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IFRS 9 — Key components
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Classification &

Measurement
Model

Financial assets

= Business model for
managing financial assets
(Business level)

= Contractual cash flow
characteristics (Instrument
level)

Financial Liabilities

» Financial liabilities same as
IAS 39 except treatment of
FV changes in own credit
risk

Hedge

Accounting

» Hedge accounting more
aligned with risk
management

= Macro hedge accounting
still under discussion by
IASB & provides options for
IAS 39 to continue to be
applied or to adopt IFRS 9
model

Expected
Credit Loss
(ECL) Model

= ECL rather than incurred
credit losses

= Account for either 12
month ECL or life time
credit losses depending
on credit deterioration
from origination

» [Inclusion of off-balance
sheet exposure

* Inclusion of forward
looking macroeconomic
overlay

IFRS 9 implemented 2018
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business level

Models for managing financial assets

Amortised cost

Fair value

Fair value through

Held-to-collect
business model

Objective to collect
contractual cash flows over
life of loan

Infrequent or insignificant
sales incidental to objective
of business model

Sales consistent with
objective in response to
credit deterioration (sale of
NPL assets)

Retail & Business Banking (e.g.
Homeloans & Overdrafts,

Corporate loans
Corporate property finance

through OCI

Held-to-collect &
sell business
model

Both collecting contractual
cash flows & sales are
integral to business model

More frequent &/or
significant level of sales
(not trading)

Originate to distribute (e.g.
securitisations)

Sell-down loan books
Liquid asset portfolio - portion
sales are made

P&L (FVTPL)

Residual

Business model is neither
Held-to-collect business
model nor Held-to-collect &
sell business model

Collection of contractual
cash flows are incidental to
the objective of the model

Trading, managed on a fair
value basis, or maximising
cash flows through sale

Trading books (e.g. Global
Markets)

Derivatives

Long-term & short-term
insurance businesses




IFRS 9 — Classification & measurement model at
financial instrument level

Contractual cash flow characteristics test

Determine if solely payments of principal & interest

If Yes If No
v |
_ No
: No Held-to-collect & sell business
Held-to-collect business model >
model
l Yes Yes l
. . - . . Yes* Fai I
Does company apply fair value option to eliminate accounting mismatch? air vaiue
through P&L

lNo NOl

Amortised cost Fair value through OCI

* Fixed rate loan book. As at 30 June 2015, Nedbank had designated R62,1bn of R648,8bn loan & advances book at Fair
value through P&L. The designated book is predominantly comprised of fixed rate loans which are economically hedged via
interest rate swaps. As a result Nedbank reported R38m unrealised loss in NIR (of R20,3bn total NIR) due to fair value

movements. This option remains available under IFRS 9.



IFRS 9 — Classification & measurement model at
financial instrument level
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Rationale for Nedbank applying fair value option to eliminate accounting mismatch

In order to

eliminatg the Fixed Rate Debt Interest Rate Swap
accounting Instrument (IRS)
mismatch*

designation of

fixed rate debt IFRS 9 classification: IFRS 9 classification:
instruments at » Amortised cost » Derivative - FVTPL
FVTPL is made .

on initial = Fair Value through OCI

recognition. = Fair value through

profit or loss - FVTPL

Synthetic
Instrument
(floating rate)
@ FVTPL

Instruments designated at FVTPL have to be fair valued

* If the fixed rate debt instrument is accounted for in the categories other than FVTPL, an accounting mismatch will arise.
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Financial liabilities same as IAS 39 except treatment of FV changes in own credit risk

Financial Liabilities

= Trading book & derivatives remain FV

= Default category for other financial liabilities remains amortised cost, with exception of
financial liabilities which is designated at FV (i.e. Fixed rate book)

Own Credit Risk

= For financial liabilities designated at FV:

= Marked-to-market to continue & adjustments in FV of ‘own credit risk’ will be
recognised in OCI

= Changes in FV due to other factors (e.g. benchmark interest rate) recognised in P/L

= Nedbank designates fixed rate liabilities which are economically hedged via interest
rate swaps at FVTPL. As at 30 June 2015, R49,4bn of R690,5bn of liabilities
designated at FVTPL

= FV movement recognised in NIR for 2014 financial year — R38m unrealised loss
= Portion attributable to changes in ‘own credit risk’ — R6m unrealised gain

~
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Hedge accounting not expected to have material effect for Nedbank

» Current immaterial hedge book at Nedbank (Approximately R400m hedged)
= Nedbank’s hedge account in compliance with IAS 39 & IFRS 9

» Note: Main difference is IFRS 9 eliminates the arbitrary 80% - 125% effectiveness test & aligns
hedge designation with risk management practices

IFRS 9 excluded Macro Hedging & allows deferral of hedge accounting

= Macro Hedging allows the hedging of net positions / portfolio positions with derivatives as opposed to
current requirements of one-to-one hedging (ie: designated asset/liability and derivative exposure).

» Macro Hedging would be more aligned with risk practices, and could reduce the requirement for
designation at fair value of fixed rate book.

» Macro Hedging exposure draft has not been issued and longer road to finalisation

» |FRS 9 allows the deferral of Hedge Accounting (ie continue with IAS 39 principles) until Macro hedging
is available so as not to comply with interim measures before Macro Hedging rules are finalised. Most
financial institutions, like Nedbank, are considering adopting the deferral option.
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» Reconciliation of opening to closing amounts of loss allowance showing
key drivers of change

»  Write off, recoveries, & modifications of loan agreements (ie forbearance
Quantitative or restructures)

= Reconciliation of opening to closing amounts of gross carrying amounts
showing key drivers of change

» Gross carrying amounts per individual credit risk grade

» |nputs, assumptions & estimation techniques for estimating ECL
»  Write off policies, modification policies & collateral

Qualitative = Inputs, assumptions & estimation techniques to determine significant
increases in credit risk & default

»= [Inputs, assumptions & techniques to determine credit impaired

» Significant data required to meet new disclosure requirements

» Need to balance between data / compliance reporting vs being useful & meaningful to users of financial
statements

» Need to consider impacts of OCI movements on key ratios (NAV) & location of fair value reporting in NIR
(P/L) & Reserves (OCI).
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IFRS 9 Financial BCBS guidance on accounting SARB Guidance
Instruments for Expected Credit Losses note 2/2015

July 2014 "ﬂ:“
S irean s
: Fron o e o
Basel Committee o Regetar o Berks
on Banking Supervision
—
Consultative Document -
IFRS 9 Financial Instruments cenms
2016-02-02
Guidelines To banks, branches.of forsgn insuions, contrling companies, <igibis
institutions and auditors of barks or controling companies
Guidance on accounting Guidaron ote 22018 iesued in forms. of sesion §() of the Barks Act ¥4 of
/ for expected credit
losses Maatings 1056 held during the 2015 calandar yasr with the boards of diractors.
of banks and controlling companies
Exscuiive summary
[TR——
This guidance nete serves to inform all banks, controlling companies and
(f branches of foreign institutions (ereinafier collectively referred 10 as ‘banks')
[ E— [— of tho Navour.of.tna-year topics for the discussions to be heid with the
respective boards of directors during 2015,
A, Meetings with boards of directors.
1. Introduction
In erderto assist the Offics of tha Ragistrar of Banks (this Office) o discharge
s supervisory responsibiitiss, the scope of the mestings with banks' boards
of Grectors (buaids) and, i terms of branches. of forsign instevtons, the
exgcUlive commitizes, 1o be held during the 2015 calendar year will consist of
 discussion on fhe folowing two flsvour-of-he-year fopics.
° O T s 1 1;';:”2‘5?;?::‘:‘ Instruments, including adeguacy of cunent levels of credit
1.2 shadow banking
S——— =

“... expects banks to disclose
similarities and differences in the
methodology, data and
assumptions used in measuring
ECL for accounting purposes
and expected losses for
regulatory capital adequacy
purposes.”

“..., the Committee expects
banks to develop systems and
processes to use all reasonable
and supportable information
needed to achieve a high-quality,
robust and consistent
implementation of the approach.”

“Design of systems and
processes to incorporate the
changes (including the
associated cost impact
thereof).”

“Enhancements required to
existing AIRB models...."

“... view significant reliance on @ A ]
9 ...consideration of forward-

past due information (such as R . “Degree of integration among “An initial impact assessment
using the rebuttable looking |.nf?rmat|o_n and maclfo- various divisions such as by the bank on its financial
presumption...) as a very low- ehconomlc actolrs B ess_entlaf to finance, risk and economists position, based on initial
quality implementation of an ECL the proper implementation of an etc., as a result of IFRS 9.” investigations .”

model.” ECL accounting model.”
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BCBS PRINCIPLES ON ACCOUNTING FOR EXPECTED CREDIT BCBS 239: “Principles for
LOSSES Effective Risk Data Aggregation
and Risk Reporting” (RDARR)

A bank’s board of directors and senior management are responsible for
appropriate credit risk practices, including internal controls to consistently
determine allowances

Basel Committee
on Banking Supervision

A bank should have methodologies for assessing and measuring the level of credit
risk on all exposures, with timely measurement of allowances building upon them

A bank should have a process in place to appropriately group lending exposures
on the basis of shared credit risk characteristics

Principles for effective risk
data aggregation and risk
reporting

A bank’s aggregate amount of allowances, should be adequate as defined by the
Basel Core Principles, which is consistent with the objectives of IRFS9

A bank should have policies and procedures in place to appropriately validate its & e
internal credit risk assessment models

A bank’s use of experienced credit judgment, especially in the consideration of
forward-looking information and macro-economic factors, is essential to ECL Issued January 2013
measurement

Nedbank's Enterprise Data
A bank should have, via its credit risk process, a strong basis for common Programme (EDP), which
systems, tools and data to assess and price credit risk, and account for ECL incorporates BCBS 239: RDARR

compliance, will significantly
A bank’s public reporting should promote transparency and comparability by contribute to a high quality IFRS 9
providing timely, relevant and decision-useful information

implementation

Source: Basel Committee on Banking Supervision, Consultative Document , Guidance on accounting for
expected credit losses, paragraphs:
1. 78, 2. A49, 3. A59, 4. 60 11
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IFRS 9 — Group wide programme across all entities [ EESE

>96% of Nedbank’s impairments raised against portfolios on AIRB approach

Nedbank Group
| | /m Ea | o
Nedbank Ltd London Non-regulated Rest of Africa Nedbank Wealth
solo branch entities subsidiaries International
N J U J
Y Y
Subject to Subject to
AIRB Approach Standardised Approach

High Basel |l AIRB coverage provides sound foundation for development of IFRS 9 models &
covers majority of group’s portfolio (96%)

Alternative approaches will be developed for the remaining portfolios (non-SA), currently subject to
Standardised Approach (approximately 4%)

[ | Percentage of group balance sheet impairments
12
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models & approach for the Standardised portfolios

= Similar to other banks (refer Deloitte’s international IFRS 9 survey), Nedbank is using its existing
AIRB Basel models as the base for developing IFRS 9 models (for Nedbank Limited)

= A ‘dual calibration’ approach has been followed using same model per portfolio / asset class
» Ensures greater consistency between Basel & IFRS 9

» Provides easily reconcilable inputs for capital (Regulatory Capital & Economic Capital) &
impairment requirements

»= Maintain one set of models
» Consistent independent validation rules can be applied across Regulatory Capital & impairments
= Approximately 4% of group balance sheet impairments is subject to The Standardised Approach
= A simplified approach is under investigation for these portfolios

= All portfolios where a suitable AIRB model currently exists can follow a similar approach to AIRB
portfolios

» For Retail portfolios in Rest of Africa: Subsidiaries & Wealth International, a delinquency based
approach (to derive IFRS 9 stage classifications) is under consideration

= All these approaches are currently under discussion with our external auditors

13
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IFRS 9 — Practical / system implementation mose | NEDDANK
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Changes and enhancements to existing AIRB models, & Data considerations
= Many of the data requirements are similar to that of the Basel models

PD models LGD models EAD models
=  PD term structure to derive = LGD term structure to derive = EAD term structure to derive
lifetime ECL measure lifetime ECL measure (reflecting lifetime ECL measure (reflecting
= Calibration periods (prior to future changes in collateral repayments and early
macro-economic adjustments) values and EAD) settlements)
may be shortened to reflect = Remove downturn adjustments = Balance weighted averages
structural changes = Remove costs = EAD does not need to be floored
= Different discount rates based on at current exposure (e.g.
effective interest rates instalment products)
= Balance weighted averages

A

Macro-economic forward looking forecast overlays

(new feature - not allowed for Basel purposes due to TTC/ Downturn regcap requirements)

= Most of the Data requirements are similar
= However, there are some key additional Data requirements for IFRS 9

= All risk parameters need to be regressed against macro-economic factors to ascertain forward looking macro-
economic relationships

» |[FRS 9’s lifetime loss feature requires estimates beyond a 12-month time horizon

= Additional information regarding multi-year default rates or long term depreciation rates (e.g. collateral
values for vehicle finance)

= Other risk information used for (non-Basel) risk management purposes (e.g. clients’ prepayment behaviour)
14
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IFRS 9 — Key differences in IFRS 9 requirements
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= |FRS 9 distinguishes between three different “stages”:
= Stage 1: Performing loans without significant increase in credit risk since inception
= Stage 2: Performing loans with significant increase in credit risk since inception
= Stage 3: Defaulted loans - no material impact expected from IAS 39, except focus on probability

weighted outcomes (e.g. cure vs. liquidation) may require some refinements of the existing
approaches

= Migrating from Stage 1 to Stage 2 will have a material impact on impairments as lifetime expected losses
(beyond a 12-month time horizon) have to be covered:

“Impairments” is history.... “Expected Credit Losses” is the new language

12-month expected Transfer

credit losses

Lifetime expected

if the credit risk on the financial .
credit losses

asset has increased significantly
since initial recognition

Move back

if transfer condition above is no
longer met

Stage 1

Source: KPMG 15
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Key parameters Basel IlI IAS 39 IFRS 9
PDs
Intention of estimate ™ Average estimate of default = Best estimate of likelihood = 12-month or lifetime ECL depending on credit quality of
within next 12 months and timing of credit losses the asset (including fully performing loans)
over the loss identification
period
Period of = Long-run historical average =  Should reflect current = Reflects current and future economic cycles to the
measurement over whole economic cycle — economic conditions — point- extent relevant to the remaining life of the loan on a PIT
TTC in-time (PIT) basis
Intention of estimate ® Average estimate of the = Current estimate of the = Estimate of the discounted value of post-default
discounted value of post- discounted value of post- recoveries. The measurement period is dependent on
default recoveries default recoveries the relevant performance of the asset
Treatment of = Recoveries net of direct and = Recoveries net of direct cash = Recoveries net of direct cash collection costs only
collection costs indirect collection costs collection costs only
Discount rate = Recoveries discounted using = Cashflows discounted using = Cashflows are discounted at a discount rate which
the bank's COE instrument's original effective approximates the original effective interest rate. This
interest rate discount rate is not changed because of impairment
Period of = Reflects period of high credit = Should reflect current = Reflects current and future economic cycles to the
measurement losses economic conditions — PIT extent relevant to the remaining life of the loan
= dLGDs required = Should reflect current economic conditions (PIT) as well
as the expected impact of future macro-economic
conditions
Basis of exposure = Based on EAD, which includes = Based on actual exposure = Based on EAD, which includes unutilised and contingent
unutilised and contingent (on-balance-sheet) facilities
facilities

} The key difference is moving from a backward-looking “incurred loss” approach to a forward-looking

“expected loss” approach
16
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Change in credit quality since initial recognition

Stage 1

Stage 2

Stage 3

Recognition of expected credit losses

12 month expected
credit losses
(Expected credit losses that result
from default events that are
possible within 12 months)

Performing
(Initial recognition™)

Portfolio impairments
Interest revenue

Effective interest on gross

carrying amount

*Except for purchased or originated credit impaired assets

Lifetime expected

credit losses
(Lifetime expected credit losses that
result from possible default events over
the life of the financial instrument)

Underperforming
(Assets with significant increase
in credit risk since initial recognition &
not low credit risk*)

Portfolio impairments

Effective interest on gross

carrying amount

Lifetime expected
credit losses
(100% PD)
(Defaulted loans that result from
possible default events over the life of
the financial instrument)

Non-performing
(Credit impaired assets No significant
changes since I1AS39)

Specific impairments

Effective interest on
amortised cost carrying
amount
(i.e. net of credit allowance)

17
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Yes

Significant R
increase in =
credit risk?

>30 days
arrears?

Stage 2: Indicators of a significant

increase in credit risk

| Yes
Events

indicating
default

Yes
O

> 90 days

arrears?

= Anincrease larger than a specified threshold in the
average lifetime PD over the remaining life of the
financial instrument

= The lifetime PD shall be adjusted for the macro-
economic outlook over the short to medium term (1 to
5 years)

= Credit measures such as warning signals and watch
lists in Wholesale result in a reassessment of the credit
rating

= Atiered threshold approach based on NGR ratings

= For Retail, delinquency on obligations with Nedbank or
on bureau profiles will trigger stage transition

... with 30 days past due

rebuttable presumption

Stage 3:
Events indicating default

= Bankruptcy or financial reorganisation

= Breach of contract (past due / default)

= Borrower in significant financial difficulty

® Lender concession to borrower

= Disappearance of active market for financial asset

= Purchase of financial asset at deep discount
reflecting incurred credit losses

... with 90 days past due

rebuttable presumption




IFRS 9 — Drivers of impact on balance sheet

THINGS

impairments at inception (portfolio impairments) e | oaour
_______ . '_M;C;e_co;c;ni: ' A Impact dependent
! Lifetime ECL on : overlay gztgﬁﬁrgf;%gg?;
Istage 2 exposures,

I inclusion of off- !
I B/S exposures |

_______ 2 —— ——

I Removalof |
|
| Cereence : Less relevant for
periods \ .
Lo ———a retail portfolios as
Most portfolios IAS39 impairments
affected for arrears already
account for lifetime
Mainly relevant for effects
retail portfolios
P /
~

Impact on capital adequacy will be partially mitigated by reduction
in ‘excess downturn EL over provisions ‘ (June 2015: R1,8bn)

» |IFRS 9 will lead to a general increase in B/S portfolio impairments & hence portfolio coverage
= Once-off impact at inception will be taken from reserves such that there is no impact on income statement

» Bank’s capital adequacy ratio will only be affected by an increase in balance sheet portfolio impairments in
excess of the current capital deduction due to ‘excess downturn EL over provisions’ (June 2015: R1,8bn)

» Actual long run average credit losses will not be affected by IFRS 9 as client defaults & subsequent
recoveries are not driven by accounting standards.

Note: lllustrative impact 19
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Additional balance sheet impairments required (Rm)

a. Current excess dEL b. Up 0,6% AIRB credit RWA
(R1,8bn2) (included in Tier 2)
I |
Inclusion in CET1 : Inclusion in Tier2 : Deduction

15% ' N7 N7 N
S g‘ 0 0 0 O 0 0 —— L
8 14% -
.E
> 13% -
5
®
3 o [ 0 0 O e
® g 0 0 O T — —0 =1
T 11% - - —0 —— o
2 o
®
o 10% T T T T T T T T T 1

0 500 1 000 1500 2 000 2 500 3000 3500 4 000 4 500 5000

=J=CET1 ={J=Tierl ={J=Total

= Impact on capital ratios largely mitigated by current excess downturn expected loss (dEL) over IAS 39 provisions
a. Current excess of dEL vs. IAS 39 provisions is required to be deducted from CET1 capital

b. Any increase of IFRS 9 impairments up to the current dEL will not impact the CET1 ratio. Any surplus amounts can

be included in Tier 2 capital up to a maximum of 0,6% of the groups AIRB credit RWA
= Awaiting impact of revised Basel treatment of accounting provisions which may impact qualifying capital

Note: lllustrative impact based on 30 June 2015 data | 2. refer p25c results booklet

20



IFRS 9 — Impact on portfolio provisions
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Economic cycle — Economic forecast embedded in provisioning process

—

Deterioration

Negative economic outlook translates
into a higher total provision balance
A

Earlier
recognition of
adverse outlook

1]

"

L1

Improvement

Positive economic outlook translates
into some release of provisions

A

N/

"

/—D’

Earlier peak due

to forward-looking
components Benign forecast

may lead to lower
than TTC
impairments

C3IFRS 9 (Excl. economic forecast adjustment)

Note: lllustrative impact
Source: Adapted from National Australia Bank

B Economic forecast adjustment =1=1AS 39

21
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IFRS 9 — Impact on income statement impairments [ e
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IAS 39: Build up of annual income statement charge

Recoveries on

Likely to be more volatile defaults

More material due to due to reliance on

stage 2 ‘cliff effect’ macroeconomic forecasts . )
Specific Post write-off
impairment recoveries
charge on new .
_______ defaults Specific
T T T T - _ I I/S charge

_______ r======1 Ichangeinmacro! ! . POFFthO |
I : | Repaymentsof | 1 - profile ! | Impairment | Net I/S
: ! existingloans 1 ! I 1 release onnew | v charge

Newloans | le - oo mma Lo oo o 1 1 defaults !
: I | Portfolio
L ____1 I/S charge ]

/)
~

Increase in impact due to Higher release Not materially affected by IFRS 9

loans typically
default from

higher portfolio coverage

stage 2

= Qverall income statement impact over life of deal will not change however losses will be recognised earlier
with potential increase in earnings volatility

= Some components likely to become slightly more volatile, in particular under changing macroeconomic
environments (in both directions).

Note: lllustrative impact 22
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IFRS 9 LIFETIME EXPECTED LOSS

Macro-economic adjusted credit
loss expectation per exposure

v l

LOSS FOR

ECASTING LOAN PRICING

Consistent CLR forecasts
across business units

Assess impact of changes in
macro-economic environment

Business planning

(with better impairment
forecasts)

Bottom-up stress testing &

scenario analysis (ICAAP,
business planning & strategy)

Better assessment of forward-looking
portfolio & product economics

Refined Strategic Portfolio Tilt

Enhanced Client
Value Management

Enhanced Risk-
Adjusted
Performance
Management

Improved efficiency

of capital allocation
& consumption

23



IFRS 9 — Where to from here?
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Objective to complete IFRS 9 work by end 2016 + parallel run in 2017 = implement in 2018

2015

2016

2017

2018+

Initial

assessment &

planning

Foundational workstreams 1 —6 & 12 — 16

Value-add work streams 7 - 11

Pilot models

All other models

= Parallel run

(IAS 39 vs. IFRS 9)

= Model refinements

= Pre-audit of models (incl
KPMG)

IFRS 9 replaces |IAS 39
impairments

Model maintenance

Driven by 16 work streams ranging from foundational IFRS 9 compliance to significant value-add functions &

supported by comprehensive training & education programme on IFRS for 2016

IFRS 9 technical definitions

L & standards (policy)

2 Core IFRS 9 models

3 Loss forecasting &
provisioning engine
IFRS 9 internal & external

4 reporting (disclosure) &
integration of Risk with
Finance

5 Credit risk governance

review and enhancements

Credit risk data & systems 1 Credit process & life cycle
6 (including link with EDP & review - Retail & Wholesale
ME) 12 Strategic response to impact of
Forecasting, scenario IFRS 9 on BU & Group
7 analysis & stress testing
upgrades 13 Change Management
8 Strategic Portfolio Tilt,
business planning & RAPM 14 Quality Assurance & Audit
9 Credit M| & internal
reporting 15 Macro-economic Forecasts
10 Pricing, CVM & product 16 Programme Finance, Budgets

design re-boot

& Benefits

24
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Basel Il

Overview of IFRS 9

Classification & measurement model

Hedge Accounting

Moving from incurred to expected credit loss

Impact on income statement & balance sheet

Raisibe Morathi

Trevor Adams

Overview of Basel

SA market context
Impact on balance sheet
Optimisation strategies

Impact on SA banks

Mike Davis

25
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Basel Il - Consequences of implementation B

BASEL 11l CONSEQUENCES

Liquidity Leverage

Banks response
through adjustments

Capital -
to strategy, pricing,

balance sheet shape

Coverage Resolution

Systems and Data

26
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Basel Ill - Overview wip
GROUP

December 2009 — BCBS released for consultation a package of proposals to

strengthen global capital & liquidity regulation )
Key areas of focus: L . E
sel Committee

» Raise quality of bank capital [ Banking Supervision

. Basel Committee
= Strengthen risk coverage on Banking Supervision
= Introduce measures to promote build-up of sulttive Document el

capital buffers in good times which are Consuatve Document ronginening e ng [ No-38950

available for use in periods of stress | ntsmeionel framework [

. for liquidity risk o o camment 18 Apeit 2010

(countercyclical buffers) /; messurement, standards | 6 OF 8
[

Introduce a leverage ratio as a supplement to ey
the Basel Il risk-based framework N i

Oscermbi 2008

Introduce global minimum liquidity standards: A 1.
= Liquidity Coverage Ratio (LCR) &S o s o
» Net Stable Funding Ratio (NSFR)

Develop recovery & resolution regimes

he cure

December 2010 - Basel lll requirements published
January 2013 - endorsed a package of changes to the formulation of the LCR, including phase-in

January 2014 - proposed material updates to NSFR & released LCR disclosure standards applicable from
January 2015

October 2015 - final NSFR standards released

27



Basel lll — Impacts all components of balance sheet s
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KEY CHANGES ON THE ASSET SIDE

Counterparty Credit Risk

= [ntroduction of additional charges for
counterparty credit exposures arising
from banks' derivatives, repo and
securities financing activities

New market risk and securitisation

framework

= |ntroduction of a stressed value-
at-risk (VaR) capital requirement

= Increase of capital requirements for re-
securitisations in both the banking and
the trading book

Liquidity Coverage Ratio (LCR)

= |ntroduction of a global minimum short-
term liquidity standard, requiring banks
to hold sufficient levels of high quality
liquid assets

Selective origination on new lending

Higher pricing for new credit extension

= Closer review of remuneration policies
especially in the case of weakening
capital buffers

Trading
book

Capital

Banking

book

Supervisory review of
new remuneration policies

Improvement of IT
infrastructure and data quality

KEY CHANGES ON THE LIABILITY/CAPITAL SIDE

Net Stable Funding Ratio (NSFR)
= [Introduction of a long-term structural ratio to
address liquidity mismatches

Capital adequacy requirements
= [ncrease of the minimum Common Equity Tier 1,
Tier 1 and Total Capital Adequacy requirements

Conservation/countercyclical buffer

» Introduction of additional capital conservation
(2.5%) and counter-cyclical (0-2.5%) buffers to
withstand future stress periods

Leverage ratio
= [ntroduction of a non-risk based measure of capital
structure (Minimum Tier 1 ratio of 3% / SARB 4%)

Capital quality
= Requirement to form core capital predominantly
through common shares and retained earnings

Capital deductions

= [nternational harmonization of capital deductions
and prudential filters (e.g. limited recognition of
investments in Fls)

= Higher requirements on consistency and
aggregation level

= Higher infrastructure capacity and real-time
capabilities
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Assets:

Optimise HQLA portfolios (Level 1 vs.
Level 2 assets)

Active management of customer loan
portfolios

= Optimise growth in longer-term loans
(selective origination)

= Price cost of liquidity buffers &
increased duration into assets

= Structure commercial loans into
qualifying Level 2 corporate bonds,
rather than normal lending

= Strengthen risk transfer capabilities in
terms of liquidity heavy assets (e.g.
securitisation)

Reduce non-strategic liquidity
consuming assets

= Assets ranging from fixed assets to
non-strategic trading / investment
assets

Asset & Liability Pricing:
Price for liquidity consumed & liquidity
provided based on behavioural duration

Customer Customer
Loans deposits

Debt
e
securities

Other Other
Assets Liabilities
1 High quality Credit &
liquid assets — Liquidity
cash, cash facilities
reserves, Level 1 Guarantees
& 2 assets
etc
Contingent
Liabilities

Capital:

Higher capital levels

= Greater loss absorption, but ROE dilutive

Improved quality of capital — Focus on CET1

= New style AT1 & T2 capital fully loss absorbent as
a going concern

Funding Liability:

Contractually lengthen funding profile

= DMTN/EMTN programmes, securitisation,
bespoke or structured notes, covered bonds, etc

= Reduce short-term (0-30 day) financial deposits

= |nnovate products with flexible duration & reduce
30 day cash outflow risk (32 day notice deposits)

= Reduce roll-down volatility in LCR / NSFR

Behaviourally lengthen funding profile

= Grow retail, SME & commercial deposits vs. non-
operational, financial deposits

Diversify funding mix

= Diversifying by product, client, geographic region
Minimise foreign currency mismatch risk

Active management of off-balance sheet risk

= Minimise liquidity facilities or at least fully price for
Basel Il
= Price for credit facilities in terms of Basel Il
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Basel lll — Capital requirements & buffers ven | NEDBANK
Countercyclical Capital implications
buffer .
0-250 = Stronger focus on common equity
Aggregate Pillar Tier 1 capital, being the most loss
2h ang DI absorbent form of capital
Nedbank Group CET1 Countercyclical =3.50
11,4% (June 2015) buffer

= Capital instruments must be loss

0-2.50

ar 2A: 0. absorbent under both going & gone
Tier 2 capital base concern scenarios
- 9s0* : . 2.00
Tier 2 capital base . ] )
Pillar 2 A 2.00 Pillar 2A:  0.25 = Additional capital buffers introduced
1.50
. AT 1 capital base _ ; ; fat :
Tier 2 capital base AT i el fies = Phase-out timelines on existing capital
1.00 ’
Capital e = Phase-in timelines for new
. . onservation
AT 1 capital base Conservation Sl requirements
1.75 Buffer

2.50

2.50 Pillar 2 A : 0.50 = |ntroduction of ‘Bail-in’ of debt
CET 1 capital

base CET 1 capital CET 1 capital v
base base

5.25 4.50 4.50

Increased
SARB Base IlI SARB Increased

levels &
Basel Il 2019 2019 cost of

oo capital
CET1 Add|t|ongl 7 Tier 2 capital
capital

*Excluding Pillar 2B & DSIB & Countercyclical buffers for 2019

quality of
capital
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Tier 2

—

o
2
[
©

c

(©)
=
T
T
<

Ranking

Requirements

Grandfathering

Ranking

Requirements

Grandfathering

(Base impact)

Senior to equity and AT1

May be callable after 5 = May be callable after 5 years

years = No step-up and no incentive to redeem

Step-up (approximately = T&C’s must provide for conversion or write-off at Point of Non-viability
100bps) on call date
= Non-viability: the earlier of (i) a decision that a write-off, without which the
bank or controlling company would become non-viable, is necessary, as
determined by the Registrar or (ii) the decision to make a public sector injection
of capital, or equivalent support, without which the bank or controlling company

would have become non-viable, as determined by the Registrar

= The T&C’S of the instruments can state that once the statutory legislation for
the South African recovery and resolution regime becomes enforceable, it then
replaces the contractual T&C'’s

“Old style” Tier 2 capital instruments are to be phased-out at 10% p.a. w.e.f. 1 Jan 2013

Senior only to equity

Perpetual, with call = Perpetual, with call option after 5 years plus one day (or more), subject to SARB
option after 5 years plus consent

one day (or more) = No step-up and no incentive to redeem

Step-up on call date T&C’s must provide going concern loss absorption through conversion or write-off
at the trigger level:

For equity accounted instruments:

Trigger level: As per Tier 2 Non-viability Event above

For liability accounted instruments:

Trigger Level: The earlier of Non-viability (see Tier 2 above) and 5.875% CET1
Existing Additional Tier 1 capital instruments are to be phased-out at 10% p.a. w.e.f. 1 Jan 2013

Exception: Existing Hybrid Debt phased out by end 2014
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Basel lll leverage ratio of >3% SARB leverage ratio of >4%

Tier 1 capital

Total assets
+ off-balance sheet (OBS) items

Total assets
+ off-balance sheet (OBS) items

Tier 1 capital

2 3%

< 33.3x

Tier 1 capital

Non-risk sensitive exposure
+ off-balance sheet (OBS) items

Non-risk sensitive exposure
+ off-balance sheet (OBS) items

2 4%

Tier 1 capital

< 25.0x

» Nedbank Group leverage ratio at 6,3% at June 2015 vs. internal risk appetite range of >5%

= Currently Tier 1-based (not Common Equity Tier 1)

» Calculated as average leverage ratio per quarter (monthly average)

» Reporting from 2013-2015, disclosure 2015, Pillar | requirement from 2018

» SARB Regulation observation: 1 January 2013 - 31 December 2017, requirement from 1 January 2018

Impact

= Limited impact of Leverage on Nedbank as SA banks not over-geared

= Focus on offering & pricing off-balance sheet products & facilities
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Liquidity Coverage Ratio (LCR): |
= The LCR identifies the amount of unencumbered, high quality liquid assets

(HQLA) a bank must hold in order to fund the cumulative net cash outflows BaS;I iommsiﬂee -
on Bankin upervision
(NCOF) it would encounter under an acute short-term (30-day) stress Basel Committee JoiR
scenario on Banking Supervision
LCR = Stock of high quality liquid assets > 100%
- = o

Net cash outflows over a 30-day time period

Basel lll: The Liquidity
Coverage Ratio and
liquidity risk monitoring
tools

Basel III: the net stable

Net Stable Funding Ratio (NSFR): funding ratio

= The NSFR is defined as the amount of available stable funding (ASF)
relative to the amount of required stable funding (RSF) i

Jamuary 2013

Qctober 2014

NSERE Available amount of stable funding >100%

Required amount of stable funding

BANK FOR INTERNATIONAL SETTLEMENTS

= The NSFR is a structural or long-term ratio designed to be applied by
banks under normal or business-as-usual market conditions, where 0
maturity transformation is limited to the extent that a bank funds itself using
short-term and / or less stable funding

Basel lll - Transition Period:
= Basel has provided for a transition period to full compliance. Nedbank LCR at 76,3% at June 2015

Transition Period 2015 2016 2017 2018 2019

Net Stable Funding Ratio (NSFR) % Observation period Introduce minimum

standard

Il Compliance requirements

*  Nedbank LCR at 30 June 2015 33
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Favourable Factors

Closed Rand system where large commercial banks
are the clearing banks

- Rand liquidity cannot leave the banking system
(unlike the Eurozone)

- The location of liquidity is transparent within the
system at all times

— Non-Rand lending is not material
- Cross border/ foreign sector funding is low

SA banks proportionally higher common equity
tier 1 capital levels vs. many international banks

- The conservative capital structure (more loss
absorbing permanent capital) should be considered
within overall liquidity risk management framework

SA fully embraced the principles of Basel Il & Il by
adopting a robust risk management approach

Legislation such as National Credit Act (NCA)
reduces systemic risk & need for oversized liquidity
buffers

Low household savings driven by a preference for

consumption over savings

- A bias towards contractual savings in pension &
provident funds, with regulatory asymmetries
which have contributed to higher wholesale
funding in the banking system

Relatively small domestic capital markets in the

context of Basel lll requirements

Expensive off-shore markets constrained by

overall appetite for emerging market paper

Depositor liquidity preferences biased towards

short-term deposits (including regulations which

limit the structural duration of domestic money

market funds)

Insufficient pool of liquid assets

Less Favourable Factors
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Structural funding composition

of total R3,8tn market (June 2015)

Funding Mix (Rbn)
Total Funding Base (%)

Household o
deposits 18%

Capital

0
markets 7%

Foreign

funding 596 W

Commercial
deposits (W08 30%

Wholesale
deposits 1325 35%

Basel Ill implications

LCR Positive /
LCR Negative

LCR: run-off 10% / NSFR: ASF factor 90%

LCR: run-off 0% / 