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Strengthening Quality at Entry — Review Process

As illustrated schematically in the chart above, all new private sector project
proposals must pass through the above review process put in place by the Bank.
FFMA, along with legal, FTRY, FFCO and other country departments play a crucial
and critical role in the technical review process .

Technical Review Stage: This important step begins with the initial review at the
Project Concept stage and moves to the more comprehensive technical analysis at
appraisal before culminating in the preparation of the Project Appraisal Report
(PAR).

Country Team Review stage: The Task Manager consults country team to get
additional guidance. The economic development impact assessment is also done
at this stage.

OPsCom Review: - OPsCOM confirms the strategic fit and provides high-level
guidance to the project team on issues requiring investigation or modification
during appraisal. Controversial projects are referred to the President.

FFMA, along with legal, FTRY, FFCO and other country departments play a crucial
and critical role in the technical review process .

The process has yielded some efficiency gains in the pre-approval phase by
expediting the processing of transactions to be approved by the Board. However
its effectiveness in terms of quality control and best practices remains challenging.

Therefore independent assessment in view of improving the check and balance
mechanism is a must.
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Portfolio Monitoring ...

+ Early warning Monitor

* Quarterly reports to ALCO highlighting portfolio
movement and quality of both sovereign and non-
sovereign;

+ Ad hoc reporting to ALCO and senior management

+ Collateral Management (since March 2009)
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Portfolio Monitoring

Experience has proven that identifying and controlling breaches and anomalies in
high risk investments early and applying firm remedial actions often prevent or
certainly minimize the impact of any potential impairment of the portfolio. The
Private Sector Portfolio Management Division should improve the quality of
portfolio management reviews by increasing the frequency of supervision
missions. This will ensure early detection of credit weaknesses and any other
adverse credit trends.

Also, staff from field and regional offices can be used to carry out further site
visits to identify problems at an early stage.

Active monitoring of problem loans and work-outs will minimize losses.
Strengthening the Portfolio Management Team within OPSM, that specializes in
loan recoveries and turnaround, will improve the Bank’s recovery opportunities
and efforts.

Actively following-up ALCO decisions with regard to watch-listed projects, risk
migrations, work-outs and exits as reported in the quarterly reports will help
turnaround borrowers experiencing financial difficulties.

Close monitoring of collaterals taken by the Bank is important. It is important to
ensure that the Bank has legal possession of the assets taken as security at
appropriate or right market value.
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Most of the exposure indicators remain within limits...

... However future challenges remain in increasing headroom..
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Compliance with Exposure limits

Global Limit: Only one country has temporarily breached its limit.

Total Non-Sovereign : A limit of 40% of total risk capital was set for exposure to Non-
Sovereign operations. At the end of September 2009, the Bank’s outstanding non-
sovereign portfolio had used just over 18% of the Bank’s risk capital. The current
level of exposure is well within the global limit of 40%.

Equity Limit: It remains within the target, but if the pace of growth, continues it
could quickly reach its limit.

Single Country Limit: No more than 25% of the risk capital for Non-Sovereign
operations should be deployed in any single country. At the end-September of 2009,
the highest level exposure was 11% for South Africa.

Single Sector Limit: No more than 25% of the risk capital for Non-Sovereign
operations should be deployed in any single industry (35% for the financial sector).
At the end of September 2009, the largest single sector in the portfolio was the
financial services sector, which accounted for about 16% of non-sovereign risk
capital.

Single Obligor: No more than 6% of the risk capital for Non-Sovereign operations
should be deployed for any single obligor (project). At the end of September 2009,
the largest single obligor in the portfolio was ESKOM, which accounted for about
5.2% of the risk capital available for Non-Sovereign operations.
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More flexibility will be required to manage country limits in a

resource-constrained environment...

- Waiver to countries exceeding their limits: Board

- Mechanism to potentially re-allocate credit limits Board
when required to respond flexibility to current
demand from borrowers

- Portfolio restructuring - cancellation of eligible Management
undisbursed or unsigned loan balance

- Risk transfer of some private sector exposure Management
whenever feasible
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Management of country limits

Flexible Strategies to Manage Country Limits: As the Bank faces resource constraints there
is the need to have flexible options to manage the country limits. Some of the options
would have to be approved by the Board others are under the purview of management.

Waiver to Countries Exceeding their limits: Individual country limits are determined by
the country’s rating and its economic size. A country that has the best rating and a very
large economy receives 15% of the risk capital as its limit. This is cascaded down according
to the above mentioned two parameters. Currently very few countries are reaching or have
reached their limits. In such circumstances a waiver would have to be sought from the
Board for any further intervention in country. If this is granted an additional risk charge will
be set aside to compensate for the extra exposure.

Re-allocate Country Limits: At times there are countries that are dormant with respect
to the use of their country limits. On the other hand there are countries that have high
demand for the Bank’s product but they may have reached their limits. In such
circumstances, the recommendation is to allow for fungibility of limits among these
countries with the Board approval.

Portfolio Restructuring: Restructuring and streamlining of private sector operations;
Postponing some projects; and phasing/tranching large loan commitments are some of the
means to manage under the lending limits. Such actions are under the auspices of
Management.

Risk Transfer: To free up risk capital, the Bank can use several approaches to transfer
credit risk to a third party. This could be done directly by selling down the assets or as part
of structured securitization transactions or through buying protection from other parties
(collateral, guarantees, syndication, sub participation, assignment). This is under the
purview of Management.
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Conclusion

+ For the first time, the portfolio has withessed significant growth in both the
Sovereign and Non-Sovereign windows;

» The increased growth has not come at the expense of portfolio quality since
increased new exposures were to better rated countries;

+ Although the global financial and economic crises posed challenges to the
operating environment, so far the level of arrears, except for organic changes,
are the same as last year ;

» Loan Disbursements have doubled. As a result, the Bank’s risk capital is
being consumed at an increasing pace;

» Risk Management is being strengthened in terms of people, processes,
policies and procedures. The number of credit risk officers overseeing private
sector operations has been doubled;

* The creation of a Credit Committee to supplement OPsCOM’s functions is
recommended.
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