KP

KING III
PRINCIPLES 2016

FOR THE YEAR ENDED 31 DECEMBER

‘Using our financial
expertise to do good’

see money differently

KING III Principles
Governance element

1

Nedbank status quo

Ethical leadership and corporate responsibility

Responsible leadership
1.1

The board should provide
effective leadership based on
an ethical foundation.

The board sets the tone for the Executive Committee (Exco) and staff to act
ethically and signs a board ethics statement annually. The Transformation, Social
and Ethics Committee (GTSEC) is tasked by the board with the oversight of
ethical practices. The Ethics Office in Nedbank is very active in implementing the
Ethics Framework, which is mandated and approved by the board.
Through dedicated committees, the Ethics Office and the Nedbank Ethics Officer
provide guidance to the board with regard to the Ethics Framework. Reports on
ethics and governance explaining the implementation of the Ethics Framework
and King III principles are submitted to the GTSEC twice a year, in February and
October. An annual peer evaluation is done among the directors to determine
ethical practices on that level. The board also signs off the Nedbank Code of
Conduct and any changes thereto.

1.2

1.3

2

The board should ensure that
the company is and is seen to
be a responsible corporate
citizen.

The board should ensure that
the company's ethics are
managed effectively.

Nedbank has a well-formulated strategy that incorporates an integrated
sustainability strategy. The board's conduct is governed by the Board Ethics
Statement, Code of Ethics, Code of Conduct, Corporate Responsibility Policy,
Environmental Policy, Reputational Risk Policy and Stakeholder Engagement
Policy. The GTSEC monitors Nedbank's progress against the strategy. Nedbank
publishes a Human Rights Statement on the Nedbank Group website regarding
the human rights practices implemented in the organisation. We have a
staffmember dedicated to implementing the Human Rights Framework and
strategy within the group. Nedbank has developed a Conflict Mineral
Statement, which addresses the sourcing of minerals in countries where there
is conflict. The Children's Pledge addresses specifically Nedbank's stance on the
trafficking of children, anticorruption and anti-money-laundering practices.
During 2016 Nedbank staffmembers signed an employee conduct pledge, which
includes these human rights principles.
The group has an ethics programme covering implementation of the Code of
Conduct, the Conflicts of Interest policy and the Gift Policy. Biannually a report is
submitted to GTSEC to discuss the progress of the implementation of all ethicsrelated policies, investigations, awareness on ethical practices and staff surveys.
At least 3 000 staffmembers were trained face-to-face on the Code of Conduct
and given more information on the Ethics Office and the values to which the
organisation subscribes. More details are provided in the ethics section of the
Supplementary Report to the Integrated Report.

Boards and directors

Role and function of the board
2.1

The board should act as the
The board, through the Directors' Affairs Committee (DAC), implements and
focal point for and custodian of monitors the governance practices within the group. The Chief Governance and
corporate governance.
Compliance Officer is a permanent invitee to the DAC and reports quarterly to
the board and the relevant committees about the state of governance in
Nedbank Group. The governance review was submitted to the DAC in July and
October 2016.

2.2

The board should appreciate
that strategy, risk,
performance and sustainability
are inseparable.

Annual strategy and business planning sessions provide all business heads with
the opportunity to incorporate key strategic issues. The board is involved in the
planning sessions and has insight into and an understanding of the interplay of
risk, performance and sustainability. The plans that are approved by the board
annually incorporate strategy, risk, performance and sustainability objectives
and measures.

2.3

The board should provide
effective leadership based on
an ethical foundation.

See principle 1.1.
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2.4

The board should ensure that
the company is and is seen to
be a responsible corporate
citizen.

See principle 1.2.

2.5

The board should ensure that
the company's ethics are
managed effectively.

See principle 1.3.

2.6

The board should ensure that
the company has an effective
and independent audit
committee.

The board has an independent Audit Committee and the effectiveness of the
committee is assessed annually when formal board and board committee
meetings are conducted. The results were submitted to the Group Audit
Committee (GAC) and to the board in February 2017.

2.7

The board should be
responsible for the governance
of risk.

The board is ultimately accountable for risk governance and, with the help of the
Group Risk and Capital Management Committee (GRCMC), oversees and
monitors it within the group.

2.8

The board should be
responsible for information
technology (IT) governance.

The board is ultimately accountable for IT governance and, with the help of the
Group Information Technology Committee (GITCO), oversees and monitors it in
the group.

2.9

The board should ensure that
the company complies with
applicable laws and considers
adherence to non-binding rules,
codes and standards.

The Nedbank Group has dedicated divisions, such as Group Risk and Enterprise
Governance and Compliance (EGC), to monitor and report on regulatory
programmes and on compliance with applicable laws and various supervisory
codes. This function of the board is delegated to the DAC and the GRCMC to
oversee and monitor. EGC submits quarterly compliance and governance
reports to the DAC.

2.10

The board should ensure that
there is an effective risk-based
internal audit.

This function of the board is delegated to the GAC. Group Internal Audit (GIA)
develops an annual (12-month) rolling internal audit plan using a risk-based
methodology and taking into consideration specific regulatory requirements
pertaining to internal audit, as well as including any risks or control concerns
identified by management and the board. This plan for 2016 was approved by
the GAC in October 2015. The internal audit plan takes into account emerging
risks, and is therefore not static. Any changes to the internal audit plan are
submitted to the GAC for discussion and approval.

2.11

The board should appreciate
that stakeholders' perceptions
affect the company's
reputation.

The board has a clear understanding of its responsibility to internal and
external stakeholders, and reputational-risk matters fall within the ambit of
the DAC and GTSEC and are also discussed at board meetings where
necessary. The Integrated Report defines its stakeholder groups and the bank's
interaction with these groups. The group has a dedicated Reputational Risk
Management Policy, External Communications Policy, Stakeholder Engagement
Policy and Investor Relations Policy, all of which provide guidelines to staff on
how to deal with reputational issues. Social media guidelines have been
developed to address risks arising from social media engagements. There is a
Group Reputational Risk Committee, which administers and manages
reputational risk issues in all of the group's businesses and banking activities.

2.12

The board should ensure the
integrity of the company's
integrated report.

Nedbank Investor Relations deals with external stakeholders, as does the Public
Relations Division. This function of the board is delegated to Group Strategy
and the GAC. On an annual basis the Integrated Report is jointly audited by
two external audit companies appointed by the GAC. The board approves the
Integrated Report before publication.

2.13

The board should report on the
effectiveness of the company's
system of internal controls.

The GAC, EGC and Group Risk provide assurance to the board on the systems,
processes, and the effectiveness of internal controls. This means that EGC and
Group Risk frequently monitor compliance and risk activities, using a risk-based
approach, through the various governance, risk and compliance forums that are
stipulated in the Enterprisewide Risk Management Framework (ERMF).
Through the Integrated Report, the various board committees provide
information to internal and external stakeholders regarding internal controls.
The board provides a letter in terms of regulation 39/40 on the effectiveness of
internal controls in the bank to the South African Reserve Bank (SARB), as
required by the Banks Act.
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2.14

The board and its directors
should act in the best interests
of the company.

The Nedbank board acts in the best interests of the company through many
controls that are implemented to assist the board in its decisionmaking.
Furthermore, the relationship between the bank and the major shareholder, Old
Mutual plc, is governed by a relationship agreement and the group operating
manual. The group's Code of Conduct applies to all directors and addresses
conflicts of interest within the bank. The conduct of each director is stipulated
in the appointment policy and in the letter of appointment of each director.
Directors are reviewed annually by their peers on a wide array of matters,
including their contribution to the board and any conflicts of interest. A formal
board process for disclosure of conflicts of interest is in place.

2.15

The board should consider
business rescue proceedings or
other turnaround mechanisms
as soon as the company is
financially distressed, as
defined in the Companies Act,
71 of 2008.

The GRCMC monitors the liquidity of the company every quarter and reports
thereon to the board. There is very onerous legislation and supervisory codes, as
dictated by the Banks Act and Companies Act, that provide clear guidelines on
liquidity. At each reporting period the board formally approves a going-concern
statement.

2.16

The board should elect a
chairman of the board who is
an independent non-executive
director. The chief executive
officer (CEO) of the company
should not also fulfil the role of
chairman of the board.

The current Chairman, Vassi Naidoo, is a non-executive director (NED), who
also serves on the board of the group's parent company, Old Mutual plc. By
virtue of that fact the Nedbank board believes he is not an independent
chairman as defined by the governance codes.

A lead independent director, Malcolm Wyman, was appointed on 6 May 2011.

The Chairman's performance is evaluated annually. Mike Brown is the Chief
Executive of Nedbank and therefore has a function separate to that of the
Chairman.
2.17

The board should appoint the
CEO and establish a
framework for the delegation
of authority.

The roles and responsibilities of the Chief Executive and Chairman are separate
and formalised. There is a formal policy, adopted by the board, that addresses
delegation of authority.

2.18

The board should comprise a
balance of power, with a
majority of NEDs. The majority
of NEDs should be
independent.

The Nedbank board comprises 17 boardmembers and 14 are NEDs. Ten of the
NEDs are independent. The board believes that the current boardmembers are
independent of management and of mind, so that shareholder interests
(including minority interests) are appropriately protected.

Board appointment process
2.19

Directors should be appointed
through a formal process.

Nedbank has a board continuity programme to address all board
appointments. This process is also incorporated into the board charter and
addressed by the DAC when board appointments are recommended following
a formal process. Directors appointed by the board during the year step down
and are elected by shareholders at the annual general meeting (AGM).

Director development
2.20

The induction of and ongoing
training and development of
directors should be conducted
through formal processes.

A formal induction programme is run by Group Secretariat in conjunction with
the business clusters. Ongoing board education is provided by subject matter
experts during board and board committee meetings, as well as through onsite
operational visits and separate meetings between directors and management
arranged by Group Secretariat. Most of the boardmembers have attended the
Banking Board Leadership Programme with the Gordon Institute of Business
School (GIBS) and this programme, as well as other external training
programmes, is made available to all boardmembers.

Company secretary
2.21

The board should be assisted
by a competent, suitably
qualified and experienced
company secretary.

Thabani Jali is the Company Secretary, and he is assisted by the Group
Secretariat Office. Thabani Jali is also the Chief Governance and Compliance
Officer (CGCO) and his qualifications, skills and years of service are highlighted
in the Integrated Report.
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Performance assessment
2.22

The evaluation of the board, its
committees and the individual
directors should be performed
every year.

Board evaluations are conducted annually and charters are reviewed annually.
The Nedbank board reviewed the effectiveness of all its board committees
during 2016. The board, Chairman and Company Secretary were reviewed by
their peers during January 2017. Results of these reviews were discussed and
submitted to the relevant committees and the board in February 2017.

Board committees
2.23

The board should delegate
certain functions to wellstructured committees but
without abdicating its own
responsibilities.

Nedbank's board structure consists of various committees to monitor and
consider the business of the board. This structure is addressed in the
Governance and Ethics Supplementary Report of the Integrated Report. The
ERMF addresses all the governance structures in the bank. Ultimately, the
Nedbank board takes full accountability for sound governance in the group.

Group boards
2.24

A governance framework
should be agreed between the
group and its subsidiary
boards.

Nedbank Group consists of 225 entities, each with its own board and relevant
committees. These entities are governed by the various divisions in the group
according to standard operating processes and procedures as required by the
respective divisions. EGC aligns the governance processes of these entities with
those of the main Nedbank board, while structures and risk processes are
governed in terms of the ERMF.
A review of these entities is done annually, and the last report was submitted
to the DAC in October 2016.

2.25

Companies should remunerate
directors and executives fairly
and responsibly.

Nedbank's Remuneration Policy is reviewed by the Group Remuneration
Committee and the board annually, and is put to a non-binding advisory vote
at the AGM. The policy was tabled at the board meeting on 10 February 2016
and subsequently put to a non-binding advisory vote at the AGM on
5 May 2016, where it received a 94,12% vote in favour. In addition, the
Remuneration Committee publishes a comprehensive online remuneration
report, disclosing the full details of the Remuneration Policy, as well the manner
in which Nedbank remunerates its employees.
NEDs are paid a fixed retainer fee per year rather than a fee for attending
meetings. New NED fees are applicable from 1 July of each year, subject to
approval by shareholders at the AGM. The proposed remuneration for NEDs
received a 94,79% favourable vote at this year's AGM held on 5 May 2016.
NEDs in Nedbank are paid on a cash basis only and do not receive any share/
share option awards.
Long-term incentive (LTI) awards from 2010 onwards are subject to at least
50% performance conditions and the balance on a time-based vesting
arrangement. Specifically, for Group Exco and cluster exco members, this
percentage is 60%, and for executive directors the full award is subject to
performance conditions.
The vesting period is three years for all restricted-share allocations.
The performance shares vest in a range of 0% to 130%, depending on the
performance conditions being met. These performance conditions consist of:
■■ return on equity (ROE) (excluding goodwill) versus cost of equity (COE);
■■

NED share price versus FINI 15; and

■■

a third performance condition applicable to executive directors and the
Group Exco and cluster exco members – namely strategic initiatives.

The target for 100% vesting of the ROE performance condition is
ROE (excluding goodwill) = COE + 5. The target for the Nedbank share price
movement is share price performance = to the movement in the FINI 15.
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Remuneration of directors and senior executives
2.26

Companies should disclose the The remuneration of each individual NED is fully disclosed in the Remuneration
remuneration of each individual Report, setting out the remuneration paid in respect of the current financial
director and certain senior
year, as well the proposed remuneration for the next financial year.
executives.
The remuneration of each executive director, each prescribed officer and other
senior executives (as required in terms of the Banks Act) is fully disclosed
annually in the Remuneration Report in accordance with corporate governance
requirements.
The Remuneration Report is fully compliant with the disclosure of our executive
directors' and prescribed officers' remuneration. Furthermore, the
Remuneration Report includes disclosures as set out in regulation 43 of the
Banks Act, which deal with those employees regarded as material risktakers
and senior managers.

2.27

Shareholders should approve
the company's remuneration
policy.

3

Audit committees

3.1

The board should ensure that
the company has an effective
and independent audit
committee.

The Remuneration Policy is published in the Remuneration Report, and is
subject to a non-binding advisory vote by shareholders at the AGM.
The Remuneration Policy received a 94,12% favourable vote at the AGM held on
5 May 2016.

The GAC has been established for this purpose and is an independent
committee of the board. Its effectiveness is reviewed annually. The GAC was
evaluated during 2016 and the results were submitted and discussed at the
GAC February 2017 meetings.

Membership and resources of the Audit Committee
3.2

Audit committee members
should be suitably skilled and
experienced independent nonexecutive directors.

The membership requirements for the GAC are at least three independent
directors with the necessary skill and expertise. The current members are
Malcolm Wyman, Tom Boardman, Mpho Makwana, Stanley Subramoney and
Nomavuso Mnxasana, and their relevant and diverse skills are reflected in the
Integrated Report. Ongoing board and committee training takes place. All
directors are asked to attend the GIBS training, which is strongly encouraged
by SARB. Skills and qualifications are assessed annually through board and
committee evaluations (GAC evaluation).

3.3

The audit committee should be
chaired by an independent
non-executive director.

Malcolm Wyman is the independent Chair of the GAC and is also the Lead
Independent Director. The committee relies on executive directors and
management, being attendees, for guidance as required. Training takes place
according to the board education schedule, which is discussed at every board
meeting as part of the agenda.

Responsibilities of the Audit Committee
3.4

The audit committee should
oversee integrated reporting.

The GAC oversaw the Nedbank Group integrated reporting process and
reviewed the audited annual financial statements included in the Integrated
Report. It also received reports from the GITCO, GRCMC, Group Credit
Committee (GCC) and the GTSEC, which reviewed the disclosure of
sustainability issues in the Integrated Report. The latter committee also
ensured that external assurance providers, Deloitte and KPMG, were engaged
on material sustainability issues and for reporting on the key performance
indicators.

3.5

The audit committee should
ensure that a combined
assurance model is applied to
provide a coordinated
approach to all assurance
activities.

Nedbank's ERMF provides the methodology and model to implement assurance
on governance, risk and compliance. Nedbank has been introducing combined
assurance across the group and its key intentions are:
■■ to optimise the efficiency and effectiveness of the activities of risk
management, compliance and internal audit; and
■■

to better illustrate, consolidate and report on all assurance activities and
coverage undertaken across these disciplines in the first line (business
management), second line (risk management/monitoring and compliance),
and the third line (GIA and external audit).
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Internal assurance providers
3.6

The audit committee should
The GAC reviews this at least annually in accordance with the charter and
satisfy itself of the expertise,
reports on this function in the report from our Audit Committee published in
resources and experience of the the Integrated Report. The GAC reviewed this report in October 2016.
company's finance function.

3.7

The audit committee should be
responsible for overseeing of
internal audit.

To provide for the independence of GIA the Chief Internal Auditor of the group
reports as follows:
■■ a primary reporting line, with accountability to the Nedbank GAC Chairman;
■■

a secondary reporting line, with operational and administrative
accountability to the Group Chief Risk Officer (CRO); and

■■

direct access to both the Group Chief Executive and Group Chairman.

GIA submits an annual (12-month) rolling audit plan to the GAC for review and
approval before the start of a calendar year. All subsequent changes to the
annual internal audit plan are submitted to the GAC throughout the year for
approval. GIA's internal audit plan needs to take into account emerging risks
and is therefore subject to change on an ongoing basis. The internal audit plan
is subject to an internal and external review before finalisation and submission
to the GAC.
The GAC monitors whether the internal audit function is effective in terms of
its scope, plans, coverage, independence, skills, staffing, overall performance
and position within the bank.
Specifically with regard to the bank's Advanced Internal Ratings-based (AIRB)
credit system, the following are performed:
■■ assessment of the skills of the GIA function with respect to the AIRB credit
system;
■■

assessment of internal audit coverage of the AIRB credit system; and

■■

assessment of the adequacy of the internal audit plan to cover the AIRB
credit system, including the working relationship and sharing of work with
external audit.

The Institute of Internal Auditors (IIA) standards require that an external
quality assurance review be conducted for the internal audit function at least
once every five years.
Nedbank GIA has its own quality assurance team that reviews internal audit
files. An external quality assurance review, as required by the IIA standards, is
planned for 2017.
3.8

The audit committee should be
an integral component of the
risk management process.

The Banks Act presents specific statutory duties for the GRCMC.
The GAC is not responsible for risk management. The GRCMC gives feedback
and assurance to the GAC and the board. The external and internal auditors
give the GAC assurance regarding control and other risks and whether these
risks are appropriately mitigated. The GIA has the responsibility to develop an
annual (12-month) rolling audit plan using a risk-based methodology, taking
into consideration specific regulatory requirements pertaining to internal audit,
as well as any risks or control concerns identified by management and the
board.
The key functions of the GAC are to:
assist the board in its evaluation of the adequacy and efficiency of the
internal control systems, accounting practices, information systems and
auditing processes applied within the group in the day-to-day management
of its business; and

■■

■■

monitor that management creates and maintains an effective internal
control environment throughout the group. It also monitors the
identification of weaknesses and breakdowns of systems and internal
controls.

External assurance providers
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The audit committee is
The GAC Report provides for this as per the charter.
responsible for recommending
the appointment of the
external auditor and overseeing
the external audit process.

Reporting
3.10

The audit committee should
report to the board and
shareholders on how it has
discharged its duties.

4

The governance of risk

The report from the GAC is included in the Integrated Report and the
committee reports to the board at every meeting.

The board's responsibility for risk governance
4.1

The board should be
responsible for the governance
of risk.

The board is responsible for the governance of risk and delegates this function
to the GRCMC to oversee and monitor. A log is developed to reflect all risk
issues and this is discussed at the respective board committee meetings. An
annual risk strategy is prepared and proposed at board level as a fundamental
component of the bank's Strategy and Business Planning Process. The
regulation 39/40 letter, signed by the Chairman, addresses various risk matters
and the state of risk management and internal controls in the organisation.
This report is submitted to SARB during April each year.

4.2

The board should determine
the levels of risk tolerance.

The GRCMC measures various performances against set risk limits or
guidelines. Annually, as part of the planning process, the board approves a risk
appetite.

4.3

The risk committee or audit
committee should assist the
board in carrying out its risk
responsibilities.

The GRCMC meets at least four times a year to assist the board in carrying out
the risk duties and reports back to the board after each meeting.

Management's responsibility for risk management
4.4

The board should delegate to
management the responsibility
to design, implement and
monitor the risk management
plan.

A critical source of risk identification is through the annual strategy and
business planning process, when consideration is given to risks that could
potentially impact the achievement of strategic business objectives. This is
formalised into a risk strategy and plan, which cascade into management
scorecards and are tracked at monthly meetings. The IT system solution for the
Advanced Measurement Approach (AMA) for operational risk is Statistical
Analysis Software, which is used groupwide to manage and monitor various
risks effectively. The Enterprise Risk Committee (Erco) processes enable and
place an obligation on managers to monitor risk in their areas and report it.

Risk assessment
4.5

The board should ensure that
Nedbank's strategy and business planning process includes a formal riskrisk assessments are
planning component.
performed on a continual basis.
Risk and control assessment is ongoing in the form of the Risk Control Selfassessment (RCSA). The RCSA process was introduced in 2009 and is
embedded in the organisation. Risks are documented in the:
■■ Key Issues Control Log (KICL);
■■

Chief Executive reporting pack;

■■

Risk Plan component of the Strategy and Business Plan; and

■■

quarterly reporting pack to Old Mutual plc and the Operational Committee
(Opcom).
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4.6

The ERMF establishes formal governance, procedures and processes for all
risks, both known and unpredictable. This framework is regularly reviewed by
the GRCMC. The ERMF was refreshed during 2015 to ensure that it is
responsive to both the internal, external and regulatory environment in which
banks operate. The board is advised of all developments and approves changes
to the ERMF.

The board should ensure that
frameworks and
methodologies are
implemented to increase the
probability of anticipating
unpredictable risks.

Risk Committee meetings take place quarterly throughout Nedbank business in
all business units, divisions and clusters to assess all risks on a continual basis.
The GRCMC facilitates discussion by members.
Risk response
4.7

The board should ensure that
management considers and
implements appropriate risk
responses.

This is a requirement that is achieved through the implementation of the risk
strategy, the RCSA and risk assessments conducted during the strategy and
business planning process. Matters raised by auditors are tracked and progress
regarding resolution is communicated to boardmembers at the GAC.
In 2016 Root Cause Analysis was implemented. This is to ensure that the
management actions taken to remedy any risks/events/issues prevent
recurrence. Specific work was also done on the impacts of a possible sovereigncredit-rating downgrade.

Risk monitoring
4.8

The board should ensure
continual risk monitoring by
management.

This is demonstrated through the ERMF and Erco processes. A regulation 39/40
report (Banks Act) addressing risk monitoring is submitted to SARB each year
after the first quarter. A periodic gap analysis is undertaken against regulation
39/40 to ensure all aspects are accounted for. Detailed risk-monitoring
information is presented at the relevant board committees with summarised
information presented to the board.

Risk assurance
4.9

The board should receive
assurance regarding the
effectiveness of the risk
management process.

A good risk culture is strongly endorsed by the Chief Executive in the Nedbank
Strategic Framework (Dagwood). One of the Deep Green aspirations is to be
worldclass at risk management.
Every quarter the board receives a summary of feedback from the GRCMC and
the GAC and the minutes of their meetings. The GAC includes a report annually
in the Integrated Report.
Combined assurance will be evolved based on the research conducted in 2016,
with reporting against main risks commencing in 2017.

Risk disclosure
4.10

The board should ensure that
there are processes in place
enabling complete, timely,
relevant, accurate and
accessible risk disclosure to
stakeholders.

5

The governance of IT

5.1

The board should be
responsible for IT governance.

There is adequate and effective disclosure in the Integrated Report and in the
supplementary reports to the integrated report. In addition, Pillar 3 reporting is
provided as required by Basel III.

The board is ultimately accountable for IT governance of the group and
oversees and monitors it with the help of the GITCO.
This requirement is currently fully met within the current Nedbank IT
governance structures. Primary governance forums include the GITCO, with
links to audit and risk committees, the Executive IT Committee (EITCO), cluster
representation at IT Ercos, project steering committees, prioritisation forums
and the Project Review Board.
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5.2

The IT planning process is synchronised and aligned with the annual three-year
planning process for the group and the business clusters. IT works closely with
business clusters throughout the planning process to shape a project portfolio
that ensures business targets are met and technology infrastructure advanced.

IT should be aligned with the
performance and sustainability
objectives of the company.

The IT strategy process incorporates an assessment of IT assets (asset health
checks are done with business users and include a business as well as a
technical perspective), application roadmaps (typically a three-year view
compiled with the relevant business unit to ensure its aspirations are included),
and infrastructure roadmaps (these incorporate anticipated technology
changes and strategies). These, plus formalised technology, trend scanning and
competitor analysis, form the basis of the Group Technology (GT) Strategic
Plan. The GT Strategic Plan is tabled, discussed and approved annually by both
the GITCO and the EITCO, and relevantly included in the group plan that is
approved by the board.
5.3

The board should delegate to
management the responsibility
for the implementation of an IT
governance framework.

The Nedbank IT Governance Framework takes direction from Group Risk and
encapsulates the principles, policies and standards as prescribed. Most relevant
to IT are the ERMF, Operational Risk Management Framework, IT Risk
Management Framework and EGC Framework. These are supported by:
■■ structures (the GITCO, the EITCO, the Executive Committee, Opcom, Ercos
and GT Exco);
■■

policies (IT Management, Innovation and Data, Information Security); and

■■

relevant standards and processes that are subject to audits, reviews and
benchmarks.

The mandates and relationships between the GAC, the Group Risk Committee
and the GITCO are documented in the respective charters.
5.4

The board should monitor and
evaluate significant IT
investments and expenditure.

In the main the GITCO agenda covers operational feedback, benchmark results,
project feedback, including business case and return on investment
information, project finance, risk, strategy and outsourcing. All large IT projects
are monitored by the GITCO and feedback is provided to the board.

5.5

IT should form an integral part
of the company's risk
management.

Various IT systems are used to manage risks effectively within the bank and IT
forms an integral part of risk management.
Business Continuity Management addresses the continuation of IT systems and
business processes for all clusters, should events occur that would disenable
processes and IT systems.
Four Payment Association of South Africa tests are conducted each year, one of
which is subject to external audit review. IT risk is managed in accordance with
the Group Operational Risk Management Framework.

5.6

The board should ensure that
information assets are
managed effectively.

The external audit control benchmark includes sections covering the key
aspects of information security. This is published at each EITCO and GITCO
meeting. All key audit findings (external and internal) are published and
discussed at the IT Committee meetings. Over and above key findings, matters
relating to reputational risk are also discussed at the IT Committee meetings
when required – these range from phishing, malware protection, data leak
prevention and anti-virus equipment to access control (intranet policies). The
data governance project also addresses these issues.
All data breaches with negative or potentially negative reputational impacts
are reported to the EITCO and the GITCO. As with all other severities, these are
investigated, root causes identified and resolved. Details of all severities are
published at the EITCO and GITCO meetings – this is over and above normal
line management reporting.
GIA submits a quarterly report to the GITCO on key audit issues raised.
The roles and mandates between the GRCMC and the GITCO are clear,
documented and have been in place for a number of years. Key IT-related issues
are captured and managed in the Nedbank Key Issues Control Log (KICL), as is
the case with all other key issues.

5.7

A risk committee and audit
committee should assist the
board in carrying out its IT
responsibilities.

The GITCO manages all IT systems and reports to the GAC and the board.
Minutes are discussed and monitored as part of the GAC charter.
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Governance element

Nedbank status quo

6

Compliance with laws, rules, codes and standards

6.1

The board should ensure that
the company complies with
applicable laws and considers
adherence to non-binding rules,
codes and standards.

The Nedbank Risk Appetite Policy makes provision for zero tolerance for
compliance risk. The board-approved Compliance Policy mandates compliance
with all regulatory requirements.

The board and each individual
director should have a working
understanding of the effect of
the applicable laws, rules,
codes and standards on the
company and its business.

External education initiatives through GIBS and internal ones are conducted for
the boardmembers and the various committee members. Experts on applicable
laws are requested to present to the board.

6.2

6.3

The monitoring of compliance is done by business unit compliance officers and
EGC, and reports are submitted to the DAC on a quarterly basis. The board
applies King III principles and the UK Code of Corporate Governance principles,
and these are monitored within the various board and Group Exco board
committees. EGC, with the business unit compliance officers, is responsible for
driving compliance with laws, rules and codes within the group.

A quarterly regulatory update is communicated by EGC to the DAC to ensure
that the directors are familiar with the general content of applicable laws,
rules, codes and standards to discharge their legal duties.

Compliance risk should form an The EGC Framework makes provision for compliance risk management
integral part of the company's procedures.
risk management process.
These procedures deal with the identification, assessment, management,
control, monitoring and reporting of compliance risk through the various
governance structures, including the Group Opcom, the Erco processes, the
DAC and the board committees.
EGC is the independent function, as established in accordance with section
60B and regulation 49 of the Banks Act, 94 of 1990.
The Compliance Policy is a board-approved policy implemented across the
group.

6.4

The board should delegate to
management the
implementation of an effective
compliance framework and
processes.

There is an independent compliance function as a separate cluster of the bank,
which is headed by an executive head, namely the CGCO, who is an invitee and/
or member of various executive management committees and board
committees.
The Banks Act requires compliance to be a function separate to risk, but also
that compliance and risk work closely together with regard to combined
assurance. Every business unit has a compliance head, with compliance officers
reporting into the head of the cluster.
The CGCO reports on the Compliance Framework and its processes to the DAC
quarterly, and monthly to Opcom.
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7

Nedbank status quo

Internal audit

The need for and role of internal audit
7.1

The board should ensure that
there is an effective risk-based
internal audit.

The purpose of GIA is to provide independent, objective risk-based assurance to
the Nedbank Group board of directors through the GAC that the governance
processes, management of risk and systems of internal control are adequate and
effective to mitigate the significant risks (in line with the GIA methodology), both
current and emerging, that threaten the achievement of the group's objectives.
In so doing the GAC helps improve the control culture of the group. The GAC
monitors the effectiveness of GIA.
GIA receives its authority from the GAC, which is a committee of the board of
Nedbank Group established, among other things, to review the work of the
internal auditors of Nedbank Group and its subsidiaries and to evaluate the
adequacy and effectiveness of the group's financial, operating, compliance and
risk management controls.
GIA complies with the International Standards for the Professional Practice of
Internal Auditing of the IIA, including the IIA's code of ethics and the codeveloped
Nedbank–Old Mutual GIA methodologies. The IIA Standards and code of ethics
are embedded in these codeveloped methodologies and in the Internal Audit
Charter. GIA will comply with any standards of practice that are relevant in the
SA internal audit environment and will follow the Chartered Institute of Internal
Auditors guidance on effective internal auditing in financial services, as this is
deemed to be best practice. All work is required to be performed in line with the
methodologies and charter. GIA maintains a quality assurance programme to
confirm adherence to the methodologies and the IIA standards.

Internal audit's approach and plan
7.2

Internal audit should follow a
The objective of GIA's work is to determine whether the group's systems of
risk-based approach to its plan. internal control, risk management and governance, as designed and operated
by management, are adequate and effective.
The scope of GIA's work is determined by the key risks facing the group and the
requirements of the GAC, subsidiary audit committees as well as Group Exco
and subsidiary excos. This scope includes, but is not limited to, compliance with
relevant regulations applicable in the SA environment, with due consideration
of the Chartered Institute of Internal Auditors guidance on effective internal
auditing in financial services, as this is deemed to be best practice and riskbased.

7.3

7.4

Internal audit should provide a
written assessment of the
effectiveness of the company's
system of internal controls and
risk management.

GIA has the responsibility to develop an annual (12-month) rolling internal audit
plan using a risk-based methodology, taking into consideration specific regulatory
requirements pertaining to internal audit, as well as any risks or control concerns
identified by management and the board.

The audit committee should be
responsible for overseeing
internal audit.

An independent assessment of the effectiveness of GIA has been performed
and, in line with the Institute of Directors (IoD's) requirements, 'evaluation of
internal audit' input was provided by external auditors, executive management,
risk officers and the Chief Internal Auditor (CIA). No material issues were noted
and this assessment was tabled at the GAC in October 2016.

GIA reports to the GAC quarterly, summarising the results of internal audit
activities. GIA provides the GAC with a written assessment on the system of
internal controls and risk management. This written assessment is provided
annually and covers all Nedbank Group companies, with the exception of the
African subsidiaries (where there are separate incountry, inhouse internal audit
functions). Where a risk in the African subsidiaries is considered to be a high or
very high risk to the Nedbank Group, this risk will form part of the Nedbank
Group Internal Audit Annual Audit Plan and will therefore be included in the
written assessment.

Nedbank Group – 2016 King III Principles

12

KING III PRINCIPLES (continued)
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Internal audit's status in the company
7.5

Internal audit should be
strategically positioned to
achieve its objectives.

To provide for the independence of GIA the CIA of the group is accountable to
the GAC Chairman. The CIA reports functionally to the GAC Chair and
administratively to the Chief Executive of the group. The Chief Executive has
delegated this function to the Chief Risk Officer, who has access to the
Chairman of the Nedbank Group board.
Financial independence is provided by the GAC Chair, who approves a budget
for GIA to meet the requirements of its charter.
GIA is functionally independent from the activities audited and the day-to-day
internal control processes of the bank. GIA staffmembers are authorised to:
■■ have free and unfettered access to all functions, records, property and
staffmembers of the group in fulfilling their responsibilities (subject to the
confidentiality of information, access may be restricted to the CIA); and
■■

obtain the necessary assistance of staffmembers in business units of the
group where they conduct audits, as well as specialised services from within
or outside the group.

8

Governing stakeholder relationships

8.1

The board should appreciate
that stakeholders' perceptions
affect a company's reputation.

Stakeholder perceptions of the group are closely monitored. A number of
surveys are conducted with stakeholders each year, including a groupwide
reputation survey, engagement surveys with staff and clients, and investor
surveys. These are conducted by a third party to determine if there are any
concerns that need to be addressed. Details on how the group engages with
material stakeholders is contained in the Integrated Report as well as the
Sustainability Review produced annually.
Every month the top six brokers' earnings forecasts and market consensus are
reported in the Chief Executive's Report. We engage with analysts and
shareholders regularly, and a governance roadshow is held annually prior to the
AGM, during which the Chairman and Lead Independent Director engage with
shareholders.
Investor and analyst feedback is given to the board on the annual and interim
results and investor roadshows. Nedbank's relative share price, market
capitalisation and net asset value graphs, analyst forecasts, competitor
forecasts, shareholders' analysis, strategic insight and peer comparisons are
also discussed in the Chief Executive's Report. Reputational issues are
discussed in the DAC. The Integrated Report is viewed and discussed at board
level and this includes a review of stakeholder engagements for the year.

8.2

8.3

The board should delegate
to management to deal with
stakeholder relationships
proactively.

The Stakeholder Engagement Policy, External Communication and Investor
Relations Policy, Reputational Risk Policy and Rumour Policy are maintained by
EGC, Investor Relations, Group Communications and Group Risk.

The board should strive to
achieve the appropriate
balance between its various
stakeholder groupings, in the
best interests of the company.

Stakeholder interests are appropriately considered and this is demonstrated in
the Stakeholder section of the Integrated Report as well as in the tradeoffs
we make in delivering our strategy as reported on in the Integrated Report.
Various committees of the board and committees in the group are tasked by
the board to consider various stakeholder interests in line with the Stakeholder
Engagement Policy, External Communication Policy and Investor Relations
Policy. As mentioned in 8.1 a number of surveys are conducted with
stakeholders each year, including a groupwide reputation survey, engagement
surveys with staff and clients and investor surveys.

Over and above results reporting and Securities Exchange News Service
(SENS) announcements, investor relations and executive management have
regular constructive engagements with the investment community throughout
the year, outside of closed periods. Investor Relations works closely with Group
Communications to manage media releases. A liquidity simulation exercise is
held every few years with Treasury, Balance Sheet Management, Group
Communications and the Investor Relations team, in conjunction with SARB,
to ensure that liquidity crisis risk management systems are in place. The board
receives feedback reports on management engagement with the investment
community. The Chairman and Lead Independent Director host a governance
roadshow annually to understand and respond to shareholder concerns.
Members of the board attend the AGM, as do shareholders and stakeholders.
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8.4

Companies should ensure the
equitable treatment of
shareholders.

Broad communication measures, such as local and international roadshows, ad
hoc communications, the AGM, investor conferences and presentations, SENS
announcements, media releases, analyst briefings and the corporate website,
provide opportunities for all shareholders to access publicly available
information on the group and ensures that minority shareholders are treated
equitably. Given that Old Mutual has a controlling interest in Nedbank Group, a
dedicated Related-party Transactions Committee of the board, chaired by the
Lead Independent Director, reviews all related-party transactions to ensure
that they are in the interest of all shareholders.

8.5

Transparent and effective
communication with
stakeholders is essential for
building and maintaining their
trust and confidence.

Nedbank has a Stakeholder Engagement Policy and an External
Communications and Investor Relations Policy, and communication of results
takes place in English and Afrikaans through a number of channels.
Communication with stakeholders takes place in a decentralised manner across
the group and is aligned with the federal model of the business.

Dispute resolution
8.6

The board should ensure that
disputes are resolved as
effectively, efficiently and
expeditiously as possible.

Disputes are resolved in conjunction with the Banking Ombudsman, the
Financial Services Board and the National Credit Regulator, to mention a few.
Internally, there is the Nedbank Client Contact Centre and staffmembers have
access to the Ethics Panel and grievance procedures.
There are appropriate representatives in place, ie Group Legal, Investor
Relations, Group Communications and managing executives for Consumer
Banking and Client Engagement.

9

Integrated reporting and disclosure

Transparency and accountability
9.1

The board should ensure the
integrity of the company's
integrated report.

All boardmembers review the Integrated Report contents and assume
responsibility for the final approval of content. The Sustainable Development
Performance data is specifically reviewed by the GTSEC, which recommends
approval to the GAC. The GAC specifically reviews and approves the financial
data and recommends approval to the board. Certain material data sets
contained in the Integrated Report contents are independently assured by
external auditors.

9.2

Sustainability reporting and
disclosure should be integrated
with the company's financial
reporting.

Nedbank's Integrated Report provides relevant sustainability information,
complemented by a suite of supplementary reports such as the Sustainability
Review, Governance Review and Transformation Review.

9.3

Sustainability reporting and
disclosure should be
independently assured.

The sustainability data, as included in the Integrated Report, is independently
assured by external auditors. The GAC reviews the external auditor
requirements.
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NEDBANK BOARD GOVERNANCE OBJECTIVES

We have reviewed the current 10 board governance objectives as set out below and have refined these into five new
objectives for 2017:

Current board governance objectives
1

Maximisation of efficiency and profitability within acceptable risk parameters.

2

Implementation of the group's strategy within defined compliance requirements.

3

Adherence to correct and proper corporate behaviours and providing ethical leadership to the group.

4	Balancing the interests of shareholders and other stakeholders who may be affected by the conduct of directors or
executives of the group, within a framework of effective accountability.
5	Minimisation or avoidance of conflicts of interest between the business interests of the group and personal interests
of directors or executives.
6	Timeous and accurate disclosure of matters that are material to the business of the group or the interests of
stakeholders.
7

Appropriate balance between conformance with governance constraints and an entrepreneurial spirit.

8	Achievement of balanced and integrated economic, social, environmental and cultural performance (integrated
sustainability) and the implementation of an integrated sustainability across the business.
9

Efficient and effective functioning of the ERMF.

10	Compliance in substance, not just in form, with the provisions of the Code of Corporate Practices and Conduct of the
King III Report on Corporate Governance 2010 and the main acts and regulations affecting the financial services
industry.

Board governance objectives for 2017

1	The board should set the tone at the top and lead the group ethically and effectively. This means that in the board's
decisionmaking individual boardmembers should act with independence, inclusivity, competence, diligence and
courage, and with the necessary insight, information and challenge.
2	The board should provide leadership and vision to the group that will ensure sustainable growth and appropriate
corporate citizenship for the benefit of all stakeholders of the group.
3	The board should ensure that there is a framework of prudent and effective controls that enables risk and
opportunity to be assessed and managed effectively but with the necessary entrepreneurial mindset.
4	The board is ultimately responsible and accountable for the performance of the group and should support the group
in setting its purpose and vision, and achieving its strategic objectives. These responsibilities include:
■■

delegating management of the group to a competent executive management;

■■

providing input and oversight regarding succession planning for key management roles;

■■

governing technology;

■■

governing information;

■■	ensuring

compliance with appropriate legislation, including regulations, supervisory codes and appropriate best
practices;

■■

governing disclosures so that stakeholders can effectively assess the performance of the group;

■■

safeguarding the interests of the group's stakeholders;

■■

ensuring fair, responsible and transparent people practices; and

■■

having oversight of the risk appetite and adequacy and effectiveness of the ERMF, which must include key risks,
key performance indicators, as well as strategic, business and operational risks arising from the execution of
Nedbank business strategies, decisionmaking practices and/or processes.

5	The board is responsible for the sound corporate governance in the group and for governance at board and board
committee level. The board is also responsible for the board's and its committees' performance. This includes:
■■

evaluating the effectiveness and composition of the board and its committees in order to improve their
performance;

■■

disclosing all outside interests or possible conflicts;

■■

providing oversight and guidance with regard to succession planning;

■■

creating governance structures to ensure effective discharging of responsibilities; and

■■

taking responsibility for the group's remuneration practices, which should be aligned to best market practices,
but should also consider the sociopolitical environment in which the group operates.
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