Capital treatment of investments in banking, financial, securities, insurance and commercial entities

REGULATION 36

I Part A: Investments of 20% or more in common equity Regulation 36 — consolidation, deduction and risk-weighting treatment

r

-

__| Other significant shareholder (legal or de facto

Significant minority investment (i.e. 20-50%) \
in bank, security firm or financial entity r

support)

N

.

— No other significant shareholder

A 4

Proportionately consolidate
Reg 36(7)(a)(ii)(A)

-

« Entity conducting trading activities
« Other entity approved by the PA

Apply deduction method *
Reg 36(7)(a)(ii)(B) | Reg 36(10)(b)(A)

-

Financial entity:

Majority owned or controlled bank, security
firm or financial entity

temporarily)

Bank or controlling
company

regulations

g

» Acquired through realisation of security in
respect of previously contracted debt (held

} « Subject to other materially different rules and

» Non consolidation required by law

A 4

Consolidate A
Reg 36(7)(a)(i)(A)

-

Other bank, securities firm or financial entity

Apply deduction method *
Reg 36(7)(a)(i)(B) | Reg 36(10)(b)(A)

common equity

= 20% investment in {

Controlling/significant minority investment in ]

Consolidate
Reg 36(7)(a)(i)

insurance entity

Apply deduction method *
Reg 36(7)(a)(iii) | Reg 36(10)(c)(ii)

I N

Individual investment up to 15% of CET 1, AT
land T2

\ J

Risk weight at no less than 100%
Reg 23(6)(j) | Reg 36(11)(b)(i)

*[ Standardised approach

Individual investment in excess of 15% of CET
1, AT 1and T2

\ J

Risk weight at 1250%
Reg 23(6)(j)

Majority owned/controlled or significant
minority investment in commercial entity

~[ IRB approach

Aggregate investments = 60% of CET 1, AT 1
and T2

\ J

Risk weight excess above 60% at 1250%
Reg 23(6)(j) | Reg 36(10)(c)(iii)

Individual investment up to 15% of CET 1, AT
land T2

\ J

Risk weight at no less than 100%
Reg 36(11)(b)(ii)

Individual investment in excess of 15% of CET
1, AT 1and T2

\ J

Risk weight at 1250%
Reg 23(11)(q)

LEGEND

D Regulation 36

D In scope of regulatory consolidation

C] Decision / qualifying condition

I Regulation 38(5)

D Out of scope of regulatory consolidation

Reg x(y) Regulatory reference

MSRs
DTAs

Mortgage servicing rights
Deferred tax assets arising from temporary differences

Entities to which the deduction method is applied should apply the provisions of
Reg 38(5)(a)(i)(M) i.e. limited recognition is allowed (up to a specified
threshold) after which any amount above the specified thresholds will be
deducted against capital.

Banks may use either the aggregation or the full consolidation method for
which consolidation is required.

South African Reserve Bank

Prudential Authority
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Capital treatment of investments in banking, financial, securities, insurance and commercial entities

REGULATION 38(5)

l Part B: Investments of less than 20% in common equity Reguiation 38(5) — threshold deductions and risk-weighting treatment

7

Bank or controlling
company

< 20% investment in
common equity

~[ Investment in a commercial entity

Owns < 10% of issued common
share capital in bank, financial or
insurance entity

Owns > 10% of issued common

share capital in bank, financial or
insurance entity

Standardised approach

Risk weight at no less than 100%

IRB approach

Reg 23(6)(j) | Reg 31(4)

Risk weight up to a maximum of 1250%

Aggregate of investments does not
exceed 10% of bank or controlling
company's CET 1 (after specified

deductions)
BA700 (R0560, C0010)

Reg 23(11)(d)(v) | Reg 31(6)

Risk weight at appropriate risk weighting
based on nature of holding of instrument

Aggregate of investments exceed 10% of
bank or controlling company's CET 1
(after specified deductions)

BA700 (R0560, C0010)

~N

*[ Additional Tier 1 (AT 1) and Tier 2 (T2)

b (trading/banking book) and measurement
approach

Reg 38(5)(a)()(L)(v) | Reg 31(4)

Up to 10% of CET 1 } ---------------------------------- ;

Deduct amount in excess of 10% of CET 1

Amount exceeding 10%

] (after specified deductions) against
J corresponding component of capital

Reg 38(5)(a)(i)(L)(iv)

Deduct AT 1 and T2 instruments in
investments against corresponding

)
)

~[ Common Equity Tier 1 (CET 1)

A 4

component of capital
Reg 38(5)(a)(i)(M)(iv)

\

Step 1 — Aggregate of
significant investments in
excess of 10% of bank or P

controlling company's CET 1
(after specified deductions)

Deduct from CET 1
Reg 38(5)(b)

Aggregate of threshold amounts up

p

\

~N

Risk weight at 250%

to 15% of CET 1 (after specified
Reg 38(5)(b)(D)

Step 2 — Amount up to the
deductions)

10% recognised: aggregate
as part of threshold
deduction items (significant
investments, MSRs, DTAS)

Aggregate of threshold amounts in

Deduct from CET 1
excess of 15% of CET 1 (after

Reg 38(5)(b)(A)

specified deductions)

LEGEND

D Regulation 36

D In scope of regulatory consolidation

C] Decision / qualifying condition

D Regulation 38(5)

D Out of scope of regulatory consolidation

Reg x(y) Regulatory reference

L Entities to which the deduction method is applied should apply the provisions of
Reg 38(5)(a)(i)(M) i.e. limited recognition is allowed (up to a specified
threshold) after which any amount above the specified thresholds will be
deducted against capital.

n Banks may use either the aggregation or the full consolidation method for
which consolidation is required.

Mortgage servicing rights

South African Reserve Bank

Prudential Authority

MSRs
DTAs Deferred tax assets arising from temporary differences
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