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BANKING

Proposed amendments to the Regulations relating to Banks

To ensure that the legal framework for the regulation and
supervision of Banks remains relevant and current, the
Prudential Authority (PA) is proposing amendments to the

Regqulations relafing to Banks to incorporate the remaining
components of the Basel Il post-crisis regulatory reforms
issued by the Basel Committee on Banking Supervision (BCBS)

info Regulations. The key changes include revisions to the
approaches for credit risk, streamlining of the operational risk
framework and refining the definition of the leverage ratio
exposure measure. The proposed implementation date is
1 January 2024.

Proposed Directive - Conditions related to the completion of the

operational risk form BA 400

For the measurement of a bank’s exposure to operational
risk, the PA has specified further conditions set out below,

for banks to comply with in relation to the standardised
approach.

In accordance with the requirements specified in regulation
33(4) of the proposed amended Regulations:

e The quality of the internal loss data must be reviewed
by the internal and/or external auditors of the bank. The
results of that review must be submitted fo the PA in writ-
ing prior to the inclusion of the relevant loss data in the
calculation of the bank’s required amount of capital and
reserve funds for operational risk, for approval.

* Losses can only be excluded from the loss component
affer being included in the bank’s operational risk loss
database for a minimum period of three years. If a bank
wishes to exclude certain operational loss events that
are no longer relevant to the risk profile, a formal written
request must be submitted to the PA

* Banks that wishes to exclude divested activities from ifs
business indicator, shall submit a formal request to the PA in
writing with detailed information on the divested activities.

These items must be approved by the PA in writing before they
are excluded from the bank’s business indicator. These con-
ditions become effective from the 1 January 2024 onwards.
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Draft Prudential Standard: Stays on early-termination rights and resolution

moratoria on contracts of designated institutions in resolution

The objective of the Draft Prudential Standard (the Stand-
ard) is to set out the principles and requirements for stays on
early-termination rights and resolution moratoria on con-
fracts of designated institutions in resolution that must be
complied with by all designated institutions, in line with sound
principles, practices and processes for the orderly resolution
of a designated institution.

The Standard applies to all designated institutions, including
contracts, that are governed under foreign law; and con-
tain provisions for early termination rights and shall affect
early-termination rights that arise only because of entry of a
designated institution into resolution or in connection with the
use of resolufion powers by the South African Reserve Bank
(SARB) in relation to a designated institution.

Matters related to fit and proper assessment requirements pertaining to directors,
executive officers and beneficial owners

In the execution of its mandate, the PA requires that mutual
banks comply with legislative requirements by implementing
robust governance arrangements, including fit and proper
requirements for the appointment of directors or persons

responsible for the senior management of mutual banks and

beneficial owners. The PA further requires mutual banks to

implement the necessary measure to prevent persons with
criminal records and other unfit persons from becoming ben-
eficial owners of the mutual bank.

To enable the PA to effectively execute its responsibilities un-
der applicable financial sector legislation, mutual banks and
their auditors are required to perform and make available
criminal background check reports of a serving or prospec-
tive director or executive officer to the PA within 30 calendar
days of completing such screenings. This requirement came
info effect from 1 November 2022
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Guidance Note: Operational risk practices - completion and submission of the

form BA 410

The Guidance Note on operational risk practices provides
further guidance to banks regarding the completions and
submission of the quarterly operational risk form BA410 and
ensures consistency in ferms of operational risk reporting
across banks. It replaces the Guidance Note 9 of 2020.

In terms of this Guidance Note, for line items 1 to 63 of the
return, only losses defined as operational risk losses in the
Regulations relating to Banks ) read with the relevant Basel
framework, excluding credit boundary events, must be re-
corded and banks must apply a minimum gross loss threshold

The PA issued a Directive for Banks and Mutual Banks on

maftters relating to domestic money or value fransfer ser-
vices (MVTS). In this Directive, banks are directed to register
all existing and future MVTS agency arrangements with the
PA, maintain an up-to-date schedule of all MVTS agency
arrangements and fo submit MVTS agency retfurns. The
returns must be submitted to the PA on a bi-annual basis
within 30 business days post the preceding six-month period.
This directive came to effect on 1T October 2022,

amount of R10 000; and

For line items 64 to 75, banks must apply a gross loss threshold
amount of RS million. A writtfen description must be provid-
ed for all material operational risk losses, including material
boundary losses. Furthermore, banks should highlight wheth-
er these material operational risk losses are related to credit
risk or market risk.

Banks may, affer consultation with the PA, use a lower thresh-
old should they so wish.
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Matters relating to domestic money or value transfer services (MVTS)

Criteria for identifying simple transparent and comparable (STC) term and

shori-term securitisations

The PA issued a Directive on the criteria for identifying simple,
fransparent and comparable term and short-term securitisa-
fions in executing their key objective of prudential regulatfion
and supervision of financial institutions in achieving a stable
financial system that works in the interest of financial custom-
ers and that supports balanced and sustainable economic
growth. This Directive sets out the qualification criteria for STC
compliant securitisation and the additional criteria for the
differentiated capital regulatory treatment. The STC criteria
are non-exhaustive and non-binding and do not serve as a
substitute for investor due diligence.



https://www.resbank.co.za/content/dam/sarb/publications/prudential-authority/pa-deposit-takers/banks-directives/2022/d9-2022/D9-2022-%20MVTS%20Directive%20to%20Banks.pdf
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Guidelines related to risk management practices concerning the proliferation

financing risk (PF).

Regulations relating to Banks (Regulations) requires, among
that banks’
should be sufficiently robust to ensure that the bank or con-

others, policies, processes and procedures
froling company, inter alia, continuously receives relevant
information relating to risk exposure incurred by any foreign
operation and that every relevant foreign branch, subsidiary
or operation of the bank or controlling company implements
and applies AML/CFT measures consistent with the relevant
Financial Action Task Force (FATF) Recommendations issued

from time to time; and the higher of AML/CFT standards is-

sued in the Republic of South Africa or the relevant host
country are applied by the bank or controlling company.

This Guidance Note provides guidance to banks regarding
the implementation of corporate governance, risk manage-
ment, internal controls, policies, processes, and procedures
to ensure banks’ compliance and adequate risk manage-
ment of exposure to the financing of proliferation of weap-
ons of mass destruction (WMD), taking info account TATF

Recommendations.

Proposed Directive: Matters related to the net stable funding ratio (NSFR).

After the implementation of the Regulations relating to Banks
Regulations, the Basel Committee on Banking Supervision
(BCBS) issued various documents related to banks’ exposure
to liquidity risk, including revisions to the Basel Il framework for
the calculation of the minimum required NSFR. Accordingly,
these revisions and related NSFR requirements were incorpo-
rated info the amendments to the Regulations.

N

i

This Directive serves to inform banks of the calibration of the
bank’s NSFR along with the national discretion on specified
items of the NSFR and fo provide clarity on the treatment of
the Restricted-use Committed Liquidity Facility (RCLF) within
the NSFR framework. Comments on the proposal were due
14 December 2022.
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https://www.resbank.co.za/content/dam/sarb/publications/prudential-authority/pa-deposit-takers/banks-guidance-notes/2022/G12-2022-Guidelines%20related%20to%20risk%20management%20practices%20concerning%20proliferation%20financing%20risk.pdf
https://www.resbank.co.za/content/dam/sarb/publications/prudential-authority/pa-documents-issued-for-consultation/2022/Proposed%20Directive%20-%20Matters%20related%20to%20the%20net%20stable%20funding%20ratio.pdf

INSURANCE

Conduct Standard 2 of 2022 - Requirements relating to third party cell captive

insurance business.

The Financial Sector Conduct Authority (FSCA) published
the Conduct Standard sefting out requirements that cell
captive insurers must comply with in order to mitigate cer-
tain conduct of business-related risks that have been identi-
fied in respect of third-party cell captive insurance business
arrangements. The requirements and limitations in the
Conduct Standard Authority’s
licence condition limitation on licensed cell capftive insur-

replaces the Prudential

ers, as the FSCA will be responsible for the supervision and
enforcement of the Conduct Standard. The Conduct Stand-
ard came into effect on 1 October 2022.
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Guidance on liquidity risk management for insurers

Although the Guidance Notice (Guidance) does not provide
exhaustive guidance on liquidity risk management, it pro-
vides guidelines to insurers and reinsurers on the application
of Governance and Operational Standards (GOIs) relating
to liquidity risk management. Past experience has demon-
strated that even solvent insurers may experience material
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financial distress, including failure, if liquidity is not managed
prudently. This Guidance further illustrates approaches that
should be considered in freafing and managing an insurer’s
liquidity risk.

This Guidance is not applicable to obligations where the pol-
icyholder bears the liquidity risk.
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https://www.resbank.co.za/en/home/publications/publication-detail-pages/prudential-authority/pa-documents-issued-for-consultation/2022/Guidance-Notice-1-of-2022
https://www.fsca.co.za/Notices/FSCA%20Conduct%20Standard%202%20of%202022%20(INS)-Third%20party%20cell%20captive%20insurance%20business.zip

MEDICAL SCHEMES

COVID Financial Reporting

In 2021 medical schemes were required to continue to sub-

mit the COVID financial reporting in excel as a transitional

arrangement, in addition to the new system submissions as a
parallel submission. The Council for Medical Scheme (CMS)
issued circular 51 of 2022 confirming that the parallel submis-
sion of financial related COVID data is no longer required.
The submission requirements as per circular 11 of 2021 still
applies.

Prescribed auditor report templates

The CMS published the prescribed statutory auditor report

templates effective for the 2022 financial year. These statu-
tory-required auditor reports have been developed by the
CMS in consultation with the Independent Regulatory Board
for Auditors” (IRBA) Committee for Auditing Standards (CFAS)
Medical Schemes Task Group, which includes auditors of
medical schemes. These changes were necessitated by the
conforming amendments to the International Auditing and
Assurance Standards Board’s (IAASB) International Standards
which become effective as of 15 December 2022, in line with
the quality management standards. These amendments af-
fected the ISAE 3000 (revised) auditor report template.

Imposition of approved levies for

Medical Schemes 2023/24

The CMS proposed levies on medical schemes, which are
imposed for the purposes of meeting the general regulatory
and administrative costs of the CMS and the function per-
formed by the Registrar of Medical Schemes.

The proposed levy for the 2023/24 levy year is set at an
amount of R47.57 per principal member per year, which shall
be paid in two equal instalments not later than 30 April for
the first instalment and the second instalment by 31 July of
every yedar.

Standard guidelines on the format of

business plans submitied to the Council
for Medical Schemes.

The CMS published the updated standard guidelines for the
preparation of a business plan. The industry is urged to use

these standard guidelines when preparing submission to
the regulator for registration of a new medical schemes, an
amalgamation of a scheme and registration of new benefit
options or the restructuring of existing ones.

oy



https://www.medicalschemes.co.za/download/3617/2022-circulars-current/26038/circular51of2022.pdf
https://www.medicalschemes.co.za/download/3617/2022-circulars-current/26186/circular58of2022.pdf
https://www.medicalschemes.co.za/download/3617/2022-circulars-current/26243/circular59of2022.pdf
https://www.medicalschemes.co.za/download/3617/2022-circulars-current/26243/circular59of2022.pdf
https://www.medicalschemes.co.za/download/3617/2022-circulars-current/26262/circular63of2022.pdf.pdf

RETIREMENT FUNDS

Conduct Standard 1 of 2022: Requirements Related to the Payment of Pension Fund

The Financial Sector Conduct Authority (FSCA) identified
various shortcomings in Regulation 33 of the Pension Funds
Act and proposed 1o revise and replace Regulation 33 with
a Conduct Standard. The main objective of this Conduct
Standard is therefore to replace Regulation33 with the nec-

essary improvements by providing for the following matters
that are currently provided for in Regulation 33:

*  The minimum information to be contained in a contribu-
fion statement.

* Nofification and reporting obligations; and

* The rate of inferest payable on arrear conftributions.

Subsequent to this communication, FSCA published format
of documents in respect of Requirements Related to the Pay-
ment of Pension Fund Conftributions in order to determine the
formarts for the above mentioned notifications and reports.

Requirements related to Regulatory Reporting and Audited Financial Statements for

Pension Funds

The FSCA published the Draft Prudential Standard to update
the regulatory reporting requirements and prescribed report-

ing formats. The revision of Regulation 28 required addition-
al reporting requirements in relation to infrastructure assets
and amendments to the asset spreading requirements. This
necessitated the need to update the regulatory reporting
requirements and the prescribed format of financial state-

ments to further align to the International Financial Report-
ing Standards (IFRS), the International Accounting Standards
(IAS) and local auditing requirements to ensure consistency
in the application of financial reporting requirements across
all pension funds and to consolidate all related requirements
intfo one instrument. Comments are due 18 January 2023.

Extension for submission of the information on paid-up members of retirement funds

Following the number of requests to extend the deadline,
and after careful consideration of the requests and the reo-
sons provided, the FSCA extended the deadline for upload-

ing information on paid-up members of retirement funds to
15 December 2022.

Regulation 28 Quarterly Reporting Requirements for Pension Funds.

The revision to Regulation 28 required additional reporting
requirements in relafion fo infrastructure assets and other
amendments to the asset spreading requirements.

The Regulation 28 amendments come into effect on 3 Jan-
uary 2023. It is imperative that the quarterly reports take into
account the amendments and ensure that pension funds
appropriately report on these matters. For this reason, the
FSCA saw a need to update the guarterly reports in line with
the amendments to Regulation 28, to ensure disclosure, con-
sistency and transparency in the application of reporting

requirements across all pension funds and therefore pub-
lished the Draft Prudential Standard on Regulation 28 Quar-
terly reporting requirements.



https://www.fsca.co.za/Regulatory%20Frameworks/Temp/FSCA%20Communication%2035%20of%202022%20(RF).pdf
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https://www.fsca.co.za/Regulatory%20Frameworks/Temp/FSCA%20Communication%2033%20of%202022%20(RF).pdf
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Submission of actuarial valuation reports

The FSCA wishes to implement a process to expediate and  FSCA Retirement Online system. This spreadsheet does not

streamline the consideration of submitted valuation reports.  replace the fund’s actuarial valuation report. Its purpose is

This process will enable the FSCA to expeditiously consider  to streamline the process of consideration of the submitted
the change in financial position, resulting in faster furnaround  valuation report.

tfimes. The spreadsheet must be submitted together with all valua-
Accordingly, funds are requested fo submit information,  fion reports that are submitted on the system after 1 January
through a spreadsheet, which summarises the financial po- 2023 for funds that include a defined contribution category
sifion of the fund together with the valuation report on the  of members.

Draft Notice proposing an exemption of funds from the conditions in

Board Notice 75 of 2009

Following a number of applications for funds to be exempt-
ed from section 28 of the PF Act, the FSCA is infending to
exempt funds, from the requirements of paragraph @ of the
Board Notice, to enable an efficient process, on the following
conditions:

a) that on the date that the fund takes a resolution to liqui-
date or partially liquidate the fund due to withdrawal of
a participating employer, the fund or the relevant partici-
pating employer does not have more than 100 members:
and

b) that all remaining requirements and conditions in the

Board Notice are complied with.



https://www.fsca.co.za/Regulatory%20Frameworks/Temp/FSCA%20Communication%2031%20of%202022%20(RF).pdf
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https://www.fsca.co.za/Regulatory%20Frameworks/Temp/FSCA%20Communication%2032%20of%202022%20(RF).zip

REGULATED INDUSTRIES

Johannesburg Interbank Average Rate (JIBAR) Code of Conduct,

Governance Process and Operating Rules

The South African Reserve Bank as the administrator of JIBAR
with the primary responsibility for all aspects of the determi-
nation process and the integrity of the reference rate. The
Code of conduct entails qualifying criteria, obligations and

the governance process for JIBAR in the Republic of South
Africa, including operating rules for contributors and will be
assessed on a continuous basis for improvement and rele-

vance.

Institutional Sector Classification Guide for South Africa (ISCG)

The Economic Statistics Department (ESD) of the South Afri-
can Reserve Bank (SARB) collects economic data from most
institutional sectors, including financial corporations, non-fi-
nancial corporations, and other institutions in the private and
public sectors. The data are submitted by institutions which
participate in the SARB’s sample and census surveys admin-
istered by ESD.

These data are used to compile macroeconomic statistics for
the analysis of, among other things, sectoral balance sheets,
money supply and credit aggregates, as well as the National
Financial Account. This Guide identifies and categorises enti-
fies according fo institutional sectors and provides elaborate
definitions according to the guidelines of the ISCG, the Sys-
tfem of National Accounts 2008 as well as other manuals and
directives utilised by the ESD units in the SARB

Discussion paper on unclaimed assets in South Africa’s financial sector, 2022.

The FSCA published this Discussion Paper with the aim to im-

prove the extent to which unclaimed assets are reunified with
their rightful owners or beneficiaries and minimise the extent
of unclaimed assets in future. It aims to the build on the work
conducted by the National Treasury in respect of unclaimed

retirements benefits, to foster debate on how lost accounts
and unclaimed assets should be treated in a way that is con-
sistent with freating customer fairly principles. The FSCA fur-
ther proposed other type of assets to be included within the
scope of the proposed Unclaimed Assets Framework.

Policy Document supporting the Declaration of Crypto Assets as a financial product

The FSCA published the Declaration of a Crypto Assets as
a financial product under the Financial Advisory and Inter-
mediary Services Act, 2002 (FAIS Act), this Declaration was

gazetted on 19 October 2022.Following the Declaration, the
FSCA published this Policy Document to provide background

to and contextualise the Declaration.



https://www.resbank.co.za/content/dam/sarb/publications/financial-markets/jibar/Jibar-Code-of-Conduct-November2022.pdf
https://www.resbank.co.za/content/dam/sarb/what-we-do/statistics/guides/institutional-sector-classification-guide-for-sa/Institutional%20Sector%20Classification%20Guide%202022.pdf
https://www.fsca.co.za/Regulatory%20Frameworks/Temp/FSCA%20Communication%2026%20of%202022%20(GENERAL).zip
https://www.fsca.co.za/Regulatory%20Frameworks/Temp/Policy%20Document%20supporting%20the%20Declaration%20of%20crypto%20assets%20as%20a%20financial%20product.pdf
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Derecognition of Fitch as an eligible ECAI

The PA derecognised Fitch Ratings (Fitch) as an eligible ex-
ternal credit assessment institution (ECAI), implying that their
ratings are longer used in the calculation of regulatory cap-
ital requirements. The PA had granted Fitch approval to be
recognised as an eligible ECAI in ferms of section 85A of the

Banks Act, which allowed banks in South Africa to use the
ratings issued by Fitch for calculating minimum required cap-
ital for regulatory purposes from 1 January 2008 onwards. The
PA’s derecognition of Fitch from being regarded as an eligi-
ble ECAI'in South Africa, within 12 months from 18 July 2022.

Draft Prudential Standard on transfers of assets and liabilities of designated

institutions in resolution.

The PA published the draft Prudential Standard on the transfer
of assets and liabilities of designated institutions in resolution,

which sets out minimum requirements, for a separability anal-
ysis and a transfer playbook, to be performed by designated
institutions as well as the general and reporting requirements

Requirements relating to the

provision of a benchmark

The objective of the draft Conduct Standard is to pro-

pose a regulatory framework in terms of which bench-
mark administrators will be supervised, and whereby the
provision of a benchmark will be regulated and is close-
ly aligned to the International Organization of Securities
Commissions (I0OSCO) benchmark principles aimed at
creatfing a level playing field amongst market partici-
pants.

Past cases of manipulation of interest rate benchmarks
such as the London Interbank Offered Rate (LIBOR) and
the Euro Inferbank Offered Rate (EURIBOR), combined
with allegations of manipulation of commodity and for-
eign exchange benchmarks, have highlighted the short-
comings in the regulatory framework for benchmarks in
South Africa

The framework aims to ensure the accuracy, robustness
and integrity of benchmarks and of the way benchmarks

are determined. Comments due 06 February 2023.

for designated institutions pertaining to transfers.

The Standard shall apply to all designated institutions, unless
exempted by the PA, based on the resolution strategy set by
the SARB. Comments due 20 December 2022

New interest rate benchmark for
observation by market participants -
the South African Rand Overnight Index
Average (ZARONIA)

The SARB published the ZARONIA, a financial benchmark that
reflects the inferest rate at which rand-denominated overnight
wholesale funds are obtained by commercial banks. The publi-
cation of ZARONIA signifies an important milestone in the effort
to reform interest rate benchmarks that are widely used as refer-
ence ratfes in the South African financial markets.

For comparison purposes, ZARONIA will be published together
with the South African Rand Interbank Overnight Rate (ZARI-
BOR), a subset of ZARONIA that focuses on the interbank mar-
ket segment. In addition, the SARB will make available a six-year
historical record of ZARONIA and ZARIBOR in due course to give
market participants a sense of the benchmarks prior to their
publication. Market participants are urged not o use ZARONIA
and ZARIBOR in financial contracts until the SARB and the Mar-
ket Practitioners Group (MPG) indicate otherwise.



https://www.resbank.co.za/content/dam/sarb/publications/prudential-authority/pa-public-awareness/covid-19-response/2022/Prudential%20Communication%2011%20-%20Derecognition%20of%20Fitch%20as%20an%20eligible%20ECAI.pdf
https://www.fsca.co.za/Regulatory%20Frameworks/Documents%20for%20Consultation/Revised%20draft%20Conduct%20Standard_Requirements%20relating%20to%20provision%20of%20a%20benchmark.zip
https://www.resbank.co.za/content/dam/sarb/publications/media-releases/2022/zaronia-/New%20interest%20rate%20benchmark%20for%20observation%20by%20market%20participants%20.pdf
https://www.resbank.co.za/en/home/publications/publication-detail-pages/prudential-authority/pa-public-awareness/Communication/2022/Prudential-Communication-13-of-2022-Prudential-Standard-Transfers-of-assets-and-liabilities-of-designated-institutions-in-resolution

VALUATIONS

The International Organization of Securities Commissions (I0SCO) and the

International Valuation Standards Council (IVSC) sign cooperation agreement

The IOSCO and the IVSC entered info a Statement of Coop-
eration aimed at developing a better understanding of the

quality and consistency of valuations and the professional
standards employed by valuers internationally, with the ob-
jective of mitigating risks to the quality of financial informa-
tion for the protection of investors and for the stability of the
financial system.

The Statement of Cooperation outlines steps both organisa-
tions will tfake to enhance their cooperation and build mutual
understanding of the landscape surrounding the valuation
profession and standard-setting process, including govern-
ance, due process, and credentialing.

IVSC Perspectives Paper on Intangibles Assets - Rethinking Brand Value

The IVSC issued Perspectives Paper on Intangible Assets aim-

ing to contribute to realigning accounting and reporting
standards with the value creation and preservation strate-
gies utilised in modern business models. This paper examines

how brands generate value for organisations, analyse how
investors assess the enterprise value creation attributable to
brands and discusses the value measurement fechniques
and assumptions used to estimate the value of brands.

IVSC makes new appointments to the Board of Trustees

The IVSC made three new appointments fo ifs Board of
Trustees during the 2022 AGM and took up their roles from
October 2022. The new Trustees, consisting of corporate
governance and financial services regulation consultant,

a Corporate Law specialist and a Qualified Chartered Ac-
countant, bring further finance and regulatory expertise to
the IVSC’s Board of Trustees.

The IVSC publishes the results of a survey exploring the evolution of Environmentail,

Social, and Governance (ESG) considerations in the valuation process.

In order to better understand evolving market needs, the ESG
working group felt that it was important to carry out a sur-
vey of investors, businesses, and valuers concerning all types
of valuations, including valuations for financial reporting,

market capitalisations, secured lending and fax reporting
purpose, in order to gain an understanding of the stage of
evolution and development of each, in their consideration
of ESG components.
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IFRS FOUNDATION WORK PLAN

¢ Amendments to the Classification and Measurement of Financial Instruments
¢ Definition of a Lease—Substitution Rights (IFRS 16)
e Dynamic Risk Management

¢ Financidl Instruments with Characteristics of Equity

¢ |FRS Accounting Taxonomy Update—Amendments to IFRS 16 and IAS 1

¢ |nternational Tax Reform—Pillar Two Model Rules

¢ Lack of Exchangeability (Amendments to IAS 21)

e Post-implementation Review of IFRS 15 Revenue from Contracts with Customers

e Primary Financial Statements

e Provisions—Targeted Improvements

e Rate-regulated Activities

e Supplier Finance Arrangements

How helpful did you find the content of this newsletter? @ o @ o

lick here & tell us more

LET US KNOW WHAT YOU THINK! Follow us! @ SAl CA

Email us:
Kedibone Pilusa Mthokozisi Sibisi
Project Director: MIB Technical Project Manager: MIB Technical

KediboneP@saica.co.za MthokozisiS@saica.co.za
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