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Purpose of the Report
The purpose of this report is to provide the Board with an independent assessment of the
credit risk profile of the public and private sector portfolios. The report covers essentially
the four year period 2005-2008, highlights recent developments in 2009 and where
possible, projections for 2010 are included. This report is organized into four parts with
each part consisting of different sections:
• The introductory section provides the road map and the premise of the portfolio risk
assessment.
• Part 1 consists of 2 sections. Section 1 reviews the portfolio dynamics in terms of
approval trends, Net transfers resulting from disbursements and repayments,
Cancellations in both portfolios, public and private sector outstanding size. It also
presents the future growth patterns of the portfolio segmented into LICs, MICs and
Fragile states. Section 2 reviews the portfolio risk profile through the Weighted
Average Risk Rating (WARR), risk classes, sector, country and regional concentration,
arrears, impairment and level of provisioning. The portfolio risk profile is also
compared to other MDBs in this section.
• Part 2 examines the development in the operating environment as a result of the
global financial and economic crisis and its impact on the portfolio risk profile.
• Part 3 focuses on the financial and operational implications in terms of notional and
risk weighted exposure, the linkages between the quality of the portfolio and risk
capital utilization. It also provides a stress testing of the portfolio based on the
dynamics of the key risk driver.
• Part 4 deals with risk mitigation measures to control the risk in the portfolio. It places
emphasis on compliance monitoring, portfolio management and highlights risk
governance issues in light of the changing risk profile of the portfolio.
• The last part draws some conclusions and makes recommendations to the Board.
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Premises of Portfolio Risk Review
In the context of the changing profile of the Bank’s portfolio with
significant growth of the private sector component and volatile operating
environment as a result of the global financial and economic crisis, the
consolidated review provides a snapshot of the most important
developments and trends of the portfolio at year-end 2008 and mid-year
2009. It is supplemented by quarterly sovereign and non-sovereign
monitoring reports to ALCO as well as other special reports.
Portfolio reviews combine four assessments: (i) the portfolio dynamic and
risk profile, (ii) the key drivers impacting changes in the portfolio risk
profile, (iii) Implications; and (iv) the Risk Mitigation Measures being taken
to minimize the risk in the portfolio.
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Portfolio Growth - Approvals
The evolution of the annual approvals of Non-Sovereign and Sovereign operations
from 2005 to 2010 projected indicates that : (i) significant growth is expected in
2009; and (ii) the growth momentum that was regained in 2007 after several years
'contraction will continue in the near future.
Non-Sovereign Portfolio
The approval volume for the Non-Sovereign portfolio has increased significantly
since 2005. From 2005 to 2006 the approval volumes almost doubled, and nearly
quadrupled in 2007. Increasing trend in approvals is continuing in 2008 and 2009. It
is expected to moderate in 2010.
Sovereign Portfolio
The sovereign portfolio has witnessed significant growth in 2009 largely due to
increased demand triggered by the need for financial resources to counter the
effects of the financial and economic crises and structural changes in the MTS.
Total approvals for both portfolios are expected to reach UA 5 to 6 billion by the end
of December 2009.
For the first time, there is significant growth in both the Sovereign and NonSovereign portfolios. It is projected that the growth in the Sovereign portfolio will
outpace that of the Non-Sovereign in 2010.
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Net Transfers:
Net transfer refers to Disbursement minus repayments. It shows an evolving
mixed profile over the past few years.
The key observation is that, excluding prepayments, each year disbursements
exceeded repayments for the Non-Sovereign operations implying that
disbursements ratios are improving and are expected to increase
developmental impacts of private sector operations.
On the contrary, because of maturing age profile of the Sovereign portfolio,
net transfers tend to be negative over the years as repayments exceed
disbursements. However, a reversal of this trend is expected as fast
disbursement loans materialize in 2009 and 2010 within the Sovereign
portfolio.
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Cancellations
The evolution of cancellations of both sovereign and non-sovereign loans
for the period 2005 to 2009 highlights the following:
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o

Overall, cancellations have trended downwards, with an uptick of
UA 58 million in 2009 within the Sovereign portfolio.

o

So far, no cancellation has occurred in 2009 in the private sector
portfolio.

o

Cancellations of projects that have not taken off are means to free
risk capital at a time that the Bank is facing resource constraints
before the General Capital Increase.
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Portfolio Growth Dynamics – Prepayments

Prepayment in the past was underpinned by the combined effect of a significant level
of high coupon fixed rate and pool based loans in the RMCs’ outstanding debt to the
Bank, low market interest rate, contracting credit spreads for emerging market
borrowers and enhanced debt management by several borrowers.
Over the past few years the Bank has experienced varying but declining levels of loan
prepayments. As the share of high interest rate loans declines, the incentive to
prepay loans also dwindles commensurately.
Also the availability of low interest rate products at the time when capital market
spreads increased significantly due to the financial crisis has provided incentive for
some RMCs to increase demand for the Bank’s products instead of prepaying existing
loans. Overall, prepayments declined from a high of UA 278 million in 2006 to a low
of UA 19 million in 2008.
The downward trend is expected to continue in 2009. Also, for market based loans,
the Bank protects itself from prepayment risk by applying a premium. As at
September 2009, there has been a prepayment of UA 18 million for the current year.
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Outstanding Portfolio
After the contraction of previous years, the growth of the Bank’s outstanding
portfolio picked up in 2007. It is expected to maintain the upward trend to reach a
level above UA 10 billion in 2010. This substantial increase will be driven largely by
growth in both sovereign and non-sovereign portfolios.
Sovereign Portfolio : From 2005 to 2007, the sovereign portfolio has hovered
around UA 5 billion. In 2009, the portfolio is expected to reach about UA 6.5
billion. From 2009 to 2010, the public sector loan portfolio will grow to near UA 8
billion.
Non-sovereign Portfolio: From 2005 to 2007, the private sector portfolio has
remained between UA 200 million to 350 million. In 2009 and 2010, the private
sector outstanding is estimated at UA 1.584 billion and projected at UA 2.267
billion, respectively.
Given the inherent high risk in the non-sovereign portfolio, significant efforts
should be devoted to managing the portfolio risk effectively. This could be done
through transferring risk to third parties and implementation of exit strategies in
Bank equity investments when the catalytic role has been accomplished with the
Bank’s equity participation.
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Weighted Average Risk Rating of the Bank’s Portfolio
The portfolio risk profile is measure by a composite index called WARR (Weighted
Average Risk Rating of the Bank’s Portfolio) defined as follow:
n
WARR =

Σ

Risk Ratingi

X

Portfolio Sharei

i = transaction/ or project

i =1

FFMA operates a system of credit risk review triggers to monitor the WARR on
quarterly basis.
Sovereign Portfolio: The WARR for the public sector portfolio showed modest
strengthening from 2.95 in 2005 to 2.67 in 2009.
Non sovereign Portfolio: The WARR for the private sector portfolio has shown
slightly notable strengthening, going from 3.29 in 2005 to 2.86 in 2009, due to a
disbursement of Very Low risk assets. It is expected that with strengthened frontline loan screening and approval process, as well as effective portfolio management,
the overall WARR could be maintained at a Moderate risk position between 3 and 4.
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Outlook of the Portfolio Risk Profile
The chart above shows the projected distribution of the Sovereign and NonSovereign loan portfolios by WARR at the end of 2009, when grouped in the
following processing stages: outstanding portfolio; undisbursed commitments;
approved but unsigned operations; and projected portfolio..
The first observation that can be drawn from this analysis relates to the
distribution of undisbursed commitments. Undisbursed commitments are the
portion of loans already signed by the clients but still awaiting disbursement, and
are therefore highly indicative of short-term portfolio growth. It is clear from the
distribution of undisbursed commitments that most of the future growth will be in
the Moderate and Low risk classes (WARR=2.1). The second observation is that
there are very few projects that have been recently approved but not yet signed
(WARR=4.3).
Assuming no rating migrations of outstanding projects and no further
prepayments, the WARR of the Overall Portfolio would stabilize around 2.6.
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Portfolio Distribution by Risk Class
The distribution of the Bank’s sovereign guaranteed loans and non-sovereign loans
and equities at the end of September 2009 summarized by the above chart are
expressed as a percentage of the outstanding portfolio and therefore are
normalized values.
Sovereign Portfolio: Two observations should be highlighted on the Sovereign
side. The first is that 75% of the Bank’s public sector portfolio is in the Low and
Very Low risk classes. This is due to the rating improvement of some RMCs
coupled with increased exposure towards Low to Very Low risk countries.
However, 18% of public sector loans fall within the High and Very High risk classes.
The riskier part of the portfolio is made up of loans granted before 1995, when all
RMCs were eligible to borrow from the ADB window.
Non-sovereign Portfolio: 49% of the non-sovereign portfolio is in the Low to Very
Low risk classes, albeit 29% of the portfolio is still in the Moderate class. 22% of
the private sector portfolio is in the High and Very High risk classes. Active
portfolio monitoring is required to ensure that the risk profile of the private sector
portfolio remains sound.
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Regional Concentration
There is a significant improvement in the regional concentration profile of the
Banks’ portfolio.
The distribution by region reveals that the lower risk portion of the portfolio is
mostly comprised of countries in the North region, which now accounts for about
49% of the overall portfolio.
The portion of the portfolio in the South region is growing steadily and more than
doubled in 2009 . We would expect the portion of the portfolio in the South to
increase over the next few years, owing to the size of the transactions that occurred
in 2009.
It is also interesting to note that the Bank’s exposure to the East region is relatively
small.
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Sector Concentration
The sector concentration profile varies across windows with however a dominant
feature which is the high share of financial sector in both the sovereign and nonsovereign portfolios.
Non-Sovereign: For this analysis we limit the segmentation of the private sector to
five broad sectors: Financial Services; Power; Mining; Other (industries including
manufacturing projects); Transport; and other remaining sectors.
The Financial Services sector, through Lines of Credit to Financial Institution (FIs),
was the largest sector accounting for 39% of the Outstanding Portfolio. The Bank’s
exposure to FIs was distributed mainly between the Low and Moderate risk
classes. The Bank is following the developments in the Nigerian Banks closely to
minimize any potential loss. A comprehensive review of South Africa Banks is also
planned in the fourth quarter to look for any early warnings.
Sovereign: Almost 38% of the public sector portfolio is concentrated in the Multisector category which comprises public sector management, including structural
adjustment programs and debt relief operations, private sector development,
governance and anticorruption programs, industrial import facilitation, export
promotion, and institutional support.
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Country Concentration - Overall Portfolio
The Board has approved in March 2009 a single country exposure limit that sets
the maximum amount of committed loans, guarantees and equity investments to
be extended to any one country to 15% of the Bank’s risk capital (paid-in capital,
reserves and surplus). This limit is translated into annual sustainable lending
volumes which generated over time stock of outstanding portfolio.
As can be observed from the chart above, Morocco represents 23% of the Overall
Portfolio, followed by Tunisia with 18%.
The portfolio share of Botswana has shown a sharp increase from barely 0.1% in
2008 to 9% in 2009. Likewise, the size of the share of the Outstanding Portfolio for
South Africa has more than doubled. These new developments are leading to
more diversification of the Overall Portfolio.
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Country Concentration of the Sovereign and Non-sovereign Portfolios
South Africa accounts for almost 50% of the non-sovereign portfolio while
Morocco represents more than 27% on the sovereign side.
Non-Sovereign Portfolio: The Bank’s Non-Sovereign exposure to South Africa
more than tripled from 2008 to 2009, with the disbursement of a USD 500 million
Eskom loan. On the contrary, the Bank’s the Non-Sovereign exposure to Nigeria
declined by over 50%.
Sovereign Portfolio: The Bank’s Sovereign exposure to Morocco remains the
highest, even though it stayed at the same level as last year. Botswana’s exposure
increased from 0.1% to 11% in 2009.
The trend of country concentration profile calls for further diversification effort
and close monitoring of the developments in each portfolio.
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Arrears Analysis

There are several drivers in the trends of arrears among which the new developments in
the operating environments, on-going arrears clearance initiatives and volume effect.
Non-Sovereign Portfolio
The amount of arrears in the Non-Sovereign portfolio has trended upwards since 2005 but
appears to have stabilized in 2009 at UA 26 million, same as in 2008. This corresponds to
a decline from 5% in 2005 to 2% at the end of September 2009. With the outstanding
portfolio growing faster than arrears, the percentage of arrears outstanding is expected
to fall as the volume increases. However, the spill-over effects of the current global
economic downturn on private sector activities in Africa may turn out to be severe.
Therefore, arrears in the non-sovereign portfolio expected to increase.
Sovereign Portfolio
Since arrears clearance operations began in the sovereign portfolio, outstanding arrears
have stabilized around UA 700-746 million between 2006-2008. The successful arrears
clearance operations completed for Cote D’Ivoire brought the outstanding arrears to the
Bank to UA 411 million in 2009, from a high of UA 746 million in 2008.
Somalia, Zimbabwe and Sudan are the remaining countries accounting for the remaining
outstanding arrears to the Bank .
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Impaired Loans for Non-Sovereign and Sovereign Portfolios
Non Sovereign: There are three loans in the Non-Sovereign portfolio whose
principal and charges are impaired. These are:
•

Drop Ivoire in Cote D’Ivoîre. Total impairment (Principal and charges) is UA 2
million against UA 800,000 provision. The case is currently in court in Côte
D’Ivoire.

•

Turin Garden City has a total impairment of UA 15 million against a provision
of UA 2 million. An offer of USD 16 million (UA10 million) against an
outstanding of USD 18 million (UA 11.2 million) has been made. So the
provision of 2 million is adequate.

•

SWARP Spinning Mills has a total impairment (Principal and Charges) of UA
10 million against a provision of UA 8 million. The Bank has received a first
payment of USD 1 million (UA 633,000) from insurance proceeds. The assets
of the company are about to be disposed through liquidation.

Sovereign: Somalia, Sudan and Zimbabwe have an outstanding balance of
impaired loans of UA 255 million. Impaired charges amount to UA 194 million.
The provision based on the IFRS incurred loss approach amounts to UA 226
million.
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Non-Performing Loan Coverage
In the normal course of business, the Bank maintains an alignment with the best
practices in the financial industry and also conforms to the changes in
International Financial Reporting Standards (IFRS).
The standards on impaired financial assets specify that provisions must be based
on objective evidence of impairment as a result of past loss-producing events.
The Bank only makes specific provisions for already incurred losses.
A set of ratios is therefore used to measure the coverage of the non-performing
loans.
Accumulated provision for impairment (Loans)
Ratio 1

=
Outstanding principal balance impaired loans
Accumulated provision for impairment (Charges)

Ratio 2

=
Charges receivable and accrued income

© 2009

21

Comparative Analysis of the Risk Profiles of Selected MDBs
Each year the Bank compares itself with its peers, with the caveat that there are
regional and global banks within its peer group.
The table above shows the comparison of the concentration risk as measured by
the share of largest and top 5 borrowers in the outstanding portfolio and risk
capital of five MDBs. The peer group comparison shows that the Asian
Development Bank (ASDB) has the highest share of risk capital (249%) supporting
its operations in its top 5 borrowers. It is followed by the Inter-American
Development Bank (IADB) with 187%.
The IBRD has the smallest share of risk capital supporting its loans in the top 5
countries and hence has the lowest concentration risk due probably to its global
worldwide coverage. The Bank has the 3rd lowest concentration risk with a share
of risk capital of 108% supporting lending in its top 5 borrowers. The World Bank
has the lowest concentration risk when the comparison is based on the singlelargest borrower. It uses only 21% of its share of risk capital to support its lending
operations in Turkey, compared to the Bank that uses 35% of its risk capital to
support its operations in Morocco. Overall, compared to peers with respect to
single borrower concentration the Bank remains in the middle edge of the
comparators.
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Growth in Equity Investments

As of 30th September 2009, the carrying value of listed and unlisted equity portfolio
amounted to UA 287.1 million as compared to a statutory limit of UA 700.2 million. The
evolution of the portfolio since 2005 indicates that there were noticeable increase in the
level of approvals which has grown from UA 35 million in 2005 to a historic high of UA 142
million in 2009. The portfolio consists of 28 investments of which 10% only are listed
equities and only 5 funds have risk rating below 5.
The significant growth in the equity portfolio reflects the Bank’s strategy of the private
sector operations which aim at improving additionality and development impact of new
transactions through equity investments. This is because they play a catalytic role in the
development of the capital market, provide seed funds to attract other investors and
contribute to the development of SMEs and microfinance.
However, such growth should be accompanied by several initiatives to ensure that the
risks inherent in this instrument are properly and actively managed as the current weighted
average rating of the portfolio is 4.9. These measures include (i) enhanced equity portfolio
monitoring to ensure that new high risk equity transactions are limited as they have
significant impact on the weighted average risk rating and net income through provisioning
and; (ii) disinvestment, exist strategy or sell down of shares to maintain exposure within
prudential limits and comply with the targeted risk rating of 3 to 4.
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Developments in country and project risks - Rating Migration

The table above shows the number of projects moving from one risk rating to another
from 2008 to 2009 and illustrates the current direction of the portfolio. The first column is
broken down into the Bank’s five risk classes in 2009, and the second row shows the risk
classes in 2008. The cross table gives the number of African countries in each class and the
migrations that occurred.
In 2009 the Bank experienced some outlook changes in both country and project ratings
in line with the global economic downturn, but only 2 country downgrades (1 from low
risk to moderate risk and 1 from high to very high). On the upside, there were no country
which moved up a risk class in 2009.

With respect to non-sovereign projects as at end September, there were 7 downgrades
and the financial sector stood out as the sector receiving the most downgrades. This
sector accounted for more than 50% of the total downgrades. With the lag effect of the
economic and financial crisis and the current deterioration of the financial markets in
some RMCs, further downgrades could occur in the coming months.
In terms of overall distribution of country risk ratings, the bulk of African countries fall into
the Moderate risk class. It is also apparent that number of countries in the High and Very
High risk are more than the number of countries in the Low and Very Low risk classes.
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Project Quality at Entry
The table above provides an overview of the quality at entry of the Bank’s NonSovereign portfolio, using the average rating at inception of projects approved in
2005 through 2009, as well as the current average rating of these same projects at
the time of the review. As previously mentioned, there was a significant increase in
approvals from 2005 up to now, most noticeably between 2007 and 2008 when they
more than doubled. In 2009, there are 28 approvals recorded with an average rating
at entry of 4.8, a marginal decline from its previous level of 4.9 in 2008, but still
significantly higher than its previous range of 3.8 to 4.1 from 2005 to 2007.
This high average rating can be explained by the increase in high-risk equity
investments. The current average rating in 2009 shows that the portfolio tends to get
riskier with time, as maturation period for projects subsides, the grace periods come
to an end. Projects approved in 2005, for instance, now have an average rating of 4.0
which is higher than the average at entry.
Extensive scrutiny at entry in the portfolio, effective portfolio management (i.e.
increased supervision), exiting of the Bank’s equity investment after its catalytic role
has been achieved will help minimize the possibility of degradation in rating with age.
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Institutional Risk Appetite
The chart above presents the evolution of the Very High and High risk-rated shares
of the Non-Sovereign transactions from 2005 through 2009.
It is clear that the Bank’s risk appetite has been on the rise in recent years, even
though it has been trending downwards in the last two years. After more than
doubling between 2006 and 2007 to peak at 36%, the overall share of the riskiest
Non-Sovereign transactions has started to gradually subside through 2008 and
2009. After dropping to 30% last year, they are now expected to account for 23% of
all Non-Sovereign transactions.
This increase in risk appetite is caused by the expansion in the private sector
portfolio that has undoubtedly led to increased exposure to riskier operations,
especially on the equity side of the portfolio. Nonetheless, big and better rated
projects like Eskom improve the overall quality of the portfolio.

© 2009

28

© 2009

29

Risk Weighted Exposure

The overall ratings that are used to weight the notional exposure are derived from the
country and the project/or facility rating. For sovereign loans the rating is systematically the
rating of the country. For non-sovereign risk projects the rating is a combination of the
country and the facility rating.
The comparison of the Notional and Risk Weighted Exposures of the Bank’s portfolio shows
that low risk sovereign exposures continue to drive the low to moderate rating of the
overall portfolio.
It is also important to note that although Morocco, Tunisia and Egypt accounted for 59% of
the notional exposure they hold only 14% of the risk-weighted exposure. On the contrary
DRC which has 12% of the notional exposure accounts for 50% of the risky exposure. The
higher the risk of the country the higher the exposure risk to the Bank.
Therefore in extending loans to very high risk countries from the private sector window it is
important to strive to achieve a maximum leverage with other creditors. The Bank can also
play a lead and catalytic role to bring other financiers into the transaction to spread the
risk. For the moderate to high risk transactions there is also the need to strike the right
balance between risk and development impact.
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Stress testing Portfolio risk - Impact of credit risk deterioration on the RCUR

The above chart presents the sensitivity analysis of the Risk Capital Utilization Rate
(RCUR) with a downgrade of the rating of the three largest borrowers by one to two
notches. Specifically, two scenarios are used for the stress testing of the portfolio: (a)
a base case scenario used as reference; and a scenario one to two notches
downgrade in the portfolio.
As expected, the downgrades will increase the Risk Capital Utilization Rate. RCUR
which is expected to reach its limit of 100% after 2012 under the base case scenario
will be at 100% in 2011 under the downgrade scenario. This means that if the
portfolio deteriorates there will be no headroom for lending after 2011.
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Stress Testing of the Country Limits
The chart above depicts the differences between the Pre-Crisis and Post-Crisis limits
as well as the limit if we assume a significant credit deterioration.
The key observation is that there is a sharp decrease between the pre-crisis and postcrisis limits.
It can further be observed that due to the dynamic nature of country limits, the
increased lending has put a strain on the resources available to countries, as a result
most of them have seen their limits declining.
The key message is that any credit deterioration at the Bank-level, will impact the
country limits negatively. It is possible the limits could decrease by more than or close
to 50%.
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Incorporating credit transfer products into the Bank’s operation, such as credit
derivatives and selling down exposure through syndicating to third parties, will play an
important role in reducing the risk assumed by the Bank. Also, third party guarantees
and collaterals can be used to provide credit enhancements.
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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
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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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 NonSovereign operations. At the end of September 2009, the Bank’s outstanding nonsovereign 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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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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