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FirstRand’s Balance Sheet Management

• Pillars of Balance Sheet Management
• Capital ManagementCapital Management

• Capital planning
• Capital allocations
• Economic capital processp p

• Credit Portfolio Management 
• Manage the credit portfolio from a 

macro economic perspective
• Influences credit origination strategy

• Macro Portfolio Management
• Manage banking book interest rate risk

D i d i l t h d t t t• Devise and implement hedges to protect 
the groups balance sheet and earnings

• Group Treasury
• Funding & liquidity managementFunding & liquidity management
• Manage the liquidity risk of the group
• Devise and implement group’s funding 

strategy
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• Multicurrency funds transfer pricing



Group Treasury

Group Treasury

Set Strategy, Risk Appetite & Framework

Group Treasury

Centralised Treasury Functions

Group Treasury 
DeskFunding & Liquidity 

Management Exchange Control
Finance

Treasury ALM
Strategic 

Relationship

African 
Subsidiaries

International 
Branches

Alternative Funding 
Strategies

Multi Currency Funds 
Transfer Pricing

y Relationship 
Management

Integrated Approach to Funding
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Funding and liquidity 
management philosophymanagement philosophy
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Funding and liquidity management

Li idit i k i th i k th t th b k ill t b bl t t ll t• Liquidity risk is the risk that the bank will not be able to meet all payment 
obligations as liabilities fall due.  In addition not able to realise assets when 
required to meet obligations (normally a consequential risk)

• Funding liquidity risk – risk that the bank is unable to fund obligations when 
falling due, or meet collateral requirements, without impacting the normal course 
of business its financial position or its reputationof business, its financial position or its reputation

• Market liquidity risk – risk that the bank may be unable to meet its obligations 
due to market disruption or a lack of market liquidity

• Context
• FirstRand Limited Board principles and limits

• South African banking and exchange control system• South African banking and exchange control system

• This is managed as part of Group Treasury
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Banks are in the business of maturity 
transformationtransformation

C F ti f B k i E C t f Li idit Ri k

• Maturity transformation is the defining • There are costs incurred for running 

Core Function of Banks in an Economy Cost of Liquidity Risk

aspect of banking
• Short term funded
• Long term lender

liquidity risk
• Statutory

• Cash reserves on deposit with the 
SARB

• The resultant liquidity risk has to be 
managed

SARB
• Carry cost of statutory liquid assets
• Cost of term funding in order to meet 

statutory minimum liquidity gap
• In the context of 

• Statutory liquidity requirements
• Risk appetite

y q y g p
• Board prudential limits
• SA Inc’s structural supply of money
• Risk appetite

• Cost
• Competitiveness

pp
• Cost of term funding in order to meet 

liquidity gap targets set by the Group
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Liquidity risk management philosophy

• Continuous funding and liquidity cycle

• Integrated across

Funds 
Transfer 
Pricing

Target 
Risk 

Profile Integrated across 
• All financial risk disciplines
• Macro economic environment
• All business unitsAll business units
• Financial markets
• Forward looking
• Ensure compliance with

Risk 
Framework

Funding 
Profile

Ensure compliance with
• Internal risk appetite
• Regulatory requirementsStress 

Testing
Liquidity 
Buffer TestingBuffer
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Macroeconomic influences on
funding
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Growing balance sheets in excess of 
incomeincome

Total Private Credit to GDP
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Credit extension supported M3
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• Private sector credit extension (PCE) as a percentage of SA banking system assets is relatively stable at 
80%. 
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• In the context of the volatile PCE y/y growth this suggests that banks are the primary funders of PCE.

Source: iNet Data Service



Banks monetised foreign liquidity 
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Current  account deficit & PCE Foreign investment & PCE
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Increased reliance on professional 
fundingfunding
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Funding pressures – demand for credit

Total Private Credit to GDP ratio Nominal GDP vs government revenue y/y
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Funding pressures – government 

Government debt/GDP ratio SOEs borrowing requirement
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The funding market

Rb Securitisations SOEs

Array of issuers SOEs dominate term issuance
Standard Bank Basil Read Omnia
FirstRand COJ Unitrans

32

36

Rbn Securitisations SOEs
Municipal Corporates
Banks / Financials

SOEs have entered the 
capital market in a big 24

Rbn

FirstRand COJ Unitrans
ABSA Bidvest Denel
Gold Fields  Netcare Unilever
ACSA Toyota FS Transnet
Mercedes-Benz AngloAmerican

24

28Increased competition for 
funding in short term space 

from corporates
with CP programmes

p g
way especially in the 
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The private sector
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Funding base
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Long term SA banks 1-year funding spread
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component in explaining

100

110

120 component in explaining 
the funding curve.

• 1 year funding spreads, 
i th 20 30

70

80

90 were in the range 20-30 
bps for 3 years from 2004 
to 2007

50

60

20

30

40

0

10

Jan-03 May-04 Sep-05 Feb-07 Jun-08 Nov-09

21

15 Day MA Funding Spreads 1y 125 Day MA

Source: iNet Date Service



Comparing SA to US banks 1-year spreads

250

1-Yr US v SA Bank Spreads
• Comparing the US to SA 1-

year bank funding  
spreads.

200

spreads.

• US spreads widened more 
severely than in SA.
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• US spreads have also 
narrowed more 
aggressively.
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• This highlights a 
divergence in funding 

0

50 pressure.

• The US Fed is providing 
excessive liquidity in the

‐50
Sep‐2002 Sep‐2003 Aug‐2004 Aug‐2005 Aug‐2006 Aug‐2007 Aug‐2008 Aug‐2009

excessive liquidity in the 
short end, while in SA 
National Treasury is in fact 
competing for the liquidity.
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Source: Moody’s Investor Research & iNet Data Service



External influencesExternal influences
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External influences on strategy

• Macro economy, SA Inc and financial markets
• Regulatory• Regulatory

• Basel II focused largely on credit risk 
• Focused the attention of banks and regulators mostly on credit risk

Bank fail res ha e pro ed to be as a res lt of liq idit risk• Bank failures have proved to be as a result of liquidity risk
• No sensible amount of capital can protect a bank from a liquidity event

Bank for International Settlement (BIS)• Bank for International Settlement (BIS)
• Principles for Sound Liquidity Risk Management and Supervision, August 2008

• Financial Services Authority (FSA)
PS 09/16 Strengthening Liq idit Standards October 2009• PS 09/16: Strengthening Liquidity Standards, October 2009

• IMF 
• Report on SA Banking System, September 2009

South African Reserve Bank• South African Reserve Bank
• Rating agencies
• Exchange control prudential requirements
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FirstRand’s ResponseFirstRand s Response
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SA banking liquidity gap
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• Liquidity risk is largely managed on a business as 
usual (BAU) basis

• However under stressed conditions the BAU

• The contractual maturity profile is also managed 
within the context of the structure of the SA 
economy
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Source: SARB BA Returns

• However under stressed conditions the BAU 
conditions no longer apply.

economy



Matching funding to liquidity of assets
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Assets Equity and Liabilities

Source: SARB BA 100 Return & FirstRand Limited Annual Report



Portfolio of funding instruments

NCD's
7.7% Repo's

6 0%

Securitisation
5.3% Other Trading

Liabilities

Derivative
7.9%

6.0% 3%

Senior Debt
2.0%
Sub Debt

Other Deposits
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Sub Debt
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Conduits
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Savings Deposits

Call Deposits
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Savings Deposits
0.4%

Fixed & Notice 
Deposits
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Current Account
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Funding initiatives

Domestic International

• Retail product development
• Structured Notes

I tit ti l f di

International platforms
• London branch

Middl E t• Institutional funding 
• How can we help you?

• Middle East presence
• Africa (7 countries ex SA)

• Australia
• Indian branch

Products
• Listed programmes in international 

markets
• Wholesale deposits
• Structured notes
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Capital strategy in line with Basel II 
d l tdevelopments

Tier 1 quality• Tier 1 quality
• Economic capital backed by Tier 1

• Gearing
• Leverage ratios are monitored

• Pro-cyclicality
• Capital targets defined as bands to ensure we have buffers to take intoCapital targets defined as bands to ensure we have buffers to take into 

account the effects of Basel II pro-cyclicality and IFRS

St t ti• Stress testing
• Capital strategy subject to stress testing
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FRB capital position remains robust 

Capital adequacy (%)

Tier 1% Total %

Capital adequacy ratio 10.70 13.11

12.28
13.11

2.41
2.83

Regulatory minimum 7.00 9.50

1.08
1.04

83

Target 9.50 11.50 – 13.00

9.62 8.41

Jun '09 Jun '08

Tier II Tier 1 pref shares Core Tier 1 

Tier 2%

Utilisation 2.41

Target 2.00 – 3.50
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Maturity profile based on call dates
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detailed 3-year forecasts.
Will continue to review level of issuance in line with stated targets
Marked growth in RWA may necessitate further T2 issuance

 Call on Subordinated debt (August 2010) already considered in 
detailed 3-year forecasts.
Will continue to review level of issuance in line with stated targets
Marked growth in RWA may necessitate further T2 issuance
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FirstRand Bank Limited external ratings

Moody’s 
Investor StandardFitch

Firstrand Bank Limited Service
Foreign currency counterparty 
credit rating

Long term A3
Sh t t P 2

Firstrand Bank Limited
Standard 
& Poor’s

Foreign currency 
counterparty credit rating
Long term BBB+
Sh t t A 2

Firstrand Bank Limited
Fitch 
Ratings

Foreign Currency
Long term issuer default rating BBB+
Short term issuer default rating F2
Outlook Negative

Short term P-2
Outlook Stable

Local currency counterparty 
credit rating
Long term A2

Short term A-2
Outlook Negative

Local currency counterparty 
credit rating

Local currency
Long term issuer default rating BBB+
Outlook Negative

NationalLong term A2
Short term P-1
Outlook Stable

National scale bank deposit 
ratings

credit rating
Long term BBB+
Short term A-2

Outlook Negative

National
Long term rating AA(zaf)
Short term rating F1+(zaf)
Outlook Negative

Individual rating C
Long term issuer default rating 
Aa1.za Aa2.za
Short term issuer default rating P-1.za
Outlook Stable

B k Fi i l St th

Individual rating C
Support rating 2
Support rating floor BBB-

Bank Financial Strength 
Rating C-
Outlook Stable
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Disclaimer
This presentation has been prepared by FirstRand Bank Limited (“FRB”), which is an authorised Financial Services Provider.

The information contained in this presentation is confidential and intended solely for the use the intended recipient of this presentation . This 
presentation may contain information proprietary to FRB and accordingly may not be reproduced, acted upon or disseminated in whole or in part 
without FRB’s prior written consent.  By accepting this presentation the attendee undertakes to keep the information contained in the presentation 
confidential and not to do any act or allow same to be done on his behalf which is in breach of the abovementioned prohibition.

This presentation may contain information supplied to FRB from external sources, which information has not been independently verified by FRB. FRB 
and its directors, officers, employees and agents make no representation and give no warranty with respect to, and assume no responsibility for: 

- the correctness, accuracy and completeness or otherwise of the information contained in this presentation;  or 
- the correctness or otherwise of FRB’s conclusions based on such information. 

Any liability of whatsoever nature and howsoever arising on the part of FRB its directors officers employees and agents relating to the contents ofAny liability of whatsoever nature and howsoever arising on the part of FRB, its directors, officers, employees and agents relating to the contents of 
this presentation is hereby expressly disclaimed.

This presentation is intended for discussion purposes only and does not represent a commitment, proposal, recommendation, offer open for 
acceptance or agreement to enter into a transaction. Any transaction is subject to the agreement of final terms to be set out in a separate written 
agreement. The decision to enter into any transaction and to assume the risks associated with the transaction rests solely the intended recipient of thisagreement. The decision to enter into any transaction and to assume the risks associated with the transaction rests solely the intended recipient of this 
presentation .

FRB does not make any representations or give any warranties as to its correctness, accuracy or completeness, nor does FRB assume liability for 
any losses arising from errors or omissions in the opinions, forecasts or information irrespective of whether there has been any negligence by FRB, its 
affiliates or any officers or employees of FRB, and whether such losses be direct or consequential. Nothing contained in this communication is to be y p y , q g
construed as guidance, a proposal or a recommendation or advice to enter into, or to refrain from entering into any transaction. It is for intended 
recipients only.  

If you are not the intended recipient you must not copy, distribute, publish, rely on or otherwise use it without our consent. If you have received this 
communication in error, please notify us at the address below and destroy the communication immediately. This communication is not intended to nor 
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should it be taken to create any legal relations or contractual relationships.  
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