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Absa is more than a bank; it is a united Pan-African team that is inspired by a shared purpose: “Empowering Africa’s tomorrow, together ...
one story at a time”. And it's this purpose that guides Absa Group Limited (the Group) every day, helps create value, run and grow the
business, partner with clients to help them achieve their aspirations, and impact the communities and environments in which it operates.

One of the pillars of the Growth Strategy focuses on what it means to be “an active force for good in everything that we do”. The Group’s
commitment to be an active force for good includes continued sponsorship of the Absa L'Atelier art competition. This longstanding and
prestigious competition gives aspiring artists a global stage. In celebration of these breakthrough artists, the Group is using the corporate
reports as a vehicle to showcase this continental shift towards creativity.

Collin Gandor Mensah
2022 Absa L'Atelier

Ambassador Ghana Scan to view the

artist full portfolio

Collins Gandor Mensah (born 1993). Gandor’s practice explores the homology between the human
body and technological entities in relation to post-human aesthetics. His work questions the
boundaries between humans and machines, examining the potential consequences of blurring the
lines in terms of ethics, identity and societal values.

Featured Artwork

Black Arabian 2021

/The Pillar 3 risk management report for the reporting period ended 31 December 2023 provides the prescribed annual view of \
Absa Group Limited (the Group) regulatory capital and risk exposures. It complies with:
- The Basel Committee on Banking Supervision (BCBS) Pillar 3 disclosure requirements (Pillar 3 Standard).

- Regulation 43 of the Regulations relating to Banks (Regulations), issued in terms of the Banks Act, 1990 (Act No. 94 of
1990), where not superseded by the Pillar 3 disclosure requirements.

The report is supplemented with the Group’s Pillar 3 risk management additional disclosures.

Management and the Group Risk and Capital Management Committee (GRCMC) have reviewed the report. The Board is satisfied
that the Group's risk and capital management processes operated effectively for the period under review, and the Group is
adequately capitalised and funded to support the execution of its strategy.

Qe information in this report is unaudited. j

Absa Group Limited Pillar 3 risk management report for the year ended 31 December 2023 1
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BCBS Pillar 3 disclosure requirements of sections and tables

References to disclosure requirements have been designated by [ |

Page
KM1 Key metrics (at consolidated Group level) 84
OVA Group risk management approach 21
ov1 Overview of risk-weighted assets (RWA) 10
L1 Differences between accounting and regulatory scopes of consolidation and mapping of financial statements with 15
regulatory risk categories
LI2 Main sources of differences between regulatory exposure amounts and carrying values in financial statements 17
LIA Explanations of differences between accounting and regulatory exposure amounts 17
PV1 Prudent valuation adjustments (PVA) 18
cc1 Composition of regulatory capital (RC) 93
cc2 Reconciliation of RC to balance sheet 99
CCA Main features of RC instruments and of other total loss-absorbing capacity (TLAC)-eligible instruments 103
GSIB1 Disclosure of global systemically important bank (G-SIB) indicators A
CCyB1 Geographical distribution of credit exposures used in the countercyclical buffer A
LR1 Summary comparison of accounting assets versus leverage ratio exposure measure 106
LR2 Leverage ratio common disclosure template 107
LIQA Liquidity risk management 109
LIQ1 Liquidity coverage ratio (LCR) 112
LIQ2 Net stable funding ratio (NSFR) 114
CRA General qualitative information about credit risk 33
CR1 Credit quality of assets 36
CR2 Changes in stock of defaulted loans and debt securities 36
CRB Additional disclosure related to the credit quality of assets
CRBI(i) Ageing analysis of accounting past due exposures 36
CRB(ii) Restructured exposures (impaired versus not impaired) 37
CRB(iii) Geographical breakdown of impaired exposures 37
CRB(iv) Industry breakdown of impaired exposures 38
CRB(v) Residual contractual maturity of exposures 39
CRC Qualitative disclosure requirements related to credit risk mitigation (CRM) techniques 40
CR3 CRM technigues - overview 41
CRD Qualitative disclosures on banks’ use of external credit ratings under the standardised approach for credit risk 41
CR4 Standardised approach - credit risk exposure and CRM effects 42
CR5 Standardised approach — exposures by asset classes and risk weights 42

A Not applicable to the Group
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BCBS Pillar 3 disclosure requirements of sections and tables

Page
CRE Qualitative disclosures related to internal ratings-based (IRB) models 44
CR6 IRB - credit risk exposures by portfolio and probability of default (PD) range 48
CR7 IRB — effect on RWA of credit derivatives used as CRM techniques 54
CR8 RWA flow statements of credit risk exposures under IRB 54
CR9 IRB - backtesting of PD per portfolio 55
CR10 IRB - specialised lending and equities under the simple risk weighted (RW) method 71
CCRA Qualitative disclosure related to counterparty credit risk (CCR) 60
CCR1 Analysis of CCR exposure by approach 60
CCR2 Credit valuation adjustment (CVA) capital charge 61
CCR3 Standardised approach of CCR exposures by regulatory portfolio and risk weights 61
CCR4 IRB — CCR exposures by portfolio and PD scale 62
CCR5 Composition of collateral for CCR exposure 64
CCR6 Credit derivatives exposures 65
CCR7 RWA flow statements of CCR exposures under the internal model method (IMM) A
CCR8 Exposures to central counterparties 65
SECA Qualitative disclosure requirements related to securitisation exposures 66
SEC1 Securitisation exposures in the banking book 66
SEC2 Securitisation exposures in the trading book A
SEC3 Securitisation exposures in the banking book and associated RC requirements — bank acting as originator or 67

as sponsor

SEC4 Securitisation exposures in the banking book and associated capital requirements — bank acting as investor 69
MRA General qualitative disclosure requirements related to market risk 74
MR1 Market risk under standardised approach 76
MRB Qualitative disclosure for banks using the internal models approach (IMA) 74
MR2 RWA flow statements of market risk exposures under an IMA 76
MR3 IMA values for trading portfolios 78
MR4 Comparison of value at risk (VaR) estimates with gains/losses 76
IRRBBA Banking book risk management objective and policies 80
REMA Remuneration policy 128
REM1 Remuneration awarded during the financial year 129
REM2 Special payments 130
REM3 Deferred remuneration 130
CDC Capital distribution constraints A

A Not applicable to the Group
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Summary of risk profile and RWA

1.1 Key performance metrics
1.2 Risks arising from the operating environment

1.3 Overview of RWA
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1. Summary of risk profile and RWA

1.1 Key performance metrics

Common equity tier 1 (CET1) ratio®

12.5%

2022:12.8%
Economic capital (EC) coverage
1.5%

2022: 1.6%

Leverage ratio®
7.7%

2022: 7.8%

Liquidity coverage ratio (LCR)?
124.0%
2022:124.6%

Net stable funding ratio (NSFR)

118.1%
2022:113.4%

Credit loss ratio (CLR)
1.18%
2022: 0.96%
Stage 3 ratio on gross loans and advances
6.1%
2022: 5.3%
Stage 1 and stage 2 coverage ratio
1.2%
2022: 1.3%
Stage 3 coverage ratio
45.0%
2022: 46.1%

Banking book net interest income (NII) sensitivity
for a 2% upward shock in interest rates (Rm)
R1 200m
2022: R1099m
Operational risk losses
R524m
2022: (R18m)

*Includes unappropriated profits.

Review of current reporting period

e C(apital ratios remained at the top end of the internal capital targets supporting client lending.
The ratios are well above minimum regulatory requirements.

e The liquidity position remained healthy and liquidity metrics were comfortably within risk
appetite.

e The CLR tracked above the Group's through-the-cycle range of 0.75% to 1.00% as ongoing
macroeconomic stresses continued to place strain on consumers.

e The Group's stage 1 and stage 2 coverage ratio decreased due to higher quality credit
origination and reduced risk appetite to high-risk territories in the Corporate and Investment
Banking (CIB) portfolio. The stage 3 coverage ratio has also reduced due to the volume of
new inflows.

e The Group proactively managed interest rate risk sensitivity in the banking book and remained
positively positioned for an increase in policy rates. The increase in NIl sensitivity is mainly
due to continued non-rate sensitive customer deposit growth and changes in the profile of
investments in Absa Regional Operations (ARO).

e Operational risk losses for the period returned to normalised levels mainly as a result of
reduced insurance recoveries.

Priorities

The Group's operating environment is expected to continue to be challenging. Risk, liquidity, and

capital management remain a priority, including:

e (reate sustainable value for shareholders while maintaining sufficient capital supply for
growth.

e Ensure capital ratios are maintained within the Board target range and above minimum levels
of regulatory capital while supporting business growth.

e Monitor growth to ensure a well-diversified credit portfolio in line with the Group’s strategy
and risk appetite.

e Proactively position and manage the credit portfolio to mitigate the impact of heightened
country and sovereign risks.

e Continue to improve controls, efficiency and operational resilience, through enhanced
platforms and digital capabilities, across critical processes.

e Engage and collaborate with regulatory authorities and other stakeholders on upcoming
regulatory changes to ensure the most appropriate outcomes for the banking sector and
broader economy.

e Continue establishing the baseline emissions for other key sectors that are affected by climate
change.

e Develop and embed climate change initiatives to assess and respond to the risk of continued
adverse weather conditions comprehensively as part of broader environmental, social and
governance (ESG) efforts.

e Monitor, evaluate and test the implications of the upcoming regulatory developments,
including Basel Ill finalisation (along with the fundamental review of the trading book (FRTB)),
the proposed amendments to the regulations relating to banks, the Basel Committee on
Banking Supervision (BCBS) principles for the effective management and supervision of
climate-related financial risks, the Resolution Framework and the Financial Conglomerate
Supervisory Framework in South Africa among others.

2The Group LCR reflects an aggregation of the Bank LCR and the ARO LCR. For this purpose, a simple average of the relevant three month-end data points is used in ARO, noting that the ARO LCR
is capped at 100% per the minimum regulatory requirements. For the Bank, the LCR was calculated as a simple average of 90 calendar-day LCR observations.
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1. Summary of risk profile and RWA

1.2 Risks arising from the operating environment

Macroeconomic risks remain heightened and are expected to continue impacting global markets and the outlook of the markets in which the Group operates.
The Group’s focus remains on proactive risk and capital management to positively position itself for changes in the operating environment. Risks are actively
identified and prioritised, and our consolidated response is monitored to ensure effective implementation achieves the targeted result.

In an uncertain macro environment, stress testing and scenario analysis are critical tools in safeguarding financial stability and enhancing risk management
practices. As the markets the Group operates in are facing volatility, these methodologies are deployed by the organisation to assess its resilience and
susceptibility to adverse conditions. The knowledge gained from these exercises allows management to optimize capital and liquidity, adapt strategies, and
ensure the Group is better equipped to navigate the ever-changing economic landscape.

Current and emerging risks are plotted below?:

Severe

Severity
Major

Moderate

Likely Almost certain Certain

Likelihood

A J

 These risks have a material impact on the Group and have been identified through a prioritisation exercise, considering estimated severity and likelihood. The Group continually monitors and
assesses the environment for other risks which may have potential impacts.

Absa Group Limited Pillar 3 risk management report the year ended 31 December 2023 7
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%Mitigation & Opportunities

Risk trend

since 2022

Links to principal risk

(@) Geopolitical instability and conflict

Ongoing polarisation of trade blocs impacts negatively on societies and economies and may evolve into countries
having to choose between blocs. The risk of a global (or key markets) recession and/or persistently high inflation
(and interest rates) may result in prolonged low growth and economic activity, including reduced trade and
investment. Key 2024 elections globally (United States of America) and in Africa (South Africa, Botswana, Ghana,
Mauritius, Mozambique) elevate uncertainty.

Mitigation and opportunities

by e Constant monitoring and agile approach to positions.

x e Preserve the Group’s liquidity and capital.

& e Diversification across markets and sectors mitigates impacts.
& e Establishment of representative offices in trading corridors.

Credit

Market

Capital and liquidity
Strategic,
sustainability and
reputational

(@) Country / Sovereign risk

Heightened volatility may result in a deteriorating economic environment, impacting strategy through:

e  Sustainability of debt pressures (repayments and refinancing).
e Central bank interventions to protect economies may have unintended consequences and negative impacts.
e  Foreign exchange (FX)scarcity affects FX expatriation and increases hedging costs.

The inability to significantly diversify away from sovereign exposures, as a result of in-country regulations, may
lead to large concentrations.

Mitigation and opportunities

e Ongoing enhancement of models to better understand the risk-reward trade-offs.
e Continually monitor for concentration build-up for government employee lending.
Maintain relationships with hard currency generating clients.

fist o BD BDBD BD

e Monitor and manage risk-considered opportunities for trading which may arise.

@

e Refine the Sovereign Trigger Framework and implement the revised Sovereign Concentration Risk Framework.

e Seek alternative high-quality assets to invest surplus deposits while maintaining presence and customer offering.

Credit

Market

Capital and liquidity
Strategic,
sustainability and
reputational

@ Consumer stress

Ongoing stress faced by consumers due to high cost of living and the inability to recover due to weak local and
global economics result in increased defaults and reduced lending and deposits growth and retention. Business
and corporate clients may not be able to sustain current resilience.

Mitigation and opportunities

N e Close monitoring of Relationship Banking and CIB customers for signs of distress with early actions
to mitigate.

= e Provide consumer support through debt reviews, interest holidays and forbearance offers.

= e Capture evolving risk through focused model updates.

& e Continue customer selection enhancement projects

@

Credit

Capital and liquidity
Insurance
Strategic,
sustainability and
reputational

Model

Compliance

(@) Operational resilience pressure

Continuously evolving threats to operational resilience from deteriorating infrastructure (Eskom, Transnet), fraud,
opportunistic crime, data loss and cyber-attacks, scarcity of skills and possible social unrest due to poor service
delivery and exacerbated by elections/ineffective coalitions.

Mitigation and opportunities

e Continue resilience investments in critical processes and 3rd party risk management.
e (apacitate the converged security office to manage economic crime convergence.
e Maintain successful cyber security testing.

D BD BD B

e Further develop crisis management scenario planning and testing.

Capital and liquidity
Strategic,
sustainability and
reputational
Operational and
resilience
Compliance

Absa Group Limited Pillar 3 risk management report the year ended 31 December 2023
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@Mitigation & Opportunities

Risk trend
since 2022

Links to principal risk

() South African fiscus sustainability strain

High uncertainty, low business and consumer confidence levels result in low investment rates, a reducing tax base
(emigration, reduced economic activity) and increased fiscal weakness. Policy changes due to the election outcome
could negatively impact the fiscus.

Mitigation and opportunities

Credit

Market

Capital and liquidity
Strategic,
sustainability and
reputational
Operational and

resilience
= ¢ Monitor and manage South African sovereign risk.
= e Maintain regular industry bodies engagement to raise concerns and support change initiatives.
x e Participate in social initiatives to support consumers.
@ Strategic, execution and business risks o Credit
) ) ) ) ) ) - ) e (apital and liquidity
Constantly changing operating environment, combined with heightened volatility and challenging global and o Strategic,

domestic conditions, and evolving client needs may impact strategy execution while potential adverse impact of
large strategic change projects may result in poor delivery and resource strain.

sustainability and
reputational
Operational and

Mitigation and opportunities resilience

= e Monitor and manage risk strategy and risk appetite to identify and mitigate risks as they arise,

while supporting customers.
= e Govern change projects to ensure these are properly scoped, fully capacitated and closely

monitored through senior oversight, including independent quality assurance.
£ e Continue investing in delivering scalable digital solutions.
e e Strategically drive diversification across markets and sectors to mitigate impacts.

@ Environmental risks e Credit
A ) S ) ) ) o e (apital and liquidity

Increasing pressure to integrate sustainability risk management practices with business activities due to e Strategic,

stakeholder expectations. Challenges include the uncertain severity of the impact of climate and social change
(including the developing El Nino pattern), along with emerging risk tied to greenwashing affecting investors,
suppliers, and clients. Ensuring a just transition balancing environmental sustainability and social needs is
increasingly important.

sustainability and
reputational
Operational and

resilience
e Compliance
Mitigation and opportunities
= e Reduce the Group’s direct environmental footprint in line with its 2030 environmental action plan.
vy e Embed processes to encourage customers to adopt business strategies and practices that align
with the sustainability policy.
x e Embed existing financing standards.
= e Continuously enhance credit and insurance risk data, models and scenario analyses to assess the
impact of climate change risk.
= e Continue to engage with civil societies, shareholder activists and development finance institutions.
= o Define and implement a greenwashing policy.
Increased compliance risk due to new and emerging regulations and oversight Credit
Market

Increasing pace and evolving complexity of regulatory and statutory requirements across the Group’s markets
impact the current business model. Heightened scrutiny of regulators may require increased capacity to address
additional matters.

Potential long-term impact of regulatory changes on business strategy and Group performance increase the need
for regulator and industry capacity.

Mitigation and opportunities

e Maintain a forward-looking approach to evaluate, respond to and monitor change.
e Engage with regulators and other stakeholders on regulatory developments.
Build a robust control environment of compliance.

e Develop systems with the agility to accommodate change.

5D BD B BD B

e Understand the impact of future requirements on the current business model and practices, and
proactively make necessary changes.

©

Capital and liquidity
Insurance
Strategic,
sustainability and
reputational

Model

Operational and
resilience
Compliance
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The following table provides the RWA per risk type and the associated minimum capital requirements. Additional disclosures for each risk type, namely credit,
counterparty credit, equity investment, securitisation, traded market and operational, are included in the sections that follow.

Credit risk (excluding CCR)
Of which: standardised approach (SA)

Of which: foundation internal ratings based
(FIRB) approach

Of which: supervisory slotting approach

5 Of which: advanced internal ratings based (AIRB)
approach

CCR

Of which: standardised approach for CCR (SA-
CCR)

Of which: IMM
Of which: other CCR
10 CVA

11 Equity positions under the simple risk weight
approach

12 Equity investments in funds — look-through
approach

13 Equity investments in funds — mandate-based
approach

14 Equity investments in funds - fall-back approach
15  Settlement risk

16  Securitisation exposures in banking book

17 Of which: IRB ratings-based approach (SEC-IRBA)

18 Of which: securitisation external RBA (SEC-
ERBA), including internal assessment approach
(IAA)

19 Of which: securitisation SA (SEC-SA)

20 Market risk

21 Of which: SA

22 Of which: internal model approach (IMA)

23 Capital charge for switch between trading book and
banking book

24 Operational and resilience risk
Non-customer assets

25  Amounts below the thresholds for deduction
(subject to 250% risk weight)

26 Floor adjustment (after application of transitional
cap)*

27  Total (1+6+10+11+12+13+14+15+16+20+23+24+
25+26+non-customer assets)

Group
b
31 Dec 30 Sep
2022 2023
RWA RWA
Rm Rm
739995° 750133
235128® 270058
504 867° 480075
16 303 16 899
16 303 16 899
6 480 6 682
3482 3320
8151 5772
- 1176
- 735
1279 1456
577 111
577 111
38 882 37234
18915 18928
19967 18 306
122 493% 119424
25838 27 426
34 379 28834
95283 21790
10073873 1020992

31 Dec

* Absa Bank Limited includes subsidiary undertakings, special-purpose entities, joint ventures, associates, and offshore holdings.

31 Dec

Bank!
b
31 Dec 30 Sep
2022 2023
RWA RWA
Rm Rm
488 353 465944
506 1349
487 8473 464 595
14860 15652
14860 15652
5098 5910
1823 1657
2626 356
- 1176
- 679
1222 1389
577 111
577 111
28250 27440
8283 9134
19967 18306
74857° 68751
17405 17075
15118 16053
11904% 21237
662 093 643430

31 Dec

2 The 2023 minimum total regulatory capital adequacy requirement of 12.5% includes the capital conservation buffer, Pillar 2A and the D-SIB add-on but excludes the bank specific individual

capital requirement (Pillar 2B add-on) as required by regulatory guidance.

3 The December 2022 figures were revised to align with final regulatory submissions.

* Includes the operational risk floor.

10
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2. Basis of preparation

2.1 Scope of consolidation

The Group's registered head office is in Johannesburg, South Africa and operates in 14 countries. The Group has banks! in Botswana, Ghana, Kenya, Mauritius,
Mozambique, Seychelles, South Africa, Tanzania (Absa Bank Tanzania and National Bank of Commerce), Uganda and Zambia, as well as insurance operations in
Botswana, Kenya, Mozambique, South Africa and Zambia. The Group also has representative offices in Namibia, Nigeria and the United States, as well as
securities entities in the United Kingdom and the United States.

The legal structure below outlines the Group’s holdings:

Absa Group Limited

Significant subsidiaries

Absa Bank
Limited?

Absa Financial

100% aes-e el B R 5 S 00% ; ot
Services Limited 2

Absa Bank Ghana
Limited

Absa Bank

e a7Rgp T s Lo R B 2P ) 0%
Botswana Limited

Absa Bank
Kenya PLC

Absa Bank Mauritius

685% — 1 100% .
Limited

Absa Bank Tanzania
Limited

Absa Bank

. ORI Gt = s T o
Mocambique, SA

Absa Bank
Uganda Limited

Absa Bank

100% =<1 - % 998% =
(Seychelles) Limited

National Bank of
Commerce Limited?

Absa Bank

y 100% ———f———— 55%
Zambia PLC

Other legal entities

2.2  Pillar 3 risk management report oversight

The purpose of the Pillar 3 risk management report is to provide a comprehensive view of the Group’s RC and risk exposures. It complies with:

e The BCBS revised Pillar 3 disclosure requirements (Pillar 3 Standard).
e Regulation 43 of the Regulations relating to Banks (Regulations), issued in terms of the Banks Act, No. 94 of 1990 (Banks Act), where not superseded by
the revised Pillar 3 disclosure requirements.

The information in this report is unaudited.

For the reporting period 31 December 2023 (compared with 31 December 2022), the Board is satisfied that the Group's risk and capital management processes
operated effectively, that business activities were managed within the Board-approved risk appetite, and that the Group is adequately capitalised and funded
to support the execution of its strategy.

! Banks are wholly owned, apart from the following where the Group holds majority stakes: Botswana 67.8%, Kenya 68.5%, Mozambique 98.7%, National Bank of Commerce, Tanzania 55% and
Seychelles 99.8%.

2 South Africa.

3 Tanzania.

12 Absa Group Limited Pillar 3 risk management report the year ended 31 December 2023
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2. Basis of preparation
2.3

This report was prepared in line with the Board-approved Banks Act Public Disclosure (Pillar 3) Policy. The policy sets out responsibilities in the preparation,
validation and sign-off of the report. The Group’s risk function centrally reviewed and challenged the disclosures to ensure they are a fair representation of
the risk profile. The report was validated and approved through the Group's risk governance channels which include Risk Type Officers (RTOs), the Group Chief

Preparation, validation and sign-off

Risk Officer (GCRO), Group Financial Director, and the Group Risk and Capital Management Committee (GRCMC).

2.4

Scope of application of Basel measurement

The Group applies the following RC demand measurement approaches when determining its Pillar 1 capital requirements:

Risk type Approach used

Credit risk (South Africa)

e Retail and wholesale credit risk e AIRB

e C(CR e SA-CCRand AIRB

e (VA e SA

e Securities financing e Comprehensive approach

e Statutory reserve e SA

e Liquid asset portfolio e AIRB

e Equity investment risk in the banking book - listed and unlisted e Market-based simple risk weight approach and equity investments in

e Investments in associates and joint ventures

funds applies look-through approach or mandate-based approach or
fall-back approach
e Prorata consolidated methodology or the deduction approach

Credit risk (ARO)

e Allentities and credit risk types e SA
Market risk

e General position risks for trading book positions o [IMA
e Issuer-specific risks for trading book positions e SA

Operational and resilience risk

e Operational and resilience risk — majority of the Group’s divisions
e (Certain joint ventures and associates and ARO legal entities

Advanced measurement approach (AMA)
e Basic indicator approach (BIA) or SA

Other risks

. Non-customer assets

e GSA

2.5

Accounting policies and valuation methodologies

The principal accounting policies applied are set out in the Group’s most recent audited annual financial statements.

2.6

Linkages between financial statements and regulatory exposures

Where a different treatment is applied for Basel regulatory reporting compared to statutory accounting reporting, the approach is set out below:

Entity

Statutory accounting treatment

Basel Il regulatory treatment

Subsidiaries engaged in insurance activities Consolidated

(Absa Financial Services Limited (AFS))

Excluded from the calculation of the capital
adequacy ratio

Associates, joint ventures and participation in
businesses that are financial in nature

Equity-accounted

Deducted from qualifying capital or
proportionately consolidated

Associates, joint ventures and participation in
businesses that are not financial in nature

Equity-accounted

Included in equity investment risk capital

Absa Group Limited Pillar 3 risk management report the year ended 31 December 2023
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2. Basis of preparation
Regulatory treatment
Percentage Type of entity International Financial

shareholding . . . . . . Reporting Standards
Banking and financial Insurance entities Commercial entities (IFRS) treatment
entities Standard approach IRB approach
<10% Aggregate of investments are compared to a Treated as financial
threshold of 10% of the groups CET1 capital. investment and
Amounts above the threshold are deducted from measured at fair value
Capital and amounts below are treated as equity through profit or loss, or
investment risk weight - the standard approach fair value through other
(TSA) (100% risk weight) or IRB (300%/400% risk comprehensive income.
weight). Treated as equity
Treated as equity investment risk weight
>10% to Apply the threshold deduction method: Aggregate of  investment risk (100% of 300% for listed Where the group has
<20% amounts <15% of share capital risk weight at 250%, risk weight). investments and 400% significant influence
amounts above the threshold is deducted from CET1. for unlisted investments.  over that investment,
equity accounting is
applied unless
designated to be
measured at fair value
through profit or loss
(FVTPL).
> 20% to Other significant Apply the threshold Individual investments Equity accounting as the
<50% shareholder: deduction method to up to 15% of the groups group is deemed to have
Proportionally historical cost. Post- CET1, additional tier 1 the ability to exercise
consolidated. acquisition profits capital (AT1) and tier 2 o ) ;ignificant influence or
No other significant excluded. capital (T2) are to be risk Ind|V|dua0| investments joint control but does
shareholder - ADP|y the We|ghted at no less than up to 15% of the groups not control the entity.
- 0 CET1, ATLAnd T2 are to
threshold deduction 100%. - :
. . . be risk weighted at
method. Individual investments in  (3009,/400%).
>50 % Consolidate Apply the threshold excess of 15% of the Individual investments in  Consolidate unless there
. groups CET1, AT1 and S S
deduction method to the T2 are to be risk excess of 15% of the is evidence to indicate
copldiednelasel ugieda lss0hor  $owECTLATLG  Utihegou dos o
: the RWA equivalent. T2 are to be ris ; . :
weighted at 1250% or investment in which
Aggregate Of the RWA equivalent. case equity accounting
investments in excess of will typically be applied
60% of CET1, AT1 and unless designated to be
T2 are to be risk measure at FVTPL in
weighted at 1250%. terms of IERS.
Threshold deduction approach

The threshold deduction approach allows for specified adjustments to receive limited recognition namely significant investments, mortgage servicing rights
(MSR) and deferred tax assets (DTA) on temporary differences with recognition capped to 10% of CET1.
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2. Basis of preparation

2.6.1 Differences between accounting and regulatory scope of consolidation and mapping of financial
statement categories with regulatory risk categories [Li1]

The carrying values under the scope of regulatory consolidation below are based on the South African Reserve Bank’s (SARB's) regulatory requirements. The
financial statement carrying values reflect IFRS requirements.

a b C d e f

2023

Carrying values of items

Carrying : Not subject
values as Carrying to capital
reported in values under requirements
published scope of  Subjectto  Subjectto  Subjectto  Subjectto Equity or subject to
financial  regulatory  credit risk CCR securitisatio market risk  |nyestment deduction
statements consolidation  framework framework nframework framework

Risk Other Assets from capital
Rm Rm Rm Rm Rm Rm RmM RmM Rm

Assets

Cash, cash balances and
balances with central banks

Investment securities
Trading portfolio assets
Hedging portfolio assets
Other assets

Current tax assets

Non-current assets held for
sale

Loans and advances
Insurance contract assets
Reinsurance contract assets

Investments linked to
investment contracts

Investments in associates
and joint ventures

Investment property
Property and equipment

Goodwill and intangible
assets

Deferred tax assets

Total assets
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2. Basis of preparation
a b C d e f g
2023

Carrying values of items

Carrying Not subject
values as Carrying to capital
reported in values under requirements
published scope of  Subjectto  Subjectto  Subjectto  Subjectto Equity or subject to
financial  regulatory  credit risk CCR securitisatio market risk  investment deduction
statements consolidation  framework framework nframework framework risk Other Assets from capital

Rm Rm Rm Rm Rm Rm Rm Rm Rm

Liabilities

Trading portfolio liabilities
Hedging portfolio
liabilities

Other liabilities

Provisions

Current tax liabilities

Non-current liabilities held
for sale

Deposits
Debt securities in issue

Liabilities under
investment contracts

Insurance contract
liabilities

Reinsurance contract
liabilities

Borrowed funds
Deferred tax liabilities

Total liabilities

Column b: The regulatory scope of consolidation excludes balances related to the Group’s insurance entities. The financial statements include these balances.
Columns c to g: The carrying value under regulatory scope of consolidation does not equal the sum of the amounts subject to the different risk framework due
to:

e Derivative financial instruments (contained in trading portfolio assets, trading portfolio liabilities and hedging portfolio assets) are subject to RC for both
CCR and market risk.

e Reverse repos to non-banks included in loans and advances to customers are subject to RC under the credit and CCR frameworks.

e Reverse repos to banks are included in loans and advances to banks and are subject to RC under the credit and CCR frameworks.
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2. Basis of preparation

2.6.2 Main sources of differences between regulatory exposure amounts and carrying values in financial
statements [L12|

2023

Items subject to

Credit risk  Securitisation CCR Market risk Equity Other
Total framework framework framework framework investment risk assets

Rm Rm Rm Rm Rm Rm Rm

1 Asset carrying value amount
under scope of regulatory
consolidation (as per template
LI1)

2 Liabilities carrying value
amount under regulatory
scope of consolidation (as per
template LI1)

3 Total net amount under
regulatory scope of
consolidation

Off-balance sheet amounts
5 Differences in valuations

Differences due to
consideration of provisions

Credit conversion factor (CCF)

Significant investments not
subject to RWA

9  Exposure amounts considered
for regulatory purposes

The most important drivers of the difference between the carrying value and exposures considered for regulatory purposes are: [LIA|

e Line 4: Pre-CCF off-balance sheet exposures that contribute to the regulatory credit risk framework.

e Line 5: Differences in valuations under the credit risk framework relate to differences in treatment between risk and finance due to eliminations and
grossing up of transactions, including netting and valuation effects under the CCR framework as well as valuation effects under the CCR framework.

e Line 6: Differences due to consideration of provisions relate to impairments under the AIRB approach deducted from credit risk framework in table LI1.

The exposure amounts considered for regulatory purposes in table LI2 above correspond to the exposure reported in the following tables:

e Credit risk framework total corresponds to the sum of exposure at default (EAD) post-CRM and CCF in table CR6 on page 48 and exposures post-CCF and
CRM in table CR4 on page 42.

e Securitisation framework total corresponds to the sum of securitisation exposures where the Group acted as originator and sponsor in table SEC1 on page
66.

e CCRframework total corresponds to the sum of EAD post-CRM under the different approaches in table CCR1 on page 60.
Equity investment risk total corresponds to the sum of exposure amount in table CR10 on page 71.

Absa Group Limited Pillar 3 risk management report the year ended 31 December 2023 17
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2. Basis of preparation

2.6.3 Prudent valuation adjustments (PVA) [pvi|

The total PVA adjustment for the Group for 2023 amounted to R374m (2022: R443m).

The Group has a robust independent valuation control framework responsible for ensuring positions held at fair value are valued at exit price as evidenced by
independent market data and according to IFRS. PVA is considered the excess of valuation adjustments required to achieve the identified prudent value over
and above any adjustments applied under IFRS and recognized in CET1 capital. PVA is calculated using the core approach for CIB SA and Group Treasury within
the Bank and the simplified approach is applied to all other balances in the Bank (making up 14% of gross fair value assets and liabilities (FVAL)) and its
subsidiaries. The simplified approach requires banks to set the PVA at 0.1% of the sum of the absolute value FVAL. The financial instruments driving the Group's
PVA over the period are interest rate derivatives, credit default swaps, foreign exchange, and non-exchange traded bonds.

2023

Interest Credit Commo- Of which: Of which:
rates dities In the In the

trading banking
book book

Rm Rm

1 Closeout uncertainty of

which: 8538 219138 248 34 472 = 262 396 190 507 71 889
2 Market price uncertainty 603 71768 248 296 - 72 915 51 980 20934
3 Closeout cost 7 935 147 370 - 34176 - 189 481 138 527 50 955
4 Concentration - - - = = - - -
5 Early termination - - - = - - - -
6  Model risk - = = - - - - _
7 Operational risk - - = . - - - -
8 Investing and funding cost - - - - = - - -
9  Unearned credit spreads - - - = - - - -
10  Future administrative costs - - - = - - - -
11  Other - 111914 - - - 111914 15057 96 857
12 Total adjustment 8538 331 052 248 34 472 - 374 310 205 564 168 746
a b C d e f g h

2022
Equity Interest FX Credit Commo- Total Of which: Of which:
rates dities In the In the
trading banking
book book
Rm Rm Rm Rm Rm Rm Rm Rm
1 Closeout uncertainty of 10403 266 360 2353 27 469 - 306 585 271391 35194

which:

2 Market price uncertainty 1040 145984 1347 3390 - 151761 134183 17578
3 Closeout cost 9363 120376 1006 24079 - 154 824 137 208 17 616
4 Concentration - - - - - - - -
5  Early termination - - - - - - - -
6  Model risk - - - - - - - _
7 Operational risk - - - - - - - -
8 Investing and funding cost - - - - - - - -
9  Unearned credit spreads - - - - - - - -
10 Future administrative costs - - - - - - - _
11  Other - 136 899 - - - 136 899 17 006 119893
12 Total adjustment 10 403 403 259 2 353 27 469 - 443 484 288 397 155 087
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2. Basis of preparation
2.6.4 Asset encumbrance [ENC|
The table below depicts the carrying amount of encumbered and unencumbered assets:
a b c d

2023
Encumbered assets Central bank facilities Unencumbered assets
Rm Rm Rm

Assets
Investment securities

Loans and advances to banks and
customers

Trading portfolio assets

Other assets

Total assets

Encumbered assets are assets that the Bank is restricted or prevented from liquidating, selling, transferring or assigning due to legal, regulatory, contractual
or other limitations.
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3. Risk management overview

3.1 Risk management approach [oval

The Group identifies and assesses risks and opportunities arising from internal and external environments, and proactively identifies emerging risks. To ensure
effective risk management, our consolidated response is monitored as follows:

Recognise the importance of a strong risk culture, which is integral to the Group’s culture.

Consider key (principal) risks, clear ownership and accountability, and Group-wide risk coverage.

Support the Group’s strategy with a coherent risk management operating model and appropriate risk practices, tools and techniques.

Uphold the risk governance structure at Group, country, business and Group functions, with clear Board escalation and oversight.

Follow comprehensive and structured processes for evaluating, responding to and monitoring risks.

Oversee and manage Group-wide control environment through a combined assurance model with clear accountability across the three lines of defence.

3.2 Enterprise Risk Management Framework (ERMF)

The following graphic is a visual representation of the ERMF:

Taxonomy : Risk management

» Credit risk

‘ - Market risk Risk
appetite

» Capital and liquidity risk

Stress Scenario

testing analysis

» Strategic, sustainability | e e o % T e SR
and reputational risk __»assurance__‘

» Model risk = =

« Insurance risk

Evaluate
+ Operational
and resilience risk

+ Compliance risk
Respond

Monitor

Governance

and evaluation

‘ Mandates, roles ‘ Measurement ’

and responsibilities

Framework, Three lines of Committee
policies, standards defense model governance

@Financial risks EAZ-Non—ﬁnancial risks @é»Finan:ialand non-financial risks Riskmanagementtools

The role of risk management is to evaluate, respond to and monitor risks in the execution of the Group’s strategy. The Group’s strategy is supported by an
effective ERMF. The Group’s risk function performs conformance reviews; checks and challenges the risk profile; and retains independence in analysis and
decision-making, underpinned by regular reporting to the Executive Committee and the Board. The GCRO assumes responsibility for the ERMF.

The ERMF:

e Outlines the approach to the management of risk and provides the basis for setting frameworks and policies and establishing appropriate risk practices
throughout the Group.

e Defines the risk management process and sets out the activities, tools, techniques and the operating model to ensure material risks can be identified and
managed.

e Ensures appropriate responses are in place to protect the Group and its stakeholders.

e Sets out principal risks and assigns clear ownership and accountability for these risks.

The principal risks as defined in the ERMF are credit, market, capital and liquidity, insurance, strategic, sustainability and reputational, model, operational and
resilience and compliance. Risks are defined in recognition of their significance to the Group's strategic ambitions.
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3.3.1 Strategy, business model and risk appetite

The Group creates, grows and protects wealth through its banking, insurance and asset management businesses by implementing the Group’s business
strategy. The strategy focuses on opportunities for growth and considers the matters believed to be material to long-term sustainability. It is the key driver of

risk and return and should be achieved within risk appetite.

The risk strategy is developed alongside the Group’s business strategy and forms an integral part of the integrated planning process. Within the risk strategy,
risk appetite defines the types and amount of risk that the Group, its business units and legal entities are willing to take to meet its strategic objectives.

The Group’s risk appetite:

leverage, and liquidity.

Specifies the level of risk the Group is willing to take in pursuit of its strategy.

Considers all principal and material risks individually and, where appropriate, in aggregate.

Consistently measures, monitors, and communicates the level of risk for different risk types, expressed in qualitative and quantitative terms.

Describes agreed parameters for the Group’s performance and resilience under varying levels of financial stress and volatility to earnings, capital adequacy,

e Is considered in key decision-making processes, including business planning, mergers and acquisitions, new product approvals and business change

initiatives.

The Group's risk appetite is stated qualitatively in terms of risk principles and risk preferences and refers to the types of risk the Group actively seeks as well
as those it accepts and avoids. In addition, the maximum amount of risk that the Group is prepared to accept to achieve its business objectives is defined using
a range of quantitative metrics relating to capital adequacy, earnings volatility, liquidity, and leverage. These are cascaded to the level of principal risk, legal

entity, and business unit.

Group quantitative risk appetite metrics

Description

CET1 capital adequacy ratio (%)

The Group aims to have sufficient capital supply to remain within risk appetite and above
minimum regulatory CET1 capital adequacy ratio post-management actions following a severe
yet plausible stress.

Leverage ratio (%)

The Group aims to remain within risk appetite and above regulatory minimum leverage ratio
post-management actions following a severe yet plausible stress.

EC coverage (multiple)

The Group aims to have sufficient capital supply to remain within risk appetite and maintain an
investment-grade credit rating post-management actions following a severe yet plausible
stress.

CLR (%)

The Group aims to maintain credit losses in its portfolios within risk appetite following a severe
yet plausible stress.

Earnings-at-risk (EaR) (%)

With 90% confidence, the reduction in the Group’s pre-tax earnings will not exceed a
predefined level following a severe yet plausible stress.

LCR (%) The Group has sufficient high-quality liquid assets (HQLA) to survive a significant stress over a
30-day period.
NSFR (%) The Group maintains a stable funding profile where available stable funding (ASF) is adequate
to meet its required stable funding (RSF).
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3. Risk management overview

Group qualitative risk appetite statement

The Group’s qualitative risk appetite statement provides a high-level perspective on what the Group considers the most important risk themes impacting its
aggregate risk profile. It provides guiding principles on the risk that the Group actively seeks, risks that arise from being in business and risks that should be

avoided.

Risk theme

Qualitative statement

Business and
strategy

Focus risk-taking on activities and business engagements that are core to the business strategy. This includes products, customer
segments and geographies as they relate to the Group’s deposit taking, lending, transacting, trading, advisory, insurance and
investment businesses.

Pursue risk-taking through activities that the Group understands and has the requisite skills and capabilities to manage. Continue
to enhance the Group’s skills and capabilities in line with emerging opportunities, trends and changing markets.

Minimise strategic drift in pursuing business objectives by pro-actively monitoring and responding to material deviations from
planned outcomes in a timely manner. This risk appetite statement takes cognisance of the continuous change in the business
environment and emerging opportunities. Maintain alignment to strategy while ensuring that the strategy remains supportive of
the Group’s growth objectives, risk preferences and stakeholder value creation.

People and
leadership

Recruit, train, develop and retain an appropriate level of skilled and capable human capital in line with an effective operating model
design for resourcing, supporting systems, diversity and performance.

Align remuneration to support the delivery of strategic objectives and the efficient usage of financial resources in accordance with
approved risk appetite.

The Group has no tolerance for any form of discrimination or prejudicial treatment based on age, culture, race, gender and disability,
including harassment of any kind.

Leadership to set an example for a high performing and values-based culture.
The Group has no tolerance for fraud by its employees and considers such as unacceptable behaviour and dealt with accordingly.

Operational and
Resilience

The Group aims to manage operational risks within tolerances to protect against material loss and/or damage to the Group and its
customers.

Maintain robust systems, adequate processes and recovery capabilities in order to contain operational disruptions due to
technology infrastructure failures, third-party services unavailability, cyber security attacks and lack of data protection.

Assess the technology and security emerging risks on a continuous basis to ensure the Group has a forward-looking view to which
it must respond to.

Protect the Group’s technology assets as it pursues its digital strategy, while maintaining value-adding data management and
accelerating delivery of strategic initiatives.

Capital adequacy

Maintain capital adequacy at levels that enable the Group to continue doing business under severe yet plausible stress conditions
within Board approved risk appetite.

Maintain capital levels above minimum regulatory requirements under a very severe stress event.

Allocate capital optimally to generate appropriate returns and ensure that the Group does not unduly hold capital in excess of the
approved risk appetite.

Funding and
liquidity

Maintain a healthy liquidity position by holding adequate but not excessive buffers of high-quality liquid assets above minimum
regulatory requirements.

Maintain the tenor composition of assets and liabilities at levels that ensure the sustainability of the Group’s funding structure
under business as usual and stressed conditions.

Concentrations

Maintain a well-diversified portfolio of assets and liabilities at all times whilst being cognisant of structural constraints that exist
in specific markets in which the Group operates. Manage structural concentrations within approved risk appetite.

Conduct risk-taking activities in a manner that optimises concentrations in industries, sectors, products, counterparties, maturity,
funding base, countries, types of collateral and credit protection providers.

Earnings
volatility

Maintain diversified sources of earnings through an economic cycle to ensure sustainable shareholder value creation.

Manage risk-taking activities within Board approved risk appetite for earnings volatility under business as usual and stressed
conditions.

Conduct, legal
and reputation

Minimise the risk that harm is caused to our customers, or to the integrity and stability of the market.
Regularly assess our customer engagement model to ensure we deliver on our customer centric principles.

Uphold a satisfactory level of employee conduct and ethical behaviour at all times when carrying out activities on behalf of the
Group.

Comply, at all times, with regulatory requirements and other laws to which the Group and its subsidiaries are bound.
Maintain business activities and processes which uphold the Group’s reputation, brand and franchise value.

Sustainability

Continuously assess the suitability of the Group’s products and customer value propositions against changing environmental and
social factors while continuing to fulfil its role of growing the economy in a sustainable and responsible manner.

Enhance understanding on climate change risk and opportunity management and integrate into overall risk management
framework

Identify, assess and manage sustainability risks to minimize and mitigate negative impact to employees, communities, society and
the natural environment and enhancing positive impact.
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3. Risk management overview

Additional qualitative statements and risk appetite metrics relevant for the risk types, legal entities and business units are defined to align strategy execution
and support the Group’s defined risk appetite.

3.3.2 Stress testing and scenario planning

Stress testing and scenario planning provides a forward-looking view of financial and non-financial risks under a range of scenarios and sensitivities to estimate
the potential impact on the Group, including its subsidiaries, business lines or portfolios. Stress testing is an integral part of the Group’s risk management and
quantification and should alert management to unexpected outcomes arising from either decision made by management or a wide range of external
downside/upside factors. Stress testing forms a pillar of the ERMF in that it contributes to risk identification, risk management and risk mitigation on an
enterprise-wide basis. The Group’s Board is responsible for approving the Stress Testing Framework and, through the Group Risk and Capital Management

Committee, maintains ultimate responsibility for the Group’s stress testing Programme.

The Enterprise Stress Testing Framework defines the objectives of stress testing and supports the key business processes below:

. The identification of risks.

. The mitigation of risks through the review and challenge of limits, restraining of exposures and/or hedging of underlying risks.

Risk and Portfolio management.

. Risk appetite setting and measurement.

. Strategy setting.

. Integrated financial planning.

. Regulatory stress test requirements.

L]

L]

. The development and review of Recovery and Resolution plans.

macro-economic downturn.

The Group performs comprehensive stress testing to ensure that it remains well capitalised relative to its business activities, the board’s strategic plans, risk

appetite, risk profile and the external environment in which it operates.

The Group performs the following types of stress tests:

Type of exercise Purpose

Scenario type

Internal Capital Adequacy Assessment Process (ICAAP), including capital planning and the setting of capital buffers.
Internal Liquidity Adequacy Assessment Process (ILAAP), including liquidity planning and setting of liquidity buffers.

Approach

Communication with internal and external stakeholders (inter alia Rating Agencies and Regulators) on the sensitivity of the Group to external events and

Frequency

Enterprise-wide
stress tests

Evaluates the impact of changing market
variables on business decisions (e.g.,
financial, capital and funding implications).

Based on a range of plausible
Macroeconomic scenarios ranging
from mild to severe stresses.

Largely bottom-up
approaches, with specific
risks being tested through
top-down approaches.

Annual

Evaluates the impact of regulator determined
scenarios on key regulatory measures (e.g.,
capital, liquidity and operational targets and
metrics).

Supervisory
stress test

Based on macroeconomic
scenarios provided by regulatory
authorities.

The approach taken varies
based on regulatory
scenarios. However, it is
largely a top-down approach
focusing mainly on an asset
class, legal entity, or Group-
wide stress assessment.

As directed by
the Regulator

Reverse stress Assists the Group in understanding key risks ~ Based on extremely severe stress  Largely top-down approaches — Annual
test and scenarios that may put business scenarios that would result in the  used.

strategies and the Group's ability to remaina  bank reaching a ‘point of failure’

going concern at risk, as well as without implementing any

understanding the effectiveness and recovery actions.

credibility of proposed recovery actions.
Sensitivity Typically evaluates sensitivity of a specific Based on a combination of Largely top-down approaches  Ad hoc
stress test risk type, combination of risk types, business internally determined use case used.

line, portfolio or legal entity to a single shock  scenarios ranging from mild to

or multiple shocks. severe stress scenarios and

idiosyncratic risks.

Climate risk A forward-looking exercise designed to Prescribed scenarios published by  Largely top-down approach Annual

stress test measure an organisations exposure to
climate risks, using scenario analysis to
assess the potential impact of climate

change on the organisations business model.

leading industry standards e.g.,
Network for Greening the
Financial System (NGFS). In
addition, internal assumptions
and judgement is factored into
the scenarios.

at the current stage.

The Group performed the following stress tests during the period:

e Theannual reverse stress test was performed to test the vulnerability of the Group’s business models to a very severe global macroeconomic deterioration
and internal idiosyncratic factors. The results were used to support the recovery planning review process and indicated that the Group would be able
recover in a very severe stress.

e The annual enterprise-wide stress test primarily focused on identifying and measuring a severe yet plausible downside scenario relating to global risk
aversion spikes amid concerns about weakening economic activity on the performance and resilience of the Group’s operations.

e Climate risk scenario analysis. This included a short-term hazard analysis for acute El Nino, long-term exploratory climate risk analysis using NGFS
scenarios, and short-term insurance risk analysis.
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3. Risk management overview

3.4 Risk process

The risk management process follows a three-step approach, namely evaluate, respond and monitor (the E-R-M process). This enables management to identify
and assess risks, determine the appropriate risk response, and then monitor the effectiveness of the risk response and any changes to the risk profile. The
analysis is used to promote an efficient and effective approach to risk management.

This three-step risk management process:

e (an be applied to every objective at every level across the Group.

e |s embedded into business decision-making processes.

e (Guides the Group’s response to changes in the external or internal environment.
e Involves all colleagues and all three lines of defence.

The three-step E-R-M process is employed as follows:

Risk management process

Evaluate e The E-R-M process starts with a robust risk identification process that uses a combination of emerging risks, horizon scanning,
scenario analysis, deep dives, lessons learned and other external appropriate risk data.

e Communicating and consulting with appropriate external and internal stakeholders in and throughout all steps of the risk
management process. Communication seeks to promote awareness and understanding of risk, and consultation involves obtaining
feedback and information to support decision-making.

e Defining the scope, context and criteria, customising the risk management process and enabling effective risk assessment
(identification, analysis or evaluation) and risk treatment.

e Clearly identifying the objective(s) being assessed, and the events or circumstances that could cause a delay or failure to meet the
objective(s) in full, including the external environment (e.g. economy or competitive landscape), internal environment (people, process
or infrastructure), and touchpoints between the Group and its customers, suppliers, regulators and other stakeholders.

e Using appropriate tools for identifying risks such as interviews, surveys, self-assessments, workshops, audit findings, industry
benchmarking, review of prior loss events, critical path analysis, and challenging assumptions and dependencies by developing
contrary views and positions and using expert judgement.

e (alibrating and measuring risks in terms of impact, probability and speed of onset (where the use of models must adhere to set
principles).

e (ategorising risks (preventive, strategic or external) and matching them to an appropriate risk management model/system. Assessing
risks based on inherent and residual risks.

e Analysing the root causes of identified events and circumstances, the underlying sources of risk, and the cause -and -effect
relationships.

e Investigating the relationships and interactions between risks, compounding effects, correlations, concentrations and aggregations.

e Ranking risks and taking an overall portfolio view of them to determine priorities.

Respond e Determining the appropriate risk treatment, which is an iterative process of formulating and selecting risk treatment options, planning
and implementing, assessing the effectiveness, deciding whether the remaining risk is acceptable, and taking further action if needed.

e Embedding controls into the business activity/process and automating controls wherever possible, e.g. as they may apply to

preventive risks. Considering the implications of control failures, and whether secondary or latent controls should be deployed in the

case of material risks.

Debating/discussing strategic risks to determine cause and effect with appropriate responses.

Reviewing and redesigning stress/scenario testing in response to the development of new/unanticipated external risks.

Complying with all relevant laws and regulations and focusing on priority risks first.

Looking for a response that might mitigate more than one risk and extend or replicate existing controls if appropriate. Considering

any unintended consequences, e.g. mitigating actions taken to control one risk could introduce other risks or undermine existing

controls.

e Significant risk events undergo an independent root cause analysis.

Monitor Establishing monitoring and review processes to assure and improve design, implementation and outcomes.

Establishing recording and reporting processes to provide information for decision-making and improve management activities.

Focusing on progress towards objectives, using key performance indicators (KPIs) to identify objectives that require further attention.

Analysing current and evolving risk profiles and risk trends, using key risk indicators (KRIs) to understand changes in the risk

environment, proactive monitoring of new risks that might impact objectives (e.g. horizon scanning and scenario analyses), and

monitoring changes in risk materiality, frequency and impact, and the appropriateness of existing responses. New risk evaluations
should be initiated if necessary.

e Ensuring risks are maintained within set limits (refer to the risk appetite section on page 22), and that this remains appropriate as
circumstances and objectives evolve.

e Checking that controls are functioning as intended and remain fit for purpose: track performance using key control indicators (KCls),
monitoring first-line activities to ensure these are operating within mandates, ensuring policies are routinely updated and standards
have been implemented, and ensuring appropriate resources are being deployed. Monitoring includes assurance, control testing and
conformance reviews.

e Applying a combined assurance model to optimise overall assurance in the risk and control environment.

e Where a risk event materialises assessing root causes, identifying possible control failures, identifying potential behavioural failures,
considering whether better knowledge would have improved decision-making, and identifying what lessons could be learned for
future assessments and management of risks. Control issues must be assigned clear ownership and timelines for resolution.

e KPIs, KRIs and KCls must adhere to set principles.
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3. Risk management overview
3.5 Risk architecture

3.5.1 Risk culture

Effective risk management cannot be managed by controls and procedures alone and Absa recognises the importance of having a strong risk culture, which is
an integral aspect of the broader Absa organisational culture.

Risk culture is the values, beliefs, knowledge, attitudes and understanding about risk shared across the Group that inform colleagues’ judgements in the
management and oversight of risk. These attributes guide all employees to conduct their activities within the boundaries of Absa’s risk appetite to achieve the
Group's strategy in a sustainable way.

The structural components as described in the ERMF are a companion to the behavioural elements of risk culture - together they support the high standards
expected of risk management at Absa. The Group is committed to setting the appropriate guardrails to encourage and guide a strong risk culture. In so doing,
the Group has a defined set of focus areas, in line with established good practice, as follows:

e Tone from the top: the Board and senior management set the standard for risk culture at Absa and model the behaviours and expectations of all colleagues.

e Accountability: there is clear assigned accountability relating to risk-taking and risk oversight, which is expanded below in the section relating to the three
lines of defence.

e Effective communication: colleagues across all levels are encouraged to be clear in decision-making with a transparent consideration of associated risks.

e Incentives: the performance management and compensation framework are designed and calibrated to support desired risk management outcomes.

Principles of effective risk management culture:

e Integrated - Risk management is an integral part of all the Group’s activities.

e Structured and comprehensive — A structured and comprehensive approach to risk management contributes to consistent and comparable results.

e Customised — The risk management framework and process are customised and proportionate to the Group’s external and internal context related to its
objectives.

e Inclusive — Appropriate and timely involvement of stakeholders enables their knowledge, views and perceptions to be considered. This results in improved
awareness and informed risk management.

e Dynamic — Risks can emerge, change or disappear as the Group’s external and internal context changes. Risk management anticipates, detects,
acknowledges and responds to those changes and events in an appropriate and timely manner.

e Best available information — The inputs to risk management are based on historical and current information as well as future expectations. Risk
management explicitly considers any limitations and uncertainties associated with such information and expectations. Information should be timely, clear
and available to relevant stakeholders.

e Human and cultural factors - Human behaviour and culture significantly influence all aspects of risk management at each level and stage. The Group strives
for ethical behaviour underpinned by the Absa values.

e Continual improvement — Risk management is continually improved through learning and experience.

e Reward - Evidence that good risk management influences reward and incentives.

3.5.2 The three lines of defence
The Group applies a three lines of defence model in support of the combined assurance model to govern risk across all businesses and functions. The ERMF
assigns specific responsibilities to each line of defence.

All employees are responsible for ensuring the Group operates within its risk appetite. These responsibilities are defined in terms of the employee’s role in the
three lines of defence.

1st line of defence 2nd line of defence 3rd line of defence
Business and group functions Risk and compliance functions Internal audit
Risk ownership and management Risk oversight Independent assurance

» Perform business activities to fulfil strategic  Establishing rules and constraints with reference to the Independent review of:

objectives, in line with risk appetite. frameworks and policies under which first line activities . adherence to risk policies and
+ Accountable for risks incurred in these activities and are performed, consistent with the risk appetite of the standards.

managing risk profile within risk appetite. Group. . Effectiveness of control
+ Manage risks via avoidance, mitigation, transfer or Perform assurance testing of the first line against environment in context of the risk

acceptance. these limits and constraints. profile.

 If the first line breaches limits or contravenes rulesor
constraints, the second line may, at its discretion,
direct the activities of the first line to bring it within
compliance.

Opine on adequacy and
effectiveness of first- and second-
line risk management approaches.

» Design, operate and test effective controls and
procedures in line with risk frameworks and policies.

» Escalating risk events to senior managers and risk
and compliance.

» The Absa Group Executive Risk Committee (ERC) sets
the business risk appetite and limits (within Group
bounds), drive risk-taking and monitor aggregate
risk profile of the business.

Perform independent challenge of all risks in the first
ling, including an evaluation of the quality of the risk
management being exercised by the first line.

All three lines of defence support a coordinated, effective and efficient control environment.

Regardless of their function, all teams who manage processes in the Group are responsible for designing, implementing, remediating, monitoring and testing
the controls for those processes.
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3. Risk management overview

3.5.3 Governance

The Group Board is supported by several committees at Board, executive, business and function levels. The diagram below depicts the risk-related committees.
ARO risk governance structures are compatible with the Group and comply with in-country regulations.

Risk governance structure'?

A Strategic, sustainability
8= and reputational

@é‘- Model

The Group has
| eight principal risks? as
\ defined in the ERMF

é Compliance

é Operational and resilience?

Board Risk Co

mittees

Board Committees provide overall group governance oversight and support

to all various business areas (including ARO)
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Director’s Affairs Models Group Credit Risk Board Finance
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Executive Committees

Executive and Risk Committees provide Group execution oversight and support to all various business areas
(including ARO) on behalf of the Group Board and its various subcommittees®

e e e

' Group Executive ‘ ' Treasury ‘ ' ?::;,ﬂ:;‘: ‘ ' lnvgrsot;‘npent \
Risk Committee ¢ Committee Committes Committee
‘Feedsinw 1-5' ‘ Feedsinto 5 ’ ‘ Feeds into 8 ’ ‘ Feeds into 9 '

a SN '

* ARO has implemented and embedded Croup aligned committeas across all its countries

* Each country (or legal entity) has a board and executive committee structure responsible for its routine governance and risk
management, with oversight support from ARO and Group

i o A oo A o pricas
@Fmanctal risks wNon-ﬁnancnal risks &I Financial and non-financial risks

* Each sub-risk is overseen by a Board Committee.
2 People risk is overseen by the Social, Sustainability and Ethics Committee and the Remuneration Committee.

3 Absa Financial Services Ltd (AFS) is the controlling company of the regulated insurance group. Subsidiaries of AFS are standalone legal entities. AFS and its subsidiaries have their own respective
boards and are supported by relevant committee structures and governance requirements. These include the AFS Audit, Risk and Compliance Committee, the AFS Group Actuarial Committee and
the AFS Social and Ethics Committee. The Insurance Principal Risk Management Framework is approved annually by the AFS Group Actuarial Committee, in addition to the Group Risk and Capital
Management Committee.

4 Group Risk and Capital Management Committee is responsible for portfolio oversight of all risks.

5 Business unit risk committees govern their business' risks end-to-end.
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3. Risk management overview

The main risk-related responsibilities of the Board-appointed committees are as follows:

Committees

Key risk focus areas

| Credit risk 33

Remuneration 127

| Market risk 73
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131

Principal risk covered

Group Risk and Capital Management
Committee (GRCMC)

Risk, risk appetite, all elements of the ERMF, capital, funding
and liquidity management.

Full responsibility:

e Market risk

e (Capital and liquidity risk

e Insurance risk!

e Strategic, sustainability and
reputational risk (strategy risk)

e Operational and resilience risk

Monitors:

e Creditrisk

e Model risk

e Compliance risk

e Strategic, sustainability and

reputational risk

Models Committee (MC)

Approval of material models and model governance
oversight.

Model risk

Group Audit and Compliance Committee
(GACQ) (includes Disclosure Committee)

Internal controls, compliance, internal and external audit,
accounting and external reporting.

Operational and resilience risk (control
environment and financial reporting
risk)

Compliance risk (financial crime risk)

Group Credit Risk Committee (GCRC)

Approval of large single-name exposures and material
country risk limits, credit portfolio oversight, consideration
and management of emerging risks and material
concentrations.

Credit risk

Information Technology Committee (ITC)

IT systems, data, architecture and innovation, resilience and
return on investment.

Operational and resilience risk
(information and cyber risk, technology
risk)

Social, Sustainability and Ethics
Committee (SSEC)

Conduct, sustainability, stakeholder management, corporate
citizenship, ethics, labour, diversity and inclusion, and general
human resources and talent management matters.

Compliance risk (conduct risk)
Strategic, sustainability and
reputational risk (sustainability risk)
Operational and resilience risk (people
risk)

Group Remuneration Committee (RemCo)

Remuneration and incentive arrangements (in particular the
short-term and long-term incentives), policy and disclosures,
senior management and executive pay, fair and responsible
pay.

Operational and resilience risk (people
risk)
Elements of reputational risk

Directors Affairs Committee (DAC)

Assists in corporate governance including composition of
Board, induction and director training; effectiveness
evaluation of the Board, and considering matters of
regulatory and reputational risk

Strategic, sustainability and
reputational risk (reputational risk)

3.5.4 Combined assurance

The Group adheres to the combined assurance model, as outlined in Principle 15 of the King IV Report on Corporate Governance™ for South Africa, 20162
Combined assurance is a coordinated activity that aligns and integrates assurance work across the Group’s three lines of defence. It includes external assurance
providers, maintaining segregation of duties, and the efficient and effective management of the Group’s control environment. This ensures optimal coverage
over the material risks that the Group is exposed to. Combined assurance is integrated to daily business decisions and activities.

Each business is expected to:

e Drive the coordination of assurance activities across the three lines of defence by implementing effective governance and oversight processes.

e Demonstrate adequate risk and control coverage over critical processes, material control issue remediation and strategic change initiatives as requested
by senior management, Board and regulatory requests.

e Demonstrate appropriate remedial responses to the identification of unacceptable residual risk exposure and control issues.

Combined assurance coverage, plans and reports are monitored at business and functional levels, and the ERC reports these to the GACC.

 Absa Financial Services Ltd (AFS) is the controlling company of the regulated insurance group. Subsidiaries of AFS are standalone legal entities. AFS and its subsidiaries have their own
respective boards and are supported by relevant committee structures and governance requirements. These include the AFS Audit, Risk and Compliance Committee, the AFS Group Actuarial
Committee and the AFS Social and Ethics Committee. The Insurance Principal Risk Management Framework is approved annually by the AFS Group Actuarial Committee, in addition to the Group
Risk and Capital Management Committee.

2 Copyright and trademarks are owned by the Institute of Directors in South Africa NPC and all of its rights are reserved.
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3. Risk management overview

3.5.5 Frameworks, policies and standards

The Group's policy hierarchy delivers a consistent approach across the Group:
e Defining and implementing Group-wide frameworks, policies and standards.

| Credit risk 33 | Market risk 73 ﬁ
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131

e Limiting variation from Group minimum requirements and policy to circumstances where specific jurisdictional legal or regulatory requirements apply.

e Mandating alignment of governance documentation to the requirements and definitions of the hierarchy.

This drives consistency and efficiency, and enables enhanced aggregation, risk oversight across the businesses, and improved line of sight to all levels of
management.

The hierarchy has five tiers, with each level cascading from the level above. The degree of granularity and specific requirements increases as the levels
descend.

Frameworks, policies and standards

Principal Risk
Framework

Standards?

Supporting Documents?

ERMF and frameworks include risk appetite and stress testing, as well as the 8 principal risks. These describe the high-level Group-wide approach for a
specific risk and are mandatory for each of the principal risks identified in the ERMF. Frameworks also outline the risk and policy taxonomy that enables
proper management and governance of the principal risk.

Policies set out the control objectives, principles and other core requirements for the organisation’s activities. Policies explain what businesses, functions
and legal entities need to do, rather than how they need to do it.

Standards set out the key controls that ensure policy objectives are met, and people responsible for them. Standards describe how the policy objectives
will be met in a particular entity, business or function.

Ownership and approval

All frameworks and policies are owned by Group and standards are owned by the business unit or function responsible for performing the described activity.

Frameworks are approved by the Board or mandated Board sub-committee. Frameworks are reviewed annually.

Policies are approved by the Executive Risk Committee or in exceptional circumstances approved by the Board subcommittee, including where there is a
regulatory or other specific requirement. Policies are reviewed at least once in a three-year cycle.

Standards are approved by business and reviewed when there are material changes to the related policy or in response to impacting event.

! Standards include Group-wide applicable standards and business unit / function specific standard.

2 This level also includes processes and procedures in support of business units / functions.
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3. Risk management overview
3.5.6 Data

3.5.6.1 Risk data

Internal and external data is utilised in meeting regulatory requirements and the management of risk. The Group enters into selected data and analytics
partnerships with third parties to enhance and heighten its understanding of customers and the risks faced. Internal data is owned and managed by the
respective business units with regular assessment of data quality via their respective risk governance structures. All key datasets are subject to the
requirements of the Group’s data and records management policies and standards.

3.5.6.2 Risk reporting

The objective of risk reporting is to provide timeous, accurate, comprehensive and useful information to the Board and senior management to facilitate
informed decision-making. Board and senior management risk committees determine their requirements in terms of content and frequency of reporting under
both normal and stressed conditions. Risk reporting processes flow from the business unit and relevant risk committees to the ERC and thereafter to Board
committees. The content and level of aggregation are adjusted to suit the needs of each committee. Risk reports typically contain the following key information:

Monitoring and management of the risk profile and key risk metrics per risk type against risk appetite and forecasts, including trend analysis.

Monitoring of emerging risks and changes in the environment with an assessment of the potential impact on the Group.

Results of stress testing exercises to assess the adequacy of financial resources and the Group’s sensitivity to stresses.

An assessment of the risk governance profile, including an assessment of the degree to which risk frameworks and policies are implemented throughout
the Bank and assurance activities.

In 2013, the BCBS published regulations (BCBS 239) pertaining to the principles for risk data aggregation and risk reporting (RDARR). The Group'’s risk data
aggregation capabilities and risk reporting practices are aligned with the principles of BCBS 239.

3.5.7 Models

Model risk is a principal risk to be managed under the ERMF, with specific guidelines set out in the Model Risk Management Framework, model risk appetite
statement, Group model risk policy (GMRP) and relevant standards covering model ownership, development, approval, implementation, monitoring and
validation.

3.5.8 Technology

Effective enterprise risk management practices rely heavily on information technology (IT). To maximize value for business, the Group remains committed to
improving the current technology solutions and seeking out cutting-edge tools and technology solutions. The Group’s technology landscape encompasses
critical functions such as:

Data collection and analysis.

Risk analysis and modelling.

Maintaining a robust minimum control requirements inventory.
Models for calculating risk and criticality of technology assets.
Risk assessment, control, and monitoring.

As the IT landscape continues to evolve, the Group recognizes that this has a significant impact on how risks are tracked and managed within the organization.
The risk technology capabilities are focused on leveraging the organizations technology landscape which includes big data analytics, cloud computing,
enterprise risk management applications, automated control assessments, and parallel processing platforms with the aim of enhancing an integrated view of
the entire landscape. By doing so, value can be unlocked and new insights gained that enable the Group to proactively manage its risk landscape.
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3. Risk management overview

3.6 Principal risks

The ERMF includes risks taken by the Group that are foreseeable and material enough to merit establishing specific Group-wide control frameworks. These are
grouped into eight principal risks® that account for the vast majority of the total risk faced by the Group.

FINANCIAL RISKS NON-FINANCIAL RISKS

&8:

Strategic, sustainability and reputational risk

e Strategic risk e Sustainability risk * Reputational risk
A
&
Credit risk Market risk Operational and resilience risk
e  Primary risk e  Trading book risk e  Transaction processes and e Technology risk
e  Counterparty credit risk e  Banking book risk management risk e Information and cyber risk
e Concentration risk e  Financial reporting risk e Data and records management
e Country risk e  Taxrisk risk
e  Equity risk in the banking book e Legalrisk e  Business continuity risk
e  People risk e  Supplier risk
e  Fraud risk e  Physical assets risk
e Change risk
Capital and liquidity risk Insurance risk A
e (apital risk Insurance exposure risk i i
e Liquidity risk Investment portfolio risk Compliance risk
e  Pension risk Insurance entity financial

e  Conduct risk
e  Financial crime risk

soundness risk

Model risk

The Board annually reviews and approves the ERMF on recommendation by the GRCMC. The Group Chief Executive grants authority and responsibility to the
GCRO to ensure the principal risks are managed under appropriate risk control frameworks and within the Board-approved risk appetite and risk budget.

Individual events may entail more than one principal risk. For example, internal fraud by a trader may expose the Group to operational and market risks and
many aspects of reputational and conduct risks.
Credit, market, capital and liquidity, and insurance are collectively known as financial principal risks. Strategy and sustainability (including reputational) and

model risk are known as principal risk types which straddle both financial and non-financial risk. The remaining risks are referred to as non-financial principal
risks.

This is not an exhaustive list of risks the Group is subject to. For example, the Group is also subject to political and regulatory risks in the jurisdictions where
it operates. While these may be consequential and are assessed in the Group’s planning and decision-making, they are not considered principal risks. However,
these other risks are subject to this framework and oversight by risk management.

The GCRO is accountable for ensuring frameworks, policies and associated standards are developed and implemented for each of the principal risks and that
they are subject to limits, monitored, reported on and escalated as required. The Chief Compliance Officer is accountable for compliance and reputational risks.

 For more information on the eight principal risks, refer to the credit, market, capital and liquidity, operational and resilience and model risks sections. For details on insurance, compliance and
strategic, sustainability & reputational risks, refer to the risk management section of the financial booklet.
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4. Creditrisk

Credit risk is the risk of suffering financial loss due to a borrower, counterparty to a
derivative transaction, or an issuer of debt securities defaulting on its contractual
obligations. cral

4.1 Review of current reporting period

Key risk metrics 2023 2022
CLR (%) 0.96
Stage 3 ratio on gross loans and advances (%) 53
Stage 3 coverage ratio (%) 46.1
Stage 1 and stage 2 coverage ratio (%) 13
Total coverage ratio (%) 3.9
Performing book weighted average probability of default (PD) (%)* 2.2
Weighted average loss given default (LGD) (%)* 27.8
Credit risk EC (Rbn)? 70.0
Total credit RWA (Rbn) 775.0

Primary credit risk RWA (Rbn)? 740.6*

CCRRWA (Rbn)® 22.8

Equity risk RWA (Rbn) 11.6

e Gross loans and advances increased to R1 321bn (31 December 2022: R1 258bn) due to well-diversified growth across the retail portfolios and increased
commercial asset finance lending within Relationship Banking. Additionally, institutional and customer facing loan book growth within CIB, that prioritised
high quality credit origination to specific counterparties and sectors supported the overall growth. This was offset by reduced reverse repurchase activity
facing banking counterparties within the trading and treasury portfolios.

e The CLR increased to 1.18% (31 December 2022: 0.96%) as the elevated prime lending rate level and slow-paced recovery of the macro-environment
continued to place affordability strain on retail consumers across the portfolio. The late cycle, legal and debt counselling pressures of the SA retail portfolio
continued to result in the CLR being outside the Group's through the cycle range of 0.75% to 1.00%. This was further exacerbated by charges taken on
several single-name entities in distress within the CIB and Relationship Banking portfolios amid a persistently challenging economic environment that has
adversely affected corporates and small and medium-sized enterprises (SME).

e The Group's impairment charge for the year amounted to R15.5bn (31 December 2022: R13.7bn) and includes impairment charges of RL69m on investment
securities and cash reserves that do not impact the CLR. These charges primarily relate to additional stage 3 impairments raised on investment securities
(mainly held for prudential liquidity purposes), following the concluded restructure of instruments scoped into the ambit of the Domestic Debt Exchange
Program in Ghana during the current year. With the inclusion of these charges, the overall CLR would amount to 1.19%.

e The stage 3 ratio on gross loans and advances increased to 6.1% (30 December 2022: 5.3%) due to the pressured late cycle, legal and debt counselling
categories within the Product Solutions Cluster and Everyday Banking portfolios. Inflows from late 2022 and early 2023 continued to roll into more
advanced delinquency buckets and ultimately into default as the persistently challenging economic environment continued to pressure the retail consumer.
Decreased reverse repo activity within the Treasury portfolio has adversely impacted the book mix and increased the stage 3 ratio further. This was offset
by CIB which benefitted from the prioritised higher credit quality loan origination as well as single name repayments and exposure sell offs through
syndication structures. Additionally, forward flow and spot debt sales executed within Everyday Banking assisted in reducing the severity of the growing
legal book trend that has been experienced during the year.

e The stage 3 coverage ratio has decreased to 45.0% (31 December 2022: 46.1%) due to the volume of new inflows within the Product Solutions Cluster
which has created a younger mix of stage 3 accounts. These new stage 3 inflows initially possess lower levels of stage 3 coverage in comparison to the
aged stage 3 population.

e The stage 1 and stage 2 coverage ratio remained broadly stable with a marginal decrease to 1.2% (31 December 2023: 1.3%). This was driven by loan book
growth in CIB, which was focused on higher quality credit origination. Reduced risk appetite to high-risk territories across the ARO Wholesale portfolios as
well as a book mix shift to government scheme lending within the ARO Retail portfolio, further contributed to the reduced coverage. Total coverage levels
remain adequate and above pre-pandemic levels.

e Credit risk EC increased to R72.6bn (31 December 2022: R70.0bn) due to book growth and changes in the portfolio construct.

e  Primary credit risk RWA increased to R769.6bn (31 December 2022: R740.6bn) due to growth in advances and adverse exchange rate movements across
the various ARO territories. This was offset by RWA reductions arising from the implementation of new regulatory models.

e CCR (including CVA) RWA increased to R28.9bn (31 December 2022: R22.8bn) due to mark-to-market movements on foreign exchange derivatives as well
as credit quality deterioration on single name exposures within the SA trading book.

4.2 Priorities

e Monitor growth to ensure a well-diversified credit portfolio in line with the Group strategy and risk appetite.
e Monitor changes in the global macro-economic, political and regulatory environments to identify and manage risks at an early stage.
e Model and consider the potential impact of these and other events in a comprehensive stress testing framework.

1 The percentages include only portfolios subject to the IRB approaches.

2 Credit risk EC includes equity risk, CCR, CVA and securitisation.

3 Primary credit risk RWA includes credit risk (excluding CCR) and securitisation exposures in the banking book.
4 The December 2022 figures were revised to align with final regulatory submissions.

® CCR RWA includes CVA.
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4. Creditrisk

e Position and manage the credit portfolio to mitigate the impact of heightened macroeconomic, country and sovereign risks in the markets in which the
Group operates.

Manage legacy distressed names to maximise recovery rates.

Enhance collections capabilities to effectively manage credit risk through the cycle.

Focus on talent development and succession planning, ensuring a fully capacitated and well-skilled credit team.

Keep abreast of regulatory changes, specifically Basel Ill finalisation for capital rules for credit risk.

Focus on addressing the credit risk financial implications of the BCBS's principles for the effective management and supervision of climate-related financial
risks.

4.3 General information about credit risk

4.3.1 Riskidentification and risk management

Credit risk is managed as a principal risk in accordance with the ERMF, the Credit Risk Management Framework (CRMF) and its associated policies and standards.
The risk management process is structured into three elements being evaluate, respond and monitor. This enables management to identify and assess risks in
accordance with the risk profile, determine the appropriate risk response and monitor its effectiveness. This process is used to promote an efficient and
effective approach to risk management.

4.3.2 Governance

The credit risk management and control function consists of committees at Board, executive management and business unit levels. The key committees
involved in the governance of credit risk are depicted below:
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4. Creditrisk

e Credit oversight: The GCRC is the primary Board committee responsible for credit risk oversight. An overview of the Croup’s credit portfolio is required to
be presented by the Group Chief Credit Officer at every committee sitting and must include an evaluation of the overall health of the credit portfolio,
emerging risks (including regional political and sovereign risks in presence countries), and material concentrations within the credit portfolios. The business
unit credit risk committees provide strategic risk management leadership and oversee the business unit credit risk profile to ensure it remains within
approved appetite and considers action for outcomes arising from business unit conformance reviews and controls testing results, outstanding audit items,

regulatory issues, and risk events relating to credit risk.

e Sanctioning: The GCRC is also the ultimate credit sanctioning authority in the Group, responsible for the approval of single-name exposures that exceed
10% of the Group’s Tier 1 qualifying capital and reserves (large exposures), irrespective of risk grade or material country risk limits. The Absa Group Credit
Committee (AGCC) is a Group Executive sub-committee mandated to assess credit applications in respect of aggregate total financing limits up to 10% of

the Group’s qualifying capital and reserves irrespective of risk grade.

e Risk oversight: The ERC is accountable for the oversight of the enterprise-wide risk profile of the Bank. It considers and agrees risk appetite, stress testing
scenarios, limits and triggers, and makes appropriate recommendations to the Board and Board sub-committees for review and/or approval. It is also
responsible for the review and reporting of risk appetite consumption against forecasts, the Absa strategy and the risk appetite limits as approved by the

Board.

4.3.3 Reporting
The Group Chief Credit Officer is responsible for the following reporting:

e An overview of the Group’s credit portfolio is to be tabled at senior management and Board sub-committees (Group ERC and GCRC), which includes an

evaluation of the overall health of the credit portfolio, emerging risks, and material concentrations within the credit portfolios.

e Reports provide key insights into developing industry, sector and product trends and incorporate agreed management actions to modify behaviour and

strategy in accordance with specific findings.
e Monitoring and reporting must be performed at a Group and business unit level and should include the following:

— Current state of the credit portfolio as measured through the relevant metrics, and changes to the credit risk position with reference to an outlook

based on a relevant forecast horizon.
— Risk appetite utilisation above the limit and/or trigger level on a current or forecasted basis for all key risk metrics.
— Management actions in response to any emerging issues, developments, and breaches of risk appetite triggers and limits.

4.3.4 Credit quality of assets

Various regulatory and accounting terms are used to refer to assets that are not performing as expected at the time of origination. The diagram below depicts

these terms.

Stage 1

Performing
{notimpaired)

e Performing loans with no

significant detenoration in credit
guality since origination.

s Accountsin current status
s 30 days past due (dpd) back stop.

Stage 1 ECL allowance reflects the
total losses associated with defaults

that are expected to occur within
12 months of the reporting date.

Stage 2
Performing

{credit
deteriorated)

Arrears >30 dpd <90 dpd.

Distressed restructures that do not
resultin a reduced financial obligation.

PD deterioration rules since
origination.

High risk based on a qualitative
assessment.

Watch list framework applied to the
wholesale portfolio, which is used to
identify customers facing financial
difficulties or where there are grounds
for concern regarding their financial
health.

Stage 2 exposures reflect an ECL
allowance that is based on the losses
expected to occur over the lifetime of

the exposure.
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Stage 3

Non-performing
{credit impaired)

¢ Creditimpaired on origination or
subsequent to initial recognition.

+ Indications of unlikeliness to pay,
these include:

o 90 days past due

o Insolvency, death, debt review,
business rescue or similar
protection.

o Distressed restructures likely
to result in a diminished
financial obligation.

Stage 3 exposures reflect an ECL
allowance that is based on the losses

expected to occur over the lifetime of
the exposure.
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4. Creditrisk

The age analysis of credit exposures [CRB()|

The following tables provide the age analysis of the Group’s loans and advances, debt securities and off-balance sheet items. Assets are classified as defaulted
when the Group considers that the obligor is unlikely to pay its credit obligations without recourse by the Group to actions such as realising security. Elements
that indicate unlikeliness to pay include:

e The Group consents to a distressed restructuring/forbearance of the credit obligation where this is likely to result in a diminished financial obligation
caused by the material forgiveness of principal, interest or fees.

e The customer is under debt review, business rescue or similar protection.

e Advice is received of customer insolvency.

e The obligoris 90 days or more past due on any credit obligation to the Group.

In addition, within the retail portfolios:

e Allaccounts of forbearance are treated as being in default from a regulatory reporting perspective, regardless of whether the restructure led to a diminished
financial obligation or not.
e The Group requires an exposure to reflect at least 12 consecutive months of performance to be considered to have been cured from default.

The Group has an established framework and related processes to govern its approach to credit risk management and any resultant impairment of financial
assets. Refer to the consolidated and separate annual financial statements for the reporting period ended 31 December 2023 for further detail.

In the following tables, defaulted exposures are aligned to the regulatory definition of default, non-defaulted exposures are performing exposures and
allowances/impairments are total expected credit loss allowances.

Credit quality of assets [CR1]
3 b C d
2023
Gross carrying values of Net values
Defaulted exposures!  Non-defaulted exposures  Allowances/impairments (a+b-c)
Rm Rm Rm Rm
1 Loans
2 Debt Securities
3 Off-balance sheet exposures
4 Total
3 b c d
2022
Gross carrying values of Net values
Defaulted exposures®  Non-defaulted exposures Allowances/impairments (a+b-c)
Rm Rm Rm Rm
1 Loans 79036 1178358 44 889 1212505
2 Debt Securities 7583 203 596 2 657 208 522
3 Off-balance sheet exposures 1104 199 251 1318 199 037
4 Total 87723 1581 205 48 864 1620064

The table below depicts the main drivers of the change in defaulted exposures. [CR2|

3

31 Dec 2023 30 Jun 2023 31 Dec 2022

Defaulted Defaulted Defaulted

exposures! exposures® exposures’

Rm Rm Rm

1 Defaulted loans and debt securities at end of the previous reporting period 87723 77 004
2 Loans and debt securities that have defaulted since the last reporting period 19678 22297
3 Returned to non-defaulted status (3 129) (3253)
4 Amounts written off (7 485) (6 356)
5 Other changes, including repayments received 1902 (1969)
6 Defaulted loans and debt securities at end of the reporting period _ 98 689 87723

! Aligned to the regulatory definition of default and includes defaulted off-balance sheet exposures.
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4. Creditrisk

Restructured exposures (impaired versus not impaired) [CRB(ii)

A loan restructure (modification) is a permanent change to one or more of the loan terms. Enforcing or adopting terms that were present in the original terms
of the facility is not a modification. The treatment of a renegotiation or modification of the contractual cash flows of a financial asset depend on whether the
modification is done for commercial reasons or because of financial difficulty of the borrower.

Contractual modifications on commercial terms are treated as a new transaction resulting in derecognition of the original financial asset and the recognition
of a ‘new’ financial asset. Any difference between the carrying amount of the derecognised asset and the fair value of the new asset is recognised in profit or
loss.

When the Group modifies the contractual conditions due to financial difficulties of the borrower, the asset is not derecognised unless the terms of the contract
are substantively changed (such as the inclusion of an equity participation or a substantial change in counterparty). If the asset is not substantially modified,
the gross carrying amount of the financial asset is recalculated to be the present value of the modified cash flows discounted at the original effective interest
rate and any gain or loss is recognised in profit or loss as part of the total impairment loss.

The table below reflects restructures and distressed restructures that are concluded as part of the normal course of business within the retail portfolios:
2023 2022
Gross carrying values of Gross carrying values of
Total Impaired* Not Impaired Total Impaired*  Not Impaired
Rm Rm Rm Rm Rm Rm

Total restructured exposures 13 054 5 660 7 394

The growth in restructures was largely driven by pro-active measures taken to assist retail customers with their debt obligations through forbearance options.

Exposures by geography [CRB(i)l

2023
Total exposure Specific impairments Write-Offs

Rm Rm Rm

South Africa

Other African countries
Europe

North America

Asia
South America
Other
Total
20222
Total exposure NPLs! Specific impairments Write-Offs
Rm Rm Rm Rm

South Africa 1356132 54792 24 751 9779
Other African countries 321097 11800 5968 1371
Europe 67 234 - - -
North America 37 149 - - -
Asia 28312 - - -
South America 301 - - -
Other 4773 - - -
Total 1814998 66 592 30719 11150

 Aligned to stage 3 exposures (non-performing loans) per the Annual Financial Statements. Credit exposures are classified within stage 3 when they are regarded as being credit impaired.
2 The December 2022 figures were revised to align with final regulatory submissions.
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4. Creditrisk
Exposures by industry [CRB(iv)|
2023

Agriculture, hunting, forestry and fishing
Business services

Community, social and personal services
Construction

Electricity, gas and water supply
Financial intermediation and insurance
Manufacturing

Mining and quarrying

Other

Private households

Real estate

Transport, storage and communication

Wholesale and retail trade, repair of specified items, hotels and restaurants

Total

NPLst
Rm Rm Rm

Specific impairments

Total exposure

2022

Total exposure NPLs®  Specific impairments

Rm Rm Rm

Agriculture, hunting, forestry and fishing 74 843 2674 711
Business services 108 951 3282 2308
Community, social and personal services 123 358 246 81
Construction 18989 749 416
Electricity, gas and water supply 53452 412 130
Financial intermediation and insurance 324 338 1128 88
Manufacturing 101 053 2 407 1062
Mining and quarrying 43167 899 622
Other 32759 332 143
Private households 623 931 47 541 22914
Real estate 124 166 4061 1205
Transport, storage and communication 59 047 1617 501
Wholesale and retail trade, repair of specified items, hotels and restaurants 126 944 1244 538
Total 1814998 66 592 30719

! Aligned to stage 3 exposures per the Annual Financial Statements. Credit exposures are classified within stage 3 when they are regarded as being credit impaired.

2 The December 2022 figures were revised to align with final regulatory submissions.
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4. Creditrisk

Exposures by Basel asset class and maturity [CRB(v)|

2023
Total Current to 6 6 months to 1 year to More than
exposure months 1 year 5 years 5 years
Rm Rm Rm Rm Rm
Banks
Corporate

Local governments and municipalities

Public sector entities (PSEs)

Retail - other

Retail mortgages (including any home equity line of credit)
Retail revolving credit

Securities firms

SME Corporate

SME Retall

Sovereign (including central government and central bank)
Specialised lending — income producing real estate
Specialised lending — project finance (PF)

Total
2022*

Total Current to 6 6 months to 1 year to More than
exposure months 1 year 5 years 5 years
Rm Rm Rm Rm Rm
Banks 99 949 63 450 14 870 20711 918
Corporate 471923 129 284 41822 259 794 41023
Local governments and municipalities 9698 2163 5 4021 3509
(PSEs 23597 8 654 1956 5919 7068
Retail — other 172 484 18424 6061 106 746 41 253
Retail mortgages (including any home equity line of credit) 367 427 29128 1618 34214 302 467
Retail revolving credit 103 556 68 855 35 31033 3633
Securities firms 6123 2093 1759 2235 36
SME Corporate 190 960 91196 17333 50231 32200
SME Retall 17988 10968 392 4123 2 505
Sovereign (including central government and central bank) 237 236 47020 32879 102 664 54673
Specialised lending — income producing real estate 64 780 13215 3625 43286 4 654
Specialised lending — PF 49 277 3670 954 16 690 27 963
Total 1814 998 488 120 123 309 681 667 521902

* The December 2022 figures were revised to align with final regulatory submissions.
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4. Creditrisk

4.3.5 Measuring and the management of credit concentrations

Credit risk is accountable for the management of concentrations, or pools of exposures, whose collective performance could negatively affect the Group even
if each individual transaction in a pool is soundly underwritten. When exposures in a pool are sensitive to certain economic or business correlations, that
sensitivity, if triggered, may cause the sum of the transactions to perform as if it were a single, large exposure.

Credit concentrations can be grouped into two categories:

e Conventional credit concentrations would include concentrations of credits to single borrowers or counterparties, a group of connected counterparties,
and sectors or industries, such as commercial real estate, and oil and gas.

e Concentrations based on common or correlated risk factors reflect subtler or more situation-specific factors, and often can only be uncovered through
analysis, e.g., close linkages among emerging markets under stress conditions and previously undetected correlations between market and credit risks, as
well as between those risks and liquidity risks, can produce widespread losses.

Risk appetite, including the setting and measurement of credit concentration risk limits, represents a critical component of the CRMF and is managed to
maintain a diversified credit portfolio with respect to key concentration dimensions within the Risk Appetite Framework.

Business units are required to incorporate EC, exposure at risk and current exposure as key credit risk metric as a portfolio concentration management tool.
This ensures that not only are concentrations that are large in value monitored, but also that concentrations that potentially become larger under stress
conditions is proactively identified and managed.

Business units should establish frameworks to measure concentration risk, not only to single-name exposures, but establish aggregate limits for credit
exposures to counterparties in the same economic sector or geographic region, whose financial performance is dependent on the same activity or commodity,
indirect credit exposures arising from a bank’s credit risk management activities, or any other relevant concentration risk dimension deemed appropriate by
the business unit. The framework should include the following, but not limited to:

e Definitions of the credit concentration dimensions that are measured and managed.

e Techniques used to identify concentrations based on common risk factors or correlations among factors.

Limit setting process.

Monitoring and reporting of concentration risk against limits.

Procedures for reporting on and authorising risk concentration policy and internal limit breaches.

e Description of the process relating to formulating scenarios and conducting stress testing on risk concentration exposures.

Country risk is managed by means of country risk limits (which includes the consideration of concentrations to Sovereigns).

4.4 Credit risk mitigation (CRM) crc|

CRM is used to reduce the credit risk associated with an exposure, and consequently to reduce potential losses in the event of obligor default or other specified
credit events. Collateral is applied internally to mitigate underwriting risk where appropriate, and externally for RWA and RC purposes, where eligible.

Risk mitigants are classified as either funded or unfunded collateral. Funded collateral includes financial collateral (i.e. cash/deposits), physical collateral (i.e.
fixed property) and other such receivables. Unfunded collateral includes guarantees, set-off (where legally enforceable), risk participations and other.

Collateral is a secondary consideration for the protection of the Group’s lending activities as and when applicable to the specific type of lending under
consideration. The main underwriting consideration remains an assessment of the primary exit from the exposure based on a cash flow analysis.

Generally, one or more forms of CRM are used in the credit approval process. The use and approach to CRM varies by product type, portfolio, customer and
business strategy. Minimum requirements are prescribed in policies and standards, and cover, inter alia, valuations, haircuts and any required volatility
adjustments, conditions or restrictions, legal certainty, correlations, concentrations and other.

4.4.1 \Valuation of collateral

The Group uses several approaches for the valuation of collateral that is not in a defaulted state, including physical inspection, an automated valuation model
(AVM), desktop valuations, statistical indexing and price volatility modelling. Valuations are regularly refreshed, with the frequency of valuation reviews based
on the specific collateral type.

Once an asset becomes non-performing, the following is triggered:

e In the wholesale portfolio, collateral valuations are updated and impairment risk assessed. These valuations and capital at risk are regularly reviewed to
ensure impairments remain adequate.

e In the retail portfolio, mortgage asset valuations are updated using an AVM, and an indexing methodology is used for instalment sale assets. High-value
property assets are valued through a physical valuation. Valuations are updated at least six-monthly.

The banking book collateral management process focuses on the efficient handling and processing of a large number of cases in the retail portfolio and the
lower end of the corporate sector, therefore heavily relying on the Group'’s collateral and document management systems. For larger wholesale exposures and
capital market transactions, collateral is jointly managed between the credit and legal functions as transactions and associated legal agreements are often
bespoke in nature. All security structures and legal covenants are reviewed at least annually to ensure they comply with the credit risk requirement.

4.4.2 Types of guarantor and credit derivative counterparties

In the commercial, corporate and financial sector, reliance is often placed on a third-party guarantor, which may be a parent company to the borrower, a major
shareholder or a bank. Similarly, credit derivative transactions are sometimes used to hedge specific parts of any single-name risk in the wholesale portfolio.
For these transactions, the most common counterparties or issuers are banks, non-bank financial institutions, large corporates and governments. The
creditworthiness of the guarantor or derivative counterparty/issuer is assessed as part of the credit approval process and the value of such a guarantee or
derivative contract is recorded against the guarantor/issuer’s credit limits.
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The following table depicts the extent to which the Group uses collateral and financial guarantees to secure exposures and reduce capital requirements:

3 b C d e
2023
Exposures secured
Exposures Exposures secured Exposures secured by financial
unsecured: carrying Exposures secured by collateral of which by financial guarantee, of which
amount by collateral secured amount guarantees secured amount
Rm Rm Rm Rm Rm
1 Loans
2 Debt securities
3 Total
4 Of which defaulted
3 b c d e
2022
Exposures secured
Exposures Exposures secured Exposures secured by financial
unsecured: carrying Exposures secured by collateral of which by financial guarantee, of which
amount by collateral secured amount guarantees secured amount
Rm Rm Rm Rm Rm
1 Loans 553950 658 555 658 555 29525 26573
2 Debt securities 208 522 - - - -
3 Total 762 472 658 555 658 555 29525 26573
4 Of which defaulted 46 304 40 315 40 315 - -

4.5 Credit risk under the SA (cro|

The Group uses the SA for its ARO banking book portfolios (both wholesale and retail). Due to the relative scarcity of data, the ARO portfolios are not currently
on the IRB migration plan.

Standard and Poor’s and Moody’s ratings are used by the Group as input into standardised capital formulas for the Group, corporate and sovereign asset
classes. Rating agencies have limited coverage in ARO. Where more than one rating is available, the more conservative rating is applied. Issuer ratings are
generally used. Obligors that are not rated externally are classified as unrated for RC purposes.

The following table provides an analysis, per Basel asset class, of the exposure and impact of CRM under the SA. In the ARO portfolio, there are limited amounts
of eligible collateral available for use in regulatory calculations:
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4. Creditrisk
SA - credit risk exposure and CRM effects [CR4|
3 b C d e f
Exposures before CCF and Exposures post-CCF and RWA and RWA density
CRM CRM
On-balance | Off-balance  On-balance  Off-balance
sheet sheet sheet sheet RWA
amount amount amount amount density
Rm Rm Rm Rm %
1 Corporate
2 SME Corporate
3 PSEs
4 Local governments and municipalities
5 Sovereign (including central government and central
bank)
6  Banks
7 Securities firms

Residential mortgages (including any home equity line
of credit)

9  Retail - revolving credit
10 Retail - other

11  SME retall
12 Total
3 b C d e f
2022
Exposures before CCF and Exposures post-CCF and RWA and RWA density
CRM CRM
On-balance  Off-balance  On-balance  Off-balance

sheet sheet sheet sheet RWA
amount amount amount amount RWA density
Rm Rm Rm Rm Rm %
1 Corporate 41979 24187 40 804 9 555 55577 110
2 SME Corporate 37431 15594 35818 6482 47 280 112
3 PSEs 3418 1781 2577 641 1730 54
4 Local governments and municipalities - - - - - -
5 E:xi)reign (including central government and central 105 869 1824 103 415 583 72 346 69
6 Banks 23355 7071 23262 3279 12 879 50
Securities firms - - - - - -
(ijiircézriltt)ial mortgages (including any home equity line 13 259 . 12933 . 5 146 40
9  Retail - revolving credit 2194 2184 2025 95 1608 76
10  Retail - other 41 340 2 40082 2 30112 75
11  SME retail 1474 37 1374 7 1072 78
12 Total 270319 52 680 262 290 20 644 227 750 80

1 The December 2022 figures were revised to align with final regulatory submissions.
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4. Creditrisk

The following table provides an analysis, per Basel asset class, of the risk weights applied to standardised exposures:

SA - exposures by asset classes and risk weights [CR5|

Risk weight

>0%- >10%- >20%- >35%- >50%- >75% - >100% -
0% 10% 20% 35% 50% 75% 100 % 150% >150%  Others

Asset classes
Corporate

SME Corporate
PSEs

Local governments and
municipalities

AW N H

5 Sovereign (including central
government and central
bank)

6 Banks
Securities firms

Residential mortgages
(including any home equity
line of credit)

9 Retail - revolving credit
10 Retail — other
11 SME retail

12 Total
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4. Creditrisk
2022
a b C d e f g h j k
Total credit
Risk weight exposures
amount
(post CCF
>0% - >10%- >20%- >35%- >50%- >75%- >100% - and post-
0% 10% 20% 35% 50% 75% 100 % 150% >150%  Others CRM)
Asset classes
1 Corporate - - 268 - 375 - 37681 12036 - - 50 360
2 SME Corporate - - 62 - 332 - 30644 11262 - - 42 300
3 PSEs - - - - 2978 - 240 - - - 3218
4 Local governments and - - - - - - - - - - -
municipalities
5 Sovereign (including central 38 981 - 3028 - 4707 - 33069 24212 - - 103997
government and central
bank)
Banks - - 14664 - 4118 - 6740 1020 - - 26542
Securities firms - - - - - - - - - - -
Residential mortgages - - - 5484 251 5310 1888 - - - 12933
(including any home equity
line of credit)
9 Retail - revolving credit - - - - 19 2015 84 2 - - 2120
10 Retail - other - - - - 318 39296 447 22 - - 40083
11 SME retail - - - - 24 1220 121 16 - - 1381
12 Total 38981 - 18022 5484 13122 47841 110914 48570 - - 282 934
4.6 Creditrisk under the IRB approach cre|

The following table provides the EAD composition for each of the credit approaches.

Approach

AIRB approach
Standardised approach (SA)

EAD % of portfolio
%

2022
EAD EAD % of portfolio
Rbn %
1286 82
288 18

The principal objective of credit modelling is to produce the most accurate possible quantitative assessment of the Group’s credit risk at a counterparty and
portfolio level. Integral to this is the calculation of internal credit parameters used for credit risk management purposes and in the calculation of RC, EC and
impairment requirements. The key credit parameters used in this process are EAD, PD, LGD, maturity (M) and asset correlation.

1 The December 2022 figures were revised to align with final regulatory submissions.
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4. Creditrisk

The table below provides an overview of the AIRB models used for regulatory capital calculation per portfolio.

Number of  Model
models type

Model description

Corporate and Investment Bank

10 PD Large corporate portfolio:

e  Models have a quantitative and qualitative component, are internally developed using industry accepted statistical
methodologies for low default environments and making use of internal and external data covering full economic cycles. Where
external data is used, appropriate testing is performed to ensure it remains representative of the internal portfolio.

e  Three externally developed models are used, with calibrations to internal portfolio behaviour.

Sovereign and bank portfolios:

e  Models are internally developed using statistical and expert judgement techniques and benchmarked against external rating
agency ratings to determine final ratings. Models are calibrated using external default data and credit spread market data.

Specialised lending portfolios:

e  Hybrid models using either a combination of statistical cash flow simulation models and qualitative scorecards or scorecards
developed on internal data and calibrated to a combination of internal data and external benchmarks as appropriate.

All above portfolios:

. All DG ratings and associated PDs are reviewed by the credit risk portfolio representative and, if necessary, final adjustments
are made to reflect information not captured by the models.

e  Rating models make use of borrower-specific financial statement information as well as collateral information where
applicable.

5 LGD . LGD models are developed internally using industry accepted statistical methodologies for low default environments and data
covering long-run and downturn conditions.

e  The models are generally hybrid models developed on internal and external loss and recovery data with oversight and input
from the credit experts, where appropriate.

. Models make use of transactional and collateral information with prudent adjustments to mitigate heightened uncertainty due
to low volumes of data, where appropriate.

1 EAD e  EAD estimation is based on regulatory guidelines with credit conversion factors used as appropriate.

e  Standard industry EAD methodologies are used, with internal and external data used to estimate long-run and downturn
estimates.

Relationship Banking

11 PD Commercial and Agriculture portfolios:

e  Models are internally developed using industry accepted statistical methodologies for data rich environments and making use
of internal data covering full economic cycles.

e Al DG ratings and associated PDs are reviewed by the credit risk portfolio representative and, if necessary, final adjustments
are made to reflect information not captured by the models.

. Rating models make use of borrower-specific repayment and financial statement information.

Local government and municipalities:

e  Hybrid model consisting of a quantitative and qualitative component, calibrated to a combination of internal data and external
benchmarks. Where external data is used, appropriate testing is performed to ensure it remains representative of the internal
portfolio. Model uses borrower-specific financial statement information and government grants/subsidies where applicable.

. All DG ratings and associated PDs are reviewed by the credit risk portfolio representative and, if necessary, final adjustments
are made to reflect information not captured by the models.

Non-commercial exposures:

e  Models are internally developed using industry accepted behavioural scorecard methodologies for data rich environments and
making use of internal data covering full economic cycles. This automated scoring process incorporate product type, customer
behaviour and delinquency status. Each behavioural score translates to a PD that is calibrated to an appropriate long run level
for the segment.

4 LGD Local government and municipalities:

. LGD models are developed internally using industry accepted statistical methodologies for low default environments.

e  The model is a hybrid model developed using a workout approach with oversight and input from the credit experts.

e  The model makes use of financial, audit opinion and municipality characteristic information, with prudent adjustments to
mitigate heightened uncertainty due to low volumes of data.

All other portfolios:

. LGD models are developed internally using industry accepted statistical methodologies for data rich environments and data
covering long-run and downturn conditions.

e  The models are workout models with recoveries calculated using internal loss and recovery data and impacted by collateral
type.

e  Models also incorporate time in default and post-default payment behaviour.

2 EAD . EAD estimation is based on regulatory guidelines with credit conversion factors used as appropriate.

e  Standard industry EAD methodologies are used, split between revolving, non-revolving, amortizing and contingent type
facilities.
e Internal portfolio experience is used to estimate long-run and downturn estimates.

Absa Group Limited Pillar 3 risk management report the year ended 31 December 2023 45



Credit risk 33

| Market risk 73

Summary of risk profile and Basis of preparation 12 Risk management overview
D RWA 6 21

| Model risk 124

131

Capital and liquidity risk 83 Operational and resilience
risk 119

Remuneration 127 | Abbreviations and acronyms

4. Creditrisk

umlseret i) Model description

models type
Retail
7 PD . Portfolios/products are segmented into homogeneous pools and sub-pools through an automated behavioural scoring
process. The behavioural scorecards use industry accepted behavioural scorecard methodologies for data rich environments
that incorporate product type, loan characteristics, customer behaviour, bureau information and delinquency status.

. PDs are estimated for each sub-pool based on internal product level history associated with the respective pools, covering full
economic cycles.

7 LGD . LGD models are developed internally using industry accepted statistical methodologies for data rich environments and data
covering long-run and downturn conditions.

. LGD estimates are based on sub-segmentation with reference to collateral or product type, time in default and post-default
payment behaviour. Final estimates are based on associated analyses and modelling of historical internal loss and recovery
data.

7 EAD . EAD estimation is based on regulatory guidelines with credit conversion factors used as appropriate.

e  Standard industry EAD methodologies are used, split between revolving, non-revolving, amortizing and contingent type
facilities.

. Internal portfolio experience is used to estimate long-run and downturn estimates.

Key risk parameters used in credit risk measurement

EAD PD LGD M Correlation

Exposure at default Probability of default Loss-given default Maturity Correlation

Represents an estimate of | Remaining time until the effective Measures to what
the percentage of EAD maturity date of the loan or other credit | extent the risks in

Represents the likelihood
that an individual

An estimate of the level
of credit exposure,

should the obligor default | obligor/facility will default | that will not be recovered, | facility. the various

occur during the next during the next (rolling) should the obligor/facility industry sector and

(rolling) 12-month period. | 12-month period. default occur during the regions in the loan
next (rolling) 12-month portfolio are
period. related to common

factors.

These parameters can be calculated to represent different views of the credit cycle, which are used in different applications:

Through-the-cycle (TTC):
reflecting the predicted
default frequency in an
average 12-month period
across the credit cycle.
Point-in-time (PIT):
reflecting the predicted
default frequency
contingent on the
macroeconomic
environment.

Downturn (DT): reflecting
behaviour observed under
stressed economic
conditions.

Long run (LR): reflecting
business-as-usual
measures or behaviour
under benign/average
conditions.

Internal and vendor-supplied credit models are used to estimate the key credit parameters of EAD, PD, LGD and asset correlation. The Group uses different
modelling methodologies, ranging from pure statistical models and cash flow models to expert-based models, taking into account quantitative and qualitative
risk drivers.

To provide a common measure of default risk across the Group, an internal default grade scale is used. This scale is mapped to a scale of default probabilities
for regulatory reporting purposes and to external agency ratings for benchmarking purposes.

The application of the key risk parameters in credit risk measurement and decision-making is set out in the following tables:
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Exposure at default ‘ Probability of default ‘ Loss given default

Maturity

Correlation

EL: The EL calculation is determined making use of EAD, TTC PD and depending on being a DT EL or

LR EL will make use of either the DT LGD or LR LGD respectively.

Impairment parameters: The impairment calculation makes use of EAD considering all contractual
terms over the lifetime of the instrument, PD reflecting the current and future economic cycles to the
extent relevant to the remaining life of the loan calculated at a PIT and a current or forward looking

LGD reflecting impact of economic scenarios.

RC parameters: The RC calculation makes use of EAD, TTC PD, DT LGD and contractual maturity.

EC parameters: The EC calculation makes use of EAD, TTC PD, LR LGD, contractual maturity as well as asset correlation, including PD-LGD correlation.

Application of key risk parameters in credit risk decision-making

PD models are used in the approval process in both retail and wholesale portfolios. In high-volume retail portfolios, application and

Credit approval behaviour scorecards are frequently used as decision-making tools. In wholesale and certain retail home loan portfolios, PD models

are used to direct applications to an appropriate credit sanctioning level.

Risk reward and PD, EAD and LGD metrics are used to assess the profitability of deals and portfolios and to allow for risk-adjusted pricing and strategy
pricing decisions.
Risk appetite . . . . . L :
. RC and EC (including measures of earnings volatility) are used in the Group’s risk appetite framework. Measures of stressed losses
setting and . S . > AR
2 and capital utilisation are used in the setting of concentration risk limits.
monitoring
Risk profile dit risk d and seni del describe th 's credit risk profil
reporting Credit risk reports to Board and senior management use model outputs to describe the Group’s credit risk profile.
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