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1. Executive summary

The market for non-performingloans (NPLs)
has beengrowingcontinuously over the past
decade because creditquality hasbeen deterio-
ratingacross the globe. While there have been
positive signsin some markets, such asthe EU

—

Figure 1: Gross NPL stocks (EUR billions) 2011 to 2016 of
high NPL countriesin Europe (leftaxis shows countries’

stock of NPLs and rightaxis shows EU’s total NPL stock).
Source:PwCanalysisl

Thiswhite paperaims to giveyouan overview
ofhowyoucan assessandaddressyour poten-
tial challenges relatingto NPLs, from NPL
strategy to operations, I T, people and change.
We summarise our observations, experience
and understanding of financial companies’ ac-
tivitiesto optimise their NPL management. A
key pointis elaboratingapproachesto assess
your NPL landscape (portfolio processes, KPIs,
staffreadiness, etc.), the subsequent NPL
strategy designand itsimplementation. We
outlineour recent experienceswith NPL actors
in Europe, which have helpedus gainasolid
understandingofthe needsofthe NPL market
and stakeholders’ expectationsand howthese
interactandinterdependas wellas howbanks,
and other market participantsshould approach
NPLs. We extendtheviewbeyond the simple
managementof NPLsto implications of cur-
rent regulation (the European Central Bank’s
guidanceand IFRS9) and howthese create op-
portunitiesthatcan help institutionsimprove
theiroverall business. We present potential so-
lutionsto the challenges of NPL, which we
hav e gathered fromour work. We lay outhow
well-defined quantitative and qualitative long-
term objectivesunder appropriate portfolio

1PwC, May 2017, Marketupdate Q12017 (link)

Figure 2: Grossand net
lions). Source: ESRB?

asawhole, thereare stillsome countries, such
as Italy, Portugal and Greece, whicharein-
creasingly strugglingwith NPLs (see Figure 1
and Figure 2).
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segmentationand with specifically developed
strategy optionsandearly warningindicators
(EWIls) aswellasadecisiontreeforthestrat-
egy optionsandwell-trained/experienced staff
are all key elements to reduce NPLssuccess-
fully.

Inthisway, we hope to provide yousome ideas
to helpyoubuildexpertise in your business to
improve NPLsandgeneral loan management.
Implementing the suggested options (strategi-
cally and operationally) canincrease profitabil-
ity by meansofa strategic NPL reductionac-
companied by maximum recovery.

We also point out the main risksofselecting
the wrongstrategy and how they can disad-
vantage your company. We present two case
studiesto helpyouunderstandwhatthe risks
are and how takingtheright action canmakea
substantial difference. Finally, we link the NPL
market's and investors’ expectationsto individ-
ual institution’sactivities. Thisties into the
widereconomic impactofthe current NPLsit-
uation in Europeandthe NPL marketsitua-
tion.

2ESRB, July 2017, Resolving non-pe rforming loans in Europe (link)
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2. Introduction

Non-performingloansand, more generally,
non-performing exposures (NPEs) have gained
attentionglobally because stocks have become
unsustainably capitalintensive. They posean
increasingrisk to banks in terms of continuing
as goingconcerns and operating normally.
This riskwill eventually manifestitselfthrough
ripplingeffects beyond the banking sector be-
cause of resource misallocation. On theone
hand, individual bankswith large NPL portfo-
liosareforcedtodivertresourcesthatare
needed elsewhere and they fail to fulfil their

The originofNPLsis twofold. First, banksfi-
nance businesses and consumer activitiesthat
eventually become unprofitable. Second, banks
fail to enhance their internal setups to deal
with market, economic, and customer changes
aswell as fraudulentactivitiesby banksand
customers. Itis fair to say thatthe NPLissueis
now a systemic one, althoughthe solution
likely has tobe implemented by each bankon
its own, with guidance from external stake-
holders, regulators and banking associations.
The European Central Bank (ECB) issued its
guidanceonNPL strategy in March20173. The
ECB’s guidance encompassesallofthe aspects
that bankswith substantial NPL portfolios
shouldrevise. Itis, however,uptoeach bank to
developthedetailsin linewithits specific situ-
ation.

strategic ambitions and economic duty to sup-
portviable business financing. Capital that
couldbeusedtofinanceanddrive sustainable
businessesis tied up in non-performingones
and thusis not productive. On the other hand,
NPLs can inhibit banks’ lending activitiesona
larger scale because ofthe capital theytie up,
thus affectingentire economiesandtheir
growth.
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Figure 3: Distribution of NPL ratiosin EU countriesin 2016
(% of gross debtinstruments) (source: ESRB?)

What are the main causes of NPLsand why are they still a

problem?

Economic downturnsare oftenseenasoneof
the maincausesoflower debtand collateral
qualityandhigherstocksof NPLsheld by
banks. Thecauseare mainly lowGDP growth,
high unemployment rate, banks’lending prac-
tices,lowbankcovenants, creditculturein the
country, interestrates, supervisoryand legal
frameworks, etc.

Infact,it'sa combination ofthe external factor
(changesin the economy)and internal factors
(abank’s governance, risk managementand
overall culture) that exposea banktorisk of

lowerloan performance because of unforeseen
and badly managed changesin its debt-servic-
ing capacity.

NPLs are also a problem for banksthat shy
away fromthedifficultbut necessary stepsto
reduce theirexposure. Often, hard choices
havetobemade relatingto governance, pro-
cesses, write-offs and people management. In
our experience, banks thathave accepted the
realityandtaken upthe challenge by buildinga
forward-looking strategy based on observable
marketchangesand by implementing suitable

SECB, March 2017, Guidance to banks on non-performing loans (link)
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operationalchanges (e.g. settingupastrong management, and improving the training of
workoutunit staffed with experts) have man- theirstaff—frontto back).

aged far better their NPLs. They've also shored
up theirviabilityas going concernsandtheir
resilienceto poorly performing loansin the fu-
ture (e.g. by upgradingtheircreditrisk and
scoringmodels, upgradingtheir ITanddata

A recentECBsurvey appearsto show thatthe
two main external impediments to resolving
the NPL problemforbanks are currently the
lengthy andcostly insolvency process and the
inefficiency ofthe NPL market (see Figure 4).

0% 10 % 20 % 40 % h0 % 60 %
ve non-performing loans

What are the impediments to res

3. Lack of financial resources

b. Lack of qualified human resources

¢. Tax disincentives to provision against and write off NPLS

i. There is no impediment

Figure 4: Impediments for non-performing loans resolution are still dominated by lengthy and costly judiciary insolvency
process andthe inefficiency of the NPL market#

Many financial institutions still face data qual- e Discrepancies betweenloandocumentation
ity issues, which isoneofthereasons forthe and datarecords.
inefficiency ofthe NPL market. Inadequate ¢ No or incomplete documentation.
data meansthatbankscannotprovide inves- e Poorcollateraldata andvaluation method-
torswiththe robust informationthey needand ologies.
makesNPL trading pricey. e Non-compliance with regulatory require-
. o ments(e.g. ECBreportingonNPL stock for
The mainNPL dataquality issues thatbanks banks (BCgBSZ39 e?tc) g
currently faceare: ' o .
e Frequentchangesindatasourcing proce-
e Lackofhistorical data, track record of expo- dures,whichleadstodiscrepancies in data
sures. quality.

4ECB, December 2016, Risk assessmentofthe European banking system (link)
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3. The right NPL strategy —
the key to resolving the

NPL i1ssue

Both the ECB’s guidance and generalgood
practice based onexperience appear to suggest
that everybank hasto understandits portfolio,
operationalreadiness, clientbase and market
in ordertoformulate itsownoptimal strategy
for NPL management. While thereis a range of
options, thereis nomagic bullet. Hardworkis
neededfromtheanalystsup to the C-suiteto
defineastrategy and implement it operation-
ally.

Itisalsoimportantto notethata strategy’s op-
erationalrealisationcanchange over timeand

Strategy

Description

that parts of it arelikely to be diametrically op-
posed (e.g.incentivesand remuneration).On
the one hand, an efficientand quick reduction
in NPL stocksis demanded. On the other hand,
workoutsmightbe more effective, butthey
take moretimeand carry operational risks.
Workoutmanagersmustalso beencouragedto
reducetheir NPL portfolioeventhoughthisac-
tually meanstheyare makingthemselvesre-

dundant!

What are the main NPL strategies? The ECB
suggeststhefollowinggeneralstrategiesfor
NPL portfolio management.

Advantage

Disadvantage

Applicability

Write-off ThebankwritesofftheNPLsthatare Quick; low effort; High loss. Smallitems; items
recognised asunrecoverable. Theim- canbedoneforin- thatwouldrequire
pactisimmediateandeliminatesfu- dividual line items; disproportionate
turerisk and potential losses. The position isimmedi- am ount of work;
loansare removedfrom the balance  ately removed from itemsthatare rec-
sheetand 100% loss goestoP/L. balancesheet. ognisedasunrecov-

erable.

Sale The banksellstoa bank or another Quick; low effort; Needs negotiations Portfolioof items
professional investor a sub-portfolio  higher recovery with counterpar- with similar or
of NPLsthatitrecognisesasunrecov- thanwrite-off;item ties; significantloss identical parame-
erable. Depending on the arrange- isimmediately re- islikely (highdis- ters;homogeneous
m ent, theexposures areeither re- m ovedfrom bal- counts). groups (e.g. retail
m oved from thebalance sheet or go ance sheet. realestate, credit
off-balance sheet. Thebank accepts a card debt).
haircutbut recoverssome part of the
exposureessentially immediately.

Hold, The bank holds the exposures, ac- Low effort; poten-  Risk ofgreaterex- Larger or more

Forbear- ceptingcurrentnon-performance un- tialforimprove- posure. com plex items;

ance der theassumption that conditions m ent. itemsthat havepo-

willchange within a reasonable time
and theexposurewill become per-
forming again. Theexactapproach
dependson the operating model, the
forbearance policy, the borrower as-
sessm ent, the available operational
NPL m anagement capabilities, and
availableexternal service providers.

tential for recovery.




Strategy

Description

Advantage

Disadvantage

Applicability

Workout Workoutisan active hold strategy

w hereby the bank restructures exist-
ing loan agreements to optimise re-
cov ery. Workout requires a detailed
borrower profile, financial analysis,
cooperation and a business viability
assessmentalongwithsophisticated
m onitoring processes in the bank.

High recovery.

High effort; needs
appropriate pro-
cessesand people
in bank (useofre-
sources, expertise).

Larger or more
com plex items;
itemsthat havepo-
tential for recovery

Change Foreclosure,debttoequity swap, Good potentialfor Medium effort; Works best for spe-
of expo- debttoassetswap,or collateralsub- recovery. needsappropriate  cificexposures; le-
sure stitution. processesandpeo- gal process (in
plein bank; poten- court); timecon-
tialfor further loss. sumingand costly.
Legal Thisincludesinsolvency proceedings Good potentialfor Higheffort;needs Largerormore
actions and out-of-court solutions. recovery. appropriate pro- com plex items;

cessesand people
in bank; potentially
lengthy proceed-
ingsanduncer-
tainty about the
outcome.

itemsthat have
limited potential
for recovery; time
consuming and
costly

Table 1: The potential strategies for NPL management

Astheabovetable shows, thereare various
general strategy optionsavailable to managea
bank’s NPL portfolio. Management should
considerall ofthembecauseitis likely acom-
binationofthese options is the bestchoice, at
least for a well segmented portfolio. Clear roles
and responsibilitiesregarding the differentre-
latedactivities must be setup in the organisa-
tion. Itshouldalso be noted that,on aninstitu-
tional level, there are further options to create
the framework under whichthe bank operates.
The bankcan, forinstance:

e Enterajointventure, inwhichitshares
the riskandthe performance of the NPL
portfolio with a third party butkeepsthe
NPLs on its balance sheet. The jointventure
partnerwould have the opportunity to in-
vestinabank’sNPL portfolioswithout
owning themanditwillinjectcapital into
the jointventure platform (a special pur-
posevehicleorSPV).

e Partnerwithaservicingprovider for
NPL s (workout, restructuring, foreclosure,

etc.),which would allowthe bank tofreeup
internal resources and return themto its
corebusinessactivities. This mayalso pro-
videadvantages in terms of alternative ac-
counting and tax options.

e SecuritisetheNPL portfolioby trans-
ferringittoan SPV,whichthenfundsthe
assets by issuingtranches of securitiesto
externalinvestors. Some EU governments
guarantee or co-investin more senior
tranches (e.g.in ltaly, the senior tranches of
some banks’ securitisationsof NPLshave
beenguaranteed by the government).

e Sell NPL portfolios toanational asset
m anagementcompany (AMC). This
optionisavailable only in a few countries
that currently have a national AMC.

e Sell NPL portfolios toinvestors, hence
removing the NPLsfromthe balance sheet
after agreeingonthe price ofthe NPLs.
However, efficient pricing (bid/ask spread)
remainsa problemin most markets.



ECB guidance and requirements for NPL management

The ECB guidance® providesconstructive whichincludesthe maincomponentsde-
points for banksto startandto improve NPL scribedin Figure5 below.
managementand itsoperational realisation,

6 NPL strategy

Collateral
valuation

Forbearance

policy

‘We assess the internal capabilities for the reduction and management of the NPL portfolio, the external factors (macroeconomies, NPL
market, investors ete.), NPL impact on capital, relevant NPL portfolios and other relevant factors.

We develop a strategy by setting long-term qualitative and quantitative targets for each portfolio segment with specific strategy options
to implement an operational plan (organisation of required resources, opportunities).
‘We embed the strategy by instating the framework for KPIs, responsibilities (RACI), people, processes, communication and reporting.

The top-level NPL management body annually reviews and approves the NPL strategy, policies, defined objectives, and incentives.
‘The NPL operating model is realized through a dedicated workout unit with respective subunits and relevant NPL expertise, sets
control functions covering the three lines of defence, the workflow between the workout unit and all other departments.

The workout unit actively monitors the teams’ KPIs, and portfolio/position development using early warning indicators per portfolio,
counterparty, and position.

In order to align with regulator expectations, the bank applies EBA NPE definitions (e.g., “more than go days past due” or “unlikely to
pay” assessment) and implements triggers.
Management sets the bank’s forbearance poliey, which defines and sets forbearance conditions, processes, responsibilities etc.

The bank accounts for contamination and pulling effect: If part of an exposure is non-performing, the entire exposure is set as non-
performing. If more than 20% of an exposures of one counterparty are PD go days, all other exposures of this counterparty are set NPE.

The bank’s valuation approach, which should include a review, at least annually, of the collateral values within their NPEs should
encompass back-testing (e.g., as prescribed under IFRS q).

Foreclosed assets need proper valuation at fair value less costs of selling, applied discount for illiquid assets ete.
Proper Governanee requires valuation policies and procedures, approvals, reporting ete.

As part of the forbearance proecesses, viability assessment should be conducted for borrowers and business, ineluding the analysis of
their respective financials.
In order to determine optimal forbearance strategy options, a decision tree should be defined and used.

The forbearance processes should be in accordance with the forbearance policy, viability/affordability assessment, milestones, and
monitoring.

Individual provisiens should be set accerding to criteria and thresholds to calculate individual exposures. A conservative approach to
the future cash flows estimation under the “going concern” and “gone concern.” scenarios should be taken.

Collective provisions are determined using criteria for grouping exposures, application, and integration of risk management systems.
Additional issues arise from treatment of off-balance sheet items (gnarantees, loans commitments), impairment losses recognition ete.

Figure 5: The main components of the ECB guidance on NPLs

The ECB’s NPL guidance is non-bindingand the ECBasking them to establish clear targets
aims at identifyingthe best practices banks for the reductionoftheir high-NPLlevelsover
and financial institutionsshould incorporate in realistic butsufficiently ambitious time hori-
ordertoreduce their NPL portfolios. The ECB zons. Thesebanks shouldlay out, foreachrele-
asks banks to define “realistic and ambitious vantportfolio, a clear, credibleandfeasible
strategies”. A number of individual (‘high- NPL reductionplan covering the bank’sap-
NPL’) banksreceived a communicationfrom proach, objectivesandactionplan.

5 ECB, March 2017, Guidance to banks on non-performing

loans (link)
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Six-stepapproach toaddressthe ECB’sguidance

Inline withthe communication, the key elements for aneffective NPL reductionstrategy are the fol-
lowing:

Step Description

1. Define NPL strategy ¢ Setlong-term (atleast fiveyears) quantitative targetsforthe
global NPL portfolio and each sub-portfolio (the ECB defines seven
ty pesofportfoliosdivided into two maingroups: non-financial cor-
porateand households).

¢ Define andimplementstrategy optionsfor each sub-portfo-
lio; possibleto defineatop-down/bottom-up strategy fora certain
numberofhigh-NPL cases.

2. Embedstrategy o Implementboard andriskcommittee meetingsto review ob-
jectivesand NPL strategy on a monthly/quarterly/annualbasis.
e Hire specialistsandexperienced workout officers.
¢ Implement anincentivescheme for the workoutunitin order
to achievethe NPL reduction plan’s objectives.
e Enhancedataqualityofthe NPLportfoliosandtheircollaterals
to offset potential bid/askprice spreads.

3. Design TOM e Designatargetoperatingmodel (TOM)andalign it withthe
workoutunit’s activities (organisational structure, processes, hu-
man resources, etc.).

o Thedefinitionofthe TOM willrequire analysis of external provid-
ers’internal capabilities.

4. Apply strategy decision e Createadecisiontreefor thestrategy options andimplement

tree it in the workout unit's day-to-day NPL businessdecisions (see fig-
ure 3).
5. Developandapply o Tailortheforbearance policyandstrategy for maximumre-
policies covery.

e Followaprovisioningpolicyinlinewiththe NPL reduction
strategy (enhancement of the coverageratio, IAS39/1FRS9).

6. Measureandrefine e Setmonthly KPIs fortheworkoutunitofficers(individual
NPL management reductionofthegross NPL, cash collected, recoveryrate, etc.)and
for the NPL management efficiency monitoring (e.g. NPL/to-
tal loans ratio, NPL coverage ratio, cureandre-defaultrates, etc.).
e Reviewofthe creditanalysisandcovenantsintheloanorig-
inationprocess (lower LTV, higher debt service coverage ratio, col-
lateral requirement, credit score prerequisites etc.) —to solve the
NPL issueat one ofits sources

Table 2: The key elements for an effective NPL reduction strategy. Note thatstep6 to 1is a feedback loop.



Asexplainedin thesix-stepapproach (seeta- key steptoaddress the ECB's guidanceonre-
ble 2 above),implementing andapplyinga ducingNPL stocks. Figure 2 belowis an exam-
strategy optionsdecisiontreein the workout ple ofastrategy optionsdecisiontree example.
unit’s day-to-day NPL business decisions is a

Decision tree

Co-operative? Business viable? Fully covered? Strategy Operational action ECB Strategy

— I
— I
— I

T BT

—> I
— .|
— T

'

) 4

..

~ I

Business viable > ateg —p Action 9
> Action 10

'

Figure 6: Example NPL strategy options decision tree
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4. What are the risks of
choosing the wrong strat-

egy”?

Choosing thewrong NPL strategy canresultin
low cashrecoverydueto the inefficientselling
pricesandthusa shortfall in overall revenue
for the bank. Forexample, omittingto assess
the credit score or businessviability ofthe
counterparty ofan exposurecanresultinthe
wrong strategic choiceandin aloss of revenue
for the bank. Forinstance, it mightchoose to
sell (lower price and expected recovery) whena
properassessmentwould have suggested a
hold strategy thatyieldshigher future cash
flows. On the other hand, holdingan NPL port-
folio instead of sellingit throughdivest-
ment/active reductioncan increase the capital

and liquidity requirements (e.g. decrease in the
CET1 ratiowithan increasein the RWA, a po-
tential decrease in the LCRand NSFR liquidity
ratios)andunnecessarily tyingup internal re-
sources (the workoutunit and other depart-
mentsinvolved).

When makinga strategic NPL decision, banks
shouldtakecaretofollowaclearanalysisand
decision processwith regardto their NPL
strategy options(i.e. useofadecisiontree, de-
rivetheavailable optionsandalignwith the
portfolio objectives) and the bestpracticesset
out by the ECB’s NPL guidance.

Casestudy 1: Greece—aspiral of loss

Since Greecewas hitby the financial crisis in
2010, itsbankshave been recapitalised three
times: thelast roundin 2015 foratotalof EUR
43 billion. However, the balance sheetsof
Greekbanks arestill in bad shape, beingse-
verely impacted by the highnumberof NPLs
(the ratio of NPLsis about40%¢8). So why does
Greecestill have thishigh NPLburden?

Although Greek banks have agreedtoan NPL
reduction plans, in the beginning of 2017 the
grossNPL stock spikedatalmost EUR 1 billion
due to the enduringeconomic recession. Many
borrowers refused to repay oragreeto restruc-
ture theirloans in the hope that the govern-
mentwould come to an extrajudicial compro-
mise in the near future that might improve the

contractual terms and debthaircuts. Moreover,
the deferredtax credits (DTCs) related to NPLs
remain anissue because they can be counted
as capital regardlessofwhether the banks
make a profitoraloss, thusreducing Greek
banks’ capital quality.

Greeceliberalised its NPL marketin 2015 with
the aim of attractingforeign investors butthis
has nothappenedyetduetothe remaining
economic uncertainty. Thecreationofana-
tional AMC couldbe another option to attract
fresh foreigncapitaltothe Greek NPL market.
However, the uncertainty about the economic
futureofGreece hastoberesolvedfirstifthis
objectiveis tobe achieved.

Casestudy 2: Balkanregion—hold out vs. firesale

INn2012/2013,the Balkan region was hitby a
severe economic downturn, which later af-
fected the banking system by impacting loan
gualityandincreasingthe stock of NPLs held
on bank balance sheets.

6 Bruegel, February 2017, Should we worry about Greek
banks? (link)

"Euromoney, July 2015, Emerging Europe: NPL sales pick
up in CEE (link)

PwC

Some banks reacted hastily and sold their NPL
portfolios atsteeply discounted prices to out-
side investors (NPL managementfunds?.8.9).
RecentECBrisk reportssuggest that the over-
allamountofNPLson bank balance sheets has
decreased. Itis likelytherearestillconsidera-
ble volumes of NPLs thatare nowwith private

8 Reuters, June 2015, Apollo, EBRD to buy Slovenian bank
NKBM (link)

9SeeNews, July 2016, Slovenia's NLB to sell portion of bad
loan portfolio for 396 million euros (link)
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investors, thus increasing the banking sector’s
‘safety margin’ to some extent. Nevertheless,
the total amountis stillsome 15%, which
meansthatat least some banks are holding
onto their NPLs. Why?

Giventhat mostloansare likely securitised by
real estate, the 2012 downturncaused real es-
tate pricestofall and, inturn,increased loanto
value (LTV)ratios leadingto balance sheetim-
pairments.

However, the real estate market hasbeen recov-
ering and it shows strong signs of further recov-
ery. This will lead to decreases in LTV ratios
(depending on efficient portfolio management,
of course) and, thus, the improvement of loan
portfolios. Banksthat held their NPLs and com-
panies that bought NPL portfolios early on are
likely to benefit fromthe current economic up-
turn. Their portfolios have significant potential
for recovery, supporting the hold decisions
made in 2012 and 2013.

12



The wider economic

Impact

The currentsituationrisksthe development
and stabilityofpartsofthe EU—and theEU as
whole—ifthe resultingproblemsbecome con-
tagious (e.g. by affectinginvestorssuch aspen-
sion funds). The current European stock of
NPLs has deep structural causes andis par-
tially alegacy fromthelastfinancialandeco-
nomiccrisis, during whichassetquality issues
havebeenhighlighted (assetquality review).
The growthin NPL stockshasrevealed the lim-
ited capacity ofthe EU bankingsystemto deal
with distressed debt. A number ofbanksin
countries acrosstheeurozonecurrently hold
high levelsof NPLs—the so-called ‘high-NPL
banks’. The ECB, whichis responsible forthe
stability ofthe European banking market, has
summarised the experiences of banksunder its
supervisionwithNPLs in itsrecently released
NPL guidance! (March2017). Thisguidance
was publishedto help the managementofEU
banks establish and further develop best prac-
ticesfortheir NPL strategiesand operations.
The ECBrequireshigh NPLbanksto establish

10 ECB, March 2017, Guidance to banks on non-performing
loans (link)
1 ECB, May 2017, Financial Stability Review (link)

PwC

and integrate a clearand ambitious NPLre-
ductionstrategy thatincludes:

¢ specific long-termtargets,

e arange of policy options,

e anoperational plan, and

e overall governancestructures.

The ECBexpectsa purposefulandsustainable
reductionofNPLsonhigh-NPLbanks' balance
sheetsto promote the economic stability from
amicroeconomic and macroeconomic pointof
viewand restore confidence in the banking
sector. Accordingtothe ECB's latest Financial
Stability Review!, the NPL issueis quite heter-
ogeneousthroughoutthe EU. Moreover, Vitor
Constancio, Vice-Presidentofthe ECB, still
sees the resolution of NPLs ashappeningonly
slowly.2

Inthe presentpaper, we describe the current
market, recentobservations aboutthe origins
and causes of NPLs and, more generally, their
various manifestations aswell asthe different
approachesto handlingthem.

12 Speech at Tackling Europe’s non-performing loans cri-
sis: restructuring debt, reviving growth event organised by
Bruegel, Brussels, February 2017 (link)
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The currentsituationin Europe

The present lowinterestrate environmentcon-
tinuesto challenge for banksin termsofgener-
ating sustainable profitsand, in some Euro-
pean regions, profitability expectationscon-
tinue to be weakened by the large stock of
NPLs thathasbeen built up.

DespitethefactthatEU AMCsweresetup to
transfer the NPLs frombanksunder restruc-
turing(NAMA in Ireland, SAREB in Spain,and
BAMC in Slovenia), 107 significantinstitutions
(Sls) inEuropestill held NPLsforagross
amountofaround EUR 866 billionat theend
0f2016 (thetotal European NPLburdenex-
ceeded EUR 1 trillionforthe same periodi. ).

2012

20132

2014

The NPL reductionhasbeen slow and hetero-
geneouswith double-digitlevelsin six of the
mostimpacted euro zone countries. In terms of
scaleandsize, banks directly supervised by the
ECB still heldEUR 921 billionofsuchtroubled
loansat theendof September 2016, whichrep-
resented 6.4%of totalloans and nearly 9%of
the eurozone’s GDP)%2,

In 2016, European banks heldEUR 2.3 trillion
ofloanstheynolongerwanted, of which
around EUR1 trillion wereNPLsand EUR 1.3
trillionwere performing. The value of the Eu-
ropean non-core assetsrose dueto the contin-
ued restructuringofthe banking sector result-
ing in moreassetsbeing designated asnon-
core.

2015 2016

Figure 7: European banks non-core assets evolution (source: PwC analysis!?)

13pwC, May 2017, Marketupdate Q12017 (link)
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Figure 8: Non-performing exposure ratio in the euroarea countries (Q4 2014—Q4 2016; percentages, euro area aggregates)'

Despiteadeclinein thesecondhalfof2016,
followingan increase in write-offsand portfo-
lio sales,the NPL to total exposure ratio
(NPL/total credit exposure)in the high-NPL
countries still remainshigh, whereasthe euro
areaaverage continuously declined from De-
cember 2014 to December 2016 (ca. 6%in Q4
2016) (seeFigure8).

The EU’s NPL levelremainshigherthanother
majordeveloped regions. Forthe USand Ja-
pan, the World Bankreported NPL ratiosof
about 1.5%at theendof2016. In the aftermath
ofthe global financial crisis, the recognition of
losses has beenslowerandmore gradual in
Europethaninthe US (NPL ratios peakedin
2012inthe EU compared with2009in the
us).

The EU member states thatwere most affected
by thefinancial crisis experienced majorin-
creasesin their NPL ratios. The most impacted
euroareacountriesin 2017 are Cyprus, Greece,
Ireland, Italy, Portugal and Slovenia.

By the end of December 2016, the two coun-
tries that had to implement strictcapital con-
trols, Greece and Cy prus, reported NPL ratios
of46%and 45%, respectively. The four other
mostimpacted NPL countries (I reland, Italy,
PortugalandSlovenia) allreported NPL ratios
between15%and 30%, whilethe other EU
countries had NPL ratios below 7% (see Fig-
ure 8).

However,the NPLcoverage ratio (NPLprovi-
sions/gross NPLs)currently standsat 82%on
averagefortheeuroareaasawhole (Q2 2017,
ECB), which is promising.
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Figure 9: Texas ratio comparisonbetween the high-NPL countries and the other countries in Europe (2007—2015; percentage;

median values)®

Asshownin Figure 9, the Texas ratio
(NPLs/tangible commonequity) wasstill
above 100%at the end of2015 for mostofthe
affected European countries. A ratio above
100% meansthata bank’stangible equity can-
not coverthe NPL exposures. Many high-NPL
banks in Europe currently stillhave Texasra-
tios above 100%. For example, in I'taly most of
the largest banks have Texasratios wellin ex-
cess 0f100%. Italianbanks made the newsin
Q22017 (MontedeiPaschidi Siena, Banca Po-
polarediVicenza and Veneto Banca)s because
ofthe increasingunsustainability of their
NPLs. Small and medium-sized enterprises
(‘Non-financial corporations—SME’ according
to the ECB'’s classification) are most impacted

5PwC, December 2016, The Italian NPL market (link)

PwC

by NPLsin the EU, followed by large corpo-
ratesandhouseholds.

NPLs have a negative impact on Europeaneco-
nomic growth:large NPL portfoliosreduce
profitability, increase fundingcosts and tieup
banks’ capital (liquidity), which negatively im-
pacts the credit supply and, ultimately, growth.
The NPL problemis currently affecting Euro-
pean banks’ profitabilityandis one ofthe main
reasonsforthelow return on equity (ROE)
across the EU, whichis currently around 5%
onaverage and remainsbelowthe cost ofeq-
uity. The European Banking Authority (EBA)
sees highNPL levelsand low profitability as
the mainrisksof EU banks bothnowandin
the coming years.
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Marketoverview

The riseof NPLshasbroughtaboutthe crea-
tion ofasecondary market and attracted new
marketplayerswhose businessrevolves
aroundbuying/selling/trading and the
workoutofNPLs. Banksareincreasingly en-
couraged by regulatorsto reduce their NPLs,
mainly by increasing the capital requirements
for suchpositions. Thishasledto thefor-
mationofcompanies specialisingin the han-
dling of NPLs. These companiescan focus their
business activities on the valuationofNPLs
and their bundling, processingand monitor-
ing, while thismightbefinancially unattractive
for banks. Thisisevenmore the case as banks
are encouraged to reduce NPLs. Building up ef-
fective NPL managementdepartmentswould
be counterproductive forbanks in thelong run,
but beneficial for such NPL specialistinstitu-
tions. Giventhe capital intensivenessof NPL
trading—banksare usually more interested in
offloadinglarge portfoliosrather thanindivid-
ual positions —investmentfunds thatprovide
capital to NPL tradingcompanies have also
grown. Theilliquid nature of NPLslimits mar-
ket participants to banks, traditional ‘long-
only’investors, hedge funds and private equity
funds. These investorsarealsoinvestingin the
AMCSPVs. Forexample, NAMA (Ireland) and
SAREB (Spain) AMCs are largely privately
owned.

Inaddition to the ECBguidance,a numberof
policyoptionstoaddressNPLshave the poten-
tial to deal with related market failuresand, ul-
timately, facilitate theworkoutorsale of NPLs.
One ofthe key preconditions for the successof
thesepolicyoptionsis the improvementofle-
gal processesgoverning debtrecovery.

16 Cushman & Wakefield, 2016—2015, Europeanreal estate
loans sales market(link 1, link 2)

PwC

Amongst the options, whichinclude the estab-
lishment of national AMCs and asset sales with
the assistance ofan NPL transaction platform,
the ECB highlightsthe potential role and bene-
fits of several co-investmentstrategies (be-
tweenthe private sector and the state) to ad-
dressNPLs. The mainadvantage of these co-
investment strategies is thatthey may enable
sales thatmight otherwise notoccurowing to
the currently elevated bid-ask spreadsfor NPL
portfolios.

The interestofinternational investors in the
acquisitionofservicing platforms remainshigh
inordertooptimise NPL portfoliosalesand
management.

The topNPL investorsin Europe in 2015/2016
includeds:

Cerberus

Lone Star
Deutsche Bank
GoldmanSachs
Carlval

The topNPL sellersin Europe in 2015/2016
includeds:

e UKAR

e NAMA (Ireland AMC)
RBS

GE Capital

e PermanentTSB

In Q1 2017, over EUR 50 billionof NPL deals
are expectedto becompletedorare in progress
(see Figure 10).
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Figure 10: NPL transactionsfrom 2016 to Q12017 by country and loan type®®

Various factorsare creating gapsbetweenthe
book value of NPLs (netofloss provisions) and
the marketprices. Investorsmay inputa series
ofdiscountcriteriain their pricing, whichin-
clude:

(a) lackofinformation, dataasymmetries—
the selling entity has always more infor-
mationaboutthe NPLs thanthe buyers, so
alowerbidfrominvestorsmay reflectthis
uncertainty;
the estimated potentialcost and time to
recoverthe NPLvalueand itspotential
collateral, which reducesthe NPL price;
and
(c) varyingexpectations forthe macroeco-
nomic outlook—a more optimistic view
about thelocal economymaybeheldby
the sellerthan theforeign investors.

(b)

The high NPLsupply volume andsomevery il-
liquidassetswilltend to move the market
pricesagainst thesellers. Hence, these bid/ask

PwC

spreads could preventsome banksfromselling
their NPL portfolios.

Another potential problemin the NPL market
isthat variousstructuralimpediments may ex-
istin somecountriesthatconstrainthe devel-
opment of an active NPL market. Thiscould
lead toan increase in cost and time for the sale
and collateralexecution, and increase the
bid/ask spreads (asexplainedabove). Suchim-
pedimentsare notin the banks’control. They
include, forexample:

¢ National insolvency regimes that‘overpro-
tect sometypesofcreditorfromlegal fore-
closure enforcement actionsand collateral
appropriation (e.g. retail mortgage borrow-
ers).

¢ No out-of-court restructuring arrange-
ments.

e Pressurefromgovernment on lendersand
the legal systemto avoidforeclosures.
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e Legislative limitationsoncollateral salesof
sometypesofcollateral (e.g.residential
property).

¢ Non-bankentities are legally prohibited
from purchasingand managing NPL portfo-
lios, thusmakingit difficult for non-bank
companiestoenterthismarket (e.g.in
2015, Greece passed law 4354/2015 to facil-
itate thesale of NPLs to non-bankcompa-
nies).

o Lackofoverallskillsinthelegal systemto
process enforcementactions against non-
performing borrowers.

The global NPLmarketis still maturingand
has significant potential forimprovementin
ordertoincrease marketefficiencies for buyers
and sellers.

What do the market and investors expect?

In general, the market expects that banks fol-
low the ECB’s best-practice guidance on NPLSs.
However, an efficient NPLmarketanda bal-
anced insolvency regime (quickerand less
costly legal processes) are also anticipated. The
marketexpectsmore helpfromthe stateand
centralbanksinorder todeleverage andre-
ducethe NPL stocks by relaxing the bank reso-
lution regime (BankRecovery and Resolution
Directive, BRRD). Thereare manylegal con-
straints ongovernment ability to create NPL
AMCs, includingthe BRRD resolution frame-
workand the EU state-aid rules.

Ex pectationsare high forthe easingofsome
national NPLregulations to allow, forexample,
investorsthat are notbankstoenterthelocal
NPL markets. I nvestors expect less economic
uncertainty in the high-NPL countries they in-
vestin, moretransparency (i.e. improvements

in data quality, fraud, valuation, etc.) and more
power to take decisions regarding their NPL
portfolios (e.g., asthe major shareholderofthe
bank, partnerinajointventure,etc.).

Banks’ lending practices are also expected to
improve. Replacing NPLswithnew loansthat
then become non-performingis nota viable so-
lution. Robust and sustainable changes need to
be madeto the banks’ structures. Hence, the
marketexpectsa reductionin the NPL stocks,
whichcanbe achieved, forexample, by apply-
ing the ECB’s guidance, creating anefficient
NPL marketandincreasingthe supportpro-
videdby AMCs, regulatorsand central banks.
Thiswouldallowinvestors better returnson
theirinvestments and increase their likeliness
to invest, thus supportingthe overall ambitions
concerningthe managementand reductionof
NPLs.
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5. PwC Switzerland service

offering

Givenourfirst-hand experience, we believe
that the solution to the EU’'sand other mar-
kets’ NPL portfolios must come from consider-
able structural reforms of the afflicted individ-
ual banks. Central banks and regulators should
supportthe processhby providingthe banksun-
der their supervision withguidance and sup-
portby means of appropriate legal frameworks
and facilities.

PwC helpsbanksthattake upthechallengeto
implementthe neededstructural reformsand
obtainalong-termviewto strikeagoodbal-

ancebetweencosts, capabilities, marketop-
tionsandthe needforaction. We support
banks’ transformations in regard to their gov-
ernance, policies, reporting, financial models
and people.

On the basisof ourexperience, we helpbanks

to:

¢ Develop,implement and reviewtheir NPL
strategies;

¢ Realiseoperationally their NPL strategies;

e Arrangethird-partysupport(e.g.vendor se-
lection).

NPL strategy development, implementation, and review

Whenyoudevelopyour NPL strategy, we facili-
tate yourassessmentoftheexternalandinter-
nal environment, as it is today and develop-
mentsin theforeseeable future. We helpyou
gatherall relevantinformationfromthe operat-
ingunitsinvolvedandformadecisionthat ac-
counts for NPL reductionsas expected by the
regulatoraswell as your operational capacities,
viable options, economic scenariosand portfo-
lio composition (includingthe underlying
debtorstructure).

Throughouttheimplementationofthe strategy
(the operational realisation), we support man-
agementin continuously monitoringany unex-
pected developments or unjustified assump-
tions. Thisis very much appreciated by our cli-
ents becausea large partofthe implementa-
tion hingesonthereadiness ofthe bank's staff
(e.g. negotiatingskills in theevent of restruc-
turing), whowe helptotrain.

Since well-balanced remuneration and perfor-
mance monitoring are key for the successful

operational realisation of the NPL strategy, we
helpyouinits design and implementationat a
high level andin detail. A regular reviewofthe

Example: NPL strategy development

In supporting a bank with its strategy formula-
tion, we assisted it by assessing the state of the
environment (real-estate market, economic land-
scape, NPL buyers, etc.), its staff capabilities as
wellasitsprocess and I Tlandscape. On the basis
of our analysis, we drafted a strategy to support
staff training and reorganise functions and loan
processing, with a focus on I T to facilitate moni-
toring, reporting and scenario analysis.

fulfilmentofstrategic ambitionsand goals, ad-
justedtofit the time frame defined by manage-
ment and the regulator, supports the NPL
strategy’ssuccessful implementation. We de-
liver value notonly by providingsupportfor
the review, butalso in trainingthe stakehold-
ers. We assessthe adequacy and appropriate-
ness (notleastin termsofproportionality) of
yourcurrent NPL strategy against your own
and the regulator’s expectations (e.g. ECB
guidance). Dependingon your level of readi-
ness, we further developyour NPL strategy to
meetall stakeholders’ expectationsand review
its successafterimplementation.

Immediate action you can take:

| Review whetheryourbank hasan NPLstrategy in placeand its underlying assumptions, how up-
to-date they are and how well the strategy is embedded in your bank’s operations.
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Operational realisation of the NPL strategy

Inimplementingthe NPL strategy through op-
erationalactions, we go throughthe business
elements thatneedtobereviewedandad-
justedforitssuccessful realisation. To provide
the maximumvalue, we provide supportin the
reviewandadjustmentprocess andwe train
the stakeholders asneeded (e.g. credit officers,
workoutspecialists and riskmanagers). In do-
ing so, we address the issue of howto prevent
NPLs as wellas howto handle existingNPLs.
In particular,we helpwith:

e Reviewandoptimisationofloanlifecycles

¢ Valuation/assessment

e Securitisationand SPV (review/optimisa-
tion)

e Governanceand processimprovements
(e.g. creditapproval automationand quality
control)

Policies
Monitoringandreporting
IT

Peopleandchange

Aswiththe NPL strategy, it isimportantto
keep in mind proportionality. We helpyouto
understand regulators’ expectations, which
might differ from those of management and
dependonthebank’sriskexposuretotheeco-
nomic areaunder supervision. We assistyouin
addressingthese expectationsappropriately
while realisingsynergies, where possible (e.g.
with respectto reporting). Our supportcanbe
particularly useful when you wantto make sure
that governance andpoliciesproperly account
for the sizeand complexity ofyourbank.

Immediate action you can take:

| Assess howwell prepared arethe different areas to supportanew NPLstrategy and what is needed

to get them to support the change!

Review and optimisation of loan lifecycles

To provideasolid foundationforyour NPL
management, we supportyour assessment of
the current loan lifecycle, how processes are
setup,how ITisusedandhowtherolesandre-
sponsibilitiesare structured. Based on thisas-
sessment, which helpsyou understand the root
causesofyour NPLs, you canderivea planto
improveyour loan managementand prevent

future NPLsas wellas better understand what
hasto bedoneto reduceyourcurrentNPLs
with maximumrecovery. A loan lifecycle analy-
sisand adjustmentis also importantbecause
several operating units thatare responsiblefor
loan managementareinvolved in NPL man-
agement. Gettingloan lifecycles right will
mean gettingyour NPL managementright.

Immediate action you can take:

| Review your current loanlifecycle from the perspectives of IT, operational, people

and effectiveness.

Valuation

Valuation is key toyour processesfornewloan
approvals, currentloan monitoring and NPL
management. We supportinstitutionsprimar-
ily in valuation, which encompasseseconomic
views aswell asaccounting. This translates fur-
ther into helpingyou o ptimise your system and
process landscape to avoidlate orincorrect
valuations. These often cause unexpected costs
and write-offs, which canbe avoided with
proper datamanagement, the rightvaluation
model and technicalimplementations.

We bring ourtax, I T, risk modelling and valua-
tion expertise as wellas regulatory insights
thatwillhelpyougaina holistic view. Thissup-
ports yourbusinesssteering and capital man-
agementand reducesthe number of unwanted
revaluations. The valuationand assessmentof
NPLs, debtorsandcollateral, as well as the ap-
plicability of NPL strategiesarecrucial forthe
NPL managementdecision process, investor
relations and portfolio pricing for sales. How-
ever, they canbe challenging because they de-
pend onmany variablesthat may lie outside
your bank’s normal operatingscope. Given the
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special nature of NPLsandthe potential con-
flicts of interest of staff, independent valua-
tions and assessments mightbe needed to sus-
tain a successful NPL resolution process. We
work outvaluation models, debtor assessment

processesand collateral valuation approaches
that areappropriatetoyourbankandits envi-
ronment. We then ensure thatthe NPL strat-
egy and processesare properly aligned.

Immediate action you can take:

l Assess how holistic your current valuation models and approaches is, including IT, processes and
people. Back-test your NPLstrategy with a focus onclient/debtor assessments, collateral valua-
tion and loan performance to understand the performance of your NPLstrategy.

Securitisation and SPV (review/optimisation)

Many effective strategies relyon settingupor
interactingwith anSPV that will facilitate NPL
managementeither through purchases or rais-
ing funds to restructure the financing. We can
supportyouinarrangingortransactingwith
SPV by applyingourexperience in transactions
and deals. Securitisation (withan SPV orwith-

outan SPV forresale) needssophisticated pro-
cessesrelating to valuation/pricing, monitor-
ing, thetransactiondeskandotherpartsofthe
bank. We helpsetup, review,and optimise
these,as needed. We canalsoassist in finding
suitable partnersforthesecuritisation and
sales process.

Immediate action you can take:

| Review your needforandimplementationof securitisationand SPV interaction, and establish

w hether youare makingthebestuseofboth.

Governance and process improvements

As part oftheimprovementof NPLmanage-
ment,youwilllikely wantto review your
bank’s governance and process landscape —not
least because the currentone hascontributed
to partofthe bank’sportfolio now beingnon-
performing. We help review and improve the
areasofthebank responsible for loan origina-
tion and performance (front, internal audit,
risk management, etc.) so thatthe emergence
ofmorebadloansis prevented.

Inaddition, we establishnewoperating func-
tions that can handle the existing NPL portfo-
lio (workout, monitoring, reporting, etc.). How
extensive these newfunctionshavetobede-
pendsonthebank’s overalNPL strategy and
operational capacity (people, I T,data, etc.).
For example,wedevelopactionplanstobe
prepared for discussion with regulator supervi-
sory teams andforthe nextSupervisory Re-
viewand Evaluation Process (SREP).

Immediate action you can take:

Review your current organisational set-upand IT readinessto support the operational actions

neededto executeyour NPLstrategy.
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Policies

We help youdraftpoliciesfortheelements rel-
evantto NPL managementelements. These
supportthegovernance changesby providing
clearguidance for the existingand newopera-
tional functions as well as clarity for the regu-
lator. The policiesmightcover the following:

e NPL strategy

e KPIs/remuneration
Monitoring

Reporting

Valuation (including collateral)
e Assessment

e Decisiontree

Itis key thatthe policiesarealignedandup-
datedwith the overarching NPL strategy and
amongst each other. We will also ensure that
accounting rulessuch as IFRS 9, which require
proper provisioning of NPLs, are appropriately
considered whendrafting the respective poli-
cies.We helpyou tofocus on measuresthat re-
ducetheflowofNPLs, including pricing and
underwriting processes because thisis likely to
become of increasingimportance for supervi-
sorsand investors going forward.

Immediate action you can take:

| Assess how well aligned and comprehensive your current policies are to ensure that they actually

supportyour NPL strategy!

Monitoring and reporting

Aswithany loanportfolio, NPLs should be well
monitored. Nevertheless, our experience shows
that NPLsare morecritical and thus need
moreattentionto detail. For performingloans,
youwantsimply to ensure that cashflowsoc-
cur as scheduled. For NPLs, restructuringcan
bringin newvariables, suchas special condi-
tions forthesale of securities, collateral liqui-
dation and exposure changes. NPLscan also be
moresensitive (positively and negatively) to
externalfactors, such aseconomic changes.

The valuewe bringis ourunderstandingofthe
variables and working withyouonyour cases
to assessthe specific impactthey have onyour

NPL portfolio management. NPLs canalso be-
comereclassified as‘performing’ if certain (ac-
counting) conditions are met. These considera-
tions—andthefactthat the bank’sregulator
likely expects frequent reporting on the devel -
opment of the NPL portfolio—requirea higher
attentionto detail from the reportingand mon-
itoringfunctions.

As part of solving these issues, we support you
in setting upappropriate I T solutionsthatim-
proveyour riskand NPL managementthrough
the useofearlywarning indicators/triggers.
Accordingly, we design the monitoring, trig-
gersandreporting around the NPL strategy
and management’sexpectations.

Immediate action you can take:

| Testyour NPLmonitoring performance and datamanagement to understand how well they
match your expectations of your NPLstrategy.
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I'T

To improve NPL operations, itis crucial to
haveawell-functioning I T unitto support
them, ifonly for the simple reasonthatinade-
quate I Twill cost time and resources that could
be usedin negotiatingand restructuring NPLs.
Moreover, it addressesthe operational risksof
not recognisingloan problems, incorrect valua-
tions andtheineffective handlingofitems.

On the basisofour I T implementation experi-
ence, we helpyouset up efficientand effective
NPL monitoring, including the key elements,
like dataaggregation, quality management and
reporting. Together withyou, we designand
implementrobust | T and data management
that reduces your operational risks and their
impactonNPL recovery, which canbe heavier

than fornormalloans. We implement specific
I T support relatingto NPLassessment, valua-
tionanddecision making. This support is cru-
cial tohelpthe NPL workout functionand
guarantee compliance with the regulatory ex-
pectations (audittrail, scenario analysis,
properapproval process, etc.). Of course, re-
porting and monitoring benefit significantly
froman I Tlandscape founded ona data ware-
housewithunderlyingrisk and accounting
modelsandstrongreportingengines. We also
partnerwith companiesthat supply well-tested
software solutions designed for NPL manage-
ment and thatoftensupportthewiderloan-
management I T landscape through centralised
platforms.

Immediate action you can take:

| Testyourbank’s IT capabilities and resilience with respect to scenario analysis, the appropriate-
ness of theapproval process and ease ofauditing.

People and change

NPL managementrequires special skills in ne-
gotiation, recovery analysis, collateral and
marketassessment, drafting legal documents
and regulatory/accounting reporting. We have
in-depth understanding of the challenges
banks facein buildingup these resourcesfrom
scratch. Addingto thedifficulties is the need
for related governance and the paradox that
the activity of the NPL workout unit decreases
with its success asa major objective of NPL
managementis to reduce the NPL portfolio!
We work closely with you to understand and
change yourworkingenvironment to make it

‘fit’ for NPL management and prevention. In
our opinion, the best way to supportbanksin
improvingtheir NPL management is to train or
hire peopleand build the appropriate struc-
tures, alwaysbearingin mind considerations of
proportionality. The balancingact of getting
the rightskills and settingup the respective
teamsrequires experience whichwe have
gainedfromhelpingbanksontheseissues. We
also partnerwithveryexperienced trainers
who have decades of NPL management and
trainingexperience.

Immediate action you can take:

| Survey your staff'scompetence and experience with regardto NPLmanagementandtheir readi-
ness for changeto supportyour NPLstrategy.
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Additional capabilities

Givenourextensive experience in deals, we of-
ten support banks in NPL-related transactions
(i.e. portfolio sales). We work globallyand lo-
cally, which providesyouwitha comprehen-
siveviewofthelocal and/or national specifics
pertainingto NPLs (e.g. market liquidity,
buyer interests, tax regimes, accounting rules,
etc.). Thisallowsusto helpyoucomprehen-
sively whenengaging in NPL transactions,
whichcanbe complexwith respectto legaland
tax questions.

More generally, we helpidentify interdepend-
encieswith other objectivesyou might have
(e.g. IFRS9, definitionsof defaultas well as
riskdataaggregationandreporting)andalign
these with the actions needed to ensure the

compliance and success of your NPL portfolio
management.

Data quality is another commonconcernthat
impacts NPL managementand reporting. Our
Data Analyticsteamscan helpyouassess the
causesofyourdatamanagementissuesand
find solutions relating to facilitate your NPL
managementand organisationalchange. Itis
also notuncommon to come across datama-
nipulation(e.g.tomask badloans thatshould
actually be NPLs) andwe have helped numer-
ous institutions in the discovery of various
formsofloanfraud. We partner with third par-
tiesin ordertocomplement our service offer-
ing (i.e. software solutionsandtraining).
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6. Contact

For further information, please contact:

Mathias Rodenstein
Manager

Patrick AKiki
Partner

+41587922519
akiki.patrick@ ch. pwc.com

+41587922679
m athias.rodenstein@ch.pwc.com

We wish to thankPedram Rostami forhis valuable contribution to thisw hite paper.

This publication has been prepared f or general guidance on matters of interestonly, and does not constitute professional advice. You should not
act upon the information contained in this publication without obtaining specific professional advice. No representation or warranty (express or
implied) is given as to the accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, Pricewe-
terhouseCoopers does not accept or assume any liability, responsibility or duty of care for any consequences of you or anyone else acting, or
refraining to act, in reliance on the information contained in this publication or for any decision based on it.
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terhouseCoopers International Limited (PwCIL), or, as the context requires, individual member firms of the PwWC network. Each member fim is a
separate legal entity and does not actas agent of PwCIL or any other member firm. PWCIL does not provide any services to clients. PwWCIL is not
responsible or liable for the acts or omissions of any of its memberfirms nor can it control the exercise of their professional judgment or bind them
in any way . No member firmis responsible or liable f or the acts or omissions of any other member firm nor can it control the exercise of another
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