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Introduction

Zanders company profile

Zanders is a consultancy firm specialized in Treasury, Risk and Finance. We
employ over 200 professionals in 8 countries. Powered by experience and
driven by innovation, we have an extensive track record with corporate,
financial and public sector clients.
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Our Services

Zanders offers Treasury, Risk and Finance services across markets

Financial Institutions

Public Sector
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Our Track Record

Zanders has an extensive track record with international clients

Clients
Q
3,000+ 9
Projects Q
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Introduction to credit risk — a banking perspective

Credit risk is the risk of a party incurring losses due to failure of a counterparty to meet its financial obligations

& STANDARD =
o 2100w >

Default risk Downgrade risk Settlement risk
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Introduction to credit risk — a banking perspective

Credit risk materialisation differs per investment strategy

&) SR

Hold to collect Buy and sell

e.g. loans and mortgages e.g. bonds
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Introduction to credit risk — a banking perspective

Many investments will not generate losses, expectation is that only a small percentage will default. On portfolio level this will result
in a loss distribution function, with a peak around the small losses.

A bank perspective
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the loan coupon should cover for the

i
|
|
|
|
\:\ i \ realised losses.
| : Credit risk management aims at:
‘Expected’ Loss ‘unexpected losses’ | ‘unexpected losses’ . :
to be covered by e L G |-againstwhich it vl Onbf)ar‘dlng the targeted amount of
Income ! sk e el | be uneconomical credit risk
' I to hold ital . .
I | tohold caprta * Properly pricing for the amount of
| |
! S~ ! J credit risk
| \ |
| i * Manage the portfolio and defaults
|
| |

\\.

. . i i : y
\ | / Y
Body of distribution Tail of distribution

Banks and insurance companies are required to
hold sufficient capital on their balance sheet for
unexpected losses

\ to keep losses limited j
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Introduction to credit risk — a banking perspective

NPE Cycle Credit Life Cycle

3. Debt recovery: Risk strat
ISK strategy

Legal action
Debt sale

Administration: 2. Late arrears

\Ij\;c{visiOfr;s Forbearance: Loan administration Credit Risk .
rite-offs and payments Management Origination
IFRS 9 Arrears > 90 dpd g

NPE
Defaults

1. Early arrears /
Collections:
Monitoring

Arrears < 90 dpd framework
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Discussion 1

Credit risk has material impact on performance

* How to properly assess performance from credit risk in single names,
industries and country risk?

* Doilliquid investments that are hold to collect the interest also have
upward potential or only downside risk?

* What is the impact of long maturities in illiquid investments such as
loans eg:

* Corporate/SME lending
*  Project finance
* Retail mortgages

* What is the impact of illiquidity on non-performing investments?
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Credit life cycle | Origination

Credit life cycle | Risk strategy

Clear understanding and strategy of the risks in the business is
key for proper credit risk management:

1. Identification of all material risks
2.  Understanding of the drivers of the risks

3. Definition of risk parameters that give insight in the level
of credit risk

4. Appetite for risk and limits

ZANDERS

2. Risk 3. Risk
drivers parameters

1. Risk
identifi-
cation

4. Appetite
& limits

Risk strategy

Loan administration Credit Risk

and payments Management Origination

Monitoring
framework




Credit life cycle | Origination

2. Counterparty information

1. Investment criteria

= Acceptance criteria, e.g.: = Counterparty and loan details: Credit Life Cycle

= Loan size below certain threshold purpose of the loan, source of
EUR 2 million) repayment capacity
= External credit score above certain = Small, Medium and Large Risk strategy o
threshold enterprises: also business plans mehtn:ﬁ::;ia
= P&L or equity above certain figure supported by financial projections
(EUR0) = External Credit bureaus: e.g. BKR, - Cp(:.,ur:;er'
= Debt service coverage ratio (DSCR) Risk navigator score, FICO score, ! information
above a certain level (100%) Delphi score, Credit Safe, Experian Loaannzdrr;inr:;;ati;ion T orinaton tgf]iz
= LtV<100% pay Management decision
- 3. Risk
mitigating
. . . . . . . o] faCtorS
3. Risk mitigating factors 4. Risk adjusted profitability
4. Risk
* Guarantees = Return Monitoring ad;g’"'i‘t’;it'
. . . framework
= Collateral = Risk adjusted return on economic
= Credit structure: (un)subordinated capital (RAROC)
» Legal documentation: contingencies " Return on Risk weighted assets
(RORWA)
= Capital

= Provisions
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|
Discussion 2 ‘ ‘ ‘

F

!

In the origination process you balance between mandate, risks and pricing

* Areinvestment criteria sufficiently set from credit risk perspective?
* Is sufficient amount of counterparty information available?
* Are mitigating factors really risk based?

e Isrisk adjusted performance properly assessed?
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NPE Cycle | Pre-/Early arrears

Payment processing and managing arrears is an important part of credit [ ]
risk management. Material difference in the process is applied for the

various stages in the NPE cycle:
) ) X 3. Debt recovery:
Pre-arrears: A borrower is not in arrears, but there are early warning o
. . . . egal action
signals (e.g. Debit card cancellation, adverse movement in the sector). Debt sale
Actions: /'
= gather overview of borrower’s financial situation;

= encouraging the borrower to work towards a solution for its issues; Administration: 2. Late arrears/

i Provisions Forbearance: - .
= offering the borrower short-term forbearance measures. Write-offs Loan administration
IFRS9 Arrears>90dpd and payments
Early arrears: the borrower is in arrears and the days-past-due counting X oPe

has started.

Actions: \

= engaging the borrower for early recoveries; SE e

= collecting information to enable a detailed assessment of the prrears < 30dpd ?:I::]:aréti
borrower its circumstances (e.g. financial position, status of loan

documentation, status of collateral, level of cooperation);
= offering short-term forbearance measures
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NPE Cycle | Late arrears / Forbearance

Late arrears / forbearance: A borrower is classified as NPE, and in most
cases more than 90 days-past-due. [ ]

Actions:
= Initiate recoveries;

= assessing the financial position of the borrower based on new
information; 3. Debt recovery:
= offering short/long-term forbearance measures. Legal action
Debt sale
Forbearance measures: /'
= Forbearance measures must support the borrower in repaying the n

financial commitment; Administration: 2. late arrears /
i ; f Provisions ForieE e Loan administration
= After granting the forbearance measure, full repayment — including Write-offs e p
q v an ayments
outstanding arrears — must be expected; IFRS9 ‘l WETER IR pay
= Consumer protection and fair treatment of customers are taken into Defaults
account;

=  Forbearance measures cannot be extended indefinitely. \
1. Early arrears /
Collections:
Arrears <90dpd
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NPE Cycle | Debt recovery

)
—_—

Debt recovery: A borrower is classified as NPE and forbearance
measures are not considered anymore. The most cost-efficient way of

collecting the highest number of recoveries is assessed, taking the fair
) 3. Debt recovery:

treatment of borrowers into account.

. Legal action
Actions: Debt sale
= performing a cost-benefit analysis of different debt recovery options;
= commencing formal legal or insolvency proceedings;
= taking additional security from guarantors, where necessary;

= selling the NPEs;

d f . Administration: 2. late arrears /
= monitoring and reporting on performance of debt recovery activities. Provisions Forbearance: - ,
Write-offs Loan administration n
Arrears >90dpd and payments

= Deceased borrower (e.g. make claim for estate, from personal
guarantor or other liable parties)
= Bankruptcy (loan is written-off)

IFRS 9 o
‘1 NPE
Typically, processes are tailored for: Defaults /

1.Early arrears [
Collections:

Arrears < 90 dpd
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Discussion 3

Managing the NPE cycle reduces your losses

* Where to put your energy:
* Pre-arrears/early arrears
* Late arrears/forbearance

* Debt recovery
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Contact Us
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The Netherlands
(HQ)

Stadsplateau 33

3521 AZ Utrecht
The Netherlands
info@zanders.eu
+31 88 991 02 00

Belgium &
Luxembourg

Schuttershofstraat 9
2000 Antwerp
Belgium
info@zanders.eu
+32 35020 710

ZANDERS

DACH region
Switzerland

Gessnerallee 36
8001 Zurich
Switzerland

info@zanders.eu

+41 44 577 70 10

DACH region
Germany

TunisstraBe 19-23
50667 Cologne
Germany
info@zanders.eu
+49 32 221 030 840

.

Ireland

Battersea Studios 2

82 Silverthorne Rd

London UK SW83HE
info@zanders.eu
+44 20 7730 2510

Americas

230 Park Avenue
New York NY 10169
USA

info@zandersadvisory.com

+1 21 2551 1400

e

APAC
region

The ARGYLE aoyama 6F
2-14-4 KitaAoyama,
Minato-ku, Tokyo,
107-0061 Japan
info@zandersadvisory.com
+81 80 3255 9966
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Disclaimer

This information, included pictures, illustrations, graphic material, names and logos are the property of Zanders and its companies
and is protected by copyright, trademark law or any other intellectual property rights. These rights are not, in any way, transferred
to the person or company having access to this information. The content can only be used for non-commercial private purposes.
The user is not allowed to copy, send, distribute or against payment make available to a third party, without explicit approval of
Zanders.

This information in this presentation was composed carefully and is not legally binding and not meant as advice. Zanders cannot be H
held responsible or liable for the damage caused by uncomplete or unjust information in this presentation. The presented

information on possible transactions is an example and does not give any warranty on actual transactions. Actual transactions will

be performed under specific provisions and (market) conditions.
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