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One year into Covid -
overall assessment



Operating environment
Real GDP decline (%) in 2020 + length of recovery
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Operating environment
Government support measures (as % of GDP)

m Additional spending and forgone revenue {as % of GDP) = Equity, loans, and guarantees {as % of GOF)
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https://www.imf.org/en/Topics/imf-and-covid19/Fiscal-Policies-Database-in-Response-to-COVID-19

Resilient Banking Systems one year after Covid
began

EU banking systems resisted to exogenous stress thanks to :

» their own strength (higher capital and liquidity buffers)
» government/EU support (“high for longer”)

» ECB (“low for longer”)

» amended rules (accounting/prudential rules)

Impact on banks’ soundness is starting materializing yet will surface more clearly once all
forms of support have been unwound
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Yet unwinding support could take time....
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Banking System Outlooks

Outlooks changed to stable from negative for several large systems
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Data has not (yet) fully revealed solvency/asset

guality deterioration
EBA's Q4 risk dashboard reflects a mixed picture

\
NN N
NPL ratio continued Stage 2 loans Loans under CET1 fully loaded at an
contracting to 2.6% represent 9.1% of moratorium : 320 bn all time high : 15.5%
Cost of risk : 75 bps total loans (a 110 down from Q3 (590
with material variations bps increase QoQ bn) ; represent 26.4%
between banks of S2 loans
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Crisis management under
Covid-19



COVID supervisors’/regulators’ strategy in four steps

Use of capital to absorb asset quality deterioration

MOODY'S INVESTORS SERVICE
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Deploying regulatory/supervisory flexibility

Regulatory forbearance (* CRR2 quick fix”")

“Preparing for the worst” : bad bank solution

Exit from government support
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2020 EU NPL Action Plan’s objectives
Tackling NPL in the aftermath of COVID

o

Addressing Getting prepared
structural to take actions
weaknesses ....In case of
need
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Addressing Structural Shortcomings
NPL transactions require sound market underpinnings

Draft directive on “credit

servicers, credit
purchasers and recovery
of collateral”

NPL data hub :
fostering market
transparency

MOODY'S INVESTORS SERVICE

®

EBA data template : to be
streamlined to facilitate
NPL sales

@

Insolvency regimes :
CMU
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Getting prepared to tackle a rise in NPLs

“Sl vis pacem par bellum”

Current NPL amount in the EU is ECB forecasts NPL to increaseup to 1.4
close to €600 billion trillion under an adverse scenario
Most banks will be able to absorb a “Bad bank” (referred to as Asset
rise in NPLs, yet some banks will be Management Company — AMC) could
under pressure be a suitable solution in case of

dramatic NPL increase
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Bad bank(s) would tackle soaring NPLs
New Action Plan on NPL in Response to COVID-19

Limited support for ECB’s
preferred solution i.e. Single
entity. EC suggests a network
of
“Asset Management
Companies” (“AMCs")

Supporting unviable banks
seen as a risk

MOODY'S INVESTORS SERVICE

“Asset
Management

Companies”
(“AMCS”)

Protect the EU level Common policies/ Standardized pricing of Harmonized state aid
playing field & Single rules NPLs mechanism
market integrity
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State aid extended In accordance with existing

rules
Objective Is to protect financial stability

Government support could be needed to protect financial stability/banks’ intermediation
role

=~
ﬁ [E Preferred tool : precautionary support (BRRD art. 32 (4) (d))

This tool entails the following consequences :
Bank will not be declared FLTF
Supported bank is to be solvent & viable
State aid not to used to cover actual or latent losses
Support should be temporary

Calibration of support based on stress test
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Forms of state aid contemplated in the Action

Plan

Direct support to banks

Support in the form of equity at AMCs

Guarantees for the AMCs’ funding

State aid is equal to the difference between the so
called “Real Economic Value” and the value
eventually collected

EC’s Action Plan doesn’t contemplate a “claw-
back” provision (yet details are not known)

M & el
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3 Assessing asset risk



Harmonized definition of default (DOD) since January
2021

Impact is not always disclosed

A common EU-wide DOD has a bearing DOD used to Internal models are
definition of default on the amount of estimate PD/LGD to be recalibrated by
is timely as NPLs stage 3 loans hence banks’ RWAs year end 2021

will increase

Default is deemed to have occurred if the two criteria below have been both observed during more than 90 days:

» Absolute threshold defined as the sum of all past due amounts related to the credit obligations of the borrower towards the
institution, the parent undertaking or any of its subsidiaries; threshold is above €100 for retail and €500 for corporate.

» Relative threshold defined as a percentage (EBA suggests 1% for both retail and non-retail) of a credit obligation past due in relation
to the total on-balance-sheet exposures to the obligor, excluding equity exposures.
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Assessing asset risk has become more challenging

Accounting rules have been amended (on

/ moratorium)

s.-1| IFRS 9 assumes forward looking provisions based
/\7I on economic scenarios

o

”
.,

e e,

e

G,
G

Staging of loans might lack consistency across the
banking industry
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Impact of unwinding of government support is R
difficult to predict ]..l..lhl
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NPL Is a lagging metric under IFRS9 In times of crisis

Cost of risk is driven by
stage 3 provisions and ECB expressed

more intensively by concerns about
IFRSO first time ever stage 2 provisions stage 2 loans and NPL remains a
used in times of reflecting anticipated adequacy of critical metric of
crisis losses provisions bank’s soundness
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ECON calls for more forbearance
Current rules are not all fit for purpose (COVID-19)

Moratoria should be extended as long as needed

Definition of default should be temporarily revisited

711\

Italian MPs submitted a resolution with the aim of amending the
so-called provisioning “backstop”

Internal work-outs should be preferred over a bad bank solution
(last resort)
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A%e%%r b Creditflux
[ 20 20 CLO Census 2020

Best Rating Agency for
US CLO Investors: 2020

Best Rating Agency for
EURO CLO Investors: 2020

Best Rating Agency:
2020

SMITH’S
2019 Municipal
All-Star Awards

'WINNER MEXICO

#1 US Rating Agency:

Best Credit Rating
1999-2019

Agency Mexico:
2018-2019

Mooby’s

INVESTORS SERVICE

&

Gl |_A‘“‘
._..;
?"/ % 4

GLOBAL ISLAMIC FINANCE AWARDS

Market Leadership Award,
Islamic Finance Intelligence &
Ratings: 2016-2020

Best Islamic Finance Rating
Agency: 2015

KANGANEWS

2019

Australian Rating
Agency of the Year:
2014-2019

Capital
L %Lcm m7 m()n \w ards.

Best Credit Rating
Agency: 2020

GlobalCapital

Bond Awards

Multi-award winner
including best rating
agency categories:
2015-2019

Multi-award winner:
2015-2019

Green Rating Agency of
the Year: 2017-2019

MENAIR
INSURANCE
AWARDS 2019

Doruner
Ratings Agency
Moody’s Investors Service

Best Rating Agency:

2017, 2019

Py [ ]

nstitutional
Nnvestol

2019 GLOBAL FIXED-INCOME

RESEARCHTEAM

#1 Global Credit Rating Agency: 2019

#1 US Credit Rating Agency:
2012-2018

///'777'\\
t‘z’ ACHIEVEMENT\

¥ AWARDS
\/ FinanceAsia ;

NY) /
q%\ 2018/
ays5y

Best Rating Agency
in Asia: 2018

moodys.com /awards



This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on www.moodys.com for the most updated credit rating action information and rating history.

© 2021 Moody's Corporation, Moody’s Investors Service, Inc., Moody's Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY’S"). All
rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S CREDIT RATINGS AFFILIATES ARE THEIR CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MATERIALS, PRODUCTS, SERVICES AND
INFORMATION PUBLISHED BY MOODY'S (COLLECTIVELY, “PUBLICATIONS") MAY INCLUDE SUCH CURRENT OPINIONS. MOODY’S DEFINES
CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT OR IMPAIRMENT. SEE APPLICABLE MOODY'S RATING SYMBOLS AND
DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY'S
CREDIT RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET
VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS, NON-CREDIT ASSESSMENTS (*ASSESSMENTS"), AND OTHER OPINIONS INCLUDED IN
MOODY’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE
QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S
ANALYTICS, INC. AND/OR ITS AFFILIATES. MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS DO NOT
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND
PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. MOODY'S
CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS, ASSESSMENTS AND OTHER OPINIONS AND PUBLISHES ITS
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND
EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS, AND PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS
AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS OR PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER
PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH
INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT.

MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A
BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM
BEING CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the possibility of human or
mechanical error as well as other factors, however, all information contained herein is provided “AS 1S” without warranty of any kind. MOODY'S adopts all
necessary measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable
including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and cannot in every instance independently verify or
validate information received in the rating process or in preparing its Publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any
person or entity for any indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information
contained herein or the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees, agents, representatives,
licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited to: (a) any loss of present or prospective
profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a particular credit rating assigned by MOODY'S.

MOODY'S INVESTORS SERVICE

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any
direct or compensatory losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful
misconduct or any other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the
control of, MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers, arising from or in connection with the
information contained herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY
PARTICULAR PURPOSE OF ANY CREDIT RATING, ASSESSMENT, OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY
FORM OR MANNER WHATSOEVER.

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt
securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc.
have, prior to assignment of any credit rating, agreed to pay to Moody'’s Investors Service, Inc. for credit ratings opinions and services rendered by it fees
ranging from $1,000 to approximately $5,000,000. MCO and Moody'’s Investors Service also maintain policies and procedures to address the independence
of Moody’s Investors Service credit ratings and credit rating processes. Information regarding certain affiliations that may exist between directors of MCO
and rated entities, and between entities who hold credit ratings from Moody’s Investors Service and have also publicly reported to the SEC an ownership
interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate Governance — Director and
Shareholder Affiliation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S
affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL
383569 (as applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act
2001. By continuing to access this document from within Australia, you represent to MOODY'S that you are, or are accessing the document as a
representative of, a “wholesale client” and that neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY'’S credit rating is an opinion as to the creditworthiness of a debt
obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK?”) is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is
wholly-owned by Moody's Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody's SF Japan K.K. (“MSFJ") is a wholly-owned credit rating
agency subsidiary of MJIKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ
are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an entity that is not a NRSRO and, consequently, the rated obligation will not
qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services Agency and
their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJIKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and
commercial paper) and preferred stock rated by MIKK or MSFJ (as applicable) have, prior to assignment of any credit rating, agreed to pay to MJKK or
MSFJ (as applicable) for credit ratings opinions and services rendered by it fees ranging from JPY125,000 to approximately JPY550,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

EIFR Webinar on “Non-Performing Loans”, May 2021 26


http://www.moodys.com/

	EIFR Webinar on “Non-Performing Loans”
	Slide Number 2
	Agenda
	1
	Operating environment
	Operating environment
	Resilient Banking Systems one year after Covid began 
	Banking System Outlooks
	Data has not (yet) fully revealed solvency/asset quality deterioration
	2
	COVID supervisors’/regulators’ strategy in four steps 
	2020 EU NPL Action Plan’s objectives
	Addressing Structural Shortcomings
	Getting prepared to tackle a rise in NPLs
	Bad bank(s) would tackle soaring NPLs 
	State aid extended in accordance with existing rules 
	Forms of state aid contemplated in the Action Plan
	3
	Harmonized definition of default (DOD) since January 2021
	Assessing asset risk has become more challenging 
	NPL is a lagging metric under IFRS9 in times of crisis 
	ECON calls for more forbearance
	4
	Slide Number 24
	Slide Number 25
	Slide Number 26
	mis_awards_ppt_slide_WIDESCREEN.pdf
	Slide Number 1




