 2 are to be risk-weighted in accordance with one of the 
available equity risk approaches [Market SRWA or Internal 

Model, or probability of default (PD)/loss given default (LGD) 
approach]. 

Individual investment in excess of 15% of CET1. Additional 
tier 1 and tier 2 are to be risk-weighted at 1 250%. 

Aggregate of investment in excess of 60% of CET1. 
Additional tier 1 and tier 2 exceeding 60% are to be risk-

weighted at 1 250%. 

Individual investment in excess of 15% of CET1. Additional  
tier 1 and tier 2 are to be risk-weighted at 1 250% or the risk-

weighted assets (RWA) equivalent. 
1 Includes regulated and unregulated entities. 
2 Types of activity that financial entities may be involved in include financial leasing, issuing of credit cards, portfolio management, investment advisory, custodial and safekeeping services and other similar activities that are ancillary to the business of banking. 
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BASEL III RWA CALCULATION APPROACHES 
The following approaches have been adopted by Nedbank Group for the calculation of RWA. 

Nedbank Group Limited 

Risk type 

Nedbank Limited 

Foreign  

subsidiaries 

Trusts and 

securities 

entities 

Other 

insurance 

entities2 

Nedbank 

Limited (Solo)1 

Local 

subsidiaries 

Foreign 

subsidiaries 

Credit risk AIRB/TSA3 AIRB AIRB TSA TSA N/A 
Counterparty credit risk (CCR)      

Exposure approach4 CEM N/A CEM CEM N/A N/A 
Credit risk AIRB N/A AIRB TSA N/A N/A 
Credit valuation adjustment (CVA)  TSA N/A TSA TSA N/A N/A 

Securitisation risk IRB N/A N/A N/A N/A N/A 
Market risk5 IMA TSA TSA TSA TSA N/A 
Equity risk SRWA SRWA SRWA SRWA SRWA N/A 
Operational risk6 AMA/TSA AMA TSA TSA AMA N/A 
Other assets AIRB AIRB TSA TSA TSA N/A 

1 Approaches followed by Nedbank Limited (Solo) also apply to Nedbank London. Nedbank Limited (Solo) is in line with the regulatory specifications for the bank entity. 
2 In terms of regulation 36(7)(a)(iii) and 36(10)(c)(ii) of the regulations relating to banks issued in terms of the Banks Act (Act No 94 of 1990) investments in insurance entities are only included 
in the calculation of the group’s CARs through the application of the threshold deduction method and risk-weighted at 250%.  

3 The remaining portion of the legacy Imperial Bank book [ie in Retail and Business Banking (RBB)] remains on TSA and makes up 0,02% of total Nedbank Limited (Solo) gross loans and 
advances. 

4 Current Exposure Method (CEM) is applicable for London as well as Swaziland and Namibia. 
5 The Internal Model Approach (IMA) portion is 94% and TSA portion is 6% in Nedbank Limited (Solo). 
6 The Advanced Measurement Approach (AMA) coverage is 90% and TSA is 10%. 

LIA:EXPLANATIONS OF DIFFERENCES BETWEEN ACCOUNTING AND 

REGULATORY EXPOSURE AMOUNTS 

Credit risk  
Trading book advances are included under the market risk scope and balances relating to securitisation vehicles are not 
included in the Credit Risk Framework. Gross loans and advances adjustments due to the IFRS 9 modification loss are included 
in the Credit Risk Framework. 

Counterparty credit risk 
Exposure at default (EAD) accounts for off-balance-sheet securities lending exposure, application of netting on securities 
financing transactions (SFT), inclusion of potential future exposure add-on as well as collateral for over the counter (OTC) 
derivatives. 

Securitisation 
Cash and balances with the central bank, short-term negotiable securities, loans and advances as well as derivative financial 
instruments are excluded in the Securitisation Framework. Included in the scope are RWA and capital that are measured 
from the notes exposures to the group. 

Market risk 
Items held to maturity in the banking book are excluded from the Market Risk Framework. Derivative financial instruments, 
commodity instruments, items held for trading and designated fair-value instruments are included in the market risk 
regulatory exposure amounts. 

Equity risk 
Exposure to investment risk arising from listed and unlisted equity positions, other relevant investments and instruments held 
in the banking book. 

Deductions from capital 
Goodwill, intangible assets other than goodwill, defined benefit pension fund assets and deferred tax assets (excluding 
temporary differences). 
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I1: DIFFERENCES BETWEEN ACCOUNTING AND REGULATORY SCOPES OF CONSOLIDATION AND MAPPING OF FINANCIAL STATEMENT CATEGORIES WITH REGULATORY RISK 

CATEGORIES 

1 The regulatory consolidation scope excludes the carrying values of the group’s insurance entities as encapsulated in the capital adequacy calculations (BA600 and BA700). 

LI2: MAIN SOURCES OF DIFFERENCES BETWEEN REGULATORY EXPOSURE AMOUNTS AND CARRYING VALUES IN FINANCIAL STATEMENTS 

2019 

Rm Total 

Items subject to: 

Credit Risk 

Framework 

Counterparty Credit 

Risk Framework

Securitisation 

Framework

Market Risk 

Framework

Equity risk in the 

banking book 

Other  

assets1 

Asset carrying value amount under scope of regulatory consolidation (as per template LI1)  1 112 764 893 229  53 407  635 170 279  10 330  61 828 

Liabilities carrying value amount under regulatory scope of consolidation (as per template LI1)  1 017 280    27 991   27 559     

Total net amount under regulatory scope of consolidation  95 484 893 229  25 416  635 142 720  10 330  61 828 

Off-balance-sheet amounts  225 627  218 869   6 758   

Differences in valuations (57 201)  (42 829)   (14 372)   

Differences due to different netting rule other than those already included in row 2  1 272  (1 660)   3 761    (829)  

Differences due to consideration of provisions  (9 445)  (9 445)    

Differences due to prudential filters     

Exposure amounts considered for regulatory purposes  255 737  1 058 164 21 563  635 142 720  10 330  60 999 
1 Subject to other assets/risks not risk-weighted elsewhere.

 

Statement of 

financial 

position

Regulatory 

consolidation 

scope1

Carrying values of items subject to1: Not  

subject to 

 capital requirements 

or subject to 

deduction from capital 

2019 

Rm  

Credit Risk 

Framework

Counterparty 

Credit Risk 

Framework 

Securitisation 

Framework

Market Risk 

Framework

Equity risk

in the 

banking book

Other

 assets1

Assets          

Cash and cash equivalents   14 149  13 914 4 607  9 307  

Other short-term securities   64 451  63 544  33 316  30 527  

Derivative financial instruments  35 243  35 243  35 243  34 776  

Government and other securities  128 510  128 510  94 352  635  61 779  

Loans and advances  796 833  787 808  758 614  18 164  43 197  

Other assets  15 393  14 740   14 740  

Current taxation assets  281  272  281   

Investment securities   28 961  9 791   9 647  144  

Non-current assets held for sale  735  735   735  

Investments in associate companies   3 917  3 917   683  3 234  

Deferred taxation assets  389  389   389  

Investment property  56  56   56  

Property and equipment  11 977  11 792   11 792  

Long-term employee benefit assets  5 602  5 602   4 5 598 

Mandatory reserve deposits with central banks  23 486  23 486  2 059   21 427  

Intangible assets  13 366  12 965   13 366  

Total assets   1 143 349  1 112 764 893 229  53 407  635 170 279  10 330 61 828 18 964  

Liabilities                   

Derivative financial instruments   27 991  27 991  27 991  27 559  

Amounts owed to depositors  904 382  904 123   904 123  

Provisions and other liabilities  23 297  21 359   21 359  

Current taxation liabilities  161  134   134  

Non-current liabilities held for sale  598  598   598  

Deferred taxation liabilities  939  829   829  

Long-term employee benefit liabilities  2 533  2 533   2 533  

Investment contract liabilities  24 571    

Insurance contract liabilities  715    

Long-term debt instruments  59 713  59 713   59 713  

Total liabilities  1 044 900  1 017 280  27 991   27 559  989 289  

Total equity   98 449  95 484   
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RISK MANAGEMENT 
Nedbank Group's ERMF enables the group to identify, measure, manage, price and control its risks and risk appetite, and 
relate these to capital requirements to help ensure capital adequacy and sustainability, thereby promoting sound business 
behaviour by linking these aspects with performance measurement and remuneration practice. 

RISK UNIVERSE 
Nedbank Group's risk universe is defined, actively managed and monitored in terms of the ERMF, in conjunction with the CMF 
and its subframeworks, including the Economic Capital Framework. A summary table of the key risk types impacting the 
group is provided below and highlights the mapping of the 17 key ERMF risk types to the 12 quantitative risk types of the 
Economic Capital (and ICAAP) Framework. An overview of the key risks impacting Nedbank Group follows thereafter. Refer 
to page 4 for details on Nedbank Group’s ERMF.  

Risk Universe Economic capital  

1 Accounting, financial and taxation risk Accounting N/A 
Financial N/A 
Taxation Operational risk (9) 

2 Credit risk  Credit risk (1), counterparty credit risk
(including CVA) (3) and securitisation risk 
(4). 

3 Market risks Trading book Trading risk (5) 
Equity risk in the banking book (ERBB) Equity (investment) risk(7) 
Interest rate risk in the banking book (IRRBB) IRRBB (6) 
Property risk  Property risk (8) 

4 Liquidity and funding risks  Liquidity risk is mitigated through the 
ILAAP, liquidity profile target and limits, 
and the holding of surplus liquidity buffers
as opposed to holding economic capital. 

5 Capital risk (including RWA/Capital 
generation) 

 The aggregation of all risk types = 
economic capital 

6 Insurance risk  Insurance underwriting risk (10) 
7 Operational risks Operational risk excluding IT risk Operational risk 

Legal Operational risk 
8 Financial crime risks Cyber Operational risk 

AML, CFT and Sanctions  Operational risk 
Exchange control N/A 
Fraud and corruption Operational risk 

9 Concentration risks Credit concentration Credit concentration risk (2) 
Other risk concentrations N/A 

10 Conduct risk  N/A 
11 Regulatory risk AML, CFT and Sanctions  N/A 

Other (RDARR, MCCP, BASEL III, IFRS 9, etc) N/A 
12 Information technology risk  Operational risk 
13 Business (including country) and strategic 

execution risks 
 Business risk (excluding strategic 

execution risk) (11) 
14 Reputational risk  N/A 
15 Governance and compliance risks Governance N/A 

Compliance (excluding AML/CFT) N/A 
16 Transformational, social and  environmental 

risks 
Transformational N/A 
Social N/A 
Environmental (Including climate risk) N/A 

17 People risk  Operational risk 
   Other assets1 (12) 

1 The 12th quantitative economic capital risk type relates to other assets, which include other assets not specifically mentioned above.
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The following table provides an overview of the group’s prudential regulatory metrics.  

KM1: KEY METRICS 

 Nedbank Group 

Dec 2019 Sep 2019 Jun 2019 Mar 2019 Dec 2018

Available capital1    

1 CET1 (Rm) 71 420 68 400 67 665 64 687 65 170

2 Tier 1 (Rm) 79 315 75 396 73 707 69 888 70 068

3 Total capital (Rm) 93 155 89 529 87 749 83 416 83 496

RWA     

4 Total RWA  (Rm) 628 725 636 886 618 608 596 612 586 626

Risk-based capital ratios as a percentage of RWA1     

5 CET1 ratio  (%) 11,4 10,7 10,9 10,8 11,1

6 Tier 1 ratio  (%) 12,6 11,8 11,9 11,7 11,9

7 Total capital ratio  (%) 14,8 14,1 14,2 14,0 14,2

Additional CET1 buffer requirements as a percentage of RWA      

8 Capital conservation buffer requirement  (%) 2,500 2,500 2,500 2,500 1,875

9 Countercyclical buffer requirement (%) 0,020 0,020 0,020 0,023 0,021

11 Total of bank CET1 specific buffer requirements (row 8 + row 9 + row 10)  (%) 2,520 2,520 2,52 2,523 1,896

12 CET1 available after meeting the bank’s minimum capital requirements (%) 3,9 3,2 3,4 3,3 3,7

Basel III leverage ratio      

13 Total Basel III leverage ratio exposure measure  (Rm) 1 205 877 1 174 404 1 133 224 1 094 712 1 082 603

14 Basel III leverage ratio1 (row 2/row 13)  (%) 6,6 6,4 6,5 6,4 6,5

LCR     

15 Total HQLA  (Rm) 177 985 177 676 171 909 168 996 162 678

16 Total NCOF  (Rm) 142 421 146 632 148 985 155 901 148 693

17 LCR  (%) 125,0 121,2 115,4 108,4 109,4

NSFR     

18 Total ASF (Rm) 709 694 695 536 683 878 646 067 664 468 

19 Total RSF (Rm) 628 303 620 914 624 077 607 937 582 691

20 NSFR (%) 113,0 112,0 109,6 106,3 114,0
1 Excluding unappropriated profits.  
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MODEL RISK  
Year under review  

 Nedbank has initiated a comprehensive review programme, following a strategic decision to enhance the overall Model 
Risk Management Framework to better understand the inherent model risk of the different portfolios and the group as 
a whole. The enhancements will ensure that Nedbank has effective and robust processes in place across all stages of a 
model’s life cycle that is in line with international best-practice. 

 Nedbank has enhanced model explainability and interpretability standards, as well as principles for sound model 
governance. 

 The group’s methodology for estimating expected credit losses under IFRS 9 remains well-embedded across the 
organisation without any undue model risk being introduced into the Group. 

 No losses from model-risk-related events were experienced by the group in 2019. 
 Integrated digital technology to automate and enhance model governance and risk management processes. 
 An enhanced Model Risk Appetite Framework was developed in 2019. The framework considers quantitative and 

qualitative drivers and assists in managing the level of model risk within the group.  

Focus for 2020 

 Further embed the enhanced Model Risk Management Framework into the group’s risk management and business 
planning processes.  

 Establish a Model Risk Committee, chaired by the GCRO, to supplement the existing model governance process, with an 
emphasis on assessing and approving strategic model initiatives, in line with international best-practice.  

 Continued focus on the validation and refinement of IFRS 9 models, bottomup credit stress testing and planned 
enhancements to the bank’s overall credit stress testing and loss forecasting framework.  

 Conduct a strategic review of model inventory to identify opportunities and areas where the number of models, as well 
as key modelling processes can be refined. Where appropriate, Nedbank will aim to reduce the number of models to 
improve operational efficiencies, while also reducing the level of model risk the group is exposed to. 

 A phased-in rollout of the digital model risk management solution to consolidate all model-related information into a 
single robust enterprisewide platform will be adopted during the course of 2020. The solution provides a platform in 
which model governance and validations can be managed through an automated workflow system allowing the Group 
to better understand the model ecosystem across all risk types and business units. 

 Quantification of model risk economic capital based on a topdown approach, which considers model risk at an aggregate 
level. 

 In light of the Covid-19 pandemic, the GHOS has endorsed a set of measures delaying the implementation of a number 
of Basel III requirements, including the implementation date of the Basel III standards finalised in December 2017 has 
been deferred by one year to 1 January 2023. The accompanying transitional arrangements for the output floor has 
also been extended by one year to 1 January 2028. 

 In March 2020, the PA issued a guidance note on the measurement of expected credit losses under IFRS 9 (Guidance 
Note 3 of 2020) and a proposed directive on the treatment of restructured credit exposures, in response to the Covid-
19 pandemic. The finalised directive 3/2020 was issued on 6 April 2020. After careful consideration, the scope of the 
directive was expanded to include not only Retail (including SME Retail) but also SME Corporate and Corporate (including 
specialised lending) asset classes. The PA recognised that initiatives taken by South African banks to provide relief to 
consumers during the pandemic may have unintended consequences such as higher capital requirements and expected 
credit losses for banks. Nedbank will, where required, enhance its regulatory capital and IFRS 9 models to align to the 
PA’s directive and IFRS 9 guidelines. A Credit Covid-19 Leadership Group, chaired by the GCRO, has been established to 
ensure effective implementation, provide requisite direction and oversight. Nedbank’s IFRS 9 models are automated and 
have been specifically designed to be responsive to changes in credit risk and the macroeconomy. The modelling focus 
will be on avoiding undue short-term volatility and excessive procyclicality in the reporting of expected credit losses. A 
mechanistic approach will not be followed and judgement is required to be exercised in terms of the incorporation of 
forward looking information and in the assessment of risk migration. Post-model adjustments will be considered in cases 
where the effects of Covid-19 cannot be reflected in the models. 

A key component of Nedbank Group’s strategy is being recognised as worldclass at managing risk. The development, 
implementation and validation of models for material activities assist in the enablement of this strategy. A model is a 
quantitative method, system, or approach that applies statistical, economic, financial, or mathematical theories, techniques, 
and assumptions to process input data into quantitative estimates. A model also covers quantitative approaches, whose 
inputs are partially or wholly qualitative or based on expert judgement, provided that the output is quantitative in nature. 
Model risk is the risk where adverse consequences can arise from the decisions made using models that are deficient, 
misunderstood or misused. 

Nedbank recognises the need for improved model risk management given the changes in regulatory and financial reporting 
requirements, advances in methodology and computing technology, as well as an ever-widening scope of model usage 
towards non-traditional areas, such as fraud and anti-money laundering. The increase in the number and complexity of 
models and associated regulatory scrutiny require Nedbank to ensure that risk management practices are aligned to local 
and international best-practice.  



MODEL RISK
 

 NEDBANK GROUP LIMITED AND NEDBANK LIMITED – PILLAR 3 DECEMBER 2019 42
 

MODEL RISK MANAGEMENT 
Model risk is managed through a well-embedded risk framework. The framework is principle-based supported by a Model 
Risk Policy and places emphasis on creating a sustainable and systemic model risk management infrastructure where the 
risks associated with models throughout its life cycle are effectively managed.  

The policy prescribes groupwide, end-to-end requirements for the identification, measurement and management of model 
risk, covering clear and consistent definitions; Model inventory management; Model life cycle management; Model risk 
scoring; Model materiality; Model governance; Model validation; Model risk appetite; and Model documentation. 

Key principles and activities for managing model risk  

Nedbank is continuously enhancing its model risk management and implementation of best-practice standards is a central 
objective of the group. 

As displayed in the graphic below, the group has embedded risk management principles to manage model risk, with key 
controls and activities coordinated across the group’s three LoD over each phase of the model life cycle.  

Model risk management Framework coordinated assurance activities 

Model 

Life cycle

start

MODEL RISK IS MANAGED THROUGH A 

WELL EMBEDDED RISK FRAMEWORK 

Key controls and principles have been established for

each phase of the model life cycle to effectively manage

model risk.

Well-developed definitions and methodologies 

Comprehensive model inventory

Effective challenge and testing procedures

Proportionate governance

Periodic model risk assessment

Clear model documentation and reporting

THIRD LoD

(#18)

Group Internal Audit

FIRST LoD (#1 to #9, #12,#13)

Business unit value analytics/
modelling teams

Central Group Functions
(Balance Sheet Management, 
Group Economics Unit, Group 

Risk, Group Finance)

Model Life cycle management

1. Formulates model idea
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Independent Model Validation Units

Model Technical Forums

Group Control And Compliance Functions

Balance Sheet Management

Control environment
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governance process

Model risk assessment
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to determine importance
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BUs
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ORGANISATIONAL STRUCTURE AND GOVERNANCE 
Risks around the use of models are managed through coordinated assurance from the three LoD over each phase of the 
model life cycle. The group’s Model Risk Policy sets out the roles and responsibilities pertaining to model risk management 
across each LoD. Model risk is given the necessary attention and managed in a similar manner as other risk types. A guiding 
principle for managing model risk is ˈeffective challengeˈ of models, that is, critical analysis by objective, informed parties 
who identify model errors, limitations and inefficiencies and produce appropriate resolutions. 

The Model Risk Policy is further supported by a dedicated Model Risk Management function (MRM), which manages model 
risk through the following key activities: 
 Maintaining the Group Model Inventory, which is a comprehensive set of information for models implemented for use; 

models currently under development; and models recently retired from use. 

 Ensuring that roles and responsibilities are clearly defined across the model life cycle. 

 Ensuring that models are subject to effective challenge and robust governance, which is applied in a proportionate manner 
commensurate to the materiality of the model.  

 Aligning model development and validation activities to global standards and best-practice. 

MODEL RISK ASSESSMENT AND MEASUREMENT 
Model risk is assessed through a combination of model risk score and model materiality. The Group has developed a scoring 
methodology that considers the likelihood of model risk at each stage of the model life cycle. A balanced scoring approach is 
followed wherein model risk scores are solicited from the model owner, model validator and the MRM unit. Model materiality 
is defined as the model’s relevance and importance in relation to other models within the Group’s model landscape. Nedbank 
has developed a comprehensive framework for determining a model’s materiality based on holistic factors related to the 
model’s importance within the bank’s ecosystem. 

In 2020 the group will quantify model risk economic capital based on a topdown approach, which considers model risk at an 
aggregate level. The model risk economic capital will be allocated using a bottomup approach taking into account each 
business unit’s model risk across all model families and risk types. 

Nedbank has made progress in enhancing operational efficiencies, unlocking cost savings and improving client experience by 
leveraging technologies, such as robotics, artificial intelligence, machine learning and data analytics. 

Nedbank has a responsibility to all stakeholders to ensure that decisions made using models are mitigated for bias, in line 
with Nedbank’s ethical standards, and can be explained across the model’s value chain. As model experts who do good, 
Nedbank will continue to place importance on understanding new technologies and the risks associated with its adoption. In 
embracing new technologies and new modelling approaches, there will be a continued focus on 'Are we changing fast 
enough?' and 'Are we changing safely?' 



CAPITAL MANAGEMENT
 

 NEDBANK GROUP LIMITED AND NEDBANK LIMITED – PILLAR 3 DECEMBER 2019 44
 

CAPITAL MANAGEMENT 
Year under review  

 Nedbank Group maintained a solid capital adequacy position, with capital ratios having improved since 30 June 2019, 
after absorbing the adverse impact of IFRS 16 implemented in January 2019, adverse changes in foreign currency 
translation reserves, further investment in software development costs as part of the group’s Managed Evolution 
programme, and an increase in RWA due to migration in certain credit portfolios and credit model updates.  

 The CET1 capital was supported by reasonable earnings generation in a tough macroeconomic environment, an 
appropriate dividend policy and capital optimisation across the balance sheet.  

 The group’s sound capital structure is further supported by the following: 
» A focus on issuing fully loss-absorbent capital, with Basel III fully compliant capital making up 98% of the group’s total 

capital structure, having issued R19,3bn of new-style tier 2 capital and R6,9bn of new-style additional tier 1 capital since 
the implementation of Basel III in 2013.  

» RWA density of 55% (RWA/total assets), which compares favourably with local and international peers. 

Focus for 2020  

 Manage the group’s capital position and its subsidiaries, to ensure they remain within board-approved targets. 

 Preserve and selectively allocate capital in an environment where financial markets have dropped sharply and market 
movements exceed levels last experienced during the 2008 global financial crisis as markets digest the implications of 
the Covid-19 pandemic.  

 Maintain an optimal mix of high-quality capital, while continuing to generate sufficient capital to support profitable 
growth and a long term sustainable dividend stream, incorporating the impact of the Covid-19 pandemic and recent 
regulatory guidance issued on the distribution of dividends on ordinary shares. 

 Monitor and ensure compliance to regulatory developments that may affect the capital position of the group, 
incorporating regulatory deferrals that have or may still be actioned as a consequence of the Covid-19 pandemic, such 
as the following: 
» The Standardised Approach for counterparty credit risk (SA-CCR), the capital requirements for bank exposures to 

central counterparties (BECCP) and the capital requirements for equity investments in funds (CREIF). Given recent 
announcements, in light of the Covid-19 pandemic, by the GHOS, endorsing a set of measures delaying the 
implementation of a number of Basel III requirements, timelines may be amended by the PA. 

» The draft financial conglomerate supervisory frameworks and standards for SA. 

» In light of the Covid-19 pandemic, the Group of Central Bank Governors and Heads of Supervision (GHOS) (the 
oversight body of the Basel Committee) has endorsed a set of measures delaying the implementation of a number of 
Basel III requirements, including the implementation date of the Basel III standards finalised in December 2017 has been 
deferred by one year to 1 January 2023. The accompanying transitional arrangements for the output floor has also 
been extended by one year to 1 January 2028. 

» Finalisation of the Resolution Framework. 

» Implementation of the capital relief directives issued by the PA, where the Pillar 2A capital requirements is temporarily 
set to nil and approval for banks to access the capital conservation buffer (including D-SIB) on an individual bank 
application basis. 

» Adjusting the group capital plan appropriately to cater for lower expected future earnings, higher future RWA and 
for the requirements of Guidance Note 4 of 2020, on limitation of distributions. 

GOVERNANCE 
The group subscribes to a defence model with various layers in respect of managing capital risk, with BSM acting as first 
LoD and Group Risk acting as the second LoD. Internal audit serves as the third LoD. The group relies on a set of policies and 
overarching framework, in conjunction with the ERMF to manage and govern capital risks.  

The capital risk policies and frameworks outline a minimum set of standards and processes that need be maintained including 
continuous assessment of the capital plans, setting and review of board targets, stress testing and recovery planning. The 
group has a governance structure that supports the execution of the capital mandate through BSM on behalf of Group Alco, 
that reports to the GRCMC, a subcommittee of the Nedbank Group Board.  

  



CAPITAL MANAGEMENT
 

 NEDBANK GROUP LIMITED AND NEDBANK LIMITED – PILLAR 3 DECEMBER 2019 45
 

Capital management governance structure 

 

REGULATORY CAPITAL ADEQUACY AND LEVERAGE  

CET1 capital ratio trend analysis 

The group manages capital levels incorporating internal assessment of the level of risk being taken, expectations of the 
rating agencies, the requirements of the regulators and the returns expected by shareholders. In addition the group seeks 
to ensure that the capital structure takes full advantage of the range of capital instruments and capital management 
activities available to optimise the financial efficiency and loss absorption capacity of the capital base. 

The group performed comprehensive stress testing during this period and concluded that the group remains well capitalised 
relative to its business activities, the board’s strategic plans, risk appetite, risk profile and the external environment where 
the group operates. The ICAAP and the Recovery Plan articulate business as usual and stressed plans of the group. The 
Group Strategic Capital Management function is mandated with the following objectives: 
 Capital investment, which involves managing of financial resources from issued capital instruments and internally 

generated capital. 

 Capital structuring, which ensures the group has adequate capital to support current and planned levels of activity, risk 
appetite and targeted capital adequacy ratios. 

 Capital optimisation, which focuses on integrating risk based capital into the strategy and alignment with performance 
measurement. 

 Capital allocation, which ensures capital is efficiently deployed across the organisation to strategic portfolios with positive 
EP that enhance shareholder value. 

 The effects of Covid-19, coupled with capital relief changes approved by the PA, may require a review on the internal board 
targets as the risk appetites and business plans are assessed. 

  

NEDBANK BOARD OF DIRECTORS

THIRD LoD Group Internal Audit

Group Risk and Capital Management Committee

Group Alco

Balance Sheet Management

Group Market Risk Monitoring

FIRST LoD

SECOND LoD

Group Executive Committee

Enterprisewide Risk Committee

 

 The group 
capital ratios are 
well above 
regulatory 
minima and have 
strengthened 
since June 2019.  

 An optimal 
capital structure 
has been 
maintained 
through the 
issuance of 
additional tier 1 
and tier 2 capital 
instruments at 
favourable 
pricing.  
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SUMMARY CAPITAL RATIOS  

PA minimum1 Internal targets 2019  2018

Nedbank Group  

Including unappropriated profits   

Total CAR (%) > 14 15,0 14,8 
Total tier 1 (%) > 12 12,8 12,5 
CET1 (%) 10,5–12,5 11,5 11,7 
Surplus tier 1 capital  (Rm)  22 245 21 460
Leverage (times) < 25 < 20 15,0 14,7
Dividend cover  (times) 1,75–2,25 1,84 1,97
Cost of equity  (%)  14,1 14,1
Total RWA (Rm)  628 725 586 626
RoRWA (%)  2,0 2,3
RoE (%)  16,0 17,9

Excluding unappropriated profits  

Total CAR (%) 11,50  14,8 14,2 
Total tier 1 (%) 9,25  12,6 11,9 
CET1 (%) 7,50  11,4 11,1 

Nedbank Limited  

Including unappropriated profits  

Total CAR (%) > 14 15,5 15,7 
Total tier 1 (%) > 12 12,8 12,7 
CET1 (%) 10,5–12,5 11,2 11,6 
Surplus tier 1 capital (Rm)  18 202 18 185

Excluding unappropriated profits  

Total (%) 11,50  15,1 15,2 
Total tier 1 (%) 9,25  12,4 12,3 
CET1 (%) 7,50  10,8 11,1 
1 PA minimum requirements for 2019 reflect the phase-in of the conservation buffer at 2,5% and are disclosed excluding bank-specific Pillar 2b and D-SIB capital requirements. 

OV1: OVERVIEW OF RISK-WEIGHTED ASSETS  

  Nedbank Group Nedbank Limited1 

  2019 2018 2019 2018 
Rm 

RWA MRC2 RWA RWA MRC2 RWA 

1 Credit risk  419 286 48 218 390 688 348 376  40 063 318 549 

2 Standardised Approach (TSA)3 35 052 4 031 38 598 133  15 150 

4 Supervisory Slotting Approach 10 234 1 177 8 612 9 290  1 068 8 612 

5 Advanced Internal Ratings-based Approach  374 000 43 010 343 478 338 953  38 980 309 787 

6 Counterparty credit risk  9 713 1 117 5 072 9 456  1 087 4 855 

9 Current Exposure Method  9 713 1 117 5 072 9 456  1 087 4 855 

10 Credit valuation adjustment  16 476 1 895 10 378 15 668 1 802 9 683 

11 Equity positions under Simple Risk-weight Approach 41 021 4 717 35 205 26 534  3 051 22 677 

16 Securitisation exposures in banking book 589 68 504 589  68 504 

17 Internal Ratings-based Approach 285 33 300 285  33 300 

18 
External Ratings-based Approach, including Internal 
Assessment Approach  304 35 204 304 35 204 

20 Market risk 22 199 2 553 31 489 20 971  2 412 28 141 

21 Standardised Approach 1 487 171 4 204 699  81 1 162 

22 Internal Model Approach 20 712 2 382 27 285 20 272  2 331 26 979 

24 Operational risk 74 139 8 526 71 083 62 795 7 221 60 720 

Standardised Approach 7 208 829 6 599 1  < 1 5 

Advanced Measurement Approach (AMA) 63 539 7 307 60 838 60 059  6 907 57 594 

26 Floor adjustment 3 392 390 3 646 2 735  314 3 121 

25 

Amounts below the thresholds for deduction (subject to 

250% risk weighting) 15 228 1 751 14 942 1 633  188 2 167 

Other assets (100% risk weighting) 30 074 3 458 27 265 24 867  2 860 23 835 

27 Total 628 725 72 303 586 626 510 889   58 752 471 131 
1 Nedbank Limited refers to the SA reporting entity in terms of regulation 38 (BA700) of the regulations relating to banks, issued in terms of the Banks Act (Act No 94 of 1990). 
2 Total MRC is measured at 11,5%, in line with the transitional requirements, and excludes bank-specific Pillar 2b and D-SIB capital requirements. 
3 Other assets RWA for entities on TSA was previously included in credit RWA, in line with reporting in CR4. Other assets RWA is now consistently reported in the other assets risk total, and 
therefore accounts for the difference in credit RWA on TSA to the total reported in CR4. 
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 Credit RWA increased by R28,6bn, largely as a result of book growth, model updates and the rating migrations of certain 
counters within the CIB portfolio. 

 Counterparty credit risk and credit valuation adjustment RWA increased by R4,6bn and R6,1bn respectively, driven by an 
increase in hedging activities and the performance of the rand against major currencies over the period. 

 Equity RWA growth of R5,8bn, includes new investments and fair-value revaluations of existing equity exposures.  

 Trading market RWA decrease of R9,3bn, driven primarily by lower exposures to foreign exchange, interest rates, inflation 
and credit spreads on the back of reduced trading activity during the period. 

 Operational RWA growth of R3,1bn, mainly driven by the migration to the second-generation model, which resulted in an 
increase in the AMA capital as well as an increase in TSA capital, driven by movements in GOI. 

NEDBANK GROUP – RETURN ON RISK-WEIGHTED ASSETS AS AT 31 DECEMBER 2019 

%  2019 2018

Group 2,0 2,3
CIB 2,0 2,4
RBB 2,5 2,7
Wealth 4,0 4,3
NAR 1,0 1,4
Centre (1,1) (1,2)

SUMMARY OF REGULATORY QUALIFYING CAPITAL AND RESERVES1 

 Nedbank Group Nedbank Limited 

Rm 2019 2018 2019 2018

Including unappropriated profits 
  

 
  

Total tier 1 capital 
  

80 401 73 523  65 459 59 959 

 

CET1 
  

72 506 68 625 57 015 54 484 

 

Share capital and premium  
  

18 577 17 792 19 221 19 221 

 

Reserves  
  

68 534 65 493 50 521 47 375 

 

Minority interest: Ordinary shareholders  
  

848 1 038     

 

Deductions  
  

(15 453) (15 698) (12 727) (12 112) 

 

Additional tier 1 capital 
  

7 895 4 898 8 444 5 475  

 

Preference share capital and premium 
  

1 594 2 125 1 594 2 125 

 

Perpetual subordinated debt instruments  
  

6 850 3 350 6 850 3 350 

 

Regulatory adjustments  
  

(549) (577)  
  

        

Tier 2 capital 
  

13 840 13 428 13 812 13 799  

 

Subordinated debt instruments  
  

13 810 13 797 13 810 13 797 

 

General allowance for credit impairment  
  

300 289 2 2 

 

Regulatory adjustments  
  

(270) (658)  
  

        

Total capital 
  

94 241 86 951 79 271 73 758  

 

Excluding unappropriated profits 
  

   
  

Tier 1 capital 
  

79 315 70 068 63 532 57 730 

 

CET1 capital  
  

71 420 65 170 55 088 52 255 

 

Total capital 
  

93 155 83 496 77 344 71 529 

 

1 For comprehensive 'composition of capital' and 'capital instruments main features' disclosure please refer to nedbank.co.za/content/nedbank/desktop/gt/en/aboutus/information-
hub/capital-and-risk-management-reports.html. 

Regulated banking subsidiaries  

Nedbank Group banking subsidiaries are well capitalised for the environments in which they operate, with CARs well in excess 
of respective host regulators’ minimum requirements.  

 

2019 2018 

Total capital 

requirement 

(host country) RWA 

Total 

capital 

ratio RWA 
Total capital 

ratio 
% Rm % Rm % 

Africa Regions      
Banco Único 11,0 3 863 16,7  3 901 15,8 
Nedbank Namibia Limited 11,0 13 047 15,0  12 647 18,0 
Nedbank (Swaziland) Limited 8,0 4 966 17,3  4 654 17,3 
Nedbank (Lesotho) Limited 8,0 2 051 26,4  2 282 20,8 
Nedbank (Malawi) Limited 15,0 349 22,1  364 28,7 
Nedbank (Zimbabwe) Limited 12,0 1 042 21,3  3 5211 29,91 

Isle of Man        
Nedbank Private Wealth (IOM) Limited 11,0 7 627 15,7  7 607 14,9 

1 As reported incountry in the December 2018 BA Regulatory Return, before any functional currency changes. 



CAPITAL MANAGEMENT
 

 NEDBANK GROUP LIMITED AND NEDBANK LIMITED – PILLAR 3 DECEMBER 2019 48
 

The table below provides an overview of the geographical distribution of private sector credit exposures relevant for the 
calculation of the countercyclical buffer. In 2018 the PA confirmed the SA countercyclical buffer at zero percent. SA banks 
are however expected to calculate the required countercyclical buffer by allocating exposures to the relevant jurisdictions, 
based on materiality thresholds. When the bank’s RWA relating to private sector credit exposures to a foreign jurisdiction, 
that has implemented a non-zero countercyclical buffer, amount to 2% or more of the total RWA relating to private sector 
credit exposures of the bank, then those exposures are treated as foreign exposures and are allocated to that specific 
foreign jurisdiction when the bank calculates its countercyclical buffer.  

The materiality threshold is also applicable when the aggregate amount of all RWA on private sector credit exposures to 
foreign jurisdictions, individually amounts to less than 2% of total RWA relating to private sector credit exposures, amount to 
10% or more of the total RWA relating to private sector credit exposures of the bank. Private sector exposures to foreign 
jurisdictions that are individually less than 2% and in aggregate less than 10% are considered insignificant and allocated to the 
home jurisdiction. 

CCYB1: NEDBANK GROUP – GEOGRAPHICAL DISTRIBUTION OF CREDIT EXPOSURES USED IN THE COUNTERCYCLICAL 

CAPITAL BUFFER 

 Countercyclical 

capital buffer 

rate (%)

Exposure values and/or RWA 

used in the computation of the 

countercyclical capital buffer 
Bank-specific 

countercyclical 

capital buffer 

rate (%) 

Countercyclical 

buffer amount 

(R000)Geographical breakdown 

Exposure RWA 

(R000) (R000)

2019  

United Kingdom 1,00 21 497 048 7 844 468 0,02 1 524

Norway 2,50 907 659 582 777   

Sweden 2,50 308 86   

Hong Kong SAR 2,00 65 483 60 539   

Sum    22 470 498 8 487 870 0,02 1 524

Total    968 198 293 403 649 107 0,02 1 524

ECONOMIC CAPITAL ADEQUACY  
Economic capital is the group’s comprehensive internal measurement of risk and related capital requirements and forms the 
basis of the group’s ICAAP. Nedbank’s ICAAP confirms that both Nedbank Group and Nedbank Limited are well capitalised 
above their current 'A' or 99,93% target debt rating (solvency standard) in terms of the group’s proprietary economic capital 
methodology. 

The Group assesses the internal requirements for capital using its proprietary economic capital methodology, which models 
and assigns economic capital in 12 quantifiable risk categories. Nedbank Group regularly enhances its economic capital 
methodology and benchmarks the output against external reference points. 

The total average economic capital required by the group, as determined by the quantitative risk models and after 
incorporating the group’s estimated portfolio effects, is supplemented by a capital buffer of 10% to cater for any residual 
cyclicality and stressed scenarios. The total requirement is then compared with AFR. The 10% capital buffer is deemed 
appropriate, based on the group’s comprehensive RAF and Stress Testing Framework. Refer to page 26 and 29, respectively, 
for further detail. 
 Nedbank Group’s and Nedbank Limited’s ICAAP reflect surplus AFR of R22,1bn and R26,3bn respectively after a 10% capital 

buffer is added. This is determined in accordance with the group’s comprehensive Stress Testing Framework.  

ECONOMIC CAPITAL REQUIREMENT VERSUS AVAILABLE FINANCIAL RESOURCES 

Nedbank Group Nedbank Limited 

2019 2018 2019 2018 
Rm Mix % Rm Mix % Rm Mix % Rm Mix %

Credit risk 43 847 64 38 476 63 36 762  71  32 797 69
Market risk 8 088 12 8 094 13 5 490 11 5 562 12
Business risk 7 960 12 7 223 12 3 844  7  4 405 9
Operational risk 4 770 7 3 972 6 3 345 7 2 961 6
Insurance risk 472 < 1 474 1   

Other assets risk 3 166 5 2 958 5 2 133 4 1 933 4

Minimum economic capital requirement 68 303 100 61 197 100 51 574 100 47 658 100
Add: Stress-tested capital buffer (10%) 6 830 6 120 5 157  4 766

Total economic capital requirement 75 133 67 317 56 731  52 424

AFR 97 184 100 90 350 100 83 007 100 77 346 100

Tier A capital 74 977 77 71 125 79 60 800 73 58 121 75
Tier B capital 22 207 23 19 225 21 22 207 27 19 225 25

         

Total surplus AFR 22 051 23 033 26 276  24 922

AFR: total economic capital requirement (%) 129 134 146   148
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Nedbank Group’s minimum economic capital requirement increased by R7,1bn in 2019, primarily due to the following:  
 A R5,4bn increase in credit risk economic capital largely as a result of book growth and rating migrations of certain 

portfolios within CIB. Counterparty credit risk increased, as a result of an increase in hedging activities and the performance 
of the rand against major currencies over the period. 

 Respective increases of R737m and R798m in business risk economic capital and operational risk economic capital, which 
were driven mainly by annual model parameter updates, reflective of a higher risk environment. 

Nedbank Group’s AFR increased R6,8bn in 2019, primarily due to the following: 
 Financial reserves increasing R3,0bn post dividend payments to shareholders of R7,2bn. 

 A R3,0bn increase in tier B AFR following the issuance of R3,5bn new-style additional tier 1 capital and the issuance of R2,5bn 
new-style tier 2 capital instruments, which was offset by the grandfathering of old-style preference shares of R531m and 
the redemption of new-style tier 2 capital instruments of R2,5bn. 

Nedbank Limited’s minimum economic capital requirement increased by R3,9bn during 2019, primarily as a result of increases 
in credit risk economic capital and operational risk economic capital, for the same reasons as stated above for the group.  

Nedbank Limited’s total AFR increased by R5,7bn during the year for the same reasons as stated above for the group. The 
R1,4bn increase in surplus capital in the period under review was mainly driven by an increase in AFR, which was partially 
offset by an increase in the economic capital requirement. 

EXTERNAL CREDIT RATINGS  
 Standard & Poor’s Moody’s Investors Service 

 

Nedbank 

Limited

Sovereign 

rating SA 

Nedbank 

Limited

Sovereign 

rating SA

 Nov 2019 Nov 2019 Nov 20192 Nov 20191

Outlook Negative Negative Negative Negative

Foreign currency deposit ratings  

Long-term BB BB Baa3 Baa3

Short-term B B P-3 P-3

Local currency deposit ratings  

Long-term BB BB+ Baa3 Baa3

Short-term B B P-3 P-3

National scale rating   

Long-term deposits zaAA+ zaAA+ Aa1.za

Short-term deposits zaA-1+ zaA-1+ P-1.za
1  On 27 March 2020, Moody’s downgraded SA to subinvestment grade. 
2  On 31 March 2020, Moody’s downgraded Nedbank Limited to subinvestment grade.  

 



CREDIT RISK
 

 NEDBANK GROUP LIMITED AND NEDBANK LIMITED – PILLAR 3 DECEMBER 2019 50
 

CREDIT RISK  
Year under review  

 The challenging macroeconomic environment is characterised by load-shedding, subdued economic growth and policy 
uncertainty translated into increased consumer distress across all industries which had an adverse effect on the credit 
portfolio.  

 A key focus of the 2019 Nedbank results was the 66% increase in impairments yoy, and the group credit loss ratio (CLR) 
increasing from 53 bps to 82 bps. This is covered in detail the 2019 Results Booklet, suffice to say here that the yoy 
increase is not indicative of a concern with the overall quality of the group’s credit portfolio, but rather is due to: 
» the prolonged, adverse macroeconomic and political environment in SA, causing all individual business portfolios to 

trend negatively (ie no offsetting positive versus negative trends, as is often the case); 
» as a result, in CIB, just five client counters that contribute almost all of CIB’s significant yoy increase; 
» as a result, in RBB, just MFC (CLR 2018: 153 bps to 2019: 186 bps, marginally breaching their CLR target range) and 

Unsecured Lending (CLR 2018: 503 bps to 2019: 616 bps, but still well within their CLR target range) with real notable 
yoy increases, and Business Banking (CLR 2018: 15 bps to 2019: 50 bps) off a very low base in 2018, now at the 
bottomend of their CLR target. RBB had poor collections in MFC; and 

» historical 'overlays' released and significant ad hoc recoveries in 2018, that were not repeated in 2019. 
 The credit strategy [Strategic Portfolio Tilt (SPT)] was revised to incorporate the tough economic environment and 

ensure as far as possible an optimal balance of appropriate pricing of risk was achieved.  
 Nedbank’s Advanced Internal Ratings Based (AIRB) system was maintained and all new, material AIRB credit models 

were approved as being fit for purpose and incorporating regulatory requirements. 
 The group maintained a CLR that was within the target range of 60 bps to 100 bps, which reflects Nedbank’s selective 

advances growth strategy in selected portfolios. 
 Nedbank assessed its model landscape and enhanced its Model Risk Management Framework and other governance 

structures. 
 Completed a comprehensive refresh of Nedbank's Credit Risk Appetite Framework incorporating credit concentration 

risk, to allow for a more focused view on credit risk, alignment to changes in accounting standard from IAS 39 to IFRS 9 
as well as fit for purpose alignment to the overall group credit strategy. 

Focus for 2020 

 The immediate focus is on measures to manage the additional risks emanating from Covid-19. A Credit Covid-19 Crisis 
Committee has been activated with senior risk and business executive members to focus on how to support our clients 
while managing the capital and impairment impact on the bank. 
» The PA has issued directive 2/2020 to provide temporary relief for credit capital due to the impact of Covid-19; and 

directive 3/2020 relating to the treatment of restructured credit exposures due to Covid-19. These directives have 
been adopted by Nedbank and are in the process of being implemented across the bank. 

» Nedbank is participating in various initiatives being driven via BASA, the Department of Trade, Industry and 
Competition (DTIC), and the PA. Customer-focused initiatives approved at BASA include the following: 
— Instalment reductions for a limited period, where interest and fees will still accumulate and may result in an extension 

of term. 
— A payment break, during which no instalments will be due to the banks for a specific period. Interest and fees will still 

accumulate should debt relief solutions be requested by clients. Where compulsory credit life insurance is applicable 
to the loan (Personal Loans), we have developed the necessary processes to address client claims.  

» Further, the bank has applied the following approach to mitigate the risk in the credit portfolio: 
— Identified the affected industries that will be impacted by Covid-19 and report on these to the PA.  
— Close monitoring of impacted portfolios, including aircraft portfolio, share-backed portfolios, African sovereigns, 

developments in the NAR subsidiaries.  
— Tracking watchlist clients even though they may not be directly related to Covid-19, monitoring RBB exposures due 

to liquidity constraints that may be experienced by consumers and small businesses as a result of Covid-19. 
— Proactive monitoring of key portfolios to the Credit Covid-19 Crisis Committee chaired by the GCRO. 

 Focus on the implementation of the SPT initiatives for 2020—2022, incorporating the implications of Covid-19 in the short 
to medium term to ensure that an optimal balance of credit risk versus reward is attained. 

 Continued focus on early identification of distressed portfolios, industry-specific concentration risks and proactive key 
watchlist client management. 

Credit risk arises from an obligor’s failure to meet the terms of a credit agreement. It is identified as a principle risk within the 
bank’s ERMF and is one of the core risks assumed as part of achieving the bank’s business objectives. It accounts for 64% of 
the bank's economic capital and 71% of regulatory capital requirements.  
The aim of credit risk management is to deliver an earnings profile that will perform within acceptable levels of earnings 
volatility, determined by the bank’s overall credit risk appetite, while maximising the bank’s economic profit. The board sets 
the bank’s credit risk appetite, which is cascaded down to clusters and BUs. The credit risk appetite targets include several 
quantitative measures relating to the bank’s desired credit risk profile, which allows for continuous monitoring of exposures 
to avoid undue concentrations.  
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The board committees have executive involvement and non-executive oversight to approve, monitor and manage credit risk, 
including counterparty credit risk. Regular training is provided to the board to ensure they remain informed about the latest 
developments regarding regulatory changes and industry trends. The Group Credit Committee (GCC) provides independent 
oversight of the Credit Risk policies, procedures, processes and practices and ensures the credit portfolio is adequately 
impaired and maintained in line with IFRS 9. Nedbank enhanced effective risk mitigation strategies to support clients in 
remaining resilient.  

GOVERNANCE STRUCTURES 
Credit risk is managed in accordance with the bank’s three lines of defence (LoD). The first LoD is represented by the client-
facing business. The second LoD are the risk functions within business, as well as the Group Risk area that is independent of 
business. The Group Compliance (GC) function within Group Risk is responsible for the independent monitoring of regulatory 
compliance. The Group Credit Risk (GCR) functions within Group Risk provides independent oversight of credit risk across the 
bank and reports to the GCC. The third L0D is represented by Group Internal Audit (GIA). The credit governance structure is 
illustrated in the diagram on below.  

Governance structure of Nedbank’s AIRB credit system 

 

Credit risk, including counterparty credit risk and concentration credit risk, is managed across the group in terms of the 
board-approved Group Credit Policy and Group Credit Risk Management Framework (GCRMF), which incorporate 
requirements from the banking regulations and outline the credit risk governance process, the process to establish credit 
risk appetite and the authorisation and delegation of credit risk activities. These include the process of granting credit, 
monitoring exposures, calculating impairments and managing defaulted clients. 

NEDBANK BOARD OF DIRECTORS
Recognises all material risks to which the group is exposed and ensure that the requisite risk management culture, practices, policies, and systems are in place

and functioning effectively.

2A SECOND LoD

FIRST LoD

GCC, is a subcommittee of the board, which monitors credit risk and 
compliance with the relevant legislation, ensures sound risk management
and appropriate corporate governance. GCC reviews the adequacy of 
impairments and approves material changes to the AIRB credit models.

Group Credit Committee

LEAC is a board subcommittee with the primary mandate of approving 
advances in excess of the large-exposure threshold imposed by the Banks 
Act (Act No 94 of 1990). 

Large Exposure Approval Committee

Business

Cluster Credit Committees 
Business Unit Credit Committees (BUCCs) 

Credit Risk Management Committee (CRAM)
Executive Oversight/Group Executive Committee

Business cluster chief risk officers

• Model and process validation
• New-model development
• Credit approval and mandates
• Adequacy of impairments

• Model refinement, improvement and backtesting
• Oversight of the rating process
• Monitoring and reporting of credit portfolios
• Ongoing credit management

Independent risk and compliance monitoring from business 
activities taking the risk.

Executive heads: Business risk and compliance
Independent model development and peer review (excludes 

model development).

Cluster risk labs

2B SECOND LoD

Wholesale AIRB Technical Forum Retail AIRB Technical Forum Adhoc Rating Committee RBB Credit Policy Forum (CPF)

Group Risk

GROUP CREDIT RISK (GCR)

• Independent risk oversight of credit risk management, impairment adequacy
and Group Credit Policy.

• Strategic and active portfolio management, credit and concentration risk
appetite.

• Ensuring the implementation of the Credit Risk Management Framework
across the group.

• Consolidated group credit risk reporting.

GROUP RISK ANALYTICS (GRA)

• Calculation, consolidation and analysis of credit regulatory capital, as well 
as the completion of the credit regulatory returns.

• Calculation and allocation of credit economic capital.
• IFRS 9 system and data implementation.
• Group credit risk data management.
• Group credit risk stress and scenario testing.

MODEL RISK MANAGEMENT (MRM)

• Assessing and managing the level of aggregate model risk in the group.
• Participation in model technical forums/committees.
• Review of non-regulatory capital credit models.
• Evaluating model standards across the group through methodology 

enhancements, standard definitions and documentation requirements.

GROUP STRATEGIC RISK (GSR)

• Independent risk oversight regarding compliance with the ERMF. 
• Ensuring groupwide implementation of the ERMF.

GROUP COMPLIANCE (GC)

• Independent compliance monitoring.
• Ensuring implementation of governance and compliance framework.

CREDIT MODEL VALIDATION UNIT (CMVU)

• Independent validation of the credit risk AIRB and IFRS 9 models.
• Ensuring consistency in rating methodologies across the group.

THIRD LoD

Group Internal Audit provides independent and objective assurance on the effectiveness of the credit and model risk-based approach.
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The Group Credit Policy and GCRMF establish the credit approval mandates for the various credit sanctioning authorities 
within the BUs. Where a request for credit facilities exceeds the mandate, the credit request is submitted to the next level 
with a higher mandate. 

The final authority for credit granting is the Large-exposure Approval Committee (LEAC), a subcommittee of the board, 
whose function is the approval of credit applications that exceed the large-exposure threshold imposed by the Banks Act 
(Act No 94 of 1990).  

The GCC is a subcommittee of the board designated to oversee material aspects of credit risk. This includes the duty to 
challenge and ultimately approve all material aspects of the bank's AIRB systems and processes. The GCC also provides 
oversight of IFRS 9 impairments, credit pricing and acquisition models. The GCC membership includes non-executive and 
executive directors, who have a general understanding of the AIRB system and the related reports. The GCC also receives 
reports from other forums, eg Group Financial Control, who confirm compliance with the requirements of section 45 of the 
Companies Act in terms of financial assistance between related companies. 

The GCC delegates the duty to monitor credit risk within business to the CCC. There are CCCs for CIB, RBB, Wealth and NAR. 
The CCCs are responsible for implementing credit policy and credit mandates as well as reviewing cluster level credit 
portfolios, compliance with credit policies, credit risk appetite parameters, IFRS 9 macroeconomic forecasts and adequacy 
of impairments, expected loss (EL) and credit capital levels. CCC chairs are provided by GCR and are independent of business 
to ensure the consistency of the credit-rating process across the bank. Each CCC reports to the GCC quarterly to provide 
an overview of the credit portfolio, highlight key concerns identified, and discuss remedial actions. 

The GCC delegates the independent oversight of credit risk management at an operational level to GCR. GCR independently 
monitors the bank’s credit portfolio at a cluster and BU level against established credit risk appetite limits. GCR also maintains 
the credit risk policies and procedures, credit committee charters, as well as the GCRMF.  

The Credit Model Validation Unit (CMVU), the bank’s independent risk control unit required by the banking regulations, 
validates the bank’s regulatory credit capital models, and IFRS 9 impairment models based on a risk-based approach. Model 
Risk Management (MRM) ensures that model risk is optimised and effectively managed across the bank. MRM adopts a risk-
based approach to validating non-regulatory models, including credit pricing models, credit application models, and the 
macroeconomic forecast models used for IFRS 9 purposes.  

Group Risk Analytics (GRA) calculates and consolidates credit economic and regulatory capital and completes the credit BA 
returns submitted to the PA. GRA maintains and enhances the inhouse-developed Credit Portfolio Model (CPM) system, the 
credit risk calculation engine system, and tests and implements all credit regulatory model updates. GRA calculates and 
consolidates the IFRS 9 impairment calculations across the bank and performs credit risk analytics for the group. 

CREDIT RISK APPROACHES ACROSS NEDBANK 
Credit rating systems are in place for both the AIRB and Standard Approach (TSA), to calculate credit RWA under Basel III, 
together with sound governance processes to ensure that credit ratings are applied consistently across the bank.  

Nedbank’s AIRB credit rating system governance processes are well established across the bank. Nedbank, including 
Nedbank London branch, make up 93,7% of the total credit extended by the bank and are on the AIRB Approach. The risk 
estimates generated from Nedbank's internal models are used across the credit process in running the business. 

The TSA is applied for Private Wealth International and NAR subsidiaries credit portfolios. Conservative AIRB credit 
benchmarks are used to estimate internal economic capital for portfolios on TSA. The bank does not use ratings from 
external credit assessment institutions (ECAIs) or export credit agencies (ECA). 

The group’s credit risk economic capital (or credit VaR) is more sophisticated than the AIRB approach and is calculated using 
credit portfolio modelling based on the volatility of unexpected losses (UL). This estimated UL is measured from the key AIRB 
approach credit risk parameters, which include the probability of default (PD), exposure at default (EAD) and loss-given 
default (LGD) parameters, as well as taking LGD volatility, PD/LGD correlation, portfolio concentrations and intrarisk 
diversification into account. 

KEY CREDIT RISK APPETITE METRICS  
The most prominent key credit risk appetite metric is the credit loss ratio, which is disclosed per cluster in the December 2019 
Results Booklet (refer to page 105). Risk appetite metrics are supported by management level limit structures and controls, 
as applicable. 

CREDIT RISK ASSESSMENT  
On an annual basis, the bank undergoes a bankwide risk assessment that identifies the material risks faced by the bank for 
the ICAAP and the determination of internal capital. This process evaluates the risks and determines the pervasiveness of 
the risk across multiple business lines, the significance of the risk to a specific business line, the likelihood and potential impact 
of the risk and whether the risk may cause unexpected losses in income and, therefore would be mitigated by internal capital. 
The process also reviews other evolving and emerging risks and include qualitative considerations, such as strategic, 
economic and environmental risk factors. The identified risks are ascribed a rating of how probable and impactful they may 
be and are used as an important input in the ICAAP and the determination of internal capital. 



CREDIT RISK
 

 NEDBANK GROUP LIMITED AND NEDBANK LIMITED – PILLAR 3 DECEMBER 2019 53
 

NEDBANK'S CREDIT RISK MEASUREMENT AND METHODOLOGY 
The bank's AIRB credit methodology is fully implemented across all major credit portfolios. Under this methodology credit 
risk is essentially measured by several components: 
 PD, measures the likelihood of a client defaulting on credit obligations within the next 12 months. 
 LGD, is the economic loss the bank expects to incur on a facility should the client default. Basel III requires that banks use 

downturn LGD (dLGD) estimates in regulatory capital calculations, as PD and LGD may be correlated. dLGD measures the 
losses expected during economic downturn conditions. 

 EAD, quantifies the expected exposure on a facility at the time of default. EAD models consider the likelihood that a client 
would draw down against available facilities in the period leading up to default. 

 Expected loss (EL) is a 12-month estimate based on the long-run annual average level of credit losses through a full credit 
cycle based on historical data. dLGD is calculated using data during the downturn period, whereas the PD is determined 
using TTC data. 

 The credit risk parameters, together with the relevant Basel III capital formulae per asset class, culminate in the minimum 
regulatory capital requirements for credit risk. The regulatory credit risk models for PD, EAD and LGD form the 
cornerstone of Nedbank's internal rating and economic capital systems and are subject to the established model 
governance structure and processes. 

Retail models are developed using a statistical scorecard-based methodology whereas the wholesale models use a 
combination of statistical scorecard-based, expert judgement and structural cashflow simulation methodologies. Whenever 
possible, PD models are calibrated to long-term default and loss rates, ensuring that capital estimates meet regulatory 
requirements. Where suitably robust default rates are not available, for example in the case of low-default portfolios, 
external data sources are included to ensure appropriate calibration.  

Nedbank applies relevant regulatory floors, where relevant, such as the 0,03% regulatory PD floor, the 10% LGD floor for 
residential mortgages, and floors the EAD at the current exposure. Additionally, Nedbank has incorporated the 0,05% Basel 
III PD floor that will be applicable from 2023 into its large Corporate PD estimation.  

The PA issued Guidance Note 3 of 2020, for banks to consider in their classification and measurement of exposures and 
expected credit loss provisioning when providing relief to clients during the Covid-19 pandemic, such as payment holidays. 
Banks should avoid procyclical assumptions in their macroeconomic scenarios to avoid short term volatility. Nedbank has 
adopted the guidance note and is in the process of implementing it within their macroeconomic forecast and other models, 
where applicable.  
The table below provides an overview of the rating approaches adopted across the various portfolios:  

Portfolios 

Number of 

models 

Model 

type Modelling approaches adopted 

Corporate 

Portfolios 

6 PD  Scorecard-based models incorporating internal data, market related information, and expert 
judgement. 

LGD  LGDs are estimated by considering the losses incurred on defaulted exposures in combination 
with the amount recovered on collateral. 

 Recovery rates are determined using internal historical data, and expert judgement. 
EAD  EADs are estimated by considering the loan’s current outstanding amount, interest that may be 

accrued prior to default, and future drawdowns of available credit measured through a credit 
conversion factor. 

Specialised 

Lending 

7 PD  Structural cashflow simulation PD models have been developed for the project finance, 
leveraged buyout and IPRE portfolios. 

LGD  PD models are calibrated to long-term average default rates. 
EAD  LGDs are estimated by considering the losses incurred on defaulted exposures in combination 

with the amount recovered on collateral. 
  Recovery rates are determined using internal historical data, and expert judgement. 

Banks and 

Sovereign 

8 PD  Scorecard-based models incorporating internal and external data, expert judgement and 
external rating agency ratings. 

LGD  LGDs are estimated based on expert judgement compared to benchmarks. 
 External data and expert judgement are used to determine model inputs. 

EAD  EAD estimates are derived for each product by considering the loan’s current outstanding 
amount, interest that may be accrued prior to default, and future drawdowns of available credit 
measured through a credit conversion factor. 

SMEs 

(Corporate 

and Retail) 

8 PD SME Corporate 
 Scorecard-based models is used incorporating financial statement information, as well as other 

counterparty-specific characteristics and risk drivers. 
SME Retail  
 Statistical scoring models are developed for each product/portfolio. The models consider 

counterparty-specific information such as borrower, transactional and delinquency 
characteristics as inputs and produce estimated account-specific risk scores as outputs. 

 PD models are calibrated to long-term average default rates. 
LGD  LGDs are estimated by considering the losses incurred on defaulted exposures in combination 

with the amount recovered on collateral. 
 Recovery rates are determined using internal historical data. 

EAD  EADs are estimated by considering the loan’s current outstanding amount, interest that may be 
accrued prior to default, and future drawdowns of available credit measured through a credit 
conversion factor. 

 Credit conversion factors are estimated for each product using internal historical data. 
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Portfolios 

Number of 

models 

Model 

type Modelling approaches adopted 

Retail 

Mortgages 

7 PD  Statistical scoring models are developed for homogenous risk pools. The models consider 
information such as borrower, transactional and delinquency characteristics as inputs and 
produce account-specific risk scores as outputs. 

 PD models are calibrated to long-term average default rates for each homogenous risk pool. 
LGD  LGDs are estimated by discounting the recovered cash flows, including costs. The loss is then 

measured as a percentage of the exposure at default. 
EAD  EADs are estimated by considering the loan’s current outstanding amount, interest that may be 

accrued prior to default, and future drawdowns of available credit measured through a credit 
conversion factor. 

 The estimation of EAD is based on long-term historical data and segmented appropriately. 
Retail 

Revolving 

Credit 

10 PD  Statistical scoring models are developed for homogenous risk pools. The models consider 
account-specific information such as borrower, transactional and delinquency characteristics as 
inputs and produce account-specific risk scores as outputs. 

 PD models are calibrated to long-term average default rates for each homogenous risk pool. 
LGD  LGDs are estimated by discounting the recovered cash flows, including costs. The loss is then 

measured as a percentage of the exposure at default. 
EAD  EADs are estimated using a combination of the amount currently drawn and an estimate of the 

loan’s credit conversion factor, that is, future drawdowns of available but unutilised credit. 
 The estimation of credit conversion factors is based on long-term historical data and segmented 

appropriately. 
Retail 

Other 
7 PD  Statistical scoring models are developed for homogenous risk pools. The models consider 

account-specific information such as borrower, transactional and delinquency characteristics as 
inputs and produce account-specific risk scores as outputs. 

 PD models are calibrated to long-term average default rates for each homogenous risk pool. 
LGD  LGDs are estimated by discounting the recovered cash flows, including costs. The loss is then 

measured as a percentage of the exposure at default. 
EAD  EADs are estimated with the consideration of the loans amortisation and interest that may be 

accrued prior to default prior to default. 
 The estimation of EAD is based on long-term historical data and segmented appropriately. 

IFRS 9 methodology 

Impairments are raised for credit exposures in accordance with IFRS 9 and require the recognition of credit losses based on 
forward-looking expected credit losses (ECL): either 12-month or lifetime ECL, dependent on whether the financial instrument 
has shown a significant increase in credit risk (SICR), since initial recognition. When measuring expected credit loss, the bank 
considers the maximum contractual period over which the bank is exposed to credit risk. For certain revolving credit facilities, 
such as credit cards, the expected life is estimated based on the period over which the bank is exposed to credit risk and how 
the credit losses are mitigated by management actions. 

The IFRS 9 standard outlines three stages of impairments, based on changes in credit quality since initial recognition: 
 Stage 1: credit exposures for which a SICR has not occurred since initial recognition and for which the impairment is 

calculated as the 12-month ECL. 
 Stage 2: credit exposures for which a SICR has occurred since initial recognition but are not yet classified as 'credit-

impaired' or 'in default' and for which the impairment is calculated as the lifetime ECL. 
 Stage 3: Lifetime ECL for credit exposures that have defaulted. 

In March 2020, the PA issued a guidance note on the measurement of expected credit losses under IFRS 9 (Guidance Note 3 
of 2020) and a proposed directive on the treatment of restructured credit exposures, in response to the Covid-19 pandemic. 
The finalised directive 3/2020 was issued on 6 April 2020. After careful consideration, the scope of the directive was 
expanded to include not only Retail (including SME Retail) but also SME Corporate and Corporate (including specialised 
lending) asset classes. The PA recognised that initiatives taken by South African banks to provide relief to consumers during 
the pandemic may have unintended consequences such as higher capital requirements and expected credit losses for banks. 
Nedbank will, where required, enhance its regulatory capital and IFRS 9 models to align to the PA’s directive and IFRS 9 
guidelines. A Credit Covid-19 Leadership Group, chaired by the GCRO, has been established to ensure effective 
implementation, provide requisite direction and oversight. Nedbank’s IFRS 9 models are automated and have been 
specifically designed to be responsive to changes in credit risk and the macroeconomy. The modelling focus will be on avoiding 
undue short-term volatility and excessive procyclicality in the reporting of expected credit losses. A mechanistic approach 
will not be followed and judgement is required to be exercised in terms of the incorporation of forward looking information 
and in the assessment of risk migration. Post-model adjustments will be considered in cases where the effects of Covid-19 
cannot be reflected in the models. 

Default definition  
Default in respect of a client occurs in the following instances: 
 When the bank considers that the client is unlikely to pay its credit obligations to the bank in full without the bank having 

recourse to actions, such as realising security (if held). 
 When the client is past due for more than 90 days on any material credit obligation to the bank. Overdrafts will be 

considered as being past due if the client has breached an advised limit or has been advised of a limit smaller than the 
current outstanding amount. 

 In terms of Nedbank‘s Group Credit Policy, when the client is placed under business rescue, and when the client requests a 
restructure of his facilities as a result of financial distress, except where debtor substitution is allowable in terms of the 
Regulations in accordance with the Companies Act, 71 of 2008. 
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Restructures 
The bank distinguishes between restructures that take place in the normal course of business and those which take place as 
a result of financial distress on the part of the borrower. A normal course of business restructure is an agreement concluded 
where an advance has not shown any financial distress, but the client wishes to renegotiate the terms of the loan anyhow. 
Borrowers who from time to time request increased or amended facilities from the bank as part of a prudent approach to 
their cashflow management, such as an increase in working capital to meet seasonal demands or to cater for anticipated 
growth in their business, is not to be treated as distressed restructures.  

Distressed restructured credit exposures include any loan, advance or facility in respect of which the bank has granted a 
concession to the obligor owing to a deterioration in its financial condition, that is, owing to a financial distress situation of the 
relevant obligor: 
 which financial distress situation results or is likely to result in the obligor no longer being able to meet the terms or 

conditions originally agreed; 

 which restructuring agreement may include a modification of terms or conditions such as, for example: 
» a reduction in the interest rate from that originally agreed; 

» a reduction in the relevant interest amount due; 

» a reduction in the relevant principal due; 

» any amendment to the originally agreed contractual maturity or payment frequency; 

» any forgiveness, deferral or postponement of a principal amount, interest amount or fee due; or 

» any subsequent increase in the relevant level of working capital or revolving facility.  

 which restructuring agreement may include the transfer from the obligor to the bank of real estate, receivables from third-
parties, other assets or an equity interest in the obligor in full or partial satisfaction of the loan, advance or facility; and  

 which restructuring agreement may include the substitution or addition of a new debtor for the original obligor. 

The PA issued directive 3/2020 relating to the treatment of restructured credit exposures due to Covid-19, proposing 
amendments to directive 7/2015, dealing with distressed restructures. The bank has adopted directive 3/2020 and it is in the 
process of implementation. 

Financial asset modifications and derecognitions 
The bank may modify the contractual terms of loans for either commercial or credit reasons. The terms of a loan in good 
standing may be modified for commercial reasons to provide competitive pricing to borrowers. Loans are also modified for 
credit reasons where the contractual terms are modified to grant a concession to a borrower that may be experiencing 
financial difficulty. 

For all financial assets modifications of the contractual terms may result in derecognition of the original asset when the 
changes to the terms of the loans are considered substantial. These terms include interest rate, authorised amount, term, or 
type of underlying collateral. The original loan is derecognised and the new loan is recognised at its fair value. The difference 
between the carrying value of the derecognised asset and the fair value of the new asset is recognised in the income 
statement. For all loans, performing and credit-impaired, where the modification of terms did not result in the derecognition 
of the loan, the gross carrying amount of the modified loan is recalculated based on the present value of the modified 
cashflows discounted at the original effective interest rate and any gain or loss from the modification is recorded in the 
provision for credit losses line in the income statement. 

Forward-looking information incorporated in the ECL models 

To account for forward-looking information the ECL input parameters (PD, LGD and EAD) are modelled on a segment level 
considering macroeconomic drivers. Most portfolios are linked to macroeconomic drivers such as the prime rate, GDP 
growth, household debt to income and credit growth. The incorporation of forward-looking information into the ECL models 
allows for a range of possible macroeconomic outcomes to capture any non-linearities. The parameter inputs used to 
estimate the ECL are modelled on four macroeconomic scenarios; base (expected), positive, mild stress and high stress. 
Scenarios are provided by Nedbank Group Economic Unit and incorporate historical trends, statistical models and expert 
judgement. The macroeconomic scenarios are updated quarterly, with the option of an out-of-cycle update based on 
significant macroeconomic events impacting macroeconomic forecasts. There is a robust internal governance process to 
review and approve the forecast macroeconomic factors, which include approval by a board subcommittee. 

The ECL under each macroeconomic scenario is the product of the PD, LGD and EAD for that specific scenario. The final 
estimate for the ECL at each future reporting date is calculated to reflect an unbiased and probability-weighted amount, 
with the scenario weights estimated based on the likelihood of occurrence. The probability-weighted PD, as applied in the 
calculation of ECL at reporting date, is also used in the assessment of SICR. 

The PA issued Guidance Note 3 of 2020: Matters relating to the application of IFRS 9 in response to Covid-19. The guidance 
note provides that it is considered to be in the best interests of the industry and financial stability to avoid undue short-term 
volatility in the reporting of expected credit losses. As such, the PA is of the view that banks should avoid procyclical 
assumptions in their IFRS 9 modelling during this time. The bank has adopted the guidance note and is in the process of 
implementing it in the macroeconomic forecast models. 
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Nedbank’s master credit rating scale 
Basel III requires that AIRB banks maintain two ratings for exposures. These two ratings are PD and LGD. 

PD measures borrower default risk without the effect of collateral and any credit risk mitigation (CRM), whereas LGD is 
calculated based on the unique characteristics of the facility. All credit applications are required to carry the borrower PD 
rating [from the Nedbank Group Rating (NGR) master rating scale] and an estimate of LGD. 

PD MASTER RATING (NGR) SCALE — INTERNATIONAL SCALE  

Rating category Rating grade 

Geometric

mean

(%)

PD band (%) Mapping to  

Standard &  

Poor’s grades Mapping to 

Lower bound 

(PD >)

Upper bound

(PD ≤)

Performing NGR01 0,010 0,000 0,012 AAA 

0,00 to < 0,15 

 NGR02 0,014 0,012 0,017  
 NGR03 0,020 0,017 0,024 AA+ 
 NGR04 0,028 0,024 0,034 AA 
 NGR05 0,040 0,034 0,048 AA- 
 NGR06 0,057 0,048 0,067 A+ 
 NGR07 0,080 0,067 0,095 A 
 NGR08 0,113 0,095 0,135 A- 
 NGR09 0,160 0,135 0,190 BBB+ 

0,15 to < 0,25  NGR10 0,226 0,190 0,269 BBB 
 NGR11 0,320 0,269 0,381 BBB- 

0,25 to < 0,50  NGR12 0,453 0,381 0,538 BB+ 
 NGR13 0,640 0,538 0,761 BB+ 

0,50 to < 0,75  NGR14 0,905 0,761 1,076 BB 
 NGR15 1,280 1,076 1,522 BB- 

0,75 to < 2,50  NGR16 1,810 1,522 2,153 BB- 
 NGR17 2,560 2,153 3,044 B+ 

2,50 to < 10,00 

 NGR18 3,620 3,044 4,305 B+ 
 NGR19 5,120 4,305 6,089 B 
 NGR20 7,241 6,089 8,611 B 
 NGR21 10,240 8,611 12,177 B- 

10,00 to < 100,00 

 NGR22 14,482 12,177 17,222 B- 
 NGR23 20,480 17,222 24,355 B- 
 NGR24 28,963 24,355 34,443 CCC 
 NGR25 40,960 34,443 99,999 CC 

Non-performing 

(defaulted) 

NP1 100 100 100 D 

100,00 (Default) 

NP2 100   D 

NP3 100   D 

The comprehensive PD rating scale, which is mapped to default probabilities, enables the bank to rate all borrowers on a 
single scale, whether they are lower-risk corporate or higher-risk retail borrowers. The principal benefit thereof is that 
comparisons can be made between the riskiness of borrowers making up various portfolios.  

NP1 applies to recent defaults, NP2 represents those accounts in respect of which the bank is proceeding with legal recovery of 
money owing and NP3 is for long-term legal cases exceeding a period of 12 months. 

NEDBANK GROUP BALANCE SHEET IMPAIRMENTS BY BUSINESS CLUSTER1  

Rm 2019 2018

Group 18 179 15 845

CIB  2 746 1 866

CIB, excluding Property Finance 2 045 1 213
Property Finance 701 653

   

RBB 14 144 12 796

Business Banking 1 351 1 142
Retail 12 793 11 654

Wealth 229 187
NAR 780 816
Centre 280 180

 

1 Impairments relating to loans and advances only. 

For further details relating to impairments refer to the 2019 Nedbank Group Annual Results at nedbank.co.za. 
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NEDBANK GROUP COVERAGE RATIO BY BUSINESS CLUSTER1 

%  2019 2018
Total impairments to loans and advances   2,31 2,18
CIB  0,65 0,50
CIB, excluding Property Finance  0,76 0,54
Property Finance  0,49 0,46

RBB  3,87 3,75
Business Banking  1,69 1,48
Retail  4,48 4,40
Home Loans  1,47 1,56
VAF  4,09 3,84
Personal Loans   16,83 15,44
Card  13,18 14,36
Other  12,61 16,18

Wealth  0,74 0,60
NAR  3,34 3,67
      

1 The coverage ratio definition was revised during 2019. Coverage (%) is calculated as on-balance-sheet ECL divided by gross banking book loans and advances. Coverage excludes ECLs 
on off-balance-sheet amounts, as well as ECL and gross banking loans and advances associated with products held at fair value through other comprehensive income (FVOCI). 

CR1: CREDIT QUALITY OF ASSETS 

c 

Gross carrying values of

 
Allowances/ 

Impairments1

Of which ECL accounting 

provisions for credit losses 

on SA exposures Of which ECL 

accounting 

provisions for 

credit losses on 

IRB exposures

  
Net values Rm  

Defaulted 

exposures 

Non-

defaulted 

exposures

Allocated in 

regulatory

category of

Specific

Allocated in 

regulatory 

category of 

General 

2019     

1 Loans 27 589 786 778 17 263 460  301 16 502 797 104 

2 Debt securities  102 257     102 257 

3 
Off-balance-sheet 
exposures  209 728 271 15 (2) 258 209 457 

4 Total 27 589  1 098 763 17 534 475 299 16 760 1 108 818 

2018        
1 Loans 25 231 726 562 15 278 523  285  14 470 736 515 
2 Debt securities  90 542        90 542 

3 

Off-balance-sheet 
exposures2  206 061 210 11 (2)  201 205 851 

4 Total 25 231 1 023 165 15 488 534  283  14 671 1 032 908 
1 Allowances/Impairments — refers to impairments on loans and advances measured at amortised cost. 
2 Off-balance sheet exposures restated to exclude intercompany exposures. 

The size of off-balance-sheet credit is monitored through the inclusion of the metric EAD:exposure in the suite of credit risk 
appetite metrics. The quantification of credit RWA through the use of EAD ensures capital requirements include off-balance-
sheet exposure. Clients that approach us to draw down on committed long term facilities to bolster liquidity are considered 
on an individual basis. A process has been implemented to review these requests with input from business, legal and credit. 
Contractual terms and conditions are considered prior to any release of funding. A breakdown of the size of off-balance-
sheet credit, together with a breakdown of the contribution of each cluster is disclosed below. 

NEDBANK GROUP OFF-BALANCE-SHEET EXPOSURE PER BUSINESS CLUSTER 

Rm 

 

CIB 

CIB, 

excluding 

Property 

Finance

Property 

Finance

Total 

RBB 

Business 

Banking Retail Wealth NAR Group

2019    

Guarantees on behalf of clients 19 844  19 523 321 3 234 2 481 753  113  1 827 25 018 

Letters of credit 6 395  6 395 306 271 35    446 7 147 

Undrawn facilities, of which: 104 970  100 035 4 935 64 464 23 495 40 969  5 448  2 681 177 563 

irrevocable commitments 97 021  92 086 4 935 42 958 23 495 19 463  5 149  2 343 147 471 

revocable2 7 949  7 949  21 506 21 506  299  338 30 092 

Credit-derivative instruments 8 521  8 521   8 521 

Total off-balance-sheet 

activities 139 730  134 474 5 256 68 004 26 247 41 757  5 561  4 954 218 249 

2018    
Guarantees on behalf of clients1 24 440  24 165 275 3 140 2 391 749  268  1 954 29 802
Letters of credit 8 435  8 435 498 473 25   718 9 651
Undrawn facilities, of which: 94 502  91 036 3 466 63 849 24 689 39 160  5 160  3 097 166 608
irrevocable commitments 85 242  81 776 3 466 43 535 24 689 18 846  4 880  2 301 135 958
revocable2 9 260  9 260 20 314 20 314  280  796 30 650

Credit-derivative instruments 9 241  9 241   9 241
Total off-balance-sheet 

activities 136 618 132 877 3 741 67 487 27 553 39 934  5 428  5 769 215 302
1 Guarantees on behalf of clients restated to exclude intercompany exposures. 
2 Includes other contingent liabilities. 
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CR2: CHANGES IN STOCK OF DEFAULTED LOANS AND DEBT SECURITIES  

Rm 2019 2018

1 Defaulted loans and debt securities at the end of the previous reporting period 25 231 19 576 

2 Loans and debt securities defaulted since the last reporting period 11 579  16 7181 

3 Returned to non-defaulted status (3 336) (6 929) 

4 Amounts written off (5 765) (3 975)2 

5 Other changes (120) (159) 

6 Defaulted loans and debt securities at end of the reporting period  27 589 25 231 
1 The increase in loans and debt securities defaulted since the last reporting period is mainly due to the weakened economic environment placing additional stress on specific wholesale 
counters and changes to the point of writeoff in Retail to align with IFRS 9 requirements prospectively from 1 January 2018.  

2 The decrease in amounts written off, is attributable to changes to the point of writeoff in Retail to align with IFRS 9 requirements prospectively from 1 January 2018. 

BASEL III AIRB ON-BALANCE-SHEET EXPOSURE BY RESIDUAL CONTRACTUAL MATURITY  

Rm Less than 1 year 1 to 5 years Greater than 5 years Total 

2019  

Corporate1 101 786 218 483 88 814  409 083 

PSEs 4 448 1 695 7 222  13 365 

Local governments and municipalities 336 2 084 9 721  12 141 

Sovereign 18 751 14 613 50 068  83 432 

Banks 7 093 1 370 37  8 500 

Retail exposure 4 882 116 391 198 836  320 109 

Retail mortgage 194 2 398 136 893  139 485 

Retail revolving credit 17 079  17 079 

Retail – other 3 562 80 655 45 512  129 729 

SME – retail 1 126 16 259 16 431  33 816 

Securitisation exposure 168 469  637 

Total 137 296 354 804 355 167  847 267 

2018  
Corporate1 87 892 203 630 89 757  381 279 
PSEs 5 972 2 100 7 300  15 372 
Local governments and municipalities 5 2 612 6 073  8 690 
Sovereign 22 244 18 185 33 214  73 643 
Banks 2 858 2 375 41  5 274 
Retail exposure 4 657 109 596 188 920  303 173 
Retail mortgage 286 1 756 130 631  132 673 
Retail revolving credit 16 193  16 193 
Retail – other 3 096 75 191 40 728  119 015 
SME – retail 1 275 16 456 17 561  35 292 

Securitisation exposure 173 301  474 
Total 123 801 338 498 325 606  787 905 
1 Includes corporate, SME – corporate and specialised lending asset classes. 

BASEL III TSA ON-BALANCE-SHEET EXPOSURE BY RESIDUAL CONTRACTUAL MATURITY 

Rm Less than 1 year 1 to 5 years Greater than 5 years Total 

2019  

Corporate1 3 200 5 012 771 8 983

PSEs 14 609 104 727

Local governments and municipalities 1 29  30

Sovereign 8 858 6 003  14 861

Banks 3 651 5 440  9 091

Retail exposure 6 911 6 510 7 734 21 155

Retail mortgage 5 827 223 6 719 12 769

Retail revolving credit 2 352 13 367

Retail – other 938 3 885 354 5 177

SME – retail 144 2 050 648 2 842
    

Total 22 635 23 603 8 609 54 847

2018  
Corporate1 4 764 3 908 948  9 620 
PSEs 22 502 116  640 
Local governments and municipalities 1 17 10  28 
Sovereign 8 490 2 999 2 482  13 971 
Banks 9 189 4 471  13 660 
Retail exposure 7 205 4 705 8 864 20 774 

Retail mortgage 6 024 192 6 546  12 762 
Retail revolving credit 1 314 16  331 
Retail – other 900 2 543 1 761  5 204 
SME – retail 280 1 656 541  2 477 

     

Total 29 671 16 602 12 420 58 693
1 Includes corporate and SME – corporate and specialised lending asset classes.
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CREDIT RISK MITIGATION TECHNIQUES 
Credit risk mitigation (CRM) refers to the actions taken by a bank to manage its exposure to credit risk, to align exposure to 
its risk appetite. Actions can be proactive or reactive and the level of mitigation may be influenced by external factors such 
as the economic cycle, or internal factors, such as a change in risk appetite. CRM normally focuses on the collection and 
management of collateral, but there are other methods used to mitigate credit risk. 

The Nedbank Group Credit Policy acknowledges the role of CRM to manage credit risk but emphasises that collateral on its 
own is not a justification for lending. The primary consideration for any lending opportunity should be the borrower’s financial 
position and ability to repay the facility from their own resources and cashflow.  

The AIRB Approach allows banks to use the collateral value in their estimates of LGD, which directly influence RWA. TSA for 
credit risk allows the use of certain categories of collateral to reduce exposures before the risk-weighting thereof, subject 
to suitable haircuts. The bank monitors the concentration risk that may arise from collateral to ensure that it is adequately 
diversified, irrespective of whether exposures are on the AIRB Approach or TSA. 

Collateral, credit derivatives, netting agreements, put and call options, hedging and guarantees are all commonly used to 
mitigate risk. The amount and type of CRM is dependent on the client, product and/or portfolio. Credit derivatives are 
transacted with margined counterparties, or through the issue of credit-linked notes. The following collateral types are 
common in the marketplace: 
 Retail portfolio 

» Mortgage lending secured by mortgage bonds over residential property. 

» Instalment credit transactions secured by the assets financed. 

» Overdrafts either unsecured or secured by guarantees, suretyships or pledged securities. 

 Wholesale portfolio 
» Commercial properties supported by the property financed and a cession of the leases. 

» Instalment-credit-type transactions secured by the assets financed. 

» Working capital facilities being secured, usually by either a claim on specific assets (fixed assets, inventory and debtors) 
or other collateral such as guarantees. 

» Term and structured lending, relying on guarantees or credit derivatives (where only internationally recognised and 
enforceable agreements are used). 

» Credit exposure to other banks with risks commonly being mitigated by using financial collateral and netting agreements. 

COLLATERAL VALUATION AND MANAGEMENT  
The valuation and management of collateral across all BUs of the bank are governed by the Group Credit Policy. In the 
performing retail portfolio, collateral valuations are performed for mortgages using statistical indexing models and for 
vehicles using data published by the service providers. Physical valuations are done for approximately 50% of new credit 
applications, while the remainder are valued using desktop valuations that are regularly backtested against physical 
valuations. For assets that default in the retail portfolio, collateral is immediately revalued and physically inspected, and 
impairments are recalculated and updated, where required. Physical valuations are performed biannually on the defaulted 
book. 

In the wholesale portfolio, collateral is valued at the inception of a transaction and reviewed at least annually during the life 
of the transaction. The review is performed to ensure that the security structure, established covenants and title deeds ceded 
to the bank are appropriate to rely on the collateral should it become necessary to execute the CRM techniques. Physical 
valuations occur, where appropriate. 

In the corporate sector, reliance is often placed on a third-party guarantor, which may be a parent company or a related 
party to the borrower, a major shareholder or another bank. Further, credit derivative transactions are sometimes used to 
hedge specific parts of any single name risk in the wholesale portfolio. For these transactions, updated collateral values are 
available from the issuer banks, non-bank financial institutions, large corporates and/or governments. 

For all new commercial property transactions and new property collateral, physical inspections and valuations are 
performed at inception. The valuation of property collateral is updated on an ongoing basis with physical inspections 
conducted as required. For transactions rated as NP inspections are performed every six months and valuations updated 
accordingly.  
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CR3: AIRB AND TSA CREDIT RISK MITIGATION TECHNIQUES – OVERVIEW 

Rm 

Exposures 

unsecured:  

carrying 

amount 

Exposures 

secured by 

collateral

Exposures 

secured by 

collateral, 

of which: 

secured 

amount

Exposures 

secured by 

financial 

guarantees

Exposures 

secured by 

financial 

guarantees, 

of which: 

secured 

amount 

Exposures 

secured 

by credit 

derivatives

Exposures 

secured by 

credit 

derivatives, 

of which: 

secured 

amount

2019   

1 Loans 311 001 486 103 481 620 8 640 6 016 

2 Debt securities 93 617 8 640 6 016  

3 Total 404 618 494 743 487 636 8 640 6 016 

4 of which defaulted 16 078 10 854 10 794 6 6 

2018   

1 Loans 304 331 432 184 423 102 7 122 5 310 

2 Debt securities 82 836 7 706 7 706  

3 Total 386 186 439 890 430 808 7 122 5 310 

4 of which defaulted 10 286 13 739 13 108  

DEBT COUNSELLING 
The portfolio balance increased by 13,5% to R10 400 (2018: R9 161m) and the number of accounts in debt counselling decreased 
by 1,2% to 124 416 (2018: 125 964).  

The analysis below shows the Retail debt-counselling portfolio, including new applications and portfolio balance. 

NEDBANK RETAIL SUMMARY OF THE DEBT-COUNSELLING PORTFOLIO 

 New applications Portfolio balance 

 2019 2018 2019 2018 

Product 

Number of 

accounts 

Exposure 

Rm 
Number of 

accounts
Exposure 

Rm
Number of 

accounts

Exposure 

Rm 
Number of 

accounts
Exposure 

Rm

Mortgages 1 603 811 1 601 747 6 677 2 767 6 532 2 590 

Vehicle and asset finance 11 868 11 868 9 921 1 629 36 669 5 170 30 982 4 183 

Unsecured lending 20 780 988 20 742 884 41 966 1 820 45 127 1 752 

Card 20 430 359 20 516 339 36 079 626 39 721 617 

Overdrafts 4 083 13 3 651 13 3 025 19 3 602 19 

Total 58 764 14 039 56 431 3 612 124 416 10 402 125 964 9 161 

EXPOSURE FOLLOWING THE STANDARDISED APPROACH 
CR4: STANDARDISED APPROACH — CREDIT RISK EXPOSURE AND CREDIT RISK MITIGATION EFFECTS 

 Exposures before CCF 

and CRM 

Exposures post-CCF and 

CRM RWA1 and RWA density 

Asset classes 

On-

balance-

sheet 

amount

Rm

Off-

balance-

sheet 

amount

Rm

On-

balance-

sheet 

amount

Rm

Off-

balance-

sheet 

amount 

Rm 

RWA

Rm

RWA 

density2

%

2019  

1 Sovereigns and their central banks  12 040 20 12 040  9 096 75,55

2 Non-central government PSEs 757 85 728 51 593 76,12

3 Multilateral development banks  2 821 2 821  

4 Banks  9 091 91 9 091 80 3 978 43,38

5 Securities firms   

6 Corporates 8 983 2 951 7 887 695 9 483 110,50

7 Regulatory retail portfolios 8 323 2 397 7 504 1521 6 590 73,02

8 Secured by residential property 12 682 168 12 683 168 5 155 40,11

9 Secured by commercial real estate 63 63  63 100,00

10 Equity  

11 Past-due loans  87 87  94 108,05

12 Higher-risk categories   

13 Other assets 2 149 2 148  1 212 56,42

14 Total  56 996 5 712 55 052 2 515 36 264 62,99
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 Exposures before CCF 

and CRM 

Exposures post-CCF and 

CRM RWA1 and RWA density 

Asset classes 

On-

balance-

sheet 

amount

Rm

Off-

balance-

sheet 

amount

Rm

On-

balance-

sheet 

amount

Rm

Off-

balance-

sheet 

amount 

Rm 

RWA

Rm

RWA 

density2

%

2018  

1 Sovereigns and their central banks  13 971 20 13 971 5  8 968 64,17 

2 Non-central government PSEs 668 84 668 57  532 73,38 

3 Multilateral development banks   

4 Banks  13 660 19 13 660 4  4 620 33,81 

5 Securities firms   

6 Corporates 9 620 3 790 8 889 1 487  11 411 109,97 

7 Regulatory retail portfolios 8 012 2 022 7 942 996  6 259 70,03 

8 Secured by residential property 12 762 157 12 762 157  5 226 40,45 

9 Secured by commercial real estate  

10 Equity  

11 Past-due loans   

12 Higher-risk categories   

13 Other assets 2 101 2 101  1 582 75,30 

14 Total  60 794 6 092 59 993 2 706  38 598 61,56 
1 Total RWA excludes CCR RWA.  
2 RWA density is total RWA to EAD post-CRM and post-Credit Conversion Factor (CCF). 

CR5: STANDARDISED APPROACH — EXPOSURES BY ASSET CLASS AND RISK-WEIGHTS 

 RISK-WEIGHT 

Asset classes 

Rm 0% 10% 20% 35% 50% 75% 100% 150% 

Total credit 

exposures 

amount (post-

CCF and post- 

CRM)

2019    

1 Sovereigns and their central banks  4 593 4 150 3 297 12 040

2 Non-central government PSEs  371 408  779

3 Multilateral development banks  2 821   2 821

4 Banks  2 819 1 473 985 1 040 2 854  9 171

5 Securities firms     

6 Corporates  479 1 5 533 2 569 8 582

7 Regulatory retail portfolios 93 73 205 3 8 597 54  9 025

8 Secured by residential property  11 730 283 838  12 851

9 Secured by commercial real estate  63  63

10 Equity    

11 Past-due loans   74 13 87

12 Higher-risk categories     

13 Other assets  525 519 822 282  2 148

14 Total  10 326 1 998 1 537 11 936 893 10 742 14 256 5 879 57 567

2018    

1 Sovereigns and their central banks  7 057  4 2 808  4 107 13 976 

2 Non-central government PSEs  410 290  25 725 

3 Multilateral development banks      

4 Banks  1 404  8461 1 823 1 895  81 13 664 

5 Securities firms      

6 Corporates  1 356 5 595  3 425 10 376 

7 Regulatory retail portfolios 79  311 80 798 7 597 73   8 938 

8 Secured by residential property  11 796 6 90 1 027   12 919 

9 Secured by commercial real estate    

10 Equity    

11 Past-due loans     

12 Higher-risk categories     

13 Other assets 519   1 582   2 101 

14 Total  9 059   8 776 11 876 4 393 7 687 13 270  7 638 62 699 
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EXPOSURE FOLLOWING THE IRB APPROACH 
CR6: AIRB — CREDIT RISK EXPOSURE BY PORTFOLIO AND PD RANGE  

93,7% of the total credit extended by Nedbank Group is subject to the AIRB Approach. Private Wealth International and the non-SA subsidiaries credit portfolios and some of the legacy 
Imperial Bank portfolio in RBB remain on TSA.  

2019 

Basel asset class 

Original  

on-balance- 

sheet gross 

exposure 

Rm 

Off-

balance-

sheet 

exposures 

pre-CCF

Rm

Average 

CCF

%

EAD 

post-CRM 

and post-

CCF

Rm

Average 

PD

%

Number  

of obligors 

Average 

LGD

%

Average 

maturity

Years2

RWA

Rm

RWA 

density

%

EL 

Rm 

Provisions 

Rm 

Corporate     

0,00 to < 0,15  40 456  27 131 73,60 58 602 0,09  204  26,75 1,46 7 653 13,06 15   

0,15 to < 0,25 47 760  35 285 77,32 74 215 0,20  150  33,80 1,87 22 528 30,36 50   

0,25 to < 0,50  48 100  28 193 61,40 65 268 0,37  219  35,97 1,54 26 434 40,50 82   

0,50 to < 0,75 13 102  6 493 77,15 17 371 0,64  109  43,38 1,61 8 577 49,38 33   

0,75 to < 2,50  30 793  10 346 67,91 37 600 1,29  384  43,18 1,51 24 947 66,35 151   

2,50 to < 10,00  10 746  5 041 58,00 13 651 4,81  1 206  46,52 1,67 15 825 115,93 235   

10,00 to < 100,00  15 073  1 306 117,79 16 557 18,14  48  17,60 1,08 14 327 86,53 543   

100,00 (default)  3 614  794 69,21 4 134 100,00  52  47,16 1,13 5 716 138,27 868   

   209 644  114 589 71,07 287 398  3,08  2 372 34,52 1,58 126 007 43,84  1 977  2 035 

SME — corporate     

 0,00 to < 0,15  1  7 99,67 8   3  16,25 4,16 1 12,50    

 0,15 to < 0,25 1 277  866 100,29 2 136 0,19  300  28,70 2,42 482 22,57 1   

 0,25 to < 0,50  5 121   2 026 94,02 7 016 0,41  576  24,91 2,22 1 981 28,24 7   

 0,50 to < 0,75 4 288   1 441 101,87 5 755 0,64  416  29,25 1,98 2 287 39,74 11   

 0,75 to < 2,50  16 314    5 324 71,09 20 064 1,34  1 620  27,48 2,25 10 416 51,91 74   

 2,50 to < 10,00  7 627   1 262 89,09 8 751 3,43  846  29,27 2,56 6 215 71,02 89   

 10,00 to < 100,00    1 195  162 110,32 1 373 16,02  103  24,73 2,05 1 361 99,13 56   

 100,00 (default) 918  54 1,14 918 100,00  253  22,61 3,00 558 60,78 289   

   36 741  11 142 83,83 46 021 3,86  4 117  27,53 2,29 23 301 50,63 527  603 

Specialised lending1      

 0,00 to < 0,15  17 395  450 388,07 18 926 0,07 446 15,65 3,62 2 245 11,86  2   

 0,15 to < 0,25 35 979  4 244 86,14 39 556 0,20 226 39,93 3,33 10 775 27,24 16   

 0,25 to < 0,50  38 757  2 555 110,36 41 450 0,40 332 25,41 3,42 13 364 32,24 30   

 0,50 to < 0,75 18 596  1 111 144,66 20 133 0,64 369 19,78 3,53 8 569 42,56 26   

 0,75 to < 2,50  26 255  908 221,95 28 085 1,33 773 17,05 3,29 12 651 45,05 64   

 2,50 to < 10,00 13 356  526 254,28 14 590 4,36 855 20,76 3,61 11 421 78,28 146   

 10,00 to < 100,00  2 996  22 815,41 3 096 26,81 35 23,55 2,46 3 986 128,75 179   

 100,00 (default) 754  1 130,16 752 100,00 50 19,27 3,72 1 150 152,93 88   

  154 088  9 817 133,40 166 588 1,79 3 086 25,19 3,41 64 161 38,51 551  498 
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2019 

Basel asset class 

Original  

on-balance- 

sheet gross 

exposure 

Rm 

Off-

balance-

sheet 

exposures 

pre-CCF

Rm

Average 

CCF

%

EAD 

post-CRM 

and post-

CCF

Rm

Average 

PD

%

Number  

of obligors 

Average 

LGD

%

Average 

maturity

Years2

RWA

Rm

RWA 

density

%

EL 

Rm 

Provisions 

Rm 

Public sector entities 

 0,00 to < 0,15  5 952  2 422 55,33 7 274 0,04 565 57,89 1,95 1 009 13,87  1   

 0,15 to < 0,25 4 193  2 107 63,68 5 520 0,22 70 24,34 3,30 1 732 31,38  13   

 0,25 to < 0,50  2 702  257 131,37 3 020 0,33 13 35,31 4,69 1 999 66,19  26   

 0,50 to < 0,75     

 0,75 to < 2,50  291  11 113,69 302 1,32 144 28,94 4,43 255 84,44  1   

 2,50 to < 10,00 135  100,00 134 7,46 2 27,15 3,00 153 114,18  3   

 10,00 to < 100,00  92  612 75,78 556 38,31 312 26,98 1,14 803 144,42 73   

 100,00 (default)     

   13 365  5 409 64,49 16 806 1,50 1 106 41,02 2,91 5 951 35,41 117  26 

Local government and 

municipalities     

 0,00 to < 0,15  5 134  148 589,57 5 311 0,09 162 18,79 4,68 1 040 19,58  1   

 0,15 to < 0,25 6 019  70 59,52 6 061 0,23 27 17,62 4,27 1 644 27,12  2   

 0,25 to < 0,50  606  2 (486,33) 597 0,34 11 16,90 4,80 193 32,33   

 0,50 to < 0,75 71  4 51,09 73 12 23,09 4,74 42 57,53   

 0,75 to < 2,50  35  2 54,19 36 20 26,22 3,71 27 75,00   

 2,50 to < 10,00 37  6 113,43 42 7,14 13 19,25 2,71 33 78,57  1   

 10,00 to < 100,00  17  5 91,94 22 13,64 3 26,43 2,73 30 136,36  1   

 100,00 (default) 222  217 100,00 2 19,50 4,74 574 264,52 15  

   12 141  237 184,24 12 359 1,97 250 18,20 4,47 3 583 28,99  20  19 

Sovereign     

 0,00 to < 0,15  82 240  216 96,23 80 789 0,02  22  19,26 3,66 6 444 7,98  4   

 0,15 to < 0,25 468  27 (6,27) 467 0,21  4  44,95 1,87 204 43,68   

 0,25 to < 0,50  53  7 (13,20) 60   1  42,69 0,07 24 40,00   

 0,50 to < 0,75     

 0,75 to < 2,50  431  50,51 426  0,94  3  72,40 5,00 896 210,33  3   

 2,50 to < 10,00 188  344 56,57 382 3,93  7  47,41 1,89 579 151,57  7   

 10,00 to < 100,00  52  (664,26) 56 10,71  1  72,40 2,16 184 328,57  5   

 100,00 (default)     

   83 432  594 103,99 82 180 0,05  38  19,87 3,65 8 331 10,14 19   
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2019 

Basel asset class 

Original  

on-balance- 

sheet gross 

exposure 

Rm 

Off-

balance-

sheet 

exposures 

pre-CCF

Rm

Average 

CCF

%

EAD 

post-CRM 

and post-

CCF

Rm

Average 

PD

%

Number  

of obligors 

Average 

LGD

%

Average 

maturity

Years2

RWA

Rm

RWA 

density

%

EL 

Rm 

Provisions 

Rm 

Banks 

 0,00 to < 0,15  4 861  557 86,45 4 283 0,07  147  25,98 2,37 730 17,04  1   

 0,15 to < 0,25 5  43 107,48 48  18  26,89 1,25 12 25,00   

 0,25 to < 0,50   71 100,00 71  15  26,74 0,58 28 39,44   

 0,50 to < 0,75 1 401  250 163,15 1 158 0,60  4  27,15 2,96 883 76,25  2   

 0,75 to < 2,50  51  2 90,19 40  17  20,60 3,11 21 52,50   

 2,50 to < 10,00 2 018  303 15,85 1 746 4,93  58  42,91 0,42 2 461 140,95 42   

 10,00 to < 100,00  164  201 382,81 318 11,32  7  53,76 0,59 254 79,87 21   

 100,00 (default)       

   8 500  1 427 34,91 7 664 1,74  266  31,15 1,92 4 389 57,27 66  2 

Retail — mortgages      

 0,00 to < 0,15  3 364  6 401 101,89 9 886 0,08 23 907  11,40 12,34 244 2,47  1   

 0,15 to < 0,25 11 339  4 243 107,89 15 916 0,21 19 663  11,69 14,70 811 5,10  4   

 0,25 to < 0,50  14 146  6 135 108,38 20 795 0,39 32 370  12,16 14,94 1 769 8,51 10   

 0,50 to < 0,75 8 907  2 438 115,15 11 714 0,64 28 946  12,15 15,23 1 397 11,93  9   

 0,75 to < 2,50  44 253  3 648 138,12 49 291 1,26 71 230  12,65 16,06 9 583 19,44 79   

 2,50 to < 10,00 37 140  1 680 121,04 39 174 3,76 62 445  14,32 17,34 16 448 41.,9 212   

 10,00 to < 100,00  13 525  203 223,23 13 979 19,93 27 316  14,23 17,79 10 976 78,52 391   

 100,00 (default) 6 811  426 6,31 6 838 100,00 9 111  15,15 16,01 895 13,09 1 348   

   139 485  25 174 111,66 167 593 7,11 274 988  13,01 15,95 42 123 25,13 2 054  2 115 

Retail — revolving credit     

 0,00 to < 0,15   1 81,12 1   8  24,27   

 0,15 to < 0,25 361  2 206 30,61 1 036 0,19  79 290  44,83 55 5,31  1   

 0,25 to < 0,50  555  2 360 27,73 1 210 0,33  68 855  49,96 112 9,26  2   

 0,50 to < 0,75 896  1 691 42,71 1 619 0,62  55 761  53,03 247 15,26  5   

 0,75 to < 2,50  3 957  4 836 29,81 5 398 1,44  180 608  50,10 1 435 26,58 39   

 2,50 to < 10,00 5 146  3 710 53,34 7 125 5,15  1 247 145  51,93 4 809 67,49 194   

 10,00 to < 100,00  4 228  873 71,83 4 855 20,80  294 516  52,57 6 587 135,67 534   

 100,00 (default) 1 936  1 936 100,00  2 357 489  54,82 1 142 58,99 1 318   

   17 079  15 677 38,91 23 180 14,70  4 283 672  51,53 14 387 62,07 2 093  2 597 
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2019 

Basel asset class 

Original  

on-balance- 

sheet gross 

exposure 

Rm 

Off-

balance-

sheet 

exposures 

pre-CCF

Rm

Average 

CCF

%

EAD 

post-CRM 

and post-

CCF

Rm

Average 

PD

%

Number  

of obligors 

Average 

LGD

%

Average 

maturity

Years2

RWA

Rm

RWA 

density

%

EL 

Rm 

Provisions 

Rm 

SME — retail 

 0,00 to < 0,15  72  111 74,46 155  1 587  13,61 0,41 5 3,23   

 0,15 to < 0,25 566  920 83,22 1 332 0,23  8 129  24,89 2,36 142 10,66  1   

 0,25 to < 0,50  1 099  1 655 66,95 2 207 0,41  13 788  24,07 2,57 360 16,31  2   

 0,50 to < 0,75 1 250  1 168 77,65 2 153 0,65  11 544  24,55 2,92 461 21,41  3   

 0,75 to < 2,50  9 026  3 824 98,94 12 807 1,43  30 209  23,49 3,23 3 671 28,66 43   

 2,50 to < 10,00 17 576  3 815 88,78 20 961 4,35  154 941  31,70 2,43 10 264 48,97 318   

 10,00 to < 100,00  2 057  490 48,28 2 293 20,02  6 544  26,89 2,35 1 382 60,27 126   

 100,00 (default) 2 170  219 3,08 2 176 100,00  18 879  26,79 2,70 1 461 67,14 753   

   33 816  12 202 84,22 44 084  8,52  245 621  27,82 2,69 17 746 40,25 1 246  855 

Retail — other     

 0,00 to < 0,15  27  50 101,33 78  555  34,73 6 7,69   

 0,15 to < 0,25 16  63 92,52 74  222  29,15 1,49 9 12,16   

 0,25 to < 0,50  78  126 88,34 190 0,53  522  35,27 0,52 47 24,74   

 0,50 to < 0,75 527  41 68,70 555 0,72  8 089  29,46 0,06 143 25,77  1   

 0,75 to < 2,50  8 752  111 101,17 8 865 1,70  161 321  27,03 0,02 3 096 34,92 40   

 2,50 to < 10,00 85 888  103 265,20 86 162 3,84  451 439  30,09 39 307 45,62 1 048   

 10,00 to < 100,00  24 365  12  1 060,35 24 492 24,08  307 254  36,37 20 577 84,02 2 041   

 100,00 (default) 10 076  97,44 10 076 100,00  174 545  38,87 836 8,30 5 182   

   129 729  506 150,34 130 492 14,90  1 103 947  31,74 64 021 49,06 8 312  8 408 

Group     

 0,00 to < 0,15  159 502  37 494 81,01 185 313 0,06 27 606 22,50 2,69 19 377 10,46 25   

 0,15 to < 0,25 107 983  50 074 78,76 146 361 0,20 108 099 31,98 2,29 38 394 26,23 88   

 0,25 to < 0,50  111 217  43 387 71,40 141 884 0,38 116 702 28,69 2,12 46 311 32,64 159   

 0,50 to < 0,75 49 038  14 637 86,92 60 531 0,64 105 250 27,27 2,17 22 606 37,35 90   

 0,75 to < 2,50  140 158  29 012 79,77 162 914 1,33 446 329 25,35 1,66 66 998 41,12 494   

 2,50 to < 10,00 179 857  16 790 87,53 192 718 4,03 1 918 957 28,43 0,89 107 515 55,79 2 295   

 10,00 to < 100,00  63 764  3 886 104,51 67 597 21,40 636 139 27,24 0,54 60 467 89,45 3 970   

 100,00 (default) 26 501  1 494 37,90 27 047 100,00 2 560 381 33,06 0,82 12 332 45,59 9 861   

Total group 838 020  196 774 79,07 984 365  5,36 5 919 463 27,34 1,80 374 000 37,99 16 982  17 158 

Slotting exposure 8 610 433 9 031  10 234 279 200 

Total including slotting 846 630 197 207 933 396  384 234 17 261 17 358  
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2018 

Basel asset class 

Original  

on-balance- 

sheet gross 

exposure 

Rm 

Off-

balance-

sheet 

exposures 

pre-CCF

Rm

Average 

CCF

%

EAD 

post-CRM 

and post-

CCF

Rm

Average 

PD

%

Number  

of obligors 

Average 

LGD

%

Average 

maturity

Years2

RWA

Rm

RWA 

density

%

EL 

Rm 

Provisions 

Rm 

Corporate     

 0,00 to < 0,15  64 475  55 557 72,66 104 224 0,08 7 850 29,82 1,71 15 624 14,99 26   

 0,15 to < 0,25 33 831  15 716 74,53 45 305 0,19 5 182 34,04 1,93 14 014 30,93 31   

 0,25 to < 0,50  28 555  14 899 64,58 38 102 0,37 7 218 34,76 1,65 16 149 42,38 51   

 0,50 to < 0,75 19 589  3 805 137,09 15 471 0,62 2 204 30,31 1,79 7 684 49,67 30   

 0,75 to < 2,50  22 272  6 918 72,35 27 222 1,21 7 801 33,07 1,89 19 049 69,98 113   

 2,50 to < 10,00 10 970 4263 247,09 14 420 4,71 579 38,28 1,87 18 370 127,39 279  

 10,00 to < 100,00  12 806 328 49,19 13 616 20,85 12 842 14,90 1,08 10 705 78,62 430  

 100,00 (default) 3 928 1105 81,86 4 464 128,26 730 29,03 1,66 10 883 243,79 629  

   196 426 102 591 70,37 262 824 3,79 44 406 31,31 1,74 112 478 42,80 1 589 1 026 

SME — Corporate     

 0,00 to < 0,15  125  54 71,67 163 0,10 25 22,95 2,64 20 12,27    

 0,15 to < 0,25 1 986  978 103,53 2 992 0,21 2 390 25,63 1,95 566 18,92 2   

 0,25 to < 0,50  3 803  2 666 96,51 6 375 0,41 5 369 28,05 1,91 1 913 30,01 7   

 0,50 to < 0,75 4 511  1 370 115,56 6 094 0,64 3 642 22,48 2,32 1 999 32,80 9   

 0,75 to < 2,50  15 397  4 173 94,02 19 253 1,22 13 240 25,85 2,18 9 024 46,87 62   

 2,50 to < 10,00 5 694 1 444 87,80 6 905 3,67 1 237 30,19 2,30 5 111 74,02 84  

 10,00 to < 100,00  740 119 8,56 844 20,79 3 831 27,53 2,08 978 115,88 50  

 100,00 (default) 506 52 83,89 511 100,00 716 23,65 2,57 517 101,17 147  

  32 762  10 856 96,28 43 137 2,89 30 450 26,38 2,17 20 128 46,66 361  361 

Specialised lending1      

 0,00 to < 0,15  31 177  667 381,00 33 720 0,07 985  16,12 3,41 4 083 12,11 4   

 0,15 to < 0,25 29 430  5 496  71,00 33 333 0,20 476  21,97 3,27 8 569 25,71 14   

 0,25 to < 0,50  23 644  4 120 63,00 26 248 0,39 592  17,65 3,75 8 273 31,52 18   

 0,50 to < 0,75 15 069  2 263 94,00 17 200 0,64 511  21,39 3,97 8 392 48,79 22   

 0,75 to < 2,50  25 590  1 820 123,00 27 824 1,31 1 271  17,51 3,41 12 832 46,12 62   

 2,50 to < 10,00 17 312  269 412,00 18 420 4,45 2 357  19,74 3,10 13 157 71,43 161   

 10,00 to < 100,00  1 696  121 60,00 1 769 14,44 164  23,99 4,17 2 367 133,80 62   

 100,00 (default) 1 502  2 1 502 100,00 50  16,78 4,27 1 685 112,18 154   

   145 420  14 758 99,00 160 016 2,03 6 406  18,91 3,48 59 358 37,10 497  409 
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2018 

Basel asset class 

Original  

on-balance- 

sheet gross 

exposure 

Rm 

Off-

balance-

sheet 

exposures 

pre-CCF

Rm

Average 

CCF

%

EAD 

post-CRM 

and post-

CCF

Rm

Average 

PD

%

Number  

of obligors 

Average 

LGD

%

Average 

maturity

Years2

RWA

Rm

RWA 

density

%

EL 

Rm 

Provisions 

Rm 

Public sector entities 

 0,00 to < 0,15  8 313  2 434 65,00 9 903 0,04 416  58,99 1,91 1 321 13,34 2   

 0,15 to < 0,25 2 664  244 126,00 2 970 0,16 19  35,13 4,70 1 425 47,98 2   

 0,25 to < 0,50  3 820  2 593 71,00 5 654 0,32 227  24,33 3,26 2 083 36,84 5   

 0,50 to < 0,75      

 0,75 to < 2,50  253  8 100,00 260 1,28 107  28,89 4,88 227 87,31 1   

 2,50 to < 10,00 278  209 6,00 290 6,60 188  17,98 3,27 200 68,97 6   

 10,00 to < 100,00  44  963 100,00 1 005 14,48 79  24,33 1,01 1 167 116,12 36   

 100,00 (default)     

   15 372 6 451 73,00 20 082 0,97 1 036  42,98 2,72 6 423 31,98 52  18 

Local government and 

municipalities     

 0 to < 0,15  3 113  202 117,00 3 349 0,08 149  17,92 4,39 553 16,51   

 0,15 to < 0,25 5 002  111 127,00 5 143 0,23 41  17,21 4,15 1 303 25,34 2   

 0,25 to < 0,50  395  3 167,00 400 0,37 11  22,37 4,57 177 44,25   

 0,50 to < 0,75 85  4 75,00 88 0,64 18  23,24 4,52 49 55,68   

 0,75 to < 2,50  21  1 100,00 22 1,68 6  22,84 3,16 14 63,64   

 2,50 to < 10,00 40  7 100,00 47 6,82 16  26,33 3,23 51 108,51 1   

 10,00 to < 100,00  34  5 100,00 39 11,72 7  36,12 3,80 74 189,74 2   

 100,00 (default)     

   8 690  333 120,00 9 088 0,27 248  17,90 4,25 2 221 24,44 5  9 

Sovereign     

 0,00 to < 0,15  72 879  373 59,00 73 099 0,02 209  18,76 3,13 4 975 6,81 4   

 0,15 to < 0,25 15  5 17,00 16 0,23 3  16,74 1,00 2 12,50   

 0,25 to < 0,50       

 0,50 to < 0,75  0,64 1  40,20 2,84   

 0,75 to < 2,50  508  513 0,91 2  72,40 3,37 875 170,57 3   

 2,50 to < 10,00 179  183 4,60 36  60,46 2,66 305 166,67 5   

 10,00 to < 100,00  62  66 10,24 33  72,40 2,62 221 334,85 5   

 100,00 (default)     

   73 643  378 62,00 73 877 0,05 284  19,28 3,13 6 378 8,63 17  165 
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2018 

Basel asset class 

Original  

on-balance- 

sheet gross 

exposure 

Rm 

Off-

balance-

sheet 

exposures 

pre-CCF

Rm

Average 

CCF

%

EAD 

post-CRM 

and post-

CCF

Rm

Average 

PD

%

Number  

of obligors 

Average 

LGD

%

Average 

maturity

Years2

RWA

Rm

RWA 

density

%

EL 

Rm 

Provisions 

Rm 

Banks 

 0,00 to < 0,15  2 524  701 132,00 3 269 0,07 507  30,47 0,98 314 9,61 2   

 0,15 to < 0,25 287  79 108,00 371 0,16 193  22,23 0,95 48 12,94   

 0,25 to < 0,50  727  17 159,00 754 0,45 33  42,45 2,90 537 71,22 2   

 0,50 to < 0,75 1 043  254 64,00 1 205 0,64 292  26,99 3,82 717 59,50 3   

 0,75 to < 2,50  96  97 1,05 88  49,07 1,99 98 101,03 3   

 2,50 to < 10,00 596  864 295,00 1 462 5,38 151  50,54 0,60 2 207 150,96 39   

 10,00 to < 100,00  1  481 100,00 481 15,34 26  56,16 0,67 1 203 250,10 39   

 100,00 (default)     

   5 274  2 396 140,00 7 639 2,19 1 290  36,40 1,54 5 124 67,08 88  16 

Retail — mortgages      

 0,00 to < 0,15  1 626  5 434 100,00 7 061 0,08 27 639  10,84 11,25 153 2,17 1   

 0,15 to < 0,25 8 104  4 320 105,00 12 636 0,19 22 020  11,42 15,86 599 4,74 3   

 0,25 to < 0,50  18 340  7 055 108,00 25 965 0,40 34 336  11,55 15,98 2 113 8,14 12   

 0,50 to < 0,75 14 069  2 866 113,00 17 301 0,64 28 477  11,56 16,07 1 964 11,35 13   

 0,75 to < 2,50  43 104  3 022 143,00 47 413 1,27 71 452  12,41 17,65 9 072 19,13 75   

 2,50 to < 10,00 29 039  1 517 107,00 30 664 3,74 57 039  13,82 18,25 12 347 40,27 158   

 10,00 to < 100,00  12 204  166 222,00 12 573 21,61 24 627  13,37 18,52 9 312 74,06 362   

 100,00 (default) 6 187  480 4,00 6 208 100,00 10 546  15,31 17,26 863 13,90 1 287   

   132 673  24 860 109,00 159 821 6,83 276 136  12,49 16,95 36 423 22,79 1 911  2 040 

Retail — revolving credit     

 0,00 to < 0,15   0,11 17  35,36   

 0,15 to < 0,25 433  2 378 27,00 1 086 0,21 85 424  48,00 63 5,80 1   

 0,25 to < 0,50  1 025  2 890 26,00 1 764 0,39 110 631  53,40 183 10,37 4   

 0,50 to < 0,75 508  1 076 54,00 1 084 0,64 70 031  56,28 175 16,14 4   

 0,75 to < 2,50  3 511  4 579 26,00 4 695 1,37 251 801  52,66 1 265 26,94 34   

 2,50 to < 10,00 4 563  3 338 53,00 6 334 5,02 705 349  54,23 4 356 68,77 174   

 10,00 to < 100,00  4 267  1 021 62,00 4 904 21,18 373 549  54,55 6 969 142,11 570   

 100,00 (default) 1 886  1 886 100,00 2 450 196  56,49 1 100 58,32 1 457   

   16 193  15 282 36,00 21 753 15,27 4 046 998  53,89 14 111 64,87 2 244  2 429 
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2018 

Basel asset class 

Original  

on-balance- 

sheet gross 

exposure 

Rm 

Off-

balance-

sheet 

exposures 

pre-CCF

Rm

Average 

CCF

%

EAD 

post-CRM 

and post-

CCF

Rm

Average 

PD

%

Number  

of obligors 

Average 

LGD

%

Average 

maturity

Years2

RWA

Rm

RWA 

density

%

EL 

Rm 

Provisions 

Rm 

SME — retail 

 0,00 to < 0,15  100  136 74,00 201 0,09 1 622  13,69 0,41 6 2,99   

 0,15 to < 0,25 540  950 77,00 1 265 0,20 9 095  24,92 2,28 132 10,43 1   

 0,25 to < 0,50  1 266  1 755 68,00 2 468 0,40 14 946  23,96 2,75 392 15,88 2   

 0,50 to < 0,75 1 500  1 269 81,00 2 525 0,64 12 182  24,30 2,95 535 21,19 4   

 0,75 to < 2,50  10 940  4 272 99,00 15 183 1,44 38 958  23,50 3,14 4 359 28,71 51   

 2,50 to < 10,00 17 150  4 086 92,00 20 924 4,42 128 412  31,01 2,70 10 028 47,93 312   

 10,00 to < 100,00  2 087  444 48,00 2 299 20,46 8 519  26,38 2,47 1 369 59,55 127   

 100,00 (default) 1 709  148 5,00 1 717 100,00 20 903  27,08 2,42 1 170 68,14 638   
   35 292  13 060 86,00 46 582 7,21 234 637  27,21 2,82 17 991 38,62 1 135  872 

Retail — other     

 0,00 to < 0,15  15  63 100,00 78 0,07 632  40,17 0,05 6 7,69   

 0,15 to < 0,25 6  68  88,00 65 0,21 268  30,74 1,13 9 13,85   

 0,25 to < 0,50  69  140  96,00 203 0,35 706  36,09 0,87 44 21,67   

 0,50 to < 0,75 615  36  94,00 649 0,64 7 091  30,79 0,06 174 26,81 1   

 0,75 to < 2,50  24 137  158  67,00 24 243 1,65 228 932  26,95 0,01 8 404 34,67 108   

 2,50 to < 10,00 65 405  97 106,00 65 508 4,82 469 903  32,72 33 446 51,06 1 066   

 10,00 to < 100,00  21 123  10 180,00 21 141 24,51 268 596  39,94 19 573 92,58 1 947   

 100,00 (default) 7 645   7 645 100,00 216 702  42,53 1 187 15,53 4 470   
   119 015  572 91,00 119 532 13,71 1 192 830  33,45 0,01 62 843 52,57 7 592  7 343 

Group     

 0,00 to < 0,15  184 347 65 621 78,00 235 067 0,06      40 051  24,90 2,38 27 055 11,51 39  

 0,15 to < 0,25 82 298 30 345 76,00 105 182 0,20       125 111  26,45 2,40 26 730 25,41 56  

 0,25 to < 0,50  81 644 36 138 73,00 107 933 0,39      174 069  24,14 2,07 31 864 29,52 101  

 0,50 to < 0,75 56 989 12 943 75,00 61 617 0,64      124 449  21,92 2,18 21 689 35,20 86  

 0,75 to < 2,50  145 829 24 951 84,00 166 725 1,34      613 658  22,68 1,64 65 219 39,12 512  

 2,50 to < 10,00 151 226 16 094 90,00 165 157 4,49    1 365 267  28,91 1,10 99 578 60,29 2 285  

 10,00 to < 100,00  55 064 3 658 100,00 58 737 21,97     692 273  28,38 0,58 53 938 91,83 3 630  

 100,00 (default) 23 363 1 787 32,00 23 933 100,00   2 699 843  30,92 1,03 17 405 72,72 8 782  

Total group 780 760 191 537 79,00 924 351 5,15 5 834 721 25,48 1,82 343 478 37,16 15 491 14 688 

Slotting exposure 6 671 811 7 475  8 612 119 172 
Total including slotting 787 431 192 348 931 826  352 090 15 610 14 860 
1 RWA excludes specialised lending – HVCRE, which is included under the Slotting Approach. 
2 Average maturity refers to the EAD weighted effective maturity applied in the credit risk RWA calculation.
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CR7: AIRB – EFFECT ON RWA OF CREDIT RISK DERIVATIVES USED AS CRM TECHNIQUES1  

 2019 2018 

Rm 

Pre-credit 

derivatives 

RWA2

Actual  

RWA2 

Pre-credit 
derivatives 

RWA2

Actual 
RWA2

1 Sovereign — Foundation Internal Ratings-based (FIRB)  

2 Sovereign — AIRB 8 331 8 331 6 378 6 378

3 Banks — FIRB  

4 Banks — AIRB 4 389 4 389 5 124 5 124

5 Corporate — FIRB  

6 Corporate — AIRB 126 007 126 007 112 531 112 531

7 Specialised lending — FIRB  

8 Specialised lending — AIRB 64 161 64 161 59 358 59 358

9 Retail — qualifying revolving  14 387 14 387 14 111 14 111

10 Retail — residential-mortgage exposures 42 123 42 123 36 423 36 423

11 Retail —SME 17 746 17 746 17 991 17 991

12 Other retail exposures 64 021 64 021 62 843 62 843

13 Equity — FIRB  

14 SME Corporate AIRB 23 301 23 301 20 075 20 075

15 Purchased receivables — FIRB  

16 Purchased receivables — AIRB  

PSEs — AIRB 5 951 5 951 6 423 6 423

Local government and municipalities — AIRB 3 583 3 583 2 221 2 221

17 Total 374 000 374 000 343 478 343 478

 Slotting exposure 10 234 10 234 8 612 8 612

 Total including slotting exposure 384 234 384 234 352 090 352 090
1 No credit derivatives were applied as CRM during the year.  
2 RWA excludes specialised lending — HVCRE, which is included under the Slotting Approach. 

CR8: RWA FLOW STATEMENTS OF CREDIT RISK EXPOSURES UNDER IRB  

2019 2018

Rm RWA1 RWA1

1 RWA at the end of the previous reporting period 352 090 319 483

2 Asset size 24 383 20 259

3 Asset quality 7 739 8 591

4 Model updates 180 8 159

5 Methodology and policy (5 656)

6 Acquisitions and disposals 

7 Foreign exchange movements (158) 1 254

8 Other 

9 RWA at the end of the reporting period 384 234 352 090
1 RWA includes specialised lending – HVCRE. 

CR10: AIRB SPECIALISED LENDING  

The majority of Nedbank Group’s specialised lending exposure on the Slotting Approach relates to the HVCRE asset class 
(93,9%), with a small portion of the IPRE portfolio subject to Slotting Approach. The remaining specialised lending exposure 
is subject to the Advanced Internal Ratings Based Approach. 

 Specialised lending other than HVCRE 

Regulatory 

categories 

Rm Remaining maturity 

On-

balance-

sheet 

amount 

Off-

balance-

sheet 

amount

RW

% 

Exposure amount 

RWA 

Expected 

losses 

Project 

finance 

Object 

finance 

Commo-

dities 

finance IPRE Total 

2019           

Strong Less than 2,5 years           

Equal to or more 
than 2,5 years           

Good Less than 2,5 years            

Equal to or more 
than 2,5 years           

Satisfactory   465  95     548  668 21 

Weak             

Default             

Total   465 95     548  668 21 
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 Specialised lending other than HVCRE 

Regulatory 

categories 

Rm Remaining maturity 

On-

balance-

sheet 

amount 

Off-

balance-

sheet 

amount

RW

% 

Exposure amount 

RWA 

Expected 

losses 

Project 

finance 

Object 

finance 

Commo-

dities 

finance IPRE Total 

2018           

Strong Less than 2,5 years   50        
Equal to or more 
than 2,5 years   70        

Good Less than 2,5 years    70        
Equal to or more 
than 2,5 years   90        

Satisfactory  248 39 115    279 279 339 11 

Weak    250        

Default            

Total  248 39     279 279 339 11 
 

 Specialised lending – HVCRE 

Regulatory 

categories 

Rm Remaining maturity 

On-balance-

sheet amount 

Off-

balance-

sheet 

amount 

RW

% 

Exposure 

amount RWA 

Expected 

losses 

2019   

Strong Less than 2,5 years  

Equal to or more than 
2,5 years 961 19 95 980  987 5 

Good Less than 2,5 years  3 962 138 95 4 100  4 129 22 

Equal to or more than 
2,5 years 1 082 11 120 1 093  1 390 6 

Satisfactory   1 410 144 140 1 554  2 306 59 

Weak   279 6 250 285  754 32 

Default   451 20 471   132 

Total   8 145 338 8 483  9 566 256 

2018  

Strong Less than 2,5 years  
Equal to or more than 
2,5 years 48 38 95 86  87  

Good Less than 2,5 years  2 391 452 95 2 843  2 863 15 
Equal to or more than 
2,5 years 1 490 33 120 1 524  1 939 8 

Satisfactory   1 782 158 140 1 940  2 879 74 

Weak   106 85 250 191  505 21 

Default   606 6   612  119 

Total  6 423 772 7 196 8 273 237

 

 Equities under the SRWA 

Categories 

Rm 
On-balance-

sheet amount

Off-balance-

sheet amount

RW

%

Exposure  

amount RWA

2019      

Exchange-traded equity exposures  896  300 896 2 849 

Private-equity exposures  2 783  400 2 783 11 800 

Other equity exposures 6 220  400 6 220 26 372 

Total  9 899   9 899 41 021 

2018      

Exchange-traded equity exposures  25   300 25 80 

Private-equity exposures  3 513   400 3 513 14 895 

Other equity exposures 4 771   400 4 771 20 230 

Total 8 309     8 309 35 205 
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BACKTESTING OF PD PER PORTFOLIO  
Nedbank applies the AIRB approach for most of its credit portfolios. The corresponding PD parameters are long-run 
averages and associated models are subject to annual validation, which includes a back-testing exercise to compare the 
estimates to the actual outcomes over time. The PA regulations require banks to compare the regulatory AIRB PD 
parameters to the actual observed average historical annual default rates. The regulations prescribe that a breakdown of 
key statistics by PD range be tabulated for each major AIRB asset class. These key statistics include: 
 Weighted average PD – this has been calculated on an EAD-weighted basis. 

 Arithmetic average PD by obligors – a simple average of PDs among obligors within the PD range. 

 Number of obligors – the number of obligors within the PD range at the beginning and end of the observation period. 

 Defaulted obligors in the year – the total number of obligors in default at any point within the observation period. 

 New obligors defaulted in the year – the number of obligors that were new during the observation period and went into 
default within the observation period. 

 Average historical annual default rate – an average of the previous five years’ annual default rates. 

CR9: AIRB — BACKTESTING OF PD PER PORTFOLIO – WHOLESALE ASSET CLASSES  

PD range 

External 

rating 

equivalent 

2019 

Weighted 

average 

PD 

Arithmetic 

average 

PD by 

obligors 

Number of 

obligors 

Defaulted 

obligors in 

the year 

Of which: 

new 

obligors 

defaulted 

in the 

year 

Average 

historical 

annual 

default 

rate 

End of 

prior 

year 

End of 

the 

year 

Corporate         

0,00 to < 0,15 AAA, AA, A 0,09 0,10 171 204   0,30 

0,15 to < 0,25 A-, BBB+ 0,20 0,20 146 150   0,04 

0,25 to < 0,50 BBB 0,38 0,39 179 219   0,17 

0,50 to < 0,75 BB 0,64 0,64 116 109   0,32 

0,75 to < 2,50 BB- 1,22 1,27 357 384   2,70 

2,50 to < 10,00 B+, B 6,35 7,15 916 1 206 14 13 4,22 

10,00 to < 100,00 B- and below 19,53 21,64 30 48 1  11,70 

100,00 (Default) Defaulted 100,00 100,00 26 52 57 20  

Total   2,69 4,48 1 941 2 372 72 33 1,36 

SME — corporate         

 0,00 to < 0,15 AAA, AA, A 0,11 0,09 10 3   0,21 

 0,15 to < 0,25 A-, BBB+ 0,20 0,19 312 300 1  0,09 

 0,25 to < 0,50 BBB 0,42 0,41 541 576 1 5 0,13 

 0,50 to < 0,75 BB 0,64 0,64 421 416 4  0,29 

 0,75 to < 2,50 BB- 1,24 1,30 1 557 1 620 18 2 1,05 

 2,50 to < 10,00 B+, B 3,46 3,35 756 846 13 2 2,33 

 10,00 to < 100,00 B- and below 19,74 19,99 135 103 20 4 7,09 

 100,00 (Default) Defaulted 100,00 100,00 190 253 303 25  

Total   1,63 2,16 3 922 4 117 360 38 1,26 

Corporate — specialised 

lending project finance         

 0,00 to < 0,15 AAA, AA, A 0,08 0,08 13 11   0,12 

 0,15 to < 0,25 A-, BBB+ 0,21 0,21 15 23   6,20 

 0,25 to < 0,50 BBB 0,40 0,40 9 20   6,42 

 0,50 to < 0,75 BB 0,64 0,64 7 6   0,43 

 0,75 to < 2,50 BB- 1,22 1,22 6 11   0,24 

 2,50 to < 10,00 B+, B 4,54 5,30 8 6   13,62 

 10,00 to < 100,00 B- and below 12,25 12,36 2 3   17,75 
 100,00 (Default) Defaulted 100,00 100,00  1 1 1  

Total   1,03 1,57 60 81 1 1 2,41 

Corporate — specialised 

lending IPRE 
 

       

0,00 to < 0,15 AAA, AA, A 0,07 0,06 556 424 1  0,13 

0,15 to < 0,25 A-, BBB+ 0,19 0,20 208 222   0,17 

0,25 to < 0,50 BBB 0,38 0,40 347 331 3  0,16 

0,50 to < 0,75 BB 0,64 0,64 347 369 2  0,39 

0,75 to < 2,50 BB- 1,36 1,29 924 770 3  0,99 

2,50 to < 10,00 B+, B 4,02 5,84 513 848 4 2 1,55 

10,00 to < 100,00 B- and below 19,33 18,63 56 34 6  15,93 

100,00 (Default) Defaulted 100,00 100,00 33 50 61 35  

Total   1,07 2,51 2 984 3 048 80 37 0,87 
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PD range 

External 

rating 

equivalent 

2019 

Weighted 

average 

PD 

Arithmetic 

average 

PD by 

obligors 

Number of 

obligors 

Defaulted 

obligors in 

the year 

Of which: 

new 

obligors 

defaulted 

in the 

year 

Average 

historical 

annual 

default 

rate 

End of 

prior 

year 

End of 

the 

year 

Sovereign 
0,00 to < 0,15 AAA, AA, A 0,02 0,03 18 22    

0,15 to < 0,25 A-, BBB+ 0,21 0,21 1 4    

0,25 to < 0,50 BBB 0,45 0,45  1    

0,50 to < 0,75 BB        

0,75 to < 2,50 BB- 0,91 0,91 1 3    

2,50 to < 10,00 B+, B 3,86 5,50 5 7    

10,00 to < 100,00 B- and below 10,24 10,24 1 1    

100,00 (Default) Defaulted        

Total   0,05 2,89 26 38    

Banks         

0,00 to < 0,15 AAA, AA, A 0,10 0,08 109 147    

0,15 to < 0,25 A-, BBB+ 0,16 0,19 18 18    

0,25 to < 0,50 BBB 0,41 0,41 17 15    

0,50 to < 0,75 BB 0,64 0,64 9 4    

0,75 to < 2,50 BB- 0,93 1,02 13 17    

2,50 to < 10,00 B+, B 5,40 6,21 39 58    

10,00 to < 100,00 B- and below 15,28 17,05 8 7    

100,00 (Default) Defaulted        

Total   0,55 2,14 213 266    

 

PD range 

External rating 
equivalent 

2018 

Weighted 
average 

PD 

Arithmetic 
average 

PD by 
obligors 

Number of obligors 

Defaulted 
obligors 

in the 
year 

Of which: 
new 

obligors 
defaulted 

in the 
year 

Average 
historical 

annual 
default 

rate 

End of 
prior 
year 

End of 
the year 

Corporate         
0,00 to < 0,15 AAA, AA, A 0,08 0,09 203 171 2  0,29 
0,15 to < 0,25 A-, BBB+ 0,20 0,20 132 146    
0,25 to < 0,50 BBB 0,38 0,40 158 179 4 1 0,10 
0,50 to < 0,75 BB 0,64 0,64 75 116   0,19 
0,75 to < 2,50 BB- 1,23 1,23 221 357 3  2,45 
2,50 to < 10,00 B+, B 4,92 6,70 501 916   2,99 
10,00 to < 100,00 B- and below 20,83 19,28 25 30 12  7,79 
100,00 (Default) Defaulted 100,00 100,00 27 26 26 2  

Total   1,87 3,84 1 342 1 941 47 3 0,83 

SME — corporate         
0,00 to < 0,15 AAA, AA, A 0,10 0,09 328 10   1,66 
0,15 to < 0,25 A-, BBB+ 0,21 0,19 284 312 3  0,05 
0,25 to < 0,50 BBB 0,41 0,41 322 541 7 1 0,05 
0,50 to < 0,75 BB 0,64 0,64 213 421 2  0,18 
0,75 to < 2,50 BB- 1,22 1,29 966 1557 25 7 0,88 
2,50 to < 10,00 B+, B 3,31 3,24 931 756 41 4 1,82 
10,00 to < 100,00 B- and below 20,79 21,02 125 135 41 2 6,24 
100,00 (Default) Defaulted 100,00 100,00 177 190 185 17  

Total   1,63 2,10 3 346 3 922 304 31 1,07 

Corporate — specialised 

lending project finance         
0,00 to < 0,15 AAA, AA, A 0,08 0,08 13 13   0,10 
0,15 to < 0,25 A-, BBB+ 0,22 0,22 10 15   6,16 
0,25 to < 0,50 BBB 0,40 0,39 16 9   6,34 
0,50 to < 0,75 BB 0,64 0,64 5 7   0,30 
0,75 to < 2,50 BB- 1,28 1,33 7 6    
2,50 to < 10,00 B+, B 4,50 5,88 11 8   12,71 
10,00 to < 100,00 B- and below 12,25 12,36 4 2   15,30 
100,00 (Default) Defaulted 100,00 100,00      

Total   1,26 1,54 66 60   2,21 
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PD range 

External rating 
equivalent 

2018 

Weighted 
average 

PD 

Arithmetic 
average 

PD by 
obligors 

Number of obligors 

Defaulted 
obligors 

in the 
year 

Of which: 
new 

obligors 
defaulted 

in the 
year 

Average 
historical 

annual 
default 

rate 

End of 
prior 
year 

End of 
the year 

Corporate — specialised 

lending IPRE         
0,00 to < 0,15 AAA, AA, A 0,07 0,06 584 556 3  0,46 
0,15 to < 0,25 A-, BBB+ 0,19 0,20 228 208   0,13 
0,25 to < 0,50 BBB 0,40 0,40 359 347 5  0,09 
0,50 to < 0,75 BB 0,64 0,64 387 347 4  0,49 
0,75 to < 2,50 BB- 1,34 1,29 944 924 5  0,99 
2,50 to < 10,00 B+, B 4,47 4,27 580 513 5  1,25 
10,00 to < 100,00 B- and below 17,27 16,48 102 56 7  12,14 
100,00 (Default) Defaulted 100,00 100,00 28 33 25 1  

Total   1,17 1,60 3 212 2 984 54 1 0,94 

Sovereign         
0,00 to < 0,15 AAA, AA, A 0,02 0,03 24 18    
0,15 to < 0,25 A-, BBB+ 0,23 0,23 4 1    
0,25 to < 0,50 BBB        
0,50 to < 0,75 BB   2     
0,75 to < 2,50 BB- 0,91 0,91  1    
2,50 to < 10,00 B+, B 4,60 5,07 5 5    
10,00 to < 100,00 B- and below 10,24 10,24 2 1    
100,00 (Default) Defaulted        

Total   0,05 1,44 37 26    

Banks         
0,00 to < 0,15 AAA, AA, A 0,07 0,08 68 109    
0,15 to < 0,25 A-, BBB+ 0,16 0,19 23 18    
0,25 to < 0,50 BBB 0,45 0,41 10 17    
0,50 to < 0,75 BB 0,64 0,64 9 9    
0,75 to < 2,50 BB- 1,05 1,00 4 13    
2,50 to < 10,00 B+, B 5,38 5,68 33 39    
10,00 to < 100,00 B- and below 15,34 17,79 9 8    
100,00 (Default) Defaulted        

Total   2,19 2,80 156 213    

CR9: AIRB — BACKTESTING OF PD PER PORTFOLIO – RETAIL ASSET CLASSES  

PD range 

External rating 

equivalent 

2019 

Weighted 

average 

PD 

Arithmetic 

average 

PD by 

obligors 

Number of obligors 

Defaulted 

obligors in 

the year 

Of which: 

new 

obligors 

defaulted 

in the year 

Average 

historical 

annual 

default 

rate 

End of 

previous 

year 

End of the 

year 

Retail — mortgages         

0,00 to < 0,15 AAA, AA, A 0,08 0.,7  27 639  23 907  15   0,08 

0,15 to < 0,25 A-, BBB+ 0,20 0,19  22 020  19 663  29   0,15 

0,25 to < 0,50 BBB 0,40 0,39  34 336  32 370  103   2 0,29 

0,50 to < 0,75 BB 0,64 0,64  28 477  28 946  163   1 0,56 

0,75 to < 2,50 BB- 1,28 1,29  71 452  71 230  753   27 1,19 

2,50 to < 10,00 B+, B 3,77 4,28  57 039  62 445  1 615   72 3,06 

10,00 to < 100,00 B- and below 19,43 21,02  24 627  27 316  3 321   71 17,13 

100,00 (Default) Defaulted 100,00 100,00  10 546  9 111  6 422   589  

Total   3,26 3,63  276 136  274 988  12 421   762 3,26 

Qualifying 

revolving retail         

0,00 to < 0,15 AAA, AA, A 0,09 0,10  17  8   0,03 

0,15 to < 0,25 A-, BBB+ 0,21 0,22  85 424  79 290 2 296   14 0,24 

0,25 to < 0,50 BBB 0,39 0,38  110 631  68 855  2 126   30 0,54 

0,50 to < 0,75 BB 0,64 0,64  70 031  55 761  1 471   201 0,92 

0,75 to < 2,50 BB- 1,40 1,41  251 801  180 608  7 085   560 1,98 

2,50 to < 10,00 B+, B 5,16 6,62  705 349  1 247 145  54 943   12 492 5,15 

10,00 to < 100,00 B- and below 21,32 21,44  373 549  294 516  55 691   5 388 19,55 

100,00 (Default) Defaulted 100,00 100,00  2 450 196  2 357 489  830 016   672 553  

Total   7,57 8,37  4 046 998  4 283 672  953 628   691 238 7,51 



CREDIT RISK
 

 NEDBANK GROUP LIMITED AND NEDBANK LIMITED – PILLAR 3 DECEMBER 2019 75
 

PD range 

External rating 

equivalent 

2019 

Weighted 

average 

PD 

Arithmetic 

average 

PD by 

obligors 

Number of obligors 

Defaulted 

obligors in 

the year 

Of which: 

new 

obligors 

defaulted 

in the year 

Average 

historical 

annual 

default 

rate 

End of 

previous 

year 

End of the 

year 

Other – retail         

0,00 to < 0,15 AAA, AA, A 0,07 0,08  632  555  13   1,97 

0,15 to < 0,25 A-, BBB+ 0,21 0,19  268  222 3  0,07 

0,25 to < 0,50 BBB 0,36 0,33  706  522  1   0,13 

0,50 to < 0,75 BB 0,64 0,64  7 091  8 089  111   2 684 0,49 

0,75 to < 2,50 BB- 1,60 1,62  228 932  161 321  3 881   18 1,17 

2,50 to < 10,00 B+, B 4,83 4,96  469 903  451 439  26 837   314 3,63 

10,00 to < 100,00 B- and below 21,19 20,20  268 596  307 254  49 324   7 277 17,69 

100,00 (Default) Defaulted 100,00 100,00  216 702  174 545  98 350   58 958  

Total   7,35 9,10  1 192 830  1 103 947  178 520   69 251 6,77 

SME – retail         

0,00 to < 0,15 AAA, AA, A 0,09 0,09  1 622  1 587  2   0,04 

0,15 to < 0,25 A-, BBB+ 0,20 0,19  9 095  8 129  19   3 0,43 

0,25 to < 0,50 BBB 0,41 0,39  14 946  13 788  40   9 0,50 

0,50 to < 0,75 BB 0,64 0,64  12 182  11 544  70   23 1,10 

0,75 to < 2,50 BB- 1,43 1,48  38 958  30 209  419   80 1,34 

2,50 to < 10,00 B+, B 4,96 6,91  128 412  154 941  2 155   530 3,24 

10,00 to < 100,00 B- and below 22,21 24,32  8 519  6 544  1 388   118 17,58 

100,00 (Default) Defaulted 100,00 100,00  20 903  18 879  19 840   12 417  

Total   4,56 6,49  234 637  245 621  23 933   13 180 3,91 

 

PD range 

External 
rating 
equivalent 

2018 

Weighted 
average 

PD 

Arithmetic 
average 

PD by 
obligors 

Number of obligors 

Defaulted 
obligors in 

the year 

Of which: 
new 

obligors 
defaulted 

in the year 

Average 
historical 

annual 
default 

rate 

End of 
previous 

year 
End of the 

year 

Retail – mortgages         

0,00 to < 0,15 AAA, AA, A 0,08 0,07 19 341 27 639 8  0,32 

0,15 to < 0,25 A-, BBB+ 0,19 0,19 15 313 22 020 7 1 0,11 

0,25 to < 0,50 BBB 0,40 0,39 35 764 34 336 63  0,20 

0,50 to < 0,75 BB 0,64 0,64 30 334 28 477 106  0,62 

0,75 to < 2,50 BB- 1,27 1,29 70 112 71 452 545 12 1,18 

2,50 to < 10,00 B+, B 3,74 3,87 61 643 57 039 1 296 31 2,72 

10,00 to < 100,00 B- and below 21,61 22,23 27 765 24 627 3 008 22 16,51 

100,00 (Default) Defaulted 100,00 100,00 10 947 10 546 4 170 2  

Total   3,07 3,41 271 219 276 136 9 203 68 3,37 

Qualifying revolving 

retail         

0,00 to < 0,15 AAA, AA, A 0,11 0,11 1 241 17    

0,15 to < 0,25 A-, BBB+ 0,21 0,22 62 466 85 424 101  0,19 

0,25 to < 0,50 BBB 0,39 0,38 113 851 110 631 432  0,53 

0,50 to < 0,75 BB 0,64 0,64 79 130 70 031 526 92 1,05 

0,75 to < 2,50 BB- 1,37 1,40 303 690 251 801 3 858 252 2,41 

2,50 to < 10,00 B+, B 5,02 6,16 580 261 705 349 23 655 7 363 5,63 

10,00 to < 100,00 B- and below 21,18 22,42 387 489 373 549 41 467 2 963 21,02 

100,00 (Default) Defaulted 100,00 100,00 1 924 072 2 450 196 457 012 254 498  

Total   7,23 8,25 3 452 200 4 046 998 527 051 265 168 7,36 
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PD range 

External 
rating 
equivalent 

2018 

Weighted 
average 

PD 

Arithmetic 
average 

PD by 
obligors 

Number of obligors 

Defaulted 
obligors in 

the year 

Of which: 
new 

obligors 
defaulted 

in the year 

Average 
historical 

annual 
default 

rate 

End of 
previous 

year 
End of the 

year 

Other – retail 

0,00 to < 0,15 AAA, AA, A 0,07 0,08 552 632 12 3 1,97 

0,15 to < 0,25 A-, BBB+ 0,21 0,19 229 268   0,66 

0,25 to < 0,50 BBB 0,35 0,33 868 706 1  0,02 

0,50 to < 0,75 BB 0,64 0,64 5 022 7 091 38 22 0,60 

0,75 to < 2,50 BB- 1,65 1,65 107 023 228 932 1 276 242 1,54 

2,50 to < 10,00 B+, B 4,82 4,96 540 107 469 903 19 567 2 566 3,15 

10,00 to < 100,00 B- and below 24,51 22,36 311 236 268 596 53 893 9 915 16,58 

100,00 (Default) Defaulted 100,00 100,00 161 450 216 702 71 039 31 728  

Total   7,82 8,94 1 126 487 1 192 830 145 826 44 476 6,37 

SME Retail1         

0,00 to < 0,15 AAA, AA, A 0,09 0,10 1 422 1 622   0,01 

0,15 to < 0,25 A-, BBB+ 0,20 0,19 5 299 9 095 6 1 0,41 

0,25 to < 0,50 BBB 0,40 0,39 15 125 14 946 109 6 0,43 

0,50 to < 0,75 BB 0,64 0,64 12 047 12 182 339 52 1,04 

0,75 to < 2,50 BB- 1,44 1,45 32 926 38 958 1 412 313 1,15 

2,50 to < 10,00 B+, B 4,42 6,24 110 181 128 412 4 484 832 2,36 

10,00 to < 100,00 B- and below 20,46 22,38 9 279 8 519 3 638 538 17,02 

100,00 (Default) Defaulted 100,00 100,00 9 800 20 903 30 724 3 741  

Total   3,66 4,96 196 079 234 637 40 712 5 483 3,60 
1 The implementation of new rating models in the Business Banking portfolio in Q4 2018 had some impact on asset classification, particularly the SME – retail asset class. 

CREDIT CONCENTRATION RISK  
Nedbank Group’s holistic groupwide concentration risk measurement is a key feature of its Risk Appetite Policy and 
Framework.  

All economic capital (ICAAP) and ERMF risk types are analysed by appropriate segmentation for possible concentrations. 
Segmentations considered are single-name, industry, geographic, product, collateral and BU. 

Credit risk is the most material risk type as can be seen in its 64% contribution of the group's total economic capital. A liquidity 
crisis, however, is plausible due to the fact that banks transform short-term liquidity into long-dated funding, which exposes 
banks to liquidity mismatches, the most common cause of bank failures. Therefore, liquidity risk and credit risk are considered 
the two concentration risk focus areas for Nedbank, which also aligns with the lessons learnt from the 2008 global financial 
crisis. Other potential areas of concentration risk in Nedbank include property risk and IRRBB.  

Concentration risk appetite targets are set in areas where Nedbank Group is materially exposed to concentration risk, as 
well as in areas of under concentration, to unlock opportunities. The targets are agreed by senior management and approved 
by the board. 

Concentration risk is also a key feature of Nedbank Group's Market Risk Framework. However, undue concentration risk is not 
considered to prevail in the group's trading, forex and equity risk in the banking book portfolios (evident in the low percentage 
contributions to total economic capital). These concentrations are monitored continuously by Group Alco and the board’s 
GRCMC.  

Credit risk  
Within Nedbank Group credit concentration risk is actively managed, measured and ultimately capitalised through the 
group’s economic capital and ICAAP. Unmanaged risk concentrations are potentially a cause of major risk in banks and are 
therefore considered separately as part of Nedbank’s RAF.  
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Single-name credit concentration risk 
The group’s credit concentration risk measurement incorporates the asset size of obligors/borrowers into its calculation of 
credit economic capital. Single-name credit concentration, including the applicable regulatory and economic capital per 
exposure, is monitored at all credit committees within the group’s ERMF. 

The table below illustrates that Nedbank Group does not have excessive single-name concentration, as credit economic 
capital attributable to these exposures remains relatively low as a percentage of total economic capital at 10,1% (2018: 8,32%).  

TOP 20 NEDBANK GROUP EXPOSURES 

Number 

Excluding banks and government exposure 

Internal NGR1 

(PD) rating 

Exposure 

(Rm) 

Percentage of total group 

credit economic capital 

2019 

1 NGR10 10 977 0,72

2 NGR10 8 042 0,40

3 NGR23 7 953 2,22

4 NGR11 7 906 0,73

5 NGR11 6 752 0,65

6 NGR11 6 506 0,72

7 NGR07 6 126 0,17

8 NGR08 5 882 0,32

9 NGR06 5 720 0,15

10 NGR07 5 519 0,21

11 NGR18 5 451 0,63

12 NGR13 5 299 0,51

13 NGR10 4 922 0,38

14 NGR16 4 671 0,71

15 NGR10 4 555 0,37

16 NGR08 4 384 0,15

17 NGR10 4 114 0,27

18 NGR10 4 104 0,48

19 NGR03 3 707 0,07

20 NGR11 3 696 0,27

Total of top 20 exposures NGR16 116 286 10,13

Total group2 956 808

1 Nedbank Group Rating.  
2 Total group EAD includes all Nedbank Group subsidiaries.  

Geographic concentration risk 
Geographic concentration risk in SA has remained stable at 91,0% (2018: 91,0%). Practically, however, this high concentration 
to SA is a direct consequence of Nedbank’s strong footprint in the domestic banking market. As Nedbank has strong retail 
and wholesale operations in SA, in line with its universal bank business model, there is no undue concentration risk from a 
geographic perspective.  

Geographic concentration risk 

(%)   

 

 

2018 2019  
1 The rest of Africa geographical segment consists of the SADC banking subsidiaries. It includes neither transactions concluded with clients resident in the rest of Africa by other group 
entities within CIB, nor significant transactional banking revenues.  

91,0

3,0
6,0

91,0 

3,0 
6,0 

South Africa

Rest of Africa

Rest of world
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Product concentration risk 
Percentage of total gross loans and advances by major credit portfolio  

 

Nedbank’s approach to managing its mortgages (or property portfolio) is to take a holistic approach across both residential 
and commercial mortgages, preferring a leading market share in commercial mortgages, given the better risk-based 
economics and returns. 
 Commercial-mortgage lending has increased since 2015 from 19,7% to 22,1% (2018: 22,1%) of gross loans and advances, and 

consequently Nedbank Group has maintained its leading local market share position, currently at 38,7%. This potentially 
high concentration is mitigated by good-quality assets, high levels of collateral, a low average loan-to-value (LTV) ratio 
(approximately 48%), the underpinning of corporate leases, and a highly experienced management team considered to be 
the leader in property finance in SA. 

 While Nedbank Group has the smallest residential-mortgage portfolio among the local peer group at 14,4% market share, 
the contribution of these advances as a percentage of total gross loans and advances is still substantial at 19,9% in 2019 
(2018: 20,8%). However, this level of contribution to the balance sheet is lower than that of the peer group.  
» The focus in Home Loans since 2009 has been lending through our own channels (including branch, own sales force and 

more recently Nedbank’s online home loan application) and to a far lesser degree, compared with the industry, through 
mortgage originators. This enables a better-quality risk profile, more appropriate risk-based pricing and therefore more 
appropriate returns, with a client-centred approach. 

 When including commercial and residential mortgages, Nedbank’s total mortgage market share is in line with that of its 
peers at 21,8%. 

 Total vehicle finance exposure in Nedbank Group has decreased to 13,3% (2018: 13,5%) of gross loans and advances. Current 
market share is approximately 36,4%, which is first among the big four banks in SA. Despite the current slowdown in growth 
across the vehicle finance sector, MFC’s gross loans and advances grew by 6,34% due to its leading position in the second-
hand and affordable-vehicle markets.  

 Personal-loan advances increased marginally since 2015 at 2,6% to 3,0% of gross loans and advances. Personal-loan gross 
loans and advances remained stable at 3,0% from 2018.  

 As a percentage of total gross loans and advances, card loans and advances increased marginally from 2,0% in 2015 to 2,1% in 
December 2019 (2018: 2,2%) 

Industry concentration risk 
 In recent years the agriculture, construction, mining, oil and gas, retail trade and steel industries have experienced stresses 

due to changes in the macroeconomic environment. All impacted portfolios are closely monitored by Nedbank, and the 
quality thereof is assessed on an ongoing basis, to ensure that the levels of credit impairments on these portfolios are 
adequate. Comprehensive deep dives and sensitivity analyses have been performed on these portfolios to obtain deeper 
insights into the changes experienced in the client base as well as to quantify the impact of further potential economic 
stresses. 

 Nedbank’s concentration in the oil and gas industry remained constant at 0,7% of total advances. 

 The group has low concentration risk to the agriculture sector as well as those portfolios impacted by commodity prices 
that have stabilised at higher levels. These industries are a small component of the overall portfolio, representing 5,8% of 
the group’s on-balance-sheet exposure, marginally up from 5,6% in December 2018.  
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Percentage of Nedbank Group on-balance-sheet exposure1  

  
 

2018 2019  

1 Nedbank Group on-balance-sheet exposure of R902bn (2018: R850bn).  
2 Oil and gas has been restated for December 2018, to report the total concentration risk exposure for this industry, where previously the concentration reported was for SA only. 
3 Private households has been restated for December 2018, this reflects the refinement of the classification of industries in the NAR portfolio. 

Nedbank Group industry exposure1  

  
2018 2019 

1 Nedbank Group credit exposure, which includes all credit exposure with the exception of unutilised committed facilities. 
2 Private households has been restated for December 2018, this reflects the refinement of the classification of industries in the NAR portfolio. 

The group concludes that credit concentration risk is adequately measured, managed, controlled and ultimately capitalised. 
There is no undue single-name concentration and any sector concentrations that do exist are well managed, as indicated 
above. While there is a concentration of Nedbank Group loans and advances in SA, this has been positive for the group and 
is a function of its domestic footprint and universal bank business model.  

COUNTERPARTY CREDIT RISK 
CCR is the risk that a counterparty to a derivative transaction could default before final settlement. An economic loss would 
occur if a transaction or portfolio of transactions with a given counterparty has a positive economic value at the time of 
default. 

Counterparty credit limits are set at individual counterparty level and approved within the GCRMF. CCR exposures are 
reported and monitored at both BU and group level. There is continued emphasis on the use of CRM strategies, such as 
netting and collateralisation of exposures. Nedbank Group and its large bank counterparties have ISDA, International 
Securities Market Association and International Securities Lending Association master agreements as well as credit support 
(collateral) agreements in place to support netting and the bilateral margining of exposures. Netting is applied to underlying 
exposures only where supportive legal opinion has been obtained as to the enforceability of the relevant netting agreement 
in the particular jurisdiction.  

Nedbank Group applies the CEM for Basel III CCR. The CEM results are also used as input into the economic capital 
calculations to determine credit economic capital. The Basel III regulatory standards for CCR contains a standalone CVA 
capital charge for potential loss due to deterioration in the credit quality of the OTC derivative counterparties. 

The fluctuations in replacement cost observed for OTC derivatives were primarily driven by fluctuations in the relative 
strength of the ZAR, impacting client hedge products. 
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CCR1: ANALYSIS OF COUNTERPARTY CREDIT RISK EXPOSURE BY APPROACH  

Rm 

Replacement 

cost

Potential 

future 

exposure 

EAD post 

CRM RWA1

2019  

1 CEM CCR (for derivatives) 10 111 10 062  18 417 8 649 

4 Comprehensive Approach for CRM (for SFT)   3 176 1 000

6 Total 10 111 10 062 21 593 9 649

2018  

1 CEM CCR (for derivatives) 6 020 7 765 12 239 4 485
4 Comprehensive Approach for CRM (for SFT)   1 469 525
6 Total 6 020 7 765 13 708 5 010
1 CCR RWA, excluding CVA capital charge (refer to CCR2) and CCP related RWA (refer to CCR8). 
Rows two, three and five are excluded from the CCR1 disclosure as the Internal Model Method (IMM) [for derivatives and SFT], the Simple Approach for CRM (for SFT) and VaR for SFT are 
not applicable to the group.  

Nedbank continues with the management of earnings volatility due to its revaluation risk of CVA exposure from its trading 
activities to ensure this class of risk is managed within the bank’s defined risk appetite. The CVA RWA increased from R10,4bn 
in 2018 to R16,5bn in 2019, driven by an increasing volume of trades, as well as the impact of fluctuations in the ZAR over the 
period.  

CCR2: CREDIT VALUATION ADJUSTMENT CAPITAL CHARGE1 

 2019 2018 

Rm 

EAD

 post-CRM RWA 

EAD

 post-CRM RWA

3 All portfolios subject to the Standardised CVA capital charge 18 417 16 476  12 239 10 378

4 Total subject to the CVA capital charge 18 417 16 476 12 239 10 378
1Rows one and two are excluded from the CCR2 disclosure as the group does not apply the Advanced Approach for the CVA charge.  

OTC derivative hedges executed in Nedbank non-SA banking entities in Africa and Nedbank Private Wealth (UK) operations 
are covered by TSA. 

CCR3: STANDARDISED APPROACH — CCR EXPOSURES BY REGULATORY PORTFOLIO AND RISK-WEIGHTS 

 Risk-weights 

Regulatory portfolio  

Rm 0% 20% 50% 75% 100%

Total 

credit 

exposure

2019   

Banks  

Corporates  17  81 98

Regulatory retail portfolios   15 15

Total  17  96 113

2018   
Banks 12  12
Corporates  3  2 5
Regulatory retail portfolios  7 37 44
Total  15 7 39 61

There were no exposures in the 10% and 150% risk-weighted buckets at 31 December 2019 and no exposures to sovereigns, 
non-central government PSEs, multilateral development banks, securities firms and other assets at 31 December 2019. 

The tables that follow include a breakdown of the group’s OTC derivative CCR exposure by entity type (corporate, sovereign 
and banks). 
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CCR4: AIRB — CCR EXPOSURES BY PORTFOLIO AND PD SCALE  

  

EAD post-

CRM 

Average 

PD Number of 

obligors

Average 

LGD

Average 

maturity RWA

RWA 

density

PD scale Rm % % Years Rm %

2019    

Corporate   

 0,00 to < 0,15 1 005 0,09 21 30,73 2,98 213 21,19

 0,15 to < 0,25 3 469 0,21 66 30,54 2,38 1 444 41,63

 0,25 to < 0,50 2 169 0,39 46 25,34 3,20 727 33,52

 0,50 to < 0,75 921 0,64 23 33,85 1,74 432 46,91

 0,75 to < 2,50 1 274 1,46 53 29,87 2,57 763 59,89

 2,50 to < 10,00 966 5,36 61 37,51 2,70 1 127 116,67

 10,00 to < 100,0 90 18,11 10 28,65 1,92 121 134,44

 100,0 (default) 0 100,00 1 54,30 1,00 2 0,0

  9 894 1,11 281 30,30 2,61 4 829 48,81

Sovereign1    

 0,00 to < 0,15 118 0,07 6 26,53 2,98 13 11,02

 0,15 to < 0,25 1 361 0,23 3 24,20 2,38 547 40,19

 0,25 to < 0,50  0,00 3,20 

 0,50 to < 0,75  0,00 1,74 

 0,75 to < 2,50  0,00 2,57 

 2,50 to < 10,00  0,00 2,70 

 10,00 to < 100,0 1 892 10,35 4 24,34 1,92 2 065 109,14

 100,0 (default)   

  3 371 5,90 13 24,36 2,61 2 625 77,87

Banks   

 0,00 to < 0,15 6 617 0,09 50 25,16 1,51 994 15,02

 0,15 to < 0,25 567 0,23 5 32,02 1,57 216 38,10

 0,25 to < 0,50 8 0,45 2 39,54 1,0 5 62,50

 0,50 to < 0,75 280 0,64 3 31,38 2,91 222 79,29

 0,75 to < 2,50 738 0,91 14 35,32 2,02 647 87,67

 2,50 to < 10,00 5 3,74 2 49,90 1,00 7 140,00

 10,00 to < 100,0  10,24 1 57,84 1,00 

 100,0 (default)   

  8 215 0,19 77 26,79 1,61 2 091 25,45

Group         

 0,00 to < 0,15 7 740 0,09 77 25,90 1,70 1 220 15,76 

 0,15 to < 0,25 5 397 0,21 74 29,10 2,95 2 207 40,89 

 0,25 to < 0,50 2 177 0,39 48 25,39 3,19 732 33,62 

 0,50 to < 0,75 1 201 0,64 26 33,27 2,01 654 54,45 

 0,75 to < 2,50 2 012 1,26 67 31,87 2,37 1 410 70,08 

 2,50 to < 10,00 971 5,35 63 37,57 2,70 1 134 116,79 

 10,00 to < 100,0 1 982 10,70 15 24,54 2,54 2 186 110,29 

 100,0 (default)  100,00 1 54,30 1,00 2  

Total group 21 480 1,51 371 28,03 2,37 9 545 44,44 

2018         
Corporate        

 0,00 to < 0,15 1 839 0,08 75 30,36 2,57 341 18,54 

 0,15 to < 0,25 920 0,21 118 22,39 3,50 240 26,09 

 0,25 to < 0,50 681 0,39 138 27,55 3,21 272 39,94 

 0,50 to < 0,75 492 0,64 90 23,67 3,58 220 44,72 

 0,75 to < 2,50 1 017 1,20 297 26,55 2,97 607 59,69 

 2,50 to < 10,00 943 6,23 300 34,84 2,46 1 133 120,15 

 10,00 to < 100,0 66 10,35 7 17,70 4,36 54 81,82 

 100,0 (default) 6 100,00 3 44,05 1,00 37 616,67 

  5 964 1,57 1 028 28,19 2,94 2 904 48,69 

Sovereign1        

 0,00 to < 0,15 36 0,04 5 18,27 3,84 4 11,11 

 0,15 to < 0,25 300  0,23 2 17,60 4,61 82 27,33 

 0,25 to < 0,50 1 070  0,32 1 24,33 4,96 490 45,79 

 0,50 to < 0,75        

 0,75 to < 2,50        

 2,50 to < 10,00 176 7,14 4 24,41 2,62 84 47,73 

 10,00 to < 100,0 20 14,48 1 24,33 1,00 23 115,00 

 100,0 (default)        
   1 602  1,22 13 22,94 4,56 683 42,63 
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EAD post-

CRM 

Average 

PD Number of 

obligors

Average 

LGD

Average 

maturity RWA

RWA 

density

PD scale Rm % % Years Rm %

Banks 

 0,00 to < 0,15 4 672 0,09 43 24,02 1,58 542 11,60 

 0,15 to < 0,25 190 0,16 5 49,45 1,11 59 31,05 

 0,25 to < 0,50 408 0,32 3 31,54 1,38 134 32,84 

 0,50 to < 0,75 118 0,64 4 40,35 2,08 79 66,95 

 0,75 to < 2,50 675 0,91 9 42,78 1,80 545 80,74 

 2,50 to < 10,00 5 6,52 5 44,72 1,00 7 140,00 

 10,00 to < 100,0  10,24 1 57,84 1,00   

 100,0 (default)  100,00 2 100,00 1,00 4  
   6 068 0,22 72 27,75 1,58 1 370 22,58 

Group        

 0,00 to < 0,15 6 547 0,09 123 25,77 1,87 887 13,55 

 0,15 to < 0,25 1 410 0,21 125 25,02 3,41 381 27,02 

 0,25 to < 0,50 2 159 0,34 142 26,71 3,73 896 41,50 

 0,50 to < 0,75  610 0,64 94 26,91 3,29 299 49,02 

 0,75 to < 2,50  1 692 1,08 306 33,03 2,50 1 152 68,09 

 2,50 to < 10,00 1 124 6,37 309 33,24 2,48 1 224 108,90 

 10,00 to < 100,0 86 11,32 9 19,33 3,57 77 89,53 

 100,0 (default)  6  100,00 5 46,31 1,00 41 683,33 
Total group 13 634 0,93 1 113 27,38 2,53 4 957 36,36 
1 Sovereign entities include PSE and local governments and municipalities asset classes. 

Wrong-way risk is identified and monitored in line with internal risk processes. Wrong-way risk exposure is not excessive 
within Nedbank Group and is monitored by stress testing, which is conducted on both portfolio and counterparty level. 
Wrong-way risk is currently mitigated through the following mechanisms: 

 The predominant use of cash collateralisation to mitigate CCR. 

 The low- or zero-margin thresholds with counterparties. 

Potential collateral calls or postings are monitored with our various counterparties under a range of market movements and 
stress scenarios to provide senior management with a forward-looking view of future collateral requirements that may be 
incurred or imply liquidity risk for the bank.  

CCR5: COMPOSITION OF COLLATERAL FOR CCR EXPOSURE 

  Collateral used in derivative transactions Collateral used in SFT 

  
Fair value of collateral  

received 

Fair value of posted 

collateral 

Fair 

value of 

collateral 

received 

Fair 

value of 

posted 

collateral Rm Segregated Unsegregated Segregated Unsegregated 

2019  

Cash — domestic currency 1 694 6 626  2 348 643 

Domestic sovereign debt 61   22 368  12 782 

Government agency debt  3 

Corporate bonds   28 

Equity securities  5 778 

Other collateral  

Total 1 755 6 626  30 525 13 425 

2018  
Cash — domestic currency 1 385 4 558 6 380 691
Domestic sovereign debt  16 038 9 079
Government agency debt 123  34
Corporate bonds  573
Equity securities  6 628
Other collateral  

Total 1 508 4 558 29 653 9 770

The notional values for single-name credit default swaps are made up of credit default swaps embedded in credit-linked 
notes, through which protection of R1 215m is bought and R403m is sold. The remainder of the notional values for single-name 
credit default swaps relates to trading positions in respect of third-party transactions through the purchase (R6 129m) and 
sale (R7 218m) of credit protection.  
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CCR6: CREDIT DERIVATIVES EXPOSURE 

2019 2018 

Rm 

Protection 

bought

Protection  

sold 

Protection 
bought

Protection 
sold

Notional  

Single-name credit default swaps  7 344 7 621 7 067 8 748

Embedded derivatives 1 215 403 1 440 104
Third-party 6 129 7 218 5 627 8 644

Index credit default swaps   

Total notional 7 344 7 621 7 067 8 748

Fair values  

Positive fair value (asset) 207 13 418 9
Negative fair value (liability) (452)  (59)

Nedbank Group exposure to qualifying CCPs relates to exchange-traded derivatives. 

CCR8: EXPOSURES TO CENTRAL COUNTERPARTIES 

 2019 2018 

Rm 

EAD post-

CRM RWA 

EAD 
post-
CRM RWA

       

1 Exposures to qualifying CCPs  11 359 64 11 417 62

2 Exposures for trades at qualifying CCPs (excluding initial margin and default fund
contributions), of which:  3 068  62  3 013 60

3 (i) OTC derivatives    

4 (ii) Exchange-traded derivatives  3 068  62  3 013 60

5 (iii) SFT    

6 (iv) Netting sets where crossproduct netting has been approved    

7 Segregated initial margin  8 197    8 331

8 Non-segregated initial margin    

9 Prefunded default fund contributions  94  2  73 2

10 Unfunded default fund contributions    

    

Rows 11 to 20 are excluded from CCR8 disclosure, as there are no exposures to non-qualifying CCPs for the year. 

In December 2017 the BCBS published the paper Basel III: Finalising post crisis reforms that, among other changes, introduced 
the following in the determination of RWA for CCR: 
 The Basic Approach and a new Standardised Approach for the measurement of CVA RWA. 

 The application of the Foundation IRB Approach for financial institution and large corporate counters. 

 The PD and LGD parameter floors for the Advanced IRB Approach. 

Nedbank participates in the semiannual Basel Quantitative Impact Studies issued by the BCBS. These include items for 
monitoring the impact of reforms. 

In April 2014 the BCBS published a revision to the paper The Standardised Approach for measuring CCR exposures, which 
outlines the new Standardised Approach for calculating EAD in respect of OTC derivatives. Standardised Approach for 
counterparty credit risk (SA-CCR) will replace both the CEM and the Standardised Method. Nedbank is well positioned to 
implement the new requirements and continues to monitor the impact of the new measurement of EAD for CCR. The PA 
communicated its decision to further delay the implementation of the new standard to 1 October 2020. 
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LIQUIDITY RISK AND FUNDING (ILAAP) 
Year under review  

 Nedbank Group remains well funded with a strong liquidity position, underpinned by a significant quantum of long-term 
funding, an appropriately sized surplus liquid-asset buffer, a strong loan-to-deposit ratio consistently below 100% and a 
low reliance on interbank and foreign currency funding. 

 The strong liquidity and funding position can be evidenced by the Group’s LCR of 125,0%, the NSFR of 113,0%, a three-
month average long-term funding ratio of 30,2% and a loan-to-deposit ratio of 88,1%. 

 From a foreign currency mismatch perspective, Nedbank’s cumulative foreign currency mismatch is small given the 
highly matched asset and liability profile, supported by long-term foreign currency funding raised during Q4 2019 at 
attractive cost of funding levels. 

Focus for 2020 

 As a result of the adverse financial consequences of the Covid-19 pandemic, the PA has made a number of changes to 
its liquidity management strategy aimed at assisting domestic banks in their role of supporting the domestic financial 
system. Nedbank together with the other domestic banks continue to use these facilities as and when required to assist 
with the orderly transmission of liquidity through the banking system. 

 These changes include the implementation of intraday supplementary repos, making favourable changes to the 
Standby Facility, expanding repo operations with the inclusion of three-month repos and participating in the secondary 
market. 

 Nedbank together with the other domestic banks continue to work closely with the PA regarding prudential regulatory 
requirements, where it is anticipated that the PA will manage these requirements in a manner designed to support the 
extension of credit and liquidity into the real economy, which assists individuals, SMEs and corporates, while ensuring the 
ongoing soundness and safety of the banking system. 

» On 31 March 2020 the PA issued directive 1/2020 reducing the Liquidity Coverage Ratio requirement from 100% to 80%, 
effective 1 April 2020 in recognition of a shortening in bank funding profiles as clients propensity to term out deposits 
reduced materially in light of the volatility and uncertainty created by the Covid-19 pandemic. 

 Continue to focus on growing retail and commercial deposits, with a focus on providing competitive and innovative 
transactional and investment products, as well as an ongoing emphasis on meeting client needs through product, pricing, 
innovation and digital client experiences. 

The primary role of a bank in terms of financial intermediation is to transform short-term deposits into longer-term loans. By 
fulfilling this role, banks are inherently susceptible to liquidity mismatches and consequently funding and market liquidity risks. 
Through the robust Liquidity Risk Management Framework, Nedbank Group manages the funding and market liquidity risk 
to ensure that banking operations continue uninterrupted under normal and stressed conditions. The key objectives that 
underpin the Liquidity Risk Management Framework include maintaining financial market confidence at all times, protecting 
key stakeholder interests and meeting regulatory liquidity requirements. 

In terms of measuring, managing and mitigating liquidity mismatches, Nedbank focuses on two types of liquidity risk, namely 
funding liquidity risk and market liquidity risk. Funding liquidity risk is the risk that Nedbank Group is unable to meet its 
payment obligations as they fall due. These payment obligations could emanate from depositor withdrawals or the inability 
to roll over maturing debt or meet contractual commitments to lend. Market liquidity risk is the risk that the group will be 
unable to sell assets, without incurring an unacceptable loss, in order to generate cash required to meet payment obligations 
under a stress liquidity event. 

Liquidity risk management is a vital risk management function in all entities across all jurisdictions and currencies and is a key 
focus for Nedbank Group. 

LIQUIDITY RISK GOVERNANCE AND POLICY 
The board of directors retains ultimate responsibility for the effective management of liquidity risk. Through the GRCMC (a 
board subcommittee), the board has delegated its responsibility for the management of liquidity risk to the Group Alco. 

The Nedbank Group’s Liquidity Risk Management Framework articulates the board-approved risk appetite in the form of 
limits and guidelines, and sets out the responsibilities, processes, reporting and assurance required to support the 
management of liquidity risk. The Liquidity Risk Management Framework is reviewed annually by Group Alco and approved 
by the GRCMC. 

Within Nedbank Group’s BSM Cluster, a dedicated funding and liquidity function is responsible for the strategic management 
of funding and liquidity across the group. The group’s daily liquidity requirements are managed by an experienced CFD within 
Group Treasury. In the context of the board-approved Liquidity Risk Management Framework, BSM and the CFD are 
responsible for proactively managing liquidity risk at an operational, tactical and strategic level. 
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Key areas of focus 
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 Intraday liquidity risk management 
 Daily clearing and settlement 
 Liquid assets and cash reserve requirements 
 Participation in the money market shortage and interbank reliance 
 Operation within approved liquidity risk limits and guidelines 
 Managing and maintaining market access 

  

Tactical and strategic liquidity 
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annually 

 Tactically managing seasonal and cyclical liquidity requirements 
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In terms of the overall liquidity risk management process, independent oversight and assurance are provided by Group 
Market Risk (GMR) and GIA, which conduct independent reviews.  

In the case of Nedbank Group’s subsidiaries and foreign branches, liquidity risk is managed through the individual Alco’s 
established in each of these businesses. These businesses are required to have appropriate governance structures, 
processes and practices designed to identify, measure, manage and mitigate liquidity risk in accordance with the group’s 
Liquidity Risk Management Framework. These businesses are required to report into the Group Alco on a monthly basis. 

LIQUIDITY RISK MANAGEMENT FRAMEWORK AND MANAGEMENT PROCESSES 
Based on the BCBS principles for sound liquidity risk management and other best-practice principles, Nedbank Group’s 
Liquidity Risk Management Framework takes into account all sources and uses of liquidity and seeks to optimise the balance 
sheet by balancing the tradeoff between liquidity risk on the one hand and cost or profitability on the other. This optimisation 
process (as depicted below) is managed by taking cognisance of the following: 
 Nedbank Group’s contractual maturity mismatch between assets and liabilities. 

 The BaU mismatch arising from normal market conditions. 

 The stress mismatch or stress funding requirement likely to arise from a continuum of plausible stress liquidity scenarios. 

 The quantum of stress funding sources available to meet a scenario-specific stress funding requirement. 

 Regulatory requirements. 

Nedbank’s Liquidity Risk Management Framework 
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Embedded within the Liquidity Risk Management Framework is Nedbank Group’s ILAAP. Through the ILAAP, BSM seeks to 
maintain appropriate liquidity buffers while continually reviewing the appropriateness of the liquidity risk metrics, the liquidity 
policy, the funding strategy and the contingency funding and liquidity plan. These individual components of the Liquidity Risk 
Management Framework should at all times support the board-approved risk appetite, which is to ensure that stress funding 
sources are sufficient to meet stress funding requirements for a given time horizon. 

The ILAAP has, therefore, been formulated on the basis of ensuring that the framework remains sound in terms of measuring, 
monitoring, managing and mitigating liquidity risk, taking cognisance of best-practice and regulatory developments. 

Based on the most recent internal review process, it is evident that Nedbank Group is compliant with both the Basel Principles 
for Sound Liquidity Risk Management and the principles embedded in the Basel III liquidity standards, which have in turn been 
encapsulated in the Liquidity Risk Management Framework and ILAAP. Nedbank Group’s internal review and assessment 
process, which is designed to ensure that all components making up the Liquidity Risk Management Framework remain 
robust, is depicted in the graphic below. 

Nedbank’s internal review and assessment process of the Liquidity Risk Management Framework 

 

As presented on page 85, the Liquidity Risk Management Framework is supported by a number of management processes 
designed to manage and mitigate liquidity risk under normal and stressed market conditions. The key management 
processes and activities are summarised below: 
 Intraday liquidity risk management 

The need to manage and control intraday liquidity in real time is recognised by the group as a critical process. The CFD is 
responsible for ensuring that the bank always has sufficient intraday liquidity to meet any obligations it may have in the 
clearing and settlement systems. In addition, net daily funding requirements are forecast by estimating daily rollovers and 
withdrawals, and managing the funding pipeline of new deals. The CFD is responsible for maintaining close interaction with 
the bank’s larger depositors to manage their cashflow requirements and the consequential impact on the bank’s intraday 
liquidity position. 

 Liquidity buffer portfolio management 

A portfolio of marketable and highly liquid assets, which could be liquidated to meet unforeseen or unexpected funding 
requirements, is maintained. The market liquidity by asset type (and for a continuum of plausible stress scenarios) is 
considered as part of the internal stress testing and scenario analysis process. While BSM is responsible for the strategic 
and tactical management of seasonal and cyclical HQLA requirements, CFD is responsible for the operational execution of 
BSM and Group Alco strategy. 

 

Annually Semi-annually/Quarterly Monthly/Daily

Liquidity risk policies

Liquidity Risk

Contingency Plan (LRCP) and

Recovery Plan (RP)  

Liquidity risk

appetite, limits,

guidelines and buffers 

Liquidity model assumptions, principles and 

methodologies 

Liquidity risk premium and charges applied 

through the Funds Transfer Pricing 

Framework 

Appropriateness of the continuum of liquidity 

stress-testing scenarios 

Off-balance-sheet liquidity risk

(loan covenants, securitisation vehicles, 

derivative positions, revocable and 

irrevocable commitments, etc) 

Liquidity early-warning indicators

Monthly funding and liquidity review:

(As reported to Group Alco)
Key areas of focus

• Compliance with limits, guidelines and 
buffers

• Prevailing market conditions from a 
funding and market liquidity risk 
perspective

• Actual asset/liability growth versus funding 
plan – impact on liquidity risk management 
objectives

• Liquidity adequacy based on stress testing 
and scenario analysis

• Depositor concentration risk
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Key areas of focus

• Projected liquidity requirements
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• Cash reserves and liquid assets
• Participation in the money-market 

shortage (MMS)
• Settlement and clearing
• Access to market 
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 Liquidity stress-testing and scenario analysis 

To ensure regulatory compliance and the ability to meet future liquidity requirements BSM performs extensive stress 
testing and scenario analysis, at both a bank and industry level, to appropriately size the liquidity buffer portfolio in the 
most optimal manner for seasonal, cyclical and/or stress events. Stress-testing and scenario analysis focus on estimating 
if and when the liquidity buffer could be significantly eroded beyond some tolerable level to pre-emptively facilitate the 
formulation of mitigating actions designed to ensure that the size of the liquidity buffer will always remain appropriate for 
future forecast liquidity requirements. Based on the scenario analysis and stress testing described above, which also include 
periodic liquidity simulations, BSM is able to do the following: 
» Evaluate the impact of various scenarios on the group’s liquidity. 

» Set limits and guidelines designed to position the group better for a stress liquidity event. 

» Formulate appropriate actions designed to reduce the severity of a liquidity crisis. 

» Determine appropriate funding strategies and initiatives designed to support liquidity risk mitigation. 

» Right-size the surplus liquidity buffer portfolio to meet stress funding requirements. 

The objective of scenario analysis and stress testing is to identify potential weaknesses or vulnerabilities, thereby 
enabling the group to formulate appropriate strategies designed to mitigate potential weaknesses. Nedbank Group’s 
approach to estimating the stress maturity mismatch in relation to the BaU and contractual maturity mismatch is 
depicted graphically below. 

Contractual versus BaU versus stress maturity mismatch  

In terms of assessing the bank’s liquidity risk through stress testing and scenario analysis, Nedbank uses both its own 
internally based liquidity risk models and the outputs of the Basel III LCR, noting that Nedbank exceeded the minimum 
regulatory requirement of 100% in 2019, with the group maintaining appropriate operational buffers designed to absorb 
seasonal and cyclical volatility in the LCR. While the Basel III LCR liquidity scenario assumes more extreme levels of 
stress, Nedbank recognises, in terms of the internally based liquidity risk models, that various structurally favourable 
factors contributing positively towards liquidity risk mitigation in SA are not taken into account in the LCR approach. 
These include, for example, the closed nature of SA’s money markets, resulting from exchange controls and the 
mechanics of the domestic settlement and clearing system, the higher proportion of LAC compared with many 
international jurisdictions, and Nedbank’s low foreign currency funding reliance and hence low refinancing risk 
associated with external markets. 

Stress and scenario testing is a key risk management process that complements sound liquidity risk management and 
contingency planning. 

 Funding strategy formulation and execution 

In terms of achieving the board-approved liquidity risk appetite, BSM formulates a detailed funding strategy on an annual 
basis, which is approved by Group Alco. The execution of the annual funding plan is then monitored monthly through the 
Transactional Balance Sheet Forum (previously the Transactional Deposits Forum) and Group Alco. In accordance with the 
current funding strategy, the key objectives can be summarised as follows:  
» Portfolio tilt towards an optimal mix of wholesale, commercial and household deposits, with a specific focus on growing 

transactional-deposits market share. 

» Targeting a funding profile designed to achieve a contractual and BaU maturity mismatch aligned with the board-
approved liquidity risk appetite. 



LIQUIDITY RISK AND FUNDING (ILAAP)
 

 NEDBANK GROUP LIMITED AND NEDBANK LIMITED – PILLAR 3 DECEMBER 2019 88
 

» Diversifying the funding base through capital market issuance using medium-term notes and securitisation programmes, 
bilateral and syndicated loans and structured note offerings, taking into account domestic and international investor 
demand and pricing spreads.  

» Achieving the lowest weighted-average cost of funding within the context of the targeted liquidity risk profile. 

 Contingency funding and liquidity planning 

Nedbank Group’s LRCP, as set out in the Liquidity Risk Management Framework, is designed to protect depositors, 
creditors and shareholders under adverse liquidity situations. Nedbank’s liquidity risk policies and LRCP are reviewed 
annually in accordance with the annual review process. 

The LRCP has been formulated in the belief that early detection, advance preparations and prompt responses can 
contribute to liquidity crisis avoidance or minimisation, and that accurate, timely and coordinated communication both 
internally and externally is essential for managing a crisis situation. The LRCP establishes guidelines for managing a liquidity 
crisis, identifying early-warning signs of a possible liquidity event and the need for heightened liquidity risk monitoring and 
reduced liquidity risk exposure. 

In addition, the LRCP identifies the individuals responsible for formulating and executing Nedbank Group’s response to a 
liquidity event through the Liquidity Steering Committee (LSC). 

Nedbank has also developed detailed RPs that establish Nedbank’s framework for dealing with crises emanating from a 
capital, liquidity and business continuity or operational event. These plans were updated during the second half of 2019 and 
following approval by Group Alco and the GRCMC in Q4 2019, were approved by the board during Q1 2020.  

In terms of Nedbank’s Liquidity Risk Management Policy, it is a requirement that the LRCP and the RP be tested periodically 
to ensure their effectiveness and operational feasibility. The LRCP and RP were rigorously tested in August 2018 through 
a liquidity simulation that involved all relevant internal and external participants. The simulation was facilitated by PwC and 
forms part of the group’s overall approach to stress testing. The group performed well during this liquidity risk simulation 
and areas for improvement identified in the final PwC simulation report have been addressed as appropriate, noting that 
no material areas for improvement were identified.  

The process for invoking the LRCP, and potentially the RP, is depicted graphically below. 

Liquidity Risk Contingency Plan and Recovery Plan  

 
1 In the event that Nedbank’s CE is unavailable in terms of the decision to invoke the LRCP, the decision would be taken by Nedbank’s CRO or CFO. 
2 If the CE is unavailable to chair the LSC and handle the communication, the responsibility will fall onto the CRO, CFO and GE: BSM (in that order). 

Nedbank has developed an early-warning indicator or triggers report that is produced daily to identify any signs that a 
liquidity event may be prevailing or is about to occur, as evidenced by internal and/or external events. Any member of Group 
Alco can escalate trigger breaches to the CE, CRO, CFO and GE: BSM as part of the LRCP invocation process presented in 

the graphic above.

BSM and Treasury (CFD)

Early-warning Indicators/Triggers

Liquidity Steering Committee (LSC)

Invoking the LRCP

Liquidity triggers monitored daily by BSM and Treasury

GE: BSM takes operational responsibility for invoking the 
LRCP and convening an LSC meeting based on the 
decision to invoke the LRCP by Nedbank’s CE1 

The CE as chair of the LSC handles all communication2 

Board and PA
LSC keeps the board and the PA informed in terms of 
the situation and actions being taken

PA

The Group Executive and the board keeps the PA 
informed in terms of the situation and actions being 
taken

Invoking the RP

RP Steering Committee (RPSC)

The CE, having engaged with the Chairman, invokes the 
Recovery Plan, ensuring the Group Executive and the 
board are fully briefed

The link from the LRCP to the RP
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LIQUIDITY RISK PORTFOLIO REVIEW 
SUMMARY OF NEDBANK GROUP LIQUIDITY RISK AND FUNDING PROFILE  

 2019 2018 

Total sources of quick liquidity (Rm) 227 713  213 255 

Total HQLA (Rm) 177 985 162 678 

Other sources of quick liquidity (Rm) 49 728  50 577 

Total sources of quick liquidity (as a percentage of total assets) (%)  19,9 20,4 

Long-term funding ratio (three-month average) (%) 30,2  26,5 

Senior unsecured debt including green bonds  (Rm) 42 295 39 254 

Green bonds  (Rm)  2 644  

Total capital market issuance (excluding additional tier 1 capital)  (Rm) 59 713  55 587 

Reliance on negotiable certificates of deposit (as a percentage of total deposits) (%)  13,2 10,9 

Reliance on foreign funding currency deposits (as a percentage of total deposits) (%)  2,8 2,8 

Loan-to-deposit ratio (%) 88,1  89,2 

Basel III liquidity ratios    

LCR1 (%)  125,0 109,4 

Minimum regulatory LCR requirement (%) 100,0 90,0 

NSFR2 (%) 113,0 114,0 

Minimum regulatory NSFR requirement  (%)  100 100 
1 Only banking and/or deposit-taking entities are included in the group LCR and the group ratio represents an aggregation of the relevant individual net cash outflows (NCOF) and the 
individual HQLA portfolios across all banking and/or deposit-taking entities, where surplus HQLA holdings in excess of the minimum requirement of 100% have been excluded from the 
aggregated HQLA number in the case of all non-SA banking entities. The above figures reflect the simple average of daily observations over the quarter ending December 2019 for 
Nedbank Limited and the simple average of the month-end values at 31 October 2019, 30 November 2019 and 31 December 2019 for all non-SA banking entities. 

2 Only banking and/or deposit-taking entities are included in the group NSFR and the group data represents a consolidation of the relevant individual assets, liabilities and off-balance-
sheet items.  

Nedbank Group remains well funded with a strong liquidity position, underpinned by a significant quantum of long-term 
funding, an appropriately sized surplus liquid-asset buffer, a strong loan-to-deposit ratio consistently below 100% and a low 
reliance on interbank and foreign currency funding, which has positioned Nedbank well in dealing with the adverse impact of 
the Covid-19 pandemic. 

The group's quarterly average LCR exceeded the minimum regulatory requirement of 100% applicable in 2019, with the group 
maintaining appropriate operational buffers designed to absorb seasonal and cyclical volatility in the LCR. 
 The LCR, calculated using the simple average of daily observations over the quarter ending December 2019 for Nedbank 

Limited and the simple average of the month-end values at 31 October 2019, 30 November 2019 and 31 December 2019 for 
all non-SA banking entities, was 125,0%. 
» Nedbank's portfolio of LCR-compliant HQLA increased to a quarterly average of R178,0bn, up from 2018 when the 

portfolio totalled R162,7bn. 

» The increase in the LCR is attributable to growth in the HQLA portfolio as well as a decrease in net cash outflows. The 
increase in the long-term funding profile was the primary contributor to the decrease in LCR net cash outflows. 

» Nedbank will continue to procure additional HQLA to support balance sheet growth while maintaining appropriately sized 
surplus liquid-asset buffers. 

Nedbank Group LCR exceeds minimum regulatory requirements  

 

162,7
178,0

148,7
142,4

2018 2019

HQLA (Rbn) Net cash outflows (Rbn)

109,4

125,0

LCR (%)
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 At the time of issuing this Report, Nedbank continued to maintain its LCR above the minimum requirement of 100%. 

 In addition to the HQLA portfolio maintained for LCR purposes, Nedbank also identifies other sources of quick liquidity, 
which can be accessed in times of stress. Nedbank’s combined portfolio of HQLA and other sources of quick liquidity 
collectively amounted to R227,7bn at December 2019 and represented 19,9% of total assets. 

Nedbank Group has significant sources of quick liquidity  

Total sources of quick liquidity 

(Rbn)  

Other sources of quick liquidity contribution 

(%) 

 

 

Nedbank exceeded the minimum NSFR regulatory requirement of 100% effective from 1 January 2018, with a December 2019 
ratio of 113,0%. The slight decrease in the NSFR is largely attributable to business-as-usual mix changes across both assets 
and liabilities. The key focus in terms of the NSFR is to achieve ongoing compliance within the context of balance sheet 
optimisation. 

Nedbank Group NSFR exceeds minimum regulatory requirements  

 

In 2019 Nedbank’s funding mix tilted towards increased funding from commercial and wholesale deposits. These depositors, 
through increased appetite for term products, contributed to a stronger funding profile where Nedbank’s quarterly average 
long-term funding ratio of 30,2% compared favourably with the industry average of approximately 26,5%. The increase in 
commercial and wholesale funding contributions, which supported a stronger funding and liquidity profile, was offset by a 
marginal reduction in funding contributions from households, capital markets and foreign funding sources, where the latter 
sources of funding are typically more expensive. 

Nedbank currently sources 38,4% of total funding from wholesale deposits, which include deposits from asset managers, 
interbank deposits and repo-related deposits. While the overall objective is to reduce wholesale funding reliance through 
increases in retail and commercial deposits, wholesale deposits are typically a source of long-term funding playing an 

important part in managing the overall term funding profile and reducing short-term contractual funding reliance. 

In 2020 Nedbank will focus on addressing the adverse implications of the Covid-19 pandemic and continue to focus on growing 
retail and commercial deposits, with a focus on providing competitive and innovative transactional and investment products, 
as well as an ongoing emphasis on meeting client needs through product, pricing and innovation. 

162,7 178,0

50,6
49,7

2018 2019

Total HQLA

Other sources of quick liquidity

213,3 
227,7 

(1,8%)

6,8%

9,4%

664,5
709,7

582,7
628,3

2018 2019
Available stable funding (Rbn) Required stable funding (Rbn)

114,0 113,0

NSFR (%)

2

43

7

36

12

2019

R49,7bn

Corporate bonds and listed equities

Unencumbered trading securities

Price-sensitive overnight loans

Other banks' paper and unutilised bank credit lines

Other assets
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Nedbank Group’s positively tilting deposit mix  

(%)   

 

 

As presented below, wholesale funding contributes positively to managing the contractual funding profile, given that 
wholesale depositors have the greatest appetite for longer-term funding, which is Basel III positive.  

Nedbank Limited funding profile by client-type  

(%) 

 

 A strong funding profile was maintained in 2019, with Nedbank recording a three-month average long-term funding ratio 
of 30,2% in the last quarter of the year. The focus on proactively managing Nedbank’s long-term funding profile contributed 
to a strong balance sheet position and improved liquidity risk metrics. Nedbank has continued to run a more prudent long-
term funding profile when compared with the industry average of approximately 26,5%. 
» Nedbank successfully issued R8,9bn in senior unsecured debt, while R5,8bn matured during the year.  

— Nedbank successfully issued R2,7bn at its green bond auctions in 2019, contributing to overall senior unsecured debt 
issuance.  

» Nedbank issued tier 2 capital instruments of R2,5bn and redeemed R2,5bn during the year, in line with the group’s capital 
plan. 

 The group’s 2019 ICAAP, ILAAP and Recovery Plan Reports were updated and approved by the board in accordance with 
annual business-as-usual processes and submitted to the Prudential Authority.  

Nedbank Group funding and liquidity profile is underpinned by strong liquidity risk metrics  
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SUPPLEMENTARY LIQUIDITY RISK INFORMATION 
In accordance with the provisions of section 6(6) of the Banks Act (Act No 94 of 1990), banks are directed to comply with the 
relevant LCR disclosure requirements, as set out in directive 6/2014 and directive 11/2014. The table below sets out Nedbank’s 
LCR at an aggregated group and bank solo level. The aggregated LCR consists of only banking and/or deposit-taking 
entities and represents an aggregation of the relevant individual NCOF and the individual HQLA portfolios, with surplus HQLA 
holdings in excess of the minimum requirement of 100% excluded from the aggregated HQLA number in the case of all non-
SA banking entities. The disclosure reflects the simple average of daily observations over the quarter ending December 2019 
for Nedbank and the simple average of the month-end values at 31 October 2019, 30 November 2019 and 31 December 2019 
for all non-SA banking entities. 

LIQ1: NEDBANK GROUP AND NEDBANK LIMITED LIQUIDITY COVERAGE RATIO  

   Nedbank Group Limited Nedbank Limited 

Rm 

Total 

unweighted1 

value

 (average)

Total  

weighted2 

value  

(average) 

Total 

unweighted1 

value 

(average)

Total 

weighted2 

value 

(average)

2019     

1 Total HQLA  177 985  170 972 

Cash outflows     

2 Retail deposits and deposits from small-business clients of which:  206 695  20 481   187 675  18 767 

3 stable deposits  3 767  188    

4 less stable deposits  202 928  20 293  187 675  18 767 

5 Unsecured wholesale funding of which:  265 727  131 626   226 285  111 249 

6 
operational deposits (all counterparties) and deposits in institutional 
networks of cooperative banks  128 363  32 091   109 923  27 481 

7 non-operational deposits (all counterparties)  137 351  99 522   116 349  83 755 

8 unsecured debt   13  13   13  13 

9 Secured wholesale funding  24 703     24 605   

10 Additional requirements of which:  143 611  20 744   128 966  16 269 

11 
outflows related to derivative exposures and other collateral 
requirements  1 583  1 583   1 563  1 563 

12 outflows related to loss of funding on debt products      

13 credit and liquidity facilities  142 028  19 161   127 403  14 706 

14 Other contractual funding obligations      

15 Other contingent funding obligations  186 835  9 381   179 606  9 032 

16 Total cash outflows  827 571  182 232   747 137  155 317 

Cash inflows     

17 Secured lending   9 993  1   9 993  1 

18 Inflows from fully performing exposures  56 578  40 177   40 156  24 459 

19 Other cash inflows  4 615  4 537   260  260 

20 Total cash inflows   71 186  44 715   50 409  24 720 

21 Total HQLA   177 985  170 972 

22 Total NCOF3   142 421  130 597 

23 LCR (%)  125,0  130,9 

1 Unweighted values are calculated as outstanding balances maturing or callable within 30 days (for inflows and outflows). 
2 Weighted values are calculated after the application of respective haircuts (for HQLA) or inflow and outflow rates (for inflows and outflows). 
3 Total cash outflows less total cash inflows may not be equal to total NCOF, to the extent that regulatory caps have been applied to cash inflows as specified by the regulations. 
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As per Basel Pillar 3 disclosure requirements, Nedbank’s NSFR for the consolidated banking and/or deposit-taking entities 
as well as at a bank solo level are reflected in the respective tables below. 

LIQ2: NEDBANK GROUP NET STABLE FUNDING RATIO 

Rm 

Unweighted value by residual maturity 

Weighted 

value
  

No 

maturity 

< 6 

months 

6 months 

to < 1 year ≥ 1 year 

2019 
 

      

ASF item       

1 Capital 
 

 100 049    100 049  

2 Regulatory capital 
 

 95 959    95 959  

3 Other capital instruments 
 

 4 090    4 090  

4 Retail deposits and deposits from small-business clients 
 

 53 747 185 818 13 355 21 905 249 701  

5 Stable deposits 
 

 3 392 1  3 223  

6 Less stable deposits 
 

 53 747 182 426 13 354 21 905 246 478  

7 Wholesale funding 
 

 89 031 373 438 104 561 127 832 356 735  

8 Operational deposits 
 

 84 915 58 818   71 867  

9 Other wholesale funding 
 

 4 116 314 620 104 561 127 832 284 868  

10 Liabilities with matching interdependent assets 
 

      

11 Other liabilities 
 

 2 799 2 548 418 14 039 3 209  

12 NSFR derivative liabilities 
  

   11 038    

13 All other liabilities and equity not included in the above 
categories 

 

 2 799 2 548 418 3 001 3 209  

 
 

      

14 Total ASF 
 

    709 694  

RSF item 
 

      

15 Total NSFR HQLA 
 

     16 499  

16 
Deposits held at other financial institutions for operational 
purposes 

 

      

17 Performing loans and securities 
 

 181 802 72 014 561 307 556 938  

18 
Performing loans to financial institutions secured by level 1 
HQLA 

  

 18 068   1 807  

19 

Performing loans to financial institutions secured by non-level 
1 HQLA and unsecured performing loans to financial 
institutions 

  

 45 530 7 066 26 505 36 867  

20 

Performing loans to non-financial corporate clients, loans to 
retail and small-business clients and loans to sovereigns, 
central banks and PSEs, of which: 

  

 107 055 60 959 391 469 413 741  

21 
with a risk-weight of less than or equal to 35% under the  
Basel II Standardised Approach for credit risk 

  

   15 069 9 795  

22 Performing residential mortgages, of which:  
  

 3 569 2 598 136 873 94 547  

23 
with a risk-weight of less than or equal to 35% under the  
Basel II Standardised Approach for credit risk 

  

 3 569 2 598 124 394 83 940  

24 
Securities that are not in default and do not qualify as HQLA, 
including exchange-traded equities 

  

 7 580 1 391 6 460 9 976  

25 Assets with matching interdependent liabilities 
 

      

26 Other assets 
 

 29 929 22  35 218 44 137  

27 Physical traded commodities, including gold 
 

      

28 
Assets posted as initial margin for derivative contracts and 
contributions to default funds of central counterparties 

 

 22   19  

29 NSFR derivative assets 
 

   12 455 1 417  

30 
NSFR derivative liabilities before deduction of variation 
margin posted    11 077 1 108  

31 All other assets not included in the above categories 
 

 29 929   11 686 41 593  

32 Off-balance-sheet items 
 

    325 664 10 729  

33 Total RSF 
 

    628 303  

34 NSFR (%) 
 

    113,0  
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LIQ2: NEDBANK LIMITED NET STABLE FUNDING RATIO 

Rm 

Unweighted value by residual maturity 

Weighted 

value  
  

No 

maturity 

< 6 

months 

6 months 

to < 1 year ≥ 1 year 

2019        

ASF item       

1 Capital    91 803     91 803  

2 Regulatory capital  88 030     88 030  

3 Other capital instruments  3 773     3 773  

4 Retail deposits and deposits from small-business clients    53 747  164 695  12 848   21 761  229 922  

5 Stable deposits       

6 Less stable deposits  53 747  164 695  12 848   21 761  229 922  

7 Wholesale funding   89 031  350 237  100 668   111 302 323 985  

8 Operational deposits  84 915  41 712    63 314  

9 Other wholesale funding  4 116  308 525  100 668   111 302  260 671  

10 Liabilities with matching interdependent assets       

11 Other liabilities    2 799  1 073  382   13 261  2 537  

12 NSFR derivative liabilities     10 915   

13 
All other liabilities and equity not included in the above 
categories 

  

 2 799  1 073  382   2 346  2 537  

        

14 Total ASF       648 247  

RSF item         

15 Total NSFR HQLA       15 659  

16 
Deposits held at other financial institutions for operational 
purposes        

17 Performing loans and securities    162 080 69 736 527 416 523 011  

18 
Performing loans to financial institutions secured by level 1 
HQLA  18 068   1 807  

19 

Performing loans to financial institutions secured by non-
level 1 HQLA and unsecured performing loans to financial 
institutions  39 403 9 776 35 920 46 718  

20 

Performing loans to non-financial corporate clients, loans to 
retail and small-business clients and loans to sovereigns, 
central banks and PSEs, of which:  94 536 56 492 358 561 377 522  

21 
with a risk-weight of less than or equal to 35% under the  
Basel II Standardised Approach for credit risk    13 846 9 000  

22 Performing residential mortgages, of which:   3 132 2 284 126 485 87 419  

23 
with a risk-weight of less than or equal to 35% under the  
Basel II Standardised Approach for credit risk  3 132 2 284 114 006 76 812  

24 
Securities that are not in default and do not qualify as HQLA, 
including exchange-traded equities  6 941 1 184 6 450 9 545  

25 Assets with matching interdependent liabilities       

26 Other assets    29 929 22  32 527 41 680  

27 Physical traded commodities, including gold       

28 
Assets posted as initial margin for derivative contracts and 
contributions to default funds of central counterparties  22   19  

29 NSFR derivative assets    11 862 947  

30 
NSFR derivative liabilities before deduction of variation 
margin posted      10 953 1 095  

31 All other assets not included in the above categories  29 929   9 712 39 619  

32 Off-balance-sheet items      307 012 9 797  

33 Total RSF        590 147  

34 NSFR (%)       109,8  
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The contractual and BaU liquidity mismatches of Nedbank Group are presented below.  

NEDBANK GROUP CONTRACTUAL LIQUIDITY GAP 

Rm Next day 

2 to 

7 days 

8 days to

1 month

1 to 2 

months

2 to 3 

months

3 to 6 

months

6 to 12 

months 

> 12 

months Total

2019    

Cash and cash equivalents      35 410      1 437        72       84       53      360       33         186      37 635 

Other short-term securities      5 312      1 612      7 622     8 071     6 509    15 313    12 809       7 203      64 451 

Derivative financial instruments         95       571      2 187     2 853     2 855     2 811     3 583      20 288      35 243 

Government and other 
securities        5 681      110      126      717      865     121 011     128 510 

Loans and advances     60 217      7 191     32 837    25 684    25 783    33 665    65 661     545 795     796 833 

Other assets        281      80 396      80 677 

Total assets    101 034    10 811    48 399   36 802   35 326   52 866   83 232     774 879   1 143 349 

Total equity         98 449      98 449 

Derivative financial instruments         78       466      1 784     2 328     2 327     2 121     3 037      15 850      27 991 

Amounts owed to depositors   405 556     12 255     65 281    84 133    45 694    79 112  112 344     100 007     904 382 

Provision and other liabilities     24 704        104       84      264      645      27 013      52 814 

Long-term debt instruments        112      909      463     4 511      53 718      59 713 

Total equity and liabilities   430 338    12 721    67 177   87 474   48 105   81 960  120 537     295 037   1 143 349 

Net liquidity gap — 2019  (329 304)    (1 910)  (18 778)  (50 672)  (12 779)  (29 094)  (37 305)   479 842  

Off-balance-sheet — 2019 (180 265)   (180 265)

Net liquidity gap — 2018 (321 271) (24 823) (17 459) (64 659) (3 037) (17 462) (201) 448 912

Off-balance-sheet — 2018 (175 837)   (175 837)

The BaU liquidity gap of Nedbank Group is presented below. The table shows the expected liquidity mismatch under normal 
market conditions after taking into account the behavioural attributes of stable deposits, savings and investment products 
and rollover assumptions associated with term deals but excluding BaU management actions. Based on client behavioural 
attributes, it is estimated that 95% (2018: 95%) of the amounts owed to depositors are stable. 

NEDBANK GROUP BaU LIQUIDITY GAP 

Rm 

Next 

day 

2 to 7 

days 

8 days to 

1 month 

1 to 2 

months 

2 to 3 

months 

3 to 6 

months 

6 to 12 

months 

> 12 

months Total 

2019          

Cash and cash equivalents           37 635      37 635 

Other short-term securities     4 730      1 612     4 242     2 448      610     3 363     3 558  43 888      64 451 

Derivative financial instruments  95       571     2 187     2 853     2 855     2 811     3 583    20 288      35 243 

Government and other securities          128 510     128 510 

Loans and advances     1 419     10 149    28 135   22 364    29 771   65 648  137 246   502 101     796 833 

Other assets           80 677      80 677 

Total assets     6 244    12 332   34 564   27 665   33 236   71 822  144 387   813 099   1 143 349 

Total equity           98 449      98 449 

Derivative financial instruments        78       466     1 784     2 328     2 327     2 121     3 037     15 850      27 991 

Amounts owed to depositors     5 499      4 799   25 304    11 116    14 889    38 371    77 673    726 731     904 382 

Provision and other liabilities 121   104 84 264 484 51 757      52 814 

Long-term debt instruments        112      909       463     4 511     53 718      59 713 

Total equity and liabilities     5 698      5 265   27 200   14 457   17 300   41 219   85 705    946 505   1 143 349 

Net liquidity gap — 2019       546      7 067     7 364   13 208   15 936   30 603   58 682  (133 406)    

Off-balance-sheet — 2019 (87) (525) (2 098)      (5 333) 

Net liquidity gap — 2018  436   3 317  17 533  10 469  5 730  14 897  52 774   (105 156)  

Off-balance-sheet — 2018 (82) (490) (1 959) (2 449)     (4 980) 

As illustrated below, Nedbank Group’s 2019 cumulative inflows exceed outflows in the one-to six-month time buckets, 
highlighting the strength of Nedbank’s retail and commercial deposit franchise and the associated behavioural stability of 
these deposits. 

Nedbank Group behavioural liquidity mismatch1  

(%) 

1 Expressed on total assets and based on maturity assumptions before rollovers and risk management. 
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The tables below depict the contractual and BaU liquidity mismatches in respect of Nedbank, while also highlighting the split 
of total deposits into 'stable' and 'more volatile'. The liquidity profile attributable to foreign operations is relatively small, with 
approximately 91% of Nedbank Group’s balance sheet emanating from Nedbank.  

NEDBANK LIMITED CONTRACTUAL LIQUIDITY GAP 

Rm Next day 

2 to 7 

days 

8 days to 

1 month 

1 to 2 

months 

2 to 3 

months 

3 to 6 

months 

6 to 12 

months 

> 12 

months Total 

2019          

Contractual maturity of 

assets  88 623 7 152 50 884 32 823 32 458 46 796 77 283 706 980  1 042 999 

Loans and advances  46 864 4 393 24 710 22 526 23 684 29 711 58 902 490 545  701 335 

Trading, hedging and other 

investment instruments  12 142 2 759 26 174 10 297 8 774 17 085 18 307 171 077  266 615 

Other assets  29 617        74 45 358  75 049 

Contractual maturity of 

liabilities  357 277 10 484 65 574 80 387 48 252 77 338 121 985 281 702  1 042 999 

Stable deposits  335 806 7 853 51 557 50 046 25 167 53 026 97 317 107 608  728 380 

Volatile deposits  14 816 290 4 188 1 821 2 228 2 145 6 407 4 663  36 558 

Trading and hedging 

instruments  6 376 2 341 9 829 28 436 18 733 21 954 18 069 74 696  180 434 

Other liabilities  279     84 2 124 213 192 94 735  97 627 
           

Net liquidity gap — 2019  (268 654) (3 332) (14 690) (47 564) (15 794) (30 542) (44 702) 425 278  

Off-balance-sheet — 2019 (168 337)        (168 337) 

Net liquidity gap — 2018  (265 174)   (23 493)   (1 556)  (65 362)  (10 131)  (23 520)  (15 727)   404 963   

Off-balance-sheet — 2018 (165 761)        (165 761) 

The BaU liquidity gap of Nedbank is presented below. The table shows the expected liquidity mismatch under normal market 
conditions after taking into account the behavioural attributes of stable deposits, savings and investment products and 
rollover assumptions associated with term deals, but excluding BaU management actions. Based on client behavioural 
attributes, it is estimated that 95% (2018: 95%) of the amounts owed to depositors are stable. 

NEDBANK LIMITED BaU LIQUIDITY GAP 

Rm 

Next 

day 

2 to 7 

days 

8 days to 1 

month 

1 to 2 

months 

2 to 3 

months 

3 to 6 

months 

6 to 12 

months 

> 12 

months Total 

2019          

BaU maturity of assets 2 499 12 713 37 221 37 522 31 745 64 396 128 693 728 210 1 042 999 

Loans and advances  1 249 8 932 24 763 19 683 26 203 57 780 120 797 441 928 701 335 

Trading, hedging and other 

investment instruments  1 250 3 781 12 458 17 839 5 542 6 616 7 896 211 233 266 615 

Other assets        75 049  75 049 

BaU maturity of liabilities  5 956 5 695 26 107 24 287 17 028 40 324 87 727 835 875 1 042 999 

Stable deposits  2 594 1 182 6 670 7 953 10 365 30 310 59 291 610 015 728 380 

Volatile deposits  2 058 2 877 14 732 1 449 2 228 2 145 6 407 4 662 36 558 

Trading and hedging instruments  1 207 1 636 4 705 14 801 4 368 7 656 21 640 124 421 180 434 

Other liabilities  97   84 67 213 389 96 777 97 627 
          

Net liquidity gap — 2019  (3 457) 7 018 11 114 13 235 14 717 24 072 40 966 (107 665)  

Off-balance-sheet — 2019  (82) (490) (1 959) (2 449)     (4 980) 

Net liquidity gap — 2018  (2 271)   3 081  14 364  5 818  7 472  14 775  33 688   (76 927)  

Off-balance-sheet — 2018 (77) (462) (1 847) (2 308)     (4 694) 

As illustrated below, Nedbank’s 2019 cumulative inflows exceed outflows for the cumulative one-to six-month time buckets, 
highlighting the strength of Nedbank’s retail and commercial deposits franchise and the effective management of the 
funding profile and asset-liability composition from a behavioural perspective. The immaterial next-day behavioural liquidity 
mismatch reflects Nedbank’s BaU participation in the SARB money market shortage, where Nedbank like other clearing 
banks in the domestic financial system, is required to fund its participation in the SARB money market shortage at the repo 
rate, which forms the basis of the monetary policy transmission mechanism.  

Nedbank Limited behavioural liquidity mismatch1  

(%)  

 

1 Expressed on total assets and based on maturity assumptions before rollovers and risk management. 
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SECURITISATION RISK 
Year under review  

 On the whole the securitisation market was quiet. Nedbank created and issued R1,6bn out of the newly created 
Greenhouse 5 transaction. 

Focus for 2020 

 During 2020 Nedbank will be repaying the remaining outstanding notes in the market for the Greenhouse III transaction 
and should market appetite exist for Nedbank RMBS securitisation paper, Nedbank has the ability to fulfil that demand 
by issuing additional notes out of the newly created Greenhouse 5 transaction.  

 The impact of the downgrade to subinvestment grade of the SA sovereign by Moody’s:  
» There is no material impact on the Greenhouse 5 transaction following the sovereign and subsequent downgrade of 

Nedbank, and it is expected that the current national scale ratings of the notes will remain in place. 

» Nedbank is in discussion with Moody’s regarding the impact of the downgrade on the rating of the notes in the Precinct 
2 transaction and has not received any notification of rating action by Moody’s. 

» The outstanding notes in the Greenhouse III transaction was repaid in February 2020 and the Moody’s ratings 
withdrawn. 

 The impact of Covid-19 on Nedbank’s securitisation structures: 
» Close attention is being paid to the performance of the underlying borrowers in the transactions and the priority will 

be continuous monitoring, further understanding and mitigating possible impacts of Covid-19 on these transactions. 

Nedbank Group uses securitisation as a funding diversification tool, as well as to add flexibility in mitigating structural liquidity 
risk. The group currently has three traditional securitisation transactions.  

Greenhouse Funding III (RF) Limited (Greenhouse III) and Greenhouse Funding 5 (RF) Limited (Greenhouse 5) are securitisations 
of portfolios of home loans originated by Retail. The senior notes issued were placed with SA capital market investors as part 
of Nedbank Group’s funding strategy, while the junior notes were retained by the bank. The notes issued by Greenhouse III 
and Greenhouse 5 have been assigned credit ratings by Moody’s Investor Ratings Services (Moody’s) and are listed on the 
Johannesburg Stock Exchange Limited (JSE).  

Precinct Funding 2 (RF) Limited (Precinct 2) is a securitisation of commercial-property loans originated by CIB. Precinct 2 
issued its first notes in March 2017. The notes issued by Precinct 2 are rated by Moody’s and listed on the JSE, with the senior 
notes being placed with SA capital market investors and the junior notes retained by the bank.  

ASSETS SECURITISED AND RETAINED SECURITISATION EXPOSURE 

 

Year 

initiated 

Rating 

agency 

Transaction 

type 

Asset 

type 

Assets 

securitised1 

Assets 

outstanding 

Amount 

retained/ 

purchased 

Risk-

weighted 

assets2 

Rm   2019 2018 2019 2018 2019 2018 2019 2018

Greenhouse III 2014 Moody’s 
Traditional 

securitisation Home loans 2 052 2 052 1 092 1 264 296 298 215 226

Precinct 2  2017 Moody’s 
Traditional 

securitisation

Commercial-
property 

loans 1 111 1 111 784 979 168 170 207 278

Greenhouse 5 2019 Moody’s 
Traditional 

securitisation Home loans 1 618 1 036  171 167

1 This includes all assets identified for securitisation at the transaction close. 
2 The regulatory capital held against these securitisation exposures is capped at the IRB Approach capital that the bank would have held against the underlying assets had they not been 
securitised. 

The various roles fulfilled by Nedbank Group in securitisation transactions are indicated in the table below. 

Transaction Originator Sponsor Investor Servicer 

Liquidity 

facility 

provider 

Credit 

enhancement 

provider 

Swap 

counterparty 

Greenhouse III       

Precinct 2       

Greenhouse 5       

There have been no downgrades of any of the notes issued by Nedbank Group’s securitisation transactions and the 
performance of the underlying portfolios of assets remain sound. 

All securitisation transactions entered into thus far have involved the sale of the underlying assets to the special-purpose 
vehicles. Nedbank Group has not originated or participated in synthetic securitisations. 

Nedbank Group complies with IFRS in recognising and accounting for securitisation transactions. 

 In particular, the assets transferred to the Greenhouse and Precinct securitisation vehicles continue to be recognised on 
the balance sheet of the bank and the securitisation vehicles are consolidated under Nedbank Group for financial reporting 
purposes. 

 Securitisations are treated as sale transactions (rather than financing transactions). The assets are sold to the special-
purpose vehicles at carrying value and no gains or losses are recognised. 
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Proposed securitisation initiatives undertaken by Nedbank Group follow a rigorous internal approval process and are 
reviewed for approval by Group Alco, GRCMC and the board. Retained securitisation exposures are reviewed and monitored 
by the relevant credit committees in the group, and changes to retained securitisation exposures (ratings, redemptions and 
losses) are reflected in the monthly return concerning securitisation schemes (BA500) submitted to the PA. 

Nedbank Group does not employ CRM techniques to hedge credit risk on retained securitisation exposures or resecuritisation 
exposures.  

The table below details Nedbank Group’s securitisation exposures in the banking book. Nedbank Group has no securitisation 
exposure in the trading book.  

SEC1: SECURITISATION EXPOSURES IN THE BANKING BOOK  

  Traditional securitisation 

Rm 

Group acts as 

originator

Group acts as 

sponsor

Group acts as 

investor Total

2019  

1 Retail, of which: 467  467

2 residential mortgages 467  467

4 other retail exposures  

5 resecuritisation  

6 Wholesale, of which: 168  168

7 loans to corporates  

8 commercial mortgages 168  168

9 leases and receivables  

11 resecuritisation  
    

Total 635  635

2018  
1 Retail, of which: 298  298
2 residential mortgages 298  298
4 other retail exposures  
5 resecuritisation  
6 Wholesale, of which: 170  170
7 loans to corporates  
8 commercial mortgages 170  170
9 leases and receivables  
11 Resecuritisation  

    

Total 468  468

SEC3: SECURITISATION EXPOSURES IN THE BANKING BOOK AND ASSOCIATED REGULATORY CAPITAL 

REQUIREMENTS – BANK ACTING AS ORIGINATOR OR SPONSOR  

   Exposure values 

by risk-weighted bands 

Exposure values 

by regulatory 

approach 

RWA by 

regulatory 

approach 

Capital charge 

after cap 

Rm 

< 

20%  

> 20% to 

50%  

> 50% to 

100% 

> 100% to 

< 1 250% IRB RBA IRB SFA IRB RBA IRB SFA IRB RBA IRB SFA

2019     

1 Total exposures    296 339 161 474 304 285 35 33

3 Securitisation, of which:   296 339 161 474 304 285 35 33

4 retail underlying    296 171 80 387 139 243 16 28

5 wholesale    168 81 87 165 42 19 5

6 Resecuritisation, of which:     

7 senior      

8 non-senior      
            

2018     
1 Total exposures    298 170 81 387 204 300 23 33
3 Securitisation, of which:   298 170 81 387 204 300 23 33
4 retail underlying    298 298  226 25
5 wholesale    170 81 89 204 74 23 8
6 Resecuritisation, of which:     
7 senior      
8 non-senior      

           

There were no synthetic securitisations (rows 9 to 15) and no exposures in the < 50% risk-weight bands at 31 December 2019. 

SEC4: SECURITISATION EXPOSURES IN THE BANKING BOOK AND ASSOCIATED REGULATORY CAPITAL 

REQUIREMENTS – BANK ACTING AS INVESTOR  

The last remaining investment matured in May 2018.  
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MARKET RISKS 
Market risk is the risk of loss arising from movements in market variables, such as foreign exchange rates, interest rates, 
equity prices, commodity prices, property prices, credit spreads and implied volatilities. Market risk arises in both the banking 
and trading book. Trading book positions are financial instruments (primary and derivative instruments) typically held with 
the intention of short-term trading, market making or to hedge other positions in the trading book, and is free of trade 
restrictions. Any instrument not held for trading purposes, is assigned to the banking book. 

Market risk comprises of the following : 
 Trading market risk (or position risk) in the trading book, which arises predominantly in CIB. 

 IRRBB, which arises from repricing and/or maturity mismatches of on- and off-balance-sheet components across the 
group. 

 Foreign exchange risk in the banking book, which is the risk to earnings or capital arising from the translation of the group’s 
non-trading related offshore assets, liabilities, commitments or earnings from foreign currency to local or functional 
currency.  

 Equity risk in the banking book, which arises in the private-equity and investment property portfolios of CIB and in other 
strategic investments of the group. 

 Property market risk, which arises from business premises, property required for future expansion and repossessed 
properties. 

Other than IRRBB, Nedbank does not have a significant risk appetite for, or exposure to, market risk. 

MARKET RISK STRATEGY, GOVERNANCE AND POLICY  
The Group Market Risk Framework recognises the importance of sound market risk management and bases its Market Risk 
Management Framework on the approach to identify, assess, control and manage market risk. The framework is approved 
by the board and supported by the following: 
 The board’s GRCMC, accountable for the independent oversight of the adequacy and effectiveness of the market risk 

framework, which includes key risks, key performance indicators as well as strategic, business and operational risks. The 
board ultimately approves the market risk appetite and related limits for both the banking and trading books. 

 Group Alco, which is responsible for ensuring that market risks are effectively managed and reported on throughout 
Nedbank Group, and that all policies, risk limits and relevant market risk issues are reported to the GRCMC. 

 GMR, an independent function within the Group Risk cluster, monitors market risks across Nedbank Group – this is a 
specialist risk area that provides independent oversight of market risk, validation of risk measurement, policy coordination 
and reporting. GMR reports on the market risk portfolio to Group Alco and GRCMC and ensures that market risk limits are 
compatible with a level of risk acceptable to the board. No market risk is permitted outside these board-approved limits. 

 Business has risk control units that have primary responsibility for day-to-day risk management. 

 Internal audit provide independent and objective assurance of the overall effectiveness of internal controls. 

Market risk governance structure  
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TRADING MARKET RISK  

Year under review  

 2019 was characterised by weaker local markets in general, with a decline in the rand versus major currencies and 
weaker interest rate and equity markets. 

 Muted economic growth and hedging activity in the local economy translated into lower flow as well as trading income 
for the year. 

 Market liquidity remained at low levels in most asset classes relative to historical levels. 

Focus for 2020 

 Focus on managing market risks in extremely volatile conditions where market movements are greater than that 
experienced during the 2008 global financial crisis as markets grapple to estimate the impacts of the Covid-19 
pandemic. Oil markets have also dropped sharply following disagreements between Russia and Saudi Arabia on levels 
of supply. Events like these are not possible to predict and are often referred to as 'black swan' events – meaning they 
are rare events that can have extreme consequences. On their own, the spread of Covid-19 or the oil price fall would be 
difficult for many parts of the world to deal with, but together they are exceptionally challenging.  

 Focus on new business initiatives and effective use of Nedbank’s existing balance sheet to further optimise trading 
revenue and risk taking. 

 Continue development of Nedbank’s future state market risk framework under the Fundamental Review of the Trading 
Book (FRTB) programme. 

 In light of the Covid-19 pandemic, the Group of Central Bank Governors and Heads of Supervision (GHOS) (the oversight 
body of the Basel Committee) has endorsed a set of measures delaying the global implementation of a number of Basel 
III requirements, including the implementation date of the revised market risk framework finalised in January 2019, has 
been deferred by one year to 1 January 2023. 

 Further develop and comply with the global reform of OTC derivative traded markets, including the clearing of 
standardised products and initial margining of uncleared derivatives. 

Trading market risk is the risk of loss as a result of unfavourable changes in the market value of the trading book because of 
changes in market risk factors, such as foreign exchange rates, interest rates, equity prices, commodity prices, credit and 
implied volatilities. The trading book is defined as positions in financial instruments and commodities, including derivative 
products and other off-balance-sheet instruments that are held with trading intent, or used to hedge other elements of the 
trading book. 

Categories of trading market risk include exposure to interest rates, equity prices, commodity prices, foreign exchange rates 
and credit spreads. A description of each market risk factor category is set out below: 
 Interest rate risk primarily results from exposure to changes in the level, slope and curvature of the yield curve and the 

volatility of interest rates. 

 Equity price risk results from exposure to changes in the price and volatility of individual equities and equity indices. 

 Commodity price risk results from exposure to changes in spot prices, forward prices and volatilities of commodity 
products, such as energy, agricultural products, and precious and base metals. 

 Foreign exchange rate risk results from exposure to changes in spot prices, forward prices and volatility of currencies. 

 Credit spread risk results from exposure to changes in the interest rate that reflects the spread investors receive for 
bearing credit risk.  
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Trading market risk governance  
Trading market risk governance structure 

 

The trading market risk governance structure is aligned with the Group’s ERMF and Group Market Risk Framework and is 
managed within the LoD framework.  

The first LoD comprises focused and informed involvement by the Board and Group Exco, which retains ultimate 
responsibility for the effective management of trading market risk. Group Alco proactively manages trading market risk 
undertaken by the group and ensures that risk impacting the achievement of the strategic objectives of business are 
identified, assessed/measured, managed, monitored and reported effectively within defined risk appetites and risk 
strategies. Business clusters take ownership of risks arising within their areas of responsibility. CIB is the only cluster in the 
group that may incur trading market risk, but is restricted to the formally approved securities and derivative products. The 
Trading Risk Committee (TRC), is responsible for the oversight and monitoring of trading market risk activities within CIB. 
The TRC approves appropriate trading risk limits for the individual BUs within the trading area. Committee meetings are held 
every second month and are independently chaired by the Executive Head of Group Market Risk. Members include the CRO, 
risk managers from the cluster, the cluster’s managing executive and executive head of risk, as well as representatives from 
GMR. 

The second LoD comprises of business-cluster risk functions established primarily to monitor the identification, assessment, 
management, monitoring and reporting of risk arising within the business unit. Independent oversight is provided to the board 
by GMR. Included in the second LoD are specialist functions such as Group Legal and Group Compliance.  

Third LoD provides independent objective assurance on the effectiveness of the management of risk across the group. 

Managing trading market risk 
Trading market risk is governed by board-approved policies that cover management, identification, measurement and 
monitoring.  

Market risk limits, including VaR and stress trigger limits, are approved at board level and are reviewed periodically, but at 
least annually. These limits are then allocated to the trading units through a tiered limit approach by the TRC. Market risk 
reports are available at a variety of levels and in various degrees of detail, ranging from individual trader level through to a 
group level view of market risk. Market risk exposures are measured and reported to management and bank executives on 
a daily basis. Documented policies and procedures are in place to ensure that exceptions are resolved timeously. 

In addition to applying business judgement, management uses a number of quantitative measures to manage the exposure 
to trading market risk. These measures include the following: 
 Risk limits based on a portfolio measure of market risk exposures referred to as VaR, including extreme tail loss (ETL). 

 Scenario analysis, stress-testing and other analytical tools that measure the potential effects on trading revenue in the 
event of various unexpected market events. 

The material risks identified by these measures are summarised in daily reports that are circulated to, and discussed with, 
senior management. 
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The Trading Risk Committee (TRC) has been established as a
subcommittee of CIB Exco. The primary role of the TRC is to perform
independent oversight and monitoring of trading market risk
activities. In addition to the oversight role the TRC also cascades
board approved limits to appropriate business units within CIB.
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VaR is the potential loss in pretax profit due to adverse market movements over a defined holding period with a specified 
confidence level. The VaR methodology is a statistically defined, probability-based approach that takes into account market 
volatilities, as well as risk diversification by recognising offsetting positions and correlations between products and markets. 
It facilitates the consistent measurement of risk across all markets and products, and risk measures can be aggregated to 
arrive at a single risk number. The 99% one-day VaR number used by Nedbank Group indicates that, at a 99% confidence 
level, the daily loss will not exceed the reported VaR and therefore that the daily losses exceeding the VaR figure are likely 
to occur, on average, once in every 100 business days. 

Nedbank Group uses one year of historical data to estimate VaR. Some of the considerations that are taken into account 
when reviewing the VaR numbers are the following: 
 The assumed one-day holding period will not fully capture the market risk of positions that cannot be liquidated or offset 

with hedges within one day. 

 The historical VaR assumes that the past is a good representation of the future, which may not always be the case. 

 The 99% confidence level does not indicate the potential loss beyond this interval. 

 If a product or listing is new in the market, limited historical data would be available. In such cases, a proxy is chosen to act 
as an estimate for the historical rates of the relevant risk factor. Depending on the amount of (limited) historical rates 
available, regression analysis is used on the chosen proxy to refine the link between the proxy and the actual rates. 

Additional risk measures are used to monitor the individual trading desks, including performance triggers, approved trading 
products, concentration of exposures, maximum tenor limits and market liquidity constraints. CIB also makes use of the ETL 
measure to overcome some of the VaR shortcomings. ETL seeks to quantify losses encountered in the tail beyond the VaR 
level.  

All market risk models are subject to periodic independent validation in terms of the Group Market Risk Framework. A formal 
review of all existing valuation models is conducted at least annually. Should the review process indicate that models need to 
be updated, a formal independent review will take place. All new risk models developed are independently validated before 
implementation. 

Nedbank Group’s current trading activities are focused on liquid markets, which are in line with the current regulatory liquidity 
horizon assumption of a 10-day holding period, as per Basel III. 

Trading market risk stress testing 
While VaR captures Nedbank Group’s exposure under normal market conditions, sensitivity and stress and scenario analyses 
are used to add insight into the possible outcomes under abnormal market conditions.  
 CIB uses a number of stress scenarios to measure the impact of extreme moves in markets on portfolio values, based on 

historical experience as well as hypothetical scenarios. The stress testing methodology assumes that all market factors 
move adversely at the same time and that no actions are taken during the stress events to mitigate risk, reflecting the 
decreased liquidity that frequently accompanies market shocks.  

 Stress testing results are reported daily to senior management and are also tabled at the TRC and Group Alco. Stress 
scenarios are periodically and at least annually reviewed for relevance in ever-changing market environments. 

Trading market risk backtesting 
The performance of the VaR model is regularly assessed through backtesting. This is done by comparing daily trading 
revenue against VaR exposure based on 99% confidence level and a one-day holding period. Nedbank performs backtesting 
using actual (reported) profit and loss as well as hypothetical profit and loss (calculated income attributed to market moves 
and stripped of fee/flow income). This is conducted at various levels as well as against risk factors on a daily basis. 

Trading market risk profile 
Most of Nedbank Group’s trading activity is managed in CIB and is primarily focused on client activities and flow trading. This 
includes marketmaking and the facilitation of client business in the foreign exchange, interest rate, equity, credit and 
commodity markets. 

The RWA flow statement of market risk exposures under the IMA for the period is presented below; there were no 
incremental and comprehensive risk capital charges. RWA under TSA is less than 5% of the group RWA, and therefore the 
MR1 table has not been included in this report as it would not be meaningful nor add value for the user. 

MR2: RISK-WEIGHTED ASSETS FLOW STATEMENT OF MARKET RISK EXPOSURES UNDER IMA  

Rm  VaR 

Stressed 

VaR Total RWA

1 RWA at 30 September 2019 6 848 15 711 22 559 

2 Movement in risk levels (115) (421) (536) 

3 Model updates/changes   

4 Methodology and policy   

5 Acquisitions and disposals   

6 Foreign exchange movements (426) (885) (1 311) 

7 Other   

8 RWA at 31 December 2019 6 307 14 405 20 712 
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MR3: NEDBANK LIMITED IMA VALUES FOR TRADING PORTFOLIOS1 

Rm 

Foreign 

exchange Interest rate Credit Commodity Diversification2 Total VaR

2019       

VaR (10-day 99%)3       

1 Maximum value4 94,2 159,2 60,1 2,3  215,7 

2 Average value  57,6 113,9 42,2 < 1 (56,0) 158,0 

3 Minimum value4 24,7 73,1 24,2 < 1   90,1 

4 Period-end  36,7 114,6 31,3 < 1 (42,3) 140,5 

Stressed VaR (10-day 99%)3        

5 Maximum value4 160,7 271,9 242,5 2,2   502,5 

6 Average value  111,6 203,5 183,1 < 1 (140,0) 358,6 

7 Minimum value4 55,8 122 36,5 < 1   159,4 

8 Period-end  96,8 201,1 222,1 < 1 (154,7) 365,6 

2018       
VaR (10-day 99%)3       
1 Maximum value4  104,5   198,2 85,0 6,7    249,8 
2 Average value  56,0 116,5 54,6 < 1 (58,8) 168,8 
3 Minimum value4 20,1 58,1 30,1 < 1   92,5 
4 Period-end  77,0 119,3 59,8 < 1 (72,4) 183,7 
Stressed VaR (10-day 99%)3       
5 Maximum value4 199,6 298 291,7 11,3   644,2 
6 Average value  135,6 195,2 179,3 < 1 (58,8) 381,0 
7 Minimum value4 47,7 131,1 61,4 < 1   205,1 
8 Period-end  153,9 254,1 242,5 < 1 (148,8) 502,5 

1 Equities are out of scope for Nedbank Limited IMA purposes and are covered under Nedbank Group. 
2 Diversification benefit is the difference between the aggregate VaR and the sum of VaRs for the four risk types. This benefit arises because the simulated 99% one-day loss for each of 
the four primary market risk types occurs on different days. 

3 A summary of the 10-day 99% stressed VaR. Stressed VaR is calculated weekly and is included on the daily return concerning selected risk exposure (BA325) and the monthly return 
concerning market risk (BA320) that are submitted to the PA. It is calculated using a 99% confidence interval for a one-day holding period and then scaled to a 10-day holding period. 

4 The minimum and maximum VaR values reported for each of the different risk factors do not necessarily occur on the same day. As a result, a diversification number for the minimum 
and maximum values have been omitted from the table. 

Backtesting – Daily trading revenue and VaR  
MR4: Nedbank Group comparison of VaR estimates with gains or losses  

(Rm)  

 

The graph above illustrates the daily normal VaR for the 12-month period ended December 2019.  

On average, VaR increased during the course of 2019 and was approximately 19% higher than in 2018.  

Nedbank Group has remained within the approved risk appetite and VaR limits allocated by the board, which remain low, 
with trading market risk consuming only 0,6% and 3,5% of group economic capital and regulatory capital respectively. 

VaR is an important measurement tool and the performance of the model is regularly assessed through backtesting. This is 
done by reviewing the daily VaR over a one-year period (on average 250 trading days) and comparing the actual and 
hypothetical daily trading revenue (including NII but excluding commissions and primary revenue) with the VaR estimate and 
counting the number of times the trading loss exceeds the VaR estimate.  
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Nedbank Group had one actual and four hypothetical backtesting exceptions during 2019. The reasons for the backtesting 
exceptions are: 
 Actual backtesting exceptions: 

» 5 June 2019: The release of a worse than expected Q1 GDP contraction for SA since 2009, SA annualised Q1 GDP contracts 
-3,2% qoq versus expected -1,6% qoq. 

 Hypothetical backtesting exceptions: 
» 11 February 2019: Eskom intensified power cuts, together with a credit negative statement from Moody’s saying that 

'President Cyril Ramaphosa’s plan to split the company into three does little to address the producer’s problems'. 

» 4 June 2019: The release of a worse-than-expected Q1 GDP contraction for SA since 2009, SA annualised Q1 GDP 
contracts -3,2% qoq versus expected -1,6% qoq. 

» 5 June 2019: The release of a worse-than-expected Q1 GDP contraction for SA since 2009, SA annualised Q1 GDP 
contracts -3,2% qoq versus expected -1,6% qoq. 

» 23 July 2019: Bond yields rose after Finance Minister Tito Mboweni said the government might have to increase borrowing 
to rescue Eskom, a plan that could raise the nation’s credit risk. 

Analysis of trading revenue 
The year was characterised by a positive contribution from most business lines. 

Nedbank Group’s trading businesses (including NII, commissions and primary revenue credited to Nedbank Group’s trading 
businesses) produced a daily revenue distribution that is skewed to the profit side, with trading revenue realised on 228 days 
out of a total of 249 days in the period.  

The average daily trading revenue generated for the period, excluding revenue related to investment banking, was R15,8m 
(2018: R18,2m). 

Nedbank Group analysis of trading revenue for the 12 months ended December 2019  

Stress testing results 
The table below summarises the daily stress testing results for December 2019 and December 2018, which represent a set 
of extreme market movements as applied to the trading activities. 

NEDBANK GROUP RISK EXPOSURES PER RISK FACTOR 

Rm Average High1 Low1 End of period

2019     

Foreign exchange stress 34 98 6 20

Interest rate stress 587 863 402 698

Equity stress 103 358 < 1 193

Credit spread stress 25 65 4 15

Commodity stress 2 15 < 1 2

Overall  751 1 102 455 928

2018   

Foreign exchange stress  43 113 8 50 
Interest rate stress 475 885 183 629 
Equity stress 95 329 < 1 15 
Credit spread stress 12 175 < 1 11 
Commodity stress 3 37 < 1 3 
Overall 628 1 037 205 708
1 The high- and low-stress values reported for each of the different risk factors do not necessarily occur on the same day. As a result, the high- and low-risk-factor stress exposures are 
not additive. 
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Nedbank Group Risk exposures for the 12 months ended December 2019  

(Rm) 

 

Nedbank Group trading book stressed VaR  
As part of the Basel II.5 update to the Banks Act (Act No 94 of 1990) regulations, stressed VaR is calculated using market 
data taken over a period in which the relevant market factors were experiencing stress. Nedbank Group uses historical data 
for the period 1 July 2008 to 30 June 2009, as that period represents significant volatility in the SA market. 

The information in the table below is the comparison of the VaR using three different calculations at 31 December 2019. The 
three different calculations are historical VaR, ETL and stressed VaR. ETL measures the extreme loss in the tail of the 
distribution and stressed VaR uses a volatile historical data period. A 99% confidence level and one-day holding period are 
used for all the calculations. 

NEDBANK GROUP COMPARISON OF TRADING VAR 

Rm Historical VaR 99% (one-day VaR) Stressed VaR 99% (one-day VaR) Extreme tail loss

2019 

Foreign exchange 2,6 4,3 2,8

Interest rates 35,4 65,7 40,5

Equities 4,6 8,4 6,7

Credit 4,7 9,4 6,6

Commodities 0,1 0,1 0,1

Diversification (16,0) (28,3) (19,0)

Total VaR exposure 31,4 59,6 37,7

2018 

Foreign exchange 3,5 10,1 3,6

Interest rates 31,3 71,7 38,7

Equities 1,9 0,3 2,1

Credit 8,2 22,8 9,0

Commodities 0,2 0,3 0,2

Diversification (15,8) (26,1) (18,5)

Total VaR exposure 29,3 79,1 35,1

PV1: NEDBANK GROUP PRUDENT VALUATION ADJUSTMENTS (PVA) 

Rm Equity 

Interest 

rates 

Foreign 

exchange Credit 

Commo-

dities Total 

Of which: 

In the 

trading 

book 

Of which: 

In the 

banking 

book 

2019         

1 Closeout uncertainty, of which:1  (16)   (30)   (46) (46)

2 Mid-market value             

3 Closeout cost  (16)   (30)   (46) (46)

4 Concentration             

5 Early termination2 
            

6 Model risk3 
            

7 Operational risk4 
            

8 Investing and funding costs5 
            

9 Unearned credit spreads6 
            

10 Future administrative costs7 
            

11 Other               

12 Total adjustment8 
 (16)   (30)   (46) (46)  
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Rm Equity 

Interest 

rates 

Foreign 

exchange Credit 

Commo-

dities Total 

Of which: 

In the 

trading 

book 

Of which: 

In the 

banking 

book 

2018         
1 Closeout uncertainty, of which:1  (15) (32)  (47) (47)
2 Mid-market value    
3 Closeout cost  (15) (32)  (47) (47)
4 Concentration    
5 Early termination2    
6 Model risk3    
7 Operational risk4    
8 Investing and funding costs5    
9 Unearned credit spreads6    
10 Future administrative costs7    
11 Other    
12 Total adjustment8  (15) (32)  (47) (47)
1 Market price uncertainty and closeout costs to be considered together when calculated. 
2 This is estimated to be zero at this point in time. 
3 Currently no bespoke models are used, therefore model risk additional valuation adjustments (AVA) are zero. Models to be reviewed yearly. If more conservative industry model exists in 
the models, valuation will be done using a conservative model and difference in valuation is taken as AVA. 

4 Since the bank has a defined independent price verification (IPV) process that is internally and externally formally audited at least once a year, the operational risk AVA is zero.  
5 Funding valuation adjustment (FVA) will cover investing and funding cost uncertainty once implemented, therefore AVA is zero 
6 Credit valuation adjustment (CVA) covers unearned credit spread uncertainty, therefore AVA is zero. 
7 If market price uncertainty and closeout cost is calculated, this AVA is zero.  
8 Approximately 52% of the credit prudent valuation adjustments (PVA) is attributable to credit spread CVA and debt valuation adjustments (DVA) marking, assuming a one-notch 
worsening in NGR.  

INTEREST RATE RISK IN THE BANKING BOOK  

Year under review  

 NII and EVE sensitivity remained well within the board-approved risk appetite with hedging strategies remaining highly 
effective. 

 Off-balance sheet strategies are actively managed by BSM and Group Treasury and supported by an appropriate 
accounting solution. 

Focus for 2020 

 Focus on managing hedge effectiveness across banking book portfolios in extremely volatile conditions where market 
movements are greater than what we experienced during the 2008 global financial crisis as markets grapple to 
estimate the impacts of the Covid-19 pandemic. 

 The impact of Covid-19 will result in lower interest rates and balance sheet growth that will have an adverse impact on 
NII and NIM. Nedbank’s level of NII sensitivity, including impairment sensitivity, remains a key focus area of Group Alco 
and strategies will be considered to manage Nedbank’s level of NII sensitivity in line with its interest rate forecast and 
desired risk appetite.  

 Explore opportunities to manage IRRBB on-balance sheet and reduce the cost associated with hedging. 

 BCBS released revised Standards for the Management and Supervision of IRRBB in April 2016. The PA issued Guidance 
Note 6 of 2019 and delayed the implementation of the Standards for the Management and Supervision of IRRBB to June 
2022. 

 Nedbank, through its participation in the BASA IRRBB Working Groups, continues to engage the regulator on the 
implementation of the new Standards for the Management and Supervision of IRRBB, and is well positioned to meet the 
June 2022 implementation deadline. 

 Given recent announcements, in light of the Covid-19 pandemic, by the GHOS, endorsing a set of measures delaying the 
implementation of a number of Basel III requirements, timelines may be amended by the PA. 

Nedbank Group is exposed to IRRBB, primarily due to the following: 
 The bank writes a large quantum of prime-linked advances. 

 To lengthen the funding profile, term funding is raised across the curve at fixed-term deposit rates that are repriced only 
on maturity. 

 Three-month repricing swaps and forward-rate agreements are typically used in the risk management of term deposits 
and fixed-rate advances. 

 Short-term demand funding products are repriced to different short-end base rates. 

 Certain non-repricing transactional deposit accounts are non-rate-sensitive. 

 The bank has a mismatch in net non-rate-sensitive balances, including shareholders’ funds that are not repriced for interest 
rate changes. 



MARKET RISKS
 

 NEDBANK GROUP LIMITED AND NEDBANK LIMITED – PILLAR 3 DECEMBER 2019 107
 

IRRBB comprises: 
 Repricing risk (mismatch risk) – timing difference in the maturity (for fixed rate) and repricing (for floating rate) of bank 

assets, liabilities and off-balance-sheet positions. 

 Endowment risk – the net mismatch between non-rate-sensitive assets, liabilities, capital and non-repricing transactional 
deposit accounts effectively invested in rate-sensitive assets. 

 Reset or basis risk – imperfect correlation in the adjustment of the rates earned and paid on different instruments with 
otherwise similar repricing characteristics. 

 Yield curve risk – changes in the shape and slope of the yield curve. 

 Embedded optionality – the risk related to interest-related options embedded in bank products. 

IRRBB strategy, governance, policy and processes 
Overview of the Interest Rate Risk in the Banking Book Framework 

IRRBB is managed within Nedbank Group’s ERMF under market risk. The board of directors retains ultimate responsibility for 
the effective management of IRRBB. Through the GRCMC the board has delegated its responsibility for the management of 
IRRBB to the Group Alco. The Group Alco, proactively manages IRRBB. BSM provides strategic insight and motivation in 
managing IRRBB to Group Alco, through appropriate risk reporting and analytics and by providing strategic input based on 
the committee’s interest rate views, impairment sensitivity and defined risk appetite. 

The board assumes ultimate responsibility for IRRBB and has defined the group’s overall risk appetite for IRRBB. Appropriate 
limits have been set to measure this risk for both earnings and EVE, within which this risk must be managed. Compliance with 
these limits is measured and reported to the Group Alco and the board. 

IRRBB is actively managed through a combination of on- and off-balance-sheet strategies, including hedging activities. 
Hedging is typically transacted on a portfolio basis for deposits and retail advances, although larger, longer-dated deposits 
along with wholesale fixed-rate advances are typically individually hedged. The principal interest-rate-related contracts 
used include interest rate swaps and forward-rate agreements. Basis products, caps, floors and swaptions may be used to 
a lesser extent. The principal on-balance-sheet components used in changing the repricing profile of the balance sheet 
include the liquid-asset portfolio, term deposits and fixed-rate advances. IRRBB strategies are evaluated regularly to align 
with interest rate views, impairment sensitivity and defined risk appetite. 

Group Alco continues to analyse and manage IRRBB, incorporating the likely change in impairments for similar interest rate 
changes. This relationship between interest rate sensitivity and impairment sensitivity, which is seen as a natural net income 
hedge, is a key focus of the Group Alco in managing IRRBB. This analysis includes an assessment of the lag in impairment 
changes and the increasing change in impairment charges for consecutive interest rate changes. IFRS 9 introduces a 
forward-looking ECL model that is directly linked to macroeconomic forecasts. This is expected to result in credit losses to 
be accounted for much earlier, such that the aforementioned lagged effect (ie endowment benefit realised before 
impairments increase in an upward trending interest rate cycle) is likely to disappear or even change to a lead effect with 
impairment impacts being realised earlier than the (partially) offsetting endowment impact. 

NEDBANK BOARD OF DIRECTORS

Group Alco

Trading Book 

BSM Nedbank CIB -Treasury (ALM)FTP

Group Market Risk

FTP centralises reprice 
risk, although certain 

basis risk and 
endowment resides 
within the business

Provides strategic insight and 
motivation in managing IRRBB to 

Group Alco.
IRRBB is actively managed within 

risk appetite through an approved 
combination of on- and off-
balance-sheet strategies, 

supported by an appropriate 
accounting solution.

Execution of Group Alco Mandate

Banking book risk hedged back to three-month JIBAR

IRRBB is passed into the Trading Book via the ALM desk 
and managed/externalised under Trading Book Limits
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Due to the complexity in determining the extent of this natural net income hedge, particularly during interest rate peaks and 
troughs, the modelling of this relationship and associated risk management strategies is challenging and continues to be 
refined and improved.  

On-balance-sheet strategies are executed through any one of the BUs, depending on the chosen strategy. Changes to the 
structural interest rate risk profile of the banking book are achieved primarily through the use of the derivative instruments 
mentioned above and/or new on-balance-sheet products. Hedges are transacted through Group Treasury through the ALM 
Desk, whereby unwanted IRRBB is passed through a marketmaking desk into market risk limits or into the external market. 

The group applies macro fair-hedge accounting when fixed-rate transactions and associated interest rate hedges meet the 
criteria set out in IAS 39. The proprietary macro fair-value-hedge accounting solution is used to recognise fair-value changes 
related to interest rate risk on underlying hedged positions (hedged item), thereby reducing the profit or loss volatility that 
would otherwise arise from changes in fair-value of the hedging interest rate swaps (hedging instrument) alone. At the 
inception of a hedging relationship, the group designates and documents the relationship between the hedging instrument 
and the hedged item, as well as its risk management objective and strategy for undertaking the hedging transactions and 
the nature of the risk being hedged. The group also documents its assessment of whether the hedging instrument is effective 
in offsetting changes in fair value or cashflow of the hedged item attributable to the hedged risk. Hedge effectiveness is 
assessed at inception and throughout the term of each hedging relationship. Each hedging relationship must be expected to 
be highly effective (prospective effectiveness), and demonstrate actual effectiveness (retrospective effectiveness) on a 
monthly basis. Fair-value gains and losses arising on the measurement of both the hedging instrument and the hedged item 
are recognised in profit and loss, for so long as the hedging relationship is effective at each testing date. Any hedge 
ineffectiveness is recognised in profit or loss.  

Hedged positions and hedging instruments are regularly measured and stress-tested for effectiveness and reported to Group 
Alco on a monthly basis. These hedged positions and hedging instruments are fair-valued in line with the appropriate accounting 
standards and designation. The Group Alco typically has a strategic appetite out to one year and, largely as a matter of 
policy, eliminates reprice risk longer than one year, unless it elects to lengthen the investment profile of its equity and/or the 
non-repricing transactional deposit accounts to improve the alignment of interest rate sensitivity with impairment sensitivity 
or improve the balance sheet position for expected interest rate changes. 

Such strategic decisions must, however, maintain NII sensitivity and EVE sensitivity within board-approved limits. Strategies 
regarding the reprice risk are measured and monitored separately, having been motivated by BSM and approved by Group 
Alco. 

IRRBB cannot be taken by BUs and is accordingly extracted from these units through an established matched maturity funds 
transfer pricing (MMFTP) solution. This solution removes repricing risk from the BUs, while leaving credit and funding spread 
in the businesses on which they are measured. However, basis risk and the endowment on free funds and non-repricing 
transactional deposits reside within these businesses for basis risk to be managed through pricing and for the endowment 
on these balances to naturally hedge impairment sensitivity for similar interest rate change. 

IRRBB measurement 
The group employs various analytical techniques to measure interest rate sensitivity monthly within the banking book on both 
an earnings and economic-value basis. This includes a repricing profile analysis, simulated modelling of the bank’s EaR and 
EVE for a standard interest rate shock, and stress testing of EaR and EVE for multiple stressed-interest-rate scenarios. 
These analyses include the application of both parallel and non-parallel interest rate shocks and rate ramps. 

Assets, liabilities and derivative instruments are modelled and reported based on their contractual repricing or maturity 
characteristics. Where advances are exposed to prepayments and deposits to ambiguous repricing and early withdrawals, 
Group Alco approves the use of behavioural models for the hedging, modelling and reporting of these advances and deposits. 

Sensitivity analysis  

At December 2019 the NII sensitivity of the group’s banking book for a 1% parallel reduction in interest rates, measured over 
12 months, was 1,54% of total group OSE, which is below the board’s approved risk limit of < 2,25%.  

This exposes the group to a decrease in NII of approximately R1 346m before tax, should interest rates decrease by 1% across 
the yield curve, measured over a 12-month period. Nedbank London and Wealth International NII sensitivities are, however, 
measured at a 0,5% instantaneous decrease in interest rates.  

The group’s NII sensitivity exhibits very little convexity and will, therefore, also result in an increase in pretax NII of 
approximately similar amounts should interest rates increase by 1%.  

The group’s NII sensitivity is actively managed through on- and off-balance-sheet interest rate risk management strategies 
for the group’s expected interest rate view and impairment sensitivity over the cycle.  

Nedbank Limited’s EVE, measured for a 1% parallel decrease in interest rates, remains at a low level of -R387m at 
December 2019 (December 2018: -R154m).  
 This is as a result of the group’s risk management strategies, through which assets and liabilities are typically positioned 

to reprice in the <  three-month repricing bucket, and net working capital largely offsets the non-rate-sensitive 
transactional balances from an interest rate sensitivity perspective, thereby positioning OSE to be repriced as interest 
rates change, resulting in the valued equity remaining intact. 
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Exposure to interest rate risk  

NII sensitivity–1% instantaneous decline in interest rates1 Nedbank Limited EVE sensitivity–1% instantaneous decline in 

interest rates2 

(Rm) (Rm)

 

 

1 Nedbank London and Nedbank Private Wealth: 0,5% instantaneous decline in interest rates. 
2 Excludes Nedbank London.  

Liquid-asset portfolios sensitivity  
Nedbank’s management of IRRBB comprehensively covers the interest rate risk associated with its prudential and buffer 
liquid-asset portfolios, including reprice risk and basis risk. 

Risk strategies comprise on- and off-balance-sheet components, whereby the associated interest rate risk of the group’s 
liquid-asset portfolios is used to reduce the reprice sensitivity associated with its fixed-rate term funding and long-term 
debt, to manage opposing risk on such funding and debt, or it is hedged using derivative positions to remove the associated 
repricing risk. Liquid-asset portfolios risk-managed with derivative positions in the banking book are designated into a macro 
fair-value hedge accounting solution. 

Alternatively, where liquid-asset portfolios are not risk-managed in the banking book, such risk is transferred through market 
risk limits into the trading book.  

Sound risk management of the liquid-asset portfolios is a clear example of Nedbank’s embedded interest rate risk 
management approach to managing risks within a clearly defined risk appetite. 

Effectiveness of banking book liquid asset portfolio risk management and strategies  

(Rm)  

 
 

1 The change in the price of an instrument if the yield curve changes by 1 bps. 

The interest rate risk sensitivity is significantly reduced through on- and off-balance-sheet risk management strategies. 

Interest rate risk in the banking book – Prime/JIBAR reset risk and endowment sensitivity  
Nedbank, like its local peer group, has a large quantum of assets linked to the prime rate. This portfolio is typically funded 
through deposits linked to short- and long-term deposit rates that are risk-managed back to the three-month repricing 
Johannesburg Interbank Agreed Rate (JIBAR). This creates short-end reprice risk that exposes the balance sheet to a 
prime/JIBAR reprice mismatch. 

Nedbank’s balance sheet is also funded through a large amount of non-rate-sensitive funding raised through equity and/or 
transactional deposits partially offset with working capital. These deposit balances and equity are not rate-sensitive as they 
bear no interest and accordingly earn a higher return when interest rates are high and a lower return when interest rates 
are low, given that they have been deployed into variable-rate-linked assets. This exposes the bank to endowment sensitivity, 
which is the main reason for exposure to IRRBB in the balance sheet (refer to page 108). 
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EQUITY RISK IN THE BANKING BOOK  

Year under review  

 Equity risk in the banking book remained well managed and within the board-approved risk appetite. 

 The equity portfolio that is held at fair value is R10 969m (2018: R8 628m).  

 The ETI strategic investment value declined by R571m since December 2018.  

 Due to the economic climate, delays are being experienced in anticipated property investment disposals. 

Focus for 2020 

 Finalisation of the capital requirements for banks’ equity investments in funds (CREIF) regulatory framework is scheduled 
for implementation on 1 October 2020. Given recent announcements, in light of the Covid-19 pandemic, by the GHOS, 
endorsing a set of measures delaying the implementation of a number of Basel III requirements, timelines may be 
amended by the PA. 

 The significant deterioration in the macroeconomic environment as a result of the Covid-19 pandemic and the sharp drop 
in the oil markets may negatively impact the ETI strategic investment. 

 The Covid-19 pandemic may require restructuring of mezzanine loans and requests for payment holidays, delays in exit 
strategies and tenant rental reductions in property investments. 

 The International Private Equity and Venture Capital Board issued special valuation guidelines in March 2020 to provide 
guidance in ensuring investments are fairly valued given the magnitude of the current crisis. 

Governance 
Equity investment risk is the risk of decline in the value of investments arising from adverse movements in markets prices, or 
factors specific to the investment itself (eg reputation, quality of management, etc). Equity exposures in the banking book 
include: 
 investment in securities (listed and unlisted equity holdings whether direct or indirect and includes private equity); and 

 investment in associate companies and joint ventures. 

Equity investment risk is managed within the Group’s ERMF and Group Market Risk Framework and incorporates the three 
LoD. The board of directors retains ultimate responsibility for the effective management of equity investment risk. Group 
Alco, a subcommittee of Group Exco, proactively manages equity investment risk undertaken by the group. The board 
approves the overall risk appetite and strategy of the group for equity risk. Business compiles portfolio objectives and 
investment strategies for its investment activities, which address the types of investments, expected business returns, 
desired holding periods, diversification parameters and other elements of sound investment management.  

Equity investments are primarily undertaken by CIB as part of its private-equity and investment property portfolios. The 
property strategy is mainly to leverage opportunities and synergies arising from clients on lending deals and partnering with 
tried and tested developers. Additional investments are undertaken as a result of operational requirements, strategic 
investments or debt restructuring. Specialist investment risk committee meetings are convened, as required, to approve 
acquisitions, disposals, review investment valuations and monitor investment risk activities. 

Equity investment risk governance structure 

Strategy, 

performance 
and risk 

management

Oversight, 
monitoring 

and advisory

Board

Business

Business

Risk universe

Market risk

Banking book

Executive

Group
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Assessment and measurement 
Risk appetite is expressed quantitatively as risk measures, such as economic capital and risk limits, and qualitatively in terms 
of policies and controls. The risk appetite targets are reviewed annually during the three-year business planning process and 
changes to the group’s risk appetite targets are ultimately approved by GRCMC. 

 
  2019 2018

Total equity portfolio   (Rm) 14 886 12 669

Disclosed at fair value  (Rm) 10 969 8 628

Equity-accounted, including investment in ETI  (Rm) 3 917 4 041

Percentage of total assets  (%) 1,3 1,2

Percentage of group minimum economic-capital requirement  (%) 4,8 4,7

 The equity portfolio that is held at fair value is R10 969m (2018: R8 628m). The increase in 2019 is largely due to R1 400m 
debt restructuring, which is aligned to Nedbank’s strategy of socially responsible through-the-cycle banking.  

 The value of the portfolio that is equity-accounted is R3 917m (2018: R4 041m). The ETI strategic investment value declined 
by R571m since 2018. 

Regulatory framework 
The PA has set the implementation date of the capital requirements for banks’ equity investments in funds (CREIF) standard 
to 1 October 2020. The framework provides three approaches with varying degrees of risk sensitivity, the look-through 
approach; mandate-based approach and the fall-back approach. The equity investment portfolio currently does not contain 
material investments in funds. Given recent announcements, in light of the Covid-19 pandemic, by the GHOS, endorsing a set 
of measures delaying the implementation of a number of Basel III requirements, timelines may be amended by the PA. 
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OPERATIONAL RISK 
Year under review 

Nedbank made sound progress in addressing the set operational risk management strategic focus areas. The outcomes 
and key activities implemented in 2019 include the following: 
 Overall the group’s residual operational risk remained well managed and monitored. There were no material or abnormal 

operational risk events reported in 2019, despite the heightened internal and external operational risk environments. 

 Continued our focus and prioritisation over the management of top and emerging operational risks, and aligning risk 
mitigation strategies to ensure that controls are adequate and effective. 

 Continued to strengthen Nedbank’s Cyberresilience and on track with the implementation of the Cyberresilience 
Programme. 

 Focused on ensuring the group remains prepared and operationally resilient to withstand the effects of unprecedented 
levels of change, IT systems instability due to high levels of system changes (Managed Evolution, Digital Fast Lane), load-
shedding, water shortages, local geopolitical events and protest actions. Nedbank continues to focus on transforming 
its Business Continuity Management (BCM) capability into an operational resilience capability. 

 Implementation of initiatives to digitise aspects of operational risk management, consolidate risk and control 
frameworks as well as being more agile at managing operational risks. 

 Building the advanced analytics capacity and capability in order to integrate operational risk management, 
measurement and appetite. In addition, the scenario analysis process was enhanced with focus on transactional business 
data, data quality and emerging risks. 

 Review and refresh of operational risk and specialist operational risk subtype frameworks with emphasis on making 
them fit-for-purpose considering risks of digitally enabled banks and the different regulatory regimes in which our 
businesses operate as well as integration of specialist operational risks and functions (fulfilling the umbrella function role). 
Emphasis was placed on dynamic and rapidly evolving subcategories of operational risk relating to IT, digital, execution, 
people, data, third parties and financial-crime risks.  

Focus for 2020 

 Looking forward, the exposure to operational risk will continue to increase, mainly due to the heightened geopolitical 
global and local risks, the unprecedented level of change in Nedbank, far reaching consequences of the Covid-19 
pandemic, adverse macroeconomic environments, social and technological shifts, coupled with a plethora of new and 
amended regulatory requirements. These factors will give rise to a new age of operational risk, which informed our 
prioritisation of ten top operational risks for 2020. Despite this volatile, uncertain, complex and ambiguous operating 
environment, we will strive to achieve worldclass risk management through effective risk management and optimisation 
of its risk profile, incorporating a strategic, commercial and value-add emphasis. 

 The operational risk appetite utilisation is anticipated to increase given the Covid-19 pandemic due to the resultant 
impact on people, processes and technology. These effects may manifest through loss of staff productivity, execution 
errors given the pressurised working environment, system downtime, cyberrisks arising from a distributed workforce or 
dependence on third party IT services and the unfavourable external environment (potential increase in online fraud).  

 Nedbank has a Pandemic Plan which forms part of the BCM programme. The plan is an adaptive framework which is 
updated regularly to address a broad range of pandemics. The plan outlines the procedures to be followed in preparing 
for and responding to an outbreak/spread such as Covid-19 in Nedbank, and to mitigate the effect that this pandemic 
may have on the ability of Nedbank to deliver services to its clients and safeguard its employees and communities in 
which it operates. 

 The group continues to build our capacity to be forward-looking and predictive in managing operational risk and 
demonstrate value-add from continuing investment in Operational Risk Management. 

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people, systems, or from an external 
event. Operational risk is generated in all business and support areas and is inherent to all products, activities, processes and 
systems. 

Our operational risk is managed through existing frameworks and processes that are evaluated and enhanced to ensure 
that the risks associated with the group’s activities are appropriately managed and are in line with regulatory developments 
and emerging best-practice. The group is committed to adopting sound management practices and identifying and 
managing operational risk within acceptable levels to protect and promote a sustainable business.  

Operational risk is well managed across the group and we operated within all major approved operational risk appetite 
limits. 
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TOP AND EMERGING OPERATIONAL RISK THEMES 
We remain focused on the top operational risks identified, both within the group and internationally. The top 10 operational 
risks themes below are informed by the group’s top 12 risks and the response thereof, as well as global, regional and local 
trends. Emphasis is placed on actively managing these risks and enhancing the control environment. 

People and talent risk Organisational resilience 
 The risks associated with inadequacies in human capital and the 

management of human resources, policies and processes, 
resulting in an inability to attract, manage, motivate, develop or 
retain competent resources, with an associated negative impact 
on the achievement of group strategic objectives. 

 The ability of Nedbank to achieve resilience across people, 
process, systems, facilities and supply chain, and to anticipate, 
prepare for, respond and adapt to incremental change and 
sudden disruptions in order to survive and prosper. 

IT/digital risk Cyberrisk 

 Risks associated with running the bank’s IT operations and 
transforming (more digital enabling) the bank’s IT environment. 

 These include, risks relating to IT infrastructure failure, third-party 
dependency (Fintechs) including cloud service providers, loss of 
communication as well as the decommissioning, or replacement of 
legacy and outdated systems in the IT environment. 

 The risk of loss or theft of information, data and money, or loss 
of accessibility of service. 

Execution risk Financial-crime risk 

 The risk of loss due to failure in processing transactions or 
managing processes. 

 Execution risk is expected as Nedbank runs complex operations 
to ensure the group remains relevant and is continuously adapting 
to the environment in which it operates. 

 The risk of reputational damage, business disruption and/or 
financial loss to Nedbank or its clients as a result of criminal 
activity. 

Conduct and culture risk Regulatory risk 

 All risks, including financial or reputational loss, arising from the 
inappropriate behaviour or culture or poor judgement of the 
group or its employees in the execution of business activities or 
strategy, which may result in poor or unfair outcomes to the 
detriment of our clients, stakeholders and the markets. 

 The risk arising from regulatory change due to the dynamic 
nature, varied interpretation and manner of implementation of 
regulations. 

Third-party/vendor/outsourcing risk Model risk 

 The risk arising from the use of a service provider to perform a 
business activity, service, function or process that could be 
undertaken by the bank. 

 Third parties include all entities that have entered a business 
relationship with the bank. 

 The risk that adverse consequences can arise from the 
decisions made using models that are deficient, misunderstood 
or misused. 

Our top operational risks and losses remained within the approved risk appetite limits. 

The operational risk governance structure, supported by the lines-of-defence model, forms an integral part of the 
Operational Risk Management Framework (ORMF). Group Operational Risk is the central operational risk function for 
Nedbank, independent from business line management, and forms part of the second LoD reporting directly to the CRO. The 
primary executive and board level committees overseeing operational risk are the GORC and GRCMC respectively. 

Managing operational risk is key in all Nedbank’s activities and is implemented through our ORMF. The ORMF supports the 
identification, assessment, management, monitoring and reporting of material operational risks. We continue to manage, 
implement and enhance the ORMF and its subpolicies and frameworks. The annual review of the ORMF ensures all policies, 
processes, methodologies and standards align with current local and international best-practice. Amendments to the ORMF 
are approved by the GORC and are ratified by the board’s GRCMC. 

Operational risk governance 

FIRST AND SECOND  LoD

E
X

E
C

U
T

IV
E

 
C

O
M

M
IT

T
E

E
S

B
O

A
R

D
 

C
O

M
M

IT
T

E
E

S
C

L
U

S
T

E
R

 L
E

V
E

L

NEDBANK BOARD OF DIRECTORS

Group Risk and Capital Management Committee

Group Executive Committee

Group Operational Risk Committee Financial Crime Committee

Independent validationInternal Model Committee (IMC)

Group Internal AuditGroup Operational RiskCluster Operational Risk Management 
Client-facing clusters

Non-client-facing clusters

SECOND  LoD THIRD  LoD



OPERATIONAL RISK
 

 NEDBANK GROUP LIMITED AND NEDBANK LIMITED – PILLAR 3 DECEMBER 2019 114
 

OPERATIONAL RISK MEASUREMENT, PROCESSES AND REPORTING SYSTEMS 
The primary operational risk measurement processes in the group include tracking of key risk indicators (KRIs), risk and 
control self-assessments (RCSAs), monitoring of business environment and internal control factors (BEICFs), collection and 
governance processes of internal loss data (ILD), consideration of external loss data (ELD), scenario analysis and capital 
calculation. Operational risk quantitative and qualitative tools (as illustrated below) are combined into a comprehensive 
methodology to measure and manage operational risk at Nedbank. 

Operational risk tools 
Nedbank uses an integrated Operational Risk Management (ORM) system that enables the assessment and management 
of operational risk and provides a holistic view of the group’s operational risk profile. Operational risk is managed using the 
following tools: 

 
Key risk indicators (KRIs) Risk and control self-assessments 

(RCSAs) 

Business environment and 

internal control 

factors (BEICFs) 

Qualitative  

 

 KRIs are metrics that provide 
insight into trends in exposures to 
key operational risks. 

 They are often paired with 
escalation triggers that provide 
warning when indicators are 
approaching or exceeding 
threshold and prompt mitigation 
planning. 

 

 The main objective of the RCSA process 
is to enable business and risk managers 
to proactively identify, assess and 
monitor key risks within defined risk 
tolerance and appetite levels. 

 The group considers BEICFs as 
part of the RCSA process.  

 Consideration of BEICFs enables 
the group to regard any 
changes in the external and 
internal business environment, 
determine inherent risks as a 
result of any changes in the 
business environment and 
design appropriate controls. 

 Internal loss data (ILD) External loss data (ELD) Scenario analysis 

Quantitative  

 The collection and tracking process 
of ILD is retrospective and enables 
monitoring of trends and analysis of 
the root cause of loss events.  

 Boundary events are losses that 
manifest in other risk types, such as 
credit or market risk, but have 
relevance to operational risk 
because they emanate from 
operational breakdowns or failures.  
» Material credit risk events caused 

by operational failures in the 
credit processes are flagged 
separately in the ILD collection 
system. The holding of capital 
related to these events remains in 
credit risk but are included in the 
ORMF to assist with the 
monitoring, reporting and 
managing of control weaknesses 
and causal factors within the 
credit process. 

» Material market risk events 
caused by operational failures in 
the market risk processes are 
also flagged separately in the ILD 
collection system. The capital 
holding thereof is included in the 
operational risk capital. 

 ELD is used to incorporate infrequent, 
relevant and potentially severe 
operational risk exposures in the 
measurement model. The effects of ELD 
are indirectly incorporated in the 
operational risk capital calculation model 
through the scenario analysis process. 
ELD is used to benchmark the internal 
diversification matrix. 

 Nedbank is a member of and actively 
participates in international consortiums 
such as the Operational Riskdata 
eXchange (ORX) Association that 
accumulates data submitted quarterly 
by each of the member banks. ORX 
Global consortium members consist of 
more than 100 leading international 
banks including the five largest local 
banks (ABSA, Standard Bank, FirstRand, 
Investec and Nedbank) and insurance 
companies. The group also subscribes to 
the SAS Global Database, which contains 
data sourced within the public domain 
and media. 

 Operational risk scenario 
analysis serves as the primary 
input for operational risk loss 
exposure estimates and is one 
of the data sources for 
operational risk modelling and 
measurement. Scenario analysis 
uses expert judgement to 
estimate the operational risk 
exposure of the group and 
focuses on operational risks that 
may impact the solvency of the 
bank. Nedbank uses a set of 
anonymous operational risk 
scenarios from ORX to identify 
trends and benchmark with 
international peers. 

Capital modelling and capital allocation 
Nedbank calculates its operational risk regulatory capital requirements using partial and hybrid AMA, with diversification, 
which has been in effect since 2010. Most of the group (90%) applies the AMA and the remainder (including operations in NAR) 
applies TSA.  

Under the AMA, Nedbank has approval to use an internal model to determine risk-based operational risk capital 
requirements for all BUs using AMA. ILD and operational risk scenarios represent the main direct input into the model. The 
outputs of the other data elements, namely ELD and BEICFs, inform the scenarios. EL and insurance offsets are not used to 
reduce the regulatory operational risk capital. 
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The model generates a regulatory capital requirement, which is determined at a 99,9% confidence level. The final capital is 
then calculated by including updates for TSA entities and meeting the PA minimum requirements relating to the prescribed 
AMA capital floor currently at 75%. 

Operational risk capital is allocated on a risk-sensitive basis to clusters in the form of economic capital charges, providing an 
incentive to improve controls and to manage these risks within established operational risk appetite levels. 

The AMA model was reviewed by the regulator, who granted permission for the implementation of enhancements that 
include the latest techniques and technologies for operational-risk modelling. The second-generation AMA model was fully 
implemented in 2018.  

The model and outputs undergo a robust annual validation exercise by an independent model validation unit. Any issues 
identified are reported, tracked and addressed in accordance with Nedbank’s risk governance processes.  

Operational risk appetite 
Nedbank has a board-approved operational RAS that is aligned with the group’s RAF. The operational risk appetite combines 
both quantitative metrics and qualitative judgement to encapsulate financial and non-financial aspects of operational risk. 
The operational RAS makes explicit reference to key operational risks. Operational risk appetite is set at a group and cluster 
level, enabling the group and clusters to measure and monitor operational risk profiles against approved risk appetite limits.  

Insurance obtained to mitigate the bank’s exposure to operational risk 
Nedbank’s insurance programmes are structured to drive a high standard of risk management within the group. The group’s 
insurable operational risk is not simply transferred to third-party insurers, but a significant interest in the financial impact of 
losses for certain classes of insurance is retained in the group captive insurance company, namely Nedbank Group Insurance 
Company Limited (NGICL). As a result of the group’s comprehensive self-insurance strategy, the group is always cognisant 
of the fact that it must mitigate insurance risk as far as possible to protect the reserves of NGICL. The group structures the 
insurance programmes in conjunction with underwriters, who ultimately bear the catastrophic, unpredictable, large events. 
The group manages the predictable, higher-frequency, lower-severity losses through NGICL. The NGICL retention structure 
has been instrumental in controlling pay-away premiums and has assisted the group in adverse insurance market conditions 
where insurance rates hardened. Recent years reflect effective control in premium spend against insurance VaR. The group 
renewed its insurance policies effective 1 June 2019 as terms expired, retaining the same retention structure as per expiry 
through NGICL, notwithstanding continued toughened insurance market conditions. 

As banking is an essential service during the period of lockdown, the ability for Nedbank to access cover for loss arising from 
business interruption linked to Covid-19 is limited. Albeit, Nedbank has general liability and Directors and Officers cover in 
place to assist with regards to claims brought by aggrieved third parties arising from Covid-19. 

MANAGING SUBCOMPONENTS OF OPERATIONAL RISK 
Specialist functions, policies, processes and standards have been established and integrated into the main ORMF and 
governance processes as described under the following sections.  

Cyberrisk 
Cyberrisk is actively managed through the board-approved Cyberresilience Programme. Specific cyber-related focus areas 
are identified and agreed on annually. The bank periodically performs cyberrisk assessments and has adopted the Federal 
Financial Institutions Examination Council (FFIEC) Cyber Maturity Framework for this purpose. This self-assessment is 
augmented through various independent assessments including red-team testing, attack path mappings and external 
benchmarks. Any known or newly identified gaps are incorporated and prioritised in the Cyberresilience Programme. 
Nedbank has established an internal Computer Security Incident Response Team (CSIRT) as well as a Cyber Crisis 
Management Team (CCMT) to effectively respond to cyber incidents and cybercrime. Nedbank has a due-diligence process 
in place for third parties that includes a risk assessment, integrity checks, contracts with the required cyber and privacy 
clauses, as well as obtaining assurance that the controls are implemented on a risk-based approach. We apply a variety of 
strong technical controls such as patching of systems against vulnerabilities, network security controls, perimeter controls, 
password management controls and software development controls. A cyber scenario is in place for Pillar I regulatory 
capital calculations. 

Organisational resilience 
Organisational resilience in Nedbank ensures the group business activities remain sound in emergencies and disasters. A 
centralised organisational resilience function provides overall guidance and direction, monitors compliance with regulatory 
and leading practice requirements and facilitates regular review of organisational resilience practices. 

Independent reporting and assurance of Business Continuity Plan (BCP) activities are also provided and a focus on identifying 
critical processes and dependencies across the group facilitates cost-effective BCP strategies.  

All recovery testing relating to the Payments Association of SA (PASA) is carried out with the quarterly disaster recovery 
tests at the group's disaster recovery site. In total, 16 disaster recovery tests, including Gauteng, NAR, and Western Cape 
were conducted during 2019. The disaster recovery test held during this reporting period was audited by GIA and the test 
was successful. A total of 106 resumption site tests were performed as at 31 December 2019 across the three sites with a 
96% success rate. 
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Legal risk 
The group conducts its activities in conformity with the business, contractual and regulatory requirements applicable in each 
of the jurisdictions in which the group conducts its business. Failure to meet these requirements may result in unenforceable 
contracts, litigation, fines, penalties or claims for damages or other adverse consequences.  

The Legal Risk Policy is in place to ensure that sound operational risk governance practices are adopted in respect of legal 
risk. The policy addresses key legal risk types such as incorrect legal advice in respect of legal risk; significant new or 
amended laws; inappropriate selection and use of external lawyers; legal documentation used in transactions that is not 
enforceable as intended or may be enforced against the group in an adverse way; inadequately managed litigation involving 
the group as either claimant or defendant; insufficient protection of the group’s intellectual property; the breach of 
competition laws and reputational risk.  

Nedbank has a decentralised legal risk model with central coordination. Group Legal performs the legal work for all central 
functions and deals with all of the group’s corporate actions, intellectual property groupwide and litigation against the group 
and group entities. 

Commercial and violent-crime risk management 
Nedbank largely follows a centralised approach to commercial and violent-crime risk management. Because Nedbank 
adheres to the principles of the Basel regulatory framework, commercial and violent-crime are classified as operational risk 
and particularly as fraud risk (corruption as internal fraud and violent-crime as external fraud) and losses related to these 
risks are also reflected as operational losses. 

The strategy for commercial and violent-crime risk management is underpinned by the legislative and regulatory framework 
within which Nedbank must operate, appropriate policies and risk appetite statements. Nedbank’s compliance with the 
requirements of the UK Bribery Act 2010 is managed through a separate corruption risk programme. 

Nedbank has a zero tolerance for crime in which it features as the perpetrator or instrumentality, while the extent to which 
it is the victim of crime is determined by the risk appetite within the relevant business areas in respect of systems, processes 
and products. However, organisations are inevitably always exposed to fraud and zero tolerance, therefore, it implies that 
Nedbank will take all reasonable steps to eradicate fraud and to manage the consequence thereof when it occurs. 

Processes, procedures and controls are put in place to deter, detect and respond to commercial and violent-crime incidents 
committed by internal and external parties. These components form the basis of Nedbank’s commercial and violent-crime 
risk management programme. 

Prevention initiatives include awareness and training programmes for both employees and clients, pre-employment 
screening, listings of employees that have been found guilty of dishonesty on the register for employees dismissed for 
dishonesty (RED), managed by BASA and risk assessments and process reviews, which include conformance testing to 
security protocols in branches and campus sites. 

Nedbank has an ongoing training and awareness programme that includes a focus on the requirements of the UK Bribery 
Act, as well as the risk of corruption in general, fraud and security (with specific focus on adherence to process in case of 
robberies) awareness. This entails electronic online learning, presentations and workshop sessions. 

During 2019 a total of 2 667 Nedbank employees underwent face-to-face fraud and corruption risk training and 413 branches 
received training on security related procedures. In addition, 362 organisations in the Nedbank client base received facilitated 
fraud awareness training. Pre-employment screening of employees is completed in accordance with Nedbank’s recruitment 
policy, with an increasing degree of due diligence dependent on the seniority or risk exposure of the position.  

All new and existing suppliers are requested to complete a corruption risk assessment questionnaire, either when they are 
onboarded or when their existing contract is renewed. The aim of the questionnaire is to identify potential associated persons, 
as defined in the UK Bribery Act 2010. Once identified, the supplier is risk-rated, and an appropriate level of due diligence 
conducted. In terms of third-party risk management, a process is in place for ongoing and risk-based third-party due 
diligence. The process is aimed at ensuring that all third parties continue to comply with relevant regulations, protect 
confidential information, have a satisfactory performance history and record of integrity and business ethics, and mitigate 
operational risks.  

Fraud risk assessments are performed on a selection of products, processes and systems to identify weaknesses and 
enhance controls to prevent exploitation of these weaknesses. Annual corruption risk assessments conducted in terms of the 
UK Bribery Act 2010 are integrated into the RCSA process. The purpose of these reviews is to identify areas of concerns, 
make recommendations on how to mitigate the identified risks and track management action to implement controls to 
address the risks. 

The physical security policy requires that regular risk assessments are conducted to ensure effective control measures are 
implemented that reduce identified risks (including the risk of robberies) to an acceptable level. These assessments are done 
on all ATMs, branches, regional offices and campus sites. 

RBB houses several product-related proactive teams who provide proactive verification services, focusing on the veracity 
of information contained in the applications and authenticity of documentation supplied in support of the various applications 
in an endeavour to detect and prevent fraud. 
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Nedbank recognises fraud detection as an important component of its first LoD to counter fraud perpetrated against 
Nedbank and its clients. In its manual guise, fraud detection has existed in Nedbank for several decades, predominantly in the 
guise of control reports and verification of new applications. The two primary areas from which automated fraud detection 
is managed are in the Card, Payment and Transactional Fraud area within RBB and in the Financial Crime, Forensics and 
Security Division within Group Risk.  

Detection is a costly exercise and not always technically feasible for all types of fraud. Nedbank, therefore, must be selective 
about the types of fraud in respect of which automated detection is to be conducted and a risk-based approach is followed 
to establish in which areas resources are to be focused on. The combined magnitude of probability and materiality (both 
tangible and intangible, ie financial and reputation, respectively) of the fraud determine priorities. 

The group sees the prevention of card and online banking fraud and related losses as a priority and maintains a state-of-
the-art real-time fraud detection system that has minimised fraud losses. The only way in which Nedbank can counter the 
innovation of fraudsters is through its own innovation in the field of detection.  

Although not primarily a detection tool, various reporting channels are available to employees, vendors, service providers 
and clients. Actual or suspected security, fraud, corruption and other dishonesty-related incidents can be reported at any 
time through an internal Nedbank Group Risk Reporting Line which is managed by the Group Financial Crime, Forensics and 
Security (GFCFS) division within Group Risk. Anonymous reporting of such suspicions is facilitated by an external, 
independently managed, whistleblowing hotline. This hotline is available to employees and clients in SA, as well as African 
subsidiaries in Namibia, Swaziland, Lesotho and Zimbabwe. The service is promoted to both staffmembers and external 
parties, such as service providers. 

Nedbank has a proactive team responsible for the early detection of fraud and fraud attempts. The team consists of 
specialist analysts who utilise data mining software for the proactive detection of red flags of potential fraud, duplicate 
payments to vendors and other irregularities that are normally hidden in large data sources. A dedicated organised crime 
team similarly has a strong detective focus.  

Response includes investigations and recovery of losses that are conducted both centrally and in specific businesses by 
dedicated investigators. In line with the bank’s zero-tolerance approach to fraud and corruption, disciplinary and criminal 
proceedings are instituted in all cases where the evidence dictates that this must be done. In 2019, 134 staffmembers were 
dismissed for dishonesty-related offences. 

Nedbank continues to participate in industry initiatives with other financial institutions and law enforcement agencies to 
ensure that the perpetrators of financial-crime activities are identified, caught and brought to book. In compliance with S34 
of the Prevention and Combatting of Corrupt Activities Act 2004, 1 085 reports related to suspected fraud and corruption, 
where the value was more than R100 000, were made to the South African Police Services.  

The recently acquired ability to open and close branches remotely reduces the risk to employees, should there be a violent-
crime incident at a branch. 

Fraud risk related to digitisation  
Nedbank has introduced various measures to mitigate the risk of cybercrime. New products and changes to existing 
products, as well as new threats, form the basis for cybercrime-related risk assessments conducted by its GFCFS Division. 
Involvement during the development of new products through the DFL initiatives in the group ensures early identification and 
addressing of potential fraud risk, products, distribution channels and systems are developed in a way to facilitate 
subsequent fraud detection. 

Given the growing importance of fraud committed through electronic means, Nedbank also maintains a cybercrime capacity. 
This capacity consists of an investigative component, with the ability to image and analyse the contents of computer hard 
drives and cellphones in a forensically sound manner, and a research laboratory for continued expansion of this capacity and 
the ability to identify future threats.  

Regulatory risk 
Regulatory risk has become increasingly significant given the heightened regulatory environment in which financial 
institutions in SA operate. Financial institutions are required to comply with approximately 110 statutes, as well as the relevant 
applicable subordinate measures. In addition, financial institutions must stay abreast with all new regulatory instruments that 
are published throughout the year. New requirements are analysed through a formalised process to determine the 
applicability and impact to the business. This process ensures that Nedbank effectively participates in the regulatory 
consultation processes and proactively addresses any impact. We remain committed to the highest regulatory and 
compliance standards, particularly in light of the increasing complexity of laws and regulations under which it operates. 

A robust Compliance Risk Management Framework (CRMF) exists, which is approved by the Directors’ Affairs Committee. 
The CRMF includes a risk-based compliance management process, which is in alignment with compliance industry best-
practice. The process entails the identification, measurement, management, monitoring and reporting of compliance risk to 
the relevant governance structures. Continuous risk-based compliance monitoring is conducted in accordance with a 
monitoring plan, which is approved by the Directors’ Affairs Committee. The business is further supported through the 
provision of compliance advisory services, training and other initiatives in support of a strong compliance culture. 
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Regulatory 

risk theme Description Mitigating actions 

Market 

conduct  

 

 

 

 

 

 

 

 

Pursuant to the Financial Sector Regulation Act 
coming into effect in April 2018, SA’s new Financial 
Sector Conduct Authority (FSCA) has issued a 
number of draft regulatory instruments that seek 
to regulate the conduct of financial institutions in 
the South African market. These include the 
Conduct of Financial Institutions Bill (COFI) and the 
draft Conduct Standards for Banks (Conduct 
Standards), which are currently undergoing 
redrafting pursuant to extensive public 
consultation processes, which included Nedbank 
providing substantive input into both.  

Nedbank proactively developed a Market Conduct Culture 
Programme (MCCP), based on, among others, a market conduct 
gap analysis that was undertaken by one of Nedbank’s external 
service providers, international best-practice and current 
regulatory requirements that contain market requirements, to 
prepare the organisation for market conduct requirements 
including the enforcement of COFI and the Conduct Standards. 
Nedbank has progressed well with its implementation of the MCCP. 
Nedbank anticipates that the Conduct Standards will be effective 
during the course of 2020. There is a Market Conduct onsite by the 
FSCA that has been scheduled for April 2020, in order to assess 
industry readiness for promulgation of COFI and the Conduct 
Standards. 

Consumer 

Protection and 

the Retail 

Distribution 

Review (RDR) 

 

The Financial Services Board (FSB) was 
transformed into the FSCA, a dedicated market 
conduct regulator for the SA financial services 
sector, with effect from 1 April 2018. This marks the 
formal implementation of the Twin Peaks Model 
with the PA also in place. 

The FSCA is continuing to rollout the RDR reforms, 
underpinned by its statutory mandate to promote 
the fair treatment of financial clients by financial 
institutions.  

Similarly to the FSB, the FSCA will continue to 
implement the RDR proposals in a phased manner, 
aligning the development of regulatory 
instruments to broader legislative and regulatory 
developments giving effect to the Twin Peaks 
model of financial sector regulation. The RDR 
proposals will therefore be implemented using an 
appropriate combination of instruments under 
existing financial sector laws and standards under 
the FSRA, Insurance Act and the planned future 
CoFI Act.  

 

Financial Sector Conduct Authority (FSCA) 
After the formation of the regulator, there has been heightened 
scrutiny of the financial services industry from a conduct risk 
perspective. The focus has been on the fair treatment of clients and 
the way financial institutions achieve this through their existing 
control environments.  

Furthermore, the legal framework for the regulation of the conduct 
of financial services industry is in the process of being finalised. The 
FSCA has since released the Draft Conduct Standards for Banks, 
which has been submitted to Parliament in February 2020 and the 
Conduct of Financial Institutions Bill (COFI), which has been 
circulated for commentary, and a revised draft is envisioned to be 
released for further consultation around Q2 2020.  

Nedbank has proactively defined several guiding principles and 
specific market conduct standards. Delivery structures have also 
been formed to meet market conduct requirements and Nedbank 
is driving effective and consistent behaviours across the 
organisation that enhance our client-focused culture, evolving our 
people practices, ensuring we always deliver 'good conduct', and 
promoting consumerism throughout the organisation. 

Market Conduct and Culture Programme (MCCP) 
The MCCP is based on international best-practice standards. It 
enables the bank to identify and mitigate the risk of client 
detriment through the execution of financial services that deliver 
fair outcomes for clients. This is driven by Nedbank’s interactions 
with clients, as well as Nedbank product and service design. 

MCCP has made significant progress, with the clusters focused on 
the execution of prioritised milestones that include the delivery of 
change management initiatives to drive the required culture 
change in our employees. 

Retail Distribution Review 

The FSCA has published the revised RDR proposals for industry 
consultation on 13 December 2019 and which proposals cover: 
 advisor categorisation; 
 equivalence of reward;  
 intermediary activity; 
 investment matters; and  
 dispensation for saving and investment products for the low-

income market (RDR Proposal TT). 

We are mindful that should these proposals be implemented 
through changes to existing laws it will impact our market conduct 
programme deliverables, as well as our operating models. We are 
closely monitoring the current developments and submission of 
comments will be provided to regulatory associations including 
BASA and The Association for Savings and Investment SA for 
onward submission to the FSCA by due dates.  
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Regulatory 

risk theme Description Mitigating actions 

AML, CFT and 

sanctions risk 

management 

 

The group has a framework in which AML, CFT and 
sanctions risks are managed through adequate 
policies, principles, methodologies, processes, 
systems and training to ensure statutory duties 
and regulatory obligations or, in their absence, 
agreed standards are met. 

 

AML, CFT and sanctions resources continue to be bolstered across 
the group to monitor and enhance controls, with support across the 
ERMF and specific focus at board level.  

Coordinated assurance continues to be conducted for SA and NAR 
with management actions implemented to close identified gaps, 
where relevant. 

The PA commenced with their AML/CFT onsite inspection on 
27 May 2019, with the closing presentation held on 17 March 2020 
via teleconference. The draft findings report is awaited. 

Nedbank has implemented FICAA through the deployment of 
tactical workarounds/interim solutions where the strategic 
solutions were not available/ready to meet the PA’s 
implementation date of 2 April 2019. Delivery of strategic FICAA 
compliance requirements are being managed through dynamic 
programme management and governed by an AML, CFT and 
Sanctions Programme Executive Steering Committee.  

Protection of 

Personal 

Information 

Act (POPIA) 

 

POPIA was signed into law on 26 November 2013. 
The implementation of the act will provide 
consumers with increased confidence in the way in 
which organisations in SA process personal 
information.  

Compliance with POPIA not only instils trust in 
consumers, but also drives an improvement of 
investor relations.  

The Information Regulator has asked the President 
of SA to declare that the remaining provisions of 
the Protection of Personal Information Act (POPIA) 
commence on 1 April 2020. Nedbank will have one 
year to demonstrate compliance with POPIA. 

The Information Regulator issued a Guidance Note 
on providing for the processing of personal 
information without consent when related to the 
Covid-19 Pandemic, provided all other provisions 
are still met. 

Nedbank is aligned with international developments and will strive 
to align with prescribed privacy best-practices. 

Ongoing awareness training as well as quarterly privacy metric 
reporting further demonstrates that the compliance obligations 
are being met.  

The POPIA was modelled on the UK Data Protection Act, from 
which the GDPR has been derived. For this reason, there is a 
significant overlap between the principles of the POPIA and the 
GDPR. All deliverables from the privacy programme already cater 
for the GDPR-equivalent requirements. Those that are not covered 
are being addressed separately through a GDPR working 
committee. 

The Information Privacy Office distributed the guidance on Covid-
19 to all the impacted areas. 

 

Basel III 

 

In December 2017 the BCBS published Basel III: 
Finalising postcrisis reforms. This sets out the 
committee’s finalisation of the Basel III framework, 
which is the central element to the committee’s 
response to the 2008 global financial crisis.  

The key objective of the finalised reforms is to 
reduce excessive variability in RWA and restore 
credibility in the calculation of RWA by: 
 enhancing robustness and risk sensitivity of 

TSAs for credit and operational risk; 
 constraining use of internally modelled 

approaches; and 
 complementing the risk-weighted capital ratio 

with a finalised leverage ratio and robust capital 
floor. 

In November 2019 the Prudential Authority issued 
Guidance Note 6 of 2019 which outlines proposed 
implementation dates for the various regulatory 
reforms forming the Basel III finalised reforms 
package. The salient aspects of the finalised 
reforms package include revised approaches for 
credit risk (IRB and TSA), operational risk, market 
risk and CVA risk as well as the revised exposure 
definition for the leverage ratio. These are due to 
be implemented from 1 January 2023. The 
Guidance Note currently proposes that the new 
output floor included in the finalised reforms 
package begin in 1 January 2022, however it is 
expected this will be changed to align to the 
abovementioned revised approaches. 

Nedbank will leverage off the IFRS 9 and Basel III implementations 
to elevate risk measurement and management to an even higher 
level and will continue to remain focused on changes to the National 
Credit Act (NCA) and any strategic implications.  

In response to Basel III, management continues to deliver, position 
and prepare the group optimally for these regulatory changes.  
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Regulatory 

risk theme Description Mitigating actions 

Risk data 

aggregation 

and risk 

reporting 

(RDARR) 

 

BCBS 239, Principles for effective Risk Data 
Aggregation and Risk reporting (RDARR), was 
issued in January 2013. The principles aim to 
strengthen banks’ risk management practices by 
improving their RDARR practices. It is anticipated 
that complying with the principles will improve the 
ability of banks to provide rapid and 
comprehensive risk data by legal entity and 
business line. This will ultimately enhance banks’ 
decisionmaking processes and improve their 
resolvability. This has been incorporated into local 
bank regulation through the PA directive 2/2015, 
which requires D-SIBs to comply with the principles 
from 1 January 2017. 

Nedbank opted for a strategic approach by not only focusing on 
compliance, but also on implementing a sustainable solution that 
will address the management of enterprise data. This gave rise to 
the Enterprise Data Programme (EDP), which consists of three 
streams, namely: 
 RDARR – focused on compliance with the BCBS 239 RDARR 

principles;  
 IT infrastructure – selection and implementation of appropriate 

hardware and software; 
 data management organisation (DMO) – establishment of the 

DMO and its related governance and data management 
capabilities. 

As at December 2019 the RDARR stream is fully compliant with the 
RDARR Principles for the material major risk types (ie Credit, 
Liquidity, IRRBB, Investment, Market and Operational). 

Ongoing embedment of the RDARR principles will be part of the 
bank’s business-as-usual operations, going forward. 

Foreign 

Account Tax 

Compliance 

Act (FATCA) 

and the 

Organisation 

for Economic 

Cooperation 

and 

Development’s 

Common 

Reporting 

Standards 

(CRS) 

FATCA and CRS require financial institutions to file 
annually both demographic and financial account 
information of all US persons (in terms of FATCA) 
and any other person that has foreign tax 
obligations or foreign tax residencies (in terms of 
CRS). For purposes of these requirements, 
Nedbank must perform reasonable due-diligence 
procedures on the self-certification provided by its 
clients at onboarding and when there is a change in 
circumstances.  

FATCA and CRS have been effective since July 
2014 and March 2016, respectively. 

The FATCA and CRS programme continues to make progress and 
receive focus. The implementation of the compliance requirements 
is managed by the Regulatory Change Programme Office and 
governed by a Project Steerco. 

Compliance risk is mitigated through the rules that have been built 
into Nedbank’s main onboarding system (Eclipse) and further 
complemented by manual processes and compensating controls, 
that have been implemented in the business units and that will 
continue to be used to deliver regulatory reporting requirements. 

In addition to the above, staff training and awareness are being 
rolled out, as well as a FATCA and CRS user manual and specific 
guidance documents to guide frontline staff.  

Occupational 

Health and 

Safety (OHS) 

Act and the 

Compensation 

for 

Occupational 

Injuries and 

Diseases 

(COID) Act. 

 

The OHS Act and its associated regulations ensure 
the health and safety of all persons on the 
premises of a business. 

The COID Act provide for compensation in case of 
disablement caused by occupational injuries and 
diseases sustained or contracted by employees 
during their employment, or death resulting from 
such injuries and diseases; and to provide for 
matters connected therewith.  

The focus is to ensure that the bank complies with the OHS Act, 85 
of 1993, and its regulations, as well as the Compensation for 
Occupational Injuries and Diseases Act, 130 of 1993, to ensure a 
safe and healthy environment for our employees and all 
stakeholders. 

All employees complete the compulsory OHS training, which 
includes reading and acknowledging the Nedbank Group OHS 
Policy and the Incident Reporting and Investigation Procedure. In 
addition, Nedbank has ongoing OHS awareness campaigns, 
including posters, leaflets, awareness events, presentations, 
roadshows and World Health and Safety Day commemoration.  

Emergency procedures are planned, documented, reviewed, 
practised and updated accordingly to ensure preparation for all 
types of emergencies. These procedural practice exercises 
(including external stakeholder involvement) take place at all our 
sites biannually.  

Nedbank provides ongoing training for OHS teams made up of 
section 16.2, section 8 appointees, fire marshals, first aiders, OHS 
reps and evacuators. A new OHS induction video has been 
developed to inform staff of safety procedures and regulations. 
Furthermore, a short video has also been developed for quick 
safety briefing prior to commencing with meetings especially 
where external parties are in attendance. 

Baseline OHS risk assessments and reassessments are conducted 
in branches and campus sites to determine OHS risk exposures and 
implement appropriate remedial and preventative measures to 
safeguard employees and other persons on Nedbank premises. In 
2019 OHS risk assessments have been completed at 400 branches 
(50 new baseline assessments and 350 reassessments) (2018: 
262). OHS risk assessments have been completed at 12 campus 
sites (7 new baseline assessments and 5 reassessments) (2018: 13). 
Remediation of the gaps identified is ongoing.  
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INSURANCE RISK  
Year under review  

 The continued presence of catastrophe risk was demonstrated through the April 2019 storms, where Nedgroup 
Insurance Company Limited incurred a large volume of property-related claims. Multiple large claims were also incurred 
for fire-related perils. In each case the reinsurance programme assisted in reducing the financial impact on Nedbank.  

 Work was undertaken to improve the understanding of Nedbank Insurance’s disability product experience, facilitating 
improved provisioning and pricing of this peril. 

 A repricing exercise commenced on Homeowners cover, the main product within Nedgroup Insurance Company Limited, 
to ensure appropriate pricing across the entire portfolio for the risk borne and to optimise the retention of clients with 
Nedbank Insurance. 

Focus for 2020 

 The priority will be continuous monitoring, further understanding and mitigating the multiple impacts of Covid-19 on the 
insurance business experience and operations, eg lapse and claim rates, claim settlement costs, etc. This includes 
reviewing guidance on additional mortality when this is published by the actuarial profession.   

 The impact of Covid-19 increases the expected claims especially for clients unable to earn an income and to a lesser 
extent for death. This risk is partly mitigated by existing reinsurance arrangements. Another consideration will be 
assessing the impact on lapses due to the deteriorating economic environment from Covid-19. 

 As a key risk mitigation tool, the optimisation of the reinsurance programme remains a focus. 

 Work will continue on repricing the Homeowners cover product and understanding the profitability of each of Nedbank 
Insurance’s product offerings, entering into repricing exercises, where it is deemed appropriate to do so. 

Insurance is based on the principle of pooling homogenous risks caused by low-probability events that cover, among other 
things, death, disability, retrenchment, property and vehicle damage. Insurance risk incorporates three principal risk 
components, namely:  
 underwriting risk, where the client is placed into the incorrect risk pool; 

 pricing risk, where the level of risk associated with a pool is mispriced; and 

 non-independence, where a single event results in claims from multiple clients. When many clients are affected 
simultaneously, this is known as a catastrophe event. 

Insurance risk also includes new business risk. 

Actuarial and statistical methodologies are used to price insurance risk (eg morbidity, mortality and retrenchment). 
Underwriters align clients with this pricing basis and respond to any anti-selection by placing clients in substandard-risk pools, 
pricing this risk with an additional risk premium, excluding certain claim events or causes, or excluding clients from entering 
pools at all. Reinsurance is used to reduce the financial impact of claims arising from insured events and is used to reduce the 
variability of claims and to protect against catastrophe events. The level of reinsurance used is determined by considering 
the risk appetite mandated by the board.  

Insurance risk predominantly arises in Nedbank Insurance, which is within the Wealth Cluster. 
 Nedgroup Life Assurance Company Limited (Nedgroup Life) offers credit life, risk and savings solutions. 

 Nedgroup Insurance Company Limited (NedIC) is a non-life insurer offering personal lines cover (building, motor and 
contents), legal expenses, credit guarantee, personal accident, hospital cashback and vehicle-related value-added 
products for the retail market. 

 Nedgroup Structured Life (NSL) offers fund, life and sinking-fund life policies. 

INSURANCE RISK STRATEGY, GOVERNANCE AND POLICY 
Insurance risk is included in the ERMF, which consists of formal risk policy documentation and effective governance structures. 
These structures encompass management oversight to achieve independent monitoring. The insurance risk policy for the 
group formalises and communicates an approach to managing insurance risk by adopting industrywide principles and 
standards. 

Although Nedbank Insurance is responsible and accountable for the management of all risks that emanate from insurance 
activities, underwriting risk is included in the group ERMF and rolls up into various other governance structures through its 
link into the Insurance Risk Framework. The framework seeks to ensure that risk characteristics are properly understood, 
incorporated and managed where insurance activities are undertaken. Internal and external actuaries at appropriate levels 
play an oversight role with respect to insurance activities, including reporting and monitoring procedures in respect of 
product design, pricing, valuation, reinsurance, asset liability monitoring, solvency and capital assessment, and regulatory 
reporting. 
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The approach taken by the businesses is to ensure strategic alignment of SAM by using risk management in the business 
decisionmaking framework and business planning processes through Own-Risk and Solvency Assessments, which are being 
embedded in the existing reporting structures.  

Risks associated with new or amended products in the insurance BUs fall under the group's formal product approval policy, 
which covers pricing and risk reviews by the respective heads of actuarial functions and approval at cluster executive and 
group executive level (where required). The risks are subsequently managed through the risk management framework 
outlined below. 

The board of Nedbank Insurance acknowledges responsibility for risk management within its business and mandate. 
Management is accountable to the board and the group for designing, implementing and integrating a risk management 
process. This allows for optimised risk-taking that is objective and transparent and ensures that the business prices risk 
appropriately, linking it to return and adequately addressing insurance underwriting risks in its day-to-day activities. 

Insurance risk is managed throughout the insurance management process in the following manner: 
 Monitoring the concentration of exposures and changes in the environment. 

 Performing profile analysis as it relates to the risk characteristics of the insured. 

 Monitoring key ratios to ensure that they are in line with expectations and to identify any potential areas of concern or any 
changes in claims patterns. 

 Regular monitoring of policy movements to identify possible changes to the pricing basis for lapses and withdrawals. 

 Regular review of premiums, taking into account both past and expected claims experience. 

 Monitoring the concentration of insurance risk, which includes the assessment of geographical spreads, the impact of 
catastrophe reinsurance, maximum losses per event and mitigations that include sufficient reassurance and reviewable 
pricing and exclusions. 

 Rigorous assessment procedures (including forensics intervention, where required) to ensure that only valid claims are paid. 

 Monitoring the effectiveness of reinsurance programmes by the board, various risk forums and external actuaries. 

 Monitoring key process and risk indicators in the actuarial control committees. 

 Seeking Nedbank Insurance Executive, with Head of Actuarial Control Function approval and escalation to the board as 
appropriate, for significant decisions, including the assessment of investment risk, evaluation of reinsurance partners, 
review of capital provision, credit appetite (as it relates to poor credit ratings of reinsurers and not within the risk appetite 
of insurance) and financial soundness. 

 The Nedbank Wealth Investment Committee monitoring underlying investment risk quarterly, as well as fund and asset 
management performance. Policyholder investment mandates are matched regularly. Exposure limits are agreed and 
approved by the boards of the companies before approval is sought from the Group Alco. 

 Following and applying modelling methodologies that are prescribed by the Actuarial Society of SA or, in the absence of 
such guidance, worldclass risk management principles. 

Insurance Risk Management Framework 

Strategy, 

performance 
and risk 

management

Oversight, 
monitoring 

and advisory

Business unit 
board

Business
/cluster

Group Risk

Risk universe
Insurance risk 

(including non-banking risks) 

Executive

Group Risk Management

Actuarial Control 
Committee

Group Internal Audit

Head of Actuarial Control
THIRD LoD

Subrisks
Reserving 

risk

Underwriting 

(or pricing) risk
Mortality 

risk

Retrenchment 

risk
Claims risk 

(short-term)

FIRST LoD

SECOND LoD

Insurance Board of Directors Risk Audit and Compliance Committee

Nedbank Board of Directors

Catastrophe 

risk

Nedbank Group Executive Committee

Wealth and Insurance 
Executive 

Committee

Insurance and Wealth 
Enterprisewide Risk Committee

Product 
Development

Committee

Adhoc Resolutions 
Forum

Nedbank 
Insurance

Control 
functions

Insurance compliance 
team

Wealth Investment 
Committee

Group EGC

• Independent regulatory compliance risk monitoring within the
group.

• Ensure implementation of governance and compliance
framework within the group.

Provides an independent objective assurance on the effectiveness of risk management and controls in the life insurance businesses.

Group board Nedbank Group Risk and Capital Management Committee

Morbidity 

risk
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SOLVENCY II AND SAM  
The PA has introduced a revised prudential regime for insurance, the SAM regime, to ensure that regulation of the SA 
insurance sector remains in line with international best-practice. Implementation of the SAM regime formally commenced on 1 
July 2018 and the requirements are already a core part of BaU processes and reporting. The approach taken by the 
businesses is to ensure strategic alignment with the SAM requirements by using risk management in the business 
decisionmaking framework and business planning processes through Own-Risk and Solvency Assessments (ORSA), which 
are being embedded in the existing reporting structures. SAM is also an integral component of the insurance companies’ 
strategy, business planning and day-to-day business operations and decisions. Nedbank Insurance will continue to invest 
further time and effort to ensure SAM processes are appropriately streamlined and automated by optimising various 
governance committees and policies to cater for the new requirements in the existing BUs and oversight functions.  

The Insurance Act 18 of 2017 and Governance and Operational Standards for Insurers (GOIs) came into effect in July 2018. It 
sets out insurer requirements for risk management and governance (Pillar 2). As the act and GOIs had an immediate effect, 
insurers were given an opportunity to raise any issues of non-compliance and present the regulator with a scheme of 
compliance. Nedbank Insurance submitted its scheme of compliance and was provided with an exemption to comply with the 
GOIs until end of June 2019. Through the Strategic Projects team, a standalone project was run to implement the regulatory 
requirements, which included ensuring that the requisite governance structure was in place and that the risk management 
system is embedded. 

The requirements of the GOIs pertaining to the governance and risk management structure, which include the establishment 
and review of policies and the implementation of a governance framework, were met by the June 2019 deadline. The last 
step was the approval of the policies and framework by the Nedbank Insurance Board. 

INSURANCE RISK IN NEDBANK 
As discussed above, insurance risk arises in the Nedbank Wealth Cluster and is assumed by Nedgroup Life, NSL and NedIC. 

Wealth also provides banking and asset management services and is considered a capital and liquidity 'light' business that 
generates high returns off a low-risk profile. Accordingly, it is considered a high-growth area in the group. Nedbank Insurance 
consumes only 2,2% (December 2018: 2,2%) of the group’s allocated capital requirement.  

The solvency ratios are reflected in the following table. Figures shown reflect the new SAM regulatory regime. 

SOLVENCY RATIOS 

Entity 

Regulatory

minimum

Management 

target1 2019 2018

Long-term insurance (Nedgroup Life) 1,0 > 1,5 2,6 2,4

Long-term insurance (NSL) 1,0 > 1,5 1,8 2,3

Non-life insurance (NedIC) 1,0 > 1,5 2,6 2,9
1 Management target is based on the greater of regulatory and economic capital. 

The following points explain the movements in the solvency ratios from 31 December 2018 to 31 December 2019 for each 
entity: 
 The Nedgroup Life solvency ratio increased from 2,4 to 2,6. There was an increase in own funds (OF) from R2 531m (2018) 

to R3 118m (2019), due primarily to an increase in retained earnings from larger profits accruing relative to dividends paid 
over the period and a reduction in the future commission included in the best estimate liability (BEL) calculations after 
allowing for the Retail Distribution Review (RDR). In addition, there was an increase in the solvency capital requirement 
(SCR) from R1 072m (2018) to R1 194m (2019), driven by a large decrease in lapse risk in the life underwriting risk component 
due to the greater quantum of negative BEL to allow for the reduction in future commission under RDR. 

 The NSL solvency ratio decreased from 2,3 to 1,8. There was an increase in OF from R80m (2018) to R87m (2019) due to an 
increase in retained earnings over the period. However, there was also an increase in SCR from R35m (2018) to R48m (2019), 
driven by an increase in operational risk due to significantly higher assets under management and an increase in 
concentration risk in the market risk calculation. 

 The NedIC solvency ratio decreased from 2,9 to 2,6. There was an increase in OF from R765m (2018) to R862 (2019) due to 
an increase in retained earnings from larger profits accruing relative to dividends paid over the period. However, there was 
also an increase in SCR from R268m (2018) to R336 (2019), driven by increases in equity risk in the market risk calculation 
and premium and reserve risk in the non-life underwriting risk calculation as well as lower loss absorbing capacity of 
deferred taxes. 
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ANNEXURE A: ABBREVIATIONS 
Abbreviation Definition 

AFR Available financial resources  

AIRB Advanced Internal Ratings Based  

AJTP Activity-justified transfer pricing  

ALM Asset and liability management 

AMA Advanced Measurement Approach  

AML Anti-Money Laundering  

ARC Adhoc Rating Committee 

ASF Available stable funding 

AVA Additional valuation adjustments  

BASA Banking Association South Africa 

BaU Business as usual 

BCBS Basel Committee on Banking Supervision 

BCCC Brand, Client and Conduct Committee 

BCM Business Continuity Management  

BCP Business Continuity Planning  

BEICF Business environment and internal control factors 

BEL Best estimate liability  

BSM Balance Sheet Management 

BU Business unit(s) 

CA Coordinated Assurance  
CAR Capital adequacy ratio  

CBA Commonwealth Bank of Australia 

CCC Cluster Credit Committee 

CCF Credit Conversion Factor  

CCP Central clearing counterparty 

CCR Counterparty credit risk  

CE Chief Executive  

CEM Current Exposure Method 

CEO Chief Executive Officer 

CET1 Common-equity tier 1  

CFD Centralised Funding Desk 

CFO Chief Financial Officer   

CFT Combating the financing of terrorism 

CIA Chief Internal Auditor  

CIB Nedbank Corporate Investment Banking 

CIO Chief Information Officer  

CLR Credit loss ratio 

CMF Capital Management Framework 

CMVU Credit Model Validation Unit 
CODI Corporation for Deposit Insurance  

COE Cost of equity 

COFI Conduct of Financial Institutions Bill  

COID Compensation for Occupational Injuries and Diseases  

COO Chief Operating Officer 

CPM Credit Portfolio Model 

CREIF Capital requirements for equity investments in funds  

CRLG Climate Task Group and the Climate Risk Leadership Group  

CRM Credit risk mitigation  

CRMF Compliance Risk Management Framework  

CRO  Chief Risk Officer 
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Abbreviation Definition 

CRRMF Cyber Resilience Risk Management Framework  

CRS Common Reporting Standards 

CSIRT Computer Security Incident Response Team 
CVA Credit valuation adjustment  

DAC Directors Affairs Committee  

dEL Downturn expected loss 

DFL Digital Fast Lane  

Digi-RACE Digitisation of risk, audit and compliance across the enterprise 

DIS Deposit Insurance Scheme  

dLGD Downturn loss given default 

DLP Data Loss Protection 

DMO Data management organisation  

DR Disaster recovery  

D-SIB Domestic systemically important bank 

EAD Exposure at default  

EaR Earnings at risk 

ECA Export credit agencies  

ECAIs External credit assessment institutions  

ECL Expected Credit Loss  

EDP Enterprise Data Programme  

EITCO Executive Information Technology Committee
EL Expected loss/losses 

ELD External loss data  

EP Economic profit 

Erco Enterprisewide Risk Committee 

ERMF Enterprisewide Risk Management Framework 

ETI Ecobank Transnational Incorporated 

ETL Extreme tail loss  

EVE Economic value of equity  

EWI Early-warning indicators  

FATCA Foreign Account Tax Compliance Act  

FCC Financial Crime Committee  

FCTR Foreign currency translation reserves  

FFIEC Federal Financial Institutions Examination Council  

FICAA Financial Intelligence Centre Amendment Act 

FIRB Foundation Internal Ratings-based 

FLAC First loss after capital 

FRTB Fundament Review of the Trading Book  

FSB Financial Services Board  

FSCA Financial Sector Conduct Authority 

FSRA Financial Sector Regulation Act

FTP Funds transfer pricing  
FVOCI Fair value through other comprehensive income  

GAC Group Audit Committee  
GC Group Compliance  

GCC Group Credit Committee  

GCCO Group Chief Compliance Officer  

GCR Group Credit Risk  
GCRMF Group Credit Risk Management Framework  

GCRO Group Chief Risk Officer 

GDPR General Data Protection Regulation 

GFCFS Group Financial Crime, Forensics and Security 
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Abbreviation Definition 

GHOS Group of Central Bank Governors and Heads of Supervision   

GIA Group Internal Audit  

GITCO Group Information Technology Committee 

GMCA Group Marketing and Corporate Affairs 

GMR Group Market Risk  

GOI Gross operating income 

GOIs Governance and Operational Standards for Insurers 

GORC Group Operational Risk Committee 

GRA Group Risk Analytics 

GRCMC Group Risk and Capital Management Committee 

Greenhouse I Greenhouse Funding (RF) Limited 

Greenhouse III Greenhouse Funding III (RF) Limited 

Group Alco Group Alco and Executive Risk Management Committee 

Group Exco Group Executive Committee 

GRRC Group Reputational Risk Committee  

G-SIBs Global systemically important banks 

GSR Group Strategic Risk 

GT Group Technology  

GTSEC Group Transformation, Social and Ethics Committee 

HQLA High-quality liquid assets  

HRC High-Risk Committees  

HVCRE High-volatility commercial real estate  

IBOR Interbank lending rate  

ICAAP Internal Capital Adequacy Assessment Process  

IFRS International Financial Reporting Standards 

IIA Institute of Internal Auditors 

ILAAP Internal Liquidity Adequacy Assessment Process  

ILD internal loss data  

IMA Internal Model Approach  

IMM Internal Model Method 

IOM Nedbank Private Wealth  

IPO Information Privacy Office  

IPRE Income-producing real estate  

IRB Internal Ratings-based  

IRRBB Interest rate risk in the banking book 

ISDA International Swaps and Derivatives Association 

IT Information Technology  

JIBAR Johannesburg Interbank Average Rate  

JSE Johannesburg Stock Exchange Limited 

KICL Key Issues Control Log Report  

KRIs Key risk indicators  

KYC Know Your Client  

LAC Loss-absorbing capital  

LCR Liquidity coverage ratio 

LEAC Large Exposure Approval Committee  

LGD Loss given default  

LoD Lines of defence 

LRCP Liquidity Risk Contingency Plan  

LSC Liquidity Steering Committee  

LTV Loan-to-value  

MCCP Market Conduct and Culture Programme  

MCRTF Markets Conduct Risk Technical Forum  
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Abbreviation Definition 

ME Managed Evolution 

MEFM Macroeconomic Factor Model  

MFC Motor Finance Corporation 

MLTFC Money Laundering and Terrorist Financing Control 

MMFTP Matched maturity funds transfer pricing  

MMS Money-market shortage 

MPC Monetary Policy Committee  

MRC Minimum required capital 

MRM Model Risk Management function  

NAR Nedbank Africa Regions  

NCA National Credit Act 

NCOF Net cash outflows  

NCWO No-creditor-worse-off  

Nedgroup Life Nedgroup Life Assurance Company Limited  

NedIC Nedgroup Insurance Company Limited 

NGICL Nedbank Group Insurance Company Limited  

NGR Nedbank Group Rating  
NGRRL Nedbank Group Risk Reporting Line  

NII Net interest income  

NIR Non-interest revenue 
NSFR Net Stable Funding Ratio 

NSL Nedgroup Structured Life  

nWoW New Ways of Work 

ODP Over-the-counter Derivative Providers  

OF Own Funds 

OHS Occupational Health and Safety  

Opcom Group Operational Committee  

ORM Operational Risk Management  

ORMF Operational Risk Management Framework  

ORX Riskdata eXchange  

OSE Ordinary shareholders’ equity 

OTC Over the counter  

PA Prudential Authority  

PD Probability of default 

POPI Protection of Personal Information 

POPIA Protection of Personal Information Act  

Precinct Precinct Funding 1 (RF) Limited 

Precinct 2 Precinct Funding 2 (RF) Limited  

PSD II Payment Services Directive II 

PSEs Public sector entities 

RA Resolution Authority  

RACE Risk, Audit and Compliance across the Enterprise 

RAF Risk Appetite Framework  

RAPM Risk-adjusted performance measurement 

RAS Risk Appetite Statements 
RBA Ratings-based approach 

RBB Nedbank Retail and Business Banking 

RCP Regulatory Change Programme  

RCPO Regulatory Change Programme Office 

RCSAs Risk and control self-assessments  

RDARR Risk Data Aggregation and Risk Reporting  

RDR Retail Distribution Review  
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Abbreviation Definition 

REMCO Group Remuneration Committee  

ROA Return on assets  

ROE Return on equity  

RP Recovery Plan 

RPTC Related-party Transactions Committee 

RRP Recovery and Resolution Plan 

RSF Required Stable Funding 

RWA Risk-weighted assets 

SA South Africa 

SA-CCR Standardised Approach for counterparty credit risk  

SADC Southern African Development Community 

SAM Solvency Assessment and Management

SARB South African Reserve Bank

SBP Share-based payment 
SCR Solvency capital requirement 

SFA Supervisory Formula Approach

SFT Securities financing transaction(s)

SICR Significant increase in credit risk 

SME Small- and medium-sized enterprises

SOE State-owned enterprises 

SPT Strategic Portfolio Tilt 

SREP Supervisory Review and Evaluation Process

SRWA Simple Risk-Weight Approach 

SSA Sub-Saharan Africa  

STI  Short-term incentive 

TCFD Taskforce on Climate-related Financial Disclosures 

TLAC Total loss-absorbing capacity 

TRAHRCO Transformational Human Resources Committee

TRC Trading Risk Committee  

TSA The Standardised Approach 

TTC Through-the-cycle  

UK United Kingdom 

UL Unexpected losses  

VaR Value at risk 

VUCA Volatile, uncertain, complex and ambiguous

 



COMPANY DETAILS
NEDBANK GROUP LIMITED
Incorporated in the Republic of SA 
Registration number 1966/010630/06

Registered office
Nedbank Group Limited, Nedbank 135 Rivonia Campus, 
135 Rivonia Road, Sandown, Sandton, 2196
PO Box 1144, Johannesburg, 2000

Transfer secretaries in SA
Link Market Services South Africa Proprietary Limited, 
19 Ameshoff Street, Braamfontein, Johannesburg, 2001, SA.

PO Box 4844, Marshalltown, 2000, SA.

Namibia
Transfer Secretaries (Proprietary) Limited 
Robert Mugabe Avenue No 4, Windhoek, Namibia 
PO Box 2401, Windhoek, Namibia

INSTRUMENT CODES
Nedbank Group ordinary shares
JSE share code: NED 
NSX share code: NBK 
ISIN: ZAE000004875 
ADR code: NDBKY 
ADR CUSIP: 63975K104

Nedbank Limited non-redeemable  
non-cumulative preference shares
JSE share code: NBKP 
ISIN: ZAE000043667

FOR MORE INFORMATION CONTACT

INVESTOR RELATIONS
Email: NedGroupIR@nedbank.co.za

RAISIBE MORATHI
Chief Financial Officer 
Tel: +27 (0)11 295 9693 

ALFRED VISAGIE
Executive Head, Investor Relations 
Tel: +27 (0)11 295 6249 
Email: alfredv@nedbank.co.za

This announcement is available on the group’s website 
at nedbankgroup.co.za, together with the following 
additional information:

• Financial results presentation to analysts.

• Link to a webcast of the presentation to analysts.

For further information please contact Nedbank Group 
Investor Relations at NedGroupIR@nedbank.co.za.
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