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GROUP

ASSET CLASS: SME — CORPORATE
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Between 2009 and 2010 NGR14 and NGR17 increased following the reclassification of exposure from the 'Retail —
SME' asset class into 'SME — corporate’ asset class.
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GROUP

ASSET CLASS: BANKS
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Average total book EAD-weighted PD 0,44% Average total book EAD-weighted dLGD 24,59% Average Total book EAD-weighted dEL 0,09%
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The maijority of the movement in exposure from NGR0O7 to NGRO6 in 2010 was due to the change in the group rating
and the resultant migration of intercompany exposure. There was also increased exposure to foreign and local banks in
2010, which is evident in the increase in the NGR05 and NGRO06 buckets.
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ASSET CLASS: RETAIL MORTGAGES |
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Prior to the implementation of a new behavioural scorecard model during 2009 altogether 34% of the Retail mortgages
book was in NGR17. The new scoring resulted in the enhanced granularity and redistribution of the book between
NGR18 and NGR25. NGR15 increased further 2010 following the enhancement of a variable within the homeloans
behavioural scorecard model, while the non-performing bucket decreased as market conditions improved.
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ASSET CLASS: RETAIL REVOLVING CREDIT |
-~ EADdstribuonbyNGR (ePDonly)

14%

12%

10%

8%

6%

4%

2%

0%

2008
2009
2010
S 5 8 3 3 8 8 5 8 3 2 T ¥ 2 T & e = = 2 g 5 § 8 F 8 &
g 2 8 &8 & B @ @ 8 € ¥ ¥ ¥ & ¥ ¥ ¥ & xx xx @ & 8 & & & =
s 6 ¢ & &6 6 ¢ & &6 6 ¢ ©®© 6 6 6 o 6 6 ¢ © © 6 6 ©o © 6
=z =z =z =z =z =z =z =z =z =z =z =z =z =z =z =z =z =z =z =z =z =z =z =z =z =z

(2009: 5,76%)

Average performing book EAD-weighted PD 4,63%

(2009: 68,32%)

Average performing book EAD-weighted dLGD 61,07%

Average performing book EAD-weighted dEL 3,11%
(2009: 4,02%)

(2009: 9,75%)

Average total book EAD-weighted PD 8,88%

(2009: 68,72%)

24%

100% 1 IIIIIIIIII “““““““““““““““““““
5%
9% 4 o
8%
80% 4 . STTTTmmmmmmmmmmmmmmmmmmmmmmmmTTTT
70%
27%
60%
50%
40% -
30% A
20% 1 i
18% St
10% " ”,-—"' -
o L —
2008

2009

Average total book EAD-weighted dLGD 61,46%

13%

Average total book EAD-weighted dEL 7,08%
(2009: 7,90%)

18%

=NP
NGR 24 - 25
NGR 21-23
NGR 18 - 20
ENGR15-17
NGR 12-14
®NGR09-11
= NGR 06 - 08
NGR 03 - 05
=NGR 00 -02

_____ 21%

2010

Between 2009 and 2010 Retail revolving credit exposure in the NGR10 to NGR14 buckets increased due to the
reclassification of current account and card exposures from the 'Retail — other' asset class.
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GROUP

ASSET CLASS: RETAIL — OTHER
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Between 2009 and 2010 'Retail - other' exposure in the NGR10 to NGR14 bands decreased due to the reclassification
of current account and card exposures to the "Retail revolving credit' asset class.
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‘ ASSET CLASS: SMALL AND MEDIUM ENTERPRISES - RETAIL
-~ FEADdstrbutionbyNGR({ePDonly)
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In February 2010 the reclassification of exposure from the 'Retail — SME' asset class to 'SME — Corporate' asset class
resulted in the EAD % in the NGR13 to NGR16 buckets decreasing.

The increase in NGR20 for 'Retail — SME' was largely due to a further change implemented in February 2010 whereby
unrated clients with a group exposure of less than R7,5 million were reclassified from the 'Corporate' asset class to

'Retail - SME'.
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Credit risk mitigation

Credit risk mitigation refers to the actions that can be taken by a bank to manage its exposure to credit risk so as to
align such exposure to its risk appetite. This action can be proactive or reactive and the level of mitigation that a bank
desires may be influenced by external factors, such as the economic cycle, or internal factors, such as a change in risk
appetite.

Credit risk mitigation forms part of business as usual at most banks, but actively to seek to optimise the level of
mitigation in accordance with the risk/reward relationship represents industry best practice.

References to credit risk mitigation normally focus on the taking of collateral as well as the management of such
collateral. While collateral is an essential component of credit risk mitigation, there are a number of methods of
mitigating credit risk.

Nedbank's credit risk policy acknowledges the role to be played by credit risk mitigation in the management of credit
risk, but emphasises that collateral on its own is not necessarily a justification for lending. The primary consideration for
any lending opportunity should rather be the borrower's financial position and ability to repay the facility from its own
resources and cashflow.

While the new SA banking regulations do not specifically refer to credit risk mitigation, they do allow for the use of
collateral to reduce the risk weighting of credit assets. TSA for credit risk allows for the use of certain categories of
collateral to be used to reduce exposures prior to the risk weighting thereof, subject to suitable haircuts being applied to
the value of such collateral. Under the AIRB Approach banks are allowed to utilise the value of collateral in their own
estimates of LGD, which directly influences the risk weighting.

Financial or other collateral, credit derivatives, netting agreements, put and call options, hedging and guarantees are all
commonly used to reduce exposure. The amount and type of credit risk mitigation is dependent on the client, product or
portfolio categorisation.

The following security types are common in the marketplace:
¢ Retail portfolio

— Mortgage lending secured by mortgage bonds over residential property;
— Instalment credit transactions secured by the assets financed; and
— Overdrafts that are either unsecured or secured by guarantees, suretyships or pledged securities.

e Wholesale portfolio

— Commercial properties are supported by the property financed and a cession of the leases;

— Instalment credit type of transactions that are secured by the assets financed;

— Working capital facilities, when secured, usually by either a claim on specific assets (fixed assets, inventory
and debtors) or other collateral such as guarantees;

— Term and structured lending, which usually relies on guarantees or credit derivatives (where only
internationally recognised and enforceable agreements are used); and

— Loans and advances to other banks where the risk is commonly mitigated through the use of financial

collateral and netting agreements.

Collateral valuation and management

The valuation and management of collateral across all business units of the group are governed by the Group Credit
Policy. Collateral is valued at the inception of a transaction and at least annually during the life of the transaction,
usually as part of the facility review, which includes a review of the security structure and covenants to ensure that
proper title is retained over collateral.
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Collateral valuations in respect of mortgage portfolios are updated using statistical indexing models; published data by
service providers is used in the case of motor vehicles, while a physical inspection is performed for other types of
collateral. More regular valuations are performed where existing values or market conditions changed materially.

Where credit intervention is required or in the case of default all items of collateral are immediately revalued. In such
instances, a physical inspection by an expert valuer is required. This process also ensures that an appropriate
impairment is timeously raised.

Credit risk mitigation for portfolios under the AIRB Approach

BASEL Il CREDIT RISK MITIGATION FOR PORTFOLIOS UNDER THE AIRB APPROACH

Eligible financial Other eligible internal Guarantees and Total credit risk Effects of netting
Rm collateral ratings-based collateral credit derivatives mitigation agreements
2010
Corporate 13 853 117 192 5612 136 657 446
Banks 9023 210 9233 6414
Securities firms 106 106
Retail exposures 1397 162 653 18 164 068
Retail mortgages 31 138 442 138 474
SME - retail 1337 17 824 18 19179
Retail — other 29 6 386 6 414
Total 24 380 280 054 5629 310 064 6 860
2009
Corporate 12195 101837 5 527 119 559 630
Securities firms 33 33
Retail exposures 1200 165 853 26 167 079
Retail mortgages 25 134 828 134 853
SME - retail 1139 23512 26 24 677
Retail — other 36 7 513 7 549
Total 20 003 267 690 5553 293 247 6 923
Note:

Eligible financial collateral includes pledged cash funds, debtors lists, coins and gems, as well as other commodities.
Other eligible collateral includes mortgage bonds, commercial covering bonds, pledge investments and insurance policies, and pledged shares.
Guarantees and credit derivatives includes guarantees and suretyships.

Credit risk mitigation for portfolios under TSA

With respect to the standardised portfolio, Nedbank applies neither balance sheet netting nor off-balance-sheet netting.
The bank holds pledged deposits which are negligible with respect the related exposure and therefore it was decided
not to recognise this as qualifying collateral as detailed in the regulations. Should the bank hold any significant qualifying
collateral, valuation will be marked-to-market and revalued at regular intervals not exceeding six months. Physical
commercial property collateral is revalued annually. The bank does not avail of guarantors or credit derivative counter
parties for credit mitigation purposes. The table on the following page shows the total unmitigated exposure under TSA.
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EXPOSURE SUBJECT TO THE STANDARDISED APPROACH PER RISK WEIGHTING

Rm

2010 2009
Based on risk weights
0% - 35% 3571 5744
50% 1503 888
75% 40 071 33 855
100% and above 13 035 14 928
Total 58 180 55 415

Counterparty credit risk

Counterparty credit limits are set at an individual counterparty level and approved within the Group Credit Risk
Management Framework. Counterparty credit risk exposures are reported and monitored at both a business unit and
group level. To ensure that appropriate limits are allocated to large transactions, scenario analysis is performed within a
specialised counterparty risk unit. Based on the outcome of such analysis, proposals regarding potential risk-mitigating
structures are made prior to final limit approval. Limits for the group’s Corporate and Business Banking businesses
favour a nominal limit to facilitate monitoring.

There is continued emphasis on the use of credit risk mitigation strategies, such as netting and collateralisation of
exposures. Nedbank Group and its large bank counterparties have International Swaps and Derivatives Association
(ISDA) and International Securities Market Association (ISMA) master agreements as well as credit support (collateral)
agreements in place to support bilateral margining of exposures. Limits and appropriate collateral are determined on a
risk-centred basis.

Netting is applied only to underlying exposures where supportive legal opinion is obtained as to the enforceability of the
relevant netting agreement in the particular jurisdiction. Margining and collateral arrangements are entered into in order
to mitigate counterparty credit risk. Haircuts, appropriate for the specific collateral type, are applied to determine
collateral value. Margining agreements are pursued with interbank trading counterparties on a proactive basis.
Margining thresholds constitute unsecured exposure to the counterparty and are assessed as such. To deal with a
potential deterioration of counterparty credit risk over the life of transactions thresholds are typically linked to the
counterparty external credit rating.

Nedbank Group applies the Current Exposure Method (CEM) for Basel Il counterparty credit risk. Economic capital
calculations also currently utilise the CEM results as input in the determination of credit economic capital.

Over-the-counter (OTC) derivatives for Nedbank Limited and London Branch

OTC derivative Notional value Gross positive Notional value Gross positive
products fair value fair value
Rm 2010

Credit default swaps 8338 56 2272 8
Embedded derivatives 3 720* 2

Proprietary trading 4 618** 54 2272 8
Equities 11 740 569 11 005 1155
Foreign exchange and gold 346 824 6212 189 601 6 437
Interest rates 419 210 7 234 358 738 5470
Other commodities 4172 147 45 302
Precious metals except gold 6 487 105 2 56
Total 796 771 14 323 561 663 13428

* Credit default swaps embedded in credit linked notes issued by Nedbank Group whereby credit protection is purchased of R1 078 million or credit
linked notes purchased whereby credit protection is sold of R2 642 million.

** Proprietary trading positions through the purchase (R1 877 million) and sale (R2 741 million) of credit protection.
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OTC Gross Current Netted Collateral Netted  Exposure at Risk-
derivative positive fair netting current credit amount current credit default value weighted
products value benefits exposure exposure exposure

(before (after

mitigation) mitigation)

2010 14 323 6 983 9 052 368 8 766 11718 4428
2009 13428 7 028 6 963 779 6443 9 566 3018
OTC derivatives per Notional Gross EAD value Notional Gross EAD value
NGR (PD) band value positive fair value positive fair

value value
Rm 2010 2009
NGR 02*
NGR 03 37 557 1123 1593 16 774 718 922
NGR 04 179 019 2042 1482 78 379 1377 1735
NGR 05 210 164 3469 1148 218 431 4792 2 261
NGR 06 163 003 2037 1317 112 617 2011 585
NGR 07 81 045 808 607 51828 1406 611
NGR 08 10 387 1337 1392 20 377 297 316
NGR 09 2271 110 125 8 486 610 645
NGR 10 9 094 133 208 3922 100 158
NGR 11 34164 116 442 5953 137 162
NGR 12 13 102 794 396 8 141 152 201
NGR 13 3527 161 192 3003 94 127
NGR 14 8 359 223 263 2283 100 117
NGR 15 18 875 332 721 10 321 296 372
NGR 16 3102 225 246 1087 195 124
NGR 17 449 29 33 930 31 38
NGR 18 765 29 36 875 67 35
NGR 19 475 24 28 192 8 10
NGR 20 19 403 587 724 17 456 306 434
NGR 21 1579 639 654 264 596 599
NGR 22 172 1 3 29 1 1
NGR 23 16 - 1 148 6 7
NGR 24 - - - 1 - -
NGR 25 3 - - - 123 99
NP 240 104 107 166 5 7
Total 796 771 14 323 11718 561 663 13428 9 566

* Nedbank Group rating scale is from NGRO1 to NGR25.Currently there are no NGRO1 exposures.
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Securities financing transactions (SFTs) for Nedbank Limited and London Branch

Gross Collateral Netted current Exposure Risk-weighted
positive fair value after credit exposure at default exposure
value haircut itigati value
2010
Repurchase agreements 10 849 10 343 506 506 26
Securities lending 8738 9715 1237 1237 89
Total 19 587 20 058 1743 1743 115
2009
Repurchase agreements 8 026 7 557 469 469 40
Securities lending 8 567 9208 415 415 27
Total 16 593 16 765 884 884 67
SFTs per NGR (PD) band Gross EAD value Gross EAD value
exposure exposure
Rm 2010 2009
NGRO03 506 30 467 36
NGRO04 3308 877 1831 213
NGRO05 7128 593 9182 293
NGRO06 8194 220 2 261 145
NGRO07 287 9 1157 96
NGRO08 - - 1656 98
NGR11 94 6 35 2
NGR16 - - - -
NGR20 70 8 4 1
Total 19 587 1743 16 593 884

Credit concentration risk
Single-name credit concentration risk

Of total group credit economic capital only 3,1% is attributable to the top 20 exposures, excluding banks and
government exposure, and 1,4% to the top 20 banks' exposure, highlighting that Nedbank Group does not have undue
single-name credit concentration risk.

The group's credit concentration risk measurement incorporates the asset size of obligors/borrowers into its calculation
of credit economic capital. Single-name concentration is monitored at all credit committees, which includes the
applicable regulatory and economic capital per exposure.
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TOP 20 NEDBANK GROUP EXPOSURES (excluding banks and government exposure

2010 Internal NGR EAD % of total group

(PD) Rating credit Ecap
No Rm (%)
1 NGRO05 4,170 0,11
2 NGR04 4,399 0,09
3 NGRO03 3,907 0,00
4 NGR10 3,219 0,46
5 NGR15 3,053 0,48
6 NGR11 2,923 0,44
7 NGR10 2,819 0,02
8 NGR04 3,075 0,13
9 NGR10 2,545 0,21
10 NGRO03 2,295 0,01
11 NGR10 2,487 0,15
12 NGRO03 2,775 0,00
13 NGRO04 2,175 0,00
14 NGR11 2,175 0,49
15 NGR04 2,086 0,01
16 NGRO03 2,195 0,00
17 NGRO07 2,057 0,05
18 NGR13 2,065 0,34
19 NGRO06 2,066 0,05
20 NGR04 2,095 0,05
Total of top 20 exposures 54 581 3,09
Total group* 641 758

*Total group EAD includes all Nedbank Group subsidiaries. Although the subsidiaries have adopted TSA, credit benchmarks are applied for the
purpose of estimating internal credit economic capital.

TOP 20 NEDBANK GROUP EXPOSURES (banks onl

2010 Internal NGR (PD) EAD % of total group

rating credit Ecap
No Rm (%)
1 NGRO05 6,629 0,24
2 NGRO05 5,129 0,15
3 NGRO05 2,810 0,05
4 NGRO04 1,447 0,06
5 NGRO06 1,125 0,08
6 NGRO07 1,095 0,09
7 NGRO06 836 0,09
8 NGRO07 766 0,08
9 NGRO05 822 0,05
10 NGRO07 733 0,08
11 NGRO06 616 0,06
12 NGRO05 603 0,04
13 NGRO05 586 0,04
14 NGRO07 507 0,06
15 NGRO06 508 0,04
16 NGRO06 419 0,02
17 NGRO04 536 0,03
18 NGRO05 500 0,04
19 NGRO04 831 0,04
20 NGRO06 478 0,05
Total of top 20 exposures 26 976 1,39
Total group* 641 758

*Total group EAD includes all Nedbank Group subsidiaries. Although the subsidiaries have adopted TSA, credit benchmarks are applied for the
purpose of estimating internal credit economic capital.
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GROUP

Geographic concentration risk

Given that 95% of the group's loans and advances originate in South Africa, geographic exposure risk is high.
Practically, however, this concentration has proven positive for Nedbank Group, given the global financial crisis, and
reflects its focus on its area of core competence.

The direct exposure of Nedbank Group to the banking sectors of PIIGS countries is monitored on an ongoing basis and
is not material. The group holds no sovereign bonds issued by these countries. Direct lines to banks in Italy and Spain
are restricted to systemically important banks.

A summary of Nedbank Group's exposure to the PIIGS is provided below:
e Portugal — total exposure amounts to R20,65 million.
e |taly — total exposure amounts to R2,44 billion.
e Ireland — total exposure amounts to R21,22 million.
e Greece — Nedbank Group has no exposure, nor lines to Greek banks.

e Spain — total exposure amounts to R8,28 million.

2010

2%3% 2%, 4%

= South Africa
Rest of Africa
¥ Rest of World

95%

= South Africa
Rest of Africa
¥ Rest of World

Industry concentration risk
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Note 1: 2009 restated due to the introduction of the sovereign industry segment in 2010.

Note 2: The figures above represent the industry (%) split of Nedbank Group’s total exposure, including on-balance-sheet, off-balance-sheet and
derivatives exposures, based on the proprietary credit portfolio model used for credit economic capital measurement.
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Previously sovereign exposures, including local government exposure, were considered part of the non-cyclical
segment. In 2010 this was allocated into a standalone segment and restated for 2009.

We conclude that credit concentration risk is adequately measured, managed, controlled and ultimately capitalised.
There is no undue single-name concentration or sector concentrations. While there is a concentration of Nedbank
Group’s loans and advances in South Africa, this has been positive for Nedbank Group during the global financial crisis.

Securitisation risk

Nedbank Group uses securitisation exclusively as a funding diversification tool and to add flexibility in mitigating
structural liquidity risk.

The group currently has three traditional securitisation transactions:

e Synthesis Funding Limited (Synthesis), an asset-backed commercial paper (ABCP) programme launched
during 2004.

o Octane ABS 1 (Pty) Limited (Octane), a securitisation of motor vehicle loans launched in July 2007.

e GreenHouse Funding (Pty) Limited, Series 1 (GreenHouse), a residential mortgage-backed securitisation
(RMBS) programme launched in December 2007.

Nedbank Group also fulfils a number of secondary roles as liquidity facility provider, swap provider and investor in third-
party securitisation transactions. All securitisation transactions entered into thus far have involved the sale of the
underlying assets to the special-purpose vehicles. Nedbank Group has not originated or participated in synthetic
securitisations.

Nedbank Group complies with IFRS in recognising and accounting for securitisation transactions. In particular, the
assets transferred to the GreenHouse and Octane securitisation vehicles continue to be recognised and consolidated in
the balance sheet of the group and the respective securitisation vehicles are consolidated under Nedbank Group for
financial reporting purposes. Synthesis is also consolidated into the group for financial reporting purposes.

Securitisations are treated as sales transactions (rather than financing). The assets are sold to the special-purpose
vehicles at carrying value and no gains or losses are recognised.

Nedbank Group has not engaged in any new securitisation transactions of its own assets in the period under review.

There have been no downgrades of any of the commercial paper issued in Nedbank Group's securitisation transactions
and the performance of the underlying portfolios of assets remains acceptable.

Securitisation activities of the group

Synthesis is a hybrid multiseller ABCP programme that invests in longer-term rated bonds and offers capital market
investment opportunities to SA corporates at attractive rates. These assets are funded through the issuance of short-
dated investment-grade commercial paper to institutional investors. All the commercial paper issued by Synthesis is
assigned the highest short-term local currency credit rating by Fitch and is listed on JSE Limited (the JSE).

Nedbank Group currently fulfils a number of roles in relation to Synthesis, including acting as sponsor, liquidity facility
provider, credit enhancement facility provider, swap provider and investor. The exposures to Synthesis that Nedbank
Group assumes are measured, from both a regulatory and economic capital (ICAAP) point of view, using the Ratings-
based Approach and the standardised formula approach, both under the Internal Ratings-based (IRB) Approach for
securitisation exposures, thereby ensuring alignment with the methodology adopted across the wider Nedbank Group.

Octane is a securitisation programme of auto loans originated by Imperial Bank. The inaugural transaction entailed the
securitisation of R2 billion of motor vehicle loans under Octane. Nedbank Group currently fulfils a number of roles in
relation to Octane Series 1, including acting as originator, service provider, credit enhancement (subordinated-loan)
facility provider, swap provider and investor. The commercial paper issued by Octane has been assigned credit ratings
by Fitch and is listed on the JSE. During 2010 the transaction continued to repay investors as envisaged in the
transaction documents.

GreenHouse is a R10 billion RMBS programme that securitises a portion of Nedbank Group's residential mortgages.
The inaugural transaction under GreenHouse entailed the securitisation of R2 billion of residential mortgages under
GreenHouse. Nedbank Group currently fulfils a number of roles in relation to GreenHouse, including acting as
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originator, service provider, credit enhancement (subordinated-loan) facility provider, swap provider and investor. The
commercial paper issued by GreenHouse has been assigned credit ratings by both Fitch and Moody's and is listed on
the JSE.

In January 2010 the arrears levels in GreenHouse breached the arrear-trigger level. As a result, the stop-purchase
event remains in effect, resulting in no further home loans (other than servicing redraws, ie access facilities on existing
GreenHouse loans) being acquired for as long as the arrears level remains above the arrear-trigger level. As a
consequence, all capital repayments were directed to noteholders. In August 2010 Fitch Ratings placed 10 South
African RMBS transactions, including Nedbank Limited’s RMBS programme, GreenHouse, on rating watch negative.
This reflects Fitch's revised rating criteria for SA RMBS transactions and performance concerns in the sector. In order to
validate Fitch's assumptions, it has requested data from the affected originators. Once the data has been analysed,
further rating action will be considered.

Assets securitised and retained securitisation exposure

Transaction Year Rating Transaction type Asset Assets Assets Amount
initiated agency type  securitised outstanding retained/
purchased*
2010
Rm
GreenHouse 2007 Moody's and Traditional Retail 2 000 1699 226
Fitch securitisation mortgages
Octane 2007 Fitch Traditional 5 4, |oans 2 000 607 312
securitisation
Total 4000 2 306 538
2009
Rm
Moody's and Traditional Retail
GreenHouse 2007 2000 1973 226
Fitch securitisation mortgages
Traditional
Octane 2007 Fitch Auto loans 2000 1454 312
securitisation
Total 4 000 3427 538

* This is the nominal amount of exposure and excludes accrued interest.

Liquidity facilities provided

Transaction Year Rating Transaction Programme Assets  Liquidity Assets  Liquidity
initiated agenc type size outstanding facilities outstanding facilities
Rm 2010 2009
Asset-
backed
Synthesis 2004  Fitch ~ A~BCP securities, 45 59 5006 5009 580 5824
programme  corporate
term loans
and bonds
Total 15 000 5006 5009 5820 5824
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The various roles fulfilled by Nedbank Group in securitisation transactions are indicated in the table below.

Credit
enhancement
provider

Liquidity
provider

Swap

Servicer counterparty

Transaction Investor

Originator

Sponsor

GreenHouse v v v v v
Octane v v v v v
Synthesis v v v v v

Private Residential Mortgages (Pty)

Limited
Private Mortgages 2 (Pty) Limited v
Fintech Receivables 2 (Pty) Limited v v v

The table below shows the rating distribution of retained and purchased securitisation exposures.

Rm Dec 2010 Dec 2009
AAA or A1/P1 523 373
AA* to AA- 125 125
At to A- 175 175
BBB+ to BBB- 160 160
BB+ to BB- 14 14
Unrated 776 642
Unrated liquidity facilities to ABCP programme 5009 5824
Total 6782 7313

It should be noted that, while national scale ratings have been used in the information above, global-scale-equivalent
ratings are used for regulatory capital purposes.

The table below shows the IRB consolidated group regulatory capital charges per risk band for securitised exposures
retained or purchased by Nedbank Group.

Exposure Capital charge Capital deduction
R 2010 2009 2010 2009 2010 2009
7-10% 6 161 6 392 44 44
11-19% 73 73 1 1
20 - 49% 26 26 1 1
50 - 75%
76 - 99%
100% 40 40 4 4
250% 65 65 16 16
425%
650%
1 250% or deducted 25 25 25 25
Total 6 390 6 621 66 66 25 25
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The table below shows the TSA consolidated group capital regulatory charges per risk band for securitised exposures
retained or purchased by Nedbank Group.

Risk weighted bands Exposure Capital charge Capital deduction

Rm 2010 2009 2010 2009 2010 2009
20%

50%

100% 259 259 25 25

Deducted 48 48 48 48
1 250% or deducted 14 14 14 14
Total 321 321 25 25 62 62
The table below contains a summary of the deductions in respect of securitisation exposures.

Transaction Asset type Exposure

Rm 2010 2009
GreenHouse Retail mortgages 25 25
Octane Auto loans 62 62
Total 87 87
Market risk

Market risk comprises three main areas:
e Market risk (or position risk) in the trading book, which arises exclusively in Nedbank Capital.

e Equity risk (a subrisk of investment risk) in the banking book, which arises in the private equity and property
portfolios of Nedbank Capital and Nedbank Corporate respectively and in other strategic investments of the
group; and property market risk (also a subrisk of investment risk), which arises from business premises,
property required for future expansion and properties-in-possession (PIPs).

¢ IRRBB, which arises from repricing and/or maturity mismatches between on- and off-balance-sheet components
across all the business clusters. This is covered in the asset and liability management (ALM) section that follows
on page 124.

Market risk strategy, governance and policy

The Group Market Risk Management Framework, including governance structures, is in place to achieve effective
independent monitoring and management of market risk as follows:

e The board's Group Risk and Capital Management Committee.

e The Group ALCO, which is responsible for ensuring that the impact of market risks is being effectively managed
and reported on throughout Nedbank Group, and that all policy, risk limit and relevant market risk issues are
reported to the Group Risk and Capital Management Committee.

e The Trading Risk Committee, which is responsible for ensuring independent oversight and monitoring of the
trading market risk activities of the trading areas. In addition, the Trading Risk Committee approves new market
risk activities and appropriate trading risk limits for the individual business units within the trading area.
Committee meetings are held monthly and are chaired by the Head of Group Market Risk Monitoring (GMRM).
Attendees include the Chief Risk Officer (CRO), risk managers from the cluster, the cluster's Managing
Executive and Executive Head of Risk as well as representatives from GMRM.
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¢ An independent function within the Group Risk Division, namely GMRM, which monitors market risks across
Nedbank Group — this is a specialist risk area that provides independent oversight of market risk, validation of
risk measurement, policy coordination and reporting.

e The federal model followed by Nedbank Group in terms of which business clusters are responsible and
accountable for the management of the market risks that emanate from their activities, with a separate risk
function within each cluster.

e Specialist investment risk committees within the business areas. Meetings are convened monthly and as
required to approve acquisitions and disposals, and on a quarterly basis to review investment valuations and
monitor investment risk activities. Membership includes the CRO, Chief Financial Officer (CFO), Managing
Executive and Executive Head of Risk of the relevant business cluster as well as a representative from GMRM.

The board ultimately approves the market risk appetite and related limits for both the banking book (asset and liability
management and investments) and the trading book. GMRM reports on the market risk portfolio and is instrumental in
ensuring that market risk limits are compatible with a level of risk acceptable to the board. No market risk is permitted
outside these board-approved limits. Hedging is an integral part of managing trading book activities on a daily basis.
Banking book hedges are in line with Group ALCO strategies and stress testing is performed monthly to monitor
residual risk.

Nedbank Capital is the only cluster in the group that may incur trading market risk, but is restricted to the formal
approval of securities and derivative products. Products and product strategies that are new to the business undergo a
new-product review and approval process to ensure that their market risk characteristics are understood and can be
properly incorporated into the risk management process. The process is designed to ensure that all risks, including
market, credit (counterparty), operational, legal, tax and regulatory (eg exchange control and accounting) risks are
addressed and that adequate operational procedures and risk control systems are in place.

In terms of market trading activities Nedbank Group is adequately capitalised. In terms of economic capital, the capital
requirement is based on value-at-risk (VaR) trading limits, which is a conservative approach as limit utilisation is
generally moderate. In addition to VaR, stress testing is applied on a daily basis to identify exposure to extreme market
moves.

Trading market risk governance structure

The trading market risk governance structure is aligned with the generic Group Market Risk Management Framework
mentioned above. The relevant documentation has been comprehensively reviewed to ensure that an appropriate
management and control environment supports the aspiration of a worldclass risk management environment. At the end
of 2010 Nedbank Group's application for approval to use the Internal Model Approach (IMA) for regulatory market risk
measurement was approved by the South African Reserve Bank (SARB) with effect 1 January 2011.

The daily responsibility for market risk management resides with the trading business unit heads in Nedbank Capital.
Nedbank Capital has a market risk team that operates independently of the dealing room and is accountable for
independent monitoring of the activities of the dealing room within the mandates agreed by the Trading Risk Committee.
Independent oversight is provided to the business by GMRM.

Market risk reports are available at a variety of levels and details, ranging from individual-trader level right through to a
group level view of market risk. Market risk limits are approved at board level and are reviewed periodically, but at least
annually. The limits approved by the board are VaR and stress trigger limits. These limits are then allocated within the
business clusters and exposures against these limits are reported on to management and bank executives on a daily
basis. Market risk exposures are measured and reported on a daily basis. Documented policies and procedures are in
place to ensure that exceptions are timeously resolved.

Additional risk measures have been set to monitor the individual trading desks and include performance triggers,
approved trading products, concentration of exposures, maximum tenor limits and market liquidity constraints.
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Trading market risk

Trading market risk is the potential for changes in the market value of the trading book resulting from changes in the
market risk factors over a defined period. The trading book is defined as positions in financial instruments and
commodities, including derivative products and other off-balance-sheet instruments that are held with trading intent or
used to hedge other elements of the trading book.

Categories of trading market risk include exposure to interest rates, equity prices, commodity prices, currency rates and
credit spreads. A description of each market risk factor category is set out below:

o Interest rate risk primarily results from exposure to changes in the level, slope and curvature of the yield curve
and the volatility of interest rates.

e Equity price risk results from exposure to changes in the price and volatility of individual equities and equity
indices.

e Commodity price risk results from exposure to changes in spot prices, forward prices and volatilities of
commodity products such as energy, agricultural products, and precious and base metals.

e Currency rate risk results from exposure to changes in spot prices, forward prices and volatilities of currency
rates.

e Credit spread risk results from exposure to changes in the interest rate that reflects the spread investors receive
for bearing credit risk.

Most of Nedbank Group's trading activity is executed in Nedbank Capital. This includes market-making and the
facilitation of client business and proprietary trading in the commodity, equity, credit, interest rate, and currency markets.
Nedbank Capital primarily focuses on client activities in these markets.

In addition to applying business judgement, management uses a number of quantitative measures to manage the
exposure to trading market risk. These measures include:

e risk limits based on a portfolio measure of market risk exposures referred to as VaR, including expected tail
loss; and

e scenario analysis, stress tests and other analytical tools that measure the potential effects on the trading
revenue arising in the event of various unexpected market events.

The material risks identified by these measures are summarised in daily reports that are circulated to, and discussed
with, senior management.

VaR is the potential loss in pretax profit due to adverse market movements over a defined holding period with a
specified confidence level. The 99% one-day VaR number used by Nedbank Group reflects, at a 99% confidence level,
that the daily loss will not exceed the reported VaR and therefore that the daily losses exceeding the VaR figure are
likely to occur, on average, once in every 100 business days. The VaR methodology is a statistically defined, probability-
based approach that takes into account market volatilities as well as risk diversification by recognising offsetting
positions and correlations between products and markets. VaR facilitates the consistent measurement of risk across all
markets and products, and risk measures can be aggregated to arrive at a single risk number.

Nedbank Group uses one year of historical data to estimate VaR. Some of the considerations that should be taken into
account when reviewing the VaR numbers are:

e The assumed one-day holding period will not fully capture the market risk of positions that cannot be liquidated
or offset with hedges within one day.

e The historical VaR assumes that the past is a good representation of the future, which may not always be the
case.

e The 99% confidence level does not indicate the potential loss beyond this interval.
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While VaR captures Nedbank Group's exposure under normal market conditions, sensitivity and stress scenario
analysis (and in particular stress testing) are used to add insight into the possible outcomes under abnormal market
conditions.

In addition, other risk measures are used to monitor the individual trading desks and these include performance triggers,
approved trading products, concentration of exposures, maximum tenor limits and market liquidity constraints. Market
risk is governed by a number of policies that cover management, identification, measurement and monitoring. In
addition, all market risk models are subject to periodic independent validation in terms of the Group Market Risk
Management Framework. Market risk reports are available at a variety of levels and detail, ranging from an individual-
trader level right through to a group level view.

Trading market risk profile

The tables below reflect the VaR statistics for the Nedbank Group trading book activities. The first table is for the period
January to December 2010 and the second table is for the period January to December 2009.

GROUP TRADING BOOK VALUE AT RISK

Rm Historical VaR (99%, one-day VaR) by risk type

Risk categories Average Minimum™* Maximum* Year-end
2010

Foreign exchange 2,2 0,6 6,7 3,9
Interest rate 9,0 3,9 14,9 6,2
Equity 3,6 1,4 9,3 2,8
Credit 2,8 0,8 4,0 4,0
Commodity 0,7 0,0 1,5 0,2
Diversification** (7,3) (6,2)
Total VaR exposure 11,0 6,1 18,3 10,9
2009

Foreign exchange 4.1 1,0 10,3 3,7
Interest rate 16,9 7,2 28,7 7.4
Equity 6,3 2,5 13,3 3,8
Credit 6,0 2,5 10,9 3,2
Commodity 0,5 0,0 24 1,2
Diversification** (12,5) (6,0)
Total VaR exposure 21,3 9,9 33,1 13,3

*The maximum and minimum VaR values reported for each of the different risk factors do not necessarily occur on the same day. As a result a
diversification number for the maximum and minimum values has been omitted from the table.

**Diversification benefit is the difference between the aggregate VaR and the sum of VaRs for the five risk categories. This benefit arises because the
simulated 99%, one-day loss for each of the five primary market risk categories occurs on different days.

Nedbank Group's trading market risk exposure expressed as average daily VaR decreased by 48% from R21,3 million
in 2009 to R11 million in 2010. The economic and financial outlook in 2010 remained uncertain against the backdrop of
a fragile global economic recovery and the near sovereign default in the Eurozone. This negatively impacted the risk
appetite in all the market risk categories.
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The following graph illustrates the daily VaR for the period January to December 2010. Nedbank Group remained within
the approved risk appetite and the VaR limits allocated by the board.

VALUE-AT-RISK UTILISATION FOR 2010
(99%, one-day VaR)
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VaR is an important measurement tool and the performance of the model is regularly assessed. One of the approaches
to assessing whether the model is performing adequately is known as backtesting, which is simply a historical test of the
accuracy of the VaR model. To conduct a backtest the bank reviews the actual daily VaR over a one-year period (on
average 250 trading days) and compares the actual daily trading revenue (including net interest but excluding
commissions and primary revenue) with the VaR estimate and counts the number of times the trading loss exceeds the
VaR estimate.

Nedbank Group used a holding period of one day with a confidence level of 99%, and had no backtesting exceptions for
2010.

VALUE-AT-RISK PROFIT AND LOSS FOR 2010
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The following histogram illustrates the distribution of daily revenue during 2010 for Nedbank Group's trading businesses
(including net interest, commissions and primary revenue credited to Nedbank Group's trading businesses). The
distribution is skewed to the profit side and the graph shows that trading revenue was realised on 215 days out of a total
of 251 days in the period. The average daily trading revenue generated was R6,03 million (2009: R6,7 million).

1M1|Page



NEDB%gﬂPlLLAR 3 — 31 December 2010

ANALYSIS OF TRADING REVENUE FOR 2010

Murnaer of trading days
=N
(]

<-35
Sto0
Otoh

o &
R
TR
A
=
Q
Q
Q
>35.

35 t0-30
-30to -25
2510 -20
20to0 -15
-15t0 -10
10to -5
Sto 10
10to0 15
15t0 20
20t0 25
251030
30to 35

Trading incorme [Rrl

Trading market risk stress testing

Stress testing is used to supplement VaR. Nedbank Capital uses a number of stress scenarios to measure the impact
on portfolio values of extreme moves in markets, based on historical experience as well as hypothetical scenarios. The
stress-testing methodology assumes that all market factors move adversely at the same time and that no actions are
taken during the stress events to mitigate risk, reflecting the decreased liquidity that frequently accompanies market
shocks. Stress test results are reported daily to senior management and monthly to the Trading Risk Committee and

Group ALCO.
RISK EXPOSURES PER RISK FACTOR FOR 12 MONTHS ENDED 31 DECEMBER 2010
Rm Average High* Low* 2010
Foreign exchange stress 26 73 6 44
Interest rate stress 102 165 47 78
Equity position stress 124 340 13 37
Credit spread stress 50 58 32 50
Commodity stress 2 16 0 0
Overall 304 553 166 210
RISK EXPOSURES PER RISK FACTOR FOR THE 12 MONTHS ENDED 31 DECEMBER 2009

Rm Average High* Low* 2009
Foreign exchange stress 15 60 2 19
Interest rate stress 113 233 46 104
Equity position stress 129 351 15 281
Credit spread stress 24 59 2 48
Commodity stress 1 2 0 1
Overall 282 535 128 453

* The high and low stress values reported for each of the different risk factors do not necessarily occur on the same day. As a result the high and low
risk factor stress exposures are not additive.
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RISK EXPOSURES PER RISK FACTOR FOR THE 12 MONTHS ENDED DECEMBER 2010
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Revisions to the Basel || Framework

In the Revisions to the Basel || Framework published by the Basel Committee in July 2009 a guideline for calculating
stressed VaR was provided. Stressed VaR is calculated using market data taken over a period through which the
relevant market factors were experiencing stress. Nedbank Group uses historical data from the period 26 March 2008 to
12 March 2009. This period captures significant volatility in the SA market.

The information in the following table is the comparison of the VaR using three different calculations at 31 December
2010. The three different calculations are historical VaR, extreme tail loss and stressed VaR. The extreme ftail loss
measures the expected losses in the tail of the distribution and stressed VaR uses a volatile historical data period. A
99% confidence level and one-day holding period is used for all the calculations.

COMPARISON OF TRADING VALUE AT RISK

Foreign exchange 3,9 19,5 53
Interest rate 6,2 15,7 8,2
Equity 2,8 3,5 3,7
Credit 4,0 4,0 7,0
Commodity 0,2 3,6 1,2
Diversification (6,2) (23,9) (13,3)
Total VaR exposure 10,9 22,4 12,1
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Trading market risk under TSA for regulatory capital

The tables below reflect the market risk capital requirement and statistics for Nedbank Capital's trading book under
TSA, which is used for regulatory capital purposes only.

TRADING CAPITAL REQUIREMENT BY RISK FACTOR FOR DECEMBER 2010
DOMESTIC AND FOREIGN OPERATIONS

Rm Average High* Low* 2010
Interest rate risk 429 502 317 502
Equity position risk 11 13 6 7
Foreign exchange risk 24 37 12 13
Commodity risk 23 37 15 34
Capital requirement 487 556 375 556
TRADING CAPITAL REQUIREMENT BY RISK FACTOR FOR DECEMBER 2009
DOMESTIC AND FOREIGN OPERATIONS
Rm Average High* Low* 2009
Interest rate risk 354 382 323 333
Equity position risk 32 54 9 11
Foreign exchange risk 15 33 7 26
Commodity risk 29 45 23 28
Capital requirement 430 486 380 398

* The high (and low) figures reported for each risk factor did not necessarily occur on the same day as the high (and low) total capital requirement.

The graph below shows the history of Nedbank Capital's domestic trading book on a daily basis by risk factor for 2010.

DOMESTIC TRADING CAPITAL REQUIREMENT BY RISK FACTOR FOR THE 12 MONTHS ENDED 31
DECEMBER 2010
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Equity risk (investment risk) in the banking book

The total equity portfolio for investment risk is R3 919 million (2009: R3 873 million). R2 897 million (2009: R2 947
million) is held for capital gain, while the rest is mainly strategic investments.

Investments Publicly listed Privately held
Rm 2010 2009 2010 2009 2010 2009
\I::ri:tl\fellsj)e disclosed in balance sheet (excluding associates and joint 536 485 2 475 2 491 3011 2976

Fair value disclosed in balance sheet (including associates and joint

536 485 3383 3388 3919 3873
ventures)

Equity investments held for capital gain are generally classified as fair value through profit and loss, with fair-value gains
and losses reported in non-interest revenue. Strategic investments are generally classified as available for sale, with
fair-value gains and losses recognised directly in equity.

EQUITY INVESTMENTS HELD FOR CAPITAL GAIN (PRIVATE EQUITY) REPORTED IN NON-INTEREST REVENUE

Nedbank Group Nedbank Capital Nedbank Corporate
Rm 2010 2009 2010 2009 2010 2009
Securities dealing 3 268 (46) 251 49 17
Investment income — dividends received 225 36 194 18 31 18
Total private equity 228 304 148 269 80 35
Realised 230 109 214 72 16 37
Unrealised (2) 195 (66) 197 64 2)
Total private equity 228 304 148 269 80 35

Asset and liability management

Asset and liability management (ALM) addresses two of the 17 key risk types in the group's ERMF, namely liquidity risk
and market risk in the banking book, which in turn includes interest rate risk in the banking book and foreign currency
translation risk on foreign-based capital, investments, loans and/or borrowings.

Liquidity risk

There are two types of liquidity risk, specifically funding liquidity risk and market liquidity risk. Funding liquidity risk is the
risk that Nedbank Group is unable to meet its payment obligations as they fall due. These payment obligations could
emanate from depositor withdrawals, the inability to roll over maturing debt or meet contractual commitments to lend.

Market liquidity risk is the risk that the group will be unable to sell assets, without incurring an unacceptable loss, in
order to generate cash required to meet payment obligations under a stress liquidity event.

The primary role of a bank in terms of financial intermediation is the transformation of short-term deposits into longer-
term loans. By fulfilling the role of maturity transformation banks are inherently susceptible to liquidity mismatches and
consequently funding and market liquidity risks. Through the robust Liquidity Risk Management Framework, Nedbank
Group manages the funding and market liquidity risk to ensure that banking operations continue uninterrupted under
normal and stressed conditions. The key objectives that underpin the Liquidity Risk Management Framework include
maintaining financial market confidence at all times, protecting key stakeholder interests and meeting regulatory liquidity
requirements.

Liquidity risk management is a vital risk management function in all entities across all jurisdictions and currencies, and is
a key focus of Nedbank Group.

Liquidity risk governance and policy

The board of directors retains ultimate responsibility for the effective management of liquidity risk. Through the Group
Risk and Capital Management Committee (a board subcommittee), the board has delegated its responsibility for the
management of liquidity risk to the Group ALCO and Executive Risk Committee.

Nedbank Group's Liquidity Risk Management Framework articulates the board-approved risk appetite in the form of
limits and guidelines, and sets out the responsibilities, processes, reporting and assurance required to support the
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GROUP

management of liquidity risk. The Liquidity Risk Management Framework is reviewed annually by Group ALCO and
approved by the Group Risk and Capital Management Committee.

Within Nedbank Group's BSM Cluster a dedicated funding and liquidity function is responsible for the strategic
management of funding and liquidity across the group. The group's daily liquidity requirements are managed by an
experienced Centralised Funding Desk within Group Treasury. Within the context of the board-approved Liquidity Risk
Management Framework, BSM and the Centralised Funding Desk are responsible for proactively managing liquidity risk
at an operational, tactical and strategic level.

KEY AREAS OF FOCUS

= Projected daily liquidity requirements
= Liquid assets and cash reserve requirements
= Daily clearing and settlement

= Participation in shortage and interbank reliance

= Managing and maintaining market access

CFD focus: operational and tactical

= Tactically managing seasonal and cyclical liquidity requirements

= Liquidity risk appetite and strateay

= Balance sheet optimisation

= Funding base diversification

= Liquidity buffers and internal assessment of liquidity self-sufficiency for stress scenarios
= Pricing for liquidity risk through the funds transfer pricing process

= Enhancing structural liquidity

BSM focus: strategic

= Best international practice

In terms of the overall liquidity risk management process independent oversight and assurance are provided by GMRM
and Group Internal Audit (GIA), which conduct independent reviews.

In the case of Nedbank Group's subsidiaries and foreign branches, liquidity risk is managed through the individual
ALCO's established in each of these businesses. These businesses are required to have appropriate governance
structures, processes and practices designed to identify, measure, manage and mitigate liquidity risk in accordance with
the group's Liquidity Risk Management Framework. These businesses are required to report into the Group ALCO on a
monthly basis.

Liquidity Risk Management Framework and management processes

Based on the Basel Committee's principles for sound liquidity risk management and other best-practice principles,
Nedbank Group's Liquidity Risk Management Framework takes into account all sources and uses of liquidity and seeks
to optimise the balance sheet by balancing the tradeoff between liquidity risk on the one hand and cost or profitability on
the other. This optimisation process (as depicted on the following page) is managed by taking cognisance of:

o Nedbank Group's contractual maturity mismatch between assets and liabilities;

e the business-as-usual mismatch arising from normal market conditions;

e the stress mismatch or stress funding requirement (SFR) likely to arise from a continuum of plausible stress
liquidity scenarios; and

e the quantum of stress funding sources (SFS) available to meet a scenario-specific stress funding requirement.
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Embedded within the Liquidity Risk Management Framework is Nedbank Group's ILAAP. The ILAAP involves an
ongoing and rigorous assessment of Nedbank Group's liquidity self-sufficiency under a continuum of stress liquidity
scenarios, taking cognisance of the board-approved risk appetite. The ILAAP also involves an ongoing review and
assessment of all components that collectively make up and/or support the Liquidity Risk Management Framework. The
objective of this review and assessment process is to ensure that the framework remains sound in terms of measuring,
monitoring, managing and mitigating liquidity risk, taking cognisance of best practise and regulatory developments.

In terms of the new liquidity standards issued by the Basel Committee on Banking Supervision (BCBS) on 16 December
2010 many of the key principles are already encapsulated into the Liquidity Risk Management Framework. However, to
meet the requirements of the liquidity coverage ratio (LCR) by 2015 and the net stable funding ratio (NSFR) by 2018
Nedbank Group, together with the other SA banks, is working closely with the SARB and National Treasury to address
the structural challenges of compliance for the local banking industry, while at the same time considering the unintended
economic consequences that may emanate from the proposed liquidity standards.

Nedbank Group's ILAAP internal review and assessment process, which is designed to ensure that the Liquidity Risk
Management Framework remains robust in terms of measuring, monitoring, managing and mitigating liquidity risk, is
depicted graphically on the following page.
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Annually

Liquidity risk policies

LRCP

Liquidity risk appetite,
limits, guidelines and buffers

Liquidity model assumptions, principles
and methodologies

Semi-annual/Quarterly

Liquidity risk premium and charges
applied through the Funds Transfer
Pricing Framework

Appropriateness of the continuum of
liquidity stress testing scenarios

Off-balance-sheet liquidity risk
(Loan covenants, securitisation vehicles,
derivative positions, revocable and irrevocable
commitments, etc)

Monthly/Daily

Monthly funding and liquidity review:
(Asreported to ALCO)

Key areas of focus

Compliance with limits, guidelines and buffers
Prevailing market conditions from a funding and
market liquidity risk perspective

Actual asset/liability growth vs. funding plan -
impact on liquidity risk management objectives

Liquidity adequacy based on stress testing and
scenario analysis

Depositor concentration risk

» Rollout of liquidity risk mitigating strategies
o : : Liquidity early-warning indicators + Liquidity risk within subsidiaries and branches
Principles and methodologies applied to

pricing assets and liabilities for

liquidity risk Daily funding and liquidity review:
Key areas of focus
Annual funding strategy « Projected liquidity requirements
(Designed to supportliquidity objectives and « Compliance with limits, guidelines and buffers
balance sheetoptimisation) S
Best practice and » Cashreserves and liquid assets
Regulatory developments < Participation in the money market shortage
Independent review of liquidity risk « Settlement and clearing
management in subsidiaries and « Access to market

branches

As presented above, the Liquidity Risk Management Framework is supported by a number of management processes
designed to manage and mitigate liquidity risk under normal and stressed market conditions.

The key management processes and activities are summarised below:

e Intraday liquidity risk management: The need to manage and control intraday liquidity in real time is recognised
by the group as a critical process. The Centralised Funding Desk is responsible for ensuring that the bank
always has sufficient intraday liquidity to meet any obligations it may have in the clearing and settlement
systems. In addition, net daily funding requirements are forecast by estimating daily rollovers and withdrawals
and managing the funding pipeline of new deals. The Centralised Funding Desk is responsible for maintaining
close interaction with the bank's larger depositors in order to manage their cash-flow requirements and the
consequential impact on the bank's intraday liquidity position.

e A portfolio of marketable liquid assets and collateral: A portfolio of marketable and highly liquid assets, which
could be liquidated to meet unforeseen or unexpected funding requirements, is maintained. The market liquidity
by asset type (and for a continuum of plausible stress scenarios) is considered as part of the internal stress
testing and scenario analysis process.
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The quantum of unencumbered assets available as collateral for stress funding is measured and monitored on an
ongoing basis. Nedbank Group's sources of quick liquidity available for stress funding requirements amounted to R78,6
billion at year-end. The graph below reflects the composition of this portfolio.

NEDBANK GROUP'S SOURCES OF QUICK LIQUIDITY

® Corporateand listed equities

Marketable securities

Surplus liquid assets, notesand coins

® Prudentialliquid assets

Cash reserves

Other bank paper and unutilised bank

creditlines

B Price sensitive ovemight loans

u Other

e Funding strategy formulation and execution: In terms of achieving the board-approved liquidity risk appetite, the
BSM Cluster formulates a detailed funding strategy on an annual basis, which is approved by Group ALCO. The
execution of the annual funding plan is then monitored monthly through the Funding Strategy Forum and Group
ALCO. As per the current funding strategy the key objectives can be summarised as follows:

— continue to diversify the funding base to achieve an optimal mix between wholesale, commercial and retail
funding;

— lengthen the funding profile to achieve the targeted contractual and business-as-usual maturity mismatch;
— achieve the lowest weighted average funding cost within the context of the target liquidity risk profile.

e Scenario analysis and stress testing: The BSM Cluster conducts regular scenario analysis and stress testing in
order to assess the adequacy of the group's liquidity buffers and contingency funding plans required to meet
idiosyncratic and marketwide stress liquidity events. Through scenario analysis and stress testing the BSM
Cluster is able to:

evaluate the impact of various scenarios on the group's liquidity;

set limits and guidelines designed to position the group better for a stress liquidity event;

formulate appropriate actions designed to reduce the severity of a liquidity crisis; and

determine appropriate funding strategies and initiatives designed to support liquidity risk mitigation.
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The objective of scenario analysis and stress testing is to identify potential weaknesses or vulnerabilities, thus enabling
the group to formulate strategies designed to mitigate potential weaknesses. Nedbank Group's approach to estimating
the stress maturity mismatch in relation to the business-as-usual and contractual maturity mismatch is depicted
graphically below.

CONTRACTUAL VS BUSINESS-AS-USUAL VS STRESS MATURITY MISMATCH

100% volatile Volatile funds
or 0% stable under business- Expected
as-usual cashflows
Extreme liquidity High-stress liquidity conditions, at under normal
events events 95% confidence market
Stress scenarios X, Y, Z ... interval conditions
Cannot be (Semistressed) ]
eliminated ie !
inherent in the : :
function of ‘maturity I |
transformation’. 1 1
1 1
1 1
! ! Business-as-usual
1 1
" I cashflow
1 1 distribution for
| 1 1 normal market
Stress scenarios : : conditions
I I I
1 1
1 1
1 Cash 1 Cash
: outflows | inflows
1 1
1 1
1
Contractual Stress Business-as-usual )'(
mismatch mismatch mismatch

Runoff and refinancing assumptions
applied over and above stable/volatile
assumptions

Stress and scenario testing is a key risk management process that complements sound liquidity risk management and
contingency planning.

e Contingency funding and liquidity planning: Nedbank Group's LRCP as set out in the Liquidity Risk
Management Framework is designed to protect depositors, creditors and shareholders under adverse liquidity
situations. The LRCP has been formulated in the belief that early detection, advance preparations and prompt
responses can contribute to liquidity crisis avoidance or minimisation, and that accurate, timely and coordinated
communication both internally and externally is essential for managing a crisis situation. The LRCP establishes
guidelines for managing a liquidity crisis, identifying early-warning signs of a possible liquidity event and the
need for heightened liquidity risk monitoring and reduced liquidity risk exposure. In addition, the LRCP identifies
the individuals responsible for formulating and executing Nedbank Group's response to a liquidity event (‘the
Liquidity Steering Committee’). The process for invoking the LRCP is depicted in the following table.
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Liquidity Steering Committee (LSC)
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v taken
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Liquidity risk portfolio review

The tables below show the expected profile of cashflows under a contractual and business-as-usual (BaU) scenario.

NEDBANK GROUP CONTRACTUAL LIQUIDITY GAP AT YEAR-END

2010 <3 months >3 months > 6 months > 1 year > 5 years Non- Total
Rm < 6 months <1year < 5 years determined

Cash and cash equivalents

(including mandatory reserve 19272 473 19745
deposits with central bank)

Other short-term securities 19 377 2763 3128 1776 27 044
Derivative financial instruments 3682 1117 1361 4877 2 845 13 882
Government and other securities 352 1260 5655 18 335 6 222 31824
Loans and advances 87 925 18 266 30134 177 962 160 986 475 273
Other assets 5911 35039 40 950
Assets 136 519 23 406 40 278 202 950 170 053 35512 608 718
Total equity 47 814 47 814
Derivative financial instruments 1288 582 1032 4 886 4 264 12 052
Amounts owed to depositors 342 941 49 403 56 765 39 102 2229 490 440
Other liabilities 9262 23 046 32 308
Long-term debt instruments 289 1674 18 102 6 039 26 104
Liabilities and equity 353 780 51 659 57 797 62 090 12 532 70 860 608 718
Net liquidity gap (217 261) (28 253) (17 519) 140 860 157 521 (35 348) -
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The contractual liquidity gap is adjusted with behavioural assumptions in order to determine the group's BaU or
anticipated liquidity risk profile. These adjustments result largely in a lengthening of deposit cashflows, due to
behavioural assumptions through which contractually maturing short-term deposits have longer profiles under normal
market conditions.

NEDBANK GROUP BUSINESS-AS-USUAL LIQUIDITY GAP AT YEAR-END

2010 <3 months >3 months > 6 months >1year  >5years Non- Total
Rm < 6 months <iyear <5years determined

Cash and cash equivalents

(including mandatory reserve 19 745 19 745
deposits with central banks)

Other short-term securities 19 377 2763 3128 1776 27 044
Derivative financial instruments 3682 1117 1 361 4877 2 845 13 882
Government and other securities 31824 31824
Loans and advances 40178 26 135 47 971 316 853 44 136 475 273
Other assets 40 950 40 950
Assets 63 237 30 015 52 460 323 506 98 550 40 950 608 718
Total equity 47 814 47 814
Derivative financial instruments 1288 582 1032 4 886 4 264 12 052
Amounts owed to depositors 84 383 58 945 76 375 269 565 1172 490 440
Other liabilities 32 308 32 308
Long-term debt instruments 289 1674 18 003 6 138 26 104
Liabilities and equity 85 960 61 201 77 407 292 454 11 574 80 122 608 718
Net liquidity gap (22 723) (31 186) (24 947) 31052 86 976 (39 172) -

Note: BaU assumptions include rollover assumptions on term maturities. No management actions are assumed in terms of realising cash through the
sale of liquid assets or other marketable securities.

The additional disclosure below depicts the contractual and BaU liquidity mismatches in respect of Nedbank Limited,
and highlights the split of total deposits into stable and more volatile. Based on the behaviour of the bank's clients, it is
estimated that 82% of the total deposit base is stable.

NEDBANK LIMITED CONTRACTUAL BALANCE SHEET MISMATCH AT YEAR-END

2010 Total Next day 2 to 7 days 8daysto1 More than 1
month month to 2
Rm months
Contractual maturity of assets 549 968 52 542 6 485 34 856 15 858
Loans and advances 423 576 33 601 1256 17 609 7 657
Trading, hedging and other investment instruments 72 145 2991 5144 13 098 5275
Other assets 54 247 15950 85 4149 2926
Contractual maturity of liabilities 549 968 203 926 17 540 44 889 27 072
Stable deposits 372076 175277 8 306 30 060 21020
Volatile deposits 83 365 21921 1663 6 375 5229
Trading and hedging instruments 54 035 6728 7571 8 454 823
Other liabilities 40 492
On-balance-sheet contractual mismatch - (151 384) (11 055) (10 033) (11 214)
Cumulative on-balance-sheet contractual mismatch - (151 384) (162 439) (172 472) (183 686)
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The BaU table below shows the expected liquidity mismatch under normal market conditions after taking into account
the behavioural attributes of Nedbank Limited's stable deposits, savings and investment products.

NEDBANK LIMITED BUSINESS-AS-USUAL BALANCE SHEET MISMATCH AT YEAR-END

2010 Total Next day 2 to 7 days 8daysto1 More than 1
month month to 2
Rm months
BaU maturity of assets 549 968 28 093 4223 14 413 11 286
Loans and advances 423 576 8400 2302 11 985 8 533
Trading, hedging and other investment instruments 72 145 19 693 1921 2428 2753
Other assets 54 247
BaU maturity of liabilities 549 968 18 258 10 906 28 946 14 981
Stable deposits 372 076 1042 1627 5577 10 832
Volatile deposits 83 365 1 881 5133 18 629 3326
Trading and hedging instruments 54 035 15 335 4146 4740 823
Other liabilities 40 492
On-balance-sheet BaU mismatch - 9 835 (6 683) (14 533) (3 695)
Cumulative on-balance-sheet BaU mismatch - 9 835 3152 (11 381) (15 076)

As per the table above, Nedbank Limited's BaU inflows exceed outflows in the overnight-to-one-week time bucket,
taking into account behavioural assumptions, including rollover assumptions associated with term deals, but excluding
BaU management actions.

As illustrated below, the BaU maturity mismatch has improved during 2010. In other words, under BaU conditions,
Nedbank Group's liquidity position was stronger in 2010 than in 2009. This has been achieved through a strategy of
lengthening the funding profile and managing the asset/liability composition from a behavioural perspective.

In terms of lengthening the funding profile, the long-term funding ratio increased to 23% in 2010, compared with 18% in
2009. Nedbank Group's capital market issues of R6,2 billion, with 3-, 5- and 10- year instruments having been issued,
contributed to the increase in the long-term funding ratio.

NEDBANK LIMITED BEHAVIOURAL LIQUIDITY MISMATCH AT YEAR-END*

%
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2010 = 2009
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1to 2 months
2to 3 months
3to 6 months

* Expressed on total assets and based on maturity assumptions before rollovers and risk management.
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Interest rate risk in the banking book
Nedbank Group is exposed to interest rate risk in the banking book (IRRBB) primarily due to the following:

e The bank writes a large quantum of prime-linked advances.
e Funding is prudently raised across the curve at fixed-term deposit rates that reprice only on maturity.

e Three-month Johannesburg Interbank Agreed Rate (JIBAR)-linked swaps and forward-rate agreements are
typically used in the risk management of term deposits and fixed-rate advances.

e Short-term demand funding products reprice to different short-end base rates.
e Certain non-repricing transactional deposit accounts are non-rate-sensitive.

e The bank has a mismatch in net non-rate-sensitive balances, including shareholders' funds that do not
reprice for interest rate changes.

This is evident when reflecting on the group's balance sheet repricing profile before hedging (illustrated on page
126), whereby the balance sheet is clearly asset-sensitive as assets reprice quicker than liabilities due to the extent
of prime-linked advances, followed by a repricing of term deposits as they mature out to one year and fixed-rate
advances some time after that as they mature, with a net non-rate-sensitive credit position remaining, which
comprises equity, non-repricing transactional deposits, debtors, fixed assets and creditors.

IRRBB comprises:

e Repricing risk (mismatch risk) — timing difference in the maturity (for fixed rate) and repricing (for floating
rate) of bank assets, liabilities and off-balance-sheet positions.

e Reset or basis risk — imperfect correlation in the adjustment of the rates earned and paid on different
instruments with otherwise similar repricing characteristics.

e Yield curve risk — changes in the shape and slope of the yield curve.
e Embedded optionality — the risk pertaining to interest-related options embedded in bank products.

IRRBB strategy, governance, policy and processes

IRRBB is managed within Nedbank Group's ERMF under market risk. The Group ALCO, a subcommittee of the
board's Group Risk and Capital Management Committee, proactively manages IRRBB. BSM provides strategic
insight and motivation in managing IRRBB to Group ALCO through appropriate risk reporting and analytics and by
providing strategic input based on the committee's interest rate views and defined risk appetite.

The board assumes ultimate responsibility for IRRBB and has defined the group's overall risk appetite for IRRBB.
Appropriate limits have been set to measure this risk for both earnings and economic value, within which this risk
must be managed. Compliance with these limits is measured and reported to the Group ALCO and the board on a
monthly basis.

IRRBB is actively managed through a combination of on- and off-balance-sheet strategies, including hedging
activities. Hedging is typically transacted on a portfolio basis for deposits, albeit that larger, longer-dated deposits
may be individually hedged along with fixed-rate advances. The principal interest-rate-related contracts used include
interest rate swaps and forward rate agreements. Basis products, caps, floors and swaptions are used to a lesser
extent. The principal on-balance-sheet components used in changing the repricing profile of the balance sheet
include the liquid-asset portfolio, term deposits and fixed-rate advances. IRRBB strategies are evaluated regularly to
align with interest rate views and defined risk appetite, ensuring that optimal on- and off-balance-sheet strategies are
applied, either positioning the balance sheet or protecting interest income through different interest rate cycles.

Group ALCO continues to analyse and manage IRRBB and align it with the likely change in impairments for similar
interest rate changes. This relationship between interest rate sensitivity and impairments, which is seen as a natural
net income hedge, is a key focus of the Group ALCO in managing IRRBB. This analysis includes an assessment of
the lag in impairment changes and the increasing change in impairment charges for consecutive interest rate
changes. Due to the complexity in determining the extent of this natural net income hedge, particularly during
interest rate peaks and troughs, the modelling of this relationship and associated risk management strategies is
challenging and continues to be refined and improved.
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On-balance-sheet strategies are executed through any one of the business units, depending on the chosen strategy.
Changes to the structural interest rate risk profile of the banking book are achieved primarily through the use of the
derivative instruments mentioned above and/or new on-balance-sheet asset and liability products. Hedges are
transacted through Group Treasury via the ALM desk, whereby unwanted IRRBB is passed through a marketmaking
desk into market risk limits or into the external market.

Hedged positions and hedging instruments are regularly measured and stress-tested for effectiveness and reported
to Group ALCO on a monthly basis. These hedged positions and hedging instruments are fair-valued in line with the
appropriate accounting standards and designation. The Group ALCO typically has strategic appetite up to one year
and, largely as a matter of policy, eliminates reprice risk longer than one year, unless Group ALCO chooses to
lengthen the investment profile of its equity and/or the non-repricing transactional deposit accounts in order to
improve the alignment of interest rate sensitivity with impairment sensitivity or improve the balance sheet position for
forecast interest rate changes. Such strategic decisions must, however, maintain interest rate sensitivity and the
economic value of equity within board-approved limits.

IRRBB cannot be taken by business units and is accordingly extracted from these units via an established matched
maturity funds transfer-pricing solution. This solution removes repricing risk from the business units, while leaving
credit and funding spread in the businesses, on which they are measured. However, certain basis risk and
endowment on free funds and non-repricing transactional deposits reside within these businesses in order for basis
risk to be managed through pricing and for the endowment on these balances naturally to hedge impairment
changes for similar interest rate changes. Strategies regarding the reprice risk are measured and monitored
separately, having been motivated by the BSM Cluster and approved by Group ALCO.

IRRBB measurement, policies and portfolio review

The group employs various analytical techniques to measure interest rate sensitivity within the banking book on both
an earnings and economic value basis. This includes a repricing profile analysis, simulated modelling of the bank's
earnings-at-risk and economic value of equity for a standard interest rate shock, and stress testing of earnings-at-
risk and economic value of equity for multiple stressed-interest-rate scenarios. These analyses include the
application of both parallel and non-parallel interest rate shocks and rate ramps.

Economic capital is allocated to IRRBB under Nedbank Group’s ICAAP and is based on a simulated modelling of the
bank's net interest income exposure to changes in interest rates as represented by a stochastic interest rate shock.

Nedbank Group's interest rate repricing profile graphically represents the repricing of floating-rate assets and
liabilities and maturity of fixed-rate assets and liabilities through a repricing time series. The net repricing profile
before hedging (graph on following page) clearly highlights the asset sensitivity of the group's balance sheet. The
net repricing profile after hedging highlights the impact of hedging that better aligns the repricing of assets and
liabilities across the curve, with the residual risk largely transferred into the three-month repricing area — clearly
depicted graphically before and after hedging.

NEDBANK GROUP —INTEREST RATE REPRICING GAP AT YEAR-END

2010 <3 months > 3 months >6 months > 1 year Non-rate-  Trading
Rm < 6 months < 12 months sensitive book

Total assets 436 855 11700 10619 49 034 30316 70 194 608 718
Total equity and liabilities 369 654 38 544 30 601 19 155 80 570 70 194 608 718
Net repricing profile before hedging 67 201 (26 844) (19 982) 29 879 (50 254) - -
Net repricing profile after hedging 39 376 746 1952 8 180 (50 254) - -

Cumulative repricing profile after

. 39 376 40 122 42 074 50 254 - - -
hedging
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NEDBANK GROUP - INTEREST RATE REPRICING PROFILE AT YEAR-END
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Netrepricing profile before hedging = Netrepricing profile after hedging

At year-end the earnings-at-risk sensitivity of the group's banking book for a 1% parallel reduction in interest rates
was 1,38% of total group equity (2009: 1,30%), well within the approved risk limit of 2,5%. This exposes the group to
a decrease in NIl of approximately R660million should interest rates fall by 1%, measured over a 12-month period.

The level of interest rate sensitivity is managed in conjunction with credit impairment sensitivity and the group's
interest rate view, and is benchmarked regularly against the peer group.

Nedbank Limited's economic value of equity, measured for a 1% parallel decrease in interest rates, is a loss of R441
million at year-end (2009: loss of R225 million).

The table below highlights the group's and bank's exposure to interest rate risk measured for normal and stressed
interest rate changes:

EXPOSURE TO INTEREST RATE RISK

2010 Note Nedbank Other group Nedbank
Rm Limited  companies Group
NIl sensitivity 1

1% instantaneous decline in interest rates (562) (98) (660)
2% instantaneous decline in interest rates (1119) (200) (1319)
Linear path space 2

Lognormal interest rate sensitivity (259) n/a* n/a*
Absolute-return interest rate sensitivity™* (1315) n/a* n/a*
Basis interest rate risk sensitivity 3

0,25% narrowing of prime/call differential (215) (2) (217)
Economic value of equity sensitivity 4

1% instantaneous decline in interest rates (441) n/a* n/a*
2% instantaneous decline in interest rates (909) n/a* n/a*
NIl sensitivity

Instantaneous stress shock™* 5 (3 447) n/a* n/a*
Lnf;?:ﬁ?eous stress shock modelled as 6 (3 166) n/a* n/a*

*n/a: not modelled.

**Stressed interest rate changes.
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Notes

1 Net interest income sensitivity, as currently modelled, exhibits very little convexity.

2 Linear path space is a stochastic method used to generate random interest rate paths. These paths are
then modelled and a probabilistic impact of interest rate changes on NIl is derived. The 'lognormal interest
rate sensitivity' uses two years of interest rate movements to derive interest rate volatility. The stress
scenario 'absolute-return interest rate sensitivity' is based on the volatility of interest rates over nine years.

3 Basis interest rate risk sensitivity is quantified using a narrowing in the prime/call interest rate differential
of 0,25% and is an indication of the sensitivity of the margin to a squeeze in short-term interest rates.

4 Economic value of equity sensitivity is calculated as the net present value of asset cashflows less the net
present value of liability cashflows.

5 The instantaneous stress shock is derived from the principles espoused in the Basel Committee paper
'Principles for the Management and Supervision of Interest Rate Risk'. In the first and 99th percentile
interest rate changes were observed over a five-year period, with a one-year holding period having been
used.

6 The instantaneous stress shock modelled as a ramp uses the same interest rate shock as the

instantaneous stress shock described above, but the rate shock is phased in over a nine-month period.

Margin management

Net Interest Income currently contributes more than 50% of total gross income. Accordingly, the optimal
management of interest rate risk in the banking book together with an optimal funding and capital solution are
imperative in shaping the balance sheet to ensure long-term shareholders’ value through the optimisation of margin.

Net interest income (NII) increased by 1,85% to R16 608 million this year (2009: R16 306 million) but the group’s net
interest margin (NIM) decreased to 3,35% in 2010 from 3,39% in 2009. The group’s margin was negatively impacted
this year through to lower endowment on Equity and transactional deposits as a result of the lower rates in 2010
and an increased average cost of funds incurred in lengthening the banks funding profile, offset to a degree by better
asset pricing which has been facilitated by our embedded matched maturity funds transfer pricing methodology and
advances mix shifts towards higher yielding advances

Margin contribution by business area

Concentration of net interest income is mainly in the following areas, Nedbank Retail, Nedbank Corporate and
Nedbank Business Banking, which clusters account for approximately 90% of the total group’s net interest income
with 55%, 20% and 15% respectively

NIl PER CLUSTER

2% 1%
B Corporate

= Business Banking
559% = Capital
(o]
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B Wealth
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Foreign currency translation risk in the banking book

Foreign currency translation risk arises as a result of Nedbank Group's investments in foreign companies that have
issued foreign equity. This foreign equity is translated into rands for domestic reporting purposes, recording a profit
where the rand exchange rate has deteriorated and a loss where the rand exchange rate has strengthened between
periods.

Foreign currency translation risk remains relatively low and is currently aligned with an appropriate offshore capital
structure. Risk limits are based on the expected level of currency-sensitive foreign capital. The exposure was
approximately US$267 million at year-end (2009: USD241 million).

OFFSHORE CAPITAL SPLIT BY FUNCTIONAL CURRENCY

$m US dollar equivalent ($m) 2010 2009

Equity  Forex sensitive Non-forex- Total Total

sensitive

US dollar 121 121 121 108
Pound sterling 122 122 122 113
Swiss franc 16 16 16 13
Malawi kwatcha 8 8 8 7
Other 543 543 436
Total 267 267 543 810 677
$m 2010 2009
Foreign exchange-sensitive portion of offshore capital 267 241
Limit 325 250

The total risk-weighted assets (RWA) for foreign entities (R7,6 billion) relative to that for Nedbank Group (R323
billion) are 2,3% at year-end. The effective average capitalisation rate of the foreign-denominated business is 27%
(2009: 26%). Any foreign exchange rate movement will therefore have a limited effect on Nedbank Group's capital
adequacy ratio (eg a 10% appreciation in the rand will decrease the capital adequacy ratio by only 0,02%).

Insurance risk

Insurance underwriting risk can be defined as the risk associated with the underwriting process where it permits the
client to enter risk pools with a higher level of risk than priced for by the group, resulting in a possible loss.

Within Nedbank Group insurance risk encompasses underwriting and product design risk.

Actuarial and statistical methodologies are used to price insurance risk (eg morbidity, mortality, theft). Underwriters
align clients with this pricing basis and respond to any anti-selection by placing clients in substandard-risk pools,
pricing this risk with an additional risk premium, excluding certain claim events or causes, or excluding clients from
entering pools at all.

The failure to reinsure with acceptable-quality reinsurers (beyond the level of risk appetite mandated by the board of
directors) for risks underwritten by the short-term insurance and/or life assurance activities of the group, and also
including catastrophe insurance (ie more than one insurance claim on the group arising from the same event), could
lead to disproportionate losses (reinsurance risk).

Insurance underwriting activities are predominantly undertaken by Nedgroup Life Assurance Company Limited
(Nedgroup Life) and Nedgroup Insurance Company Limited (Nedgroup Insurance) within the Nedbank Wealth
Cluster.

Nedgroup Insurance is a short-term insurer that focuses predominantly on homeowner's insurance and limited
vehicle-related value-add products for the retail market.
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Nedgroup Life offers credit, life, simple-risk and savings solutions, as well as a set of differentiated underwritten
individual risk life products supported by a wellness programme. A large part of the book is derived from the
provision of life cover linked to Nedbank Group's lending activities.

Insurance underwriting risk strategy, governance and policy

Insurance risk is included in the ERMF, which consists of formal risk policy documentation and effective governance
structures. These structures encompass management oversight to achieve independent monitoring. Insurance
underwriting risk is mitigated as follows:

e The insurance underwriting risk policy for the group formalises and communicates an approach to managing
underwriting risk by adopting industry-wide principles and standards. This policy:

— outlines a set of objectives and principles when engaging in activities that include pricing and
underwriting risk exposure and the subsequent management thereof;

— delegates authority to the appropriate persons with the level of skill and expertise responsible for
managing, approving and monitoring underwriting exposures; and

— establishes reporting requirements to ensure that management receives accurate and sufficient
information to manage and monitor levels of pricing and underwriting risk exposure effectively.

e Although Nedgroup Life and Nedgroup Insurance Company are responsible and accountable for the
management of all risks that emanate from insurance activities, underwriting risk is included in the Group
Enterprisewide risk management framework and rolls up into various other governance structures such as:

— The Group Risk and Capital Management Committee responsible for advising the board of
significant risks facing the group and reviewing the effectiveness of the risk management process.

— Group ALCO and Executive Risk Committee responsible for the monitoring and mitigation of
insurance investment risks.

— Group Market Risk, Group Operational Risk, Group Enterprisewide Risk Management and Group
Enterprise Governance and Compliance oversight representative at quarterly business unit
enterprisewide risk committees.

— Appointed actuaries at appropriate levels, playing an oversight role with respect to underwriting
activities including reporting and monitoring procedures in respect of product, valuation,
reinsurance, pricing, and regulation.

The framework above seeks to ensure that risk characteristics are properly understood, incorporated and managed
where insurance activities are undertaken. Risks associated with new or amended products in the insurance
business units follow the group's formal product approval policy, which include pricing and risk reviews by the
statutory actuary, approval at cluster executive and group executive level, which are subsequently managed through
the risk management framework outlined above.

The boards of Nedgroup Life and Nedgroup Insurance acknowledge responsibility for risk management, evaluating
the effectiveness thereof and identifying unacceptable levels of risk exposure. Management is accountable to the
board and the group for designing, implementing and integrating a risk management process. This allows for
optimised risktaking that is objective and transparent and ensures that the business prices risk appropriately, linking
it to return, and adequately addressing insurance underwriting risks in its day-to-day activities.

The Financial Services Board (FSB) is in the process of aligning the SA regime via their Solvency Assessment and
Management (SAM) project that will commence in January 2014. Both the life and short-term insurance business
have begun participating in the project.

Insurance underwriting risk is managed during the underwriting process in the following manner:

e Monitoring of rigorous assessment procedures to ensure that only valid claims are paid, through:
— Loss ratios.
— Lapse ratios.
— Claim likelihood and impact.
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e Monitoring of policy movements to identify possible changes to initial risk profiles and pricing:

— Pricing, compilation of an underwriting manual and assessing underwriting engine assumptions and
results.

— Annual repricing of premiums if the claim experience is worse than anticipated.

— Performing a taxonomy of the likelihood of insured events (loss events) occurring in the appropriate
pools in a manner that is administratively practical, financially viable and cost-effective so that
clients with similar risk profiles are grouped together and offered the same terms, by adequately
pricing for risk.

e Monitoring of the concentration of exposures and changes in the environment through:
— Profile analysis.
— Exposure monitoring.
— Assessment of capacity.

— Predictive trend analysis.

e Monitoring of the composition of the client book, a significant portion of which is of short duration. The
normal life business increases the duration of reserves and investments.

e Monitoring of the concentration of insurance risk, which includes the assessment of geographical spreads,
the impact of catastrophe reinsurance, maximum losses per single events and mitigations that include
sufficient reassurance and reviewable pricing and exclusions.

e Monitoring of effective reinsurance programmes that focus on:

Frequent assessments of the process.

Retention, treaty limits and exposures.

Evaluation of all contracts to identify and manage possible gaps.

Special facultative agreements for specific and significant risks, including catastrophe events.

¢ Independent monitoring by the group on a quarterly basis to assess capital adequacy ratios (CARs), net
claims ratios and maximum losses per client after taking reinsurance into consideration.

e Seeking board approval for significant decisions including assessment of investment risk, evaluation of
reinsurance partners and review of capital provision, credit appetite and financial soundness.

e Monitoring of underlying investment risk by the Investment Committee on a quarterly basis, which covers
asset and liability matching and fund and asset management performance. However, policyholder
investment mandates are matched on a monthly basis. Exposure limits are agreed and approved by the
boards of the company before approval is sought from the Group ALCO and Executive Risk Committee.

e Following and applying modelling methodologies that are regulated by the Actuarial Society of South Africa
(ASSA), or in the absence of such guidance, in accordance with world-class risk management principles.

The group's risk appetite for insurance risk is currently low, reflected by its consumption of only 0,7% of total
minimum required group economic capital (see page 162). The solvency ratios are set out on page 159.

Operational risk

In December 2010 Nedbank Group was granted approval by SARB to use the Advanced Measurement Approach
(AMA) for managing operational risk. This approval allows Nedbank Group to calculate its operational risk capital
requirements using partial and hybrid AMA with effect from 31 December 2010. The Nedbank Group AMA
Operational Risk Management Framework was approved by the board's Group Risk and Capital Management
Committee and the AMA methodologies contained therein have been rolled out and are now embedded across the

group.
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Operational risk strategy, governance and policy

Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes, people and
systems or from external events. It includes legal, but excludes strategic and reputational risk. Legal risk includes,
but is not limited to, exposure to fines, penalties or punitive damages resulting from supervisory actions, as well as
private settlements. Operational risk is not typically taken in pursuit of an expected return, but exists as part of
normal course of business at all levels. Operational risk excludes the strategic components of people risk and
information technology risk. These risks are included under the category of business risks.

The main sources of operational risk include:

Legal risk

Legal risk arises from the necessity that Nedbank Group conducts its activities in conformity with the
business and contractual legal principles applicable in each of the jurisdictions where the group conducts its
business. It is the possibility that a failure to meet the legal requirements may result in unenforceable
contracts, litigation, fines, penalties or claims for damages or other adverse consequences.

Compliance and regulatory risk

Regulatory risk is the risk of legal or regulatory sanction and material financial loss or reputational damage
as a result of a failure by the group or any part thereof to comply with any applicable laws, regulations or
supervisory requirements. As a business enabler, a key objective of the central risk function is to embrace
new and existing legislation and internalise and operationalise regulations as part of normal business
operations. Great strides have been made during 2010 to prepare the group for legislation that will come into
effect in 2011 and beyond.

— Compliance with new legislation

The financial services sector is under increasing pressure from consumer legislation as well as other
new and amended legislation and regulation. To comprehend and assess the impact of these changes
on the business of the group the Business Risk Management Forum scans and assesses all new
legislation and recommendations and, where appropriate, directs implementation programmes to
coordinate and standardise the compliance approach. During 2010 programmes in respect of the
Consumer Protection Act of 2008 and the Companies Act of 2008 were initiated, although government
delayed implementation. Other high-focus areas are the National Credit Act and the Protection of
Personal Information.

— The Companies Act

The Companies Act 71 of 2008 required significant amendment. The Companies Amendment Bill, which
is scheduled to come into force in 2011 after going through the necessary approval process amends
almost every section of the original Act. The regulations to the Act are expected to be promulgated on
the same day the Bill becomes effective. For Nedbank Group and the SA banking industry the effect of
the unintended consequences of sections 136 (2) was addressed through the Banking Association of
South Africa and the proposed revisions resolved these concerns. Nedbank Group is assessing the full
effect this new act will have on its business.

— The Consumer Protection Act

Nedbank Group is required to be compliant from 31 March 2011. The effect on Nedbank Group has
been assessed and the required changes are being made to processes and systems to ensure
compliance.

— The National Credit Act

Nedbank Group, together with the other major banks, have demonstrated the banking industry's
willingness to work cooperatively with the Banking and National Credit Regulators and proactively assist
in the rehabilitation of overburdened consumers by supporting the Code of Conduct, the introduction of
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a redefined debt review process and the introduction of industry-agreed restructuring rules. The
conditional debt review termination moratorium for primary mortgages was implemented in December
2010 to assist clients with excess levels of debt.

The Protection of Personal Information Bill

It is expected that the Protection of Personal Information Bill may be passed into law during the last
quarter of 2011. External consultants are engaged in a formal impact assessment and gap analysis of
the effect this will have on Nedbank Group and a formal programme will be implemented during May
2011 to address any risks highlighted by the these findings. The group has appointed an information
officer and established an information office to manage requests pursuant to the Promotion of Access to
Information Act and the expectations in the draft Protection of Personal Information Bill. Current
business processes are being refined to incorporate the privacy requirements based on the bill and
international best practice into the group’s data governance programme, with specific focus on
information risk management.

Money laundering, terrorist financing and sanctions risk management

Nedbank Group does not associate, in any way, with illegal money laundering activities or terrorist
financing. Clearly defined policies and procedures ensure compliance with all statutory requirements
and regulatory obligations or, in the absence of such, that agreed standards are met. The group takes a
proactive approach by endeavouring to identify any business relationships or applications for business
relationships or transactions with individuals, entities and countries targeted in financial sanctions
legislation.

The Business Risk Management Forum (BRMF), a Group Executive subcommittee chaired by the CRO,
is mandated to provide strategic direction for, and monitor the effective implementation of, anti-money-
laundering (AML), combating of financing of terrorists (CFT) and sanctions compliance initiatives
throughout the group. The Executive Steering Committee of the Money-laundering Control Programme
(MLCP), a subcommittee of the BRMF, ensures the internationalisation and operational implementation
of AML, CFT and sanctions compliance.

Nedbank Group Risk maintains a close and transparent working relationship with the Financial
Intelligence Centre (FIC), attends bi-monthly meetings with the FIC and regular meetings with SARB,
the JSE and the Financial Services Board (FSB) to ensure compliance with their requirements and
obtain clarification, where necessary.

At 31 December 2010 4 387 503 client records reflected on Nedbank Group's Client Information System
(CIS) as having been verified. Of the 123 090 non-verified client records 105 946 have been restricted
and 17 144 records are currently in the process of being restricted. The number of non-verified, not yet
restricted records equates to 0,31% of the total number of records, which compares well with the BRMF-
approved risk threshold of 0,5%.

Training for AML and CFT remains a high priority. For the 24 months to 31 December 2010 a total of
21 255 of the selected 29 699 employees completed the Awareness Training for AML and CFT.

Nedbank Group's e-learning training intervention for CFT and related activities, which was first
implemented in 2009, was recognised by the FIC as 'innovative and a first of its kind in South Africa'.

Annual directors' training programmes for money-laundering, terrorist financing and sanctions risk
management were developed in 2010 and presented to the Group Risk and Capital Management
Committee on 19 October 2010 in compliance with SARB, FIC and international requirements.

At 31 December 2010 a total of 1 467 suspicious-transaction reports (STRs) had been submitted to the
FIC, compared with 471 reports for the previous year.

A Cash Threshold Reporting project was launched during 2010. This is aimed at facilitating the reporting
of cash transactions of R25 000 or more to the FIC in accordance with section 28 of the Financial
Intelligence Centre Act (FICA), which was proclaimed on 1 December 2010.
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Information and technology (IT) risk

Technology risk stems from risks associated with business disruption and system failures (BDSF),
misalignment of technology infrastructure or operations with business strategy, uncoordinated or inefficient
IT strategies, failure to deliver desired change, data protection, information privacy, effects of physical
disasters on information systems, IT outsourcing, IT performance and information systems governance. The
Group Technology Cluster manages information and technology risk through the Technology Management
Policy.

Managing information security risk

The main objectives of managing information security risk are to protect information from inadvertent or
unauthorised disclosure (confidentiality), inadvertent or unauthorised changes (integrity) and inadvertent or
unauthorised destruction or unauthorised access (availability). The growing dependence on information and
the systems that carry it, coupled with the risks, benefits and opportunities these resources present, have
made information risk an increasingly critical facet of overall risk management for the group.

Information risk management follows information as it is created, distributed, stored, copied, transformed
and interacted with throughout the information management lifecycle. Focus areas include protection against
malware, internet and mobile banking services, data loss prevention on workstations, laptops and removable
media, as well as data privacy.

Nedbank Group is a founding member of the Cyber Security Incident Response Team (CSIRT) for the
banking sector under the auspices of the South African Banking Risk Intelligence Centre (SABRIC) in terms
of the new national Cyber Security Policy.

Business continuity management

Business Continuity Management (BCM) ensures the management of risks relating to all aspects that may
disrupt service delivery thereby, safeguarding Nedbank Group's ability to:

— provide uninterrupted services to clients;
— minimise potential financial loss, legal liability and brand damage;

— decrease dependence on the participation of any specific person or group of people during the
response, resumption and recovery phases; and

— comply with the Payments Association of South Africa (PASA) requirements for service restoration.

The BCM function provides overall guidance and direction, monitors compliance with regulatory and best-
practice requirements and further facilitates regular review of BCM practices.

The group maintains its own dedicated disaster recovery site for critical banking systems, which are
recovered and tested four times per year. Nedbank Group is the only bank to date to be certified fully
compliant with PASA requirements.

There are also three regional resumption areas for business recovery (Gauteng, Western Cape and
KwaZulu-Natal). These sites are maintained in a fully equipped and operational status, with a programme of
continuous scheduled testing.

People risk

This definition includes human error, fraud and malice and inability to fulfil job requirements. People also
often fail to follow correct procedures, which can result in losses. The group vigorously manages people risk
through the group human resources function at the central and business clusters.

133|Page



NEDBANK(p) ; Ar 3 — 31 December 2010

GROUP

— Personnel integrity management

Nedbank Group minimises people risk by ensuring that controls are incorporated into the recruitment
and selection processes of all employees, including contractors, temporary employees and consultants.
This process aims to minimise the group's vulnerability to fraud, embezzlement, theft, corruption and
mismanagement of job responsibilities. It also cultivates a culture of business ethics and integrity in
keeping with Nedbank Group's values, as well as endorsing the Code of Good Banking Practice that
states that 'Banks will conduct their business with uncompromising integrity and fairness so as to
promote complete trust and confidence in the banking industry'.

The Financial Advisory and Intermediary Services Act, 37 of 2002, determines the 'fit and proper'
requirements that are applicable to all financial service providers, key individuals, representatives and
compliance officers. Nedbank Group ensures screening of these persons every 24 months to ensure the
highest level of honesty and integrity. All new appointments of directors or executive directors, as
required by the Banks Act, Act 94 of 1990, are screened to comply with the requirements of honesty and
integrity. This also reduces the potential for conflicts of interest.

Financial crime

Nedbank Group considers financial crime to be a major operational risk that has the potential to lead to
significant losses. For this reason the group pursues a vigorous policy of proactive risk management.

— Fraud risk management

Nedbank Group follows a multi-pronged approach in addressing and eradicating financial crime. In 2010
key aspects of this approach included:

= Close cooperation with law enforcement by rendering all possible assistance to see to the
successful prosecution of offenders.

= Client and staff education in the printed and electronic media.
= A substantial increase in the number of investigators.
= Continued focus on proactive, early detection of financial crime both against the bank and its clients.

= The introduction of new technologies such as biometric client authentication for the prevention of
identity theft.

= The creation of a dedicated capacity for the combating of home loans crime to address the
increased onslaught.

= Additional measures to combat new types of crime, specifically in the area of online fraud.

— Internal fraud and dishonesty

Nedbank Group maintains a policy of zero tolerance towards any dishonesty of staff members. During
2010, 234 staff-members were dismissed as a result of internal investigations, which is a decrease of
15,8% compared with 2009.

— Assessment of fraud risk
The risk of internal and external fraud is evaluated on several levels:

= Risk and control self-assessments are conducted on an ongoing basis to ensure that the
appropriate controls are in place and monitored effectively. Where controls are lacking, action plans
are formulated and implemented to ensure that the risk of fraud is managed within the accepted risk
appetite of the group.

= Fraud key risk and control indicators have been developed and are monitored, tracked and reported on
in accordance with the Group Operational Risk Management Framework.

= Facilitated fraud risk assessments are undertaken as outlined in the International Standards for
Auditing 240 (ISA 240).
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= New products and all processes related to their use are evaluated to ensure that all aspects of fraud
risk, legal risk and regulatory risk (such as anti-money-laundering) are considered.

Due-diligence investigations

Due-diligence investigations are performed at the outset of any business relationship with clients,
partners, vendors, agents/intermediaries and joint ventures. In addition, an ongoing assessment of the
commercial, political, social and security environment where business is undertaken or likely to be
undertaken is carried out. Social, economic and governmental changes in a country can create an
environment that reduces security and increases the risk to the group's assets: staff, premises and
information, and consequently its ability to continue to do business.

Internal and external whistle-blowing reporting lines

Security and fraud incidents can be reported, around the clock, to an internal reporting line, which is
supported by an external, independently managed whistle-blowing hotline and is available to staff and
clients. The facility also extends to Nedbank Africa subsidiaries in Namibia, Swaziland, Lesotho, Malawi
and Zimbabwe. An ethics panel has been established for the appropriate handling of reports of a
sensitive or serious nature.

Online fraud

During 2010 the group undertook various initiatives to protect its clients from online fraud, including
participation in a concerted media campaign with the rest of the banking sector to educate consumers
about online safety. Free software to all internet banking clients to protect them from phishing attacks
was provided by Nedbank Group and a sophisticated phishing response infrastructure was created,
which led to the successful prevention of 89,6% of all potential phishing losses.

Cybercrime risk

Nedbank Group has taken note of the current and expected impact of cybercrime on the banking
industry and its clients, and has established an extensive internal digital forensic capability to deal with
this risk effectively. The group also provides training and awareness in digital forensics at tertiary
institutions and the law enforcement community in South Africa.

Security risk

In 2010, a concerted focus on staff and client safety saw a 90% decrease in robbery incidents compared
with 2009 figures. Robberies and burglaries remain a threat and these are mitigated, managed and
monitored by highly sophisticated technology in a joint operations centre. Biometric doors at branch
entrances, automated roller-shutter doors and a well-implemented cash management system and
improved response to incidents are critical in the management of security risk. A guard tracking device,
digital video recorder live camera streaming and a Security Analysis Management System (SAMS) are
all scheduled for implementation in 2011.

Relations with the South African Police Services and National Prosecuting Authority were strengthened
for the banking sector under the facilitation of South African Business Intelligence Centre (SABRIC).

Cooperation with the criminal justice system

In addition to the day-to-day cooperation with law enforcement in the fight against crime, Nedbank
Group reported 522 suspicions of corruption and/or fraud in excess of R100 000 to the South African
Police Force during 2010 in terms of section 34 of the Prevention and Combating of Corrupt Activity Act
(PRECCA). In addition the bank was able to assist the SAPF in their investigations by responding to 3
163 subpoenas.
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Nedbank Group's approach to managing operational risk

To minimise the exposure to operational risk that arises as a consequence of the group's financial risk-taking
initiatives within credit, market and operating activities, Nedbank Group has implemented and embedded a Group
Operational Risk Management Framework (ORMF), which contains AMA-compliant methodologies, policies and
guidelines to facilitate a consistent and worldclass approach to operational risk management.

The diagram below depicts the Nedbank Group AMA ORMF elements:
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Business clusters act as the first line of defence and are responsible for the identification, management, monitoring
and reporting of operational risk. Operational risk is reported and monitored at the divisional and cluster
Enterprisewide Risk Committees (ERCOs) and overseen by the Group Operational Risk Committee (GORC) and the
board's Group Risk and Capital Management Committee.

The Group Operational Risk Management (GORM) Division, within the Group Risk Cluster, acts as the second line
of defence in the Nedbank Group ERMF. GORM's primary responsibilities are to develop, maintain and champion
the Group Operational Risk Management Framework, policies and enablers to support operational risk management
in the business as well as the implementation of the Basel Il and regulatory requirements and international best
practice for operational risk management.

Specialist functions in Group Risk, for example forensic services, business continuity planning, group legal and
corporate insurance, also assist businesses with specialist advice, policies and standard setting. Pervasive
operational risk trends are monitored and reported on to the ERCOs and, where appropriate, to GORC and to the
board's Group Risk and Capital Management Committee.

Group Internal Audit, as the third line of defence, provides assurance to GORC.
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Operational risk measurement, processes and reporting systems

The primary operational risk measurement processes in the group are risk and control self-assessments (RCSAs),
internal loss data collection processes and governance, the tracking of KRIs, external loss data, scenario analysis
and capital calculation, which are designed to function in an integrated and mutually reinforcing manner.

Risk and control self-assessment

RCSA is a forward-looking process through which business unit management identifies risks that could threaten the
achievability of business objectives and offers a set of controls and actions to mitigate the risks.

Internal loss data collection and KRI tracking

The internal loss data collection process and KRI tracking are backward-looking and enable the monitoring of trends
and the analysing of the root causes of loss events. Operational risk losses are reported on in the Nedbank Group
Internal Loss Data Collection System. KRIs are designed to be both forward- and backward-looking in the sense that
they function not only as early-warning indicators, but also as escalation triggers where set risk tolerance levels have
been exceeded.

Boundary events

Boundary events are those losses and near misses that manifest themselves in other risk types, such as credit and
market risk, but have relevance to operational risk because they emanate from operational breakdowns or failures.
Boundary events are often identified by credit and market risk management, and are included in credit risk loss
databases and operational risk capital calculations.

Material credit risk events, which are caused by operational failures in the credit processes, are flagged separately in
the Internal Loss Data Collection System. In line with the Banks Act and Basel Il requirements, holding of capital
related to these events remains in Credit Risk. These events are included as part of the ORMF to assist in the
monitoring, reporting and management of the control weaknesses and causal factors within the credit process.

Material market risk events, which are caused by operational failures in the market risk processes, are also flagged
separately in the Nedbank Group Internal Loss Data Collection System. The capital holding thereof is included in the
operational risk capital.

External loss data

The purpose of using external data is to incorporate infrequent yet relevant and potentially severe operational risk
exposures into the measurement model. Nedbank Group currently incorporates the effects of external data in the
operational risk capital calculation model indirectly in conjunction with the scenario analysis process.

Scenario analysis

Scenario analysis is also a required element of AMA and is defined in the ORMF as one of the data sources for
operational risk modelling and measurement and is the main input for unexpected-loss estimation. Scenario analysis
is conducted in a disciplined and structured way using expert judgement to estimate the operational risk exposure of
the bank. Scenario analysis focuses on solvency and aims to identify the major operational risks that can negatively
affect the solvency of the bank. Nedbank Group has developed scenarios for all operational risk classes.

Business environment and internal control factors (BEICFs)

All risk and control self-assessments by Nedbank Group take into account BEICFs, thereby enabling the group to
monitor any changes in the external and internal business environment, consider inherent risks as a result of any
changes in the business environment and then design appropriate controls.

Reporting

A well-defined and embedded reporting process is in place. Risk profiles, loss trends and risk mitigation actions are
reported to and monitored by the risk governance structures of the bank.
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Operational risk governance structure

The diagram below depicts the operational risk governance structure:
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Insurance obtained to mitigate the bank's exposure to operational risk

Nedbank Group has a well-structured insurance programme for its financial and non-financial risks to mitigate the
operational and fraud exposures of the group. The group has an insurance operation that reports to the Group CRO
and is responsible for the design and management of the principal insurance programmes addressing the group

operational risk exposures.

This function is responsible for ensuring that the cover purchased for the group is in line with the best coverage
available within the insurance markets and relevant to the group operating environment. The group insurance
division also ensures that cover is purchased where required to meet any statutory or regulatory requirements. The
primary insurance policies that cover exposures to operational risk include comprehensive crime and professional

indemnity.

Operational risk-weighted assets

Below is a summary of operational risk-weighted assets of Nedbank Group at 31 December 2010:

Risk Weighted Assets

Nedbank DI entity

Nedbank entity — including foreign subs

Nedbank Limited local subs, foreign branches and foreign subs
Nedbank Limited consolidated

Nedbank Group local subs and foreign subs

Nedbank Group consolidated

41 961 35 666
42 657 36 258
4796 4077
46 757 39744
4 286 3643
51 044 43 387*

* AMA for operational risk includes an insignificant portion of the group that utilised TSA for capital calculation.
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Business risk

The ERMF covers financial and non-financial risks. In addition to credit, market, liquidity and capital risks, non-
financial risks are incorporated under business risk.

Business risk is the risk of adverse outcomes resulting from a weak competitive position or from a poor choice of
strategy, markets, products, activities or structures. Major potential sources of business risk include revenue volatility
owing to factors such as macroeconomic conditions, inflexible cost structures, uncompetitive products or pricing and
structural inefficiencies. The non-financial risks that are categorised under business risk are set out in the table
below.

Risk Definition

Transformation risk Failure to adequately, proactively and positively respond to address transformation
issues.

New business risk New products and business lines do not generate anticipated revenue or cost savings.

Reputational risk Risk of impairment of the group's image in the community or long-term
trust/confidence.

Social and environmental Non-achievement of balanced and integrated social and environmental performance.

risks

Strategic risk Business policy decisions, deficient implementation of decisions, or failure to adapt to
changes in the environment.

People risk The risk of inadequacies in human capital.

IT risk Inadequate or inappropriate IT investment, development, implementation, support or
capacity with concomitant negative impact on the achievement of strategic group
objectives.

Nedbank Group actively manages business risk through the various management structures, as set out in the
ERMF, and within BSM an earnings-at-risk methodology similar to the group's risk appetite metrics is used. This is
one of the major risk types within the group's economic capital model. Please refer to page 144 for further details.

Accounting and taxation risks

These key risks are actively managed within Nedbank Group's ERMF and in compliance with IFRS, including strong
valuation controls over its exposure to fair-value mark-to-market (MTM) accounting. Significant governance and risk
management operates effectively to manage these risks in Nedbank Group.

Information obtained from the valuation of financial instruments is used by the group to assess the performance of
the business and, in particular, provide assurance that the risk and return measures the business has taken are
accurate and complete. It is important that the valuation of financial instruments accurately represents the financial
position of the group while complying with the requirements of the applicable accounting standards.

Taxation risk has been high in recent years due to the legacy-structured finance book. As a result of proactive
management the higher-than-normal taxation risk has been significantly reduced over the past three years.

The primary role of the Executive Taxation Committee is monitoring tax compliance and ensuring that the
management of tax risk throughout the group is in accordance with Nedbank Group's tax policy. Furthermore, the
committee assists the Group Audit Committee in discharging its responsibility relative to the oversight of tax risk.

Provisions are raised/held in respect of accounting and tax risks. These are all subject to rigorous external audit, and
challenge/review by the Group Audit Committee and the board.
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Technology risk

The use of information technology, and therefore the associated IT risk, is pervasive in a large bank such as
Nedbank Group.

Accordingly, IT risk is recognised as one of the 17 key risks in Nedbank Group's risk universe and is addressed
appropriately as follows:

e There is a separate major support cluster for IT, ie Group Technology (GT). The managing executive of GT
is a member of the Group Exco.

e GT is Nedbank Group's centralised technology unit with responsibility for all components of the group's
technology processing, development and systems support. The functions that operate all of the group's IT
systems, databases, technology infrastructure, software development and IT projects/programme
management are centrally managed to provide economies of scale and facilitate a cohesive groupwide
service-oriented architecture and technology strategy.

e One of the board committees, the Board Strategic Innovation Committee, specifically focuses on IT risks and
IT innovation spend.

e One of Group Exco subcommittees is the Executive IT Committee.

e As with the other business clusters, the head of Risk sits on the GT Cluster Exco and reports directly to the
managing executive of GT.

Reputational, strategic, social and environmental, transformation and compliance
risks

As in the case of IT risk, reputational, strategic, social and environmental, transformation and compliance risks are
also potentially pervasive in a banking group, and each is separately identified and addressed as key risks in the
group's ERMF.

To this end significant time, resources and focus are afforded these risks on an ongoing basis. The following
highlights illustrate this:

e The Directors' Affairs, Group Finance and Oversight, and Group Transformation and Sustainability
Committees operate at board level.

e Group Exco is assisted by the Group Operational, Brand, Transformation and Human Resources
Committees and the Business Risk Management Forum.

o Reputational risk is, to a large degree, mitigated by adequately managing the other 16 key risks in Nedbank
Group's ERMF. External communication to investment analysts, shareholders, rating agencies and the
financial media is controlled by risk policies, with designated group spokespeople.

e There is a comprehensive, formal, well-documented and closely monitored strategic planning process
groupwide.

e Sustainability is fundamental to ensuring financial prosperity and stability for investors and staff, integrating
social and environmental responsibility for local communities and the countries in which the group operates,
and remaining relevant and accessible to clients. Sustainability is a crucial part of the Nedbank Group
culture, and one of the group’s Deep Green aspirations remains 'to be highly involved in the community and
environment'.

Details on this and the group's sustainability focus, strong governance and transparent reporting, which are integral
to maintaining the group's credibility among its stakeholders, appear in the Nedbank Group Integrated Report 2010.

o Transformation is a business imperative in South Africa and Nedbank Group's focus and progress in this
regard are sound and on track to meet its targets, details of which appear in the Nedbank Group Integrated
Report 2010.

e The Group Marketing and Corporate Affairs cluster plays a major role in managing the group's image and
reputation. Key functions include marketing and communications. The cluster is also responsible for the
Nedbank Foundation as well as for the delivery of the group's objectives in terms of the Financial Sector
Charter and the dti Industry Codes of Good Practice.
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o The Nedbank Group brand image reflects the group's strong marketing and communication drive that has
led to positive changes while retaining the aspirational elements, which are distinctly different from those of
its competitors.

e Enterprise Governance and Compliance is responsible for the monitoring of regulatory and reputational risk
and the setting of related policies. It also manages the Enterprisewide Governance and Compliance
Framework (EGCF). Nedbank Group's governance strategy, objectives and structures have been designed
to ensure that the group complies with legislation and a myriad of codes, while at the same time moving
beyond conformance to governance performance.

The Chief Governance and Compliance Officer is a member of Group Exco, reports directly to the CEO and attends
the board committee meetings by invitation. He also has direct access to the Chairman of Nedbank Group and other
Nedbank Limited boards.

A strong network of divisional governance and compliance officers works closely with the central EGCF in training,
project implementation and monitoring, as well as creating an appropriate governance and compliance culture.

Nedbank Group's EGCF incorporates a full range of governance objectives, a delineation of responsibilities at board
committee, Group Exco and management level, and the identification of champions and key functions for corporate
governance integration into all operations.

Key features of achieving an effective governance process are the cooperation between executive management and
non-executive directors, and the significant emphasis, resources and structure given to executive management to
champion corporate governance on a day-to-day basis and assist the board committees and individual non-
executive directors with their corporate governance and compliance responsibilities.

More details on Nedbank Group's EGCF appear in the Nedbank Group Integrated Report 2010.
Human resources (or people) risk

People and transformation risks, which are also key risks in the ERMF, are afforded the same focus as given to the
other ERMF risks, with acknowledgement of the ongoing 'war on talent' in the marketplace. The head of Group
Human Resources (HR) represents the HR community at Group Exco.

From a governance perspective people risk is supported through the following structures:

e  Group Remuneration Committee (RemCo) — a sub-committee of the board.

e Transformation and Human Resources Committee (TRHRCO) — a subcommittee of Exco.

e Transformation Committee (TransCo) — a subcommittee of the board.

e Enterprisewide Human Resources Exco — comprising of HR Cluster representatives in the business.
e  Group Human Resources Exco.

e  Group Human Resources Risk Committee.

The Group Human Resources Executive represents the HR community in these committees and is a representative
of Group Exco.

Succession planning is an important focus area at board, executive and senior management levels. Detailed and
intensive planning is conducted through the Chairman's Office in consultation with the Group Directors' Affairs and
Group Remuneration Committees. In addition, Nedbank Group clusters are supported by a strong level of expert and
experienced human resources, for which succession plans are in place and which are regularly monitored and
updated.

The CEO is required to report regularly to the board on the Group's management development, transformation,
organisational culture and talent management.

The overall purpose of total remuneration in Nedbank Group is to attract, retain, motivate and reward all its people
appropriately. The total remuneration philosophy is aimed at encouraging sustainable long-term performance of the
group and at all times aligning performance with the strategic direction and specific value drivers of the business, as
well as the interests of stakeholders, in a manner that does not encourage excessive risk-taking.
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The short term incentive pools for all support clusters are based on a combination of performance relative to the
targets in respect of group economic profit (EP), group headline earnings and cluster specific non-financial
performance scorecards.

In the income-generating clusters incentive pools are structured with a weighting linked to the group, cluster and,
where appropriate, divisional performance. The five income-generating clusters within Nedbank Group (Capital,
Corporate, Business Banking, Retail and Wealth) are measured against a combination of performance targets
namely EP, headline earnings and nonfinancial targets. The Remco continues to institute a control limit whereby
there may be no more than a 10% variance between the group top down performance calculation and the
independent bottom up cluster performance calculations.

Nedbank Group's long-term incentive schemes are primarily aimed at the retention of key, high-impact employees.

The group's ERMF, ICAAP and financial performance rely heavily on the group's ability to attract and retain highly
skilled individuals, and so the effective management of people risk is a critical success factor. The group’s current
status and the extent of such skills are believed to be sound. However, the group recognises that this has to be
actively managed and monitored on an ongoing basis.

Accelerating transformation continues to be one of the group's key focus areas. The group is proud to say that it has
achieved a level 2 contributor status to black economic empowerment (BEE) according to the dti Codes of Good
Practice on BEE. Nedbank Group continues to be the most transformed financial institution in South Africa as
reported in the Financial Mail Empowerdex Survey.

Building a unique and innovative culture remains a key source of Nedbank Group's competitive advantage and
brand differentiation and is entrenched within its leadership philosophy of being 'vision-led and values-driven'. It
directly impacts on its effectiveness in delivering high-quality client service. Alignment between the organisational
and employee values leads to higher levels of commitment and engagement, which in turn positively influences
innovation, creativity and accountability, as well as greater levels of trust, adaptability and productivity. Barrett
research confirms that values and vision drive the corporate culture, which in turn drives employee fulfilment; and
that employee fulfilment positively impacts client satisfaction, thereby increasing shareholder value. Based on this
premise the group strives to understand the current organisational climate and culture within which it operates by
utilising employee surveys such as the Barrett and National Sample Surveys, as well as engagement surveys.

Long-term sustainable success is highly dependent on the culture that leaders create. And the culture that leaders
create is highly dependent on their behaviour and their relationships with other leaders and employees in the
organisation. Leading for Deep Green is therefore an initiative that is aimed at the group's leadership community to
influence such behaviours.

Transformation is a key component within organisational culture. 'Leading Transformation' is a core organisational
aspiration. To be a true reflection of the society in which it operates, is a key transformational challenge that the
group faces. The Diversity Management Strategy is fundamentally aimed at creating a workplace where diversity is
embraced and free of all irrelevant prejudgements and stereotypes. As such diversity management forms a key part
of Nedbank Group's transformation process. Nedbank Group understands the reality that most organisations are
either 'strategic’ or 'culturally’ deficient and that deficiency in either sphere leads to failure. The diversity
management initiatives form an integrated part of the Nedbank Group's effort to develop and build an organisational
culture that can execute its strategy.

There continues to be a number of initiatives, guidelines and principles being published regarding the good
corporate governance on executive remuneration. The RemCo and Group Exco continue to evaluate the group's
position to ensure Nedbank Group identifies gaps and takes corrective action where necessary. The main sources
which the Bank has used in its assessments are the following documents published by the Basel committee on
banking supervision:

e Compensation Principles and Standards Assessment Methodology (January 2010).

e Range of Methodologies for Risk and Performance Alignment of Remuneration (consultative document
October 2010).

o Pillar 3 disclosure requirements for remuneration (consultative document December 2010).
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During 2010, other than the normal course of business, the Remco attended to the following matters:

Compliance and impact assessment of a number of new remuneration regulations, governance frameworks
and regulatory requirements.

Implementation of the compulsory deferral of a portion of the short term incentives above a threshold in
respect of the financial year 2009 as well as approving the compulsory deferral rules for financial years 2010
and 2011.

In line with the spirit of the King Il Code, the introduction of a split allocation in long-term incentives where a
portion of all allocations is now in the form of performance shares issued with corporate performance targets
and a portion is in the form of retention shares issued without corporate performance targets.

The redesign of corporate performance targets for long-term incentive issuances during 2010 to incorporate
both, a relative external performance target, as well as an absolute internal performance target and the
introduction of graduated vesting.

The vesting of the Eyethu Broad-based Share Incentive Scheme.

The vesting of the first and second tranche of allocations done in 2005 and 2006 under the Nedbank Eyethu
Black Executive and Black Management Schemes.

The successful integration of Imperial Bank staff into Nedbank Group without any job losses.

Alignment of the committee charter with regulatory frameworks and the continual upholding of the principles
of the charter while taking cognisance of the group’s remuneration challenges.

While the Remco and Group Exco are satisfied with the level of compliance of Nedbank Group on all issues raised in
the various documents, specific attention will be paid to the following:

In the context of evolving best practice, ensuring that the quantum and construct of total remuneration
remains market-related and enables the group to attract and retain key staff within the industry.

Ensuring that the demand for remuneration adjustments is more realistically related to the SA inflation
environment.

Continuously assessing the Nedbank Group Performance Management Framework to ensure that targets
set are relevant, appropriate and are driving the desired behaviour within an acceptable risk framework.

Ensuring that the implementation of total remuneration within Nedbank Group is based on an approach that
incorporates a formulaic approach as well as a measure of discretion in an open and transparent process.

Conducting a total review of all the employee long-term incentive schemes.

Major concentration risks and off-balance-sheet risks

Nedbank Group has enhanced its holistic group-wide concentration risk policy in 2010 as a key feature in the
group's risk appetite policy. All economic capital (ICAAP) risk types and others, such as tax risk and settlement risk,
are analysed by appropriate segmentation for possible concentrations. Segmentations that are considered include
single-name, industry, geographic, product, collateral and business unit segmentation.

Credit concentration risk is addressed on page 101. Property concentration risk is incorporated in the quantification
of credit economic capital.

Concentration risk is also a key feature of Nedbank Group's Market Risk Framework. However, undue concentration
risk is not considered to prevail in the group's trading, IRRBB, foreign exchange, and equity risk portfolios (evident in
the low percentage contributions to group economic capital, see page 162). These are all monitored by Group ALCO
and the board's Group Risk and Capital Management Committee.

As regards off-balance-sheet risks, there are only three 'plain vanilla' securitisation transactions, which have funding
diversification rather than risk transfer objectives. Securitisation risk is considered on page 104.

In addition, there are no 'exotic' credit derivative instruments or any risky off-balance-sheet special-purpose vehicles.
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ECONOMIC CAPITAL

Economic capital is a sophisticated, consistent measurement and comparison of risk across business units, risk
types and individual products or transactions. This enables a focus on both downside risk (risk protection) and
upside potential (earnings growth).

Nedbank Group assesses the internal requirements for capital using its proprietary economic capital methodology,

which models and assigns economic capital within 12 quantifiable risk categories (in the graphic below,
securitisation risk is included in credit risk and property and investment risk have been treated as one).

The total average economic capital required by the group, as determined by the quantitative risk models and after
incorporating the group's estimated portfolio effects, is supplemented by a capital buffer of 10% to cater for any
residual cyclicality and stressed scenarios. The total requirement is then compared with available financial resources
(AFR).

NEDBANK GROUP’S ECONOMIC CAPITAL MODEL AND TARGET CAPITAL ADEQUACY [USED FOR INTERNAL CAPITAL

ADEQUACY PROCESS (ICAAP)]

CREDIT RISKS

Basel Il Advanced Internal Ratings-based (AIRB) credit methodology integrated with sophisticated credit portfolio modelling
(incorporating credit concentration risk and intrarisk diversification, counterparty credit risk and securitisation risk).

+
TRANSFER RISK

(closely related to credit risk but arises due to sovereign default and so separately modelled and quantified)

Similar to AIRB credit methodology, but dependent on the probability and extent of a transfer event (ie sovereign default).

|

MARKET RISKS

Value at risk (VaR) scaled to | Simulation modelling of net interest 300% and 400% risk weightings in line with | Multiple of exposure, based on rand
one year using VaR limits income; economic value of equity also |Basel Il equity risk. Probability of default volatility measures.
(board approved). used. (PD)/loss given default (LGD) approach for

Property Finance.

OPERATIONAL RISK

|

Advanced Measurement Approach used.

|

Earnings-at-risk methodology used

INSURANCE UNDERWRITING RISK
Earnings-at-risk methodology used

|

OTHER ASSETS
(100% risk weighting)

|

MINIMUM ECONOMIC CAPITAL REQUIREMENT
(after interrisk diversification benefits)

+
CAPITAL BUFFER
(10% buffer for procyclicality, stressed scenarios, etc)

TOTAL ECONOMIC CAPITAL REQUIREMENT

MEASUREMENT PERIOD / TIME HORIZON: one year (same as Basel Il)
CONFIDENCE INTERVAL (SOLVENCY STANDARD): 99,93% (A) ( ie more conservative than Basel Il at 99,90%)

<
&

AVAILABLE FINANCIAL RESOURCES (AFR)

Comprises
Tier A = core Tier 1 regulatory capital and qualifying reserves
Tier B = perpetual preference shares and hybrid debt capital

* Internal Capital Adequacy Assessment Process
** Advanced Internal Ratings-based

*** Value at risk

**** Probability of default/loss given default

The economic capital results are shown on page 162.
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Credit risk capital

The Advanced Internal Ratings-based (AIRB) Approach is used for Nedbank Limited and The Standardised Approach
(TSA) for all other subsidiaries for regulatory capital purposes, as discussed earlier.

The group's credit risk economic capital (or credit value at risk) is more sophisticated than AIRB and is calculated using
credit portfolio modelling based on the volatility of expected losses. These estimated unexpected losses are measured
from the key AIRB credit risk parameters [probability of default (PD), exposure at default (EAD), loss given default
(LGD) and maturity] as well as taking portfolio concentrations and intrarisk diversification into account.

It is important to recognise that the group's economic capital goes further than Basel Il in explicitly recognising credit
concentration risks (eg single large name, industry sector).

Credit economic capital

- . Industry Size of obligor
(=) J =0 A e L] correlations positions

Nedbank Group's credit portfolio model aggregates standalone credit risks into an overall group credit portfolio view,
then takes concentration risks and diversification effects into account.

Counterparty credit risk capital

Nedbank Group applies the Basel Il current exposure method (CEM) for counterparty credit risk for both regulatory
capital and economic capital (ICAAP).

In terms of active management of counterparty credit risk there is continued emphasis on the use of credit mitigation
strategies, such as netting and collateralisation of exposures. These strategies have been particularly effective in
situations where there has been a high probability of default.

Economic capital calculations currently utilise the Basel Il CEM results as input in the determination of credit economic
capital.

Securitisation risk capital

As with credit derivatives, Nedbank Group does not have significant exposure to securitisation (refer to page 104 for the
details).

Nedbank Group has used securitisation primarily as a funding diversification tool. The credit exposures that Nedbank
Group assumes are measured, from both a regulatory and economic capital (ICAAP) point of view, using the ratings-
based approach and the standardised formula approach, both under the Internal Ratings-based Approach for
securitisation exposures. As is evident from the low level of exposure, the risk of underestimation of the Pillar 1
securitisation risk charge is considered immaterial.

Transfer risk capital

Transfer risk is not separately identified by Basel |l for Pillar 1 regulatory capital. It is potentially a significant risk type
and so is included in Nedbank Group's Economic Capital Model. However, given that very little credit risk currently
originates from outside South Africa, transfer risk economic capital is not a significant amount for the group at present.

Transfer risk is the risk that a government will be unable or unwilling to make 'hard currency' available by imposing
currency controls, which limit the ability of otherwise healthy borrowers within the country from servicing their foreign
currency debt, causing a transfer event. Transfer events usually only impact facilities repayable in hard currency made
to clients in foreign countries, but they also affect any loan denominated in a currency other than the local currency of
the borrower, since the borrower needs to obtain foreign currency to repay the debt. It covers losses suffered when a
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client, because of circumstances in its country of domicile, is unable to obtain the foreign currency needed to meet its
obligations.

Transfer risk is treated separately from counterparty risk because it is wholly caused by a sovereign's actions and,
fundamentally, it is independent of the counterparty.

Transfer events and sovereign defaults are closely related, as both are driven by the credit quality of the sovereign.
However, while transfer events are often coincidental with sovereign defaults, they are not synonymous. Governments
may default rather than restrict access to hard currency so as to maintain cross-border trade. Alternatively, governments
may impose currency restrictions to prevent capital flight and hence retain hard currency to meet debt payments.

In general transfer risk is modelled similarly to credit (issuer and counterparty) risk, but it is dependent on the following:
¢ the probability of a country declaring a transfer event [probability of transfer event (PTE)];

o the percentage of the exposure that will be lost in the event of a transfer event [loss given transfer event
(LGTE)]; and

e the exposure in the event of a transfer event [exposure at transfer event (EATE)].

The methodology also takes into account the correlation of transfer risk events occurring between countries.

Market trading (or position) risk capital

For trading risk, value at risk (VaR) is used for economic capital (ICAAP). The VaR limit is the starting point for
calculating economic capital. The regulatory 99% confidence interval, three-day VaR limit is transformed to a 99,93%
confidence interval, one-year economic capital number adjusted for liquidity constraints and incorporating the
management intervention framework.

For regulatory capital TSA is currently used, which is more conservative because it does not take diversification into
account. In addition to VaR, stress testing is applied on a daily basis to identify exposure to extreme market moves.

Nedbank Group has received approval to use the Internal Model Approach (IMA) for regulatory market risk
measurement.

The regulatory capital charge using IMA is not expected to be materially different from the current charge based on
TSA. However, due to the Basel Il enhancements which included a guideline on the calculation of stressed VaR, the
impact based on Nedbank Group's current market risk exposure VaR was a potential increase in capital of
approximately 10%. In the trading book a quantitative study was performed by the Basel Committee, and of the 38
banks that participated, the result of the stressed VaR increased on average by 200% to 300%. The calculation is based
on the individual risk factor exposure and the stressed period that was chosen.

Interest rate risk in banking book (IRRBB) capital
IRRBB is not separately identified by Basel Il for Pillar 1 regulatory capital.

IRRBB is the risk a bank faces due to a mismatch between its assets and liabilities. The repricing mismatch between the
two sides of the balance sheet makes the bank vulnerable to changes in the yield curve, a risk against which the bank
therefore needs to hold capital.

Nedbank Group's IRRBB economic capital methodology is based on simulation modelling of the bank's net interest
income (NII) exposure to changes in interest rates as represented by a stochastic interest rate shock. Economic value of
equity (EVE) exposure is also used as a secondary measure. The stochastic interest rate shock is quantified based on
the volatility, derived from a one-year log return of the past five years of money market data, applied to current interest
rates. The IRRBB economic capital is defined as the difference between the 99,93% probability NIl and the probability
weighted mean NIl of stochastic modelling.
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Liquidity risk capital

From a pure solvency perspective at a 99,93% confidence level, it is totally impractical to hold capital against liquidity
that is a consequential risk. Liquidity risk is best managed by a rigorous control and governance framework, and a best
practice ALCO process. However, in line with recent international developments after the global financial crisis there are
investigations into the merits of introducing a charge for economic capital based on stress testing the incremental
increase in the cost of funding (liquidity) arising from a stressed event.

A sophisticated and well-resourced asset and liability (ALM) function and Group Asset and Liability Committee (ALCO)
process have been implemented in Nedbank Group to manage and mitigate liquidity risk. This is summarised in detail
from page 115.

Liquidity risk is a key component of Nedbank Group’s stress testing, as well as its choice of the risk of a liquidity crisis
as a key stress scenario.

Property risk capital
Property risk is included under 'Other Assets' for regulatory capital and so attracts a 100% risk weighting.

Property risk is the risk a bank faces due to the fluctuation of property values. In the case of Nedbank Group this
includes the capital to be held against property in possessions as well as its fixed property.

Nedbank Group's economic capital calculations for property risk are far more conservative than the 100% risk weight for
regulatory capital, being aligned to the treatment under the Simple Risk Weight Approach applied under Basel Il for
equity risk, namely a 400% risk weighting.

Equity (investment) risk capital

Equity risk is the risk of decline in the net realisable value of investment assets arising from adverse movements in
market prices or factors specific to any investment itself (eg reputation, quality of management). Note that these
investments are long-term as opposed to the holding of short-term positions that are covered under trading risk. The
calculation of economic capital in Nedbank Group for equity (investment) risk is similar to property risk above.

However, the two risks have been separated as both are material to the group and therefore deserve separate focus
and quantification.

The calculations of economic capital for equity (investment) risk are based on the same principles as for Basel II,
namely the Simple Risk Weight Approach is used for the bulk of the portfolio, the exception being in the Property
Finance Division, where a PD/LGD Approach has been adopted.

The risk weight multipliers are currently set at 30% (300% x 10%) for listed equities and 40% (400% x 10%) for unlisted
equities. These multipliers are applied to the investment exposures to derive the standalone economic capital figures.
In line with moving to a bottomup approach, the Property Finance book investment risk economic capital is modelled
using a PD/LGD Approach.

Foreign currency translation risk in the banking book capital

Foreign currency translation risk (FCTR) is the risk that the bank's exposures to foreign capital will lose value as a result
of shifts in the exchange rate. As Nedbank Group is a rand-reporting entity its risk is in a strengthening of the rand. The
current methodology at Nedbank Group uses a simple VaR methodology scaled to a one-year, 99,93% confidence
interval to calculate standalone economic capital for FCTR, based on exchange rate volatility. FCTR is not required for
Basel Il Pillar 1 regulatory capital.

Business risk capital

Business risk is not specified for Basel Il Pillar 1 regulatory capital. It is, however, measured in Nedbank Group's
Economic Capital Model, in line with current best practice, which is an earnings volatility methodology.

Business risk is the risk caused by uncertainty in profits due to changes in the competitive environment that damage the
franchise or operational economics of a business. In other words, it is the risk the bank faces due to fluctuations in
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earnings, readily observable and driven mainly by volumes, margins and fees. In the extreme, business risk can be
seen as the risk of being unable to cover one's cost base should all or most of an entity's earnings fall away.

Business risk is also associated with losses due to external factors such as the market situation or government
regulations. This quantified risk category also essentially addresses Nedbank Group's strategic risk.

The fluctuations in earnings captured here are those not attributable to the influence of other risk types. Business risk
thus closes the circle and, together with the other risks defined in Nedbank Group's risk taxonomy, provides for a
complete coverage of the quantifiable economic risks Nedbank Group faces.

Nedbank Group has adopted the widely accepted methodology of measuring business risk through the quantification of
earnings volatility or earnings at risk, and has developed a sophisticated Earnings Volatility Model.

The major driver or input used in the earnings-at-risk methodology is a time series of historical profit and loss, cleansed
of the effects of other risk types. The volatility of this time series of historical profits and losses becomes the basis for
the measurement of capital. The methodology is based on internal Nedbank Group data, which allows for analysis to
understand more about earnings at risk across business units within the bank as more historical data is accumulated.

Economic capital for business risk increases with increasing volatility of income streams, but can be offset by variable
cost structures that may exist within a business unit. In other words, a business unit would be penalised for high volatility
in income, but would receive credit for the ability to reduce costs when faced with declining incomes.

Operational risk capital

Nedbank Group was granted approval in December 2010 from the South African Reserve Bank for the use of the
Advanced Measurement Approach (AMA), and now calculates its operational risk regulatory capital requirements using
partial and hybrid AMA.

The AMA Operational Risk Management Framework was approved by the board's Group Risk and Capital Management
Committee. The AMA methodologies contained therein have already been rolled out and embedded in the businesses,
including for the purposes of economic capital and the ICAAP.

Insurance underwriting risk capital

Insurance underwriting risk can be defined as the risk that the underwriting process permits clients to enter risk pools
with a higher level of risk than priced for, resulting in a loss to the business unit or group.

Actuarial and statistical methodologies are used to price insurance risk (eg morbidity, mortality, theft), while underwriters
align clients with this pricing basis and respond to any anti-selection by placing clients in substandard risk pools, pricing
this risk with an additional risk premium, excluding certain claim events or causes, or excluding clients from entering
pools at all.

Nedbank Group's economic capital methodology is based on modelling the bank's losses due to changes in claims as
represented by a 'worse-case' stochastic liability shock, which is defined as a 7-in-10 000 event. The liability shock is
quantified based on the volatility derived from the past five years of claims data, with sophisticated catastrophe
modelling used in addition to this. The insurance economic capital is defined as the losses that result from the liability
shock.

Other assets

For economic capital (ICAAP) purposes the same approach as for regulatory capital requirements is followed, namely
100% risk weighting in line with regulation 23 and the BA200 return.

Interrisk diversification

Risk diversification is the '"ABC' of any prudent risk management strategy, and it is included in Nedbank Group's
economic capital (ICAAP) measurement in the form of interrisk diversification benefits.

Nedbank Group's interrisk correlation matrix was first developed in 2004, mainly using Oliver Wyman benchmarks.
However, in 2006, with the building of various macro models as part of Nedbank Group's overall Macroeconomic Factor
Model (MEFM) and its Stress and Scenario Testing Framework, the group revised the correlation matrix using empirical
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estimation and data, and the use of Nedbank Group specific factors. The interrisk diversification matrix was
independently validated in 2009 by Group Market Risk Monitoring with a favourable outcome and no major issues or
concerns were raised.

The group interrisk diversification benefit at Nedbank Group is allocated back (in the capital allocation) to the business
units rather than being held at the centre.

Diversification benefits are allocated on a continuous basis. The continuous approach allocates economic capital to
business units according to the contribution of the business unit to the total group capital requirement. Smallest and/or
least uncorrelated business units benefit most from diversification. Allocation of capital allows business units to benefit
from being part of a larger, well-diversified group and they can therefore price products more appropriately and
competitively.

Qualitative risks that cannot be mitigated by capital

Nedbank Group's Economic Capital Framework is in line with best international practice. Not all risks can be mitigated
by holding capital against them, although Nedbank Group has mapped all 17 key risk categories in its ERMF to the
group's Economic Capital Framework, with two exceptions being reputational risk and liquidity risk.

By its nature, reputational risk is difficult to quantify and almost impossible to capitalise. This risk in essence arises when
one or more of the other 17 key risks fail and so is indirectly captured therein. However, within the Operational Risk
Framework the impact of events will include the cost of reputational risk. Reputational risk is managed within Nedbank
Group's Enterprise Risk Management Framework (ERMF) discussed earlier.

Sensitivity analysis, conservatism, data and model risk

For Basel Il and Nedbank Group's internal capital assessment (ie economic capital) it is necessary to develop models
and estimate parameters in order to measure the capital requirements. Consequently, there is potentially a degree of
uncertainty in the calculated capital requirements.

Four main sources of potential uncertainty have been identified:

e data uncertainty;

e uncertainty on estimated risk parameters;
o future business cycle volatility; and

e model risk.

The first uncertainty arises due to the fact that data may be incomplete or of poor quality, which would imply that the risk
and so capital calculations may be misleading. To mitigate this risk a comprehensive governance, review and signoff
process has been implemented. Also, it is important to highlight that, currently as a general rule, where Nedbank Group
is not comfortable with the quality/availability of data that impacts risk and capital quantification, 'extra’ conservatism is
applied to more than compensate. This results, if anything, in overstated capital requirements.

The second source of uncertainty is that the estimated parameters used in the risk and capital calculations have been
wrongly estimated. The impact of this uncertainty has been estimated to be fairly small, given the group's robust
governance, the fact that this matter is consistently challenged and debated, and the AIRB credit, market, ALM and
other risk frameworks and processes implemented across the bank (as part of the overall ERMF).

The third source of uncertainty in assessing adequate capital is the magnitude of future business cycles. This has
implications as the severity of future recessions will influence the extent of the group’s capital levels and buffers. It is
believed that this risk is mitigated by the comprehensive Stress and Scenario Testing Framework and related processes
covered in detail later in this report.

The last source of uncertainty is model risk and that the models may not accurately measure the risk. The validation
around Nedbank Group's Pillar 1 Credit and Market Risk Models is centred around the banking regulations for the AIRB
Credit and IMA Market Risk Approaches, respectively, and is very robust. Nedbank Group has adopted a principle-
based approach to the development of its AIRB Credit Model. The overriding principle is consistently to be on the right
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side of conservatism. This is enforced by the rigorous governance and approval process, culminating in the Executive
Credit Committee (ECC), as explained on page 46.

However, for the group's other major quantitative risk models, validation requirements are not set out in regulations and
so a process and timetable for independent validation have been approved by the Group ALCO.

Nedbank Group's comprehensive ERMF, quantitative resources (Cluster Risk Labs, Credit Models Validation Unit,
Balance Sheet Management, Group Market Risk Monitoring, etc) and strong governance ensure models, their use and
outputs are continuously challenged and debated at various levels, including senior management and Internal Audit (eg
at ALCO, ECC meetings), and are always overlaid with common sense, business logic and management's experience.

In conclusion, there will always be a degree of uncertainty related to the accuracy of models and their correct estimation
of risk — and therefore capital requirements. However, Nedbank Group uses a wide range of models and parameters
that have all been developed and are maintained on an individual standalone basis, by following a rigorous process that
includes validation and reporting (ie scrutiny, challenge and debate by management experience). There is also the
principle of conservatism, which is routinely applied and, where there is uncertainty, extra conservatism is applied,
which, if anything, results in an overestimation of capital.

CAPITAL MANAGEMENT

Nedbank Group's Capital Management Framework reflects the integration of risk, capital, strategy and performance
measurement, including incentives, across the group. This contributes significantly to successful enterprisewide risk
management.

The board-approved 'Solvency and Capital Management' policy document requires Nedbank Group to be capitalised at
the greater of regulatory capital or economic capital.

Importantly though, one should not view Nedbank Group's economic capital as divorced from regulatory capital. On the
contrary, the group's economic capital is an extension of the Basel Il Pillar 1 requirements to incorporate Pillar 2,
together with a few other key refinements tailored to Nedbank Group and South Africa, and to incorporate the Rating
Agency perspective [eg Tier 2 regulatory capital does not qualify for the group's economic capital definition of available
financial resources (AFR)].

The Balance Sheet Management (BSM) Cluster is mandated to champion the successful development and
implementation of the Capital Management Framework and the Internal Capital Adequacy Assessment Process
(ICAAP) across the group. The capital management responsibilities (incorporating ICAAP) of the board and Group
Executive Committee (Exco) are incorporated in their respective terms of reference (charters) contained in the
Enterprisewide Risk Management Framework (ERMF).

The Group Asset and Liability Committee (ALCO), in turn, is assisted by the Chief Financial Officer's Forum and the
Balance Sheet Management Committee (a subcommittee of Group ALCO), chaired by the Group Executive of BSM or
the CFO.

BSM’S FOUR KEY FUNCTIONS FOR SUCCESSFUL CAPITAL MANAGEMENT

I . . . . Risk and capital
Capital investment Capital structuring Capital allocation .
optimisation

Capital investment

This involves managing the investment profile raised through the issue of capital and the internal generation of capital
(ie retention of profits). This is integrated into the overall ALCO process of Nedbank Group.

The group's Macroeconomic Factor Model provides further rigour behind Group ALCO's decisions on the extent of
hedging, if at all, the group's capital against interest rate changes and hence the impact on endowment income. This is
done by modelling the relationship between changes in credit extension volumes, impairment levels and the group's
endowment income when the economic cycle changes and the extent to which there is a natural hedge between them.
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Capital structuring and capital allocation

The BSM Cluster is responsible for the group’s Strategic Capital Plan (SCP). This is a dynamic plan and process,
updated and reviewed regularly (monthly to Group ALCO and at least quarterly to the board's Group Risk and Capital
Management Committee and the full board itself). In addition, the updated plan accompanies all capital actions for which
board approval is ultimately required.

A key sophisticated planning tool enabling the SCP is the group's Capital Adequacy Projection Model (CAPM). CAPM
is fully integrated with the group’s three-year business and strategic plans, together with the economic capital, Basel I,
International Financial Reporting Standards (IFRS) and other important parameters and financial data.

CAPM projects Basel Il and economic capital requirements for the current year-end and the next three years. This also
covers capital requirements, available capital resources, capital buffers, target capital ratios, earnings, impairments,
dividend plan, any constraints or limits, risk appetite metrics and details of proposed capital actions and contingencies.

Each quarter the group updates its financial forecasts and projected risk parameters, and so updates the projections in
the SCP. This also takes into account any actual change in the business environment and/or the group's risk profile, as
well as any capital actions (or proposed revisions to previous capital plans, including any new constraints).

This ensures that Nedbank Group's capital management is forward-looking and proactive, and is driven off sophisticated
and comprehensive long-run capital planning.

The above process provides 'base case (or expected) projections'. The base case is then stressed by using various
macroeconomic scenarios (eg Pillar 2 stress testing), in addition to risk-specific stress testing (ie additional scenarios,
reverse stress testing and Pillar 1 stress testing). Details of this are covered from page 26. The outcome of this stress
and scenario testing is the key factor in assessing and deciding on Nedbank Group's capital buffers — another key
component of the SCP.

The BSM Cluster is therefore also responsible for managing the efficient employment of capital across Nedbank
Group's businesses, using risk-based economic capital allocation, credit portfolio management and risk-adjusted
performance measurement (RAPM) (primarily driven by economic profit and 'manage for value' principles).

The group is capitalised at the higher of regulatory capital and economic capital, being regulatory capital. The capital
allocation process to business clusters is then as follows:

. . Capital allocation to business clusters
Sourcing of regulatory capital
for performance measurement

Tier 1 capital

Allocated as capital using bottomup economic capital

= Shareholders' equity |I~ measurement. In 2010 onwards any shortfall vs group

(Core Tier 1) regulatory capital will be addressed via the allocation of a
capital buffer to the businesses (capped at 10% core tier 1).

= Preference shares and hybrid debt capital (Non-llq Allocated as part of funding costs, impacting businesses'

core Tier 1) earnings.
Tier 2 capital
«  Subordinated debt |I~ AIIoc.ated as part of funding costs, impacting businesses
earnings.

Capital optimisation (including risk optimisation and credit portfolio management)

Capital optimisation in Nedbank Group is about seeking an optimal level of capital by optimising the risk profile of the
balance sheet through risk portfolio and economic-value-based management principles, risk-based strategic planning,
economic capital allocation and sound management of the capital buffers. This is achieved by integrating risk-based
capital into the group's strategy and aligning this with management's performance measurement, through established
governance and management structures, the formal strategic planning process, performance scorecards and as set out
in the group's Risk-adjusted Performance Measurement Framework.
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An ongoing challenge for Nedbank Group is to extract as much value as possible from the bank's position as a risk and
capital management front-runner from its significant Basel Il investment by continuing to build the emerging 'managing
for value' culture in Nedbank Group.

In summary, this 'managing for value' emphasis currently incorporates:

e Comprehensively embedding risk-based economic profit (EP) in the strategic planning and management
processes.

e Articulating a revised group financial target fit for the new EP world, supplemented with business unit EP
targets.

¢ Quantitative and qualitative strategic position analysis at business unit level for all clusters, involving a heavy
emphasis on risk-based EP, thereby also driving much enhanced business portfolio reviews at group level, with
quantified drivers for risk and growth optimisation

e Quantitative prioritisation of the business-oriented strategic thrusts through high-level EP impact analysis
applied to single and appropriately grouped initiatives.

Aside from helping to optimise financial performance and shareholder value creation, the group's enhanced 'managing
for value' capabilities will have a positive influence on the group's ability to operate in a much more capital- and
liquidity-constrained market environment, including on its strategic decisions about where and to what extent it chooses
to allocate the group's capital.

Regulatory capital adequacy

Comprehensive business planning is integrated with long-run capital planning, stress testing and active capital
management across a well-diversified banking group.

The current expected (base case) three-year projections to 31 December 2013 reflect further strengthening of capital
adequacy and are well above the target capital ranges at both the group and bank levels, both for internal economic
capital adequacy and regulatory capital.

The quality and diversification of Nedbank Limited's capital base is sound, as reflected by its core Tier 1, Tier 1 and Tier
2 composition (refer page 153 for details). This includes a smooth, well-diversified debt maturity profile with 10
subordinated-debt issues totalling a nominal value of approximately R11 billion, with their maturities appropriately
spread over 2011 to 2017.

The main objective of stress testing is to assess the effect of possible unexpected events on Nedbank Group's base-
case projections, including capital requirements, resources and the adequacy of capital buffers for both regulatory and
economic capital. In addition, stress testing is an important tool for analysing the group's risk profile and risk appetite.
This is discussed in detail from page 26.
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NEDBANK GROUP REGULATORY CAPITAL ADEQUACY

10,0
8,0 - 7 5
6,0 -
4,0
9,9% 11,5% 14,9%
2,0 4+—
0,0 T
Core Tier 1 Tier 1 Total
Dec 2009 I Dec 2010 — Pro forma Basel Ill at
2010
*Surplus (R billion) above regulatory minima .::::::' Internal target ranges
NEDBANK LIMITED REGULATORY CAPITAL ADEQUACY
Yo
*11.,4
16,0
14,0
10,0 I
o tLe
6,0
4.0
9,6% 11,7% 15,6%
2,0 4——
0,0 T
Core Tier 1 Tier 1 Total
Dec 2009 [ Dec 2010
*Surplus (R billion) above regulatory minima .,..._.::: Internal target ranges

Note: Ratios include unappropriated profits.
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ACTUAL REGULATORY CAPITAL RATIOS*
Nedbank Group Nedbank Limited
% Target™ Basel Il Basel Il
2010 2009 2010 2009
Core Tier 1 7,5-9,0 10,1 9,9 9,3 9,6
Tier 1 8,5-10,0 11,7 11,5 11,1 11,7
Total 11,5-13,0 15,0 14,9 14,9 15,6

* Including unappropriated profits.
** Revised in 2009.

Ongoing balance sheet management has further strengthened the group's capital ratios, well above the group's internal
targets in preparation for Basel Il

e Core Tier 1 —2010: 10,1% (2009: 9,9%)

e Tier1-2010: 11,7% (2009: 11,5%)

e Total —2010: 15,0% (2009: 14,9%)

In the first quarter of 2010 the acquisition of the minority shareholding in Imperial Bank was settled in cash and, together
with the negative impact of its integration into Nedbank Limited in Q4 2010 on risk-weighted assets (RWA), and the
impairment as intangible assets, rather than being treated as fixed assets, of capitalised software development costs
(previously only expected from 2013 onwards under the new Basel lll requirements), resulted in an approximate 1,3%
decrease in the group's capital adequacy ratios. However, this was offset by continuing capital and RWA optimisation,
Nedbank Group's manage-for-value strategic focus, retained earnings and a 0,3% increase in capital from higher levels
of takeup under the scrip dividend alternative in the second quarter.

RWA AND CAPITAL OPTIMISATION

Core Tier 1 ratio (2010) RWA (2007 to 2010)

% Rbn
10,51 4507

400+ (68)

0.9 101 57
499 0,5) T l
100 3501 335 15
it 324

300+
9,54 0.8)
08 250-
2004
9,04
1504
0,2)
85 . 1004
50+
8,01 ! " core December ' Gross RWA ' Gross RWA ' December

Core ! Imperial ! In'cangiblesI Gross ! Profits RWA

Tier 1 Bank credit RWA less  optimisation  Tier 1 2007 growth optimisation 2010
(December  acuisition growth  deductions (December

2009) 2010) [ =2008 I =2009 I -2010

*R?7,7 billion due to the Advanced Measurement Approach (AMA)

Strong track record of RWA and capital optimisation

In the light of the predominant focus on the core Tier 1 ratio by Basel Ill and its future new requirements to ensure all
classes of capital instruments fully absorb losses at the point of non-viability before taxpayers are exposed to loss, all to
be phased in overtime, Nedbank Group's focus is firmly on its core Tier 1 ratio.
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Due to the high total ratio of 15,0% the group called the Imperial Bank Tier 2 bond ('IPB2') amounting to R500 million
(without replacing it) in December 2010 and the intention is likewise with the R1,5 billion Nedbank Limited bond ('Ned 5')
that is callable in April 2011. This has been approved by the South African Reserve Bank (SARB).

The annual group ICAAP was completed and signed off by the board in July 2010. SARB's Supervisory Review and
Evaluation Process (SREP) of Nedbank Group's ICAAP concluded favourably in H2 2010, with no material issues
raised.

Nedbank Limited's regulatory capital ratios decreased year-on-year but still remain well above the internal target ranges.
The decrease was due to the Imperial Bank acquisition and consequent impact on RWA of its integration, as well as
impairment of capitalised software development costs, which in aggregate had an impact of decreasing the bank's
capital ratios by 2,4%, offset to a large degree by retained earnings, and capital and RWA optimisation. Nedbank
Limited's capital ratios are:

e Core Tier 1 —2010: 9,3% (2009: 9,6%)
e Tier 1-2010: 11,1% (2009: 11,7%)
e Total —2010: 14,9% (2009: 15,6%)

All capital adequacy ratios remain well above the group's target ranges. This is deemed prudent in light of the
uncertainty that still remains with regard to Basel lll. They include unappropriated profits for the year to the extent that
these are not expected to be reversed and are expected to be appropriated subsequent to the year-end.

The group's leverage ratio is low at 13,8 times (2009: 14,4 times), compared with international levels. Consolidation of
entities for regulatory purposes is performed in accordance with the requirements of Basel I, the Banks Act and
accompanying regulations. Some differences exist in the basis of consolidation for accounting and regulatory purposes.
These include the exclusion of certain accounting reserves [eg the foreign currency translation (FCT) reserve, share-
based payments (SBP) reserve and available-for-sale (AFS) reserve], the deduction of insurance entities and the
exclusion of trusts that are consolidated in terms of IFRS but are not subject to regulatory consolidation.

The FCT, SBP and AFS reserves that arise in the consolidation of entities in terms of IFRS amounted to approximately
R1 billion at year-end, and are excluded from qualifying regulatory capital. Restrictions on the transfer of funds and
regulatory capital within the group are not material factors. These restrictions mainly relate to those entities that operate
in countries other than South Africa where there are exchange control restrictions in place.

Minimum Basel Il regulatory capital requirements from 1 January 2008

Pillar 1 8,00%
+ Pillar 2a 1,5%

(South Africa systemic risk)

9,5%
+ Pillar 2b X%
(May vary over time at SARB's discretion — bank-specific idiosyncratic risk)
Minimum required capital ratio (excluding board's buffer) 9,50% + X%
+ Pillar 2, principle 3 board buffer Y%
(required by the regulations but set at the board's discretion)
Total required minimum capital ratio (including board's buffer) 9,50% + X% + Y%
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QUALIFYING REGULATORY CAPITAL AND RESERVES

REGULATORY MINIMUM CAPITAL STRUCTURE

Minimum primary (Tier 1) capital percentage is 7% of RWA. _
M'"'?‘EZZ Ordinary shares and defined
primary reserve funds
capital
Prin_'lary
= 25% of primary capital can be in the form of perpetual preference (cTai‘:ﬁI)
shares and/or hybrid Tier 1 instruments. minimum Primary
X 7.0% capital
Maximum ! (Tier 1)
25% of minimum
primary 9,5%
Maximum capital
= 15% of primary capital may be in the form of hybrid Tier 1 capital. 1ri5r:g°f E Hybrid debt instruments
pcapitrayl > <
Other qualifying instruments/
= Term secondary (Tier 2) capital instruments are restricted to 50% amounts (ie perpetual debt Uer Tier 2
of primary (Tier 1) capital. instruments preference shares) (s‘;‘éondaw
ital
Maximum ceptal)
100% of
primary
Maximum capital Subordinate term debt Lower Tier 2
. . . . . 50% of (secondary
= Total secondary and tertiary (Tier 3) capital remains restricted to primary capital)
100% of primary capital. capital
Tertiary capital
\
Summary of risk-weighted assets (by risk type and business cluster)
2010 Mix 2009 Mix
Restated)**
Rm % Rm %
Credit risk 246 793 76,3 246 099 75,4
Nedbank Capital 28 632 8,9 25 389 7,7
Nedbank Corporate 76 794 23,7 76 569 23,5
Nedbank Business Banking 37 005 1,4 33616 10,3
Nedbank Retail 97 483 30,1 102 468 31,4
Nedbank Wealth 6 031 1,9 7 051 2,2
Central Management 848 0,3 1 006 0,3
Equity risk 13 273 4.1 13 396 4.1
Market risk 7 339 2,3 5718 1,8
Operational risk* 43 415 13,4 47 222 14,4
Other assets 12 861 3,9 14 031 4,3
Total RWA 323 681 100,0 326 466 100,0

* 2009 based on The Standardised Approach (TSA), 2010 based on AMA.

** Restated to reflect full integration of Imperial Bank into Nedbank Limited.

Nedbank Group's total RWA are marginally lower year-on-year. This is mainly due to credit RWA remaining flat on the
back of low levels of growth and capital-related optimisation, and the decrease in operational risk RWA following the

adoption of the AMA given SARB approval in 2010.
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Risk methodologies and capital allocation

Nedbank Group received approval from the SARB to use the AMA for operational risk (from 2010) and Internal Model
Approach (IMA) for market trading risk (from 2011) for regulatory capital purposes, and now has approval for all three
major Pillar 1 risk types for Basel Il, having received approval for the Advanced Internal Ratings-based (AIRB) Approach
for credit risk on day-one implementation of Basel Il in January 2008.

The regulatory capital approaches above now align with those already in use for economic capital and ICAAP.

Summary of risk-weighted assets and capital adequacy position

NEDBANK GROUP NEDBANK LIMITED ***

Risk type 2010 2009 2010 2009
Rm
Credit risk 246 793 246 099 225719 184 472
Credit portfolios subject to AIRB Approach 188 610 192 842 176 680 180 968
Corporate, sovereign, bank, small and medium enterprises 106 312 105 669 95 545 95 274
Residential mortgages 46 305 51023 45141 49 543
Qualifying revolving retail 8 489 7 385 8490 7 386
Other retail 27 504 28 765 27 504 28 765
Credit portfolios subject to TSA 52771 49 344 43 694
Corporate, sovereign, bank 17 645 19 534 12111
Retail exposures 35126 29 810 31583
Counterparty credit risk (Current Exposure Method) 4543 3057 4476 2908
Securitisation risk [Internal Ratings-based (IRB) Approach] 869 856 869 596
Equity risk (Market-based Simple Risk Weight Approach) 13 273 13 396 10 829 10 781
— Listed (300% risk weighting) 1605 1447 1596 1447
— Unlisted (400% risk weighting) 11 668 11 949 9233 9334
Market risk (TSA****) 7339 5718 6373 4 455
Operational risk (2010: AMA; 2009: TSA) 43 415 47 222 35693 39025
Other assets (100% risk weighting) 12 861 14 031 9721 10 429
Total risk-weighted assets 323 681 326 466 288 335 249 162
Total minimum regulatory capital requirements* 34 481 35097 31034 27 560
Total qualifying capital and reserves** 48 419 48 584 42 860 38 939
Total surplus capital over minimum requirements 13 938 13 487 11 826 11 379

Analysis of total surplus capital**

Core Tier 1 15603 15 296 11 571 10 816
Tier 1 15250 14 820 11 838 11691
Total 13 938 13 487 11 826 11379

* Includes Basel Il capital floor requirements.

** Includes unappropriated profits.

*** Nedbank Limited refers to the SA reporting entity in terms of Regulation 38 (BA700) of the SA banking regulations.
**** SARB approval received to change to IMA from 2011.

The integration of Imperial Bank increased Nedbank Limited's RWA by R49 billion year-on-year, mainly in credit RWA.
The introduction of AMA resulted in lower operational risk RWA.
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Summary of qualifying capital and reserves

EXCLUDING UNAPPROPRIATED PROFITS NEDBANK GROUP NEDBANK LIMITED
Rm 2010 2009 2010 2009
Tier 1 capital (primary) 36 861 36 627 31249 28 600
Core Tier 1 capital 31 549 31389 25937 23 365
Ordinary share capital 449 436 27 27
Ordinary share premium 15 522 13728 14 434 14 434
Reserves 28 130 25485 17 605 15610
Minority interest: ordinary shareholders 153 1849
Deductions (12 705) (10 109) (6 129) (6 706)
Impairments (10) (8) (720) (3 430)
Goodwill (4 945) (4 981) (1410) (1126)
Capitalised software development costs* (1 998) (1936)
Other intangibles (544)
Excess of expected loss over eligible provisions (50%) (866) (780) (869) (861)
Unappropriated profits (1217) (1312) (942) (798)
FCT reserves 20 (223) (9) 9)
SBP reserves (949) (875) 557 206
Property revaluation reserves (1 146) (1002) (747) (666)
AFS reserves (98) (76) (9) 9)
Capital held in insurance and financial entities (50%) (562) (489)
Other regulatory differences (390) (363) (44) (13)
Non-core Tier 1 capital 5312 5238 5312 5235
Preference share capital and premium 3 560 3486 3560 3483
Hybrid debt capital instruments 1752 1752 1752 1752
Tier 2 capital (secondary) 10 511 10 911 10 839 9 807
Long-term debt instruments 11 000 11 500 10 998 10 848
Revaluation reserves (50%) 573 501 374 333
Deductions (1.062) (1.090) (533) (1374)
Capital held in insurance and financial entities (50%) (562) (489)
Excess of expected loss over eligible provisions (60%) (866) (780) (869) (861)
General allowance for credit impairment 410 212 380
Other regulatory differences (44) (33) (44) (513)
Total 47 372 47 538 42 088 38 407

* Treated as an impairment rather than as fixed assets after June 2010.

INCLUDING UNAPPROPRIATED PROFITS NEDBANK GROUP NEDBANK LIMITED

Rm 2010 2009 2010 2009
Core Tier 1 capital 32 596 32435 26 709 23 897
Tier 1 capital (primary) 37 908 37 673 32 021 29132
Total capital 48 419 48 584 42 860 38 939
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Dividend cover

The group has a dividend cover policy range of 2,25 to 2,75 covered by headline earnings per share, dividends per
share for 2010 at 2,3 times. Historically the effective cover has been higher as a result of takeup under the scrip
dividend alternative and the reinvestment of dividend proceeds by black economic empowerment (BEE) shareholder
trusts.

Summary of regulatory capital adequacy of all banking subsidiaries

A summary of all the group's banking subsidiaries' Basel Il regulatory capital positions is provided below:

RWA Total RWA Total
capital capital
ratio ratio

Bank 2010 2009
Rm % Rm %
Nedbank Limited (including unappropriated profits) 288 335 14,9 249 162 15,6
Nedbank Limited (excluding unappropriated profits) 288 335 14,6 249 162 15,4
Imperial Bank Limited - - 43 887 11,2
Nedbank (Namibia) Limited 5067 13,5 3 864 14,6
Fairbairn Private Bank (IOM) Limited 1729 18,2 2327 15,9
Fairbairn Private Bank Limited 1400 14,7 1697 14,2
Nedbank (Swaziland) Limited 1290 20,2 1374 15,7
Nedbank (Lesotho) Limited 984 20,6 905 18,8
MBCA Bank Limited 761 15,3 571 15,2
Nedbank (Malawi) Limited 232 22,8 98 50,1

In October 2010 Imperial Bank ceased to be a registered banking entity. It was integrated into Nedbank Limited by year-
end. This largely explains the significant increase in RWA year-on-year.

The businesses have been combined in accordance with Nedbank Group's client-centric business segmentation
approach. The largest portion of the joint venture, namely Motor Finance Corporation (MFC), is aligned with Nedbank
Retail's existing vehicle and asset finance (VAF) business, which has been loss-making for the past five years. This will
significantly strengthen Nedbank Group's position in this space. Recognising the importance of the MFC brand, it will be
retained for the dealer network while the combined Retail VAF business will be called Nedbank Motor Finance going
forward.

The balance of the Imperial bank businesses have been appropriately allocated, largely to the Business Banking Cluster
and the Property Finance Division of the Nedbank Corporate Cluster.

The capitalisation of all these banking entities is deemed adequate, all have conservative risk profiles, and are managed
and monitored within the group's ERMF and ICAAP.
Summary of solvency of insurance subsidiaries

In South Africa the regulators currently require the insurers to hold capital at a minimum of one times cover. The new
Solvency Assessment and Management (SAM) requirements (South Africa's version of Solvency Il) are expected to be
implemented in 2014, with revised measurements, similar to Basel Il.

SOLVENCY RATIOS

Minimum 2010 2009
Long-term insurance (Nedgroup Life) 1,00 x 4,00 x 3,60 x
Short-term insurance (Nedgroup Insurance Company) 1,25 X 1,38 x* 1,56 x*

* The decrease in the solvency ratio is the result of the timing of a dividend payment of R140 million made during October 2010 (2009: R30 million).
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Nedbank Group's economic capital methodology has been summarised on page 144. Set out below is a summary of the

group's economic capital adequacy and capital allocation to the business clusters:

NEDBANK GROUP ECONOMIC CAPITAL ADEQUACY
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All risk and balance sheet methodologies and models are reviewed regularly to ensure they remain in line with best
industry practice and regulatory developments.

As previously advised, enhancements relating to capital allocation to business clusters were implemented in 2010.
One major effect of these adjustments has been to allocate most of the surplus capital held at group to the business
clusters. This has been done and the comparative results for the business clusters restated.

The key capital allocation enhancements implemented in 2010 were:

e Increase of the group's internal target solvency standard from 99,9% (or A-) to 99,93% (or A) (implemented
for ICAAP and solvency purposes in 2009).

e Update of the credit portfolio modelling correlations and revision of the credit economic capital allocation
methodology, taking into account recent global developments and experience, current best practice and
Basel IIl.

¢ Change in internal measurement of operational risk for economic capital purposes using AMA.

e Incorporation of 100% of Imperial Bank.

e Implementing refined parameters used in the business risk methodology based on more recent data.
e Adding a new risk type for insurance risk.

¢ Increasing the aggregate amount allocated to business clusters using bottomup calculated economic capital
via the allocation of a capital buffer and thus aligning the clusters' aggregated allocated capital closely with
group regulatory capital levels (limited to an effective 10% core Tier 1 regulatory ratio level for the group), on
which its return on ordinary shareholders' funds (ROE) is based.

The above had no impact on the group's overall capital level, but significantly increased the quantum of capital
allocated to each business cluster and impacted the ROE recorded by the clusters on a steady-state basis.

Nedbank Group's ICAAP confirms that the group is capitalised above its current A or 99,93% target debt rating
(solvency standard) in terms of its proprietary economic capital methodology. This includes a 10% capital buffer, the
incorporation of the group's risk appetite as approved by the board and the application of comprehensive stress and
scenario testing.
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NEDBANK GROUP NEDBANK LIMITED
Rm 2010 2009 2010 2009
Tier A capital 36 845 34 909 26401 26682
Ordinary share capital and premium 15971 14 164 14 461 14 461
Minority interest: ordinary shareholders 153 1849
Reserves 28130 25485 17590 15610
Retained income 16 924 14 130 10 564 8 443
Unappropriated profits 1217 1309 942 798
Distributable reserves 7 692 7 697 5 891 5 891
Non-distributable reserves 124 173
FCT reserves (20) 223 (6) 9
SBP reserves 949 875 (557) (206)
AFS reserves 98 76 9 9
Property revaluation reserves 1146 1002 747 666
Deductions (9 225) (7 827) (4324) (4835)
Impairments (10) (8) (720) (3430)
Capitalised software development costs (1 998) (1936)
Other intangibles (544)
Goodwill (4 945) (4 981) (1410) (1126)
Subordinated-debt portion of unappropriated profits (170) (266) (170) (266)
First loss credit enhancement in respect of
securitisation scheme (100%)* P (88) (33) (88) (13)
Capital held in insurance and financial entities (100%) (1124) (489)
Other adjustments (346) (2 050)
Excess of IFRS provisions over expected loss (100%) 1816 1238 (1 326) 1446
Tier B capital 5312 5238 5312 5235
Preference shares 3 560 3486 3 560 3483
Hybrid debt capital instruments 1752 1752 1752 1752
Total AFR 42 157 40 147 31713 31917

*100% deduction in 2010 to align with Basel lll changes.

ECONOMIC CAPITAL REQUIREMENTS (BY RISK TYPE)
2010 2009

3,2% 0.7% Credit risk 2,4% 0,6%

B Securitisation risk

¥ Transfer risk

B Trading risk

= |RRBB risk

= Property risk

B Investment risk
58,0% 59,9%

0,1% H Forex translation risk

Operational risk

5,4% H Business risk

0,1% B Other assets risk 1,7%

1,6%/

0,3%

0,6% 0,1%

Insurance risk

The total economic capital (including a 10% buffer) increased by R1,1 billion from R28,3 billion in 2009 (restated) to
R29,4 billion in 2010, largely due to an increase in business risk economic capital. The introduction of an economic
risk type for insurance risk had a small impact on total economic capital of R192 million (2009: R150 million), which
is reflective of the low risk appetite in this business sector.

The decrease in other adjustments for AFR is largely due to the purchase of Imperial Bank (minority interest).
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In conclusion, Nedbank Group's economic capital adequacy is strong at its A (99,93%) target debt rating (solvency
standard), with a surplus at group level of R12,8 billion. This is after the implementation of the enhancements
previously mentioned and providing for a 10% economic capital buffer, the adequacy of which is confirmed by
sophisticated stress testing.

Risk-based capital allocation to business clusters

Risk-based economic capital allocation to the business clusters has been in place since 2008 for risk-adjusted
performance measurement and remuneration purposes. It is a fundamental component in the measurement of the
businesses' contribution to economic profit, return on risk-adjusted capital and risk-adjusted return on capital.

As discussed on page 151, further enhancements have been made in 2010 to the group's methodology for allocating
capital to its businesses. Overall this resulted in additional capital being allocated to each cluster, the main
component of which was the introduction of a capital buffer, aligning total allocated capital more closely with total
equity upon which the group is measured.

Further refinements to the 2011 allocation methodology have been finalised as part of the 2011 to 2013 business
planning process, and will be communicated with the 2011 half-year results.

A summary of the economic capital allocation at 2010 by business cluster is presented on the following page. The
key movements in 2010 were the allocation of higher economic capital buffers and an increase in business risk
economic capital requirements.
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SUMMARY OF MINIMUM ECONOMIC CAPITAL REQUIREMENT AT 31 DECEMBER 2010***

BY BUSINESS CLUSTER
At 31 December 2010 Nedbank Nedbank Nedbank Total Nedbank  Nedbank  Nedbank Nedbank Central
Group Capital Corporate Business Retail Business Wealth  Management
Banking and Banking
Retail

Rm
Credit risk 15488 1239 3194 10 552 8 961 1591 492 11
Securitisation risk 18 18 - - - - - -
Transfer risk 89 66 23 - - - - -
Market risk 3340 1161 532 235 229 6 83 1329

Trading risk 424 424

IRRBB risk 27 2 6 18 15 S 1

Property risk 1436 38 212 209 8 10 1176

Investment risk 1421 721 483 5 5 61 151

Forex translation risk 32 14 5 11 2
Business risk 4715 711 835 2910 2412 498 259 -
Operational risk 1997 546 504 799 596 203 85 63
Other assets risk 864 32 93 191 184 7 57 491
Insurance risk 192 - - - - - 192 -
Minimum economic capital requirement 26 703 3773 5181 14 687 12 382 2 305 1168 1894
Capital buffer * 17 398 1342 2109 6 683 5715 968 314 6 950**
Total capital allocated 44101 5115 7 290 21 370 18 097 3273 1482 8 844

* Unallocated buffer included in central management buffer.
** Includes goodwill and intangibles.
*** Economic capital is as at 31 December 2010 and not the average year to date.

SUMMARY OF MINIMUM ECONOMIC CAPITAL REQUIREMENT AT 31 DECEMBER 2009**

BY BUSINESS CLUSTER
At 31 December 2009 Nedbank Nedbank Nedbank  Total Nedbank  Nedbank Nedbank Nedbank Central
Group Capital Corporate Business Retail Business Wealth  Management
Banking and Banking
Retail

Rm
Credit risk 15414 1051 3544 10 240 8 556 1684 549 30
Securitisation risk 26 21 - 5 5 - - -
Transfer risk 146 103 43 - - - - -
Market risk 3255 1299 613 298 290 8 90 955

Trading risk 442 442

IRRBB risk 39 3 11 23 18 5 2

Property risk 1161 37 270 267 & 1 853

Investment risk 1580 842 561 5 5 72 100

Forex translation risk 33 12 4 15 2
Business risk 4157 663 793 2502 1821 681 181 18
Operational risk 1968 535 506 801 603 198 56 70
Other assets risk 622 19 52 193 190 3 26 332
Insurance risk 150 - - - - - 150 -
Minimum economic capital requirement 25738 3 691 5 551 14 039 11 465 2574 1052 1405
Capital buffer * 13911 1065 1814 5 361 4 602 759 315 5 356
Total capital allocated 39 649 4756 7 365 19 400 16 067 3333 1367 6 761

*Unallocated buffer included in central management buffer.
** Economic capital is as at 31 December 2009 and not the average year to date.
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Cost of equity

Following a shift in the constituents of the cost of equity calculated using the Capital Asset Pricing Model, Nedbank
Group revised its cost of equity to 14,15% at the beginning of 2010 (2009: 13,25%). The risk-free rate applied was
the primary driver of this change with the 10-year point of the SA sovereign yield curve declining to 9,17% in 2010
(2009: 7,75%). The cost of equity is revised and updated on an annual basis but also reviewed quarterly.

CAPITAL ASSET PRICING MODEL

Risk-free rate Beta Equity risk After-tax cost of

(GSAB10YR index) premium ordinary shares*

% % %

2010 9,17 0,90 5,50 14,15
2011 8,16 0,90 5,40 13,00

* Rounded
External credit ratings

Moody's Investors Service

Moody's Investors Service (Moody's) has reaffirmed the ratings of Nedbank Limited, the 100%-owned subsidiary of
Nedbank Group Limited (Nedbank Group) in July 2010:

July 2010
Bank financial-strength rating C-
Outlook — financial-strength rating Stable
Global local currency — long-term deposits A2
Global local currency — short-term deposits Prime-1
Foreign currency — long-term bank deposits A3
Foreign currency — short-term bank deposits Prime-2
Outlook — foreign currency deposit rating Stable
National scale rating — long-term deposits Aa2.za
National scale rating — short-term deposits Prime-1.za
Outlook — national scale rating Stable

Definitions:

Bank financial-strength rating

Banks rated C possess good intrinsic financial strength. Typically, they will be institutions with valuable and

c _ defensible business franchises. These banks will demonstrate either acceptable financial fundamentals
within a stable operating environment, or better than average financial fundamentals within an unstable
operating environment.

Where appropriate, a '+' modifier is appended to ratings below the 'A' category and a '-' modifier will be
appended to ratings above the 'E' category to distinguish those banks that fall in intermediate categories.

Long-term (capped by sovereign rating)
A

Obligations rated A are subject to low credit risk and considered upper-medium grade.

Aa

Obligations rated Aa are subject to very low credit risk and considered high-quality grade.

Moody's appends numerical modifiers 1, 2 and 3 to each generic rating classification from Aa through Caa.
The modifier 1 indicates that the obligation ranks in the higher end of its generic rating category.
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Issuers rated Prime-1 have a superior ability to repay short-term debt obligations.

Issuers rated Prime-2 have a strong ability to repay short-term debt obligations.

Fitch Ratings

Fitch Ratings

(Fitch) affirmed its ratings for Nedbank Group and Nedbank Limited. Below is a full list of the ratings for

Nedbank Group companies at July 2010:

FITCH RATINGS NEDBANK GROUP NEDBANK LIMITED
Jul 2010 Jul 2010

Individual C C
Support 2 2
Foreign currency
Short-term F2 F2
Long-term BBB BBB
Long-term rating outlook Stable Stable
Local currency
Long-term senior BBB BBB
Long-term rating outlook Stable Stable
National
Short-term F1+ (zaf) F1+ (zaf)
Long-term AA- (zaf AA- (zaf)
Long-term rating outlook Stable Stable
Definitions:

Individual and support:

C = An adequate bank that, however, possesses one or more troublesome aspects.

5 A bank for which there is a high probability of external support and the potential provider of support is highly

rated in its own right.

Foreign and local currency (capped by sovereign risk limits of BBB+ for foreign long-term, F2 for foreign short-

term and A
F2 =

BBB =

National:

F1 =

A =

for local long-term).
Good credit quality. The capacity for timely payment of financial commitments is satisfactory.

Good credit quality. Indicates that there is currently a low expectation of credit risk. The capacity for timely
payment of financial commitments is considered adequate.

The modifiers '+' or '-' denote relative status within major categories.

Indicates the strongest capacity for timely payment of financial commitments relative to other issuers or issues
in the same country.

Denotes a strong credit risk relative to other issuers or issues in the same country.
Denotes a very strong credit risk relative to other issuers or issues in the same country.

The modifiers '+' or '-' denote relative status within major categories.
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ANNEXURE A: GLOSSARY OF RISK TERMS AND DEFINITIONS

TERM

DEFINITION

Accounting and taxation
risk (since accounting and
taxation risk is an
operational risk, for
economic capital purposes
accounting and taxation
loss events are categorised
in terms of one of the
subrisks of operational risk)

The risk that the integrity of the financial statements and related information cannot be
upheld.

This risk has two subrisks: accounting risk and taxation risk.

Accounting risk

(subrisk of accounting and
taxation risk)

(Since accounting risk is an
operational risk, for
economic capital purposes
accounting loss events are
categorised in terms of one
of the subrisks of
operational risk)

The risk that:

e inappropriate accounting information causes suboptimal decisions to be made,
due to inappropriate policy, faulty interpretation of policy, or plain error;

e the financial statements and other statutory and regulatory reporting do not
accord with International Financial Reporting Standards (IFRS) and/or other
relevant statutory requirements are not based on appropriate accounting
policies and do not incorporate required disclosures; and

¢ internal financial and operational controls of accounting and administration do
not provide reasonable assurance that transactions are executed and recorded
in accordance with generally accepted business practices and the group's
policies and procedures, and that assets are safeguarded.

Advanced approaches

Methods available to banks to calculate their regulatory capital requirements based on
own risk estimates. These include the Foundation and Advanced Internal Ratings-based
(IRB) approach for credit risk, the Advance Measurement Approach (AMA) for
operational risk, and the Internal Models Approach (IMA) for market risk.

Asset liability management
(ALM)

Asset liability management is the ongoing process of formulating, implementing,
monitoring and revising strategies related to banking book assets and liabilities in an
attempt to:

e maximise the interest margin; and
e manage the risk to earnings and capital arising from changes in financial market
rates and the group's mix of assets and liabilities.

ALM encompasses the management of liquidity risk, interest rate risk and exchange rate
risk in the banking book through the use of both on- and off-balance-sheet instruments
and strategies.

ALM risk

ALM risk is a composite risk category that includes interest rate and foreign exchange
risks in the banking book as well as liquidity risk. Foreign exchange risk in the banking
book encompasses:

e foreign exchange translation risk; and
o foreign exchange transaction risk, which includes

— known or ascertainable currency cashflow commitments and receivables
(termed residual foreign exchange risk),

— foreign funding mismatch (the Group Asset and Liability Committee has
approved a foreign funding mismatch position for the group, which is
managed by the Centralised Funding Desk in Treasury, Nedbank Capital)

168|Page




NEDBANK(p) | Ar 3 — 31 December 2010

GROUP

TERM

DEFINITION

and

— any other transaction extending credit or making an investment that attracts
foreign exchange risk.

Backtesting

The validation of a model by feeding it historical data and comparing the model's results
with historic reality. The process of comparing model predictions with actual experience.

Banking book

Group assets, liabilities and off-balance-sheet items that are not in the trading book.

Basel

Basel Committee on Banking Supervision housed at the Bank for International
Settlements.

Brand-positioning risk (a
subrisk of reputational risk)

Failure to manage the group and subsidiary brands properly, which significantly impacts
the fundamentals underpinning the objective of the group/subsidiary. Damage to the
group's brand may expose it to loss of client brand awareness, clients, profits and
competitiveness.

Business disruption and
system failure risk

(a subrisk of operational
risk)

The risk of losses arising from disruption of business or system failures.

Business continuity is included in this subrisk and is defined as business disruption and
non-continuous service to clients (both internal and external to the group) due to the
physical site, human resources, systems or information being unavailable.

Included in business continuity is disaster recovery, namely the ability of the group's
information technology system(s) to recover timeously, or respond with an acceptable
alternative temporary solution, system or site following a disaster impacting the group,
which might result in financial loss or reputational damage.

Capital at risk (CAR)

The capital required to absorb unexpected losses, ie economic capital.

Capital management

Capital management is the single coherent set of processes that:

e ensures the group's capital is in line with the requirements of the regulators,
internal assessment of the level of risk being taken by the group, the
expectations of the rating agencies and debtholders as well as the returns
expected by shareholders;

o takes advantage of the range of capital instruments and activities to optimise the
financial efficiency of the capital base; and

e manages capital risk.

Capital risk

The risk that the group will become unable to absorb losses, maintain public confidence
and support the competitive growth of the business.

Capital risk includes failure of the group's entities to maintain the minimum regulatory
capital requirements laid down by the Registrar of Banks, Registrar of Securities
Services, Registrar of Collective Investment Schemes, Registrars of Long-term and
Short-term Insurance and JSE Limited.

Clients, products and
business practices

(subrisk of operational risk)

The risk of losses arising from unintentional or negligent failure to meet a professional
obligation to specific clients (including fiduciary and suitability requirements), or from the
nature or design of a product.

This subrisk includes money laundering.
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Collateral risk
(subrisk of credit risk)

The potential financial loss due to the inability to realise the full expected value of
collateral due to unforeseen legal or adverse market conditions (eg property market
slump), which causes the value of certain specific collateral types to deteriorate.

Compliance risk

(Since compliance risk is
an operational risk, for
economic capital purposes
compliance loss events are
categorised in terms of one
of the subrisks of
operational risk)

The risk of legal or regulatory sanctions, material financial loss, or loss of reputation the
group may suffer as a result of its failure to comply with laws, regulations, rules, related
self-regulatory organisation standards, and codes of conduct applicable to its banking
and other activities. (Basel)

Compliance risk is the current and prospective risk of damage to the organisation's
business model or objectives, reputation and financial soundness arising from non-
adherence to regulatory requirements and expectations of key stakeholders such as
clients, employees and society as a whole. It exposes the organisation to fines, civil
claims, loss of authorisation to operate and an inability to enforce contracts. (CISA)

Concentration risk
(subrisk of credit risk,
market risk in the trading
book and liquidity risk)

Risk resulting from:
e in terms of market risk in the trading book and credit risk:

— an excessive concentration of exposure to a single client or group of related
clients, specific financial instrument(s), an individual transaction, a specific
industry sector or geographical location; and

— the degree of positive correlation between clients and groups of clients as
well as between financial instruments/markets under stressed economic
conditions; and

e in terms of liquidity risk:
— reliance on funding or liquidity from a depositor or small group of depositors.

Corporate governance

Corporate governance is the structures, systems, processes, procedures and controls
within an organisation, at both board of directors level and within the management
structure, that are designed to ensure the group achieves its business objectives
effectively, efficiently, ethically and within prudent risk management parameters.

Good governance requires that there is an effective risk management process that can
ensure the risks to which the group is exposed are addressed effectively.

Counterparty credit risk
(subrisk of credit risk)

The risk that a counterparty to a financial transaction will fail to perform according to the
terms and conditions of the contract, thus causing financial loss.

Country risk
(subrisk of credit risk)

Country risk includes:

e the risk that a borrower will be unable to obtain the necessary foreign currency
to repay its obligations, even if it has the necessary local currency (referred to
as transfer risk); and

o the risk of the group's assets in the country being appropriated.
See also sovereign risk.

Credit rating

A credit rating is an assessment as to the borrower's ability to meet future payment
obligations, ie it is the probability of default of the borrower.

The group's credit ratings are based on statistical probabilities, derived from a range of
bespoke rating models that measure the likely probability of default of individual
borrowers.

Credit risk

The risk arising from the probability of borrowers and/or counterparties failing to meet
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their repayment commitments (including accumulated interest).
Credit risk has the following subrisks:

e collateral risk;

e concentration risk;

e counterparty risk;

e country risk;

e issuer risk;

e industry risk;

e settlement risk; and

sovereign risk.

Credit scoring

A method used by a bank to calculate the statistical probability that a loan granted will
be repaid. The score is usually a single quantitative measure that represents the
borrower's probable future repayment performance.

Credit spread

The difference in yield between two debt issues of similar maturity and duration. The
credit spread is often quoted as a spread to a benchmark floating-rate index such as
LIBOR or JIBAR or as a spread to highly rated reference securities such as a
government bond.

The credit spread is often used as a measure of relative creditworthiness, with a
reduction in the credit spread reflecting an improvement in the borrower's perceived
creditworthiness.

Currency

Referred to as foreign exchange.

Damage to physical assets
(subrisk of operational risk)

The risk of losses arising from loss of or damage to physical assets from natural
disasters or other events.

Default

Default occurs with respect to a particular obligor when:

o the bank considers that the obligor is unlikely to pay its credit obligations to the
bank in full without recourse by the bank to activities such as the release of
collateral (if held); or

e the obligor is past due more than 90 days on any material credit obligation to the
bank. Overdrafts will be considered as being past due once the client has
breached an advised limit or has been advised of a limit smaller than the current
outstanding amount.

Derivative financial
instruments risk

The risk of financial loss and reputational damage to the group resulting from
unauthorised and/or improper use and/or incorrect understanding, application and
management of derivative instruments, whether used for internal or client purposes.

Derivatives find application in credit risk, market risk in the trading book, market risk in
the banking book and investment risk.

EAD

See exposure at default.

ECap

See economic capital.

Economic capital (Ecap)

Economic capital is the capital that the group holds and allocates internally as a result of
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its own assessment of risk. It differs from regulatory capital, which is determined by
regulators.

It represents the amount of economic losses the group could withstand and still remain
solvent with a target level of confidence (solvency standard or default probability) over a
one-year time horizon.
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Employment practices and
workplace safety risk

(subrisk of operational risk)

The risk of losses arising from acts inconsistent with employment, health or safety laws
or agreements, from payment of personal-injury claims, or from diversity/discrimination
events.

Enterprisewide risk

Composite of risk types and categories (called the risk universe) across all business
lines, functions, geographical locations and legal entities of the group.

There are 17 risk types (ERMF risks): accounting and taxation risk; capital risk;
compliance risk; credit risk; information technology risk; insurance and assurance risk;
investment risk; liquidity risk; market risk in the banking book; market risk in the trading
book; new-business risk; operational risk; people risk; reputation risk; social and
environmental risk; strategic risk and transformation risk.

Enterprisewide risk
management

Enterprisewide risk management is a structured and disciplined approach aligning
strategy, processes, people, technology and knowledge with the purpose of evaluating
and managing the opportunities, uncertainties and threats the group faces as it creates
value. It involves integrating risk management effectively across an organisation's risk
universe, business units and operating divisions, geographical locations and legal
entities.

Enterprisewide Risk
Management Framework
(ERMF)

The risk framework developed by the group and applied to all of its divisions in order to
identify, assess or measure, manage, monitor and report risk. The ERMF contains the
group's risk universe, which lists 17 risk categories (the ERMF risks).

Equity risk in the banking
book (also termed
investment risk)

(subrisk of investment risk)

The risk of decline in the net realisable value of equity exposures in the banking book.
These include:
e investment in securities (listed and unlisted equity holdings, whether direct or
indirect, and includes private equity); and

e investment in associate companies and joint ventures.
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Environmental risk

(subrisk of social and
environmental risk)

The risk that that an activity or process in the group will degrade, devalue or destabilise
the environment in such a way as to:

o damage the environment itself and lead to further damage as a result;
¢ harm employees of the bank;

e harm other people in the community/society; and

e damage the long-term prospects of the bank.

It includes the risk of association with or financing of environment-unfriendly companies
or projects.

ERMF

See Enterprisewide Risk Management Framework.

ERMF risks

The 17 risks listed in the ERMF.

Execution, delivery and
process management risk

(subrisk of operational risk)

The risk of losses arising from failed transaction processing or process management
and relations with trade counterparties and vendors.

Expected loss (EL)

Losses that a bank expects to bear over a certain period (generally one year). These
losses are a consequence of doing business, namely the bank's role as financial
intermediary. Generally impairments should cover expected losses with respect to credit
risk and losses relating to operational risk should be budgeted for.

Target probability
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Expected shortfall

Expected average loss for losses greater than value at risk (VAR).

External fraud
(subrisk of operational risk)

The risk of losses due to acts of a type intended to defraud, misappropriate property or
circumvent the law by a third party.

Extreme loss

The loss arising from a loss event of catastrophic magnitude. Such an event often leads
to the failure of a bank.
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Exposure at default (EAD)

Quantification of the exposure at risk in case of a credit default.

Foreign exchange
transaction risk (in the
banking book)

(subrisk of market risk in
the banking book)

The risk that known or ascertainable currency cashflow commitments and receivables
are uncovered and as a result have an adverse impact on the financial results and/or
financial position of the group due to movements in exchange rates.

Foreign exchange transaction risk in the banking book includes:

e known or ascertainable currency cashflow commitments and receivables
(termed residual foreign exchange risk);

o foreign funding mismatch (Group Asset and Liability Committee has approved a
foreign funding mismatch position for the group, which is run by the Centralised
Funding Desk in Treasury, Nedbank Capital); and

e any other transaction extending credit or making an investment that attracts
foreign exchange risk.

Foreign exchange
translation risk

(subrisk of market risk in
the banking book)

The risk to earnings or capital arising from converting the group's offshore banking book
assets or liabilities or commitments or earnings from foreign currency to local or
functional currency.

Gross risk

See inherent risk.

Hedge

A risk management technique used to reduce the possibility of loss resulting from
adverse movements in commaodity prices, equity prices, interest rates or exchange rates
arising from normal banking operations. Most often, the hedge involves the use of a
financial instrument or derivative such as a forward, future, option or swap.

Hedging may prove to be ineffective in reducing the possibility of loss as a result of, inter
alia, breakdowns in observed correlations between instruments, or markets or
currencies and other market rates.

Hedging

Action taken by the group to reduce or eliminate the possibility of loss resulting from
adverse movements in commodity prices, equity prices, interest rates or exchange
rates.

ICAAP

See Internal Capital Adequacy Assessment Process.
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Industry risk
(subrisk of credit risk)

The risk that defaults will arise in an industry because of factors specifically affecting
that industry.

Information technology (IT)
risk

The risk associated with information technology has a strategic and an operational
component. Information technology risk encompasses the strategic component, while
the operational component is included in operational risk.

The risk resulting from system-inadequate or system-inappropriate information
technology investment, development, implementation, support or capacity, with a
concomitant negative impact on the achievement of strategic group objectives.

This includes the risk of an uncoordinated, inefficient and/or under-resourced
information technology strategy, as a result of which the group becomes progressively
less competitive.

Inherent risk

Inherent risk is the product of the impact of the risk on the objective(s) and the likelihood
of the risk occurring should no management actions/controls be in place to mitigate the
risk.

Inherent risk is also known as gross risk.

An ERMF risk, if applicable with respect to the achievement of the objective(s), is an
inherently high (or red) risk.

Insurance and assurance
risk (Since insurance and
assurance risk is an
operational risk, for
economic capital purposes
insurance and assurance
loss events are categorised
in terms of one of the
subrisks of operational risk)

The risk that the underwriting process permits clients to enter risk pools with a higher
level of risk than priced for, resulting in a loss to the business unit or group.

e Actuarial and statistical methodologies are used to price insurance risk (eg
morbidity, mortality, theft, storms). Underwriters align clients with this pricing
basis and respond to any anti-selection by placing clients in substandard risk
pools and price these risks with an additional risk premium and/or exclude
certain claims, events or causes, or exclude clients from entering pools at all.

e The failure to reinsure with acceptable quality reinsurers, beyond the level of risk
appetite (excessive risk) mandated by the board of directors, risks underwritten
by the short-term insurance and/or life assurance activities of the group,
including catastrophe insurance (i.e. more than one insurance claim on the
group arising from the same event), leading to disproportionate losses to the
group. (Reinsurance risk)

e The risk of no or inadequate insurance cover for insurable business risks.
(Insurance risk)
Insurance underwriting risk in the group arises in the following areas:
e Short-term insurance underwriting risk arises exclusively from Nedgroup
Insurance Company Limited, a business unit in the Nedbank Wealth Cluster.

e Long-term insurance underwriting risk arises from the Nedgroup Life Assurance
Company Limited, a business unit in Nedbank Wealth Cluster.

Interest rate risk in the
banking book

(subrisk of market risk in
the banking book)

Interest rate risk in the banking book is the risk that the group's earnings or economic
value will decline as a result of changes in interest rates. The sources of interest rate
risk in the banking book are:
e repricing risk (mismatch risk) [timing differences in the maturity (for fixed-rate)
and repricing (for floating-rate) of bank assets, liabilities and off-balance-sheet
positions];

e Dbasis risk (imperfect correlation in the adjustment of the rates earned and paid
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on different instruments with otherwise similar repricing characteristics);
e yield curve risk (changes in the shape and slope of the yield curve); and

e embedded options risk (the risk pertaining to interest-related options embedded
in bank products).

Internal Capital Adequacy
Assessment Process
(ICAAP)

The process by which banks demonstrate that chosen internal capital targets are well
founded and that these targets are consistent with their overall risk profile and current
operating environment. The five main features of a rigorous process are:

e board and senior management oversight;
e sound capital assessment;

e comprehensive assessment of risks;

e monitoring and reporting; and

e internal control review.

Internal control system

An internal control system comprises the policies, procedures and activities within the
group designed to:

e ensure that risks are contained within the risk tolerances established by the risk
management process; and

e provide reasonable assurance of reliable and accurate information, ensure
compliance with policies, procedures and laws, use resources efficiently, protect
assets and achieve operational objectives.

Internal control is a 'process' effected by the board of directors, senior management and
all levels of staff in the group. The objectives of the internal control process are to
provide reasonable assurance of:

o efficiency and effectiveness of activities (performance objectives);

e reliability, completeness and timeliness of financial and management
information (information objectives); and

e compliance with applicable laws and regulations (compliance objectives).

Internal fraud
(subrisk of operational risk)

The risk of losses due to acts of a type intended to defraud, misappropriate property or
circumvent regulations, the law or company policy, excluding diversity/discrimination
events, which involves at least one internal party.

Internal fraud includes insider trading.

Investment risk

The risk of a decline in the net realisable value of investment assets arising from
adverse movements in market prices or factors specific to the investment itself (eg
reputation and the quality of management). Market prices are independent variables,
which include interest rates, property values, exchange rates, and equity and commodity
prices.

Investment risk has the following subrisks:
e equity risk in the banking book (also termed investment risk); and

e property market risk (also termed property risk).

Issuer risk
(subrisk of credit risk)

The risk that a particular principal payment or set of payments due from an issuer or a
listed instrument (eg corporate bond) will not be forthcoming as scheduled.
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Issue versus risk

An issue (or event) has materialised or is in the process of doing so, while a risk has not
yet materialised.

Key risk indicator (KRI)

A management information indicator that provides continuous insight into the level of
risk in the group/business. KRIs enable management to manage and monitor risk
proactively on an ongoing basis.

KRIs may be leading, concurrent or lagging indicators. (Note: It is preferable to focus on
leading indicators proactively to prevent a risk from materialising).

King 11l

The King Report on Governance for South Africa 2010.

Legal risk
(subrisk of operational risk)

(For economic capital
purposes legal risk is a
subcategory of operational
risk's subrisk clients,
products and business
practices)

Legal risk arises from the necessity that the group conducts its activities in conformity
with the business and contractual legal principles applicable in each of the jurisdictions
where the group conducts its business. It is the possibility that a failure to meet these
legal requirements may result in unenforceable contracts, litigation, fines, penalties or
claims for damages or other adverse consequences.

It includes risk arising from inadequate documentation, legal or regulatory incapacity,
insufficient authority of a counterparty and uncertainty about the validity or enforceability
of an obligation in counterparty insolvency.

It comprises contravention, failure to prevent, detect or promptly correct violations of the
terms and provisions of contractual agreements and related documents entered into with
clients, counterparties, suppliers and other parties, including common-law and other
applicable statutory liabilities.

LGD See loss given default.
Likelihood An assessment of how likely it is that a risk will occur.
A similar term is probability.
Liquidity risk Liquidity is the ability of the group to fund increases in assets and meet obligations as

they become due, without incurring unacceptable losses.

There are two types of liquidity risk: market liquidity risk and funding liquidity risk.

Market liquidity risk is the risk that the bank cannot easily offset or eliminate a position
without significantly affecting the market price because of inadequate market depth or
market disruption.

Funding liquidity risk is the risk that the bank will not be able to efficiently meet both
expected and unexpected current and future cashflow and collateral needs without
affecting either daily operations or the financial condition of the bank.

For purposes of the Enterprise Risk Management Framework, liquidity risk is funding
liquidity risk. Market liquidity risk is managed within the market risk in the trading book
risk management framework.

Concentration risk is a subrisk of liquidity risk.

Loss given default (LGD)

This is an estimate of the amount of the exposure at default that will not be recovered. It
also includes other economic costs such as legal costs.

Market risk in the banking
book

The risk of loss in the banking book as a result of unfavourable changes in foreign
exchange rates and interest rates.

The subrisks of market risk in the banking book are:
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e interest rate risk in the banking book;
e foreign exchange translation risk; and

o foreign exchange transaction risk in the banking book.

Market risk in the trading
book

The risk of loss as a result of unfavourable changes in market prices such as foreign
exchange rates, interest rates, equity prices, credit spreads and commodity prices.

There is trading market risk within the group's proprietary trading activities (trading on
the group's own account).

Concentration risk is a subrisk of market risk.

Model risk

(a subrisk of operational
risk)

(For economic capital
purposes model risk is a
subcategory of operational
risk's subrisk clients,
products and business
practices)

The risk that business decisions are made using model results that are incorrect. This
includes the possibility of losing perspective of the limitations of models in general and
the pitfalls associated with their use.

Net risk

See residual risk.

New-business risk

The risk that new product and business lines do not generate anticipated revenue or
cost savings to the group. This could be as a result of providing to clients or potential
clients inappropriate products and business lines that fail to meet clients' or potential
clients' requirements or otherwise fail to impress, compete with competitor products or
provide Nedbank Group with a leading edge in product development and delivery.

Management of this risk requires that new products and business development do not
reach the client distribution channel without the appropriate signoff for compliance with
the risk management requirements for all 17 risks in the Enterprise Risk Management
Framework.

Objective

It is a goal that management has set for the entity (group or business) to achieve.

Operational risk

The risk of loss resulting from inadequate or failed internal processes, people or
systems or from external events. This includes legal risk, but excludes strategic risk and
reputational risk.

The subrisks of operational risk are:
e business disruption and system failures;

e clients, products and business practices;

e damage to physical assets;

e employment practices and workplace safety;
e execution, delivery and process management;
e external fraud,;

e internal fraud;

e legal risk (legal risk is a subcategory of the subrisk clients, products and
business practices); and
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e model risk (for economic capital purposes, model risk is a subcategory of the
subrisk clients, products and business practices).
PD See probability of default.
People risk The risk associated with people has a strategic and operational component. People risk

encompasses the strategic component, while the operational component is included in
operational risk.

People risk is the risk associated with inadequacies in human capital and the
management of human resources, policies and processes, resulting in the inability to
attract, manage, motivate, develop and retain competent resources, with a concomitant
negative impact on the achievement of strategic group objectives.

It includes:

e the risk that effective risk-adjusted performance measurement and indicators
are not implemented in the group, resulting in incorrect reward allocation, failure
to optimise the use/allocation of the group's capital and wrong corporate
behaviour resulting in suboptimal returns;

e the risk that the group fails to motivate staff through the use of inappropriate
incentive schemes, or the poor administration of incentive schemes; and

o the risk that the group does not ensure that skills and experience are developed,
consistently and methodically retained (or capitalised) and enhanced to create
value for the group (for example, in the form of innovative product designs,
developed systems, methods and procedures).

Point-in-time rating

A credit rating based on point-in-time risk measures. Point-in-time measures assume the
financial condition of the borrower will remain as it currently is.

Compare with through-the-cycle rating, which the group uses.

Primary (Tier 1) capital

Primary capital consists of issued ordinary share capital, hybrid debt capital, perpetual
preference share capital, retained earnings and reserves. This amount is then reduced
by the portion of capital that is allocated to trading activities and other specified
regulatory deductions.

Probability

An assessment of how probable it is that a risk will occur.
A similar term is likelihood.

Probability of default (PD)

Quantification of the likelihood of a borrower being unable to repay during a specific time
horizon, usually 12 months.

Property market risk
(subrisk of investment risk)

Property market risk is the risk of decline in the net realisable value of property arising
from adverse movements in property prices or factors specific to the property itself (eg
location).

Property comprises business premises, property acquired for future expansion and
properties in possession (PIPs).

Regulatory capital

The total of primary, secondary and tertiary capital.

Regulation 39

A regulation issued in terms of the Banks Act titled 'Process of corporate governance'.

179|Page




NEDBANK(p) | Ar 3 — 31 December 2010

GROUP

TERM

DEFINITION

The regulation states that 'the conduct of the business of a bank entails the
management of risks, which may include, amongst others, the following types of risk:
capital risk; compliance risk; concentration risk; counterparty risk; credit risk; currency
risk; equity risk arising from positions held in the bank's banking book; interest rate risk;
liquidity risk; market risk (position risk) in respect of positions held in the bank's trading
book; operational risk; reputational risk; risk relating to procyclicality; solvency risk;
technological risk; translation risk; any other risk regarded as material by the bank.'

Reputational risk

The risk of impairment of the group's image in the community or the long-term trust
placed in the group by its shareholders as a result of a variety of factors, such as the
group's performance, strategy execution, ability to create shareholder value, or an
activity, action or stance taken by the group. This may result in loss of business and/or
legal action.

Residual risk Residual risk is the product of the impact of the risk on the objective(s) and the likelihood
of the risk occurring taking into consideration current management actions/controls in
place to mitigate the risk.

Residual risk is also known as net risk.
Risk Risk is anything that may prevent the bank from achieving its objectives or otherwise

may have an adverse impact on the bank.

Risk acceptance

Risk acceptance is used in risk management to describe an informed decision to accept
the consequences and likelihood of a particular risk. In terms of best practice, risk can
only be accepted if it can be illustrated that the risk is within set risk appetite limits.

Risk avoidance

Risk avoidance is used in risk management to describe an informed decision not to
become involved in activities that lead to the possibility of the risk being realised.

Risk Mitigation

Risk mitigation is used in risk management to describe steps taken to control or prevent
an issue or event hazard from causing harm and to reduce risk to a tolerable or
acceptable level and within risk appetite levels.

Risk-adjusted performance
measurement (RAPM)

There are two main measures implemented through Nedbank Group's RAPM
framework:

e risk-adjusted return on capital (RAROC), which expresses the risk-adjusted
profit with respect to the capital necessary to generate the revenue, giving a
relative measure of performance; and

e economic profit (EP), an absolute measure of shareholder value creation.

Risk-adjusted return on
capital (RAROC)

The International Financial Reporting Standard's (IFRS) earnings of the business,
adjusted for the difference between expected loss and impairments and divided by the
economic capital consumed by that business, giving a relative measure of performance.

Risk appetite

The quantum of risk the group is willing to accept in pursuit of its business strategy. Risk
appetite is expressed quantitatively as risk measures such as economic capital and risk
limits, and qualitatively in terms of policies and controls.

Risk identification

The ongoing recognition and discernment of risk.
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Risk management and
control

The proactive management of risks within the risk appetite to reasonably assure the
achievement of objectives. Risk management consists of taking action to align risks with
the group's risk appetite and ensuring that such actions are properly executed.

Appropriate risk management will require at least:
e a system of internal controls;

e approval processes;
e limit systems;
e key risk indicators;

e reviews of enterprisewide risk management policies, processes and procedures
and their implementation; and

reviews of controls, approvals and limits.

Risk management
framework

An outline for the management of a risk, more fully developed or described elsewhere.
A risk management framework comprises:
e An appropriate risk management environment
— Risk philosophy
— Risk culture
— Risk appetite
— Risk governance structure
— Policies, processes and procedures
— Staff and other resources
o Arisk strategy
e Arisk management process
— Risk identification
— Risk measurement
— Risk management and control
— Risk reporting
— Risk monitoring

Risk management process

Risk management is the identification, assessment, and prioritisation of risks (defined in
ISO 31000 as the effect of uncertainty on objectives, whether positive or negative)
followed by coordinated and economical application of resources to minimise, monitor,
and control the probability and/or impact of unfortunate events or to maximise the
realisation of opportunities.

Risk management strategy

The strategies to manage risk include transferring the risk to another party, avoiding the
risk, mitigating the risk by reducing the negative effect of the risk, and accepting some or
all of the consequences of a particular risk (see transfer of risk, risk avoidance and risk
mitigation).

Risk measurement

The evaluation of the magnitude of risk and its impact on the achievement of business
objectives.

Risk monitoring

The ongoing and systematic tracking and evaluating of risk management decisions and
actions against strategies, risk appetite, policies, limits and key risk indicators.

Risk monitoring incorporates a feedback loop into the other components of the risk
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management process, namely risk identification, measurement/assessment,

management and/or reporting.

Risk reporting

The communication of risk information in all phases of the risk management process,
namely identification, measurement, management and monitoring.

Risk reporting includes at least the reporting of:
e aggregate exposures against targets/strategies;
e key issues for the key issues control log;
e compliance with limit system;
e Kkey risk indicators; and

e review findings.

Risk strategy

A risk strategy describes the fundamental direction with regard to each of the 17 risks in
the Enterprisewide Risk Management Framework risks and associated subrisks. A risk
strategy is built around and supports the business strategy.

Generic risk strategies are: avoid (or terminate), transfer, mitigate (or treat) or accept (or
tolerate).

Risk versus issue

A risk has not (yet) materialised, while an issue has materialised or is in the process of
doing so.

Risk-weighted assets
(RWA)

Risk-weighted assets are determined by applying risk weights to balance sheet assets
and off-balance-sheet financial instruments according to the relative credit risk of the
counterparty. The risk weighting for each balance sheet asset and off-balance-sheet
financial instrument is regulated by the SA Banks Act, 94 of 1990, or by regulations in
the respective countries of the other banking licences.

RORAC
(return on risk-adjusted

capital)

RORAC is a relative performance measurement whereby capital is calculated on a risk-
adjusted basis (ie economic capital)

RORAC = (IFRS earnings + capital benefit)
Economic capital

Secondary (Tier 2) capital

Secondary capital is mainly made up of subordinated debt, portfolio impairment and
50% of any revaluation reserves and other specified regulatory deductions.

Security

(function of Group Risk
services)

Security is a risk management function consisting of physical security, information
security and personnel integrity.

The objectives of physical security are to protect:
e physical assets under the control of the group;

¢ the wellbeing of staff, clients and the public; and

e the group's reputation as it relates to safety and security, i.e. the protection of
the image and reputation of the bank in providing a safe and secure,
environmentally friendly business environment.

The objectives of information security are to protect the group from breaches in the
confidentiality or integrity of group information and from the unavailability of such

information when required. This includes all information in the group, not only internally
system-generated information.

The objectives of personal integrity are to ensure that staffmembers do not compromise
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resources or allow resources to be compromised, be it on purpose, through neglect or
unintentionally.

Securitisation risk (sub risk
of credit risk)

The creation and issuance of tradable securities, such as bonds, that are backed by the
income generated by an asset, a loan, a public works project or other revenue source.

Settlement risk (subrisk of
credit risk)

The risk that an organisation gives, but fails to receive, consideration from a
counterparty during the settlement of a transaction. The settlement may be cash or
securities.

Foreign exchange settlement risk is the risk of loss when a bank in a foreign exchange
transaction pays the currency it sold but does not receive the currency it bought.

Social and environmental
risk

The risk of reputational impairment and ultimately loss of business and profitability as a
result of non-achievement of a balanced and integrated social and environmental
performance. Together with economic performance, this is referred to as the 'triple
bottom-line'.

Social and environmental risk has two subrisks:
e social risk; and
e environmental risk.

Social risk

(subrisk of social and
environmental risk)

The risk of reputational damage, political intervention, heightened regulatory pressure,
protests, boycotts and operational stoppages — and ultimately loss of business and
profitability — due to the real or perceived negative impact of group business practices
on a broad range of matters related to human, societal and community welfare such as
health and economic opportunity.

Sovereign risk

The risk of default by the government of the country on its obligations (also see country
risk).

Strategic risk The risk of an adverse impact on capital and earnings due to business policy decisions
(made or not made), changes in the economic environment, deficient or insufficient
implementation of decisions, or failure to adapt to changes in the environment.

Strategic risk is either the failure to do the right thing, doing the right thing poorly, or
doing the wrong thing.
Strategic risk includes:

e the risk associated with the deployment of large chunks of capital into strategic
investments that subsequently fail to meet stakeholders expectations;

o the risk that the strategic processes to perform the environmental scan, align
various strategies, formulate a vision, strategies, goals and objectives and
allocate resources for achieving, implementing, monitoring and measuring the
strategic objectives are not properly in place or are defective; and

o failure adequately to review and understand the environment in which the group
operates leading to underperformance of its strategic and business objectives
(specific environmental components are inter alia industry, political, economic,
government, competitive and regulatory factors).

Brand positioning is a subrisk of strategic risk.
Subrisk A component of a risk covered by the Enterprise Risk Management Framework. A

separate risk management framework is defined for a subrisk.
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Taxation risk

(a subrisk of accounting
and taxation risk)

(Since taxation risk is an
operational risk, for
economic capital purposes
taxation loss events are
categorised in terms of one
of the subrisks of
operational risk)

The risk of loss (financial or otherwise) because:

o effective tax planning, coordination and strategy, compliance with tax laws and
regulations, proactive identification and management of tax risks are not
enforced; or

e a poor relationship with revenue authorities exists.

Taxation risk is the risk of loss (financial or otherwise) as a result of:

e inappropriate tax planning and strategy, which will result in higher taxes being
paid by the group than is legally necessary or financial loss through an overly
aggressive approach to tax law;

e non-compliance with or incorrect interpretation and application of taxation
legislation, ie the risk of penalties, fines and/or reputational damage due to non-
compliance with tax laws, regulations and/or accepted tax practice; or

o the effect of new tax legislation on existing financial structures or products.

Tertiary (Tier 3) capital

Tertiary capital means:
e accrued current-year uncapitalised net profits derived from trading activities; and

e capital obtained by means of unsecured subordinated loans, subject to such
conditions as may be prescribed.

Through-the-cycle rating

A credit rating based on through-the-cycle risk measures. Through-the-cycle measures
evaluate the financial condition of the borrower over a longer term, incorporating a full
economic (or business) cycle.

Compare to point-in-time rating.

The group uses through-the-cycle ratings. Therefore probability of default, loss given
default and exposure at default estimates are based on long-term averages of the
group's historical risk experience.

Trading book

This comprises positions in financial instruments and commodities, including derivative
products and other off-balance-sheet instruments that are held with trading intent or to
hedge other elements of the trading book. It includes financial instruments and
commodities that:

e are held for short-term resale; or

e are held with the intention of benefiting from short-term price variations; or
e arise from broking and market making; or

e are held to hedge other elements of the trading book.

Transfer of risk

Transfer of risk is used in risk management to describe the shifting of the burden of the
risk to another party. Insurance is a common example of risk transfer.

Transformation risk

(Since transformation risk is
an operational risk, for
economic capital purposes
transformation loss events
are categorised in terms of
one of the subrisks of
operational risk)

The risk of failure by the group adequately, proactively and positively to respond to and
address transformation issues such as black economic empowerment and upholding
related laws such as the Employment Equity Act.

184 |Page




NEDBANK(p) | Ar 3 — 31 December 2010

TERM DEFINITION
UL See unexpected loss.

Underwriting risk

When an investment banker buys the balance or all of the new shares that a company is
issuing, the risk that the price will go down before they are sold, or that investors will not
want to buy them.

Unexpected loss

Losses that may exceed the expected loss within a certain period (eg one year) and
within a specified confidence level (ie 99,93%). Unexpected loss is the difference
between value at risk and expected loss.
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Use test

Requirement that the components of advanced approaches for the calculation of
regulatory capital should not be used merely for the calculation of regulatory capital.
Instead they should play an essential role in how a bank measures and manages risk in
its business.

Value at risk (VaR)

Formally, this is the probabilistic bound of losses over a given period (the holding period)
expressed in terms of a specified degree of confidence (the confidence interval). Put
more simply, VaR is the worst-case loss expected over the holding period within the
probability set out by the confidence interval. Larger losses are possible, but with a
lower probability.

For example: If a portfolio has a VaR of R10 million over a one-day holding period with a
95% confidence interval, the portfolio would have a 5% chance of suffering a one-day
loss greater than R10 million.
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