THE PRUDENTIAL AUTHORITY
OFFERS RELIEF FOR BANKS
DURING COVID-19 PANDEMIC

The Prudential Authority (“PA”) recently issued three Directives aimed at providing relief for banks in certain areas:

1) Directive D1/2020 dated 31 March 2020 – Temporary measures to aid compliance with the liquidity
coverage ratio (“LCR”) during the Coronavirus (Covid-19) pandemic stress period
Covid-19 has led to banks having difficulty in meeting the LCR ratio, and the PA has introduced temporary measures to assist
banks during this time, as set-out below.
The LCR that banks are required to meet daily, has been decreased from 100% to 80%, with effect from 1 April 2020.
The PA will continue to monitor the evolving market developments and may amend the minimum LCR requirement
specified herein at any time, by providing adequate and timely notice to the banks.
Once the PA determines that financial markets have normalised, the PA will specify in writing the appropriate phase-in
arrangements to restore the minimum LCR requirement to 100 per cent.
Should a bank be unable to comply with this Directive, the bank shall, in accordance with the provisions of regulation 5
of the Regulations, report its inability to comply in writing to the PA, stating the reasons for such failure or inability
to comply.

2) Directive D2/2020 dated 6 April 2020 - Matters related to temporary capital relief to alleviate risks posed by
the Covid-19 pandemic
The PA has introduced various measures to provide capital relief (on a temporary basis) to banks with regard to the required
minimum capital that banks have to maintain. The relief measures are not intended to allow banks to distribute earnings in
the form of dividends or bonuses. Instead, the intention is to assist banks to continue to serve their clients under very difficult
circumstances and to ensure that their capital positions remain healthy and compliant with the relevant internationally agreed
capital requirements and can recover in a short period of time in the event of significant losses. Therefore, distributions such as
bonuses, dividends on ordinary shares or ordinary share buy backs are discouraged by the PA. In this regard, see Guidance Note
4/2020 regarding the payments of dividends and bonuses.
It is the PA’s intention to reinstate the minimum Pillar 2A capital requirement following the Covid-19 stress period. The relevant
details of such reinstatement will be communicated at an appropriate time, giving sufficient notice of the reinstatement,
including any transitional arrangements that may apply.
The measures implemented by the PA are summarised below:
Pillar 2A capital requirements are temporarily reduced to zero.
Calculation of adjustments or deductions from capital and reserve funds – the minimum capital requirement as at the
reporting date must be applied, reflecting the relief measures on the Pillar 2A requirement in place during the Covid-19
stress period, and the subsequent transitional period.
Limits referencing qualifying capital and reserves (e.g. large exposures and threshold deductions) should be calculated
using the adjusted amount of qualifying capital and reserve funds.
Banks will be permitted to utilise the capital conservation buffer. The additional loss absorbency requirement built up by
D-SIBS shall serve as an extension of the capital conservation buffer. In the event that the capital conservation buffer must
be utilised, banks must individually consult the PA.

The fully phased-in Pillar 2A capital requirement, following the Covid-19 stress period, are detailed in the Directive, but are not
repeated here.

3) Directive D3/2020 dated 6 April 2020 - Matters related to the treatment of restructured credit exposures
due to the Coronavirus (Covid-19) pandemic
Directive 7 of 2015 (D7/2015) provides clarity on how banks should identify restructured credit exposures and how these
exposures should be treated for purposes of the definition of default. This proposed directive should be read in conjunction with
D7/2015.

Paragraph 2.4 of D7/2015 states the following: “Where the loan is not in arrears at the time of the restructure and the terms
and conditions were changed in order to prevent the obligor from going into arrears, this should also be regarded as an
indication of financial distress of the obligor and the restructure should be classified as a distressed restructure.”
The measures implemented to provide suitable temporary relief on the minimum capital requirements for banks relating to
credit risk should not result in a lowering banks’ lending standards.
It is the PA’s intention to reinstate the requirements of D7/2015 in full after the impact of Covid-19 has subsided and economic
conditions have normalised. However, this directive will remain in effect for a minimum period of 6 months during which time
the situation will be monitored and reassessed. The reinstatement of D7/2015 will be communicated in advance together with
any transitional arrangements that may apply.
Where a restructure of a loan is being considered due to Covid-19 related factors, the bank must determine whether that
loan was up to date as 29 February 2020 and is reasonably expected to remain in an up-to-date status subsequent to the
relief period, all other factors remaining constant. These restructured loans will be classified as Covid-19 related restructures. This
applies to loans classified as retail or corporate in terms of regulation 23 of the Regulations relating to Banks. Loans that do not
meet these conditions, those loans that are not reasonably expected to remain in good standing or those loans that despite the
relief measures still exhibit signs of distress, must be treated in terms of existing requirements for calculating minimum capital
and reserve funds.
Appropriate governance processes must be implemented regarding COVID-19 loans. Banks must be able to motivate every
instance where the restructure was due to COVID-19 factors.
When calculating capital requirements under the Standardised Approach, the risk weight assigned to the Covid-19 related
retail restructured loans must be based on a similar, but no better classification than before the COVID-19 restructure
occurred. Therefore, the same risk weight assigned to the loan before the said restructure may be applied to the Covid-19 related
restructured loan, as if these loans are not considered to be distressed.
When calculating capital requirements under the Internal-ratings Approach, the probability of default (PD) assigned to Covid-19
related retail restructured loans must not be reduced, that is, the PD assigned to the restructured loan may be the same, but not
lower than the PD assigned before the restructure, if such loans are not to be regarded as distressed.
The PA may impose additional reporting requirements in respect of restructured loans.

In addition, the PA has issued two Guidance Notes:

Guidance Note G3/2020 dated 26 March 2020 - Matters relating to the application of International Financial
Reporting Standard (IFRS) 9 in response to the Coronavirus pandemic (Covid-19)
Guidance Note G3/2020 outlines the expectations of the PA when the requirements of IFRS 9 are applied to payment holidays
and other relief measures, including government guarantees and other subsidies provided as a result of Covid-19.

Payment holidays and restructured credit exposures
Payment holidays: The PA recognises banks have offered payment holidays and support packages, which the PA supports.
The PA acknowledges the increase in credit risk during this period due to disruption of normal economic activity.
The granting of relief by banks to selected retail portfolios is not seen to be an automatic increase in credit risk.
Banks are to assess credit risk before and after the relief measures are put in place
If an account is up to date prior to the relief measure and the account is expected to remain in up-to-date status once the
relief period ends, all other factors remaining constant, it may be regarded reasonable to assume that no significant increase
in credit risk has occurred and the account need not be moved to stage 2.
If, however, there are adverse changes in other circumstances which are not expected to be temporary in nature over and
above the relief provided (e.g. a mortgage debtor is retrenched or an SME enters business rescue or suffers losses that put
into question its ability to repay the outstanding balance), it can be reasonably concluded that a significant increase in credit
risk has occurred, warranting the migration of the account into stage 2 (or stage 3 for accounts modified in stage 2).

The PA believes the assessment, where possible, would be more reliable when made at an individual account/obligor level
rather than at a portfolio level.
For accounts that are not expected to remain in good standing - this should be modelled in a way that illustrates the
sustained increase in credit risk, evidenced by reduced forecasts of present values of future cash flows and higher expected
credit losses.

Government and other assistance
It is the view of the PA that any government, quasi-government or other subsidies or guarantees that are or may in future be
provided should not be taken into account in determining the
PD or
whether there has been a SICR
but should be incorporated in determining the LGD.

Macro-economic models
The PA is of the view that banks should avoid procyclical assumptions in their IFRS 9 modelling during this time to avoid shortterm volatility.

Loan Modifications
Contractual cash flows must take into account the effect of payment holidays; however due to the short-term nature of this,
the PA deems it is unlikely to result in substantial modifications that require de-recognition. Any change in the present value
of the modified contractual cash flows would be reflected as a modification gain or loss, potentially changing the exposure
amount on which risk weighted assets would be calculated for regulatory purposes.

Guidance Note G4/2020 dated 6 April 2020 - Recommendations on the distribution of dividends on ordinary
shares and payment of cash bonuses to executive officers and material risk takers, in light of the negative
economic impact of the Coronavirus Disease (Covid-19) pandemic and the temporary regulatory capital relief
provided by the Prudential Authority
The key expectations of the PA communicated in Guidance Note 4/2020 are:

The substantial reduction in current and expected economic growth is expected to result in significant declines in banks’ profits
or headline earnings, resulting in substantially reduced returns on equity for regulated financial institutions.
Capital conservation must take priority over any distribution of dividends on ordinary shares and the payment of cash bonuses
to executive officers and material risk takers.
The PA is of the view that capital resources must continue to be available to support the real economy and to absorb losses in
the immediate and medium to long term, and as such, the PA expects that no distribution of dividends on ordinary shares and
no payment of cash bonuses to executive officers and material risk takers, should take place in 2020.
The PA further expects the board of directors of a bank to take appropriate action in respect of any distributions on dividends
that may have already been declared and in respect of the accrual, vesting and payment of variable remuneration, in a manner
that is aligned to the principles enumerated in this guidance note and in accordance with the relevant legal requirements, as
applicable.

No mention is made in the Guidance Note regarding the repatriation to head office / the parent bank of profits of foreign banks
conducting business in South Africa. However, since this would amount to a discretionary distribution, it is assumed that such
payments would be discouraged by the PA.
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