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Abstract

This study investigates whether liquidity draw down requests by South African
conduits will have a material financial impact on the South African banks providing
such facilities. Using data of the South African conduits and the banks providing
liquidity support, the impact was calculated and found to have minimal effect on the
banks, concluding that the latter will be able to service liquidity draw down requests

in a possible market disruption event.
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Terminology and abbreviations used

ABACAS — Asset Backed Arbitraged Securities
ABCP - Asset backed commercial paper

ABS - asset-backed securities

CCF - Credit Conversion Factor

CDO-CP - CDO-commercial paper

CMBS - Commercial Mortgage Backed Securitisations
CP - Commercial Paper

EAD - exposure at default

EL — expected loss

EMEA - European, Middle East and Africa
FirstRand - FirstRand Bank Limited

iNdwa - iNdwa Investments Limited

IRB — Iinternal Ratings Based

Jibar - Johannesburg Interbank Agreed Rate
LAPA - liquidity asset purchase agreement
LGD - loss given default

LLF - liquidity loan facility

PD — Probability of Default

RMB - Rand Merchant Bank

RMBS - Residential Mortgage Backed Securitisations
RWA — Risk Weighted Assets

SARB - South African Reserve Bank

SIV - Structured Investment Vehicles

SPV - special purpose vehicle

UL — unexpected loss
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Chapter 1 — Introduction

1.1 Asset backed commercial paper (“ABCP”) — definition

The introduction will cover the definition of the asset class — ABCP - which is the
focus of the thesis. It will include a discussion on how and why the market for ABCP

started and will conclude with an explanation of how a standard structure works.

“An ABCP programme, also called a conduit, is a special purpose vehicle (“SPV”)

established to fund a portfolio of assets through the issuance of commercial paper
(“CP?)” — Moody’s 2003’

Historically, CP was a senior unsecured obligation generally issued by a corporation
to provide working capital funding. According to Moody's (2003), in the 1980’s,
parallel with the development of the asset-backed market, banks developed a CP
product which was issued by an SPV and secured by a defined pool of assets.
Moody's (2003) also states that these assets were initially trade and term
receivables but have grown to include credit card receivables, auto loans, corporate
loans and bonds, housing loans, structured finance assets and equipment leases.

Banks compete to provide low-cost financing to commercial and industrial
customers, and therefore, Moody's (2003) believes ABCP became popular as a low-
cost funding source for companies that cannot issue their own CP at comparable
rates. ABCP also has advantages for the banks, as this off-balance sheet funding
requires no obligation to maintain regulatory capital. The reason for using ABCP in
South Africa is mainly for banks to increase gearing without increasing capital by
taking their own assets off balance sheet. A spread is also earned between the

return on the underlying assets and the rate paid on the CP.

Moody's (2003) also believes that the appeal to the investors include the fact that
ABCP is a high-quality alternative to unsecured CP, it provides diversification, yield
enhancement and it provides a choice of maturity typically between 30 and 90 days.

! The fundamentals of Asset Backed Commercial Paper; Swasi Bate, Stephany Bushweller and
Everett Rutan; Moody's Investor Service, 3 February 2003.
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Figure 1 below is an illustration by Moody's (2003) of the working of an ABCP
conduit. In the centre of the diagram is the ABCP conduit/SPV which only purpose is
to issue CP and is owned by the Conduit Owner. The Conduit Owner is typically a
service company formed for the purpose of owning and providing management
officers for the SPV.

The administrator has the responsibility for the day-to-day operations, this is usually

a bank. The SPV funds the purchase of the assets from the obligors via the issuance

of CP.

Obligor

Obligor

Seller
i ‘ ]
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nssturing ABCP 4 of mew ABCP

Figure 1?

Two important parties to any ABCP conduit are the credit enhancement and liquidity

facility providers as noted in the diagram to the left and right of the centre.

The programme credit enhancement serves as a final backstop. Typically
programme credit enhancement is available to cover any ABCP repayment shortfalls
after all other sources of funds (including liquidity draws) have been exhausted. A
conduit may also have a Hedge Counterparty (not shown) if interest rate or currency

mismatches are material.

% The fundamentals of Asset Backed Commercial Paper; Swasi Bate, Stephany Bushweller and
Everett Rutan; Moody's Investor Service, 3 February 2003
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The liquidity back-up serves to bridge timing mismatches between the repayment of
maturing ABCP and either cash payments from the transactions or the proceeds of
newly issued ABCP. Liquidity draws are typically available to the extent the conduit
has performing assets to sell to liquidity providers or to post as collateral for a
liquidity loan.

It is important to define securitisations at this point due to the fact that a large
proportion of South African assets held in the ABCP conduits are securitisation

paper.

The following definition is quoted directly from Wikipedia®: “Securitisation is a
structured finance process, which involves pooling and repackaging of cash flow
producing financial assets into securities that are then sold to investors. The name
"securitisation” is derived from the fact that the form of financial instruments used to
obtain funds from the investors, are securities. All assets can be securitised so long
as they are associated with cash flow. Hence, the securities that are the outcome of
securitisation processes are termed asset-backed securities (ABS). From this
perspective, securitisation could also be defined as a financial process leading to an
issue of an ABS.”

Banks in South Africa has mainly securitised their home, auto and commercial
property loan books. Some corporates has also securitised consumer and trade
rental receivable. As per the ABSA bond matrix* for 2 October 2008, there were 18
Residential Mortgage Backed Securitisations (“RMBS”), 6 Commercial Mortgage
Backed Securitisations ("CMBS"), 3 receivables securitisations and 10 auto loan
securtisations totalling R74.5 billion. The South African ABCP conduits are the main

investors in these structured notes. (Refer to detail in Chapter 6)

A South African conduit will now be used as an example to illustrate the workings of
a conduit as briefly explained above. The conduit used in the example will be iNdwa
Investments Limited (“iNdwa”).

iNdwa was established by Rand Merchant Bank (“RMB”) a division of FirstRand
Bank Limited (“FirstRand”) in July 2003 in South Africa. Based on the Moody's
ilustration in Figure 1, the structure for iNdwa is shown below in Figure 2:

3 http://en.wikipedia.org/wiki/Securitisation
4 BESA listed bond matrix — K Rushton, D Vasant and J Gable, ABSA Capital, 2 October 2008.
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Figure 2°

In this diagram, the issuer will be the ABCP conduit or SPV which sole purpose is to
issue CP to fund the purchase of the assets. The assets include financial assets and
rated securities originated by FirstRand (indicated on the far left of the diagram).

Per the iNdwa offering circular, “a financial asset is either:

(i) a pool of consumer loans, instalment sales, trade receivables, credit card
receivables, equipment leases, rental agreements, insurance policies, hedging
contracts, mortgage backed securities or other housing related loans and/or

any other security backed by any other financial asset; or

(i)  a funding agreement or instrument concluded between the Issuer and the
owner of a pool of assets of the nature referred to in (i) in terms of which the

Issuer finances such pool of assets in whole or in part.”

A rated security® is a security, loan and/or other funding agreement or arrangement,
that has been assigned, or the counterparty to which has been assigned a credit risk
rating.

In summary it means that iNdwa (issuer) purchases either securitised paper or loans

granted to corporates which do not wish to access the capital markets by issuing

® llustration from the Fitch pre-sale report for iNdwa Investments Limited issued on 17 May 2007,
www fitchratings.com
® per the iNdwa offering circular
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their own CP. This could either be because it Is too expensive or the corporate wish
to access the capital markets ancnymously. The corporate then avoids publicly
disclosing its financial results and is only assessed by FirstRand being the loan
originator. It is also for this reason that iNdwa follows a black box approach, thereby

not disclosing the names of the underlying assets.’

EME is the administrator of the conduit and provides hoth credit enbancement and
liquidity to the structure. iNdwa's abligations to investors are limited to the present
value of the outstanding CP. On that basis, credit enhancement is sized on the

present value of performing assets. There are two components, as follows:

= Financial Assets: Credit enhancement will be calculated as an amount equal
to 5% of the aggregate present value of the performing financial assets
financed or acquired by the issuer,
+« Rated Securities: Credit enhancement is based on the inherent credit risk
profile. iNdwa uses a model® developed by Fitch to calculate the credit
enhancement based on the asset type, seniority, rating, country and industry
classification.
The liguidity facility is sized at 100% of the face value of the CP (reduced for
defaulted assets) together with senior expenses, less assets whose maturity
matches that of the CP in issue. As at 30 September 2008 INdwa consists of
R10 134 million {38 in total) of assets broken down as follows:

Assel Listing Status Categery of Asset

E%

Lestea. 26% : il

Peari-fished,

Ta%

npeame AT Sevavilealiznn Femizhed Fmarccd
| mi1s Smnis Irmskrealn Axsox

Figura 3*

" Information obtained in discussion with the iINdwa conduit managers. Ootober 2008,
" The details and workings of this model are beyond lhe scope of [his dotumenl,
" Graphs from the 30 September 2008 investar repor] for iNdwa.
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The liquidity facility is R10 271 million and the credit enhancement sized on financial
assets is R77.84 million.

Having discussed the definition of an ABCP conduit and the workings thereof at the
hand of an example, this thesis will continue to focus on ABCP programmes and the
liquidity facilities provided and more specifically on the impact that a draw down of
these facilities will have on the providers’ financial position.

1.2 Funding renewal risk

According to Moody’s (2003)"° a typical ABCP programme repays maturing CP with
the proceeds of newly issued paper (called rolling over of CP) so as to maintain
uninterrupted funding of the conduit's portfolio. Liquidity risk arises from the

imperfect matching of cash flows and the uncertainty of new issuance.

Continuing with the iNdwa example, the notes at 30 September 2008 has a
maximum maturity of 301 days with 88 days average maturity. The assets underlying
however have a maximum maturity of 24.2 years and an average maturity of

2.8 years.

This means that the notes on average will mature in 88 days however the average
maturity of the underlying assets is 2.8 years. This mismatch means that the CP

needs to be rolled over constantly until maturity of all assets.

Even though the conduit's assets are performing well, there may not be enough cash
generated in a timely manner to repay maturing ABCP if new paper cannot be
issued. Due to the fact that it cannot be assumed that ABCP can always be rolled,
most ABCP conduits require back-up sources of liquidity.

This introduces the following two sections which define liquidity facilities and the
purpose thereof.

"% The fundamentals of Asset Backed Commercial Paper; Swasi Bate, Stephany Bushweller and
Everett Rutan; Moody's Investor Service, 3 February 2003
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1.3 Definition of liquidity facility

The purpose of this section is to clarify the difference between corporate CP and
ABCP and to define the use of liquidity facilities by ABCP.

CP is a senior level, unsecured short-term note and is a flexible source of short-term
funding for the largest corporations worldwide, providing them with a low-cost
alternative to bank loans''. Unlike corporate CP that is used to finance inventories
and manage cash flows, ABCP are bankruptcy-remote conduits that issue short-term
CP on a revolving basis. A conduit is a structured investment vehicle used to fund

the purchase of assets through the issuance of CP.

ABCP is not backed by a single corporate issuer, but by a pool of assets consisting
of for example trade and credit card receivables, auto loans, corporate loans and
bonds, housing loans, structured finance assets and equipment leases. These
assets are held in the conduit and the cash flow goes directly for the repayment of
the CP. Since the CP is considered low risk (because it is highly rated) and short
duration (less than 1 year) the two main buyers are money market funds and

pension funds'?.

ABCP is issued by ABCP conduits, structured investment vehicles and Collateralised
Debt Obligation'-CP conduits (“CDO-CP”). The former is funded solely by CP and
the latter two are funded by a combination of short-term CP and medium term notes.

Banks and other financial institutions are involved in ABCP by providing liquidity
facilities. Horowitz (2007) concluded from his research on ABCP and the impact on
banks that ABCP has very thin spreads due to the liquidity provided by highly rated
banks plus credit enhancement.” Horowitz further states, that in the event of a
market disruption where ABCP paper cannot be rolled over, all investors take
comfort from the back-up liquidity provided. The banks are paid a fee for the facility
and these obligations are generally unfunded. However, should the liquidity facility

"' Definition by Moody’s; Alexandra Berthault, David Hamilton and Lea Carty; October 2000;
Commercial Paper Defaults and Rating Transitions, 1972 — 2000

2 “The importance of liquidity support in ABCP conduits” — October 2007, FitchRatings Special
Report.

'* Collateralised Debt Obligaition is another term for asset-backed commercial paper if the package
consists of corporate debt, and mortgage-backed securities if the loans are mortgages.

" Keith Horowitz; 16 August 2007; Drilling down on ABCP; Unlikely to be an issue for banks —
Citigroup research paper.
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be drawn upon, the assets and liabilities of the SPV is put on the bank’s balance

sheet and the commitment becomes funded.
1.4 Purpose of liquidity facilities

Moody's states in their 2000 research' that CP are generally not matched to the
cash flows of the underlying assets and therefore rely on the rollover of notes or on
third party liquidity lines to repay maturing notes. Liquidity risk arises from the
imperfect matching of cash flows and the uncertainty of new issuance.

Standard & Poor’s™® definition of a liquidity facility is a committed facility from one or
more highly rated financial institutions that can be used as a source of repaying
maturing CP. According to them the only conditions for use of the facilities are that
there are sufficient performing assets to support the payment and that the conduit
has not entered into insolvency proceedings. This shows the provider's intent that
the facility purely functions to cover the timing difference between the asset cash
flow and the maturing CP, rather that cover the asset’s credit risk.

According to the Regulations'’ governing securitisations in South Africa, a liquidity
facility is provided in order to cover deficiencies in cash flows resulting from:
e timing differences between payment of interest and receipt of interest and
principle on the underlying assets; and/or

s a market disruption event.

Even thought the South African securitisation regulations caters for market disruption
events, Standard & Poors does not provide short-term ratings on any ABCP
supported by a liquidity facility that requires a general disruption in the CP market
before it can be drawn down. In their view the liquidity facility should be available if
the CP cannot be rolled over for any reason. They see the liquidity facility as an
additional funding mechanism as well, for example, if the spreads on ABCP notes
widen to uneconomic levels, the administrator may elect to draw on liquidity facility

instead of issuing new notes.

'* Alexandra Berthault, David Hamilton and Lea Carty; October 2000; Commercial Paper Defaults and
Rating Transitions, 1972 — 2000

'® M Scott Sehnert and Dina Moskowitz; Liquidity: Why do asset-backed commercial paper conduits
need it and where do they get it?; 15 September 2007

" Volume 511 of the Government Gazette No 30628 of 1 January 2008.
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None of the South African conduits are rated by Standard & Poor's and therefore,
the liquidity draw down events includes a market disruption event. This was found in

the research performed in Chapter 5 and 6 of this document.
1.5 Background to reason for investigation

The previous section explained the need for liquidity facilities. This section covers
the reason for the 2007/2008 credit market crisis and the ensuing liquidity problems

experienced by banks.

The current (2007/8) turbulence in credit markets worldwide is proving to be one of
the most significant financial crises in recent history according to Canadian
Economist, Philippe Bergevin'®. The failure by Bear Stearns, one of the world's
largest investment banks, in March 2008 to roll-over CP, was one of a series of
events triggered by rising defaults in sub-prime mortgages in the United States.
Despite the extraordinary steps taken by central banks, most notably the US Federal
Reserve, to limit the credit market difficulties, uncertainties still exist about the scope

of the current turbulence.

Bergevin (2008) explains that the credit crisis was preceded by a period wherein
investors increased their demand for riskier assets. Innovative credit financial
instruments for example asset securitisation, which transformed illiquid assets into
tradable investments. ABCP was one of the instruments that resulted from the
securitisation structures and some of these ABCP programmes were backed by sub-

prime mortgage assets.

Bergevin (2008) is of the opinion that investors did not understand the complexity of
these structures or their underlying investments. When the defaults in the sub-prime
mortgage market started in July 2007 in the US, investors as well as issuers of
securities backed by the latter were faced with lower-than-anticipated cash flows,
and some of them faced bankruptcy. The rising defaults on US sub-prime
mortgages quickly led to a loss of confidence in asset-backed securities in
general. The situation was made more difficult by the short-term nature of ABCP,
which is secured by mostly long-term assets. Because of this timing mismatch, the

cash flow from the assets securing the ABCP did not match the cash flow required to

18 Phillipe Bergevin is an economist in the Canadian Parliament and he published an article on 1 April
2008 named The Current Credit Market Turbulence: The Build-up, the Trigger and the Fallout.
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repay maturing ABCP. Furthermore, because of a lack of investors, ABCP issuers
could not generate funds to repay maturing ABCP or to meet other contractual
obligations by issuing new ABCP or by “rolling over” existing ABCP at maturity.

In Canada, most non-bank ABCP trusts were unable to access bank lines of credit
when some of their ABCP became due and they lacked sufficient funds to repay
investors. On 12 August 2007, 22 Canadian non-bank conduits revealed they were
no longer able to refinance obligations due to the drying up of liquidity in the ABCP
market — a result of rising investor anxiety following rising defaults in the US

subprime mortgage space’®.

According to Fitch®®, these events in the ABCP market have highlighted the role of
the liquidity provided to ABCP programmes and there is a greater interest in the
credit fundamentals underpinning ABCP programmes.

This thesis will investigate the reasons for the failure of ABCP issuers to draw down
on liquidity facilities and will then further determine the possible effect of a similar

event in South Africa on South African banks.

The first studies regarding the impact of a draw down event on liquidity facility
providers was done by the credit rating agency Fitch in September 2007%". The
authors found that smaller regional banks will have greater difficulty in funding
liquidity facilities and that the longer it takes a conduit to re-enter the ABCP market,
the greater the risk to earnings for the bank.

Further research published by Standard & Poors (2007) and Citigroup researcher
Horowitz (2007) investigated the German and US banking sectors’ exposure to
liquidity facilities respectively. Their findings were that German banks, apart from IKB
Deutsche Industriebank AG (“IKB*) and Landesbank Sachsen Girozentrale
(“Landesbank”), are sufficiently strong to absorb the draws on liquidity and that some
of the US banks would have a reduction in their capital to asset ratios, but would still
be able to meet their requirements for draw down.

1 “Power to the People” — May 2008, Rob Davies, Risk Magazine

% “The importance of liquidity support in ABCP conduits” — October 2007, FitchRatings Special
Report.

A an Linnell, Jim Moss, Krishnan Ramadurai and Gerry Rawcliffe; 12 September 2007; Asset-
Backed Commercial Paper & Global Banks Exposure — 10 Key Questions, FitchRatings Special
Report.
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Horowitz {2007} indicated in his research that the CP market was USS2.2 trillion at
the time of his report and that US$1.2 trillion thereof was ABCP. He took a very
conservative lnok at what would happen to bank capital ratios if all of the back-up
ABCP lines were put on balance sheet. He looked at the top 20 US banks excluding
Citibank. His findings are summarised in the table below indicating the change in

total exposure to total assets percentage.

Bachup Liguedity DOF. g % od
Liguadity Provider bepasuta trtual TRTA  Proforma FETA Ditfesance  Astual TESIA
1 Ceutsera Rark i a7 7hl 213 ¢ he? -1 3% 6%
2 vk af Ananca, NA i [55 1547 186 0al% 4
4 1Mo an Chazs Bank L2 fid A5 RETL FEEn B A
1 Trewtier Bank 86 = a5 e £l 2,165 i
5 Wa'thar pie 5 0000 100%, T93% A e
b Lo T38 Bark pa ' - TR 7 53% 7 4% ERTT
¥ Bacwte Geranala A7.090 % TAa% 0% 3
R Royal Bk of Czmida 25,754 505 e 314 5%
0 HEEL Hank ple ' PoLTT: 3R 784% 055 1%
10 Wacacyvia Fan= KA _JE'HJ 4.40% 4254 L115% T
11 Buyenschy Eandesbiank Sirazontrai ' #3454 4.4 +.23% 0é1% %
]EIE',aT-: Stramt Fank anl Toust Ganianyg £ 10 481% 1.0%3 L8 % %
13 Wectld A 184871 2 8EE £ ans 116% L1
§41 Famnhan Nedarla1d 1GA0L 196°% 1875 210% %
LE RNFParbns &3 TR 0% 0% 1%
16 Nrrmeirhank &G T ET FAE I 045 %
17 Tatgnn tormerly Gindil g icaledCradit Lyenrais: YT AT M TS i
18 Bauk of Tokyn-Mitsubishe 1HFLTS J2uli 0 14% 2.l - 04% i%
19 Cradht Suisse Tirst Boston (847 R A i v A 2545 3 1%
EIJIII-LE. [e tsehe Induskrisbark 25 12510 2R T -330% 15% I
Total Top 24 Banks (s Gitid T19, T34
filbr Racikb Expasuie ek Ganl
Tetal Liquichly Bachups Tv AHCP B47,134
5t Feden:dible ARCP (SE0R of which s martgaged 15:E00n
rher €2 2R
[abai AHGE Markst 1208080

. 22
Figura 4

Horowitz commented that based on his research he found that all of the back-up CP
liquidity for State Street related to 4 multi-seller conduits that Stale Streat managed
and that there were no concerns about the multi-seller’ conduits since there is a
very small if any mortgage component and the paper for multi-seller ABCP were

trading well.

* Table of results from: Keith Horowitz; 16 August 2007; Drilling down on ABCP; Unlikely to be an
issue for hanks —Ciligroup research paper.

Y As per "The fundamentals of Asset Backed Commercial Paper, Swas Bate, Stephany Bushweller
and Everctt Rutan; Moody's Investor Service, 3 February 2003", - mulliseller conduit typically
provides financing to a wide variely of industries. companies, and asset lypes, offering ABCP
investors a diversified pool of assels.
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In the case of IKB, he did not have the actual detail of the underlying collateral, but it
was reported to include subprime mortgage bonds and investors were not rolling
over the CP.

These studies lead to investigations by Gresty and Kryzylchylkiewicz (2007) and
Rushton and Gable (2008) into the South African ABCP markets. These were the
only studies to date and the aim of this thesis is to expand on their findings and
research and to apply the methodology used in the international studies to the South

African market.

The Canadian ABCP issuer Coventree Inc, was the first to report a failure to issue
CP and a failure to draw down under their liquidity facilities in August 2007. This and
subsequent draw down requests from other ABCP programmes, led to a closer
examination of the definition of liquidity facilities as will be discussed in the rest of
this document.

The remainder of this thesis is organized as follows. Chapter two introduces liquidity
facilities in the context of ABCP by describing the key features and the purpose
thereof. It also reviews related literature on the growth in the ABCP market and
similar studies done on the impact of liquidity draw downs in other countries. Chapter
three briefly discusses the South African regulations and Basel Il implications for
liquidity draw down. Chapter four discusses the potential research methodologies
and the methodology selected for this thesis. Chapter five describes the data and the
tests to be used in this research. Chapter six presents the results of the study.

Finally, chapter seven concludes.
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Chapter 2 - Literature review

2.1 Rating agency view on liquidity facilities

An important part of defining liquidity facilities is to consider the view of rating
agencies. In my view, investors base their investment decision largely (whether
correct or not) on the external rating provided on the CP they buy. So even though
there might be a standard definition of what investors consider to be liquidity support,
the different rating agencies terminology needs to be considered to determine the

reliance they place on the provider of such liquidity support.

Standard & Poor's published their ratings approach to ABCP conduits on
13 March 2002%*. They found that liquidity risk in an ABCP conduit arises because
their weighted-average liability maturity is usually about four to six months, whereas

the assets in the vehicle will have considerably longer average maturities.

Standard & Poor's criteria for bank-provided liquidity facilities can be summarised as

follows:

« All liquidity providers must have a short-term rating of 'A-1+° in order to be
eligible. Liquidity may be provided by 'A-1' institutions as long as an 'A-1+'
provider also covers the obligations of the largest 'A-1' provider.

e The liquidity facility is normally provided for at least 365 days with a renewal
period of 30 days or cash collateralised.

« Funds must be available to the SIV with same-day notice and normally before
2:00 p.m. London time on the day notice is given to allow the liability to be
repaid.

« The liquidity facility provider can normally terminate the liquidity facility with 30
days' notice. If the facility is terminated in this situation, it should be with zero
termination costs.

« If a liquidity provider loses its 'A-1+' rating, there is normally a grace period of

30 days to allow the investment manager to find a replacement.

** published on their website: www.standardandpoors.com
%% Refer to Annex for rating tables.
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In order to pay maturing ABCP the liquidity facility must fund on a same day-basis?®.
The administrator may only have a few hours to notify the liquidity bank and receive
the funds. When many banks must be contacted in order for funding to occur, the
probability of an error increases.

If there is a failure to renew a facility when it matures and a new liquidity provider to
take the current provider's place cannot be found, the investment manager will often
have the ability to draw down the facility amount in full. The same procedure can be
followed if any existing liquidity provider is downgraded below 'A-1+' and no
replacement is found within the 30-day grace period.

There are two main types of liquidity support according to Fitch?’ being liquidity loan
facilities (“LLFs”) which is a loan that can be drawn to finance the conduit’'s assets
and a liquidity asset purchase agreement (“LAPA”) under which the provider will
purchase the asset out of the conduit when a liquidity draw for a particular asset is
made. Both LLFs and LAPAs eliminate a conduit's exposure to a particular asset by

removing it from the conduit.

Fitch (2007) further discussed the use of extendible notes as liquidity facilities, but
due to the credit crisis in the 3" quarter of 2007, appetite for this type of note has
deteriorated. Extendible notes have an expected maturity before its final maturity
date. If on the expected maturity date the conduit does not have sufficient proceeds
to repay the extendible note investors, either from the assets’ cash flow or from
issuance of new ABCP, then the conduit can delay repaying the extendible note by
extending the note to the final maturity date. In most cases the final maturity date will
be 364 days after the initial CP issuance. The conduit will then pay an extension

premium on any principal and interest amount extended.

In the same report, Fitch discusses the difference between full and partial support. A
conduit or a transaction within a conduit may be supported by a liquidity facility that
will advance against all outstanding CP regardless of the underlying asset
performance. This is called fully supported. However, in most cases, liquidity
facilities will only advance against non-defaulted assets. This is called partially
supported and the investor takes the risk that the underlying assets default. In these

cases, credit enhancement is usually available to mitigate the risk of asset default.

%% The fundamentals of Asset Backed Commercial Paper; Swasi Bate, Stephany Bushweller and
Everett Rutan; Moody's Investor Service, 3 February 2003.

*"“The importance of liquidity support in ABCP conduits” — October 2007, FitchRatings Special
Report.
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Having established what a liquidity facility entails, it now raises the question as to in

which circumstances it can be utilised.

2.2 Events of draw down on liquidity facilities

Fitch defines the use of a liquidity facility in the event that there is a mismatch in the
collections on the underlying assets and the payments due to note holders and the
inability of the issuer to roll the notes upon maturity due to a market disruption

event.®®

Pottas and Huntley (2006) published research on the South African Securitisation
market as at 2006. They discussed liquidity facilities and the fact that programmes
meet its obligations to pay maturing debt by issuing new debt. If this cannot happen
on a timely basis, the liquidity facilities will be utilised. They also stated that the
utilisation of the liquidity facility is seldom required, but that it has been ratings-driven
and therefore the programmes do not have much of a choice on this issue if they

want a good credit rating.

Fitch (2007)*° also states that the ability to re-issue a new tranche of ABCP to repay
a maturing tranche is affected by systemic risk and event risk. Systemic risk is the
possibility of a disruption affecting the whole market that affects all issuers. Event
risk, however, is an issuer-specific event that makes investors unwilling to buy a
particular issuer's ABCP. For instance, the downgrade of a sponsor may make

investors unwilling to purchase ABCP from conduits managed by that sponsor.

ABCP conduits typically benefit from 100% liquidity support to overcome these risks
and ensure the timely repayment of all outstanding ABCP. 100% support means that
liquidity either covers the face value of outstanding ABCP or the principal amount of
assets funded by ABCP, usually with the interest component covered by reserves or
another mechanism. Some conduits may have over 100% liquidity support to also
cover estimated fees and senior expenses if these costs are not covered elsewhere

in the conduit structure.

% “The importance of liquidity support in ABCP conduits” — October 2007, FitchRatings Special
Report.
¥ *The importance of liquidity support in ABCP conduits” — October 2007, FitchRatings Special
Report.
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According to the South African Regulations® governing the securitisation market, the
only conditions for using such facilities as a payment source are that there are
sufficient performing assets to support the payment amount requested and that the
ABCP conduit has not entered into insolvency proceedings. These conditions show
the liquidity provider's intent that the facility functions purely to cover timing
differences between the asset cash flow and the maturing CP, rather than cover the
asset's credit risk.

Standard & Poor's® published an article in August 2007 to clarify the features of
liquidity facilities in Australia and New Zealand and they highlighted the following as
events under which the liquidity facility cannot be drawn on, or “funding outs”:

o Where it is illegal for the liquidity facility provider to perform such actions. This
risk should be addressed in the legal opinion.

o The insolvency of the ABCP issuer is a funding out, however, conduits are
mostly structured as bankruptcy remote. It means that the liquidity facility
provider cannot be asked to provide the liquidity facility if the ABCP is
insolvent, however the conduit cannot technically be bankrupt as the assets,
liquidity facility and credit enhancement should always be greater than the
market value of the outstanding CP.

e An issuer event of default has occurred and enforcement proceedings have
commenced.

e Failure to pay the liquidity facility provider the commitment fees, interest or

principal when due.

In 2007, the need arose for conduits to access their liquidity facilities as a result of
turbulent markets caused by the sub-prime crisis in the United States of America.

The following section discusses historical CP default events.
2.3 CP defaults - 1970’s to 2006

Even though the focus of this thesis is on ABCP programmes, valuable information is
gained from assessing the historical defaults in the corporate CP markets. It provides

some insight into the market condition conducive to CP failure.

3% \/olume 511 of the Government Gazette No 30628 of 1 January 2008.
3! M Scott Sehnert and Dina Moskowitz; Liquidity: Why do asset-backed commercial paper conduits
need it and where do they get it?; 15 September 2007
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Moody's Investor Service published a research paper in October 2000 dealing with
CP defaults from 1972 (the date they started rating CP programs) to 2000. They
reported that 45 issuers have defaulted on roughly US$4.3 billion of rated and
unrated paper in this period. The bulk of these (31% since 1982) occurred in the US,
however, since 1992, only one US CP issuer failed. Outstanding for the 17
commercial paper markets together with the USCP market, totalled an estimated
US$1,961 billion as of June 2000. From the mid-1990s the bulk of CP defaults have
been throughout Europe, Asia and Latin America.

In the same report, Moody's commented that defaults tend to be event risk driven
and typically involve a liquidity crisis. However, they also mention that none of the
issuers rated P-1 to P-3% by Moody’s at the time of the issuance have resulted in
any appreciable losses to investors. P-1 is superior payment ability, P-2 is strong
payment ability, P-3 is acceptable payment ability and NP is not prime which do not
fall within the P-1 to P-3 ratings.

In 1970, Penn Central Railroad defaulted on both its long-term and short-term debt
and it prompted a closer look at the credit risk of CP. A spate of defaults began in
1987 in the US which led to further tightening of credit policies and included
regulations passed that prevented mutual funds to invest in lower rated CP. Between
1972 and 1987 there was only one default by a CP issuer but the incidences rose to
9 defaults in total of $831m in 1989 and 11 defaults in total $517m in 1990.

In 1989, CP defaults mainly hit the larger US and Euro CP markets. After 1990, the
pace of defaults lowered but defaults continued in the US and Swedish markets. The
largest default of this period occurred in the Canadian market in 1992 when Olympia
and York, a Canadian Real Estate giant, defaulted on $614m of CP. Olympia and
York, owned by the Reichmann family, announced in March 1992 that it would have
to restructure some $12 billion in debt due to worldwide decline in real estate prices.

On 14 May 1992, the company filed for bankruptcy.

Moody's believe that the following reasons explain the surge in CP default between
1989 and 1992.

%2 Refer to Annex for rating table.
Page 23 of 86



e Looser credit standards allowing abnormal high amounts of credit in the
market. Loosening of credit approval standards based on the assumed
support of liquidity facilities led investors to invest in low-investment-grade
CP.

e Lack of liquidity in mid 1989, found some commercial banks unwilling or
unable to fulfil their rolis as back-up sources of liquidity. For example, when
Wang Laboratories Inc. faced a general market perception that the firm's
financial position was weakening and its liquidity banks failed to reach
agreement on support for the firm, it could not raise enough cash to redeem
its maturing EuroCP.

e Securitisation and globalisation had weakened the reliability and predictability
of back-up liquidity for CP. The disintermediation of banks had eroded the
banks’ market position and borrowers became more transaction oriented and
less dependent on commercial banks. Moody's believe that banks are now
more willing to invoke a material adverse change clause which widens the
range of scenarios under which banks will refuse to honour back-up lines of

credit to CP issuers.

According to Moody’s (2000) since 1994 to 2000, 15 defaults of a total of $1.5 billion
occurred of which only one was in the US. Furthermore, the 1995 defaults were
related to the devaluation of the Mexican Peso and the July 1997 defaults were
related to the Asian financial crisis. The Russian defaults in 1998 led to a demand for
better credit quality.

2.4 Developments in the ABCP market

Before 2007 the ABCP market went through growth and stagnation phases as well
as defaults. The following literature was found to sketch a background of the ABCP

market since inception to date.

241 ABCP - 1980s to 2006

It is important to discuss the ABCP market prior to 2007 to get a view on the growth
and cycles that it has endured up to 2007. The following section covers the period
from the 1980’2 (when ABCP started) to 2006.
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According to Moody's (2000) the ABCP market started in the late 1980's and in
1995, the ABCP outstanding grew to US$75 billion. It then grew to US$504 billion by
the first quarter of 2000.

Moody's (2000) indicated that due to the lack of cash flow matching, third party
liquidity lines are a key determinant of ABCP credit quality and the credit ratings of
liquidity providers are a key input into the ratings of ABCP programmes. Moody's
further reports that all of the 16 ABCP downgrades in 1998 and 1999 were as a

result of credit deterioration in the liquidity providers.

Bravo Trust is cited as an example in the Moody’s paper. Bravo Trust, initially rated
P-1, was downgraded and ultimately withdrew from the market as a result of the
rating downgrade of Integrity Life, a liquidity provider.

In 2002 the US ABCP market failed to show growth in either outstanding or new
programmes for the first time since the inception of the market. Outstandings were
slightly down from year-end 2001: US$270 billion vs US$745 billion. Programme
terminations exceeded new conduit formation and economic weakness limited the
need for funding. Regulatory changes, especially potential accounting changes,

discouraged new deal flow.

The European ABCP market continued to grow rapidly in the same period to US$178
billion from US$135 billion as it was not subject to the same proposed accounting
regulations.

According to Moody's®, ABCP outstanding reached US$920 billion at 30 June 2006
and 8.5% increase from December 2005. The growth was across all types of

traditional ABCP programmes and new programmes.

in the same report, Moody's refers to the April 2006 event when the Federal Reserve
Board modified the manner in which CP outstanding were calculated and it resulted
in US$100 billion being transferred from ABCP to unsecured CP. ABCP resultantly
declined from 57% of the total market to 52%.

* ABCP Market Overview: Mid-year 2006 Review; Jonathan Plansky, Sophia Berthelon, Alan Bonilla
and Mark Hutchinson; 24 August 2006.
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Through the end of the second quarter of 2006, Moody's (2006) reported that newly
formed conduits (13) outpaced the number of terminations (11).

This information leads me to conclude that the ABCP market worldwide was growing
at a steady pace in 2006.

2.4.2 ABCP - 2007

This thesis is however centred on the events in 2007 that caused ABCP
programmes to request draw downs from liquidity providers. The following section

will discuss these svents.

2.4.2.1 Canada

Andrew Willis of The Globe and Mail reported on their Streetwise blog® on 14
August 2007 that, in the midst of the sub prime mortgage crisis in the US, Canadian
issuers were forced to exercise options to extend maturing notes and attempt to
access liquidity facilities from banks to meet commercial paper obligations. Banks
were refusing to supply emergency financing for 17 Canadian asset-backed
commercial paper issuers managing funds of C$27 billion (C$25.3 billion), including

funds run by Coventree Inc., after they failed to sell short-term debt.

Willis reported that the ABCP market in Canada as at August 2007 was C$116 billion
of which 70% was sponsored by banks and the rest by non-banks. Coventree
Capital is the Iargést non-bank sponsor in Canada. He also stated that as in the
U.S., Canadian ABCP have liquidity facilities from big banks, but the biggest
difference is that in the U.S. the banks are required to fund in the event that CP
cannot be rolled over and in Canada, banks are only required to fund in the event of

a general market wide disruption.®

Pittman (2007) reported on Bloomberg on 14 August 2007 that Coventree Capital,
with C$16 billion of funds under management, reported that a number of banks

* The Globe and Mail; 14 August 2007. Foreign banks refuse to backstop Canadian commercial
paper programs.

¥ Keith Horowitz; 16 August 2007; Drilling down on ABCP; Unlikely to be an issue for banks —
Citigroup research paper.

Page 26 of 86



refused to meet the request for C$700 million in liquidity. Pittman (2007) further
reported in the same article that Canada’s big six banks are the biggest players in
the asset-backed market, as both issuers and providers of liquidity on commercial
paper programs. He estimated the total exposure of each bank and wrote that Bank
of Montreal has agreed to supply C$42.7 billion of backstop liquidity, Royal Bank of
Canada has agreed to fund C$35.1 billion, CIBC has agreed to C$16.7 billion,
Toronto-Dominion Bank is a provider of C$15 billion in liquidity, Bank of Nova Scotia
has agreed to provide C$10.1 billion and National Bank has just C$1.4 billion of

exposure.

Coventree asked for the loans after it was unable to find new investors for its CP
programs. The banks argued that there was not a general market wide disruption as
some of the other issuers could roll over paper. On 16 August 2007, a consortium of
ABN Amro, Deutsche Bank and eight other investors agreed to buy ABCP in Canada

to ease the credit crunch.

These events served as a reminder that terms and conditions of credit facility
agreements can be critical in times of distress and deserve close attention. The
back-up liquidity agreements in question here appeared to be contingent on a
“‘market disruption.” Toronto-based Genuity Capital Markets analyst Mario
Mendonca® wrote that it is conceivable that the banks could argue that the
circumstances were more than a market disruption and elected not to provide the
liquidity. He said the banks might claim that a decline in the value of the underlying
assets were causing the problem, rather than a “disruption”. Standard & Poor's
(2007) refused to grant investment-grade ratings to Canadian issuers because of the
clause that allows banks to decline funding.

Failure to receive funding in a timely manner may result in an event of default. The
banks can sidestep the obligations to provide loans if there is any diminution of the
creditworthiness of the trust or any deterioration in the performance of the assets of
the trust. If Coventree were to support its conduits in such circumstances, the cost of
such support could require the expenditure of significant amounts of capital and

significantly reduce Coventree’s profitability.

% Banks Refuse Funding for Canadian Commercial Paper — Bloomberg, 14 August 2007,
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Similarly, Quanto Financial unit Metcalfe & Mansfield Capital Corporation said its
Apsley Trust, Whitehall Trust and Devonshire Trust haven't been able to roll over
maturing short-term debt. Metcalfe commented in Pittman’s article on Bloomberg on
14 August 2007 that Deutsche Bank failed to put up cash for Apsley and Whitehall,
while Barclays failed to pay for Devonshire Trust.

Erman, McNish, Perkins and Scoffield® published a research paper on the events in
Canada that lead to the liquidity crisis. In conclusion, they highlighted some learning
lessons of which the key lesson was that investors in ABCP needed to play the role
of credit officers as they examine what is behind the paper. They can no longer rely

on banks, which are offloading their risk, to be as picky about the lending they do.

2422 Europe

German lender IKB became the sector's first casualty in early August 2007 when by
banks owned by Germany's state and federal governments also known as
Landesbanken®, bailed it out. IKB's problems came from its inability to provide

liquidity to Rhineland Funding, a programme it sponsored.

On 10 August 2007, Schiaffino published an article announcing that the European
Central Bank has injected €94,800 million to the markets in order to compensate the
lack of liquidity. One of the main reasons for this movement was the announcement
of BNP Paribas to temporarily freeze the liquidation value of three of its funds. The
French bank followed the steps taken by other organisations such as Axa or the
German bank WestlLB.

2423 United Kingdom

Duncan® reported in the Evening Standard on 21 August 2007, that The Bank of
England provided $314m of emergency funding to bail out an unnamed British bank
affected by liquidity draw down requests. Other central banks, including the US
Federal Reserve and the European Central Bank, have injected billions of dollars

and euros into the credit markets to restore liquidity. But Bank of England Governor

% The ABCP black box explodes — Globe and Mail; 16 November 2007.

3 Ragnhild Kjetland; 2 August 2007. Germany's state-owned regional banks helping IKB in sub prime
exposure — The Associated Press.

% Shares U-turn as UK bank gets crisis loan — 21 August 2007; Evening Standard.
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Mervyn King has refused to follow suit, saying instead that banks can borrow
unlimited funds at 6.75% - one percentage point above the Bank's base rate of
5.75%.

Armitage™ published an article on 22 August 2007 in the Evening Standard based
on HBOS's announcement the previous evening that it will fund Grampian. HBOS
was forced to provide millions of pounds in emergency financing. They reported thal
many banks have built up conduils but HBOS's Grampian was the biggest in the
world. Grampian had $35.4 billion in debt outstanding as of the end of May.
according to Moody's Investors Service, making it the biggest issuer of ABCP in

Furope.

2424 Urnded States of America

The impact of the liquidity draw downs on the banks providing it will be discussed in
the following sections including Basel It effects and effects on the bank's balance
sheet.

Liz Ann Sonders, Senior Vice President and Chief lavestment Strategist of Charles
Schwab & Co. Inc. published and aricle’ on 30 November 2007 wherein she
commented that ABCF outstanding declined for the 16th straight week, the week

before  her report. She published the following graph as evidence:
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Figure 5
Sonders (2007) stated that ABCP is issued by several entities. notably Structured
Investment Vehicles ("5IVs™). SIVs have come under scrutiny as some of the biggest
players in tha ABCP market, and have found themselves unable to place commercial

paper in recent months. The SIVs' sponsoring banks are being forced to provide

*High Slrecl banks face huge bailout bill - 22 August 2007, Evering Standard,

* bitp:dhwaw schwab-worldwide comicontent/article1 207 1. btml: The ABCs of CD00s. ABTP, MBSs,
SV and NAVS

" Graph also from report published by Lizz Ann Sonders as referenced above,
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liquidity lines or buy commercial paper themselves in order to prevent asset sales. In
some cases, banks have also bought assets from the SIVs at par value, allowing the
S1Vs to deleverage without suffering major losses.

Fender and Hordah!*®

issued a paper in September 2007 in the BIS quarterly review
discussing the liquidity squeeze in that period. According to them the total amount of
outstanding ABCP topped $1.5 trillion at end March 2007. US ABCP programmes
accounted for some 75% if this amount and the $260 million European market made

up for the rest. The US ABCP market was 55% of the US CP market.

It is also important to discuss M-LEC at this stage as it had an impact on the US
conduit market. M-LEC was an initiative by a group of commercial banks in America
that pooled their capital and created a support facility of $100 billion for structured
investment vehicles. Donna Mitchell investigated this master liquidity enhancement
conduit and she published her findings in the Asset Securitisation Report on 14
January 2008*.

Mitchell (2008) reported that two events led to the failure of M-LEC, being the
announcement by Citigroup that it would consolidate the SIV's assets and liabilities
onto its balance sheet and secondly, eight days later, Bank of America, JP Morgan
. Chase and Citigroup decided to pull the plug on M-LEC.

According to Mitchell, the M-LEC failure would make some bank regulators wonder
whether banks should be allowed to continue treating SIV's like off-balance sheet

instruments.

2.5 Priorresearch and methodology

The ABCP market discussed above sets the background for studies that ensued
post the liquidity draw down events in Canada. A few research pieces were found
post the 2007 events in Canada that investigated the impact of liquidity draw down
events in different countries. These will be discussed below and will be used to
determine the methodology to be applied to determine South African banks’

exposure in similar circumstances.

3 Ingo Fender & Peter Hordahl; Overview: Credit retrenchment triggers liquidity squeeze; September
2007

“ Donna Mitchell; Boomerang Effect: is Citi's latest SIV Strategy; Asset Securitisation Report; 14
January 2008
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2.5.1 Australia

The Australian ABCP market has grown to A$72 billion at July 2007 according to the
Australian Reserve Bank Bulletin of January 2008. 45% of the assets are residential
mortgages and a further 17% is RMBS. A$24 billion or 37% of liquidity facilities are
provided by the largest 4 banks in Australia with the remainder provide by branches
of foreign banks. The liquidity facilities are however only 2.3% of the risk-weighted
assets of A$1 100 billion of the Australian banks.* Stevens, Governor of the
Reserve Bank of Australia stated in his address to Australian Business in London on
18 January 2008 that the key banking institutions in Australia are strongly
capitalised, have adequate liquidity and relatively little exposure to the problems in
the US housing market.

Analyst Peter Russel of Intersuisse published research’ on the Australian ABCP
market on 29 January 2008. He states that ABCP issued by Australian entities has
declined by 14% from end July to approximately A$62 billion at end October 2007.
Some of the conduits also drew on their liquidity facilities. Spreads reached new
highs in December 2007 and shorter maturity paper was issued.

2.5.2 USA and Europe

Fitch did research?’ in September 2007 on the US and European ABCP market and
banks’ exposure thereto as at end of March 2007. Some of their key findings were:

o The ABCP market in these regions consisted of US$1.15 trillion of US ABCP
and US$300 billion of European ABCP;

o Small regional banks will have greater difficulty in funding these liquidity
facilities than large well diversified international banks. The latter may need to
sustain this for an indefinite period, given the difficulties in anticipating an end
to the current (2007/8) market correction and liquidity crisis. The longer it
takes a conduit to regain access to the ABCP market, the greater the

downside risks to earnings for the bank.

%5 Statistics as per the Reserve Bank of Australia, June 2007.

“ peter Russel; 29 January 2008; Stress Test for debt; Intersuisse Investment Research,

“" lan Linnell, Jim Moss, Krishnan Ramadurai and Gerry Rawcliffe; 12 September 2007; Asset-
Backed Commercial Paper & Global Banks Exposure — 10 Key Questions, FiichRatings Special
Report.
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o For European ABCP, German banks IKB and Landesbank were most
exposed to liquidity risks, at 28.8% and 31.6% respectively of asset value.
Their capital ratios also drop sharply assuming that all liquidity lines are
brought back on to the balance sheet and are risk-weighted at 100%. Under
Basel I, the risk weights will be determined by the external ratings of the
assets held, to the extent the assets are bought by the bank, or by the rating
on the drawn liquidity line, and will in the majority of cases be less than 100%.

e Inthe US, the two banks most exposed to liquidity risks are State Street Bank
and Trust Company and Zions First National Bank. They have liquidity
facilities to conduits that represent 24% and 39% of assets, respectively.

Fitch defined funding as deposits and senior and subordinated debt and used the
committed facility as the conservative measure for the liquidity facility. On the US
banks they did two additional ratios being Liquidity Facilities as a percentage of non-
pledged investments and Liquidity Facilities as a percentage of free liquid assets.
The impact of Basel Il was measured by them calculating the change in the Tier 1
capital ratio. Tier 1 capital consists primarily of equity capital and cash reserves, but
may also include perpetual preference shares and retained earnings

Standard & Poor's*® analysed the German banking sector exposure to U.S sub prime
mortgages and their liquidity facilities granted to structured vehicles. They found that
liquidity facilities granted by rated German banks are smaller than the IKB and
Landesbank exposures and that German banks rely very little on securitisations as a
funding tool. They concluded that German banks’ balance sheet are sufficiently

strong to absorb the draws on liquidity facilities.

Horowitz (2007)* reviewed the U.S. banks for their conduit exposure based on their
disclosure in their regulatory returns. He looked at the change in capital ratios if the
conduit came on balance sheet for the banks providing its liquidity facility.
Horowitz's results indicated that State Street Bank and IKB would have a reduction
of 17% and 15% respectively in their capital to total asset ratio if the liquidity facilities
they provided were drawn. Horowitz concludes that US banks will have sufficient
balance sheet capacity to put these facilities on.

* Stefan Best and Michelle Brennan; 19 September 2007; German Banks’ Sub prime Mortgage and
Structured Vehicle Exposure Concerns are overstated; Standard & Poors research paper.

4 Keith Horowitz; 16 August 2007; Drilling down on ABCP; Unlikely to be an issue for banks -
Citigroup research paper.
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Samuels and Harrison® published a report on Pan-European banks and focused on
asset growth due to funding of conduit liquidity facilities. They estimate that €450
billion of assets were added to European banks’ balance sheets due to ABCP
conduits coming on balance sheet. They further concede that this is only 5% of the
assets of the European banking sector but that it represents a big increase in the
growth in Risk Weighted Assets (*RWA”). The growth was expected to be €800
billion in 2007, but it is now expected to be over €1 300 billion. Samuels and
Harrison (2008) also believe that these assets have prevented other viable lending

options and in their terms it is a true credit crunch.

2.5.3 Emerging markets

In February 2008, Moody's published its 2007 Review and 2008 Outlook for
European, Middle East and Africa ("EMEA") ABCP and provided statistics that
showed a 29% decline in issuance levels from US$524.5 billion at July 2007 to
US$347.6 billion at the end of 2007. Conduits experienced a loss in investor
confidence reflected in a significant increase in funding costs and shorter ABCP
tenor. Investors were reluctant to buy CP which they were possibly unable to roll and
this lead to banks taking the assets of the conduits back on their balance sheets and
providing regulatory capital against these assets. This resulted in steady decline in
ABCP issuance levels from August 2007 to year-end, wiping out almost two years of
growth.

The authors of this Moody's research piece, Zakaim and Deméocq, concluded that
there were two very distinct trends that resulted in not all programmes being equally
affected by the market disruption. The first was the fact that investors were
distinguishing between conduits and not basing their investment solely on the
ratings. Conduits with exposure to US sub-prime residential morigage backed
securities were worse off with issuance levels dropping by 36% for the last six
months of 2007 whilst being on par with other conduits in the prior year at single digit
growth.

* Samuels and Harrison, 3 January 2008; Creaking; Citigroup Global Markets — Equity Research
paper.
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The second factor was the strength of the sponsor. The conduits which recorded the
most significant declines were sponsored by lower-rated and/or smaller institutions

including the German Landesbank.

Zakaim and Deméocq (2008) stated that as far as Moody's was aware, within the
EMEA ABCP conduit market all liquidity providers honoured their liquidity
commitments in full when drawn. it is not clear if the liquidity facilities were drawn
due to the inability to issue paper into the market or whether it was not economically
viable to issue new paper. The size of some sponsor’s off-balance sheet conduits in
relation to the size of their balance sheets also led some investors to question the
sponsor’'s capacity to provide support. This was exacerbated by the freeze in the
inter-bank lending market.

Zakaim and Deméocq (2008) also mentioned that in addition to the factors
mentioned above, the investors in the ABCP are usually money market funds that
can easily withdraw their funds. From their findings, it is important to note the key
factor to consider for South African markets are therefore the capital position and

liquidity of the banks.

2.6 ABCP market in South Africa

Very little research were found on the South African ABCP market however, special
mention need to be made of the research done by Gresty and Krzylchylkiewicz
(2007)°' on South African bank’s exposure to liquidity facilities.

Their findings were that there is no reason why there should be contagion from the
liquidity problems experiences offshore and secondly that if any, it will not have a
material effect on the large South African banks. The reasons they cite includes 1)
the conduits contain little or no sub-prime exposure, 2) it is all funded locally, 3) the
conduits are small in relation to the banks balance sheets and 4) it is structured
better.

Gresty and Krzylchylkiewicz focussed on the size of South African conduits relative
to the size of the total South African bank funding base. They have calculated the

size of the various conduits relative to the funding bases of the banks that administer

* Mike Gresty and Voyt Krzychylkiewicz; 3 October 2007; Conduits: Should we be concerned? -
Deutsche Securities — Global Markets Research paper.
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them. They have included in the funding only the rand denominated deposits and
Tier 2 bonds. They concluded that in total, the size of conduits at June 2007
represents 4% of the funding bases of the banks that provide liquidity facilities (7% if

all conduits were at their maximum permitted size).

They also conclude that FirstRand is the most exposed to liquidity facilities with the
current size (at the time of their report) of liquidity facilities being over 6% of the

funding base and the approved liquidity facilities being over 12%.

Gresty and Krzylchylkiewicz (2007) note in their research that South African conduits
are unable to invest in non-South African assets due to Exchange Control
implemented by the South African Reserve Bank (“SARB”); therefore they have no
exposure to US Sub prime assets. The spreads on the underlying assets have
widened due to contagion, but there have been no downgrades across bank,
securitisation and parastatal assets in the six months ended 31 January 2008.

Gresty and Krzylchylkiewicz (2007) define South African conduits as follows:

e it is a separate legal entity in which the banks have no shareholding;

¢ it is entirely funded by CP with a maximum tenor of 364 days;

e the CP is rated, therefore all the assets in the conduits must also be
individually rated;

e the maximum size of the conduit is limited and must be approved by the Bank
Supervision Department of SARB, however, the company starting the conduit
does not have to be a bank;

e the administrator and liquidity provider must maintain its own credit rating;

o CP cannot be presented for payment before its maturity date; and

e the credit risk is borne by the holders of the CP, however, market risk is

covered by the liquidity facility.

The reason for expansion on their research includes:
e The need to include all conduits in South Africa, not only the big five conduits;
e The need to investigate the differences between the definitions of liquidity
facilities (not assuming all definitions are similar); and
e The need to calculate possible impact on banks capital.
The latter point leads to the next section covering the impact that liquidity draw down

would have on regulatory capital.
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Chapter 3 — Regulations

The following section discusses the relevant regulations that govern the use of
liquidity facilities in South Africa governing and also the impact of Basel II's
requirements regarding capital reserving on the South African banks. These 2
sections were identified as the most important regulations that will impact the

research.
3.1 South African regulations

Van der Poel discussed the South African securitisation market in his article on the
website of Webber Wentzel® in March 2008. Van der Poel stated that
Securitisations in South Africa are specifically excluded from the Banks Act (No. 94
of 1990) and are regulated by a Government Notice of which the latest version was
published in Volume 511 of the Government Gazette No 30628 of 1 January 2008
(“the Regulations”). Securitisations are designated as an activity not falling within the
meaning of “The Business of a Bank”. As a conduit is not a bank, it does not have to
hold regulatory capital and therefore it is potentially cheaper for a corporate to raise
funding via a conduit than from a bank.

The Regulations define a liquidity facility as a facility provided in order to cover
deficiencies in cash flows within the said securitisation scheme resulting from:
a) time differences between payment of interest and principal on the assets and
payment in respect of CP; or
b) market disruptions; or
¢) a combination of any of the above

and which does not constitute a credit-enhancement facility.

If the liquidity facility provider is seen as providing implicit support to the special
purpose institution, the Registrar of Banks can determine that it is support beyond
contractual terms and the bank shall maintain capital and reserve funds against all

exposures associated with the scheme, it shall not recognise any future gain relating

%2 Webber Wentzel is a South African legal firm. Article from
hitp:/mww. wwb.co.zalwwb/view/wwb/en/page2018
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to the scheme and shall disclose detailed information relating to the implicit
support.>

As per the Regulations, the following conditions relate to liquidity facilities:>*
i) liquidity facility
a. shall not be associated with the credit risk of the underlying reference
assefs;
shall have a specified maturity date;
shall be clearly documented to distinguish it from other facilities;
shall have market related terms;

© o o T

shall be subject to the provider's normal credit approval and review
process;

f. may be reduced or terminated at the instance of the provider should
there be a deterioration of asset quality;

g. shall contain a reasonable asset quality test to ensure that the facility
does not cover defaulted assets and only investment grade assets;

h. shall provide to its termination if there is no longer a sufficient level of
performing assets and the credit enhancement facility have been
exhausted;

i) There shall be no recourse to the provider beyond a fixed contractual
obligation;

iii) Parties involved in the scheme have the right to select an alternative liquidity
facility provider,

iv) It is not a permanent revolving facility to provide credit enhancement or to
cover losses;

v} The utilisation will be effected by the special purpose institution and not by the
investors;

vi) The debts and fees resulting from the liquidity facility ranks senior to the
interest of investors;

vii) The features of the liquidity facility need to be disclosed to investors and it
should be stated that the support does not extend beyond the terms of the
facility.

I The Regulations, chapter 4, section 3, page 21.
% The Regulations, chapter 7.
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3.2 Basel ll requirements

The Basel Committee on Banking Supervision is a committee of banking supervisory
authorities that was established by the central bank governors of the Group of Ten
countries in 1975. It consists of senior representatives of bank supervisory
authorities and central banks from Belgium, Canada, France, Germany, ltaly, Japan,
Luxembourg, the Netherlands, Spain, Sweden, Switzerland, the United Kingdom,
and the United States. It usually meets at the Bank for International Settlements in
Basel, where its permanent Secretariat is located. Its purpose is to secure
international convergence on revisions to supervisory regulations governing the

capital adequacy of internationally active banks®.

Jobst (2004) published his research® on the regulatory treatment of asset
securitisation based on the Basel framework in the Journal of Financial Regulation
and Compliance. He states that Basel Il is the international rules for the capital
adequacy of internationally active banks and that the new regulatory provisions link
minimum capital requirements closer to the actual riskiness of bank assets to

redress shortcomings in the old system of the overly simplistic 1988 Basel Accord.

The use of ABCP is an incentive for banks to structure transactions in such a way as
to minimise their regulatory capital charge. Under Basel | the undrawn back-up
liquidity lines provided by banks to conduits was recorded as off-balance sheet
exposures and did not attract regulatory capital since the term was less than one

year.

Since a liquidity facility is not an asset, but a credit issue, the Basel Il Regulations®’
deal with the appropriate Credit Conversion Factor (“CCF") that must be applied to
the facility to a credit equivalent on-balance sheet position. Firstly, the exposure is
converted to a credit equivalent on-balance sheet position, and then the same risk

weighting is applied as if the bank held that position on balance sheet.

5% |nternational Convergence of Capital Measurement and Capital Standards: A Revised Framework-
Comprehensive Version. This document is a compilation of the June 2004 Basel Il Framework, the
elements of the 1988 Accord that were not revised during the Basel Il process, the 1896 Amendment
to the Capital Accord to incorporate Market Risks, and the 2005 paper on the Application of Basel Il to
Trading Activities and the Treatment of Double Default Effects. June 20086.

% Andreas Jobst; The Basle Securitisation Framework Explained: The Regulatory Treatment of Asset

Securitisation — Journal of Financial Regulation and Compliance, Vol. 13, No. 1~ 12 January 2004.

%" Basle Committee on Banking Supervision; The New Basle Accord, Consultative Document — Issued
for Comment by 31 July 2003. Bank for International Settlements {(April 2003).
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The following table is the risk weighting for on balance sheet CP investment
according to the standardised approach:

Rating range Risk wéghting

AAA AA- 20%
A+ A- 0%
BBB+ BBB- 100%
BB+ BB- 150%
B+ D capital deduction™
unrated capital deduction*

* regarded as credit enhancement

Figure 658

The Basel Committee on Banking Supervision published a paper in June 2006°°
which details how banks must determine whether, according to the criteria outlined
below, an off-balance sheet securitisation exposure qualifies as an ‘eligible liquidity
facility’.

(iy a facility, fixed in time and duration, must be provided to the SPV, not to
investors, which is subject to usual banking procedures and, at regular
banking terms, subject to usual banking procedures,

(i) the SPV must have the option at its disposal to seek credit support from
elsewhere,

(iii)  the terms of the facility must be established on grounds of a clear identification
in what circumstances it might be drawn, ruling out the utilisation of the facility
neither as a provider of credit support, as a source of permanent revolving
funding nor as cover for sustained asset losses,

(iv)  the facility should include a contractual provision (on the basis of a reasonable
asset quality test) to either prevent a drawing from being used to cover
deteriorated or defaulted assets or to reduce or terminate the facility for a

specified decline in asset quality, and

% Andreas Jobst; The Basle Securitisation Framework Explained: The Regulatory Treatment of Asset
Securitisation — Journal of Financial Regulation and Compliance, Vol. 13, No. 1 — 12 January 2004.

5 International Convergence of Capital Measurement and Capital Standards: A Revised Framework -
Comprehensive Version. This document is a compilation of the June 2004 Basel If Framework, the
elements of the 1988 Accord that were not revised during the Basel | process, the 1996 Amendment
to the Capital Accord to Incorporate Market Risks, and the 2005 paper on the Application of Basel Il to
Trading Activities and the Treatment of Double Default Effects. June 2006.
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(v) the payment of the fee for the facility should not be further subordinated or
subject to a waiver or deferral, while the drawings under the facility should not
be subordinated to the interests of the note holders.

Where these conditions are met, the bank may apply a 20% CCF to the amount of
eligible liquidity facilities with an original maturity of one year or less, or a 50% CCF if

the facility has an original maturity of more than one year.

Thus, the risk weighting applied to a 100% liquidity facility with assets rated at least
AA- would be just 4% (20% credit conversion factor x 20% risk weighting for AA-
rating = 4% risk weighting).

Banks may apply a 0% CCF to eligible liquidity facilities that are only available in the
event of a general market disruption (i.e. whereupon more than one SPV across
different transactions are unable to roll over maturing commercial paper, and that
inability is not the result of an impairment in the SPVs’ credit quality or in the credit

quality of the underlying exposures).

Basel Il further stipulates that the liquidity facility can be split between the portion for
timing mismatch and a portion for general market disruption. Timing mismatch refer
to the mismatch between cash flows coming in and going out to pay interest and
expenses. A general market disruption refers to cases where it is not possible to roll
the funding, which is not related to a specific credit event. In aggregate, these two
components must add to 100% of the facility.

The timing mismatch portion will attract a CCF of 20% while we note that the CCF
recommended for general market disruption (typically the bulk of the liquidity facility)
is 0%.

Further capital relief may be obtained in cases where a bank is able to calculate its
capital requirements using the advanced Internal Ratings Based (“IRB”) approach
Subject to certain minimum conditions and disclosure requirements, banks that have
received supervisory approval to use the IRB approach may rely on their own
internal estimates of risk components in determining the capital requirement for a
given exposure. The risk components include measures of the probability of default
("PD"), loss given default (“LGD"), the exposure at default ("EAD”), and effective
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maturity. In some cases. banks may be required to use a supervisory value as

opposed to an internal estimate for cne or more of the risk components,

The IRB approach is based on measures of unexpected losses ("UL") and expectad
losses ("EL"). The risk-weight functions produce capital requirements for the UL
partion. The challenge is that, in order lo use the advances approach. the bank must

have gualified to apply it to all its other businesses.

Nedbank, one of the big four South African banks, published a pro-forma Basel |
calculation in their December 2007 financial statements. Basel Il only came into

effect from 1 January 2008, Below is an extract of the results;

Capilal requiraments
Risk type Rim
Credit risk i
Cradit portfolios subpct To ARE approach [i2 Medbank Limited):
Corporaty, sovereign, fant [ircl SME)
residential rmer gages
Cuialifying revalving ratail
cirher retail
Credit parttolios subject g standandsed acproack
Ciprjporake, smyereign, bark
fital] exposares
Securitizakeon exposures [IRE appeoach)
Equlity nisk
Equity porkfidias subject £o the market-hased simpie risk weight methad aopraach-
— labad {300 Tige weightic g
- unlisleg (4304 Fok waightng
Market ritk
Frading portfolios subsect to stancadised approach
Operatlanal risk
Porsfolias subect to the standardised approarh
Cthar assets

TOTAL MMM CARITAL REQLHRE MEMTS (8,7 5% of risk-weighted assets)

QUALIFYMG CARITAL AMD RESERVES
Met suipius over minlmun regulatory-capi ol regquirernents

Feo ferme
Busel | Basel
2007 2L oO4

R % R % Fm £
Ties 1 capital (Prima-y) : ' 2

aha-e capital am] -eserves

Minenly Ineesest: ordinany sharehcdoars

Minerby inbecest: preferencs sharshobdess

P el

Zoode |l

Cnappraanared profits

Excesy of eapmeitesd bimsooves pligibbe provision: |30%)
Dther regeletery o Ferences and non-cealifying raseroes

Tier 2 capital (Secondary)

ang enr el instriments

Ties A hcerds 3at qualfvens as Ler A cantl

Frow SiGh o perfonmisg lasns

Eqreas of srpested lods ove eligible provison [50%)
Sther regalatory o Ferences

Tier 3 capital {Tertiary)
Total

Figure Tﬁﬂ

1=

hillp s nedbankgroup.co.zafinancials/Medbank ard7idownloadsicomplete nedbank ARD?Z pdf,
page 143 of the annual financial statements of Medbank for the vear ended 31 December 2007
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It is evident from Nedbank’s calculation the bank would have excess qualifying

regulatory capital upon implementation of the new Basel Il regulations.
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Chapter 4 - Methodology

The literature discussed above generally focussed on the liquidity facilities provided

by a bank as a percentage of the banks’ assets.

Linnell, Moss, Ramadurai and Rawcliffe®! calculated the liquidity facilities as a
percentage of funding available for US and European banks. They found that
large well diversified international banks will have sufficient funding but small
regional banks with a concentrated deposit base or a dependence on
wholesale markets for funding may struggle to provide the required funding.
As an example, the liquidity facilities as a percentage of total funding for
German banks IKB and Landesbank were most exposed to liquidity risks, at
28.8% and 31.6% respectively.

Linnell, Moss, Ramadurai and Rawcliffe’s (2007) methodology applied to US
and European banks were also liquidity facilities as a percentage of asset
value. They also calculated liquidity facilities as a percentage of non-pledged
investments and liquidity facilities as a percentage of free liquid assets. The
impact of Basel Il was measured by them calculating the change in the Tier 1
capital ratios. Landesbank was found to be the most exposed with a 50%
increase in Tier 1 capital required if the liquidity facilities it provides are called
upon.

Horowitz (2007)%? also reviewed the U.S. banks for their conduit exposure
based and he looked at the change in capital ratios if the conduit came on
balance sheet for the banks providing its liquidity facility.

Gresty and Krzylchylkiewicz focussed on the size of South African conduits
relative to the size of the total South African bank funding base.

As none of the literature pieces goes into detail on the definition of the denominator

(risk-weighted assets, asset values, funding base) it is important at this stage to

determine my definition of what | will use as the denominator. Secondly, the impact

of Basel Il will have to be considered and the change in the Tier 1 ratio will be used.

The following assumptions will be made:

% fan Linnell, Jim Moss, Krishnan Ramadurai and Gerry Rawcliffe; 12 September 2007; Asset-Backed
Commercial Paper & Global Banks Exposure — 10 Key Questions, FitchRatings Special Report.

8 Keith Horowitz; 16 August 2007; Drilling down on ABCP; Unlikely to be an issue for banks —
Citigroup research paper.
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For Basel Il purposes, it will be assumed that the liquidity facilities will carry a
CCF of 20% and a risk weighting based on the Standardised Approach risk
weighting for an on balance sheet CP investment per rating category (Refer to
section 3.2 above).

The South African study by Gresty and Krzylchylkiewicz (2007) focussed on
the main conduits operated by the banks but excluded the warehousing
conduits being Sanlam Home Loans 102 and Thekwini Warehousing Conduit.
Sanlam Home Loans 102 has been discontinued in August 2008, but
Thekwini Warehousing Conduit will be included in the study as its liquidity
facilities will be accessed in the same circumstances as any of the other
conduits’.

The size of the liquidity facility will be set at the maximum programme size for
the conduit and not the current value of notes in issue. This is more

conservative.

Page 44 of 86



Chapter 5 — Data

In this section, the data relating conduits and banks involved in South African ABCP

will be discussed.
5.1 History of South African conduits

The first conduit issuance in South Africa was in July 2002 by Standard Bank via
Blue Titanium and was followed by ABSA’s Asset Backed Arbitraged Securities
(“ABACAS”) in December 2002. At the end of 2002, there was R1 billion® of ABCP

in issue in South Africa.

CP issuance grew to R10 billion outstanding at the end of 2003 with the introduction
of iNdwa by RMB in July 2003. July 2004 saw the introduction of Synthesis by
Nedbank and by December 2004, market issuance was up by 81% from the previous
year to R18 billion. There was repeat issuance by ABACAS in 2004 and it continued
in 2005. 2005 also saw the launch of investec’s Grayston conduit and issuance at
year-end was 66% up from 2004 at R30 billion.

There were no new conduits in 2006 and repeat issuance by existing conduits
increased the ABCP market to R41 billion at December 2006. iVuzi, a restructuring
of RMB’s iNdwa, was launched in June 2007. Blue Titanium is not listed, but
including Blue Titanium, the conduit market grew to R51 Dbillion by
31 December 2007°%* then decreased by 10% from the latter date to
30 September 2008. It is illustrated in Figure 8 below:

 Data from the Bond Exchange of South Africa’s bond data at 31 January 2008 (downloaded from
www.bondexchange.co.za — the files get updated daily) plus Blue Titanium investor report for the
same date.
% Data from the Bond Exchange of South Africa’s bond data at 31 January 2008 (downloaded from
www.bondexchange.co.za — the files get updated daily) plus Blue Titanium investor report for the
same date.
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Growth in ABCP Conduits
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Figure 8

As at 30 September 2008, there were 9 ABCP conduits in South Africa, of which four
are single-seller conduits (Sanlam Personal Loans 102, Thekwini Warehousing
Conduit and Grayston Series 4 and Series 5). Two are multi-seller and the rest are
hybrid conduits. Sanlam Personal Loans 102 and Grayston 4 and 5 are excluded
from the research as it is mostly internally funded and very little information is

publicly available on it.

The following data in Figure 9, were compiled from the individual conduits’ investor
reports as at 30 September 2008:

31-Mar-08 | 30-Sept-08 | % change
ABACAS 1 3,794 3,500 -8%
ABACAS 2 3,911 3,316 -15%
ABACAS 3 1,585 - -100%
ABACAS 4 2,615 - -100%
BTITAN 11,025 7,996 -27%
GRAY1 1,645 1,535 7%
GRAY2 1,493 1,563 5%
INDWA 10,416 10,134 -3%
IVUZI 5,259 5,126 -3%
THEKWINI WH 8,400 4,388 -48%
SYNTESIS 9,125 8,031 -12%
59,268 45,589 -23%
Figure 9

5.2 Demand for and supply of conduit CP in South Africa

Rushton and Gable®® published their research of the South African ABCP market on
5 March 2008. They are of the opinion that a credit crunch is possible and that

% Kate Rushton and Geff Gable, ABSA Capital; 5 March 2008; South Africa’s asset-backed
commercial paper market — The whole nine yards.
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should the funding costs rise above the average weighted returns on underlying
assets, conduits will firstly tap into excess spread. Thereafter they could call for a
market disruption event which will lead to the accessing of liquidity facilities and/or
selling underlying assets.

In the same report it is noted that the average funding level for conduits in South
Africa in January 2008 was 38 basis points® (“bp”) above Johannesburg Interbank
Agreed Rate®” (“jibar’) with the retum on assets for the same period was on average
only 40bp above jibar. The gap narrowed from average funding of 62bp above jibar
in July 2007 and asset returns of 39bp at the same time.

Rushton and Gable also believe that recent growth in conduits has been stunted by
a rising interest rate environment, changing investor demand and less favourable
sentiments flowing from the international credit market. They conclude that there has
been smaller note sizes and shorter average tenor. Notes of 30 days or less are still
just 0.5% of the market and 30-60 days are 14%. Rushton and Gable indicated that
this is far less than the 40% to 50% of European CP being short dated.

Another factor influencing demand for CP is regulatory restrictions on the investors.
In October 2007, the conduit sponsors in South Africa (the banks) jointly approached
the Financial Services Board to petition against the possible classification of conduits
as bank paper for collective investment schemes reporting purposes. Due to the
mandate and regulations of collective investment schemes, the percentage of
investments in banks are restricted and if the conduits were added to this category,
conduit paper would have to compete with bank paper and a possible reduction in

demand would ensue.

The South African banks wrote a memorandum letter®® highlighting their views and
the focused on the fact that a liquidity facility provider needs to be replaced if it is
downgraded, therefore the exposure cannot be aggregated with that of the facility
provider. They concluded that the instrument rating opposed to an issuer rating is as

a result of rating agency methodology only and is not reflective of the substance of

5 a basis point is 0.01%, or alternatively 100bp is 1%

7 The money market rate used in South Africa.

%A memorandum letter, dated 27 October 2007, pursuant to a meeting held between representatives
of the banking sector and the Head of Collective Investment Schemes - FSB on 17 October 2007. At
the meeting they discussed the treatment of ABCP in terms of the provisions of the Collective
investments Schemes Act,
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the company. The response of the FSB was pending at time of preparation of this
thesis.

A factor that influences the supply of ABCP is the spread earned by barnks on doing
these deals. As the conduits were used by the South African banks to take assets off
balance sheet and fund it by issuing CP. the spread earmmed on these vehicles is a
good indicator of how effective this strategy was and still might be, ABSA Capital’™
did research on the difference between the funding spread and the return earned on
the underlying assets. Their findings are summarised in the following table (Figure
10):
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Figure 10"

There has baen an increase in the funding spread from 6.2bp over 3 month jibar in
January 2005 to a high of 38bp over 3 month |ibar in January 2008. Securitisation
returns has however remained fairly constant at 32bp to 40bp over 3 month jibar in
2007 and 2008.

Further research later in 2008 by ABSA Capital” comments that there were very few
secuntisation deals done in 2008, but that there was a clear increase in spreads for

* South Africa’s Asset Backed Commercial Paper Market — The Whele Nine Yards, 5 March 2008, K
Rushton, J Gable.

" Sauth Africa's Asset Backed Commercial Paper Market — The Whole Nine Yards, 5 March 2008, K
Rushton, J Gable
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these ABSA Capital published the following graph indicating the 2004 ta 2007

increases in securiisation spreads as follows (Figure 11):
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Figure 117

The January 2008 to current (being October 2008) spreads are much higher but the
reality is that the assets in the conduits are the older assets which were issued at a
lower spread. The funding paid by the conduits would therefore just become

uneconomical if it is more than the spread earned on the older securitisation assets.

This was one of the reasons for the withdrawal of ABACTAS 3 and 4 in August 2008,
the spread became so marginal and it is cheaper for the banks to fund the assets on
balance sheet.

5.3 Conditions for draw down on liquidity facilities in South Africa

In this chapter so far, the histery of South African conduits and the factors that could
impact the supply and demand for ABCP was discussed. It is now relevant to
determine the terms and conditions that specifically relate 1o South African conduits
that would determine how much and when liquidity facitites can be called upon. Fer
this purpose the South African conduits’ programme memoranda are scrutinised 1o

determine if there are standard terms.

"' South African Securitisation Handbook — Check or checkmate?. K Rushion, November 2008
* Suuth African Securitisation Handbook - Check or checkmate?, K Rushton, November 2008
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The terms that are focussed on are:

a) what is the amount of the liquidity facility;

b) what is the conditions for draw down;

¢) under what conditions can they not draw down; and

d) when can the facility be cancelled.

Again, the offering circular of iNdwa was used to obtain the definitions of the terms

mentioned above. By review of the other conduits’ programme memoranda, it was

found that the terms are standard across all conduits in South Africa. The terms are

as follows:

The main liquidity provider, usually the bank sponsoring the conduit has to
arrange liquidity facilities for the conduit with various individual liquidity facility
providers so as to ensure that the amount of liquidity funding committed to the
conduit is always equal to or greater than the minimum liquidity

commitment.

The minimum liquidity commitment is the minimum aggregate commitment
under all individual liquidity facility agreements required by the conduit at any
point in time. This is the final settlement amount of all notes in issue (and not
yet redeemed) as at such point in time, plus the aggregate value of all senior
fees and expenses due and payable by the conduit as at such point in time,
less the amount available to be drawn under all liquidity facilities available at

such point in time.

The conduit, however, can only draw a maximum amount of liquidity funding

known as the liquidity available amount.

The liquidity available amount is:

» the minimum liquidity commitment (as defined above); less

» all amounts already drawn down but not yet repaid under all individual
liquidity facility agreements available as at such point in time; less

» the book value of all defaulted assets as at such point in time.
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o Defaulted assets include:

a) an asset of which the obligor is bankrupt;

b) assets that have been written off;

c) assets that have been downgraded to below CCC by Fitch or Caa by
Moody's or below (this is classified as assets that are highly vuinerable,
see Annex for rating scale);

d) there has occurred and is continuing a default with respect to payment

of principal on final maturity of the asset.

e No notes can be issued if the liquidity facilities are not in force and effect at
the date of such issuance. This or these facilities must have a maturity of
longer than the maturity of the proposed notes to be issued and the aggregate
commitment must be at greater than or equal to the final settlement amount of

the notes contemplated in the proposed issuance.

o |f the liquidity facility is cancelled and a new provider cannot be obtained, it
is an event of default for the conduit. The facility can be cancelled if the
conduit becomes bankrupt or it becomes illegal under law for the liquidity

facility provider to advance amounts under the facility.
54 Key features of South African conduits

The following section summarises the data that was collected from the investor
reports’ for the period ended 30 September 2008 and programme memoranda’ of
the individual conduits. It provides a summary of the key features of each

programme focusing on the terms of the liquidity facilities.
Some key terms that are used in this section, is defined below:

e Fully supported vs Partially supported — The distinction has to do with the
primary source of risk borne by the ABCP investors. In fully supported
programs, investors are primarily exposed to the risk of a third party that
guarantees repayment of the assets and not the risk of the assets themselves.

In a partially supported programme investors are primarily exposed to the risk

™ Investor reports are sent out monthly or quarterly and can be obtained from the websites or conduit
managers directly.
™ Programme memoranda were obtained directly from the conduit managers.
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of the assets themselves though they may benefit in part from a variety of
forms of third-party support.

Multi-seller — These conduits provides financing to a wide variety of
industries, companies and asset types offering ABCP investors a well
diversified pool of supporting assets. Each transaction funded by the conduit
usually has some form of first loss protection and benefits from a separate
liquidity facility. Some multi-seller conduits employ a programme-wide liquidity
facility provided by the sponsoring bank.

Single-seller — These conduits provide financing for assets originated by only
one company or related to one company's business operations. The company

whose assets will be financed usually sponsors single-seller conduits.

Securities-backed — These are conduits that are established to invest in
various fixed income securities such as government securities, asset backed

securities, mortgage backed securities, corporate bonds and bank loans.

Hybrid ABCP conduits — These conduits are those that feature
characteristics of more than one type of ABCP programme. It is typically a
combination of partially-supported, multi-seller and securities-backed ABCP

conduits.
Sponsor — It is the entity that has set-up the ABCP programme. The sponsor
approves the sellers and receivable pools to be included in the programme.

The sponsor often serves as administrator.

Administrative Agent — This entity has the overall responsibility for the

management and operation of the conduit.
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ABACAS 17

CF RATING

F1i mAX PROGRAMME SIZFE F15 hiilian

RATING AGENT

Fite:h SPONSOR AGEA Corporate and

Ferehant Bank ("ACME")

AVAILABLE AMOUNT

LAUNCH December X002 AMIMISTRATIVE AGEMT AL
NOTES IN [SSUE R3 R00m FROGRAMME TYPE Fartially supported.
gogroggated.
DESCRIFTION AGACAS Hremier Series ("Senes 17) muay igsue F1+ cummorcial paper ("CP7 with g
maxirum oo ol 186 days.

CREDNT & it may only purchase Rand-donaminated debt secunlies raled al least A% Tor this reasan
INVESTMENT POLICY | e programme-wide oredit enhancement is available as the inherent credil onhancoment of
the underying asse1s are considored adoguate by tho maling agoney,

CRERT MA

CONCENTRATION

OBLIGOR A

COMCENTRATION

MASTER LIQUIDITY, | ABSA

PROVIDER

M ELIM LISUINTY I he amourt required to cover the sharfall between the walue of maturing notes and tne value
COMMITMENT of noles lhat inn issuer is sble Lo issue on thal disto.

LIGUIEHTY See dhouvn,

CONDITKINS FOR
DRAW DOWN"

“Market Disruption Event moans any cvenl or circumstanes, including, without bmitation, any
suspensicn of ur matenal limitstion in trading in the market of instruments substantially
similar 0 the Notes which farm the subject matter of the Liguidity Shorllal wnich in the
reasunable opinicn of the Managor (aeling 8s a3n cxpert and not @s an arbitfator and whese
drision in the aheonee of manifest erree shall be final and binding on the parties) resulls ar
wialld result in the |ssuer being wvnable o issue further Motes of ABACAS Prmicr Soncs
fSerins 1) 4t an aggrogate net Feon Valie egqual to the aggregate Principal Amount of the
mesluring Motes in the relevant Matunly Date provided that the Issuer shall have received
natice: from the Dealers) appoinled by it o sell, place or olnerwiso distibute Notes o
refinance mataring Moies that suech Dealors) are unable o arange the sale. placement or
fisiribution of all those Moles
Far the purposns of ths definiticn:
A a limiation on the hours and days of fading will not constitute a Markel Disrupiicn
Evwvent if it results from an announced chande in the regular bosiness bours of the
Markat; and
By any masterial lirmitation of trading resulting from a fluctuation n prces constilubes &
Market Disruption Cyent,
Faymenl Mismateh means a f@ilure by any obligur in mspeet of an Assot of the Sedes o
sk i imeous payment there under but only;
a] o the extent that and far 5o leng a5 such obligur has not committed an cvenl of
dlelfaull in acocrdance wilth thi tormes and condibons of such Asset; and
b)  where the Marmager {acting as an expert and net as an arbitrator and whose
decisicn in the absenee ol manilost sreor shall be final and onding on the Pardiss)
has endified that such falure by the relevant Qbligor to make fimeous payment is
net due to lack of funds or aninvalid refusal cn the pan of such Qbligor W meake that
pravyrmnl

LIGLUIDITY
CANCELLATION
EVENTS

A

GCREDIT
ENHANCEMENT

Ta pratect CF noteholders against polental lussns,. ABACAS Snnns 1 benefils rom

Iransaclion spovilic crodit cohancorment.

TRANSACTICN
SPECIFIC

“he first Fayer of inss protecticn s provided in warying lorms. For rated  scountios,
enhancemenl is inherent withing and sizod to, thaet padicular security's credit rating, whereas
fur financial assets, enhancement is provided in a farm relevant o the specilic asset class
and struclured 10 2 love] commeonsarsts with 4 F1F maling.

PFROGRAMME-WIDE

Mone — however, shauld ary underlying assel be downgraded beluw Adh-, the Fi+ rating an
the CF would no lunger be supported. Inosuch an ovent, the ratng of the ©F would be
downgraded unless the asset were removed or replaced with anolber of an appropriale
Fatng.

* Investor repart from www.abacas.co.za and programme memorandurm ohtainod fram ACKB.

M

Cuoted from programime memoranduim.
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ASSET COMPOSITION ASSETCLASS % OF POOL
F MG G, 555
MBS TS
ABS: Crodit Cargd Boonivablos 300208
ABS: Mrovidenl Backed Home Loans 18.09%,

EREDIT QUALITY HATING ty OF POOL
AAA BT ¥
Al b AA- 14 25%
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ABACAS 277

CF RATING

1+ MAR FROGRAMME SIZE E15 hillion

RATING AGENT

Fitzh SPONSOR ABSA Corporate and

Mrrehant Bank "ACMB")

| AVAILAELE AMOUNT

LAUNEH December 2002 ADMINISTRATIVE AGENT ACME
HOTES IN ISSUE R 316m PROGEAMME TYPE Farially supported,
serrengaled.

DESCRIFTION ABACAS Global Corpurale Serigs ("Series 2°) may issue F1- commercidl paper {*CP") wilh o
maximum ienor of 18Edays.

CREDIT & ABACAS Seres 2 may purchase both Rand-denomingtad deht securities and credit inked

INVESTMENT POLICY | yles ruled al leasl Af-

CREDIT i 8

CONCENTRATION

OBLIGOR Pl

CONCENTRATION

MASTER LiQLIDITY AEEA

PROVIGE R

BINIMUM LICU IDITY The amount required ko cover the shorfsll between the value of matuiing notes and 1he value

COMMITMENT of noles 1hal the ssoer s dgble 1o issoe onthal date

LICLHDITY Son above,

CONDITIGNG FOR
LGNRITIOR FOR
DAY DWW

“Marked Disruplion Evenl means any cyent or circumstiance, including, withaul limitation, amy
sugpension af ar matedal limitation in irading in the market of instmments substandially
gimilar to the Moles which form the subjsct matter of the Ligudity Shorfall which in the
reasonatile opmicn of the Manager (aeling as an experl and nol 25 anoarbalralor and whose
decizgion in the absence of manifest crror ghall be final and binding on the parties) results or
waould result in the |ssuer being unable o ssue furdnsr Notes of ABACAS Premisr Zenes
(Series 1) 4l an agygregale nel Face Value egual o the aggregate Principal Amounl of he
maring Moles in the relevant Maturity Date prowided hat the 1ssuer shall have received
notice from the Dealens) appointed by b o sell, place or otherwise disiibule Noles o
refinance maturing Moutes that such Cealerns] are unable to drange the sale placemenl or
dislribution of all those Notes.
Far the purposes of this definitiun:
Ay alimitalinon on he hours aod days of rading will et constilule s Markst Disruption
Fwrnt if it resulls from an announced change in the reoular usiness bours of the
Market an
by any malenal imitation af frading resulting rom s fluctuation in pices constilutes &
Marknt Disruption Fyont.
Fayment Mismatch means a tailure by any obligor in respect of an Asset of the Series to
make & fimeous payment there under but only:
Al o the natent that and for s long as such obligor has nat commitied an ovent of
default in accordanee with the tenms and conditions of such Asset and
by where the Manager [acting as oan sxperl and not as an arbitrator and whoss
decision incthe abheence of manifest crar ghall be final and binding on the Parties)
higs cerlified thal such failure by the relevant Obligor b make bmenus payment is
not due to lack of funds or an invalid refusal on the part of such Qbligor to make: that
frayment

LIQUIDITY
CANCELLATION
EVENTS

P

CREDIT
ENHANCEMENT

To pratect CF noteholders against potential losses, ABACTAS Senes 2 benefits fram dynamic
credil enhancement.

FROGRAMME-WIDE

Th dynamic programme wide credit enhancemsnt is sprcific to rated scounties only and will
c:hange according ta the credi gualily of the undefving portiolio as Tollows:

Rating of the lowest rated Becurity coverage Flaor % applied to the

Security portfolio
Ah- ] 0%
At Cooveer the CF funded amount 1%

of the largest A+ secuity

" Investor repart obtained from waw abacas co.za.
S Quoled fram programme memaorandun
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Al BEBE Cuver the CF fundod amounl 395
of the 3 largest A+ ar lower
rated securily
EBE o BEE- Cover tha CP funded amount A%

ol he 4 Largest A+ or lower
rated socurity

Where assals are raled below BEB-. progrsmme wide credd onhancoment Lo cover 1000 of

their CF funded amount

ASSET COMPQSITION ASSET CLASS % OF POCHL
RMBS 12 .02%
Corporate bondsloans T1.43%:
Cash 1.28%
Rank bands 15275

CREDMT GIUALITY RATING Y OF POOL
F1+ FLL03%
Ahtto AA- 20.975%,
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Bt UE TITANIUM®

CP RATING - MAX PROGRAMME SIZE R hillion

RATING AGEMT lMitch SPONSOR The Standard Bank ot 54
i"SESA"

LALUNCH July 2002 ADMINISTRATIVE AGENT CRSE

NOTES N ISSUE F7 99tm FROGRAMME TYPE Marlially supporled, muolti-
saller and secunties-hackad

DESCRIPTION Glue Titaniurm Conduit Limited 'Blue Titanium'} is a8 spocial purposs. bankruptoy-remote,
lirmited liabibty compary, established to issue cummercial paper ("SR the proceeds of which
arc usod to purchase financial asscts and ratnd scounties rated BBE- or above, Bluo
Titaniurm may issde TP with a maximum tencr of 364dayvs.

CREDIT & Al assets and securilies purchasod must concur with Blue Titamom ceedt and investment

INYVESTMEMT POLICY | palicy, which specty cortain concentration liits as bolow:

CREDIT Mirirnuarm recuirermnent of: 905 assets raled A- or above, 985 A- 1o Ab+ or above and 100%

CONCENTRATION BEB. ar ghove.

QBRLIEOR FMarimum permitted expusure o sngle obigor: 100% AAS rated enliies, 25% AA- oAb+

CONCENTRATION

Lt A4 3% A, 2% A- and 1% BBEB- to BBB+.

MASTER LICUIDITY

Standard Bank

FROVIOER

MIN MU LIGQUIDITY The tolal liguidity support provided by Slandard Bank is couwal to the face valus of all CPin
COMMITMENT 1S5ue dl any point in time

LIQUIETY

Avall ABLE AMOUNT

The mirdmum ligquidity amount l2ss defaulled assets.

CONDITIONS FOR
DRAW DOWN

This higuidity suppurl is provided in the [ollowing manner:

A1 the aggrogate commitmcnt under the ligoidity facility will be capped a1t B Bilhon,

b any liguidity requirements in oxcnss of the RS billion hmit undor the Squidity tacility
will by pruvided by Standard Bank by means of 8 perlfommng assst purchase
agrocmont. In torms of this agrocment, Standard Bank will be chihged to providc the
required amount of liguididy to Blue Titanidm through he purchase of pertorming
assets al face value plus accrued (ntorost;

] dbhe condifions fro the provision of liguiedty pursuan e the pedorming  asset
purchase agrnment are the same as the dras down condibions under the liguidity
Tacility. namely thal Standarr Gank will not be chiliged o provide liguidity throogh the
purchase of priformmng assets if:

« any ofthe fransastion dosuments have bosome void or uncafororable; or

=+ the purchase proe of such assets will rmesult in the aggragate commiiment
under the perdorming @552l purchdse agreement baing exceederd, or

+ an insolvency event has voowrred n respect of Blue Tlaniom.

The onky cundilion for draw down specified is o fund the mismatch between the payment of
imferest and principal received (or 10 be receved) by Blue Tibamam o the assets whickh ane
net defaultcd assots and the Blue MHanium's payment obigations under the nolos.

LiGUIDITY The lgicliby Fazility prosidor will not be cbliged to advance any funds under a liguidity faciity
CANCELLATION il —
EVENTS At thepgreemcont has booome void or unenforeeable; or

b} such advance would resclt inthe commitmend of the liquidity Facility being excendod,

ar

cy o Bluc Vitamium is insolent,
LREDIT [0 protect CF notchaldors against potnnlial lnsses, Blue Titanium benchits rom transastion
ENHANCEMENT specific and orogramme wide credit cnhancomant
TRAMSACTION The frst layer of loss proteclion s provided inowvarving forms. Forordted  securities,
SPECIFIC

enhancemanl is inherent within, and sized to. that particular sccuny's credit eating, wharnns
[or financial assets, enhancement is provided in a2 form relevant o the specific assst Llass
and structured b a level commensurate with 3 F1+ rating.

" Investar report cbtained from conduit manager,
"' Queted from pragramme memosandurm.
I Queted from programme memosandum.
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PROGRAMME-WIOE

The second layer of loss protection avalable to Blue Tianium is 8 fungible progrismme wide
credit enhancaemeant facility 17 the form of a subordinated loan tacility previded by SESA The
tacility s sized at 1% ot the aggregate face value of GF ssued 1o finances fingnoedl assets.
plus g dynamic amount, which flucluates based op the credd quaity of the undeariying
porfolio of rated secunlies, The dynamic programeme wide credil enhancement is specific to
raled securities anly and will change accarding to the credit quality of the underlying portfalo

As folows:

Rating of the lowest rated

Rating of the lowest rated

Rating of tha lowest ratad

security security security
Ab- B Ao
o o At
& to BBE Ao BBE Ao BRE
BEE 1o BEE- BEE to BEE- REH 0 BHRE-

YWhete assets are rated below BRB-, programme wide credit enhancement o cover 100% of

their CF Tunded amou .

ASSET COMPOSITION ASSET CLASS U QF PO
MBS G5
CMBE 11%
ABS: Eguipmen Leases 2%
ABS! Auto loan receivables 21%

CREDIT QUALITY BATING o OF POOL
AAA B
A 4115
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GRAYSTON 1

CFP RATING

Mrirme-1 Max PROGRAMME SIZE R0 billion {al seres)

Senes 1 Ra billiorn;

RATING AGENT

SPONSOR Invester Bank Limited

[Tnueston)

Roody's

LALUMNEH

duly 2004

ADMINISTRATIVE AGENT Investec

NOTES IN ISSUE

R1 535m FPROGRAMME TYPE Senalised multi-zeller and

souurlios-backod

AVAILAELE AMOUNT

DESCRIPTION Grayston Concuait 1 Pty Dimitce Scries 18 2 ("Orayslon 1827 may isswe SR wilh 3
Frizedmun tenor of 384daye, The procesds of which ame uscd to purchass financial assets
and rated securties.

CREDIT & A portfalio of debt scourlies which are eligible gssets having & mnimom independent credit

INVESTMENT POLICY | rating whon purchased of at lcast Aaid,

CREDIT Acnr o unhmited; &1 - B0 AaZ - 40%; Aad - 8%

CONCENTRATION

QBLIGOR MA

CONGCENTRATION

MASTER LIOLHDITY Investec

PRCVIDER

BINIMUN LIQUIDHTY 100%: of outstanding CF

COMMITMENT

LIiGLINDITY

Mimnimnum lquidity commitment up to an amount of non-delaultad assets,

CONDITIONS TOR
[ AW DOV

Fayment mismatch or market disruplion evanl,

LIGLIDITY
TCANCELLATION

EVENTS

(i7 bankruptcy of the lssuer; iy if it would be unlewful for Liguidity Prowider to
maintain or give effect to its obligations under the Liguidity Facility

GCRET
ENHANCEMENT

Mo erdit cnhancoment it comply with credit concenimbion guidelines, Regaired  credil
enbancement based on number of investments bolow 823 og betwoon 1 and 8 nasscts oo
Ak o loweer, provicke for the larges! Ihereol

ASSET COMPOSITION ASSET CLASS % OF POQOL
[EMGS 26%
CMBZ £7%
ABS: Slore Card Receivablas 15%
ARS! Provident Backed ilome Loans L
ABE: Auto loan recoivablos 18%,

CREDIT GILALITY RATING s OF POOL
Aaa 7155
£ad 235,
fad 5%

* Quoted from the Moodys pre-sale report issued in September 2003, available on weaw moodys com
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GRAYSTON 2

CPRATING Frime-1 MAX PROGRAMME SIZE F10 billicn {all scrins)
Sefies ¥ — RZ Dillion,

RATING AGENT Moody's SPONSOR Invester Bank | imited
[rveslec’)

LAUNCH July #i04 ADMIKISTRATIVE AGENT Imvestn

MOTES [N ISSUE R1 5R3m PROGRAMME TYPE Srerialend muli-seler and

seCUnbies-hacked

INYESTMERT POLIGY

raling when purchased of 31 least Aad.

DESCRIPTION Grayston Conduit 1 {Pty) Limiked — Senes 1& 2 ("Grayston 13927 may issun GF wilth o
magimum tenor of AB84days. |he procoods of which are wsed 10 purchase tinsncial assets
and raled securilies.

CREMT & A partfolio of debt securitins which arm cligble assets kaving a minimum independent crodit

CREDIT
CONCENTRATION

Ao — unlirmated, Aa - 80% Aa2 - 40%: Aad — 8%,

AVAILAELE AMOLNT

OBLIGOR NA
CUNCERTRATION
gy e e e
MASTER LIQ_IJIDITY |nvestec
PROVIDE R
MIMIBAUA LIGUIDITY 100% of outstanding CF
COMMITMENT
LIiGUIDITY Minirmum lguigity carmmitment up to an amount of nor-defaulled assets.

CONDITIONS FOR

Payment mismatch or market disruption eyent

DR AW DOV

LIQUDITY iy bankruptey of the lssuer, (0ib if it would be unlawlul for Liguidity Provider to
%ﬁ%”‘ﬂ maintain of give effect to its obligations under the Liguidily Facility

CREDIT Wo credit enhancement if compiy with crndil conecentration guidelines, Hequired  credit
ENHANCEMENT

crnkbancrnent based on number of investments below 833, og botwoen 1 and 8 assets rated
A3 or lower, peovide lar the largest therect,

TRANSACTION P8

SFECIFIC

FROGRAMNME-WIUE M

ASSET COMPOS|TICN A55E ! CLARS % OF POOL
Corporate Loans 1005

EREDIT QUALITY RATING % OF POOL
A 455%
Al 3%
Undisclosed A%

 Qucted from the Moody's structure summary issued on 24 July 2004, available on

WA ITIOOHY S Com
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INDWA

CP RATING F1+ Max PROGRAMME SIZE R15 billen

RATING AGENT Filch SPONSOR FirstRand Bank Limidod

LALMNCH July 2003 ADMINISTRATIVE AGENT Hand Mearchant Bank., &
civision of FSH

MOTES IM ISSUE F10 134m PROGRAMME TYPE Fartial ly supported, multi-
sollor and securities-hacked

DESCRIPTION

Ndwa Investments Limited ("iNdwa™) is a hybrid asselbacked commorcial paper ("GP
programime Struclured o issue Rand-deonominaicd P to fund the purchase of Rand-
denominaled financial asscts and rated securilies. iNdwa may issus CF with 8 maximuom
ienor of d6ddays.

CREDIT & All assels and seouritics purchased must concur with iNdwa credit and irvesiment polioy,
INVESTMEMNT POLICY | wivich snocify corain concentration limits as below:
CREDIT Maximuim permitted % of porfolic: 100% A F o AAA, 0% A, 8% A- 2% BEB- to BEE+.

CONCENTRATION

QBLIGOR
CONCENTRATION

Maximum permitied exposure to sngle chligor: 100% A+ to AAA4 ratod enfities, 5% A, 2% A-
and 1% BBE- ic EEB+.

MASTER LIGUILHTY
PROVIDER

Rand Merchant Bark. a division of FirslRand Bank Limiod

MINIMOEM LIGUIDITY
COMMITMENT™

The minimum aggregate commitment under all individual liquidity Tacility agrooments roquired
by iMdwa at any paint in lime. is the amount equal 10 the aggregate outstanding principal
amaount of all series of noles in &sun a5 at such point in time. plus the aggregate valoe of all
seninr fons and cxponses as at such point in Ume. lzes lhe aggregale of

iy the aggregate nominal value assets which malures ot least two days beforo
the maturily of CFowith the same valun; and

i} ihe agyregate neminal value of the assets comprising the Sponscr's Laan
Coflateral held by the 12suer a2 al such point in lime, provided that:

[F) the relevant assels mature al least tve Business Days bofor an
efual aggregate amount of notos;

(e the relevant assels have not boon liquidated; and
i} mash rmecipls inte ihe collections account in lerms of all assels hat have nel
Peen applied in terms of the Priarity of Payimernts;

The sponser kan collatoral is assets. aoquired by the MNdwa with the proceeds denved Trom
the advanue of B1 bilion from BME, which azsels shall be depesited ar held in a rescree
Account and may be liquidated by the MNdwa 16 moet cihcr e liguidity needs andior he
credit enhancement needs of iNdwa from time to fime,

L ICHIFDH T
AWAILABLE AMOUNT

Mot spegificd.

CONDITIONS FOR

the liguidity is reguired either:

DRAW DOWN « 1o ocover deficiencies in cash flows o the 1sSucr rosulting from. inter alia, timing
differeres bobwoon tho paymeont of interest and principal receved (or o bo
received) by the [2suer on the Padicipating Asscls; anddor

= g5.aresdl ol g Market Disrupdian

Lguio Ty the ocrurrenee of cither or both of the following events:

CANCELL ATION

EVENTS = the Bankrupley of the Issuer or

= il beeoming illegad for the Individual LE Pravider in accordance with applicablo bws
Iz make any advance under e relevand Individual LF Agrooment conchuded by it
ardiar 1 maintain its cormmtment under the ataresaid Individual LF Agreement.

CREDIT The first layer of loss profoctlion is provided in varving forms. For rated securities,

ENHANCEMENT

ornancoment is inherent within, and sized 1o lhat padicular secorily's crodit rating, whercas
far financial assets, enhancement is provided 0 a form relevant to the specific assel class
and structurcd te a lovel commensurate wilh & F1+ rating,

" Quoted from the programme memorandurm.
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TRANSACTION
SPECIFIC

The second layer of lass protecton available to iMdws s a hengible programme wide credil
prhancoment. Widwa omploys an cady eedempticn Teature wherety e condud will pay
notehaldars the prasent value of CF less proportionate losses fallcwing an event of defaull
O khis basis he conduls maxinum exposure 3t any cne Gme s the gayment of the present
wilue of the CP. Programmo-wide crodit enhancomoent s sized acccnling th tho prosent
vdlue of raked secunkies and fnancel asseis. The facilily s currenkly sized al 3% of the
prosent value of assets plus a dynasmee ameunt, which fluctuates based on the orodit quality
of the undedving porfolic of rated secwilies. The dynamic programme wide credit
onhancement 15 spoafic ooralod soountics anly and will change aceording o the credit
fuality of the underying porifalic as follws:

PROGRAMME-WIDE Rating of the lowest rated Security coverage Floor % applied to the
security portfolio
£ ] (3%
A Corverer the CF fundesd ssmouni 1%
af the largest A secunity
Ao BBE Covaer thee P Fundesd semount A

of the 3 largest &1 ar lawer
raled securnly

FRR to BRS- Crowver the CP funded amount 455
of the 4 larges] A+ ar lower
rafod soounty

Where assals are rated below BREE- programme wide credit enhancemeant 1o cover 1005 of
their CF Tundod amount.

ASSET COMPOSITION ASSET C LASS % OF POOL
Brniking, Faoanae and Redl Estate H.13%
Trade Recaivibles 14,0 %
rMetals 2nd Mining f.58%
Industrial and Manufacturing 05445
Fransportation 15.1%

CREDIT GUALITY RATING % QF PQOL
Fi+ 16%:
AAR 16%%
AR 1o AR 15%
Ad- 53%
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IVUZ!

GP RATING F1i1+/F1iF2F3BE+ MAY PROGRAMME S1ZE RAE billion

RATING AGENT Fit:h SFONSOR SirutRand Bank Limited

LALUMNCGH June 2007 ADMINISTRATIVE AGENT Fand Merchant Bank, a
thivizmn of FSRE

MOTES IN IS5UE RS 126m FRUOGRAMME TYPE Farially suppeored, multi-
selter amd securhes-hacked

DESCRIPTICHN uzi Investmonts Limited Yoz is o hybod assetbacked  commorsial papoer (CCPT
programme stroctured to jssoe Rand-denominated CF fe fund the purchase ot Rand-
chonomingted financial asscls and caled seourities, Vozi may issue TP owilh 3 masemuam tenor
of Aedidays.

CREDIT & Purchase assets rated across the rating spectrum and provide investors access o lower

INVESTMENT POLICY | rated CP noles.

CREDIT Frovided thal the Paricipating Assets comply with thae Eligibility Crteraz and that oo Pool

CONCENTRATION Wind Down Evenl has occurred in relation to the padicular Originalor ot such Paricipating
Assets, therc is nao limitation on the numbier or identitics of Odginastors thit mesy be introduncd
inta the Pragram.

CBLIGOR A5 above.

COMGENTRATICN
e e

MASTER LIGUIDITY
FROVIBER

FirstRand Bank Limited

WMINIMUM LIQUIEITY
COMMITMENT™

The minimum agqreqate commitment undor all Individual LY Agroements requircd by the
Mrogramme gl sy poinl in tme, being an amoont equal o the aggregate Dutstanding
Principal Amaoont of all Serics of Nolos inissue as at such point in me, plus the sggrogals
value of all Senicr Fees and Txpenses as ab such point in time, 155 the aggregate of:

(1 the agoregate nominal value of these Padicipating Assels fhat are Rated Padicipating
Amseots and such othor Paricipating Asscts inorespool of which 3 Reating Agonoy
Canfirmation has been received, the Legal Final Maturty of which occurs at least bea
Business Days before an egual aggregale Cotstanding Frincipal Amount of Notes
having the Highest Motc Biating as al such pointn timeg; 2ne

{in) the aggreqate pomiral value of the assets comprising the Spensces Loan Collateral held
by the Issucr a5 al such point in time, provided that:

grah the relesant psscls comprising the Spansors Loan Collateral matue at least bwo
Business Days before an coual aggrogate Gutstanding Principal Amount of Motcs
hirang the Highest Nole Rating as at such peint in fime;

by dhe relevant asseds comprsing the Sponsors Loan Collatcral hayve not boon
lguidated ar used by Ihe issucr o cover losses sustaimed by the lssuer in relatian
to the Paricipating Asscts amd, as ol the date for detormination of the Binimuarm
Linquictity Cammitment, such Sponsors Lean Callateral has not yel boon restorcd
in accordanse with the Prigrity of Payments: and
(i) thix aggregate of the Pre-Pad Amounts, the Pre-Payment WMake Whole Amount (to the
extert paid inte the Colecliens Account and nod applied 0 {erms of the Priority of
Payments) and such olber cash receipls inlo the Callections Account in terms of all
Paricipating Assets (cxcluding Pre-Paid Paricipating Assets] thal bovs not boecn
applied in terms of Iha Fronby of Payments.

LIQUIDITY
A!AILF\ELI‘. AMOUMNT

Mot specified.

CONDITIONS FOR
DRAW DOWN

The Issucre will only b cntiticed to drew down or use momes available it ander any facility
provided pursuand to an Individual LF Agreement:

« ifsuch draven dowen or dtilisaticn s regaircd o covor deficicnoics in cish flows to the
lesuer resulting from, inter alia, timing differences between the payment of inferest
and princlpal reccivcd {or 40 be roccivod) by the lssuer on lhe Participabing Assels
andiar in the case of a Market Disruption and in each case only 10 fund payments on
thiz Sorcs of Motos fo which such Individosl LF Agreemenl relales; andior

« (b} aLliguidity Cancellation Event has nal ooccumed.

" Quated fram the programme meamorandum.
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LA TY
CANCELLATION

the ocourrence of eilther of bath of the following events:

EVENTS 5 . the Bunknspey of the Fssuer or
. th Acrroted Value (Asscls) [?] of all Paricipating Asscls (oecluding Gofauiting
Assols) hold by the ISsaer as ol any point in ime no longer beimg sulficient o repay
the amaunts awned by the Issuer undor all Individus) L F Agrecments in force and
elfect 1S at the date thereof,
. it becoming ilegal for the ndivdual LF Frovider in accordance with applicable laws
W ik wny advance undor the oolovard Individoal LE Agrocmen? coreludod by
andfor b mainkain its commitrment under the aforesaid Individual LF Agreement:
CREDIT I protect CF noteholdors against potentiol lossos, Vozi benefits from tfransaction spocific
ENHANCEMENT atvd programme wide credil enhancement
TRANSACTION Mher first layor of Inss poolection B provided ino varging forms, For sated socurities,
SPECIFIC

enbancement is inkserent within, and sized to, thal pantcdiar secusdty’s credit rating, whereas
for financial assnts, cnhanonmont 15 provided noa form relevant o the spocilic assct class
ardd stiucturcad taooa bowsl commensuralo with o F1+ rating.

PROGRAMME-WIDE™

»  PWOF w8 sized on the present value of financial asscts and rated securnties, as the
condui's maximum exposure Sl any time s the present value of those assets. This
reflocts the freature providing for cary mdemplion of the ©P. PWCE in respoct of rated
seculies will be tranched. PWEE will not be fungible betweean financial assets and rated
securitins.

»  PWCE s sizod on the value of porforming assots. Cofaulled assets will be oscludod from
this calculation as the PWEE will alreacdy have been drawn on for that purposs, Thers
arc two corppononts, a8 disoussmd bolow,

Financial Assets: PWCE Amount

¢« This will be calculabed a5 an amount egual to 10% of the aggreqate present value of the
financial Assets (eenluding drfaoled assels) financnd or acguircd by be issuce. This will
nok ke fungiple for rated secunties,

Rated Securities: PWCE Amount

s This s based on the ceedil risk profile inherent in the rated secunties nsnced o dequired
by they issucr, 'ho PWOE facility is dynamic and sized according to the crodit quality of
ihe wndervying portfolio of rated secwrties and calculated per Fitch's model, The
methodology relies an g number of inpots that desonbe each Securily in A porlolio, such
as assot type, seniorly, rating, country ard industry classification. Bascd on lhosn inpuls,
fhey can evaluaie e correlation betwesn the assets and the probability of default The
muadel aulpal indicates the level of PAYCE appropriate for cach eating catogory.

«  FYCE for raled socuritios @il not b fungible for financial assols. The PWEE for ratod
secunties will be tranched. Each franche will net be drawn upan until the tranche with a
oo crendi! dsb raling has boon exhausted. PWEE will be provided by subordinalod
notes and where unfunded by a 2W0EE facility with EMB as mastor PWEE provider

s« RMB will grant a spansar's oan of R7a0min to the issuer upan closing of ihe fransaction
It zan bowsed for lguidity or credil enhancemenl purposes.

= |heindividoal CEF may canerl its obiligations on the bankroptey of the issaco, or an il
heconng ihegal for the indwcdual CEEF prosider to make: any advancn ander the miovant
indadual CEF agreement cwing o a change in law

ASSET COMPOSITION ASSET CLASS W QF POOL
el Eslate antl RMBS 35%
Computers & Eleclronics 11%
Farming and Agiculture 1050
[elecammunications 1%
[ ther 34%
CREDIT QUALITY RATING % OF POOL
AnA 3
B+ tn At 40%,
A 20%

" Dot fram ihe pre-sale reporl issusd by Fitch on 18 June 2007,
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SYNTHESIS

CP RATING

F 1+ Prime- 1 MAX PROGRAMME SIZE F1é million

RATING AGENT

SPONSOR Rozdbank Limiod

" Medbank”

FitcniMoody s

LAUNCH

July 2004 ADMINISTRATIVE AGENT Mezcdnank

HOTES IM ISEUE

I8 (133 1m FROGRAMME TYPE Partially supported. multi

seller and secuwrlies-oachked

DESLRIFTION

Synthesis Funding Limited ("Synthesis™ s a hvond assel-packed commercial papar {7CFY)
programme: stracturcd to issue Rdand-denominaled CF fo fund the purchase ol Rand-
drnnminated financial assets and rmted secuntics. Synthoeais may issae OF with a2 maximam
tenor af 264 days,

CREOIT & All wssets and securilies purchuased must be gilher rated or credil assessed oy Moody's and
INVESTMENT POLICY | Fipch nedar: included inthi assot poal.

CREDIT Py

CONCENTRATION

OBLIGOR A

CONGCEN | RATION

MASTER LIGUIDITY Medbank

FROVITIER

MMHMUM LIGQUHEITY
COMMITMENTT

The: minimum agarcegade commidmenl wnder all Individeal Liguidity Facilily Agreemenls
required oy the Progeamme at any point in time, boing an amoum egual to the aggeegates
Cinal Setllameant Amounl of all Maotes in issue fand not yvel redeemed) as al such paint in
trme, plus lhe aggregals value of all Senior Fees and Expenses due and payaole by the
Issuer prioe to the Maturty Cate of the Sories of Motes falling last in time, a5 at such point in
lime, less lhe anawnl availanle to be drawn by all Azsel Purchasing SFYs under all Asset
Furchasng P Liguidity Facdiliesin Tull Toree and eflecl 8l such santin lime.

LIGUIDETY as at any peint in time when it is to ke determined in terms af Lhe
AVAILABLE Transachon Documents, an amount equal b —
AMOUNTT T

= lhe Mimmum Liguidity Sommitment 28 dt such poicd 0 lime; less

v all amounts already drawn dawn but nat vet repaid under all kadividual Liquidity
Facilily Agreements in loree and elfect as ol such point in tme; less

= the Hook Walun of all Defated Assets as a8l sueh point o tmee.

CONDITIONS FOR
DRAW DOWHN

Synthrsis will onby b calitled to draw down or use monigs available Lo i under a faclily

ay it such drawe down or utikisation is required to cover deficicnaes in cash fows 1o the
Iszsuer resulting from, nfer affa. bming diferances between the payment of interast
and procipal reccived for lo b eceved) by lhe lssoer on the Participating Assels
which are net Defaulted Asscts and th ssueers payment oblgations under toe
Motas; andor

By In the: case of @ Market Disruption. up tooa maximuom amount equal 1o lhe Liguidily
Available Amount;

A market disruption is an ocvent or circumstaoee which reselts (s determined by the
Adminislratory in eilhear -

(i an inceease in the eost fo the lssuer o such an cxtent that s no longer
aranomically viakle fur the Fragramma to e sustainad; ar
(i the: lssuser bring wodble oissue any further Motes o oamy price in time to

redaetm any Motes maturing as at the dale theneof.

Synthesis will nol ne entbled Lo draw down or use manies aealable ot under the facility if -

al A Liquidity Sancillation Event has ooowmed;

o] such further draw down of GElisation will result in the commitment under the facility

bring cxcscdoed; andoor

£y osuch furdher utiisation will result in the monies drown down or uscd wndee such
facilily being applied lewards lunding losses incurmed by the |ssuer an respect of
Defaulted Assets or towards repaying amoumts presdoushy drimen down under 2
ligquadily Facility,

" Quoted from programme memaorandum.
% Quated fum PIFLGrATTITe Fermarandum,
* Quuoted from PP LG rEITITNE Fermarandum,
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LIQUIDITY

in relation to any Individual Liguidily Facility Agreement. the cccurmance

CANCELLATION of mither or hoth of ihe fallowing events -
EVENIS" . the Bankruptey of the |ssuer o
. it becoming llegat for the Individoal Liguidity Faality Provider, being o parly o

sich Individual Liquidity Facility Agreament in accordance with applicatila laws in
reslagticon Qo it aancdior Lthe issuer, to make any advance under the relevant iodividus!
Liquidity Facility Agreamert andior to mairtain its commitment under the
aforesaid lodividusgt Liguidity Facility Agreement

CREDIT The Tirst laver of loss prolection is provided inowvarying forms. For orated  securities,

ENHANCEMENT

anhancemert is inhoerent wathing and sized to, that paticular securiby's credit rating, whereas
for Timancial assets, enhiancement s provided i3 Torm elevant o the specific asset class
and structurad to & level cammoepsurata with a F1+ ratirg.

SPECIFIC

The second layver of lnss protecion avalable 1o Syothesis 15 a fungible pregramme wide
credit enhancament. The facility is sizad at 10% of the aggregate face valua of CP issued ta
lirance inancial assets, plus a dyeamic amount, which fluctuales based on the credit guality
of the underlying portfolio of cated sccurdtics. The dynamic programme wides cresdit
prhapcemeant 5 specific 1o raled secunties onfy and will change according to the croadit
guality of the undearlying porfolio as follows:

PROGRAMME-WIDE

Rating of the lowest rated Security coverage Floor % applied to the
seC Uity portfolio
Bl - 9] 0%
A+ Cover the OF funded amount 1%
of thes largest A+ sedunty
Ao BBE Cover the CF furded amount 30
of the 3 Largesl At or [ower
rated secUrity
BEE 1w BEBE- Cover the CF lunded amounl 4%
af the 4 largest A+ or lower
rated security

Where assets are raled below BEB-, programme: wide credit enhancemeaent to cover 100% of
their CF funded amount,

ASSET COMFPOSITION ASSET CLASS w DF POOL
RMBS 35%
Corporate: Loars 2?15
ABS: Autn Loans 6%
Oilbrezr 18%

CREDIT QUALITY RATING 5 OF POOL
AL A2
A to Ao 4497,
A 207

" Queted fram programme memaorandum.
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THEKWINI WAREHOUSING CONDUHT

CP RATING F1+ MAX PROGRAMME SIZE 15 mihon
RATING AGENT F itk SPOMSOR Standard Bank
LAUNCH Jure: 2005 ADMIMISTRATIVE AGENT Standard Bank
NOTES IM 1SSLUE R4 388m FROGRAMME TYPE Single-zeller

DESCRIFTION

The Thekein Wirehousing Condut (Proprielary Limited CTRekwin W) is 8 South-African
residential mortgage warehousing programme  that may issue up te R13 bilicn rared-
derominated securities. Thekwini W is a multi-seller programme that will warshouse eligible
pands of rosidontial mortgage loans crginated by Snuth Affcan Home | cans (Froprictary)
lirmiled, a lender specialising in home lcans n South Africa. Asset purchases will he funded
through e issusnen of shorte and long=term scountics and a0 subordineatcd  opodit
anhancement facility,

CREDIT &
INVESTMENT POLICY

54 Home boans credil criteria were applied fo the ongination and servicing of the hane
loans.

CREDT NA
CONCENTRATON
OBLIGOR M
CONCENTRATION
MASTER LIQUIDITY Srandard Bank
PROVIDER
MIMIN LB LIQUABITY Liguidily Tacilities have been sized o cover Ibe inlerest on the sharl-term noles, oulsanding
COMMITMENT principal on the non-liguidity noles plus estirmatod costs and cxponsos
LIQUICHTY Faur liguidiyy facility agreemesnts have been set:
%‘qﬁ n Th{-] :‘{-:ni.nr"tir?nir‘..g mix—s_m;?tt'.h quu:idity F;ic.i!ity:. . g :
B suppors cash shorfalls related 1o 1be scaicr netes op to an inibal amount of 12500
millicn:
" The serior gerneral mewkel distoplion kguidily Tacility: supports cash shorlialls

relmicd to the schior notos up 19 an initial amount of Z882 bilinn. 1t can only b
waed follewing a gensral markel disniptcre event —defined as the impossibitity for
the issuer lo ksoe nofes or an event o crcwmslance that results inoa material
increase in the oos of funding shrough e issuance of noles - and once Pe senior
timing misrmatch liquidity facility bas heen used in full,

- The mezsanine liming mismalch guidity faclity: suppeds cash shordfalls related to
thi mezzanine shot-torm nolos.
' The juniod Gming mismatch kguidity faciity: supports cash sherfalls related o the

unicr shertderm roles. The mazimoem combined, commitled amounl of he
mezzaning and the junior lowdity faclibes couals aninitial amount of ZARSO0m.

CONDITIONS FOR

The ssuer may draw dewn o he liguidity Tacilibes when thereis
] timing mismateres boetwecn the date of payment of amoonts due in muspeot of
Ferforming Assels and date of payment 1o MNolebolders and other creditons in torms
al he Friarity of Payments; and
= the inaiility to issuc now Motes at ibo rodemplicn dae of crising Motes.

LISUBITY Mane =pecilied.
CANGELLATION
EVENTS
e e - e g
CREDIT Credit onhancornent s provided i the form of oxeess spread, over caliatorabsation and a
EMHANCEMENT subordinaled loar.
TRANSACTICHN (R
SPECIFIC
FROGRAMME-WIDE LA

ASSET COMPOSITION

W, OF POOL

Hetmea Leans 1G5

! Quoted fram the Programme Memorandum
" Quated from the Pragramme Memorandum
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Chapter 6 — Results

This Chapter will focus on the results obtained from the research performed on the
individual conduits in South Africa and the calculations done on the impact that a
liquidity draw down would have on the banks providing liquidity support.

The following observations summarises the results from the review of the

programme memoranda documented in Chapter 5.

e Not all programme memoranda specifies cancellation events for the liquidity
facilities, however, it is stated in all programme memoranda inspected that the
liquidity facilities can only be drawn down if the transactions documents are
signed and is legally binding, that the issuer is solvent and that the credit
enhancement has not been depleted.

¢ The minimum commitment amount includes senior expenses in most cases.

e The amount to be drawn down under a liquidity draw down event is limited to

the size of performing assets in the conduit.

e Draw down events are standard and are defined as a market disruption event
and/or a payment mismatch. Market disruption is defined broadly and includes
any event in which the CP cannot be rolled over.

Taking these definitions into account, it will be assumed in the rest of the results
section that the bank providing the liquidity facility will be requested to advance the
total committed amount when a draw down event occurs and that the banks do not
have a right to decline a request unless in excess of the amount of performing

assels.

The following quantitative results will define the size and quality of the South African
conduits and secondly, the impact on the banks providing the liquidity support. The
conduits included in the research are the conduits still actively issuing and rolling
over paper as of 30 September 2008. The ABACAS 3 and 4, and Sanlam Home
Loans 102 were discontinued in August 2008.
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Figure 12 summarises the South African ABCP market at 30 September 2008:;

| Max Conduit
Size
Conduit _ Liquidity Provider R’ billion
ABACAS — Series 1 and 2 (in total)  ABSA 19
 Blue Titanium ; Standard Bank 20
Grayston — series 1 and 2 {intotal} | Investec 15
iNdwa FirstRand 15
ivuzi FirstRand 15
Thekwini Warehouse Standard Bank 15
Synthesis Nedbank 15
| Total 110 B
Figure 12

The following graph (Figure 13} illustrates the relative sizes based on the maximum

conduit sizes.

Size of the conduit market

14%

14%,

145

Figure 13

& ABACAS — Series 1 and 2
= Blues Tilanium

m Grayston — Series 1 and 2
B iNdwa

iUz

0 Thekwini Warshouse

B Synthesis

The largest conduit is Blue Titanium and the others are all approximately 14% each

of the marksat.
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The liquidity facilities provided per bank are summarised as follows in Figure 14:

* Limit (R’
Liguidity Provider billion}

ABSA I -
~Standard Bank ) 35
Investec ) 15
FirstRand |30
Nedbank j 15
| 110

Fiigu re 14

In addition to Figure 14, Figure 15 illustrates the relative size of the bank's exposure

to the conduits via the liquidity facilities provided.

Liquidity facilities per bank

E ABSA

B Slandard Bank

O Investec

O FirstRand
31% B Nedbank

a7

14%

Figure 15

Standard Bank supports Blue Titanium which is the largest conduit as well as the

Thekwini Warehouse structure which is the funding vehicle for SA Home Loans™.

* $A Home Loans is a mortgage lender and one of the few non-bank lenders in the South African

rmarket.
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FirstRand also has a large exposure due to the support provided to both iNdwa and

uzi.
The 2 tables and 2 graphs above are hased on maximum conduit programme size,

As at 30 September 2008, the conduits have not issued the total maximum allowed

amount. Figure 16 below illustrates the cenduit sizes as of this date.

Current Conduit Sizes

iR e I e e
10 [
11 S e e S g oy B LS
: 8 3
£ 3 7 — —
5 g
i N1 5 1
4
4.4 B e =——c =
2 S N Fre a3
3 — —
ARACAS - Blug Grayslan - iMirs iz Thekwini Synthesis
Seres 1and  Ttamum  Serdes 1 and Warehouse
2 i
Figure 16

Based on the above conduit sizes at 30 September 2008, the exposure that the

banks have relating to the liquidity facilities is as follows (Figure 17).
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Bank Exposure to Liquidity Facilities

R hin

ABSA Standerd  Vwostsc FirstRans! Medhank
Bank

Figure 17

iNdwa has the highest amount of outstanding CP at 30 September 2008 and
therefore FirstRand also has the largest exposure to liquidity draw downs at this

date.

The current size of liquidity facilities as a percentage of the banks Tier 1 capital is as
follows (Figure 18).

Liquidity Facility as % of Tier 1 Capital

AEGA Stangar! Bank  nweston FlistRancd Mexdbiank

Figure 18
Page 72 of 86



FirstRand at 54% is the largest. The Tier 1 capital is the amount as per the bank's

latest annual financial statements.

The assel composition of the various conduits are depicted below (Figure 18) which

clearly indicates a large percentage holding in RMBS and carporate exposure.

Asset Composition

100%
E Receivable Secuntisations
A0% :
: & Auto Loan Securtizations
i
0% | B Commercial Modgage
i Backed Securitisations
. O Fesidential Mortgage
40% Backed Securitizations
i B Collateralised Dobt
20% 7 i Chligation
I m Parasiatals
oi / H
S - o Z v ooomog Eom B Carporatos
noon o 2 = = = ' mn
= = E o 0 F » x D
O = O Banks
o @ = -7
A, < § % g
0 Q@
Figure 15

It is better illustrated in Figure 20 below that shows the total exposure 1o these asset
classes for all the conduits. 38% is invested in RMBS assets and 37% in corporate

paper.

Page 73 of 86



Total Asset Composition

B4 1% S O Banks

m Comporates

W Parastatals

m Collataralised Debt Obligation
3% @ Residential Morlgage Backed

Securilizations

® Commermial Mortgage Backed
Securitisations

apYs )
: B Auto Loan Securtisations

1% G Recaiable Securitisations
D% =

Figure 20

The asset quality based on credit rating is illustrated in Figure 21. Thekwini is
excluded as it is a warehouse for home loans There are no external ratings

assigned per home loan.

Asset Quality

: ‘ mAAA o
O AA+ 1o AA-
O A+ to A-
| mF1+
= -—‘ ® Undisclosed

Figure 21
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The total assets per credit rating for all conduits are a better illustration of the

underlying risk in these structures (Figure 22).

Asset Quality for all conduits

%
418, | AAA

O MA+ to Al
O A+ to A-
mF1+

m Undizclosed

Figure 22

Figure 22 shows that 41% of all conduil assets (excluding Thekwini's home loans)
are rated AAA and a further 35% rated AA+ to AA-. This illustrates thal the

underlying assets in these conduits are of a good credit qualiwm.

The main reason for banks using ABCP as a funding tool is the spread it earns on
issuing paper at a reduced spread in comparison to their own bank paper. Assuming
the bank's paper funding rate for from 2001 to 2008 on average equals between
15bp and 45bp aver 3 month jibar. According to ABSA research™ the annual high at
January 2008 for ABCP funding was 38bp and historically it was as low as Bbp. This
would mean that a bank saved between 7bp on the high end and 8hp on the lower
end in funding costs by using ABCF. Assuming an average ABCP conduit size of RS
billion, this equates to additional income of between R3.5 million and R4.5 million

annually.

M Refer to the rating tables in Annex
" South Africa’s Asset Backed Commercial Paper Market  The Whaole Nine Yards, 5 March 2008 K
Rushton, J Gable.
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After considering the sizes of the conduits, the asset composition and quality as well
as the potential savings in funding costs, it is now necessary to consider the impact
that a liquidity draw down will have on the balance sheet of the banks providing such
facility.

Firstly the latest audited financial information for the liquidity providers are depicted
in the Figure 23 below:

Annual RWA Tier 1 Tier 1

Report (R’ billion) | Ratio Capital
Liquidity Provider Date (R’ billion)
ABSA 31/12/2007 360 10.1% 36
Standard Bank 31/12/2007 524 10.4% 55
Investec 31/03/2008 119 10.3% 12
FirstRand 30/06/2007 305 10.3% 28
Nedbank 31/12/2007 352 8.3% 28

Figure 23

To determine if South African banks could face the same problems as IKB and
Landesbank, the liquidity facilities as a percentage of RWA are shown below:

Liquidity RWA Liquidity

facility (R’ billion) | facilities as
Liquidity Provider (R’billion) % of RWA
ABSA 15 360 4%
Standard Bank 35 524 7%
Investec 15 119 13%
FirstRand 30 305 10%
Nedbank 15 352 4%

Figure 24

Investec has the highest percentage but it is still far less than IKB and Landesbank
at 28.8% and 31.6% respectively and is not considered a concern.

According to the Basel Il principles discussed in Chapter 3.2 above, the credit
conversion factor (“CCF”) applied to the liquidity facilities is 20% based on the fact
that the liquidity facilities meet the eligible liquidity facility definition. After application
of the CCF, the risk weighting for an on balance sheet CP investment needs to be
applied.
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The table®

underlying assets in the conduits.

Long-term rating category

(Figure 25) below can be applied based on the credit quality of the

External credit
assessment

ABA 1o AA-

A+ 1o A-

BBB+ to BBB-

BB+ to BB-

B+ and below

Risk weight

20%

50%

100%

350%

Deduction

Source: South Afeicen Faserve Bank

Figure 25

The RWA are calculated as 20% of the total facility and then a weighting as per the

above table is applied. F1+ is considered to be of similar credit quality as AAA.

The results per bank for current CP exposure are as follows (All amounts in R'm and

100% risk weighting assumed for assets with undisclosed ratings:

ABSA
ABACAS 1 | ABACAS 2 | Total |CCF | Weighting | RWA"’
AAA 2,959 - 2,959 20% 20% 118
AA+ to AA- 541 1,147 1,688 20% 20% 68
F1+ - 2,169 2,169 20% 20% 87
3,500 3,316 6,816 273
Figure 26
Standard Bank
BTITAN Thekwini | Total CCF | Weighting | RWA
AAA 5,837 5,837 20% 20% 233
AA+ to AA- 2,159 2,159 20% 20% 86
Undisclosed 4,388 4,388 20% 100% 878
7,996 4,388 12,384 1,197
Figure 27
Investec
GRAYSTON | GRAYSTON
1 2 Total | CCF | Weighting | RWA
AAA 997 997 | 20% 20% 40
AA+ to AA- 538 160 698 | 20% 20% 28
A+ to A- 620 620 | 20% 50% 62
Undisclosed 783 783 | 20% 100% 157
1,535 1,563 3,098 286
Figure 28

% Basle Committee on Banking Supervision (2003). The New Basle Accord, Consultative Document.
Bank for International Settlements (April).

7 Risk Weighted Assets
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FirstRand
iNdwa iVuzi Total CCF | Weighting | RWA
AAA 912 1,128 2,040 20% 20% 82
AA+to
AA- 7,702 1,076 8,778 20% 20% 351
A+ 1o A- 2,922 2,922 20% 50% 292
F1+ 1,520 1,520 20% 20% 61
10,134 5,126 15,260 786
Figure 29
Nedbank
Synthesis CCF | Weighting | RWA
AAA 5,396 20% 20% 216
AA+ to AA- 1,111 20% 20% 44
Undisclosed 1,524 20% 100% 305
8,031 565
Figure 30

if the above calculated RWA is added to the current RWA per the latest financial

report, the results are as follows:

Current | Additional New Tier 1 Additional
RWA RWA RWA Ratio Tier 1

(R’ billion) | (R’ billion) (R’ (R’ Capital
Liquidity billion) billion) (R’
Provider million)
ABSA 360 0.3 360.3 10.1% 30
Standard Bank 524 1.2 525.2 10.4% 125
Investec 119 0.3 119.3 10.3% 31
FirstRand 305 0.8 305.8 10.3% 82
Nedbank 352 0.6 352.6 8.3% 50

Figure 31

Figure 31 assumes the same Tier 1 ratio is required as per the latest financial report
and the last column then indicates the amount of additional capital that needs to be
injected should the liquidity facilities as at 30 September 2008 be drawn down. The
amounts are minimal.

Based on the following assumptions, a further calculation was performed:
> the total programme size is drawn down under the liquidity facility;
» a CCF of 20% and risk weighting of 20% is applied to all liquidity facilities; and

» the Tier 1 capital ratio remains the same as per the latest financial report.
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Total Additional Additional
Programme Risk RWA Tier 1 | Tier 1 Capital

Size CCF Weighting | (R’ billion) | Ratio {(R’'m)
ABSA 15 20% 20% 0.6 10.10% 60
Standard Bank 35 20% 20% 1.4 10.40% 145
Investec 15 20% 20% 0.6 10.30% 61
FirstRand 30 20% 20% 1.2 10.30% 123
Nedbank 15 20% 20% 0.6 8.30% 49

Figure 32

The amounts are still minimal and Standard Bank and FirstRand has the largest

exposure with R145m and R123m of additional capital required.
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Chapter 7 - Summary and conclusion

The effect on banks of the draw down of liquidity facilities by conduits, has been
extensively investigated and reported on in the credit crisis that started in August
2007 and which was still ongoing at the time of finalisation of this report. As an
example, banks in Canada refused to meet liquidity demands due to the wording of
the facilities giving them an opportunity to refuse liquidity demands in adverse
market circumstances.

The study examines the conduits in South Africa and the impact that their potential
liquidity demands would have on the banks providing the liquidity facilities. it
examines 9 conduits in the market at 30 September 2008 and 5 South African
banks.

Firstly, from an examination of the conduits’ programme memoranda, it was
determined that in South Africa, conduits can request liquidity support in any event
which they cannot roll-over their CP. It therefore means that, unlike Canadian banks
for example, South African banks will not have an option to refuse liquidity requests

in adverse economic circumstances.

Secondly, it was determined that conduits could have saved banks funding costs of
between R3.5 million and R4.5 million annually based on a 7bp to 9bp funding
differential between bank paper and ABCP.

Thirdly, the current conduit sizes as well as the maximum potential conduit
programme sizes were determined from investor reports and programme
memoranda and used to calculate the additional tier 1 capital that would be required
by each bank should a liquidity draw down be requested. The tier 1 capital ratio was
calculated based on the Basel Il requirements. The results concur with the view of
Cresty and Krzychylkiewicz (2007)® that South African banks will be able to meet
liquidity demands by the conduits they support. Standard Bank and FirstRand would

% Mike Gresty and Voyt Krzychylkiewicz; 3 October 2007; Conduits: Should we be concerned? -
Deutsche Securities — Global Markets Research paper.
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need to raise R145m and R123m of additional capital respectively should they be
required to fund the liquidity facilities.

Fourthly, the research found German banks IKB and Landesbank were most
exposed to liquidity risks, at 28.8% and 31.6% respectively of asset value and IKB
subsequently failed to meet liquidity demands by conduits that it supported. In South
Africa, Investec’s liquidity commitments as a percentage of RWA are the highest at
13% but it is still far below that of the German banks mentioned above and not
considered a concern.

The purpose of this study were to determine if a liquidity draw down event would
have a material impact on any of the banks in South Africa providing such support
and what the impact on these banks’ assets and regulatory capital would be. The
study has answered these questions and the conclusion is that the draw down of
liquidity facilities would be manageable given that the size relating to the banks
capital and assets are immaterial.

The study contributes to the literature available in South Africa regarding the impact
of liquidity draw downs on South African banks and provides an estimate of the
possible impact of such events.
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Annexure — External rating scale

Long-term Ratings Mapping
Fitch Moody's . S&P Obligators' ability to
Ratings®® Ratingzm S&P Ratings™® meet f?n obligatior?;
AAA Aaa AAA Very Strong
AA+ Aal AA-+
AA Aa2 Ah Strong
Al Aal AA-
A+ Al A4
A A2 A Moderately Strong
A- A3 A-
BBB+ Baal BBB+
BBB Baa2 BBB Reasonably Adequate
BBB- Baal BEB-
BB+ Bail BB+
BB Baz BB Somewhat Weak
BB- Ba3 BB-
B+ Bi B4
B B2 8 More Vulnerable
B- B3 B-
CCC+ Caal CCC+; CCC; CCC- Currently Vulnerable
CCC; CCC-; C . ol .
cC aad CC+; CC; CC- Currently Highly Vulnerable
C Caa3d C+ C; C- Insolvency protection invoked
D C D Default

9 hitp:/iwww fitchratings.com/corporateffitchResources.cfm?detail=18&rd_file=ifs
1% hitp:/Avww.rbopa.com/Moody's_ratings_and_definitions. pdf

"% http://nimeshforex.blogspot.com/2007/08/standard-and-poors-rating-scale. html
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Short-term Ratings Mapping

Fitch Ratings'®* Fitch Description R’:g::;‘s';%g Moody’s Description S&P Ratings'® S&P Description
Fi Highest credit quality P-1 Superior payment ability A-1 Extremely strong
F2 Good credit guality p-2 Strong payment ability A-2 Satisfactory
F3 Fair credit quality P-3 Acceptable payment ability A-3 Adeguate
€ High dermi ik wo |Name-comotral | EREEES RN
D Default D Default

This table and the one on the previous page was prepared by Stephen Viok, Credit Analyst at Sanlam Investment Management and is purely a
guideline to the mapping of the ratings of the individual rating agencies. It is subjective and it should be kept in mind that very often two rating

agencies will have differing ratings for the same transaction/entity.

102 hitp:/mww fitchratings.com/corporate/fitchResources.cfm?detail=1&rd_file=ifs
19 hitp:/ivww.rbcpa.com/Moody's_ratings_and_definitions. pdf
1% http:/nimeshforex.blogspot.com/2007/08/standard-and-poors-rating-scale.html
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