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OUR REPORTING SUITE
We produce a full suite of reports to cater for the diverse needs of our stakeholders.
References
These icons refer readers
to information elsewhere in
this report or in our other reports,
which are available online.

Annual integrated report
ANNUAL INTEGRATED REPORT 2017

Standard Bank Group

ANNUAL INTEGRATED
REPORT 2017

Standard Bank Group

Provides a holistic assessment
of SBG’s ability to create value.
It considers the issues that are material
to our commercial viability and social
relevance, which are required to achieve
our strategy in the medium to long term.
These include the macroeconomic and
socio-political conditions in which
we operate. Where applicable,
information in this report has been
extracted from other publications
in our reporting suite.

Frameworks* applied
••JSE Listings
Requirements
••King Code
••<IR> Framework of the
International Integrated
Reporting Council

Assurance
Certain information in this
report has been extracted
from SBG’s audited
annual financial
statements.

AIR

Intended readers: primarily our providers of financial capital, being our shareholders, depositors and bondholders,
but information relevant to our other stakeholders is also included.

Report to society

STANDARD BANK’S REPORT TO SOCIETY 2017

Standard Bank’s

REPORT TO SOCIETY 2017

An account of SBG’s social, economic
and environmental impacts and
how these contribute to SBG’s
sustainability and its ability to
achieve its purpose.

Moving Forward, Together

Standard Bank Group

Our supplementary environmental,
social and governance report, and
our transformation report to society
are available online.

Intended readers: the group’s broad base of
stakeholders, particularly clients, employees,
business partners, regulators, government and civil
society organisations.

Frameworks* applied
••King Code
••FTSE/JSE Responsible
Investment Index Series
and Dow Jones/
RobecoSAM
••Sustainalytics
••Carbon Disclosure
Project
••United Nations
Sustainable
Development Goals
••Equator Principles
••Global
Reporting Initiative
(as a guide)

Assurance
KPMG Inc. has provided
assurance over selected
information in the report
to society.

RTS

*Definitions:
Banks Act – South African Banks Act 94 of 1990
Companies Act – South African Companies Act 71 of 2008
FTSE – Financial Times Stock Exchange
IFRS – International Financial Reporting Standards
JSE – Johannesburg Stock Exchange
King Code – King Report on Corporate Governance, also known as King IV
Group – The Standard Bank of South Africa group
SBSA – The Standard Bank of South Africa
SBG – The Standard Bank Group
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To assist in the reduction of the group’s carbon
footprint we urge our stakeholders to make use of
our reporting site to view our reporting suite at
www.standardbank.com/reporting or scan the
above code to be taken there directly.

Intended readers of the reports below: shareholders, debt providers and regulators.

Governance and remuneration report
GOVERNANCE AND REMUNERATION REPORT 2017

A detailed review of SBG’s governance
and remuneration practices, including
SBG’s remuneration policy and
remuneration implementation report.
Standard Bank Group

GOVERNANCE AND
REMUNERATION
REPORT 2017

Standard Bank Group

Frameworks* applied
••Companies Act
••Banks Act
••JSE Listings
Requirements
••King Code
••Basel III

Assurance
Certain information in the
governance and
remuneration report has
been extracted from
SBG’s audited annual
financial statements.

Frameworks* applied
••IFRS
••Companies Act
••Banks Act
••JSE Listings
Requirements
••King Code

Assurance
Unmodified audit
opinion expressed
by KPMG Inc. and
PricewaterhouseCoopers Inc.

GOV
REM

Annual financial statements
ANNUAL FINANCIAL STATEMENTS 2017

Standard Bank Group

ANNUAL FINANCIAL
STATEMENTS 2017

Sets out SBG’s full audited annual
financial statements, including
the report of the SBG
audit committee.

AFS

Standard Bank Group

Risk and capital management report
RISK AND CAPITAL MANAGEMENT REPORT 2017

A detailed view of the management
of risks relating to SBG’s operations.

Standard Bank Group

RISK AND CAPITAL
MANAGEMENT REPORT
2017

Standard Bank Group

Frameworks* applied
••Various regulations,
including Basel III
••Banks Act
••IFRS
••JSE Listings Requirements
••King Code

RCM

The Standard Bank of South Africa Limited annual report
ANNUAL REPORT 2017

The Standard Bank of South Africa

ANNUAL REPORT
2017

As SBG’s largest banking subsidiary,
SBSA produces its own annual report
and audited annual financial
statements.

The Standard Bank of South Africa

Frameworks* applied
••Various regulations,
including Basel III
••IFRS
••Companies Act
••Banks Act
••JSE Listings Requirements
••King Code

Assurance
Unmodified audit
opinion expressed
by KPMG Inc.and
PricewaterhouseCoopers Inc.

AFS

This report

The Standard Bank of South Africa Limited risk and capital management report
RISK AND CAPITAL MANAGEMENT REPORT 2017

The Standard Bank of South Africa

RISK AND CAPITAL
MANAGEMENT REPORT
2017

A detailed view of the management of
risks relating to SBSA’s operations.

The Standard Bank of South Africa

Frameworks* applied
••Various regulations, including
Basel III
••Banks Act
••IFRS
••JSE Listings Requirements
••King Code

The Standard Bank of South Africa
Risk and capital management report 2017
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RISK AND CAPITAL MANAGEMENT REPORT

RISK OVERSIGHT
THIS REPORT
All amounts are in rand millions unless otherwise stated.
This report complies with King IV principles. For additional
King IV disclosure, refer to the Standard Bank Group (SBG)
risk and capital management report.
SBSA

Refer to annexure C of The Standard Bank
of South Africa Limited’s (the SBSA group
or the group) annual financial statements
for further IFRS disclosures.

BOARD RESPONSIBILITY
The group’s board of directors (the board) has the ultimate responsibility
for the oversight of risk.

For the period under review,
the board is satisfied that:
••the group’s risk,
compliance, treasury,
capital management and
group internal audit (GIA)
processes generally
operated effectively

••the group’s business
activities have been
managed within the
board-approved risk
appetite

••the group is adequately
funded and capitalised to
support the execution of
the group’s strategy

In the instances where the group incurred losses, breached risk appetite or was
fined by its regulators, the board is satisfied that management has taken
appropriate remedial action.
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RISK GOVERNANCE
The group’s approach to managing risk and capital is
set out in the group’s risk, compliance and capital
management (RCCM) governance framework, which is
approved by the group risk and capital management
committee (GRCMC).
The framework has two components:

GOVERNANCE
DOCUMENTS

Governance documents comprise standards,
frameworks and policies which set out the requirements
for the identification, assessment, measurement,
monitoring, managing and reporting of risks and the
effective management of capital.
Governance standards and frameworks are approved by
the relevant board committee. Group policies are
approved by the group management committee or
subcommittee, relevant group risk oversight committee
(GROC) subcommittee, GROC itself or, where regulations
require board approval, by the board or relevant
board committee.
Business line and legal entity policies are aligned to
these group policies and are applied within their
governance structures.

GOVERNANCE
COMMITTEES

Governance committees are in place at both a board
and management level. These committees have
mandates and delegated authorities that
are regularly reviewed.

The Standard Bank of South Africa
Risk and capital management report 2017
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RISK AND CAPITAL MANAGEMENT REPORT
Risk oversight continued

Governance committees
STANDARD BANK GROUP BOARD

Board committees

Chief executive

Group risk and capital
management committee

Group executive committee

Group technology and
information committee

Group management committee

Group audit committee

Group risk oversight committee

Group model approval committee
Direct reporting line
PBB1 model
approval
committee

CIB2 model
approval
committee

The board committees that are responsible for the oversight
of the group’s RCCM comprise the GRCMC, the group audit
committee (GAC), the group technology and information
committee and the group model approval committee.
The key roles and responsibilities of these committees, as they
relate to RCCM, are summarised in the sections that follow.

Board subcommittees
GRCMC
The GRCMC provides an independent objective oversight of risk
and capital management in the group. It also reviews and
assesses the adequacy and effectiveness of the group RCCM
governance framework, and the integrity of risk controls and
systems. In addition, the GRCMC:
••sets the direction for how risk and capital management should
be approached and addressed in the group
••reviews and approves the risk appetite statement for the group
••reviews risk management reports and monitors the group’s
risk profile
••evaluates and agrees the opportunities and associated risks
that the organisation should be willing to take.
The chairmen of the board, the GAC, the remuneration committee,
the group social and ethics committee, the group model approval
committee and the group technology and information committee
are all members of the GRCMC. This common membership
supports an integrated view of financial, IT and risk controls and
ensures that relevant finance and risk input is considered in
determining levels of compensation.
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Indirect reporting line
1
2

Personal & Business Banking.
Corporate & Investment Banking.

GAC
The GAC has oversight of the group’s financial position and
makes recommendations to the board on all financial matters,
financial risks, internal financial controls and compliance.
In relation to RCCM, the GAC plays a role in assessing the
adequacy and operating effectiveness of the group’s internal
financial controls. In addition, the GAC:
••monitors and reviews the adequacy and effectiveness of
accounting policies, financial and other internal control
systems and financial reporting processes
••provides independent oversight of the group’s assurance
functions, with particular focus on combined assurance
arrangements, including external audit, internal audit,
compliance, risk and internal financial control functions
••reviews the independence and effectiveness of the group’s
external audit, internal audit and compliance functions
••assesses the group’s compliance with applicable legal,
regulatory and accounting standards and policies in the
preparation of fairly presented financial statements and
external reports, thus providing independent oversight of the
integrity thereof.
Membership comprises six independent non-executive directors,
which includes the group technology and information and group
remuneration committee chairmen.
In order to ensure the independence of the second line of defence
functions, the chairman of the GAC meets individually with the
group chief compliance and data officer (GCCDO), the group
financial director and the group chief audit officer, without
management being present, on a quarterly basis and as required.

Group technology and information committee

Management committee

The group technology and information committee’s purpose is to
assist the board in fulfilling its corporate governance
responsibilities with respect to technology and information, and
reports to the board through its chairman. In line with King IV and
the board briefing on IT governance, as published by the IT
Governance Institute, this committee ensures that prudent and
reasonable steps are taken with respect to technology and
information governance.

GROC has been established as a sub-committee of the group
management committee to provide group-level oversight of all
risk types and assists the GRCMC in fulfilling its mandate. As is
the case with the GRCMC, GROC calls for and evaluates in-depth
investigations and reports based on its assessment of the group’s
risk profile and external factors.

The committee has the authority to review and provide guidance
on matters related to the group’s IT strategy, budget, operations,
policies and controls, the group’s assessment of risks associated
with IT, including disaster recovery, business continuity and IT
security, as well as oversight of significant IT investments and
expenditure.

GROC delegates authority to various subcommittees which deal
with specific risk types or oversight activities. Material matters
are escalated to GROC through reports or feedback from each
subcommittee chairman.
CIB credit governance committee
Chaired by: CIB CRO

PBB credit governance committee
The committee oversees the governance of technology and
information in a way that supports the organisation in setting and
achieving its strategic objectives.

Chaired by: PBB CRO

Group asset and liability committee (ALCO)
Chaired by: group financial director

Membership comprises five independent non-executive directors,
two non-executive directors, all three executive directors and the
group’s head of digitisation. This is complemented by an
independent IT subject matter expert, the group chief information
officer, group chief risk officer (CRO), group chief audit officer,
business unit chief executives, group head of operational risk, IT
executive management members, GCCDO, and the head of data
management. The group’s external audit IT partners are standing
invitees to committee meetings.

Group model approval committee
This committee assists the board in discharging its obligations
for model risk as it pertains to the advanced internal rating-based
(AIRB) approach for the measurement of the group’s exposure to
credit risk as envisaged in the regulations of the Banks Act.
It performs functions that may be prescribed by regulation, from
time-to-time, including the evaluation of risk evaluation models
that may need to be approved by the committee before being
used to calculate a regulatory capital charge.

Group compliance committee
Chaired by: GCCDO

Group country risk management committee
Chaired by: group CRO

Group equity risk committee (ERC)
Chaired by: CIB CRO

Group internal financial control governance committee
Chaired by: group financial director

Group operational risk committee
Chaired by: group head of operational risk management

Group sanctions and client risk review committee
Chaired by: group CRO

Group stress testing and risk appetite committee
Chaired by: group CRO

Membership comprises three non-executive directors, all three
executive directors, the chief executives of PBB and CIB and the
group CRO.

Group recovery and resolution plan committee
Chaired by: group financial director

This committee is supported by the PBB and CIB model approval
subcommittees, with the models being assigned to these three
committees for approval based on an assessment of the materiality
of each model.
GOV
REM

For details on the activities of the committees, refer to the group’s
governance and remuneration report.

The Standard Bank of South Africa
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Risk oversight continued

RISK MANAGEMENT LANDSCAPE
Three lines of defence model

The group uses the three lines of defence governance
model which promotes transparency, accountability
and consistency through the clear identification and
segregation of roles.
The FIRST LINE of defence consists of the management
of business lines and legal entities. It is the responsibility
of first line management to identify and manage risks.
This includes, at an operational level, the day-to-day
effective management of risk in accordance with agreed
risk policies, appetite and controls. Effective first line
management includes:
••the proactive selfidentification of issues and
risks, including emerging
risks
••the design, implementation
and ownership of
appropriate controls
••the associated operational
control remediation
THE FIRST
••a strong control culture of
LINE
effective and transparent
Business lines and legal entities
risk partnership.

THE SECOND
LINE

Risk management and compliance

The SECOND LINE of defence
functions provide independent oversight
and assurance. They have resources at
the centre and embedded within the
business lines. Central resources provide
groupwide oversight of risks, while
resources embedded within the business
lines support management in ensuring
that their specific risks are effectively
managed as close to the source as
possible. Central and embedded
resources jointly oversee risks at a legal
entity level.
The second line of defence functions
develop, implement and integrate
governance standards, frameworks and
policies for each material risk type to
which the group is exposed. This ensures
consistency and an enterprise-wide
approach across the group’s business
lines and legal entities. Compliance with
the standards and frameworks is ensured
through annual self-assessments by
the second line of defence and reviews
by group internal audit.

8

THE THIRD
LINE
Group internal
audit

All three levels report to the board,
either directly or through the
GRCMC and the GAC.

The THIRD LINE of defence provides
independent and objective assurance to
the board and senior management on the
effectiveness of the first and second lines
of defence. This responsibility lies with
the group internal audit function.

Enterprise risk management
The group monitors, manages and mitigates its material risks on a groupwide basis in accordance with the three lines of defence.
The risk management framework is regularly assessed and enhanced to ensure it remains fit-for-purpose and to drive
consistency and transparency. Risk management efforts are focused on the groupwide alignment of risk and financial reporting,
governance and monitoring, education and awareness initiatives, systems capabilities, and enhancing the identification and
leveraging of opportunities.

Risk culture

Reporting

The group leverages the three lines of defence model to build and
maintain a strong risk culture, where resilience is a priority for the
effective management of risk across the group. Focus is placed
on multiple drivers to enhance risk culture, with emphasis on
doing the right business the right way. Employees are
empowered to act with confidence, drive meaningful behavioural
changes and place the customer at the centre of everything they
do, through the embedding of the group’s values and ethics
policies, compliance training and whistle-blowing programmes.

The group’s risk appetite, risk profile and risk exposures are
reported on a regular basis to the board and senior management
through various governance committees. Risk management
reports originate in the business units and are then escalated
through the formalised governance structure, shown on page 6,
as mandated, based on materiality. A group risk management
report is tabled at both board and senior management risk
committees. These include the group executive committee, the
group management committee, GROC and the GRCMC.
Reports to board committees comply with the group’s internal
risk reporting standards, which are set out in the group’s risk
data aggregation and risk reporting policy.

The Standard Bank of South Africa
Risk and capital management report 2017
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RISK TYPES
Each risk is defined below. The relevant sections include:
••an explanation of the application of the group’s RCCM
governance framework to the specific risk
••the approved regulatory treatment for capital requirements to
be held against the specific risk in terms of Basel
••a description of the relevant portfolio characteristics both in
terms of prescribed disclosure and the group’s business
model.
ISK
IT R
ED
R
C

Credit risk

22

Compliance risk

COM
PLIA
NC
ER
ISK

Credit risk is the risk of loss arising out of the failure
of obligors to meet their financial or contractual
obligations when due. It is composed of obligor risk,
concentration risk and country risk.

30

Compliance risk is the risk of legal or regulatory
sanction, financial loss or damage to reputation that
the group may suffer as a result of its failure to
comply with laws, regulations, codes of conduct and
standards of good practice applicable to its financial
services activities.

33

Country risk, also referred to as cross-border country
risk, is the uncertainty that obligors (including the
relevant sovereign, and the group’s branches and
subsidiaries in a country) will be able to fulfil
obligations due to the group given political or
economic conditions in the host country.

Funding and liquidity risk
Liquidity risk is defined as the risk that an entity,
although solvent, cannot maintain or generate
sufficient cash resources to meet its payment
obligations in full, as they fall due, or can only do so
at materially disadvantageous terms.
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36

ISK
YR
NTR
COU

Country risk

FU
ND
ING

AN
DL
IQU
IDIT
Y RIS
K

Reputational risk
Reputational risk is the risk of potential or actual
damage to the group’s image which may impair the
profitability and/or sustainability of its business.

REP
UTA
TIO
NA
LR
ISK

ESS
SIN
BU

Business risk

RISK
OP
ER
ATI
ON
AL R
ISK

53

Business risk is the risk of earnings variability,
resulting in operating revenues not covering
operating costs after excluding the effects of market
risk, credit risk, structural interest rate risk and
operational risk.

Operational risk

K
RIS
ET
K
R
MA

55

47

Operational risk is the risk of loss suffered as a result
of the inadequacy of, or failure in, internal processes,
people and/or systems or from external events.

Market risk

43

Market risk is the risk of a change in the market value,
actual or effective earnings, or future cash flows of a
portfolio of financial instruments, including
commodities, caused by adverse movements in
market variables such as equity, bond and
commodity prices, currency exchange and interest
rates, credit spreads, recovery rates, correlations and
implied volatilities in all of these variables.
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CAPITAL
MANAGEMENT
13
13
13
17
17
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OVERVIEW AND OBJECTIVES
REGULATORY UPDATE
REGULATORY CAPITAL
ECONOMIC CAPITAL
RISK-ADJUSTED PERFORMANCE
MEASUREMENT

The group’s capital management function is designed to ensure
that regulatory requirements are met at all times and that the
group and its principal subsidiaries are capitalised in line with the
group’s risk appetite and target ratios, both of which are
approved by the board.
It further aims to facilitate the allocation and use of capital, such
that it generates a return that appropriately compensates
shareholders for the risks incurred. Capital adequacy is actively
managed and forms a key component of the group’s budget and
forecasting process. The capital plan is tested under a range of
stress scenarios as part of the group’s annual internal capital
adequacy assessment process (ICAAP) and recovery plan.
The capital management function is governed primarily by
management level subcommittees that oversee the risks
associated with capital management, namely the group ALCO
and one of its subcommittees, the group capital management
committee. The principal governance documents are the capital
management governance framework and the model risk
governance framework.

REGULATORY UPDATE
The South African Reserve Bank (SARB) adopted the Basel III
framework introduced by the Basel Committee on Banking
Supervision (BCBS) from 1 January 2013. The group has
complied with the minimum requirements from that date.
The Basel III capital adequacy requirements are subject to
phase-in rules and the group is well positioned to comply with
the requirements when they become effective. Specifically,
the South African domestic systemically important banks
(D-SIB) framework and the Basel III capital conservation and
countercyclical capital buffer (CCyB) requirements came into
effect from 1 January 2016 and will be phased in over a threeyear period with full implementation from 1 January 2019.
The graph below reflects the Basel III capital requirements and
phase-in periods applicable to South Africa.

South African minimum capital requirements1
(capital as a % of risk-weighted assets (RWA)) effective 1 January
each year
%
16
14
12
10
8

12.00
2.75
1.50

13.01
3.00
1.88

14.00
3.25

Annexure A of the Standard Bank Group risk and capital
management report provides a summary of the regulatory and
legislative developments that impact the group. In particular, the
impact of IFRS 9 – Financial Instruments, as well as final Basel III
post-crisis reform proposals (that were published by the BCBS
in December 2017) and the potential requirements for loss
absorbing and recapitalisation capacity of systemically important
banks may impact capital levels going forward. The implementation
date of the Basel III post-crisis reform proposals is 1 January
2022 with transitional arrangements for the phasing in of the
aggregate output floor from 1 January 2022 to 1 January 2027.
The Basel III post-crisis reform proposals provide for areas of
national discretion and the group will, through relevant industry
bodies, engage the SARB on the South African implementation
of the proposals.

REGULATORY CAPITAL
The group manages its capital levels to support business growth,
maintain depositor and creditor confidence, create value for
shareholders and ensure regulatory compliance.
The main regulatory requirements to be complied with are those
specified in the Banks Act and related regulations, which are
aligned with Basel III.
Regulatory capital adequacy is measured through the following
three risk-based ratios:
••CET I: ordinary share capital, share premium, retained
earnings, other reserves and qualifying non-controlling
interest less impairments divided by total RWA
••tier I: CET I and other qualifying non-controlling interest plus
perpetual, non-cumulative instruments with either contractual
or statutory principal loss absorption features that comply
with the Basel III rules divided by total RWA. Perpetual
non-cumulative preference shares that comply with Basel I
and Basel II rules are included in tier I capital but are currently
subject to regulatory phase-out requirements over a ten-year
period, which commenced on 1 January 2013.
••total capital adequacy: tier I plus other items such as general
credit impairments and subordinated debt with either
contractual or statutory principal loss absorption features that
comply with the Basel III rules divided by total RWA.
Subordinated debt that complies with Basel I and Basel II rules
is included in total capital but is currently subject to regulatory
phase-out requirements, over a ten-year period, which
commenced on 1 January 2013.
The ratios are measured against internal targets and regulatory
minimum requirements.

2.25

1.25

1.88

2.50

6.50

6.25

6.00

2017

2018

2019

6
4
2

■■ Common equity tier I (CET I)
■■ Conservation buffer
1

■■ Additional tier I (AT1)
■■ Tier II

Graph excludes CCyB and confidential bank-specific
pillar 2b capital requirement, but includes maximum potential D-SIB
requirement which is also bank-specific and, therefore, confidential.
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OVERVIEW AND OBJECTIVES

RISK AND CAPITAL MANAGEMENT REPORT
Capital management Regulatory capital continued

The following graph discloses the group’s total capital adequacy
and the components thereof and indicates that the group capital
is well above the required level of capital.

Capital adequacy1
%

SBG issued a debut Basel III compliant AT1 capital instrument for
R1.7 billion on 30 March 2017, followed by a second issuance for
R1.8 billion on 21 September 2017. The proceeds from these
capital issuances were invested in the SBSA group as AT1 capital.
The group has not issued Basel III compliant tier II instruments
during the period under review.
The downgrades to the South African sovereign rating and
consequential downgrades in the credit ratings of South African
banks in the first half of 2017 did not have a material impact on
the group’s capital adequacy ratios, although there was an
increase in market risk RWA. Stress scenarios on capital
adequacy, including the possible impact of further downgrades to
the South African sovereign rating, are performed and assessed
on an ongoing basis.

20

15

10

Maturity profile of the group’s tier II instruments

5

Rm
2011
■■ Tier I
1

2012

2013

■■ Tier II

2014

2015

■■ Tier III

2016

2017

Required capital

Basel III was implemented on 1 January 2013. RWA and capital adequacy
for 2012 are on a Basel III pro forma basis.

RWA are calculated in terms of the Banks Act and related
regulations, which are aligned with Basel III.

7 000
6 000
5 000
4 000
3 000
2 000

The group’s CET I capital, including unappropriated profits,
was R82.9 billion as at 31 December 2017 (2016: R76.8 billion).
The group’s tier I capital, including unappropriated profits, was
R86.4 billion as at 31 December 2017 (2016: R76.8 billion) and
total capital, including unappropriated profits was R101.6 billion
as at 31 December 2017 (2016: R94.4 billion).

1 000

2018

2019

2020

2021

2022

■■ First callable date

BASEL III QUALIFYING REGULATORY CAPITAL, EXCLUDING UNAPPROPRIATED PROFITS
2017
Rm

2016
Rm

IFRS ordinary shareholders’ equity
Retained earnings
Other reserves
Less: regulatory adjustments

43 698
56 294
799
(17 929)

41 198
54 140
947
(19 419)

Goodwill
Other intangible assets
Shortfall of credit provisions to expected loss
Deferred tax asset
Other adjustments

(42)
(15 346)
(2 084)
(14)
(443)

(42)
(16 634)
(2 126)
(20)
(597)

Less: regulatory exclusions

(11 010)

CET I capital
Qualifying other equity instruments

71 852

(8 769)
68 097

3 544

Tier I capital

75 396

68 097

Qualifying tier II subordinated debt
General allowance for credit impairments
Less: regulatory adjustments – investment in tier II instruments in other banks

17 080
461
(2 341)

20 080
314
(2 901)

Tier II capital

15 200

17 493

Total regulatory capital

90 596

85 590

Total capital requirement

65 608

58 178

610 314

560 735

Total RWA
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CAPITAL MANAGEMENT

OV1: BASEL RWA AND ASSOCIATED CAPITAL REQUIREMENTS
Minimum
capital
requirements1

RWA

Credit risk (excluding counterparty credit risk (CCR))
2

Of which standardised approach
Of which internal rating-based (IRB) approach
CCR
Of which standardised approach for CCR
Of which IRB approach
Equity positions in the banking book under market-based approach
Securitisation exposures in banking book
Of which IRB approach
Of which IRB supervisory formula approach
Market risk
Of which standardised approach
Of which internal model approach
Operational risk
Of which standardised approach
Of which advanced measurement approach (AMA)
Amounts below the thresholds for deduction (subject to 250% risk weight)
Total

2017

2016

2017

440 518

412 628

47 357

20 388
420 130

38 711
373 917

2 192
45 165

22 267

19 323

2 393

1 334
20 933

779
18 544

143
2 250

3 572
747

3 942
678

384
80

567
180

228
450

61
19

41 943

29 771

4 508

29 139
12 804

11 738
18 033

3 132
1 376

93 283

87 177

10 028

26 431
66 852

27 985
59 192

2 841
7 187

7 984

7 216

858

610 314

560 735

65 608

1 Capital requirement at 10.38% excludes the confidential bank-specific add-ons.
2	Portfolios on the standardised approach relate to portfolios for which application to adopt the internal model approach have not been submitted, or for which an

application has been submitted but approval has not been granted.

CAPITAL ADEQUACY RATIOS
2017 SARB
minimum
regulatory
requirement1
%
Total capital adequacy ratio
Tier I capital adequacy ratio
CET I capital adequacy ratio
1

10.8
8.5
7.3

Internal
target
ratios
%
15.0 – 16.0
12.0 – 13.0
11.0 – 12.5

Including
unappropriated profits

Excluding
unappropriated profits

2017
%

2016
%

2017
%

2016
%

16.6
14.2
13.6

16.8
13.7
13.7

14.8
12.4
11.8

15.3
12.1
12.1

Excludes confidential bank-specific add-ons.

LR1: SUMMARY COMPARISON OF ACCOUNTING ASSETS VS LEVERAGE RATIO EXPOSURE MEASURE

Total consolidated assets as per published financial statements
Adjustment for derivative financial instruments
Adjustments for securities financing transactions (repos and similar securities lending)
Adjustment for off-balance sheet items (conversion to credit equivalent amounts of
off-balance sheet)
Other adjustments
Leverage ratio exposure

2017
Rm

2016
Rm

1 308 800

1 285 621

(31 271)
794

(12 059)
2 449

83 302
13 685

85 959
17 177

1 375 310

1 379 147
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LR2 – LEVERAGE RATIO COMMON DISCLOSURE TABLE
2017
Rm

2016
Rm

On-balance sheet exposures (excluding derivatives and securities financing
transactions (SFTs))

1 194 936

1 115 759

On-balance sheet items (excluding derivatives and SFTs, but including collateral)
Less: assets amount deducted in determining Basel III tier I capital

1 210 767
(15 831)

1 135 178
(19 419)

Derivatives exposures

42 281

Replacement cost associated with all derivatives transactions
Add-on amounts for potential future exposures (PFE) associated with all derivatives transactions
Less: deductions of receivables assets for cash variation margin provided in derivatives transactions
Less: exempted central counterparties (CCP) leg of client-cleared trade exposures
Adjusted effective notional amount of written credit derivatives

9
25
(12
(3
22

SFTs exposures

54 791

128 609

Gross SFT assets (with no recognition of netting), after adjusting for sales accounting transactions
CCR exposure for SFT assets

53 997
794

126 160
2 449

Other off-balance sheet exposures

83 302

85 959

Off-balance sheet exposure at gross notional amount
Adjusted for conversion to credit equivalent amounts
Capital and total exposures
Tier I capital
Total exposures
Leverage ratio
Basel III leverage ratio
Basel III leverage ratio (including unappropriated profits)

995
546
550)
426)
716

276 442
(193 140)

48 820
11
39
(12
(12
22

034
797
118)
047)
154

271 785
(185 826)

75 396
1 375 310

68 097
1 379 147

5.6%
6.3%

4.9%
5.6%

2017
Rm

2016
Rm

RECONCILIATION WITH ANNUAL FINANCIAL STATEMENTS

Total consolidated assets as per published financial statements
Derivative assets as per the statement of financial position (SOFP)
Security financing transactions per the SOFP

1 308 800
(73 553)
(53 996)

1 285 621
(60 879)
(126 160)

Total consolidated assets per published financial statements (excluding derivative
and SFT assets)
Gross-up for cash management schemes

1 181 251
29 516

1 098 582
36 596

Total on-balance sheet items as per line 1 of LR2

1 210 767

1 135 178
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ECONOMIC CAPITAL
Economic capital adequacy is the internal basis for measuring and reporting all quantifiable risks on a consistent risk-adjusted basis.
The group assesses its economic capital adequacy by measuring its risk profile under both normal and stressed conditions.
ICAAP considers the qualitative capital management processes within the organisation and includes the organisation’s governance, risk
management, capital management and financial planning standards and frameworks. Furthermore, the quantitative internal
assessments of the group’s business models are used to assess capital requirements to be held against all risks that the group is or may
become exposed to, in order to meet current and future needs, as well as to assess the group’s resilience under stressed conditions.

ECONOMIC CAPITAL BY RISK TYPE
2017
Rm
Credit risk
Equity risk
Market risk
Operational risk
Business risk
Interest rate risk in the banking book

45
2
1
6
2
1

Economic capital requirement

60 425

56 794

101 177

93 978

1.67

1.65

Available financial resources
Economic capital coverage ratio (times)

597
710
150
728
860
380

2016
Rm
42
2
1
5
2
1

444
828
897
656
637
332

The economic capital requirement of R60.4 billion as at 31 December 2017 (2016: R56.8 billion) is the internal assessment of the amount
of capital that is required to support the group’s economic risk profile. For statistically quantifiable potential losses arising from risk
types, economic capital reflects the worst-case loss commensurate with a confidence level of 99.92%.
Available financial resources refer to capital supply as defined by the group for economic capital purposes and includes capital and
reserve funds after adjusting for certain non-qualifying items.

RISK-ADJUSTED PERFORMANCE MEASUREMENT
Risk-adjusted performance measurement (RAPM) maximises shareholder value by optimally managing financial resources within the
board-approved risk appetite. Capital is centrally monitored and allocated, based on usage and performance in a manner that enhances
overall group economic profit and return on equity (ROE). Business units are held accountable for achieving their RAPM targets. RAPM is
calculated on both regulatory and economic capital measures.
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RISK APPETITE AND STRESS TESTING

OVERVIEW
The key to the group’s long-term sustainable growth and
profitability lies in ensuring that there is a strong link between its
risk appetite and its strategy.
Risk appetite is set, and stress testing activities are undertaken,
at a group level, in business units, in risk types and at a legal
entity level.

GOVERNANCE
The primary management level governance committee
overseeing risk appetite and stress testing is the group stress
testing and risk appetite committee. It is chaired by the group
CRO and is a subcommittee of GROC.
The principal governance documents are the risk appetite
governance framework and the stress testing governance
framework.

RISK APPETITE
Risk appetite governance framework
The risk appetite governance framework guides:
••the setting and cascading of risk appetite by group, business
line, risk type and legal entity
••measurement and methodology
••governance
••monitoring and reporting of the risk profile
••escalation and resolution.

The group has adopted the following definitions, where entity
refers to a business line or legal entity within the group, or the
group itself:
••risk appetite: an expression of the amount or type of risk an
entity is willing to take in pursuit of its financial and strategic
objectives, reflecting its capacity to sustain losses and
continue to meet its obligations as they fall due, under both
normal and a range of stress conditions
••risk appetite trigger: an early warning trigger set at a level
that accounts for the scope and nature of available
management actions, and ensures that corrective
management action can take effect and prevent a risk
tolerance limit breach
••risk tolerance: the maximum amount of risk an entity is
prepared to tolerate above risk appetite. The metric is referred
to as a risk tolerance limit
••risk capacity: the maximum amount of risk the entity is able
to support within its available financial resources
••risk appetite statement (RAS): the documented expression
of risk appetite and risk tolerance which have been approved
by the entity’s relevant governance committee. The RAS is
reviewed and revised, if necessary, on an annual basis
••risk profile: the risk profile is defined in terms of three
dimensions, namely:
–– current risk profile or forward risk profile
–– unstressed or stressed risk profile
–– pre- or post-management actions.

The Standard Bank of South Africa
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The following diagram provides a schematic view of the three levels of risk appetite and the integral role that risk types play in the
process of cascading risk appetite from dimensions such as regulatory capital, economic capital, stressed earnings and liquidity to more
granular portfolio limits.

RISK APPETITE

Level one

Level two

Level three

Risk appetite
dimensions

Risk appetite
dimensions by risk type

Portfolio limits
by risk type

••credit and equity risk
••operational risk
••market risk
••interest rate risk
••business risk
••liquidity risk.

Credit and equity risk
••credit loss ratio (CLR)
••non-performing
loans (NPL)
••concentrations.

••regulatory capital
••economic capital
••stressed earnings
••liquidity.

Capital demand/
earnings at risk
utilisation per
risk type

Operational risk
••operational risk
losses % to
total income.
Market risk
••normal value-at-risk
(VaR) and stressed
VaR (SVaR) limits.
Interest rate risk
••interest rate
sensitivity.
Business risk
••cost-to-income ratio
••ROE
••headline earnings
per share (HEPS).
Liquidity risk
••depositor
concentration.

RAS

Risk appetite statement
Executive management is responsible for recommending the
group’s RAS, which is then approved by the GRCMC on behalf of
the board. In developing the RAS, executive management
considers the group’s strategy and the desired balance between
risk and return. The GRCMC reviews the group’s current risk
profile on a quarterly basis and forward risk profile (both stressed
and unstressed) at least annually.
Level one risk appetite dimensions can be either quantitative or
qualitative.
Quantitative level one risk appetite dimensions relate to available
financial resources and earnings volatility. The standardised
quantitative dimensions used by the group, as well as legal
entities and business lines, are:
••stressed earnings
••economic capital
••regulatory capital
••liquidity.
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The group’s qualitative RAS, as set out below, serves as a guide
for embedding the risk appetite framework to guide strategic
and operational decision-making across the group.
••Capital position: The group aims to have a strong capital
adequacy position measured by regulatory and economic
capital adequacy ratios. The group manages its capital levels
to support business growth, maintain depositor and creditor
confidence, create value for shareholders and ensure
regulatory compliance. Each banking subsidiary must further
comply with regulatory requirements in the countries in which
they operate.
••Funding and liquidity management: The group’s approach
to liquidity risk management is governed by prudence and is in
accordance with the applicable laws and regulations and takes
into account the competitive environment in which each
banking subsidiary operates. Each banking subsidiary must
manage liquidity risk on a self-sufficient basis.
••Earnings volatility: The group aims to have sustainable and
well-diversified earnings streams in order to minimise earnings
volatility through business cycles.

Level two risk appetite represents the allocation of level one risk
appetite to risk types. Specifically, the contribution of individual
risk types to earnings volatility and overall capital demand (both
economic and regulatory) is controlled through triggers and
limits.
Level three consists of key metrics used to monitor the portfolio.
Portfolio triggers and limits are required to be broadly congruent
with level one and level two triggers and limits. These metrics are
regularly monitored at a risk type level and ensure proactive risk
management.

STRESS TESTING
Stress testing governance framework
Stress testing is a key management tool within the group and is
used to evaluate the sensitivity of the current and forward risk
profile relative to different levels of risk appetite. Stress testing
supports a number of business processes, including:
••strategic and financial planning
••the ICAAP, including capital planning and management, and
the setting of capital buffers
••liquidity planning and management
••informing the setting of risk appetite
••identifying and proactively mitigating risks through actions
such as reviewing and changing limits, limiting exposures, and
hedging
••facilitating the development of risk mitigation or contingency
plans, including recovery plans, across a range of stressed
conditions
••supporting communication with internal and external
stakeholders, including industry-wide stress tests performed
by the regulator.
Stress testing within the group is subject to the group’s stress
testing governance framework which sets out the responsibilities
for and approaches to stress testing activities. Broadly aligned
and fit-for-purpose stress testing programmes are implemented
for the group to ensure appropriate coverage of the different
risks.

Stress testing programme
The group’s stress testing programme uses one or a combination
of stress testing techniques, including scenario analysis,
sensitivity analysis and reverse stress testing to perform stress
testing for different purposes.

Groupwide macroeconomic stress testing
Macroeconomic stress testing is conducted across all major risk
types on an integrated basis for a range of economic scenarios
varying in severity from mild to very severe but plausible
macroeconomic shocks. The impact, after consideration of
mitigating actions, on the group’s income statement, SOFP
and the group’s capital demand and supply is measured
against the group’s risk appetite.

Macroeconomic stress testing is performed, as a minimum,
once a year for selected scenarios that are specifically designed
by a scenario working group targeting the group’s risk profile,
geographical presence and strategy.
These scenarios included, among others, the possibility of the
South African sovereign being downgraded, rising geopolitical
volatility, the slowdown of growth globally, as well as the uneasy
social and political environment in South Africa. The results
indicated that the group is well capitalised and able to handle
these scenarios.
Macroeconomic stress testing results are presented at a board
level in order to consider whether the group’s risk profile is
consistent with the group’s risk appetite buffer. Groupwide
macroeconomic stress testing results are submitted as part of
the annual ICAAP.

Additional stress testing
Groupwide macroeconomic stress testing results are
supplemented with additional ad hoc stress testing at the group,
legal entity, business line, sector, or risk type level that may be
required from time-to-time for risk management or planning
purposes. The purpose of this stress testing is to inform
management of risks that may not yet form part of routine stress
testing or where the focus is on a specific portfolio or business
unit. Additional stress testing can take the form of either scenario
analysis or sensitivity analysis.
This type of stress testing will be performed and governed at the
appropriate group, legal entity, business line, or risk type level.

Supervisory stress tests
From time-to-time, a regulator may call for the group or a legal
entity to run a supervisory stress test or common scenario with
prescribed assumptions and methodologies. The purpose of
these stress test requests could be for the regulator to assess the
financial stability of the entire financial sector, or targeted stress
tests where the regulator may have a specific concern regarding
a specific asset class or other potential stress event.

Business model stress testing
Business model stress testing utilises the reverse stress testing
technique to explore vulnerabilities in a particular strategy or
business model. The outcome does not necessarily target
business or bank failure, but rather seeks to inform what could
have a severe impact, given a plausible but in most cases highly
improbable event within a given set of circumstances and
assumptions.

Stress testing for the recovery plan
As part of the annual review of the group’s recovery plan, the
group’s procedures require the execution of stress tests in order
to test the effectiveness of the recovery options proposed in the
recovery plan, and to provide guidance on the selection of early
warning indicators. The range of scenarios that are considered
include both systemic, group-specific and combination events, as
well as fast- and slow-moving scenarios.

Risk type stress testing
Risk type stress tests apply to individual risk types. Risk type
stress testing could take the form of scenario or sensitivity
analysis.
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••Reputation: The group has no appetite for compromising its
legitimacy or for knowingly engaging in any business, activity
or relationship which could result in foreseeable reputational
risk or damage to the group.
••Conduct: The group has no appetite for wilful conduct failures,
inappropriate market conduct or knowingly causing a breach
of regulatory requirements. The group strives to meet
customers’ expectations for efficient and fair engagements by
doing the right business the right way, thereby upholding the
trust of its customers.
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CREDIT RISK

APPROACH TO MANAGING AND
MEASURING CREDIT RISK
The group’s credit risk is a function of its business model and
arises from wholesale and retail loans and advances,
underwriting and guarantee commitments, as well as from the
counterparty credit risk arising from derivative and securities
financing contracts entered into with customers and trading
counterparties. To the extent that equity risk is held on the
banking book, it is also managed under the credit risk governance
framework, except in so far as approval authority rests with
the ERC.
The management of credit risk is aligned to the group’s three
lines of defence framework.
Credit risk is managed through:
••maintaining a culture of responsible lending and a robust risk
policy and control framework
••identifying, assessing and measuring credit risk across the
group, from an individual facility level through to an aggregate
portfolio level
••defining, implementing and continually re-evaluating risk
appetite under actual and stressed conditions
••monitoring the group’s credit risk exposure relative
to approved limits
••ensuring that there is expert scrutiny and approval of credit
risk and its mitigation independently of the business functions.
A credit portfolio limit framework has been defined to monitor
and control the credit risk profile within the group’s approved risk
appetite. All primary lending credit limits are set and exposures
measured on the basis of risk weighting in order to best estimate
exposure at default (EAD).
Pre-settlement CCR inherent in trading book exposures is
measured on a PFE basis, modelled at a defined level of confidence
using approved methodologies and models, and controlled within
explicit approved limits for the counterparties concerned.

GOVERNANCE
Credit risk is governed in accordance with the group credit risk
governance standard and the model risk governance framework.
The group credit risk governance standard establishes and
defines the principles under which the group is prepared to
assume credit risk and the overall framework for the consistent
and unified governance, identification, measurement,
management and reporting of credit risk in the group. The
standard is supported by underlying policies and procedures
within the business units.

The group’s credit governance process relies on both individual
responsibility and collective oversight, supported by
comprehensive and independent reporting. This approach
balances strong corporate oversight at a group level, with
participation by the senior executives of the group and its
business units in all significant risk matters.
Credit risk is managed through the CIB and PBB credit
governance committees, the group ERC (all subcommittees of
GROC) and the intragroup exposure committee (a subcommittee
of group ALCO). These governance committees are key
components of the credit risk management framework. They
have clearly defined mandates and delegated authorities, which
are reviewed regularly. Their mandates include responsibility for
credit concentration risk decision-making and delegation thereof
to credit officers and subcommittees within defined parameters.
Key aspects of rating systems and credit risk models are
approved by the PBB, CIB and group model approval committees,
all of which are mandated by the board as designated
committees. Regular model validation and reporting to these
committees is undertaken by the independent central validation
function.

APPROVED REGULATORY
CAPITAL APPROACHES
The group has approval from the SARB to adopt the AIRB
approach for most credit portfolios in SBSA. The group has
adopted the standardised approach for some of its less material
subsidiaries and portfolios. The group has approval from the
SARB to adopt either the market-based or the probability of
default (PD)/loss given default (LGD) approaches for material
equity portfolios, with the latter applied to equity held on
the banking book.

Standardised approach
The calculation of regulatory capital is based on a risk weighting
and the net counterparty exposures after recognising a limited
set of qualifying collateral. The risk weighting is based on the
exposure characteristics and, in the case of corporate, bank and
sovereign exposures, the external agency credit rating of the
counterparty.
For bank and certain corporate asset class credit exposures on
the standardised approach the group makes use of the ratings of
two regulatory-approved external credit assessment institutions,
Fitch and Moody’s.
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With respect to mainly sovereign credit exposures subject
to the standardised approach, reference is also made to the
export credit ratings issued by the Organisation for Economic
Co-operation and Development. The group applies issuer ratings
to calculate risk weights and will only apply an issuer-specific
rating in the event that it invests in a particular issue that
has an issue-specific assessment.
Regulatory capital for the credit risk arising on the owneroccupied sub-portfolio of the commercial property finance
portfolio in South Africa was calculated on the standardised
approach.
The credit rating scale in the next section is used for the
alignment with the group’s master rating scale. In the case of
obligors for which there are no credit ratings available, exposures
are classified as unrated for determining regulatory capital
requirements.

Internal rating-based approach
Under the IRB regulatory capital approaches, the calculation of
regulatory capital is based on an estimate of EAD and a risk
weighting. The risk weighting is based on asset class, and
estimates of PD, LGD, and maturity. Under the AIRB approach all
the parameters need to be estimated internally, while only PD is
estimated internally under the foundation IRB approach. EAD,
LGD and maturity are regulatory- prescribed under the
foundation IRB approach.
Model development is governed by a group model risk
governance framework, which applies to all models used in the
assessment of credit risk, including but not limited to models
used for the IRB approaches. Credit risk model development is
conducted within the independent risk function, while validation
is independently undertaken by a quantitative analytics function.
All IRB models are managed under model development and
validation policies that set out the requirements for model
governance structures and processes, and the technical
framework within which model performance and appropriateness
is maintained. The models are developed using internal historical
default and recovery data. In low-default portfolios, internal data
is supplemented with external benchmarks and studies. Models
are subjected to validation to demonstrate the reliability of the
model’s output.
Model validation takes place when a model is first designed and
annually thereafter, when there are material changes to the
model or when rating systems are replaced or enhanced. Models
are thus assessed frequently to ensure ongoing appropriateness
as business environments and strategic objectives change, and
are recalibrated annually using the most recent internal data. Any
changes to models or to model outputs are controlled through
access rights and are subject to approval at the relevant business
unit or group governance committee.
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Ongoing overall South African supervisory approval of the
approach taken by the group to model its exposure to credit risk
on the IRB approach, as well as for all credit risk models used for
regulatory capital purposes, is obtained primarily by way of an
annual self-assessment. The assessment addresses all aspects of
model design, the rating structure and criteria for ratings, the
assessment horizon, integrity of the rating process, governance
around rating overrides, maintenance of data, stress tests for
capital adequacy, integrity of estimates used and validation
of the models.
The technical aspects of model usage, development,
monitoring and validation are reviewed by a technical committee.
The outcomes of model technical discussions are reported to
the relevant model approval committee.
Group internal audit is responsible, within its regular audits,
for expressing an opinion on the extent of compliance with
the model risk governance framework and for reviewing
model inputs.

IRB risk components
Probability of default
PD is calculated using actual historical default rates, and in the
case of retail exposures calibrated to a specific behaviour
scorecard using a monotonic calibration technique that ensures
a clear ranking of risk by mapping higher scores to lower PDs and
vice versa. The estimates are adjusted to the long-run average
default rate (through-the-cycle) to cater for potential downturn
economic conditions.
The group uses a 25-point master rating scale to quantify the
credit risk for each borrower (corporate asset classes) or facility
(specialised lending and retail asset classes), as illustrated in
the table that follows. Ratings are mapped to PDs by means of
calibration formulae that use historical default rates and other
data from the applicable portfolio.
The group distinguishes between through-the-cycle PDs and
point-in-time PDs, and utilises both measures in decision-making,
managing credit risk exposures and measuring impairments
against credit exposures.
The table that follows describes the internally defined
relationship between the group master rating scale, generally
accepted defined investment grades, the group’s credit quality
definitions and external rating scales.

CREDIT RISK

CREDIT RATING SCALES

Group master
rating scale
GRADING

MOODY’S
INVESTOR
SERVICES

STANDARD
& POOR’S

FITCH1

Aaa, Aa1, Aa2, Aa3

AAA, AA+, AA, AA-

AAA, AA+, AA, AA-

A1, A2, A3

A+, A, A-

A+, A, A-

Baa1, Baa2, Baa3

BBB+, BBB, BBB-

BBB+, BBB, BBB-

Ba1, Ba2, Ba3,
B1, B2, B3

BB+, BB, BB-,
B+, B, B-

BB+, BB, BB-,
B+, B, B-

Close
monitoring

Caa1, Caa2,
Caa3, Ca

CCC+, CCC,
CCC-

CCC+, CCC,
CCC-

Default

C

D

D

CREDIT
QUALITY

1–4
5–7

Investment
grade

8 – 12

Normal
monitoring

13 – 21
22 – 25
Default

Sub-investment
grade

Default

1	During 2015, Fitch withdrew the FSB registration of their South African subsidiary. Their grades are retained in this table to cater for exposures that still

reference Fitch.

Loss given default
The LGD is the amount of a counterparty’s obligation to the
group that is not expected to be recovered after default and is
expressed as a percentage of the EAD. LGD measures are a
function of customer type, product type, seniority of loan,
country of risk and level of collateralisation.
LGD is calculated using the workout method (discounted cash
flows). Forecasting is performed for accounts that are still in
default at the end of the outcome period. LGDs are estimated
based on historical recovery data per category of LGD.
A downturn LGD is used in the estimation of the capital charge
and reflects the anticipated recovery rates in a downturn period.

Exposure at default
EAD captures the potential impact of changes in exposure values,
for example:
••potential drawdowns against unutilised facilities
••missed payments
••repayments of capital
••potential changes in CCR positions due to changes in market
prices.
By using historical data, it is possible to estimate an account’s
average utilisation of limits, recognising that the exposure value
at point of default may differ to that at the balance sheet date
given the aforementioned reasons.

qualifying capital (referred to as ‘shortfall of credit provisions to
expected losses’ in the group’s qualifying capital reconciliation).
In its most basic form the EL can be calculated as the product of
PD, EAD and LGD.

Credit conversion factors
The group applies a regulatory-approved credit conversion
factors (CCF) to convert undrawn limits and other non-derivative
off-balance sheet exposures to an equivalent EAD. The CCF is
used to estimate the EAD for non-defaulted accounts. A
downturn adjustment is made to cater for potential downturn
economic conditions.

Use of internal estimates
The group’s credit risk rating systems and processes differentiate
and quantify credit risk across counterparties and asset classes.
Internal risk parameters are used extensively in risk management
and business processes, including:
••setting risk appetite
••setting concentration and counterparty limits
••credit approval and monitoring
••pricing transactions
••determining portfolio impairment provisions
••calculating economic capital.

Expected loss
The IRB expected loss (EL) provides a measure of the value of
the through-the-cycle credit losses that may reasonably be
expected to occur over a 12-month period in the portfolio.
To the extent that IFRS provisions may be insufficient to cover
the EL in the credit portfolio, the difference is deducted from
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KEY PORTFOLIO MODELS
The group makes use of the following key models for its credit
risk regulatory capital purposes:
••credit rating models for corporate exposures, with distinctions
made between South Africa, small and medium enterprises
(SME)
••for the CIB portfolio, distinct credit rating models are used for
exposures to banks, sovereigns, local government, brokers,
hedge funds, pension funds, asset managers, long- and
short-term insurers, property finance (both developer and
investor cash flow) and project finance respectively
••in the retail and personal lending segments, behavioural
scorecard models are used for retail cheque portfolio, retail
SME, card, personal loans, home loans, retail and corporate
SMEs, vehicle and asset finance, Blue Banner securitisation
vehicle RC1 Proprietary Limited, pension-backed lending,
Diners Club S.A. card and access loans
••PD, EAD and LGD modelling is integral to all of the models
and portfolios detailed above.

Portfolios
Corporate, sovereign and bank portfolios
Corporate entities include large companies, as well as SMEs that
are managed on a relationship basis or have a combined
exposure to the group of more than R12 million. Corporate
exposures also include specialised lending (project, object and
commodity finance, as well as income-producing real estate),
public sector entities and derivative trading counterparties.
Sovereign and bank borrowers include sovereign government
entities, central banks, local and provincial government entities,
bank and non-bank financial institutions.
The creditworthiness of corporate (excluding specialised
lending), sovereign and bank exposures is assessed based on a
detailed individual assessment of the financial strength of the
borrower. This quantitative analysis, together with expert
judgement and external rating agency ratings, leads to an
assignment of an internal rating to the entity.
Specialised lending’s creditworthiness is assessed on a
transactional level, rather than on the financial strength of the
borrower, in so far as the group relies only on repayment from the
cash flows generated by the underlying assets financed.
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Retail portfolio
Retail mortgage exposures relate to mortgage loans to individuals
and are a combination of both drawn and undrawn EADs.
Qualifying retail revolving exposure (QRRE) relates to current
accounts, credit cards and revolving personal loans and products,
and includes both drawn and undrawn exposures.
Retail other covers other branch lending and vehicle finance for
retail, personal, and small and medium enterprise portfolios.
Bank lending includes both drawn and undrawn exposures, while
vehicle and asset finance only has drawn exposures.
Internally developed behavioural scorecards are used to measure
the anticipated performance for each account.
Mapping of the behaviour score to a PD is performed for each
portfolio using a statistical calibration of portfolio-specific
historical default experience.
The behavioural scorecard PDs are used to determine the
portfolio distribution on the master rating scale. Separate LGD
models are used for each product portfolio and are based on
historical recovery data. EAD is measured as a percentage of the
credit facility limit and is based on historical averages. EAD is
estimated per portfolio and per portfolio-specific segment, using
internal historical data on limit utilisation.

Equity portfolio
Equity risk held in the banking book is substantively controlled in
accordance with the credit risk governance standard, except in so
far as it is approved and overseen under the mandate of the ERC
rather than under the normal credit risk delegated authority
structures.

CONCENTRATION RISK
Concentration risk is the risk of loss arising from an excessive
concentration of exposure to a single counterparty, an industry, a
product, a geography, maturity, or collateral. The group’s credit
risk portfolio is well-diversified. The group’s management
approach relies on the reporting of concentration risk along key
dimensions, the setting of portfolio limits and stress testing.

CREDIT RISK

CREDIT RISK MITIGATION
Wherever warranted, the group will attempt to mitigate credit
risk, including CCR to any counterparty, transaction, sector, or
geographic region, so as to achieve the optimal balance among
risk, cost, capital utilisation and reward. Risk mitigation may
include the use of collateral, the imposition of financial or
behavioural covenants, the acceptance of guarantees from
parents or third-parties, the recognition of parental support, and
the distribution of risk.
Collateral, parental guarantees, credit derivatives and on- and
off-balance sheet netting are widely used to mitigate credit risk.
CRM policies and procedures ensure that risk mitigation
techniques are acceptable, used consistently, valued
appropriately and regularly, and meet the risk requirements
of operational management for legal, practical and timely
enforcement. Detailed processes and procedures are in place
to guide each type of mitigation used.
In the case of collateral where the group has an unassailable legal
title, the group’s policy requires collateral to meet certain criteria
for recognition in LGD modelling, including:
••being readily marketable and liquid
••being legally perfected and enforceable
••having a low valuation volatility
••being readily realisable at minimum expense
••having no material correlation to the obligor credit quality
••having an active secondary market for resale.
The main types of collateral obtained by the group for its banking
book exposures include:
••mortgage bonds over residential, commercial and industrial
properties
••cession of book debts
••pledge and cession of financial assets
••bonds over plant and equipment
••the underlying movable assets financed under leases and
instalment sales.

For trading and derivatives transactions where collateral support
is considered necessary, the group typically uses recognised and
enforceable international swaps and derivatives association
(ISDA) agreements, with a credit support annexure.
Netting agreements, such as collateral under the credit support
annexure of an ISDA agreement, are only obtained where the
group firstly has a legally enforceable right to offset credit risk
by way of such an agreement, and secondly where the group has
the intention of utilising such agreement to settle on a net basis.
Other credit protection terms may be stipulated, such as
limitations on the amount of unsecured credit exposure
acceptable, collateralisation if the mark-to-market credit
exposure exceeds acceptable limits, and termination of the
contract if certain credit events occur, for example, downgrade
of the counterparty’s public credit rating.
Wrong-way risk arises in transactions where the PD by a
counterparty and the EAD to that counterparty tend to increase
at the same time. This risk is managed both at an individual
counterparty level and at an aggregate portfolio level by limiting
exposure to such transactions, taking adverse correlation into
account in the measurement and mitigation of credit exposure
and increasing oversight and approval levels. The group has no
appetite for wrong-way risk arising where the correlation between
EAD and PD is due to a legal, economic, strategic or similar
relationship (i.e. specific wrong-way risk). General wrong-way
risk, which arises when the EAD and PD for the counterparty is
correlated due to macro factors, is closely managed within
existing risk frameworks.
To manage actual or potential portfolio risk concentrations in
areas of higher credit risk and credit portfolio growth, the group
implements hedging and other strategies from time-to-time.
This is done at individual counterparty, sub-portfolio and
portfolio levels through the use of syndication, distribution
and sale of assets, asset and portfolio limit management, credit
derivatives and credit protection.

Reverse repurchase agreements and commodity leases to
customers are collateralised by the underlying assets.
Guarantees and related legal contracts are often required,
particularly in support of credit extension to groups of companies
and weaker obligors. Guarantors include banks, parent
companies, shareholders and associated obligors.
Creditworthiness is established for the guarantor as for other
obligor credit approvals.
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Credit risk continued

COUNTERPARTY CREDIT RISK

SECURITISATION

The group is exposed to CCR through movements in the fair
value of securities financing and derivatives contracts. The risk
amounts reflect the aggregate replacement costs that would be
incurred by the group in the event of counterparties defaulting on
their obligations.

Securitisation is a transaction whereby the credit risk associated
with an exposure, or pool of exposures, is tranched and passed
on to investors, typically through loan notes, and where payments
to investors through the loan notes in the transaction are
dependent upon the performance of the exposure or pool of
exposures.

The group’s exposure to CCR is affected by the nature of the
trades, the creditworthiness of the counterparty, and underlying
netting and collateral arrangements. CCR is measured in PFE
terms and recognised on a net basis where netting agreements
are in place and are legally enforceable, or otherwise on a gross
basis. Exposures are generally marked-to-market daily. Cash or
near cash collateral is posted where contractually provided for.
Demand for economic capital, as a risk appetite dimension, is
allocated to risk types (including CCR) in accordance with the
group risk appetite governance framework, and serves as the
basis for the setting of internal CCR appetite limits against which
aggregate risk type exposure can be measured.
CCR, reflecting both pre-settlement and settlement risk, is
subjected to explicit credit limits which are formulated and
approved for each counterparty and economic group, with
specific reference to its credit rating and other credit exposures
to that counterparty.
In the event of a rating downgrade, the collateral that the group
would have to provide is dependent on a number of variables,
including the netting of existing positions and a reduction in the
threshold above which collateral would have to be posted with
counterparties to cover the group’s negative mark-to-market.
With respect to additional collateral that the group may be
required to lodge with trading counterparties in the event of a
rating downgrade refer to page 42.
For trades that are not subject to margining requirements, the
replacement cost is the loss that would occur if a counterparty
were to default and its transactions closed immediately. For
margined trades, it is the loss that would occur if a counterparty
were to default at present or at a future date, assuming that the
closeout and replacement of transactions occur instantaneously.
However, close-out of a trade upon a counterparty default may
not be instantaneous. The replacement cost under the current
exposure method is determined by marking contracts to market.
PFE is any potential increase in exposure between the present
and up to the end of the margin period of risk. The PFE for the
current exposure method is determined by applying a prescribed
add-on factor to the underlying notional amount to determine
the PFE over the life of the contract.
Effective expected positive exposure is the weighted average over
time of the effective expected exposure over the first year, or, if all
the contracts in the netting set mature before one year, over the
time period of the longest-maturity contract in the netting set
where the weights are the proportion that an individual expected
exposure represents of the entire time interval.
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A traditional securitisation involves the transfer of the exposures
being securitised to a structured entity (SE) which issues
securities. In a synthetic securitisation, the tranching is achieved
by the use of credit derivatives and the underlying exposures are
not removed from the SOFP.
The group uses SEs to securitise customer loans and advances
that it has originated to diversify its sources of funding for asset
origination, for capital efficiency purposes and to reduce risk. In
addition, the group plays a secondary role as an investor in
certain third-party securitisation note issuances (SEs established
by third-parties).
The following SEs have been established by the group:
••Blue Granite Investments No. 1 (RF) Limited
••Blue Granite Investments No. 2 (RF) Limited
••Blue Granite Investments No. 3 (RF) Limited
••Blue Granite Investments No. 4 (RF) Limited
••Siyakha Fund (RF) Limited
••Blue Titanium Conduit (RF) Limited.

Blue Granite Investments
On 15 March 2018, the FSB issued a press release warning
the public to act with caution when dealing with Daily Finance
SA trading as Blue Granite Investments (Daily Finance) on the
basis that the entity is not authorised, in terms of the Financial
Advisory and Intermediary Services Act 2002, to render any
financial advice and intermediary services.
Blue Granite Investments No. 3 (RF) (Proprietary) Limited
(Blue Granite Investments) is established in terms of the group’s
residential mortgage backed securities master programme.
In this regard, neither the group nor Blue Granite Investments:
••have a business relationship with Daily Finance
••have knowledge of the services that are offered by Daily
Finance
••have authorised Daily Finance to use the registration number
and National Credit Regulators Credit Providers (NCRCP)
number of Blue Granite Investments
••have authorised Daily Finance to use Blue Granite Investments’
common law trade mark “Blue Granite”.

CREDIT RISK

Securitisation achieves the following objectives for investors and
third-party issuers:
••facilitating non-banks’ access to asset classes traditionally
only available to banks
••diversification of investment asset base
••potential yield pick-up for investors or a reduction in funding
costs for issuers (disintermediation of the banking sector).
Securitisation achieves the following objectives for the group:
••securitisation is used to raise funding and transfer risk out of
the banking system
••the group has originated a number of securitisations of its own
home loan assets. All of these transactions were aimed at
diversifying the group’s funding base beyond its normal
wholesale deposit base
••the group has always retained the subordinated loans and
consequently transactions have not resulted in a reduction
of the RWA associated with the securitised loans
••securitisation transactions arranged for third-parties allow the
bank to earn arranging fees, as well as ancillary fee income
from providing banking, back-up servicing, interest rate swaps
and liquidity facilities

••since 2014, the group also makes use of securitisation
structures to provide collateral for the SARB committed
liquidity facility aimed at meeting the new LCR requirements.
In these transactions the notes issued by the SE, as well as the
subordinated loan are retained by SBSA.
To date, the group has applied the standardised approach, the
rating-based approach and the standard formula approach,
where relevant, in the calculation of RWA.
For local securitisations in South Africa, Moody’s Investor
Services and/or Global Ratings Company act as rating agencies.
The transfer of assets by the group to an SE may give rise to the
full or partial derecognition of the financial assets concerned.
Only in the event that derecognition is achieved are sales and any
resultant gains or losses on disposals recognised in the financial
statements. Where the SEs are consolidated at group level, such
gains or losses are eliminated.

ANALYSIS OF THE GROUP’S RESIDENTIAL MORTGAGE PORTFOLIO
BALANCE TO VALUE RATIOS
The balance-to-value (BTV) ratios of the group’s residential mortgage loans portfolio are set out in the graph below.

Loan balance to initial property value (% of total book as at 31 December 2017)
35
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The BTV is based on original property valuation estimate as at initial origination and does not consider the latest property valuation. The
upward trajectory in 71% – 80% BTV and ≤70% BTV is predominantly due to new business being originated in these bands, which is
aligned to the group’s current strategy. The 91% – 100% BTV is positively amortising in terms of its contractual payment requirements .
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DEFINITION
Compliance risk is the risk of legal or regulatory
sanction, financial loss or damage to reputation
that the group may suffer as a result of its
failure to comply with laws, regulations, codes
of conduct and standards of good practice
applicable to its financial services activities.

COMPLIANCE
RISK

30
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APPROACH TO MANAGING
COMPLIANCE RISK
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GOVERNANCE

COMPLIANCE RISK

APPROACH TO MANAGING
COMPLIANCE RISK
General approach
The compliance function is mandated by the GAC to operate
independently of business as a second line of defence function,
in terms of the requirements of the Banks Act and regulations.
The management of compliance risk is standardised across the
group and is premised on internationally accepted principles of
compliance risk management for financial service providers, and
supervisory and client expectations.
Compliance risk management is a core risk management activity
overseen by the GCCDO. The GCCDO has unrestricted access to
the chairman of the GAC and is a standing attendee at GAC
meetings. The GCCDO has a functional reporting line to the
group chief executive and is a member of various group
management committees, including the group executive
committee, the group management committee, GROC, and the
group social and ethics committee.
A comprehensive risk management reporting and escalation
procedure requires compliance executives to report on the status
of compliance risk management in the group to the GCCDO, who
escalates significant matters to relevant management and
independent board committees. These matters include key
regulatory interaction and legislative developments, as well as
significant compliance initiatives and current and developing
compliance risks and exposures.
Attention to the group’s technological capability, including
coverage and surveillance capability in all jurisdictions, is key to
supporting both regulatory requirements and supervisory and
client expectations. To this end there is a constant focus on
ensuring that systems are fit-for-purpose.
There is also a key focus on compulsory compliance training,
which has become principle-based and for which a digitised
system has been developed.
The monitoring of compliance with laws, rules and regulations
has been enhanced by the implementation of a standardised
approach across the group, which includes a central monitoring
function, business-specific and specialised monitoring functions,
and includes routine monitoring conducted by compliance
officers within business.
The group privacy office resides within group compliance and
manages compliance with the recently promulgated Protection
of Personal Information Act. The privacy officer demonstrates
to the board that data privacy risk is continually monitored and
mitigated, and that breaches identified are reported to regulators
in accordance with jurisdictional data privacy requirements.

Board members, executive management and employees are
made aware of their regulatory and legislative responsibilities
through advice provided by group compliance, through reporting,
formal training, awareness sessions or face-to-face training.
The relationship with the group’s primary regulator, the SARB,
is based on mutual trust with an emphasis on regular and
transparent communication.

Approach to conduct risk
The group continues to build on its client-centric culture and
conduct strategy to deliver fair client outcomes, for which board
and executive management are accountable. The ongoing
utilisation of data analytics has enhanced the group’s ability to
proactively identify, manage, minimise and mitigate conduct risks
that may arise from our business activities. The process of
embedding good conduct is accentuated and strengthened by
the group’s ethical culture as articulated in the code of ethics and
values. Initiatives are aligned to the pending regulatory reforms
that will provide for separate prudential and conduct authorities.

Approach to managing money laundering
and terrorist financing
The previous anti-money laundering (AML) and combating the
financing of terrorism (CFT) legislative regime provided for a
rules-based approach to compliance.
The South African Financial Intelligence Centre Act has been
amended to incorporate a risk-based approach to compliance in
relation to the AML/CFT regulatory framework. This includes the
requirement for developing, documenting, maintaining and
implementing a risk management and compliance programme
that must demonstrate the group’s ability to effectively apply a
risk-based approach.
An implementation programme with an impact analysis that will
ensure that the group continues to be aligned with all regulatory
requirements is in progress.

Approach to sanctions management
The group actively manages the legal, regulatory and reputational
risk presented by persons and entities subject to embargoes or
sanctions imposed by competent authorities. The sanctions
surveillance capability continues to be enhanced to meet
supervisory expectations.
The group sanctions and client risk review committee, supported
by the group sanctions desk, is responsible for providing advice
and decisions on sanctions-related matters in a fluid sanctions
environment.
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Compliance risk Approach to managing compliance risk continued

Approach to anti-bribery and corruption
management
Anti-bribery and corruption (ABC) risk within the group is
managed in accordance with the Organisation for Economic
Co-operation and Development’s Guidance for Multinational
Enterprises. Oversight of ABC is provided through the bribery
and corruption review committee.
Specialised training was developed for areas that are perceived
as being more susceptible to bribery and corruption risk. An ABC
risk assessment for the group was initiated during 2017 and will
inform any necessary enhancements to the programme.

Approach to safety, health and
environmental risk management
Any risks to the health and safety of employees and stakeholders
resulting from hazards in the workplace and/or potential
exposure to occupational illness, as well as the group’s exposure
to the risk of impacting directly on the environment through our
business, are managed by the safety, health and environmental
risk management team and are supported by executive
management accountability structures.

GOVERNANCE
The primary management level governance committee
overseeing compliance risk is the group compliance committee.
Compliance is also represented on, and submits reports to,
various group management and board committees, all of which
facilitate awareness of compliance risk-related matters. The
principal governance document is the group compliance risk
governance standard, supported by the compliance risk
management framework, which underpins accountability and
control frameworks.
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CHARACTERISTICS AND METRICS
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Country risk continued

APPROACH TO MANAGING
COUNTRY RISK

GOVERNANCE

All countries to which the group is exposed are reviewed at least
annually. Internal rating models are employed to determine
ratings for jurisdiction, sovereign and transfer and convertibility
risk. In determining the ratings, extensive use is made of the
group’s network of operations, country visits and external
information sources. These ratings are also a key input into the
group’s credit rating models.
The model inputs are continuously updated to reflect economic
and political changes in countries. The model outputs are internal
risk grades that are calibrated to a jurisdiction risk grade from
aaa to d, as well as sovereign risk grade, and transfer and
convertibility risk grade (SB) from SB01 to SB25. Countries with
sovereign/jurisdiction risk ratings weaker than SB07/a referred
to as medium- and high-risk countries, are subject to more
detailed analysis and monitoring.
Country risk is mitigated through a number of methods,
including:

The primary management level governance committee
overseeing this risk type is the group country risk management
committee.

APPROVED REGULATORY
CAPITAL APPROACHES
There are no regulatory capital requirements for country risk.
Country risk is, however, incorporated into regulatory capital for
credit in the IRB approaches through the jurisdiction risk and
transfer and convertibility risk ratings’ impact on credit grades.

COUNTRY RISK PORTFOLIO
CHARACTERISTICS AND
METRICS
The risk distribution of cross-border country risk exposures is
weighted towards European, Asian and North American low-risk
countries, as well as sub-Saharan African medium- and high-risk
countries.

••political and commercial risk insurance
••co-financing with multilateral institutions
••structures to mitigate transfer and convertibility risk such as
collection, collateral and margining deposits outside the
jurisdiction in question.

COUNTRY RISK EXPOSURE BY REGION AND RISK GRADE
SubSaharan
Africa
%

Asia
%

Australasia
%

Europe
%

1.19

22.88

2017
Risk grade
SB01-SB07
SB08-SB11
SB12-SB14
SB15-SB17
SB18-SB21
SB22+

0.71
5.52
9.70
20.12
1.16
4.54

26.54
0.69

2016
Risk grade
SB01-SB07
SB08-SB11
SB12-SB14
SB15-SB17
SB18-SB21
SB22+

0.84
5.69
9.21
22.71
4.84
0.67

24.88
0.31
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Latin
America
%

0.20
0.92

Middle East
and
North Africa
%

North
America
%

2.03

3.16

0.22

0.42

1.17

20.03

2.08
1.16
0.12

0.59

0.85

4.85

COUNTRY RISK

Medium- and high-risk country exposure by region
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Exposure to the top five medium- and high-risk countries is shown together with comparatives in the graph that follows. These exposures
are in line with the group’s growth strategy, which is focused on Africa.

Top five medium- and high-risk exposures
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THE GROUP’S CREDIT RATINGS
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CONDUITS

The nature of the group’s banking and trading activities gives rise
to continuous exposure to liquidity risk. Liquidity risk may arise
where counterparties, who provide the group with short-term
funding, withdraw or do not roll over that funding, or normally
liquid assets become illiquid as a result of a generalised
disruption in asset markets.
The group manages liquidity in accordance with applicable
regulations and within the group’s risk appetite framework. The
group’s liquidity risk management governance framework
supports the measurement and management of liquidity, in all

geographies across both the corporate and retail sectors to
ensure that payment obligations can be met by the group’s legal
entities, under both normal and stressed conditions and that
regulatory minimum requirements are met at all times. This is
achieved through a combination of maintaining adequate liquidity
buffers, to ensure that cash flow requirements can be met, and
ensuring that the group’s SOFP is structurally sound and
supportive of the group’s strategy. Liquidity risk is managed on a
consistent basis across the group’s banking subsidiaries, allowing
for local requirements. Liquidity risk management ensures that
the group has the appropriate amount, diversification and tenor
of funding and liquidity to support its asset base at all times.
The group manages liquidity risk as three interrelated pillars,
which are aligned to the Basel III liquidity requirements.

TACTICAL (SHORT-TERM)
LIQUIDITY RISK MANAGEMENT

STRUCTURAL (LONG-TERM)
LIQUIDITY RISK MANAGEMENT

CONTINGENCY LIQUIDITY RISK
MANAGEMENT

••manage intra-day liquidity positions
••monitor interbank and repo
shortage levels
••monitor daily cash flow requirements
••manage short-term cash flows
••manage daily foreign currency liquidity
••set deposit rates in accordance with
structural and contingent liquidity
requirements as informed by ALCO.

••ensure a structurally sound SOFP
••identify and manage structural
liquidity mismatches
••determine and apply behavioural
profiling
••manage long-term cash flows
••preserve a diversified funding base
••inform term funding requirements
••assess foreign currency liquidity
exposures
••establish liquidity risk appetite
••ensure appropriate transfer pricing of
liquidity costs
••ensure compliance with Basel III
net stable funding ratio (NSFR) with
effect from January 2018.

••monitor and manage early warning
liquidity indicators
••establish and maintain contingency
funding plans
••undertake regular liquidity stress
testing and scenario analysis
••convene liquidity crisis management
committees, if needed
••set liquidity buffer levels in accordance
with anticipated stress events
••advise on the diversification of liquidity
buffer portfolios
••ensure compliance with Basel III
liquidity coverage ratio (LCR).
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Funding and liquidity risk Approach to managing liquidity risk continued

The funding and liquidity risk disclosure is based on
Basel III principles, including behavioural profiling methods
and assumptions, as well as phasing-in requirements
where applicable.
The LCR is a metric introduced by the Basel Committee on
Banking Supervision to measure a bank’s ability to manage a
sustained outflow of customer funds in an acute stress event
over a 30-day period. The ratio is calculated by taking the group’s
high-quality liquid assets (HQLA) and dividing it by net cash
outflows. The minimum regulatory LCR requirement for 2017
was 80%, increasing by 10% annually to reach 100% by
1 January 2019.
The group exceeded the 80% minimum phase-in requirement
for 2017.
The group successfully managed the balance sheet structure and
achieved NSFR compliance with effect from 1 January 2018
within specified risk appetite and regulatory requirements. This
metric is designed to ensure that the majority of term assets are
funded by stable sources, such as capital, term borrowings or
other stable funds.

BASEL III IMPLEMENTATION TIMELINE (MINIMUM
STANDARD)

Liquidity

LCR
NSFR

2017

2018

2019

80%

90%

100%

100%

100%

GOVERNANCE
The primary governance committee overseeing liquidity risk is
the group ALCO. ALCOs have been established in each of the
group’s banking subsidiaries and manage in-country liquidity
risk.
The principal governance documents are the liquidity risk
governance standard and model risk governance framework.

LIQUIDITY CHARACTERISTICS AND METRICS
OVERVIEW OF LIQUIDITY AND FUNDING METRICS
2017

2016

Total contingent liquidity (Rbn)

212.9

260.0

Eligible Basel III LCR HQLA (Rbn)
Managed liquidity (Rbn)

172.3
40.6

166.2
93.8

20.3
2.0
9.3
99.8
80.0

24.6
2.9
11.3
96.4
70.0

Total contingent liquidity as a % of funding-related liabilities (%)
Single depositor (%)
Top 10 depositors (%)
Basel III LCR (92 day average %)
Minimum regulatory LCR requirement (%)

Contingency liquidity risk management

Liquidity stress testing and scenario analysis

Contingency funding plans

Stress testing and scenario analysis are based on hypothetical,
as well as historic events. These are conducted on the group’s
funding profiles and liquidity positions. The crisis impact is
typically measured over a 30 calendar-day period as this is
considered the most crucial time horizon for a liquidity event.
This measurement period is also consistent with the Basel III
LCR requirements.

Contingency funding plans are designed to protect stakeholder
interests and maintain market confidence in the event of a
liquidity crisis. The plans incorporate an early warning indicator
process supported by clear crisis response strategies. Early
warning indicators cover bank-specific and systemic crises
and are monitored according to assigned frequencies
and tolerance levels.
Crisis response strategies are formulated for the relevant crisis
management structures and address internal and external
communications and escalation processes, liquidity generation
management actions and operations, and heightened and
supplementary information requirements to address the crisis
event. The updating of contingency funding plans while
considering budget forecasting continues to be a focus area for
the asset liability management teams across the group.
The group, in line with the SARB’s requirements, updates and
submits its recovery and resolution plans to the SARB on an
annual basis. The group’s recovery plan incorporates the
contingent liquidity funding plan in addition to the focus given to
capital planning and business continuity planning.
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Anticipated on- and off-balance sheet cash flows are subjected to
a variety of bank-specific and systemic stresses and scenarios to
evaluate the impact of unlikely but plausible events on liquidity
positions. The results are assessed against the liquidity buffer
and contingency funding plans to provide assurance as to the
group’s ability to maintain sufficient liquidity under adverse
conditions.
Internal stress testing metrics are supplemented with the
regulatory Basel III LCR in monitoring the group’s ability to
survive severe stress scenarios.
The Basel III LCR analysis that follows includes banking and/or
deposit taking entities and represents an aggregation of the
relevant individual net cash outflows and HQLA portfolios. These
results reflect the simple average of 92 days of daily observations
over the quarter ended 31 December 2017 and the simple
average of the three month-end data points for the quarter
ended 31 December 2016.

FUNDING AND LIQUIDITY RISK

LIQUIDITY COVERAGE RATIO
20171
Total
unweighted3
value
(average)
Rm
HQLA
Total HQLA
Cash outflows
Retail deposits and deposits from small business customers, of
which:

20162
Total
weighted4
value
(average)
Rm

Total
unweighted3
value
(average)
Rm

157 699

Total
weighted4
value
(average)
Rm
151 297

1 029 111

283 482

1 070 380

312 972

260 794

21 304

235 471

20 241

Stable deposits
Less stable deposits

260 794

21 304

235 471

20 241

Unsecured wholesale funding, of which:

421 487

225 422

438 260

255 944

Operational deposits (all counterparties) and deposits in
networks of cooperative banks
Non-operational deposits (all counterparties)
Unsecured debt

165 317
256 076
94

41 329
183 999
94

152 696
285 526
38

38 174
217 732
38

Secured wholesale funding
Additional requirements

102 938

2
23 718

112 835

11
22 328

11 645
3 012
88 281

11 637
3 012
9 069

24 414
2 995
85 426

10 687
2 995
8 646

Other contractual funding obligations
Other contingent funding obligations

2 272
241 620

2 272
10 764

4 228
279 586

4 228
10 220

Cash inflows

159 852

125 525

186 120

155 950

Secured lending
Inflows from fully performing exposures
Other cash inflows

22 799
116 691
20 362

15 349
96 220
13 956

41 428
126 263
18 429

32 444
109 374
14 132

Outflows related to derivative exposures and other collateral
requirements
Outflows related to loss of funding on debt products
Credit and liquidity facilities

Total
adjusted value5
Rm

Total
adjusted value5
Rm

Total HQLA

157 699

151 297

Total net cash outflows

157 957

157 022

99.8%

96.4%

Liquidity coverage ratio (%)

1	Simple average of 92 days of daily observations over the quarter ended 31 December 2017.
2 The simple average of the month-end values at 31 October 2016, 30 November 2016 and 31 December 2016.
3 Unweighted value represents the outstanding balances maturing or callable within 30 days (for inflows and outflows).
4 Total weighted value is calculated after the application of respective haircuts (for HQLA) or inflow and outflow rates (for inflows and outflows).
5	Adjusted value calculated after the application of both (i) haircuts and inflow and outflow rates; and (ii) any applicable caps (i.e. cap on level 2B and level 2 assets for

HQLA and cap on inflows).

The group seeks to exceed the minimum LCR requirement with a sufficient buffer to allow for funding flow volatility as determined by its
internal liquidity risk appetite. A buffer is maintained above the minimum regulatory requirement to cater for balance sheet and market
volatility.
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Total contingent liquidity
Portfolios of marketable and liquid instruments to meet
regulatory and internal stress testing requirements are
maintained as protection against unforeseen disruptions in cash
flows. These portfolios are managed within ALCO-defined limits
on the basis of diversification and liquidity.
The table below provides a breakdown of the group’s liquid
and marketable instruments as at 31 December 2017 and
31 December 2016. Eligible Basel III LCR HQLA are defined
according to the BCBS January 2013 LCR and liquidity risk
monitoring tools framework. Managed liquidity represents
unencumbered marketable instruments other than eligible
Basel III LCR HQLA (excluding trading assets) which would
be able to provide sources of liquidity in a stress scenario.

The group’s cumulative liquidity mismatch remains within
liquidity risk appetite and is well positioned for NSFR compliance
with effect from January 2018.
While following a consistent approach to liquidity risk
management in respect of the foreign currency component of the
SOFP, specific indicators are observed in order to monitor
changes in market liquidity, as well as the impacts on liquidity as
a result of movements in exchange rates.

Behaviourally adjusted cumulative liquidity mismatch
(% of funding-related liabilities)
4
2

TOTAL CONTINGENT LIQUIDITY
2017
Rbn

2016
Rbn

172.3

166.2

Notes and coins
Balances with central banks
Government bonds and bills
Other eligible assets

12.6
23.3
91.3
45.1

12.3
21.7
115.5
16.7

Managed liquidity

40.6

93.8

212.9

260.0

20.3

24.6

Eligible LCR HQLA1 comprising:

Total contingent liquidity
Total contingent liquidity as a %
of funding-related liabilities (%)

1	Eligible LCR HQLA consider any liquid transfer restrictions that will

inhibit the transfer across jurisdictions.

Liquid assets held remain adequate to meet all internal stress
testing and regulatory requirements.

Structural liquidity mismatch
Maturity analysis of financial liabilities
using behavioural profiling
With actual cash flows typically varying significantly from the
contractual position, behavioural profiling is applied to assets,
liabilities and off-balance sheet commitments, as well as to
certain liquid assets. Behavioural profiling assigns probable
maturities based on historic customer behaviour. This is used
to identify significant additional sources of structural liquidity in
the form of core deposits, such as current and savings accounts,
which exhibit stable behaviour despite being repayable on
demand or at short notice.
In order to highlight potential risks within the group’s defined
liquidity risk thresholds, structural liquidity mismatch analyses
are performed regularly to anticipate the mismatch between
payment profiles of SOFP items.
The graph that follows shows the group’s cumulative maturity
mismatch between assets and liabilities for the 0 to 12 months
maturity bucket, after applying behavioural profiling. The
cumulative maturity is expressed as a percentage of the group’s
total funding-related liabilities.
Expected aggregate cash outflows are subtracted from expected
aggregate cash inflows. These mismatches are monitored on a
regular basis with active management intervention, if potential
risk appetite breaches are evidenced. Liquidity transfer
restrictions across the group are considered as part of
the prudent liquidity risk management assumptions that
are followed.
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Funding activities
Funding markets are evaluated on an ongoing basis to ensure
appropriate group funding strategies are executed depending on
the market, competitive and regulatory environment. The group
employs a diversified funding strategy, sourcing liquidity in both
the domestic and offshore markets, and incorporates a
coordinated approach to accessing loan and debt capital markets
across the group.
Primary funding sources are in the form of deposits across a
spectrum of retail and wholesale clients, as well as loan and
debt capital markets across the group. Total funding-related
liabilities reduced from R1 056 billion as at 31 December 2016
to R1 048 billion as at 31 December 2017.

Funding diversification by product (%)

2017

2016

¢ Call deposits
¢ Term deposits
¢ Current accounts
¢ Cash management deposits
¢ Deposits from banks and central banks
¢ Negotiable certificates of deposits (NCDs)
¢ Senior and subordinated debt
¢ Other funding
¢ Savings accounts

2017
20
15
12
16
13
13
7
3
1

2016
18
14
10
16
19
12
7
3
1

Corporate funding
Retail deposits3
Institutional funding
Interbank funding3
Government and parastatals
Senior debt3
Subordinated debt issued
Term loans
Total funding-related liabilities
1
2
3

2017
Rbn

2016
Rbn

247
239
290
110
62
55
17
28

243
219
284
156
53
46
20
35

1 048

1 056

FUNDING AND LIQUIDITY RISK

FUNDING-RELATED LIABILITIES COMPOSITION1

SBSA 12- and 60-month liquidity spread
bps
180
160
140
120
100
80
60
40
20

Composition aligned to Basel III liquidity classifications.
Comprises individual and small business customers.
Restated. Refer to page 58.

Dec
2012

Dec
2013

Dec
2014

Dec
2015

Dec
2016

Dec
2017

Concentration risk limits are used within the group to ensure that
funding diversification is maintained across products, sectors,
geographic regions and counterparties.

— 12-month NCD

DEPOSITOR CONCENTRATION

THE GROUP’S CREDIT RATINGS

Single depositor (limit 10%)
Top 10 depositors (limit 20%)

2017
%

2016
%

2.0
9.3

2.9
11.3

A component of the group’s funding strategy is to ensure that
sufficient contractual term funding is raised in support of term
lending and to ensure adherence to the structural mismatch
tolerance limits and appetite guidelines.
The group successfully accessed the longer-term funding market
during 2017, raising R31.8 billion through a combination of senior
debt and syndicate loans. An additional R24.6 billion was raised
through NCDs funding in excess of 12 months. SBG issued
R3.5 billion of Basel III compliant AT1 bond instruments in 2017,
the proceeds of which have been invested as AT1 in SBSA.
The graph alongside is a representation of the market cost of
liquidity, which is measured as the spread paid on NCDs relative
to the prevailing reference rate. The graph is based on activelyissued money market instruments by banks, namely 12- and
60-month NCDs. For the period under review, market cost of
liquidity compressed in the 60-month tenor, as banks benefited
from increased demand for bank term issuance. Cost of liquidity
in money markets measured by the 12-month NCD cost traded in
a tight range during 2017. Marginal widening of term funding
spreads was experienced in the final quarter driven largely by
political risk and market credit events.

— 60-month NCD

The group’s ability to access funding at cost-effective levels is
dependent on maintaining or improving the borrowing entity’s
credit rating.
The following table provides a summary of the major credit
ratings for the SBSA group as at 31 December 2017.

CREDIT RATINGS
LONG-TERM

FITCH

SBSA foreign currency issuer default rating

BB+

South African sovereign foreign currency
issuer default rating

BB+

LONG-TERM

MOODY’S

SBSA foreign currency issuer rating

Baa3

South African foreign currency deposit rating

Baa3
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Credit ratings for SBSA are dependent on multiple factors,
including the South African sovereign rating, capital adequacy
levels, quality of earnings, credit exposure, the credit risk
governance framework and funding diversification. These
parameters and their possible impact on the borrowing entity’s
credit rating are monitored closely and incorporated into the
group’s liquidity risk management and contingency planning
considerations.
The foreign and local currency rating downgrades in the first half
of 2017 have had a more benign impact than previously
anticipated on the availability and cost of foreign currency
funding. This was largely due to the supportive global liquidity
environment for emerging markets. The group continues to
monitor the implications of further South African sovereign credit
rating agency downgrades for both local and foreign currency
which could have a more significant impact on the group’s access
and cost of foreign currency liquidity sources.
A rating downgrade would reduce the thresholds above which
collateral must be posted with counterparties to cover the
group’s negative mark-to-market on derivative contracts. These
are managed within the liquidity management pillar. The potential
cumulative impact on additional collateral requirements is
contained in the table below.

1, 2 AND 3 NOTCH RATING DOWNGRADES

Impact on the group’s liquidity
of a collateral call linked to
downgrading by:
1 notch
2 notch
3 notch

2017
Rm

2016
Rm

430
430
430

398
535
535

CONDUITS
The group provides standby liquidity facilities to two conduits,
namely Blue Titanium Conduit and Thekwini Warehouse Conduit.
These facilities, which totalled R4.9 billion in 2017
(2016: R5.6 billion), had not been drawn on.
The liquidity risk associated with these facilities is managed
in accordance with the group’s overall liquidity position
and represents less than 3% of the group’s total liquidity
(2016: 3%). The liquidity facilities are included in both the
group’s structural liquidity mismatch, as well as in liquidity
risk stress testing.
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APPROVED REGULATORY CAPITAL APPROACHES
GOVERNANCE
TRADING BOOK MARKET RISK
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The Standard Bank of South Africa
Risk and capital management report 2017

43

RISK AND CAPITAL MANAGEMENT REPORT
Market risk continued

APPROVED REGULATORY
CAPITAL APPROACHES
The group has approval from the SARB to adopt the internal
models approach for most asset classes and across most market
variables in the SBSA group with the balance on the standardised
model.
For material equity portfolios, the group has approval from the
SARB to adopt either the market-based or PD/LGD approach.
There are no regulatory capital requirements for interest rate risk
in the banking book, structural foreign exchange exposures or
own equity-linked transactions. The group does not apply the
incremental risk charge or comprehensive risk capital charge
approach.

GOVERNANCE
The governance management level committees
overseeing market risk are group ALCO, and the group equity
risk committee.
The principal governance documents are the market risk
governance standard and the model risk governance framework.
The group’s key market risks are:
••trading book market risk
••interest rate risk in the banking book*
••equity risk in the banking book*
••foreign currency risk*
••own equity-linked transactions*
••post-employment obligation risk.
* Refer to annexure C of the annual financial statements for disclosure.

TRADING BOOK MARKET RISK
Definition
Trading book market risk is represented by financial instruments,
including commodities, held in the trading book, arising out of
normal global markets’ trading activity.

Approach to managing market risk in the
trading book
The group’s policy is that all trading activities are undertaken
within the group’s global markets’ operations.
The market risk functions are independent of the group’s trading
operations and are accountable to the relevant legal entity
ALCOs. ALCOs have a reporting line into group ALCO.
All VaR and SVaR limits require prior approval from the respective
entity ALCOs. The market risk functions have the authority to set
these limits at a lower level.
Market risk teams are responsible for identifying, measuring,
managing, monitoring and reporting market risk as outlined in
the market risk governance standard.
Exposures and excesses are monitored and reported daily. Where
breaches in VaR or SVaR limits occur, actions are taken by market
risk functions to bring exposures back in line with approved
market risk appetite, with such breaches being reported to
management and entity ALCOs.
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Measurement
The techniques used to measure and control trading book
market risk and trading volatility include VaR and SVaR, stop-loss
triggers, stress tests, backtesting and specific business unit and
product controls.

VaR and SVaR
The group uses the historical VaR and SVaR approach to quantify
market risk under normal and stressed conditions.
For risk management purposes VaR is based on 251 days of
unweighted recent historical data updated at least monthly, a
holding period of one day and a confidence level of 95%. The
historical VaR results are calculated in four steps:
••calculate 250 daily market price movements based on
251 days’ historical data. Absolute movements are used for
interest rates and volatility movements; relative for spot,
equities, credit spreads, and commodity prices
••calculate hypothetical daily profit or loss for each day using
these daily market price movements
••aggregate all hypothetical profits or losses for day one across
all positions, giving daily hypothetical profit or loss, and then
repeat for all other days
••VaR is the 95th percentile selected from the 250 days of daily
hypothetical total profit or loss.
Daily losses exceeding the VaR are likely to occur, on average,
13 times in every 250 days.
SVaR uses a similar methodology to VaR, but is based on a
251-day period of financial stress which is reviewed quarterly and
assumes a ten-day holding period and a worst case loss. The
ten-day period is based on the average expected time to reduce
positions. The period of stress for SBSA is currently the
2008/2009 financial crises while, for other markets, more recent
stress periods are used.
Where the group has received internal model approval, the
market risk regulatory capital requirement is based on VaR and
SVaR, both of which use a confidence level of 99% and a ten-day
holding period.
Limitations of historical VaR are acknowledged globally and
include:
••the use of historical data as a proxy for estimating future
events may not encompass all potential events, particularly
those which are extreme in nature
••the use of a one-day holding period assumes that all positions
can be liquidated or the risk offset in one day. This will usually
not fully reflect the market risk arising at times of severe
illiquidity, when a one-day holding period may be insufficient to
liquidate or hedge all positions fully
••the use of a 95% confidence level, by definition, does not take
into account losses that might occur beyond this level of
confidence.

MARKET RISK

VaR is calculated on the basis of exposures outstanding at the
close of business and, therefore, does not necessarily reflect
intra-day exposures. VaR is unlikely to reflect loss potential on
exposures that only arise under significant market movements.

Trading book credit risk
Credit issuer risk is assumed in the trading book by virtue of
normal trading activity, and is managed according to the group’s
market risk governance standard. These exposures arise from,
among others, trading in debt securities issued by corporate and
government entities, as well as trading credit derivative
transactions with other banks and corporate clients.
The credit spread risk is incorporated into the daily price
movements used to compute VaR and SVaR mentioned above.
The VaR models used for credit issue risk are only intended to
capture the risk presented by historical day-to-day market
movements, and, therefore, do not take into account
instantaneous or jump to default risk. Issuer risk is incorporated
in the standardised approach interest rate risk charge for SBSA.
Stop-loss triggers
Stop-loss triggers are used to protect the profitability of the
trading desks, and are monitored by market risk on a daily basis.
The triggers constrain cumulative or daily trading losses through
acting as a prompt to review or close-out positions.
Stress tests
Stress testing provides an indication of the potential losses that
could occur under extreme but plausible market conditions,
including where longer holding periods may be required to exit
positions. Stress tests comprise individual market risk factor
testing, combinations of market factors per trading desk and

combinations of trading desks using a range of historical,
hypothetical and Monte Carlo simulations. Daily losses
experienced during the period under review did not exceed the
maximum tolerable losses as represented by the group’s stress
scenario limits.
Backtesting
The group backtests its VaR models to verify the predictive ability
of the VaR calculations and ensure the appropriateness of the
models within the inherent limitations of VaR.
Backtesting compares the daily hypothetical profits and losses
under the one-day buy and hold assumption to the prior day’s
calculated VaR. In addition, VaR is tested by changing various
model parameters, such as confidence intervals and observation
periods to test the effectiveness of hedges and risk-mitigation
instruments.
The graph below shows the results of the SBSA group’s
backtesting for 2017. The volatility in hypothetical profit in May
2017 is largely as a result of the devaluation of the Nigerian naira
and introduction of the Nigerian autonomous foreign exchange
fixing rate.
Regulators categorise a VaR model as green, amber or red and
assign regulatory capital multipliers based on this categorisation.
A green model is consistent with a satisfactory VaR model and is
achieved for models that have four or less backtesting exceptions
in a 12-month period at 99% VaR. All of the group’s approved
models were assigned green status for the period under review
(2016: green).
Seven exceptions occurred in 2017 (2016: nine) for 95% VaR and
no exceptions (2016: one) for 99% VaR.

Backtesting: hypothetical income of trading units and VaR
Rm
300
250
200
150
100
50
0
( 50)
( 100)

December 2017

January 2017
■■ Hypothetical income

95% VaR (including diversification benefits)

99% VaR (including diversification benefits)

Specific business unit and product controls
Other market risk limits and controls specific to individual business units include permissible instruments, concentration of exposures,
gap limits, maximum tenor, stop-loss triggers, price validation and balance sheet substantiation.
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Trading book portfolio characteristics
VaR for the period under review
Trading book market risk exposures arise mainly from residual exposures from client transactions and limited trading for the group’s own
account. In general, the group’s trading desks have run similar levels of market risk throughout the period under review when compared
to 2016 aggregate normal VaR, and increased levels when compared to aggregate SVaR.

Analysis of trading profit
The graph below shows the distribution of daily trading income for the period under review. It captures trading volatility and shows the
number of days in which the group’s trading-related revenues fell within particular ranges. The distribution is skewed favourably to the
profit side.
For the period under review, trading profit was positive for 225 out of 259 days (2016: 242 out of 260 days) on an aggregated basis.

Distribution of daily trading units
Rm
200
180
Frequency of days

160
140
120
100
80
60
40
20

<(30)
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(30) to 0

0 to 30

30 to 60

60 to 90

>90

■■ 2016

POST-EMPLOYMENT OBLIGATION RISK
The group operates both defined contribution plans and defined benefit plans, with the majority of its employees participating in defined
contribution plans. The group’s defined benefit pension and healthcare provider schemes for past and certain current employees create
post-employment obligations. Post-employment obligation risk arises from the requirement to contribute as an employer to an
under-funded defined benefit plan.
The group mitigates these risks through independent asset managers and independent asset and liability management advisors for
material funds. Potential residual risks which may impact the group are managed within the group asset and liability management
process. Refer to note 40 in the annual financial statements for more detail on the group’s post-employment obligation risk.
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Operational risk continued

APPROACH TO MANAGING
OPERATIONAL RISK
The group recognises that operational risk exists in the natural
course of business activity and adheres to the group’s
operational risk governance framework, which sets out the
minimum standards for operational risk management adopted
across the group. This framework aligns to the group’s strategy
by demonstrating that the purpose of operational risk
management is not to eliminate all risks, which is not
economically viable, but rather to enable management to weigh
the payoff between risk and reward. The framework also ensures
that adequate and consistent governance is in place, guiding
management to avoid unacceptable risks such as:
••breaking the law
••damaging the group’s reputation
••disrupting services to customers
••wilful conduct failures
••inappropriate market conduct
••knowingly breaching regulatory requirements
••causing environmental damage.
The group’s approach to managing operational risk is to adopt
fit-for-purpose operational risk practices that assist line
management in understanding their residual risk and managing
their risk profile within risk appetite. The management of
operational risk primarily resides in first line, supported by
second line with dedicated centres of excellence. The operational
risk management function forms part of the second line of
defence and is an independent area, reporting to the group CRO.
The framework ensures that those banking entities adopting
the AMA or the standardised approach for regulatory capital
purposes can meet the relevant regulatory criteria. The AMA
capital is currently estimated twice per year. The AMA capital
model is validated by an independent model validation team
and approved for ongoing use by the PBB, CIB and group
model approval committees.
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The core capabilities of operational risk ensure alignment and
integration across:
••developing and maintaining the operational risk governance
framework
••facilitating the business’s adoption of the operational risk
framework
••regulatory oversight
••monitoring and assurance
••reporting
••challenging the risk profile and providing guidance and advice
as thought leaders.
The operational risk management function analyses root causes
of internal incidents and events to allow for the implementation
and recommendation of controls to curb future threats. These
analyses are followed by self-assessments and risk-focused
reviews, where an independent team provides objective
monitoring and assessment of the adequacy and effectiveness
encompassing the implementation of the operational risk
governance framework. The function also plays a role in
influencing risk decision-making and implementing risk controls,
which results in acceptance, mitigation, or avoidance of risk. The
function also provides an assessment of regulatory requirements
that need to be implemented within embedded operational risk
management functions to ensure regulatory compliance.
Individual teams are dedicated to each business line and report
to the respective PBB and CIB CRO with a functional reporting
line to the group head of operational risk management. The
group function provides dedicated teams to corporate functions
such as finance, IT and human capital. These teams work
alongside the corporate functions and facilitate the adoption of
the operational risk governance framework. As part of the second
line of defence, they also monitor and challenge management in
respect of their operational risk profile.
Business continuity management is a process that identifies
potential operational disruptions and provides a basis for
planning for the mitigation of the negative impact from such
disruptions. In addition, it promotes operational resilience and
ensures an effective response that safeguards the interests of
both the group and its stakeholders. The group’s business
continuity management framework encompasses emergency
response preparedness and crisis management capabilities to
manage the business through a crisis to full recovery. The group’s
business continuity capabilities are evaluated by testing business
continuity plans and conducting crisis simulations.

Information risk is the risk of accidental or
intentional unauthorised use, modification,
disclosure or destruction of information
resources, which would compromise the
confidentiality, integrity or availability of
information assets and business information
assets.

CYBER
RISK

INFORMATION
RISK

FINANCIAL
CRIME
RISK

Technology risk encompasses both technology
risk and technology change risk. Technology risk
refers to the risk associated with the use,
ownership, operation, involvement, influence and
adoption of technology within the group.
It consists of technology-related events and
conditions that could potentially impact the
business. Technology change risk refers to the risk
arising from changes, updates or alterations made
to the IT infrastructure, systems or applications
that could affect service reliability and availability.

Tax risk is the possibility of suffering
unexpected loss, financial or otherwise, as a
result of the application of tax systems, whether
in legislative systems, rulings or practices,
applicable to the entire spectrum of taxes and
other fiscal imposts to which the group is
subject.

Social risk is risks to people, their livelihoods,
health and welfare, socioeconomic development,
social cohesion and the ability to adapt to
changing circumstances.

Financial crime risk is defined as the risk of
economic loss, reputational risk and regulatory
sanction arising from any type of financial crime
against the group. Financial crime includes fraud,
theft, money laundering, bribery, corruption,
violent crime and misconduct by staff,
customers, suppliers, business partners,
stakeholders and third-parties.

TECHNOLOGY
RISK

MODEL
RISK

Model risk arises from potential weaknesses in
a model that is used in the measurement, pricing
and management of risk. These weaknesses
include incorrect assumptions, incomplete
information, inaccurate implementation, limited
model understanding, inappropriate use or
inappropriate methodologies leading to incorrect
conclusions by the user.

TAX
RISK

LEGAL
RISK

Environmental risk is described as a measure
of the potential threats to the environment that
lending or financial services activities may have.
It combines the probability that events will cause
or lead to the degradation of the environment
and the magnitude of the degradation.
Environmental risk includes risks related to or
resulting from climate change, human activities
or from natural processes that are disturbed by
changes in natural cycles.

Cyber risk may arise as a result of the
disclosure, modification, destruction or theft of
information stored, or transmitted on systems or
networks, or from the unavailability of the
transaction site, systems or networks.

Legal risk is defined as the exposure to adverse
consequences, attendant upon non-compliance
with legal or statutory responsibilities and/or
legal rights not being binding or enforceable.

ENVIRONMENTAL
AND SOCIAL
RISK

COMPLIANCE
RISK

Compliance risk is the risk of legal or regulatory
sanction, financial loss or damage to reputation
that the group may suffer as a result of its failure
to comply with laws, regulations, codes of
conduct and standards of good practice
applicable to its financial services activities.
More information

The following risk types are part of the
extended operational risk taxonomy
and are considered for capital
allocation in the ICAAP process:

••physical assets risk
••human capital risk
••accounting and financial risk.

RCM 30 on page 30
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Operational risk subtypes are
managed and overseen by
specialist functions.
These subtypes include:
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Operational risk continued

INSURANCE COVER
The group buys insurance to mitigate operational risk. This cover
is reviewed on an annual basis. The group insurance committee
oversees a substantial insurance programme designed to protect
the group against loss resulting from its business activities.
The principal insurance policies in place are the group crime,
professional indemnity, and group directors’ and officers’ liability
policies. In addition, the group has fixed assets and liabilities
coverage in respect of office premises and business contents,
third-party liability for visitors to the group’s premises, and
employer’s liability. The group’s business travel policy provides
cover for group staff while travelling on behalf of the group.

GOVERNANCE
The primary management level governance committees
overseeing operational risk are GROC and the group operational
risk committee. The primary governance documents are the
operational risk governance framework, and the operational risk
governance standard.
Operational risk subtypes report to various governance
committees and have governance documents applicable to each
risk subtype.

APPROVED REGULATORY
CAPITAL APPROACH
The group has approval from the SARB to use the AMA
for calculation of capital. In 2017, the BCBS released the final
regulations for the new standardised approach to be used for
the calculation of operational risk regulatory capital, which
is due to take effect on 1 January 2022.
The group will maintain its current approved regulatory capital
approach until the transition date. Furthermore, alternative
capital approaches, including calculation and allocation
methodologies, to be used in a post-AMA regime will be explored.

OPERATIONAL RISK SUBTYPES

The group is cognisant of the mounting risk posed by cyber
crime and significant investments are made to enhance security
capabilities and accelerate its strategic directives. Cyber risk
receives extensive focus at every level of the organisation across
various governance and management committees. Financial
services remain the most targeted sector from a cyber crime
perspective and, consistent with this trend, a number of attempts
were successfully mitigated without any impact to the group’s
operations or customers. Many of these incidents were prevented
as a direct result of the advanced cyber defence capabilities
introduced in 2016 and 2017.
Financial institutions in particular are vulnerable to distributed
denial of service (DDOS) attacks. The group has activated a
DDOS mitigation service provided by our internet service
provider, that is capable of mitigating the majority of DDOS
attack types, allowing our services, like internet banking,
to remain usable during an attack.
The group has also implemented several advanced endpoint
security controls that mitigate the risk of commodity
ransomware. These controls include an enterprise detection
and a response tool that is capable of detecting advanced
malware and containing infections across the organisation.
It is expected that banking regulators across most territories will
issue cyber regulations in the coming year. In 2017, the SARB
issued guidelines to banks to ensure that they are developing
resilient systems that can recover quickly in the event of a cyber
incident. Other regulators on the continent are following suit, with
the Kenyan Central Bank issuing similar guidelines.
Increased collaboration across the sector and authorities
is assisting with the combating of cyber risks in order
to strengthen resilience. Cyber security awareness messages
are regularly sent to customers with helpful security advice
and, through industry-driven initiatives, the group has
contributed to increasing awareness on topics that are
relevant at an industry level.
The global shortage of cyber security skills is well documented
and, in an attempt to reduce this shortage, graduate staff will
be taken through a specialised development programme.

Cyber risk

Information risk

2017 saw a continued focus on improving cyber security
capabilities.

In 2017, the group experienced no material exposures as a result
of information breaches. Prevention and proactive detection
mechanisms, which are at the forefront of the group’s strategic
initiatives, coupled with clear governance, standards and
frameworks has contributed towards the protection of the
group’s information and reputation.

In response to the growing volume and sophistication of cyber
crime incidents and attacks, the group has developed an IT cyber
security strategy which is centred around the four key pillars of
governance, culture, capability and community, all of which are
crucial for an effective cyber defence strategy.
Cyber crime includes cyber fraud, data theft, extortion
(ransomware) and malicious business disruption. Many
industries and organisations globally experienced high-profile
cyber crimes in 2017, including healthcare in the UK, a credit
bureau in the USA and financial services in the East. Breaches of
confidential records often lead to an increase in cyber crime
activity, and in South Africa the largest breach of confidential
records (an estimated 63 million records) was reported as a
result of a property company failing to secure its website.
The escalation in the scale and sophistication of cyber crime is
amplified by the growing digitisation of businesses and the
complexity of running ageing systems.
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With the aim of ensuring that information is secure and
customers are consistently educated, targeted awareness
campaigns driving risk conscious behaviour, improved third-party
management, behavioural analytics capabilities and research on
trending information risk topics were introduced during 2017.

Financial crime risk
The cost of financial crime is staggering. Each year, tech-savvy
perpetrators defraud banks of more than $50 billion. As
customers, regulators, and the financial industry have gained
familiarity with various forms of financial crime, the group has
seen that the underlying risk of financial crimes not only includes
the direct action taken by criminals, but also includes the cost of
deterrence, detection, and resolution.

OPERATIONAL RISK

Credit card fraud is plaguing the industry and the rifest method is
‘card not present’ fraud. The growing popularity of ecommerce
transactional volumes also provides the ideal opportunity for
criminals to siphon or breach sensitive card data. The group
continuously strives to maintain a balance between the customer
experience and anti-fraud measures by analysing data to
establish behaviour towards predicting, preventing, detecting and
responding rapidly to changes in the card fraud threat landscape.
In 2017, the group introduced new technology and processes to
enable detection, monitoring and intervention, to known threats
and fraudulent activities on customers’ accounts. To ensure that
responses to fraud incidents are efficient and in near-real time,
fraud response centres have been setup in South Africa, with a
co-location of multi-disciplinary team made up of members
from the fraud and security value chain.
The popularity of the online and application banking channels
has contributed towards the prevalence of phishing attacks
industrywide. Additionally, malware detection and remediation
solution, which removes malware from infected machines, are
available to customers.
Phishing site attacks targeting Standard Bank clients reduced
significantly in 2017, down 53% from 2016. This reduction has
seen a corresponding reduction in the number of online banking
fraud incidents reported over the same period, down 48% from
2016. The decrease in phishing attacks and online fraud incidents
is largely due to the implementation of new prevention and
detection controls.
The organisation continues to operate with a zero tolerance for
employee misconduct and independently investigates all
allegations of employee misconduct. Employees are also
provided with ongoing awareness and training and are provided
with the appropriate tools for escalating and reporting
misconduct anonymously.

Technology risk
Stability continued to improve in 2017 with a significant decline in
the volume of high-priority incidents. This can be attributed to
the executive focus being placed on all dimensions of IT and the
management of risks associated with incidents, which also
minimises customer impact. Given the nature and scale of the
group’s business, some interruption is inevitable and IT incidents
and downtime cannot be completely avoided.
Management focus and capability is placed on the ability to
predict, prevent, detect and rapidly respond to, and manage the
risks associated with incidents.
The implementation of the core banking system has been
completed in target entities within the approved scope and
budget. The core banking modernisation programme across the
continent has proved invaluable in mitigating operational risks
associated with non-standardised legacy platforms. As the group
continues to augment the technology stack, a portion of
investment will always be reserved for security and stability.
Complexity has been identified as a key factor driving many of
the top risks and can negatively impact the achievement of
strategic objectives. In order to reduce the risks and continue to
improve customer and staff experience, simplification has been
incorporated as one of the group’s key strategic themes.

Model risk
Model risk is mitigated through the following principles:
••fit-for-purpose governance
••maintaining a pool of skilled and experienced technical
specialists
••robust model-related processes.
To give effect to these principles, model risk is governed by the
model risk governance framework. This framework defines model
risk, the scope of models, documentation needs, model
materiality considerations, high-level model development
requirements, validation requirements, usage and monitoring
requirements, the governance and approval processes, and the
roles and responsibilities across the three lines of defence. Model
risk leverages the operational risk framework.
In 2017, there were no material exposures related to model risk.

Tax risk
The group’s approach to tax risk is governed by the GACapproved tax risk control framework, which includes the tax
strategy and governance standard, supported by policies dealing
with specific aspects of tax risk such as transfer pricing, indirect
taxes, withholding taxes and remuneration-related taxes.
In 2017, the group was exposed to transfer pricing risk.
A consistent approach to responding to transfer pricing queries
was coordinated to mitigate the exposure.
From an industry perspective, the group has been involved in
various successful lobbying efforts with tax regulators benefiting
the group.

Legal risk
Management of this risk entails constant monitoring of new laws,
monitoring of changes in existing laws, monitoring of changes in
interpretations of existing laws by appropriate authorities and
ensuring that all obligations imposed by such laws are discharged
and all rights acquired are valid, binding and enforceable. This
applies to the full scope of group activities and may also include
others acting on behalf of the group.
The group has processes and controls in place to identify,
manage and mitigate its legal risks.
Generally, legal risk is managed in the first instance by lawyers in
the group company concerned with oversight, co-ordination and
training provided/facilitated by the group’s legal teams. In
matters where legal risk is considered material at a group level,
the legal resources of the group are actively involved to assist the
local legal teams in managing legal risk.
In 2017, the SBSA group was exposed to the South African
Competition Commission complaint alleging that the SBSA group
had colluded with 17 other banks in the trading of
USD/ZAR currency pairs over the period 2007 to 2013. An
internal investigation was conducted and no evidence was found
to support the allegation. Based upon independent legal advice
the SBSA group believes that the evidence made available by the
Competition Commission does not substantiate the collusion
that it contends. Furthermore, the amount of any penalty, if the
SBSA group’s defence is not successful, would not be material.

The Standard Bank of South Africa
Risk and capital management report 2017

51

RISK AND CAPITAL MANAGEMENT REPORT
Operational risk Operational risk subtypes continued

Initiatives to be adopted in 2018 include implementing an
electronic litigation management system to assist with oversight
and management of litigation risk.

Environmental and social risk
Environmental and social risk assessment and management
deals with two aspects:
••indirect risk: the environmental and social risks which occur
as a result of our lending or financial services activities
••direct risk: these include our direct environmental and social
impact, such as our waste management and the use of energy
and water within group facilities.
All financial institutions are exposed to some level of
environmental and social risk through their clients/investees. If
left unmanaged, these risks can lead to a decline in the financial
institution’s reputational image, incur costly litigation and/or loss
of revenue. The group is not exempt from these exposures.
During 2017, the group experienced negative press and civil
society campaigns relating to the its consideration of financing
coal-fired power projects, which has led to the group imposing its
own standards when considering such projects.
To mitigate and manage additional exposures, the group has
implemented a new environmental and social risk governance
standard, developed to establish an overall environmental and
social risk management framework for the consistent
identification, measurement and management of environmental
and social risks and opportunities across the group. The current
policy was updated in line with the group standard to define the
environmental and social risk framework and its implementation.
An exceptions list was also developed, which includes global
exclusions and regional restrictions.
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Business risk continued

Business risk is the risk of earnings variability, resulting in
operating revenues not covering operating costs after excluding
the effects of market risk, credit risk, structural interest rate risk
and operational risk.
Business risk includes strategic risk. Strategic risk is the risk that
the group’s future business plans and strategies may be
inadequate to prevent financial loss or protect the group’s
competitive position and shareholder returns. The group’s
business plans and strategies are discussed and approved by
executive management and the board and, where appropriate,
subjected to stress tests.
Business risk is usually caused by the following:
••inflexible cost structures
••market-driven pressures, such as decreased demand,
increased competition or cost increases
••group-specific causes, such as a poor choice of strategy,
reputational damage or the decision to absorb costs or losses
to preserve reputation.
The group mitigates business risk in a number of ways, including:
••performing extensive due diligence during the investment
appraisal process, in particular for new acquisitions and joint
ventures
••detailed analysis of the business case for, and financial,
operational and reputational risk associated with, disposals
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••the application of new product processes per business line
through which the risks and mitigating controls for new and
amended products and services are evaluated
••stakeholder management to ensure favourable outcomes from
external factors beyond the group’s control
••monitoring the profitability of product lines and customer
segments
••maintaining tight control over the group’s cost base, including
the management of its cost-to-income ratio, which allows for
early intervention and management action to reduce costs
••being alert and responsive to changes in market forces
••a strong focus in the budgeting process on achieving headline
earnings growth while containing cost growth; and building
contingency plans into the budget that allow for costs to be
significantly reduced in the event that expected revenues do
not materialise
••increasing the ratio of variable costs to fixed costs which
creates flexibility to reduce costs during an economic
downturn
••stress testing techniques applied to assess the resilience of
the group’s planned earnings under macroeconomic downturn
conditions.
The primary governance committee for overseeing this risk is the
group ALCO.

BUSINESS RISK

REPUTATIONAL
RISK
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Reputational risk continued

Reputational risk is the risk of potential or actual damage to the
group’s reputation that may impair the profitability and/or
sustainability of its business. Reputation is defined as what
stakeholders say and think about the group including its staff,
customers and clients, investors, counterparties, regulators,
policymakers, and society at large. Analysts, journalists,
academics and opinion leaders also determine the group’s
reputation. The group’s reputation can be harmed from an actual
or perceived failure to fulfil the expectations of our stakeholders
due to a specific incident or from repeated breaches of trust.
Reputational harm can adversely affect the group’s ability to
maintain existing business, generate new business relationships,
access capital, enter new markets, and secure regulatory licences
and approvals.

crisis management processes are designed to minimise the
reputational impact of such events or developments. Crisis
management teams are in place both at executive and business
line level. This includes ensuring that the group’s perspective is
fairly represented in the media. In addition, more attention is
being paid to leveraging opportunities to proactively bolster the
group’s reputation among influential stakeholders through
programmes, including stakeholder engagement, advocacy,
sponsorships, and corporate social initiatives.
The principal governance document is the reputational risk
governance standard and the group’s qualitative RAS includes
a statement on reputation.

Safeguarding and proactively managing the group’s reputation
is of paramount importance. There is growing awareness of
reputational risks arising from compliance breaches, social
and environmental considerations, as well as from ethical
considerations linked to countries, clients and sectors.

The newly established supplier risk management committee
ensures enhanced due diligence for the suppliers that the group
deals with. In this regard, matters such as participation in
financial crime or in activities that could cause reputational
damage to the group are considered. This committee considers
new relationships, as well as relationships where the risk profile
of the supplier changed.

The group is increasingly managing reputational risk from a
tactical and reactive perspective, as well as from a strategic and
proactive perspective. In respect to crisis response, the group’s

The group’s code of ethics is an important reference point for all
staff. The group ethics officer and group chief executives are the
formal custodians of the code of ethics.
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Restatements continued

Funding-related liabilities composition
Certain amounts were previously classified as interbank funding instead of retail deposits. The comparatives have been restated to
correct for this error in classification.
Refer to page 41.
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ANNEXURE A – COMPOSITION OF CAPITAL1

Basel III
Rm
2017
CET I capital

71 852

Instruments and reserves
CET I capital before regulatory adjustments

89 781

Amounts
subject to
pre-Basel II
treatment
Rm

43 698
45 284
799

Directly issued qualifying common share capital plus related stock surplus
Retained earnings
Accumulated other comprehensive income (and other reserves)
Directly issued capital subject to phase-out from CET I (only applicable to non-joint stock
companies)
Public sector capital injections grandfathered until 1 January 2018
Common share capital issued by subsidiaries and held by third-parties
(amount allowed in group CET I)
Regulatory adjustments
Less: total regulatory adjustments to CET I

(17 929)

Prudential valuation adjustments
Goodwill (net of related tax liability)
Other intangibles other than mortgage-servicing rights (net of related tax liability)
Deferred tax assets that rely on future profitability excluding those arising from temporary
differences (net of related tax liability)
Cash-flow hedge reserve
Shortfall of provisions to EL
Securitisation gain on sale
Gains and losses due to changes in own credit risk on fair valued liabilities
Defined-benefit pension fund net assets
Investments in own shares (if not already netted of paid-in capital on reported balance sheet)
Reciprocal cross-holdings in common equity
Investments in the capital of banking, financial and insurance entities that are outside the scope of
regulatory consolidation, net of eligible short positions, where the bank does not own more than
10% of the issued share capital (amount above 10% threshold)
Significant investments in the common stock of banking, financial and insurance entities
that are outside the scope of regulatory consolidation, net of eligible short positions
(amount above 10% threshold)
Mortgage servicing rights (amount above 10% threshold)
Deferred tax assets arising from temporary differences
(amount above 10% threshold, net of related tax liability)
Amount exceeding the 15% threshold, relating to:
Significant investments in the common stock of financials
Mortgage servicing rights
Deferred tax assets arising from temporary differences

(51)
(42)
(15 346)
(14)
(177)
(2 084)
1
(216)

National specific regulatory adjustments

Regulatory adjustments applied to CET I in respect of amounts subject to pre-Basel III treatment
Regulatory adjustments applied to CET I due to insufficient AT1 and tier II to cover deductions
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Annexure A – Composition of capital continued

Basel III
Rm
2017
Additional tier I capital

3 544

Instruments
Additional tier I capital before regulatory adjustments
Directly issued qualifying AT1 instruments plus related stock surplus, classified as:
Equity under applicable accounting standards
Liabilities under applicable accounting standards

3 544

Directly issued capital instruments subject to phase-out from AT1
Additional tier I instruments (and CET I instruments not included in common share capital) issued
by subsidiaries and held by third-parties (amount allowed in group AT1), including:
Instruments issued by subsidiaries subject to phase-out
Regulatory adjustments
Total regulatory adjustments to AT1 capital
Investments in own AT1 instruments
Reciprocal cross-holdings in AT1 instruments
Investments in the capital of banking, financial and insurance entities that are outside the scope of
regulatory consolidation, net of eligible short positions, where the bank does not own more than
10% of the issued share capital (amount above 10% threshold)
Significant investments in the common stock of banking, financial and insurance entities that are
outside the scope of regulatory consolidation, net of eligible short positions (amount above 10%
threshold)
National specific regulatory adjustments:
Regulatory adjustments applied to CET I in respect of amounts subject to pre-Basel III treatment
Regulatory adjustments applied to AT1 due to insufficient AT1 due to insufficient tier II
to cover deductions
Tier I capital

75 396

Capital and provisions
Tier II capital before regulatory adjustments

17 541

Directly issued qualifying tier II instruments plus related stock surplus

17 080

Directly issued capital instruments subject to phase-out from tier II

9 500

Tier II instruments (and CET I and AT1 instruments not included in common share capital and AT1
instruments) issued by subsidiaries and held by third-parties (amount allowed in group tier II),
including:
Instruments issued by subsidiaries subject to phase-out
Provisions

60

461

Amounts
subject to
pre-Basel II
treatment
Rm

Basel III
Rm
2017
Regulatory adjustments
Total regulatory adjustments to tier II capital

Amounts
subject to
pre-Basel II
treatment
Rm

(2 341)

Investments in own tier II instruments
Reciprocal cross-holdings in tier II instruments
Investments in the capital of banking, financial and insurance entities that are outside the scope of
regulatory consolidation, net of eligible short positions, where the bank does not own more than
10% of the issued share capital (amount above 10% threshold)
Significant investments in the capital of banking, financial and insurance entities that are outside
the scope of regulatory consolidation (net of eligible short positions)
National specific regulatory adjustments
Regulatory adjustments applied to tier II in respect of amounts subject to pre-Basel III treatment

Tier II capital

(2 341)

15 200

Total capital

90 596

Total risk-weighted assets

610 314

Risk-weighted assets in respect of amounts subject to pre-Basel III treatment
Capital ratios and buffers
CET I (as a percentage of RWA)
Tier I (as a percentage of RWA)
Total capital (as a percentage of RWA)
Institution specific buffer requirement (minimum CET I requirement plus capital conservation buffer
plus countercyclical buffer requirements plus global systemically important banks (G-SIB) buffer
requirement, expressed as a percentage of RWA)
Capital conservation buffer requirement
Bank specific CCyB requirement
G-SIB buffer requirement
Common equity tier I available to meet buffers (as a percentage of risk-weighted assets)
National minima (if different from Basel III)
National CET I minimum ratio (if different from Basel III minimum)
– excluding individual capital requirement (ICR) and D-SIB
National tier I minimum ratio (if different from Basel III minimum)
– excluding ICR and D-SIB
National total capital minimum ratio (if different from Basel III minimum) - excluding ICR and D-SIB
Amounts below the threshold for deductions (before risk weighting)
Non-significant investments in the capital of other financials
Significant investments in the common stock of financials
Mortgage servicing rights (net of related tax liability)
Deferred tax assets arising from temporary differences (net of related tax liability)
Applicable caps on the on the inclusion of provisions in tier II
Provisions eligible for inclusion in tier II in respect of exposures subject to standardised approach
(prior to application of cap)
Cap on inclusion of provisions in tier II under standardised approach
Provisions eligible for inclusion in tier II in respect of exposures subject to IRB approach
(prior to application of cap)
Cap for inclusion of provisions in tier II under IRB approach

11.8
12.4
14.8

7.3

4.5

7.3
8.5
10.8
155
555
2 639

461
461

Capital instruments subject to phase-out arrangements
(only applicable between 1 January 2018 and 1 January 2022)
Current cap on CET I instruments subject to phase-out arrangements
Amount excluded from CET I due to cap (excess over cap after redemptions and maturities)
Current cap on additional tier I instruments subject to phase-out arrangements
Amount excluded from AT1 due to cap (excess over cap after redemptions and maturities)
Current cap on tier II instruments subject to phase-out arrangements
Amount excluded from tier II due to cap (excess over cap after redemptions and maturities)
1

Disclosure based on prescribed SARB template. All blank line items are not applicable as at 31 December 2017.
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ANNEXURE B – RECONCILIATION OF IFRS AUDITED
STATEMENT OF FINANCIAL POSITION AND REGULATORY
CAPITAL AND RESERVES
Statement
of financial
position
Rm
2017
Assets
Cash and balances with central banks
Derivative assets and other assets
Trading assets
Pledged assets
Financial investments
Loans and advances
Current tax assets
Deferred tax assets
Interest in SBG companies, associates and joint ventures
Goodwill and other intangible assets
Property and equipment
Total assets

893
034
283
812
344
895
122
223
46 000
17 746
8 448

Under
regulatory
scope of
consolidation
Rm

35
80
126
6
86
900

14
15 388

1 308 800

Equity and liabilities
Equity

104 338

104 335

Equity attributable to ordinary shareholders

100 791

100 791

60
43 638
57 093

60
43 638
57 093

Ordinary share capital
Ordinary share premium
Reserves

3

Non-controlling interest
AT1 capital issued
Liabilities
Derivative liabilities
Trading liabilities
Deposits and debt funding
Provisions, other liabilities and taxation
Liabilities to SBG companies
Subordinated debt
Total equity and liabilities

62

3 544

3 544

1 204 462
72
38
962
17
95
17

989
240
920
610
416
287

1 308 800

17 080
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a list of definitions, acronyms and abbreviations.

Disclaimer
This document contains certain statements that are ‘forward-looking’ with respect to certain of the group’s plans, goals and
expectations relating to its future performance, results, strategies and objectives. Words such as “may”, “could”, “will”, “expect”, “intend”,
“estimate”, “anticipate”, “aim”, “outlook”, “believe”, “plan”, “seek”, “predict” or similar expressions typically identify forward-looking
statements. These forward-looking statements are not statements of fact or guarantees of future performance, results, strategies and
objectives, and by their nature, involve risk and uncertainty because they relate to future events and circumstances which are difficult to
predict and are beyond the group’s control, including but not limited to, domestic and global economic conditions, market-related risks
such as fluctuations in interest rates and exchange rates, the policies and actions of regulatory authorities (including changes related to
capital and solvency requirements), the impact of competition, as well as the impact of changes in domestic and global legislation and
regulations in the jurisdictions in which the group and its affiliates operate. The group’s actual future performance, results, strategies
and objectives may differ materially from the plans, goals and expectations expressed or implied in the forward-looking statements.
The group makes no representations or warranty, express or implied, that these forward-looking statements will be achieved and undue
reliance should not be placed on such statements. The group undertakes no obligation to update the historical information or
forward-looking statements in this document and does not assume responsibility for any loss or damage arising as a result of the
reliance by any party thereon.
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