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PURPOSE AND STRATEGIC MANDATE
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STRUCTURE OF PRESENTATION
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1. Purpose and strategic focus
2. Mandate 
3. Creation of a Risk Management Unit
4. ALM Risk Management Process
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The vision of Strategy and Risk Management  within the ALM division 
is:

“To champion and instill a risk culture that underpins efficient decision 
making within ALM”

This means…..

• To identify and manage the financial risks that have an impact on the 
objectives and goals of ALM (and on the National Budget) ;

• To put strategies in place to measure and mitigate these risks;
• To report on these risks.

Purpose and Strategic Focus  



MANDATE
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PUBLIC FINANCE MANAGEMENT 
ACT (PFMA) 

Chapter 6 of the PFMA requires:

The National Treasury (public entities) to maintain a Financial and Risk 
Management System that is effective, efficient and transparent. 

Chapter 2 of the PFMA furthermore:

defines the scope of a Risk Management System to include the 
Revenue, Expenditure, Assets and Liabilities of Departments, Public 
Entities and Constitutional Institutions.
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CONSTITUTIONAL PROVISIONS

• The PFMA gives effect to sections of the Constitution of 
South Africa that requires national legislation:
– To introduce generally recognised accounting 

practices;
– To introduce uniform treasury norms and standards;
– To prescribe measures to ensure transparency and 

expenditure controls in all spheres of government;
– To set the operational procedures for borrowing, 

guarantees, procurement and oversight over the 
various national and provincial revenue funds.



THE CREATION OF A RISK 
MANAGEMENT UNIT
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NATIONAL TREASURY STRUCTURE
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ASSETS AND LIABILITY 
MANAGEMENT STRUCTRE



LITERATURE REVIEW ON RISK 
MANAGEMENT WITHIN ALM FRAMEWORKS

• ALM approach
– Duration of asset portfolio must equal debt portfolio (long duration)
– Some assets sensitive to real interest rates (must issue ILBs)
– Assets insensitive to exchange rate movements (little reason to hold 

foreign currency debt)
• Portfolio Management approach

– To reduce the budgetary risk for government
– Analyse the cost and risk trade-offs (efficient frontier)

• Balance sheet approach
– Protecting government’s net worth (i.e. ability to raise taxes)
– Correlate debt service cost with revenue (positively) and expenditure 

(negatively)
– Inclusive of contingent liabilities
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RISK MANAGEMENT PROCESS
Risk identification
Risk prioritisation (ranking)
Risk rating analysis
Risk mitigation
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FINANCIAL RISKS IDENTIFIED AND ACTIVELY 
TREATED WITHIN ALM

• Financial Operations
– Surplus Cash held with the Banks (credit risk)
– Foreign exchange deposits (market risk/credit  risk)

• Asset Management
– Contingent liabilities (credit risk)
– Protecting shareholder value (credit risk)

• Liability Management
– Debt portfolio (market risk)
– Auction process (settlement risk)

• International Sovereign Credit ratings
– Sovereign ratings (country risk)
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FINANCIAL RISK CATEGORIES

Market Risk

Currency Risk
Interest rate risk
Liquidity Risk
Inflation Risk
Commodity Risk

Credit Risk

Cash (Banks and 
SARB)
Settlement Risk
Explicit CL
Systemic Risk

Country Risk

Sovereign Rating
Implicit CL



15

RANKING AND PRIORITISATION OF RISKS

Risk
(A)
Strategic 
Importance

(1low, 
5high)

(B)
Risk Priority

(1 low, 5 
high)

(C)
Ease of 
Measure-
ment

(1 difficult, 5 
easy)

(D)
Strategic 
Impact of 
Risk
D=AxBxC

Risk 1 5 3 4 60

Risk 2 4 4 1 16

Risk 3 3 3 5 45
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RISK RATING SCALE

Risk Rating Description Risk class
1 Known loss Very high risk

2 Doubtful Very high risk

3 Substandard Very high risk

4 Special attention Very high risk

5 Marginal High risk

6 Acceptable High risk

7 Fair Moderate risk

8 Good Moderate risk

9 Strong Low risk

10 Excellent Very low risk



MARKET RISK RATING CRITERIA
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CREDIT RISK RATING CRITERIA
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COUNTRY RISK RATING CRITERIA

19



FINANCIAL RISK PORTFOLIO OF GOVERNMENT
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PORTFOLIO RISK RATING TREND – 2005 TO 2010
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Improvement in risk rating through to 2009 and worsening thereafter 



2010 PORTFOLIO RISK RATING DISTRIBUTION
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SENSITIVITY: 2010 PORTFOLIO RISK RATING
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MARKET RISK RATING TREND
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LATEST WEAKENING FROM 2010 ONWARDS



2011 MARKET RISK RATING DISTRIBUTION
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MARKET RISK RATING SENSITIVITY
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POSITIVE ON THE RATINGS NEGATIVE ON THE RATINGS



GUARANTEE RISK RATING TREND
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IMPACT OF THE CRISIS IN 2008



GUARANTEE RISK RATING DISTRIBUTION
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GUARANTEE RISK RATING SENSITIVITY
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THIS SHOWS ESKOM’S DOMINANCE IN THE GUARANTEE PORTFOLIO



SOVEREIGN RISK RATING TREND
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DETERIORATION IN SOVEREIGN RISK RATING TREND FROM 2010 ONWARDS



SOVEREIGN RISK RATING DISTRIBUTION
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SOVEREIGN RISK RATING SENSITIVITY
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Positive on rating Negative on rating



INTEREST RATE RISK AND CURRENCY 
RISK MITIGATION
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Debt Composition & Selected Risk 
Indicators 

March 
2013 

March 
2014 

March 
2015 

March 
2016 

          
 Fixed Rate Debt (%) 63.66 63.79 62.41 61.39

  Benchmark Bonds (%) 62.19 62.21 60.69 59.55 

  Retail Bonds (%) 1.47 1.59 1.72 1.84 

        

Non-Fixed Rate Debt (%) 36.34 36.21 37.59 38.61 

  Short term loans (Outstanding T-bills)   13.46 14.48 14.31 14.20 

  Floating Rate Debt 0.00 0.00 0.00 0.00 

  Inflation Indexed 22.81 21.66 23.21 24.40 

  Other (Zero coupon bonds) 0.08 0.06 0.06 0.01 

Total Domestic Debt   100.00 100.00 100.00 100.00

   Average Maturity excluding T-bills (years) 11.4 12.9 13.70 14.00 

   Modified Duration excluding T-bills (years) 7.30 7.60 7.80 7.70 

   Average Maturity including T-bills (years) 9.90 11.10 11.80 12.10 

   Modified Duration including T-bills (years) 6.40 6.60 6.70 6.70 

Foreign Debt (%) 8.00 7.10 6.90 6.50 
 
INTEREST RATE RISK AND INFLATION RISK GUIDELINE: 70/30 FIXED RATE TO NON-FIXED RATE DEBT

CURRENCY RISK GUIDELINE: FOREIGN DEBT TO TOTAL DEBT NOT TO 
EXCEED 20%



REFINANCING/LIQUIDITY RISK MITIGATION
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Source: SA National Treasury

• Active management of refinancing risks
• Average term-to-maturity extended to 13  years



DEBT SUSTAINABILITY MEASURE 
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Source: National Treasury

Component 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17

Net Debt 27.44  29.99  33.29  36.28  38.56  39.80  40.27  40.00 

Provisions 3.30  2.69  3.32  3.61  3.33  3.04  2.81  2.62 

Contingent Liabilities 10.96  10.77  11.28  11.52  11.28  10.49  9.63  9.07 

Total 41.71  43.46  47.89  51.41  53.16  53.33  52.71  51.69 

Red flags 
go up!!



GUARANTEE EXPOSURE
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INVESTMENT OF SURPLUS CASH MITIGATION
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THANK YOU 
FOR YOUR ATTENTION!!
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