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Credit risk recognition Increase in Stage 2 loans

NPLs, Stage 2 and 3 loans in %, Sep 2022 e
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 The NPL ratio in EU decreased from 2.1% in Sep-21 to 1.8% in Sep-22 and from 3.4% to 2.6% in the regional sample (BG,CZ, HR, HU, PL, RO,
SI, SK). This is line with the pattern in Stage 3 loans in the respective regions.
* However, there is a worrying increase in Stage 2 loans from 8.7% in Sep-21 to 9.5% in Sep-22 in EU and from 11.4% to 12.3% in the regional
sample.
* 23% of Stage 2 loans in EU are with expired EBA-compliant moratoria requiring additional vigilance and monitoring.
* Anecdotal evidence suggests that most of restructured loans in the sample region have a light payment schedule during the first two years.
. WORLD BANKGROUP

FINSAC | Financial Sector Advisory Centre 2



Loan provisioning

 The coverage of Stage 2 and 3 loans decreased from 4.1% (Sep-21) to 3.8% (Sep-22) and 47.3% to 45.8%
in the EU respectively.

* This might be too optimistic in particularly regarding Stage 2 loan provisions when the share of them
increases.

* The level of Stage 2 provisions in certain countries is relatively high and might indicate a high likelihood
of being transferred to Stage 3 soon.

Stage 2 and 3 loan provision rate in %, Sep-22
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3 months Euribor rate, %
Higher interest rates
Interest rates in EUR and USD have increased substantially.

3 months Euribor rate reached 3.28% on May 4, 2023.

Source: EURIBOR

The share of floating rate loans for house purchase is 25% in the Share of floating rate loans for housing, euro area, %
euro area. 50
45
40
, L ] . 35
ECB’s study shows that a 1 percentage point increase in 30
mortgage rates leads to a decline of around 5% in house prices 20
(after two years) and a drop in housing investment of 8%. 10
5
0 o0 o < (-} 0 o
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Q3 2022 - DK, IT, RO, FI, SE (Source: Eurostat). Cource: £CB
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Increasing debt servicing costs and decrease in collateral values ouse prices — EU aggregate, y/y, %
will put additional pressures on banks’ asset quality.
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Indebtedness of corporate borrowers

* In arising interest rate environment, the analysis of borrowers’ financial
viability is of key importance.

* FinSAC has conducted three corporate viability studies in ECA and
MENA countries. The studies were representative and covered the
major part of the corporate sector in each country.

* Main findings:

 Even if NPLs were reduced in the banking system, the share of
zombie companies remained the same or even increased,

* Alarge share of SOEs and private companies is overleveraged and
companies are not able to service their debt payments in full,

* Alarge share of SOEs is not bankable based strictly on financial
viability analysis.

Share of NPLs and zombie companies, country X

Corporate NPL share

2014 2015 2016 2017 2018
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Indebtedness of borrowers

* Main findings (continued):
* In many cases loans to zombie companies are classified both as 4434
performing and non-performing in the same or different banks.

Classification of loans depending on company
financial viability (private sector), country X

= Total loans for companies that have NPL loans

 Companies in certain economic sectors are financially more « NPL loans
vulnerable than others, particularly coming out of the pandemic.

1,327
Specific company financial performance according to economic sectors, country X 874 887
178 134
Industry overview in 2018 (in MEUR) ’__L_. 75 11
T Ll
Companies Total Total Net Employees .
Industry number Assets| Revenue % EBITDA % Income Netdebt number Champs Runner-up So&So's Poor Loosers
Construction 59 1678 1,816 5% 137 4% 57 4% 420 11,967 4%
Electricity and gas 14 106 403 1% 3 0% 2 0% 4 74 0%
Manufacturing indu: 302 12,652 13,831 35% 1496  44% 713 47%| 2,897 : 126,907  45%
~

Food, beverages & cigarettes (11D (5082 4890  12% 527)  15% 200 13%| (1,641 35344  13%

Ores and metal 36 985 1,190 3% 99 3% 53 3% 9.443 3% . . .

Pharma & chemicals 15 1| 1041 | 13 4% 72 5% sar7 2% Classification of loans depending on company

Vehicles 25 2,023 2,733 7% 270 8% 112 7% 374 28873  10% . . . .e

Other 109 3413 3977 10% 461 13% (216) 18% 538 47770 17% flnanCIal Vlablllty (SOES), country X
Mining 6 3,550 2,380 6% 447 13% 230 15% 388 5970 2%
Real estate 10 953 106 0% 45 1% (11) -1% 651 390 0% ™ Tota[ |oans fm mpanles that have NPL bans
IT, Telco, Media 21 1974 1,469 4% 378 11% 140 9% 8793 3% 4623
Cm 12 247 341 1% 2 1% 7 0% 2 2312 1% = NPL loans

Media 6 280 159 0% 25 1% 9 1% 76 1,775 1%

Telecommunications 9 1447 970 2% 331 10% 124 8%| 1,129 4706 2%
Wholesale and retail 358 8,149 15913  40% 671  20% 284  19%| 1,812 84,310  30%

Repair of motor vehicles 25 296 777 2% 26 1% 17 1% 20 2,047 1%

( Retail ) 7 2503 | (4918) 12% 238 7% 88 4% 334 (50,460 18%

Food, beverages & cigarettes 59 1632 3,055 8% 89 3% 45 3% 548 8,505 3%

Machinery & equipment 34 479 864 2% 47 1% 33 2% 58 4,095 1%

Oiland gas 31 537 1,726 4% 38 1% 23 2% 72 2,855 1% 552

Pharma & chemicals 50 1265 2,139 5% 109 3% 58 4% 203 4,551 2% 08

Other 88 1436 2435 6% 125 4% 38 2% 576 12,007 - ;

. o,

Transportation, storage 35 828 1603 4% 64 2% 3 0% 234 [RNNESERGOE N o221 3% So8So's
Science, tech,, eng. 27 673 553 1% 35 1% 36 2% 51 .
Agriculture 44 1218 398 2% 69 2% 37 2% 214
Other senvice activities 27 442 793 2% 90 3% 40 3% 104
Total 909 32,222 39,765  100% 3434 100% 1,530 100%| 8,481 280,610 6




How to prepare for a potential NPL increase

It is better to prepare for a potential NPL increase in advance and not
during the crisis. Supervisory assessment framework for banks

A holistic approach is best as piecemeal approach brings inferior with high NPLs

reSU|tS. Bank 1 | Bank 2 | Bank 3 | Bank 4 | Bank 5 | Bank X |Average
oo . Nr. Group Score
Specific actions to take: ! i T & [ 1 [ & [ 1 [ 1 o
2 General (A) 3 3 1 4 3 2 2.667
* Identify bottlenecks in NPL identification, provisioning, and T T e
resolution (comprehensive assessment of existing NPL resolution e T A S
6 External environment 1 5 1 1 5 5 =0
framework)’ assessment (C)
. - Capital impact
* Improve national multi-lender out of court settlement SN, . T I T
escription o o
frameworks (often corporates have multiple lenders, evidence o fsegopnoneonal 2 L2 L 2 L3 L2 L2 | a0
ShOWS 3_8) 11 Embedding Strategy 4 3 4 2 3 4 3.333
’ : 5 sovemanceopsren o[ —a T3 [—1 T
* Improve collateral enforcement and insolvency frameworks, 16 | creaiiyand | 2 | 3 | 2 | 3 | 2 | 2 [ 2
. . . 15 ambitiousness of 3 1 4 1 4 2 2.500
 Remove impediments for NPL transactions as one of avenues to
1.992 2.417 2.667 2.133 2.367 2.450 2.338

resolve NPL stock and flow,

* For high NPL banks, prepare a regulation for mandatory NPL
reduction strategies in banks and prepare a framework on how to
assess them.

Source: FinSAC methodology
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Holistic approach to NPL resolution

/ Private Sector Treatment

collateral

policy lending + Legal action * Collection outsourcing
undertaken

I : .
«  Govemance : - | . Retail and corporate : Ba;e(: or::t NP.V calculations:
x-ante e Ti isioni . . I * Restructurin
aspects on loan ! : | Tlmely.prowsnonlng . size (e.g., micro, SMEs, | - v
origination : warning on : according to ' large) , * Individual Enforcement
« Poorcredit ! potentiall : regulation, realistic | Pays-past-due e InsQIvency and Bankruptcy
ualit I borrower's 1 repayment, and [ i * Write-off
q y o , . * Collateral type (e.g., | e .
e — I inability to | recovery | residential. commercial. | Sale (individual or portfolio)
*  Related party . pay | expectations ' undevelop’ed land ’ : lools/ Simiciares:
lending : : *  Fair and realistic : movable. fin ’ , * Workout unit
e [ ; [ ’ : I e
«  Incentivized : | valuation of | instruments) | SPV, Investment funds, AMCs
I I
: | . .

Public Sector Policy (Regulator, CB, MoF, MoJ, other authorities) more interventionist
? . . ] Macro-prudential ] ? Supervisory ] ? Direct ]
Enabling environment . . . . .
regulation guidance & action intervention
* Prudential * Tax regime * LTVs « AQRs « Mandated strategies
regulation * Out-of-court and * Debt to income . Supervisory guidance on: « Public AMCs
* Sound bank hybrid workout * Limits to lending growth * NPL definitions and
supervision * Secured * FX lending limits migration
* Insolvency regimes transactions * Reserve requirements * Provisions
* Judicial capacity * Collateral * Macroprud. superv. review * NPL income recognition
* Valuation of enforcement tools * Collateral valuation
distressed assets ~ *NPL servicing » Counter-cyclical buffers « Write-offs
WO platforms
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Example of country’s NPL framework assessment

11 priority areas for improvement were identified in the
preliminary assessment of the NPL resolution framework

............................................

= The assessment was
conducted in March 2017

= |t was based on the ECB
approach and analysed the
framework in 3 pillars and 17
areas

= 11 areas were identified with
negative scores above 3.5
(circled on the diagram)

= Priority status of
recommended improvements
was assigned to these areas

B. Legal, judicial &extrajudicial

.........................

NPL framework assessment

B. Legal, judical &
Average extrajudicial R 7. AR [
EU-8 framework {7 2.pebt

- a2  {s.7axregime 33 enforcement /

.. foreclosure

t 6.Taxregime |
"""""""""" 3.9

[ 4 /'3. corporate -
{ 5. Judicial system; 3.8 | insolvency &
""""""""""" “gestructuring
. 3.5 C. Reg'sters & _4_'03 _________
. Sugems:t;y 48 information 4. Household's
regime & practices framework insolency &

A. Supervisory regime &practices

1. Generzl
Supervisory regime

8. On&off-site 2. NPLrecognition 4.0
supervisory practices , o 2.7 55  &dassification
7. Supervisory 3. NPLmeasurement
. 3.2 2.8 A
reporting &provisioning

g" 6. NPLEOvem alcé'i 3.9, S % Conmumar i idats 2.5 .2

4.2/ wpLwirite-offs | 4.9 2 Debt counselling'é

Sworkout ./ 45 e .
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protection

Source: ECB Stocktoke of national supervisory practices ond legal fromeworks related to NPLs (November 2016), WB estimates
Charts interpretation: score 5 stands for the worst NPL framework, whereas 0 score stands the best practice NPL framework
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NPLs: a long-standing problem .
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Financial Stability Department Risk Analysis Section

The Greek sovereign crisis and the accompanying acute and prolonged economic recession in Greece took a toll on the asset quality of Greek banks.

At the peak of the crisis, the stock of NPLs reached c. €108 bn representing 49% of total loans. The problem was more profound in the consumer portfolio (64% NPLs ratio), the
Small and Medium Enterprises (60%) and the Small Business and Professionals (68%); high NPL ratio across most sectors of the economy.

Three distinct periods regarding the evolution of NPLs: i) the build-up phase; ii) stagnation; iii) gradual clean-up, despite the eruption of the pandemic and the impact of the
Russian Ukrainian war.

The Hellenic Asset Protection Scheme (HAPs) accelerated the balance sheet clean up.



The authorities’ response: a three-pronged national NPL
resolution Strategy BANK OF GREECE

EUROSYSTEM

= Development of a secondary market for
NPL servicing and sales

v Non-bank NPL servicers

v" Hellenic Asset Protection Scheme

= Removal of legal and administrative
impediments

v" Limit undue borrower protection

v Reform legal procedures and
bankruptcy law

v" E-auctions

v' Address tax issues.

Financial Stability Department Risk Analysis Section 3



Bank of Greece focus: supervisory framework for NPEs s e

EUROSYSTEM

= With the issuance of Executive Committee Act 42/2014 the BoG aimed at introducing a harmonized
framework and accelerating the efforts of banks regarding efficient NPE management, inter alia, by:

v Dedicated units for NPE management.

In line with ECB
v Appropriate segmentation of NPE portfolio. Banking Supervision
v" Enhanced modification options and toolkit. Guidance on NPLs
v" Improved borrower information and assessment.
v' Improvement of IT and MIS systems. B
v Comprehensive prudential reporting (enhanced in 2016). Onkiamos 10 benkn o

Governanoe structure

° Monitoring and reporting Portfolio segmentation
framework March 2017
BANKU PRIEZIORA N \ N Y
SION ANC !
B mc_:diﬁcaﬁon Forbearanoe measures BAN KlNG SUPERV'SION
effectiveness SUPERVISAO BANCARIA

SU{PERVISIOI‘\J BANCARIA

Borrower assessment

Financial Stability Department ‘ Risk Analysis Section 4



NPE operational targets framework .

EUROSYSTEM

= The Bank of Greece in close cooperation with the ECB Banking Supervision
designed a framework of NPE operational targets:

v’ Covering the period June 2016 — December 2019;
v Agreed after extensive consultation with the banks.

= NPE targets updated on an annual basis:

v" Quarterly breakdown for the following year;

v Revisions considering past performance and changes in the
economic, legal and operational environment or bank strategy.

= NPE targets closely monitored on a quarterly basis: - -
v’ Detailed prudential reporting (ECA 102/2016); e
v Banks’ reports explaining key drivers and deviations; R
v' Meetings with Heads of NPE units; e B

v' BoG aggregate report to promote transparency and accountability.

enbstione thould be Implsmented, will procene the pr t

ard lay the faundations for resumation in insestmes

Financial Stability Department Risk analysis Section 5



Decomposition of NPL evolution since 2016 Q1 peak -

EUROSYSTEM
1607 22,2
140 1
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374 12,4 I
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Mewe NPEs Cured NPEs Collections Sale of Loans (incl. HES) Other (incl. Intr Trns)
MPLs start Redefaults Disbursements * Liguidations Write offs MPLs end

M Increase W Decrease M Total
Source: Bank of Greece
Disbursements include Purchase of Loans, Arrears Capitalisation and Accrued Interest
Sale of Loans includes Transfer to Held for Sale and Intragroup Transfers related to hive down restructurings
Other includes Intragroup Transfer

Commentary

h|

® The main drivers for the NPL deleveraging (€94 bn or 88%) have been direct sales / securitizations (€67 bn), write-offs (€25 bn) and collections (€12 bn).

" At the same time, new defaults and re-defaults (€43 bn), outpaced the curing of loans (€37 bn), while liquidations (€6 bn) were small.

" Monetary and fiscal support measures to address the impact from the pandemic have mitigated net NPL flows. Fiscal measures also helped to curb the
impact from the Russian invasion to Ukraine, while monetary policy normalisation will be a drag going forward.

Financial Stability Department Risk Analysis Section 6



BANK OF GREECE
EUROSYSTEM

Annex

" |[mpediments to NPL resolution

= Detailed description of NPE
operational targets

® Troubled Asset Review

= Code of Conduct




Banks faced a number of impediments regarding efficient

NPL management BANK OF GREECE
EUROSYSTEM
= The deep and prolonged recession was not the
only driver for the emergence and persistence No secondary
of elevated NPL levels. market

= A number of impediments constrained banks’

efforts with negative repercussions: >
v' “Wait and see” approach o ——

of provisions /

write-offs

v" Emphasis in collections

Preferential
claims of the

v" No “credible threat” State and
social
v’ Strategic defaulters security

funds

v Short term restructuring solutions

Organizational
shortcomings
and lack of a

v" Low recovery rates. clear strategy

Financial Stability Department Risk analysis Section 8



NPE operational targets description o G Goemrs

EUROSYSTEM

Action-oriented Results-oriented

» NPEs above 720 dpd that have not yet » NPE volume
been denounced / total NPEs. » NPLs volume (> 90 dpd)

» Denounced loans for which legal action B Fealh reesiEles e NPES
has been initiated / total denounced including collections, collateral
loans. liquidation and sales / Total

» Active NPE SMEs for which a viability average NPEs
assessment has been conducted in the > Share of long-term forbearance
latest 12 months / Active NPE SMEs. e R,

» Common SME and Corporate NPEs

for which a common restructuring
solution has been implemented.

Supplemented by Key
Performance Indicators
to identify drivers.

» Corporate NPEs for which a
specialist has been engaged for
the implementation of a company
restructuring plan.

Financial Stability Department Risk analysis Section 3



Troubled asset review

= |n September 2015 BoG appointed BlackRock Solutions to:

v’ Provide a granular stratification of the NPE portfolio of the four significant banks.

BANK OF GREECE
EUROSYSTEM

v' Review the NPL segmentation per bank alongside the existing forbearance measures and closure solutions for
mortgages, small and medium enterprises (SMEs) and small business and professionals (SBPs).

v’ Assess the preparedness and capacity of banks to deal with each NPL segment in a rigorous manner.

= The report was delivered in November 2015 and key findings and recommendations were communicated to banks:
v" The NPE portfolio segmentation was not adequately linked with proposing tailored-made modification options.

e

v Predominance of short-term forbearance measures.

v" Delays in handling denounced loans coupled with limited use of closure solutions.

v’ Lack of medium-term FTE capacity and IT development plans.

= Banks revised their NPE strategies accordingly and implemented detailed action plans with concrete initiatives and
timetable.

Financial Stability Department Risk Analysis Section 10



Code of Conduct on NPL management ..ol

EUROSYSTEM

= The Code of Conduct (August 2014) provides guidelines regarding the interaction of
credit and other financial institutions with borrowers in arrears:

v' Endorses the concept of “cooperative borrower”.

v" Describes the steps of the arrears resolution process, respective deadlines and
information requirements.

v" Encourages selection of appropriate forbearance measures for every borrower.

= Enhancement of the Code of Conduct (July 2016):

v' Treatment per borrower group (e.g. individuals & professionals, very small businesses, other
legal entities, common borrowers).

v' Guidance on standardized assessment templates and international principles.
" |mplementation monitored on a quarterly basis through prudential reporting.

= Covering all supervised entities (e.g. credit institutions, leasing companies, NPL servicers, etc.).

Financial Stability Department Risk Analysis Section 11
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Regulatory framework for credit risk management

4 N 7 N ~N [ I

Decision on credit risk _ ] Guidelines for Regulatory
management and Financial assets o _ Development and Review ErameworkEor
determination of classification and Guidelines for appraisal of Banks’ Non-Performing

expected credit losses valuation instruction of collateral value Exposure Strategies and >‘ credit risk
P Operational Plans management
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Decision on CRM - Treatment of Non-Performing Exposures

A All banks shall establish an adequate non-performing exposure treatment framework, which shall include:

Manner of non-performing
exposure identification,
measurement, monitoring and Approval of a strategy for non-
supervision, as well as measures performing exposure treatment
for avoidance of origination of
such exposures

Full integration of the strategy for
non-performing exposure
treatment into the bank’s

management processes

Implementation of the
operational non-performing
exposure treatment plan




Decision on CRM - Treatment of Non-Performing Exposures

A The bank shall analyze the impact of non-performing exposures on the own funds, profitability, liquidity, and the bank’s other
performance indicators

non-performing exposure monitoring and forbearance strategy

non-performing exposures active reduction strategy

change of the exposure type or equity transformation

> different legal actions, such as bankruptcy or out of court settlement i




Decision on CRM - Treatment of Non-Performing Exposures

The bank whose share of non-performing loans in total loans has been greater than 5% for
three months continuously shall provide to the entity banking Agencies:

— | .

/®\/®\/®\

Non-performing exposure
treatment strategy, as well
as the amendments
thereto, within seven days
from the day of its

Operational plans by
February 28th in the year
for which the operational

Report on the
implementation of
operational plans.

adoption by the plans are approved.
supervisory board.

o Y TN N )




Guidelines for the Development and Monitoring of Banks’ Strategy for Non-performing Exposure Treatment

Banks’ NPE Strategies

O The strategy should contain the bank’s specific approach and objectives to achieve required reduction of non-performing exposures by
utilizing available options

Q The building blocks of the bank’s strategy are as follows:

internal capacity assessment,
=  external environment assessment,
= capital impact assessment,

= description of the strategy options and targets, and

= embedding the strategy in the internal governance system.




Guidelines for the Development and Monitoring of Banks’ Strategy for Non-performing Exposure Treatment

Banks’ NPE Strategies

O Strategy should define time-bound quantitative non-performing
exposure reduction targets which shall be described in greater
detail in the operational plans. The targets should be defined
sufficiently granularly to reflect chosen strategy implementation
options

O For efficient implementation of the strategy, the bank has at its
disposal a large choice of options

Collection from the debtor’s
cash flow

Change of asset type Legal possibilities

Write-off of unrecoverable
portion of non-performing
exposures

Sale of Non-Performing
Exposures

Engagement of a receivable
collection company to

Exposure restructuring undertake collection

activities on behalf and for
the account of the bank



Guidelines for the Development and Monitoring of Banks’ Strategy for Non-performing Exposure Treatment

Banks’ Operational Plans D
Time-bound objectives and goals

Description of the strategy implementation options

/‘

O Implementation of the strategy is done based on the operational plans
Description of the internal governance system

: . . related to NPE treatment
QO Main purpose of the operational plans is to show the movement of non-

performing exposures, recovery and other planned figures, as well as the
activities undertaken to reduce existing and new non-performing exposures Description of the involvement of risk
management and internal audit control functions

O Implementation of the strategy in the short- and medium-term period
must be clearly described Overview of staff involved in the non-performing
exposure management process

Information on technical infrastructure

Budget and adequacy of the capital level and structure to
achieve the strategy targets
V4

:




BANKING SECTOR OF BIH — NPL Statistics

12/2021

Bosnia and Herzegovina

12/2022

Federation of BIH

Number of banks 22 21
NPL Ratio 5,78% 4,54%
Number of banks with more then 5% of NPL share 9 4

Republica Srpska

Number of banks 14 13
NPL Ratio 6,40% 4,80%
Number of banks with more then 5% of NPL share 5 3

Number of banks 8 8
NPL Ratio 4,00% 3,70%
Number of banks with more then 5% of NPL share 4 1

10.00%
9.00%
8.00%
7.00%
6.00%
5.00%
4.00%
3.00%
2.00%
1.00%
0.00%

Total Loans
Corporate
Retaill

12/2019
7.87%
9.09%
6.54%

BiH - NPL Share

12/2020
6.12%
6.46%
5.75%

=

12/2021 12/2022
5.78% 4.54%
6.24% 4.79%
5.28% 4.28%




Supervisory approach — assessment of NPL strategies and NPL operational plans

O This guidelines will outline the Agency’s expectation regarding
preparation and implementation of a non-performing exposure
strategy and will include:

Q Further alignment and facilitate monitoring by banks and
regulators required the establishment of a common framework for
a non-performing exposure treatment strategy by banks to achieve
non-performing exposure reduction targets

O Agencies are developing internal guidelines for the review of
banks’ non-performing exposure strategies, which will provide a e the list of criteria that supervisors
set of guiding principles that supervisors should use during the should review
review process and expectations regarding: SEICINIAIEINN | casurement scores

Qualitative

v review of internal and external non-performing exposure recovery capacity,

¥ capital impact assessment, e binary options are available

® an average score is calculated and
individual bank scores

Quantitative
parameters

v setting clear targets for NPE reduction,

v description of the options that will be used,

v integration of the strategy within the bank’s risk management framework and
business plan.

A This will ensure consistency during the review process

FE




Assessment of the Strategy and Operational Plans by the Agencies

aQ The Agency will review and assess the implementation of the bank’s strategy. Review of the strategy, its targets and
implementation, is part of the Supervisory Review and Evaluation Process (SREP) and is an interactive process between the

bank and the Agency in case when the bank meets the requirements defined in the CRM Decision

A The Agency will establish a framework to measure the ambitiousness of the bank’s non-performing exposure reduction
targets, allowing for level playing field and ensuring a consistent assessment approach

Q The framework will include the benchmarking analysis in order to ensure comparability of the targets regarding non-
performing exposure reduction
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Introduction: Credit Growth and Currency Crisis (2010-18)

FIGURE 1.1: CVIfor Turklye In 2017-21Includingthe > Financial sector played critical role in
2018 Currency Crisls

250 2010-2018 economic expansion
200 » 77% corporate debt-to-GDP ratio in 2018;
150 65% FX denominated

» 2018 currency crisis led to corporate
vulnerability

~-’9\&°c¢°»fﬁff%ﬁ(’;ﬁ”ﬁ@ﬁif\oﬁﬁﬂj“f” & Policy response: corporate restructuring,

?@ \&0&_\4(\50‘\6‘*0 \)0"&‘50 $° @ 5QC:PQ o
FAs, governance reforms, AMC activities

Source: Credit Research Initiative. National Unwersity of Singapore (NUS)
2022.

Note: CVI: Corporate Vuinerability Indax. See footnote 7.
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Development of the Framework Agreements

[

nitial Design:
BRSA issued Restructuring

Regulation, August 2018

Banks Association of Turkiye
(BAT) prepared multi-creditor

agreement

FA endorsed in September

2018

Target: large corporate loans

over TRY 100 million

Temporary tool with prudential

standard amendments

~

e Criticism from

»

\ participation

Early Reactions:

international creditors

« November 2018
amendment allowed
foreign creditor

(
COVID-19 Pandemic:

* FAs extended until July 2023

* New versions of FAs in July
2021 with revised debt
thresholds and restructuring
parameters

~

J

WORLD BANKGROUP

Finance , Competitiveness & Innova tion

»

2019 Amendments to Banking
Law:

« Addressed shortcomings and
low application levels

* Provided legislative basis and
incentives for restructuring

« Temporary measures,
\_ extendable by two years

~

-

Large-Scale and Small-Scale FAs:

 Two distinct FAs for different debt
thresholds

 Addressed concerns of distressed
SMEs

~




Institutional Structure for FAs in Turkiye

BRSA ~ Banks Association of
Turkiye
Fls part of the
Framework Agreement

Consortium of
Creditors 2

Consortium of
Creditors [...]

Consortium of
Creditors 1

Case 1 Case[...]

WORLD BANK GROUP Case 2
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Fundamental Pillars of the FAs (1)

Intercreditor Agreement: outlines negotiation procedures,
1. decision-making mechanisms, standstill period for financial
creditors.

Voluntary Borrower Participation: borrowers request
9. restructuring from the CCI, cooperate with FA rules;
creditors negotiate, respect standstill period.

Case-by-Case Restructuring: individual debtor
3. assessment, largest creditor leads negotiations, CCI
decisions need majority approval.

WORLD BANK GROUP

Finance, Competitiveness & Innovation



Fundamental Pillars of the FAs (2)

“Cram down”: majority-agreed terms imposed on dissenting
4. creditors, formalized in Financial Restructuring Contract
(FRC).

Information Sharing and Confidentiality: consortium-

S. based data exchange, strict confidentiality maintained.
/
Time-Bound Process: CCI-FRC agreement deadline varies;
0. depends on Large-Scale or Small-Scale borrower
classification.

WORLD BANK GROUP

Finance, Competitiveness & Innovation



Timeline for completing an FRC under the Large-Scale FA (2021 version)

WORLD BANKGROUP

Finance, Competitiveness & Innovation

©O 6 0 O

Debtor applies io one
of three creditor institutions
holding the largest amount

of debt

If required majorities to
approve the FRC are not
reached, extension of the
standstill for
90 additional days™

Source: World Bank staff elaboration basad on Framework Agreemeant, 2021.

The Application Bank
informs cther banks of
the debbtor's application
and requesis them fo
report outstanding debts

DAY*

90

Formalization of the FRC
by the CCl in case the
required majorities have
been reached

Incorporation of the
Consortium of Creditor
Institutions (ZCH)

Feasibility study
completed

Appointment of the
Leader Bank and the

Feasibility Expert

Cther creditors not
part of the CCI, including
foreign creditors, may
join negotiations and
the CCI

Mota: The imeline is based on the Large-5Scale Framework Agreement (2021). Estimates provided for Day 30 and Day 45 ame praciical assumptions.

*Business days. **Subject to provisional articles granting time extansions becausa of COVID-19. Saa Saction XIV—FProvisional Articla.

FA = Framework Agreament. FRC = Financial Restructuring Contract.



Experiences of Banks and Potential Limitations

Earlier FAs introduction (mid-2018) would've been beneficial.
Lower rejection rate after 2019 Banking Law amendments.

>
>
» Grace periods are common tool, debt forgiveness and new financing rare.
>

Restructuring period takes almost 1 year.

-

o Sustainability concern due to lack of additional financing
o Viability needed for FA entry, not exit = limited affordability analysis.

\_

o FAs restructurings: debt rescheduling focus, operational changes rare.

~

J
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NPLs and Corporate Restructuring in Turkiye since 2018

FIGURE 4.1: Increases In NPL Volumes and Total Loans, 2015-21 (TRY, milllons) > Turkiye NPL IEVEIS: peak 54% (DeC
600000 wm 2019), decline 2.9% (Dec 2021).

5,000,000 B o iti ' ]
wm 3 FAs: critical in preventing NPL surge.

4,000,000 120,000
— w3 Restructured loans: fourfold
o 8000 o
2 000000 o increase, TRY 78 billion to TRY 320
1,000,000 29 billion.
20,000
s eserrrabososnecsscccn  » FAloansrepresent 6.1% of total loan
S 2 22292 2220229090000 9 0 0 0 0 0 ]
s833§§sigs8sifgagfiigg  portolio
Total lnans (jeft ais) s 0| 5 (right axis) > Stage 2 |OanS: peak 11.1% (Dec
Source: Fitch Ratings Turkish Banks Datawatch; WBG staff calculations.
Mate: MPL = nonperforming loan. TRY = Turkish fira. 202 1 )’ 3 .4X N P L VOl u m e .
WORLD BANKGROUP 9
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“Problem assets” after the introduction of the FAs

600 —

500

400 —

kbl

2018 2019 2020 2021

Bl Total Stage 2 loans (billion TRY) . Total restructured loans (billion TRY) " Total NPLs (billion TRY)

» Stage 2 loans doubled, from 257 to 543 Billion TL (2018-21).
» Restructured loans 4x increase, peaking at 11.1% of total loans in 2021.
» Stage 2 loans were 3.4 times higher than NPLs as of end of 2021.

WORLD BANKGROUP 10
Finance, Competitiveness & Innovation
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Disclaimer
]

The views expressed in this presentation are solely those of the author in his private capacity
and do not in anyway represent the views, official policy or position of the Hellenic Financial
Stability Fund (HFSF).

The material presented here in, in total or partly, cannot be copied, reproduced, distributed, or
in any other way made available to any party, other than the ones, to which it has been
specifically delivered, without the author’s prior consent.
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HFSF in a nutshell

®* The Hellenic Financial Stability Fund (HFSF) was founded in July 2010 as a private
legal entity, and it is not part of the public sector.

O VISION
E . Sustainable, prosperous,

-— private banking sector
which acts as an enabler
of growth for the Greek

economy and serves @
society
f_7

° It has administrative and financial autonomy, operates exclusively under the rules
of the private economy and is governed by the provisions of its founding law.

° The HFSF objective is: (a) to contribute to the maintenance of the stability of the
Greek banking system for the sake of public interest and (b) ) the effective disposal
of shares or other financial instruments held in credit institutions, which is based

@

. . e . - MISSION Wl VALUES
on a divestment strategy with a specific time horizon of definite and full o N y’
) ) Maintain the stability Independence
|mplementat|on. of the Greek banking . _ Objectivity
system, for the sake of Hellenic Financial Integrity
°  HFSF portfolio consists of shareholdings in the four systemic banks, and in one less public interest and dispose, Stability Fund Inclusion

in whole or partially,

financial instruments
held in credit
institutions X STRATEGY

Stewardship | Act as engaged shareholder
towards value creation

significant institution in Greece.

. Preparation for Divestment| Monitor market-
iRl A attica wide criteria and engage with private investors
IWE bank Divestment Execution | Choice of disposal

NATIONAL BANK timing and transaction
OF GREECE

structure

27.0% 40.4% 9.0% 1.4% 69.5%




R
NPL evolution in Greece: Navigating through the “perfect storm”

o i 1 =
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Source: Bank of Greece
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Major Reforms and Initiatives towards NPL Resolution in Greece

Large corporates’ NPLs Resolution

“Hercules” Asset Protection Scheme

The “Hercules” scheme, based on relevant HFSF’s
proposal to Ministry of Finance, came into effect at the
end of 2019, aiming to assist banks in securitizing
NPEs and moving them out of their balance-sheets.
The success of the scheme led to its prolongation until
October 2022 (NPE reduction estimated at c. €50 bn.)
(Seesl. 12)

E-Auctions Platform

The E-auctions electronic platform was initiated in Nov.
2017 offering a  transparent, cost-efficient,
standardized process.

Users of the online auction service can participate in
online auctions without physical presence.

The process of managing and conducting online
auctions takes on certified Auction Officers. Since
01/1/2018 «c¢.111k auctions were completed
successfully out of total 172k registered auctions.

(see sl. 13)

(NPL Forum)

The NPL Forum was established in Jan. 2017 by the four
systemic banks, based on relevant HFSF’'s proposal. The
objective was to achieve a closer cooperation in terms of
corporate loan restructurings of common distressed

borrowers, which was integral both to the economy and to
the accomplishment of banks’ respective NPE targets and
Balance Sheet “clean-up”. The Forum ended its operations
in 2020. (NPE reduction estimated at c. €9 bn.)

(see sl. 6-10)

Credit Servicing Firms (CSFs)

Setting the legal and regulatory framework, including
organizational governance and internal control mechanisms,
for companies licensed by the BoG (Law 4354/2015) in the,
at that time, newly established credit servicing sector
(Servicers).

Key-focus area also was the framework defining the
relationship between Servicers and debtors and the
protection of customer rights.

New Insolvency Law

The new Law (for the settlement of Debts and Provision
of Second Chance) came into effect in Jun. 2021

It introduces a single, unified legal framework for the
settlement of both consumer and enterprise debt,
overhauls the OCW framework, harmonize local
proceedings with EU Directive 1023/2019, ahead of all
member states. (see sl. 13)

NPL Coordination Committee

The Hellenic Bank Association (HBA) NPL Coordination
Committee was initiated in 2017 for reviewing,
monitoring and proposing on the legal and regulatory
framework of both wholesale and retail NPLs (e.g., OCW
mechanism, Household Insolvency, NPL sales & servicers,
asset and debt management companies, Code of
Conduct).
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NPL Forum: Objectives and Principles

Objectives

Set out a, not legally mandatory framework which, promotes
continuity, consistency and effectiveness in the way that Banks
cooperate on Corporate NPL

Establish the principles of the cooperation framework and
balance competing demands

Safeguard the effectiveness of the Banks’ cooperation, by
overseeing the decision making process

Act as an escalation body for dispute resolutions amongst the
Banks

Ensure the alignment of interests amongst the Banks with
regards to the negotiation strategy with the borrower

Monitor the performance of the Troubled Corporate resolution
process in order to ensure targets accomplishment

Treat equally all common borrowers

Consult with each other on issues concerning their common borrowers

Follow the existing Principles of Restructurings and the Code of Best Practice

Operate transparently, while all Banks have the opportunity to provide meaningful
input into decisions that significantly affect them

Support timely disclosure of all material developments as well as report relevant
material or required information to all members

Retain full and independent credit decision authority to approve and validate
the proposed solutions, while no majority rules apply

Provide sufficient time to the borrower for information compilation and evaluation
as well as for proposals formulation and assessment

Refrain from taking any steps to enforce their claims against or assign lower
lien prenotations to other Banks’ collateralized assets

Coordinate their response to borrowers in financial difficulty, since their interests
are best served by their cooperation

Encourage the borrowers to reveal timely information about the company’s
difficulties so that a consensual solution can be found
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NPL Forum: Governance framework

- Bank A Bank B Bank B Bank D
Support the Worki Workin Worki Worki ; ; :
F orking 9 orking orking The NPL Forum is constituted of four Executives
preparation team (V) team (V) team (V) team (V) .
from each of the participating Banks. They are
I appointed by and serve at the discretion of each
. Banks’ ) . Project Bank’s Executive Committee.
Coordinate Liaisons (? Leadlng — Management
team
NPL Forum Consult
Legal The framework of the NPL Forum is compliant with
e~ e~ advisor competition rules, allowing the participation, when
Internal @ u Internal necessary, of other credit institutions established in
bodies bodies
Bank A Bank B Greece to the extent relevant
Convene/
discuss Common Chair of NPL
borrowers Forum
/E? Spmy= The NPL Forum convenes twice on a monthly
Internal u u Internal basis, by invitation of the Chair of the NPL Forum at
bodies Bank C Bank D bodies each Bank’s premises in turn, while additional

meetings could be scheduled in case there are
delays in the pipeline of the cases to be assessed,

Other Banks, liquidators and liquidator platforms
or urgent issues arise.

on a case-by-case basis

(1) Consists of the respective Managers and Relationship Managers of each case under consideration

(2) Supports the efficient cooperation among the Banks and the Project Management team, the liaison is appointed by each Bank
(3) Presents the case to the NPL Forum. It is the Bank that has the largest exposure to the borrower under consideration. Exceptions may apply and another Bank may undertake the role, irrespective of its exposure level (upon

approval from the Bank with the largest exposure).




NPL Forum: Initial Portfolio Perimeter

The initial portfolio perimeter in scope of the NPL Forum, was defined based the following criteria:

* SME or Corporate exposures, excluding Shipping portfolios, with total Group exposure which exceeds €15mln at the systemic Banks.

At least 3 out of the 4 systemic Banks have exposure to the Obligor’s Group, which is classified as Non-Performing according to EBA rules
The Obligor Group’s exposure at 1 Bank does not exceed 75% of the Total exposure to the 4 Banks.

The Obligor Group’s exposure at 2 of the Banks does not exceed 90% of the Total exposure to the 4 Banks.

The Obligor Group is not under bankruptcy procedure.

Initial portfolio

perimeter in Exclusions
scope E ------------------------------------------------------------------------------------------------ E # of cases 71
Average .
: €95,6 mil.
size of debt ’
N 12
QJ .
s Adjusted
S g 5 : portfolio
E v L g & 32 . .
2 3 593 : perimeter :
$58 g § S Total size
S O S
5§53 Eo8 of debt €6,9 bn.
RS, LIQ Qv Q x 3
o S X X © 2
< A\ o < U 5 o E
- E o O » QR g
s = 0@ Qo Y X S -
S22 g S S g > o -g n
S = n
L2358 5 ol § 5353
< = o A S S = O
S 23 Q v Q ‘% o 385
QOB GH S 38 s 698§
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NPL Forum: Decision making process / overview
-]

Decision making
steps

Segmentation

Indicative Solutions’ list

Dispute resolution

Initial case review/
customer
meeting

Data collection and
advisors'
engagement

Meeting with all
creditors

Solution
development

Negotiation

Solution approval

Segmentation framework

>
[ =
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o
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= (7]
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(@]
(@)
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[ =
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2 0
o
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b0
w =
£ ©
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()]
g o
2 o
S &
= R
o S
2 28_
(@]

company

company

company

* Business plan

* IBR results

* Credit behavior

* Sector’s SWOT

* Peers’ analysis

* Management profile
* Financial analysis

Per case assessment
of alternative
resolution actions

Solutions available

Short term
solutions

Arrears
capitalization

Arrears
repayment
plan

Reduced
payment
above interest

Interest only

Reduced
payment
below interest

Grace period

Long term
solutions

Interest rate
reduction

Loan term
extension

Split balance

Partial debt
forgiveness/
Write down

Operational
restructuring

Debt/ Equity
swap

Definite
resolutions

Other out of
court
settlements

Voluntary
surrender

Maortgage to
rent/ lease

Voluntary sale
of property

Settlement of
loans

Loan sale

Awuction —
Collateral
repossession

Under legal
protection

Full debt write
off

Dispute resolution options

Debt sale from
Bank(s) that disagree

Debt swap among
banks

Internal escalation to
Banks’ Executive
Committees
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NPL Forum’s Key Performance Figures (jan. 2016 - Dec. 2019)

Cases
reviewed

€8.97bn

Total size
of debt

£386mn

Average
debt size

Total reviewed cases
104 cases - €8.97 bn

Cases with approved solutions and commenced
implementation

82 cases - €7 bn

Cases with agreed common approach
15 cases - €1.41 bn

Cases with bilateral Banks’ discussions/different
strategies

7 cases - €0.56 bn

PCS Symposium Athens | Page
10
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Qrcon
The “Hercules” Asset Protection Scheme — Overview

|
Objectives
1ni — 1. Accelerate NPE reduction & minimize capital impact
Bank . State 2. Avoid classification as “State Aid”
(1) (7] & ¢ Guarantee
g Portfolio @0‘00 (6 3. Align the interests of the main parties (i.e., Originator, Investors
i Disposal poeeereneneans . O P and Servicer)
E ‘ Senior ini
e T T SR o —
2 e Key-features
3 Mezzanine
g SPV @ Transfer of the NPE portfolio to an SPV
I . . . .
o Junior Investors 2. Appointment of an independent servicer to manage the portfolio
Servicer (subject to pre-defined triggers)

3. Issuance of notes (Senior / Mezz & Junior)
4. Senior note to be rated at least BB- by an External Credit Rating Agency

W Originator servicer @ Noteholders .. Greek State guarantee 5. Bank/ Seller retains the senior note & 5% of mezz & junior (risk retention
requirement)

w W 6. Investors acquire mezz & junior notes. Mezz coupon is deferred in case of

underperformance with a 2yr grace period
v" Introduction: Dec 2019 v" Introduction: April 2021
v Up to € 12bn guarantee )) v Up to € 12bn guarantee 7. The State guarantee apply to the senior note and is paid by the SPV - the

budget budget premium is defined at the inception for the whole life of the protection
V" Expiration: April 2021 v Expiration: October 2022
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Insolvency Law: Out-of-Court-Workouts (OCW) & E-auctions progress update

Out-of-court-workouts (OCW)? Number (#) of successful E-auctions?
39.318

c
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2 2018 2019 2020 2021 2022 YTD 2023

May-22 Jun-22 Jul-22 Aug-22 Sep-22 Oct-22 Nov-22 Dec-22 Jan-23 Feb-23 Mar-23

- Cummulative Restructurings - New Restructurings

Source: 1 Special Secretariat for Private Debt Management http://www.keyd.gov.gr/. 2 E-auctions platform https://www.eauction.gr as of 28.4.2023




NPLs Resolution - Tirana
Approach

Jonida Kagani — Bank of Albania, Supervision
Department

16 May 2023 FinSAC Annual Conference, 2023



NPLs evolution

Portfolio and its quality evolution
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Non-performing loans in Albania, where we stand ....
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NPL in the region (Y/E 2022)
source: Vienna Initiative Monitor

6.9%

To reduce NPLs was complex and
there was need for initiatives from
different stakeholders (regulators,
government and banks);

A national NPL strategy and an
action plan was signed in 2015 with
the involvement of key stakeholders;

Most NPLs were and remain to be
corporate;

NPLs gradually declined. With an
NPL ratio of 5% we remain among

& e \Lof ®°®¢é° ol countries with high NPLs in the
8 .
° S Y region;
&
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Measures undertaken

Improving legal
framework

Improving regulatory

and supervisory
framework

Banks internal
T ELWES

e New bankruptcy law and by-laws;

¢ Enhanced civil code procedures for collateral executions;

e Review and clarification of tax treatments for bad debts and write-
offs loans;

e BRRD transposition and approval of the new law on banks’
recovery and resolution

eMandatory write-offs of loans older than 3 years (reduced later in 2
years)

*New guidelines for loan restructuring and collateral appraisal;
eLarge borrowers RRP - for customers exposed in more than one bank;
eIncentivize NPLs sale;

.
VIT oILC

*Strong monitoring of banks’ behavior on NPLs files (freque

inspection on individual files classification and provisionj TIRANA
eAssets reposition linear provisioning within 7 years; APPROACH
eOut-of-court resolution of corporate exposures

eImproving internal EWS;
eDedicated work-out units;

eForbearance strategies and NPLs exit strategies with board of directors
involvement;

* Review of credit policies and exposures to different sectors and portfolios;
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Tirana Approach

* Due to the high level of NPLs an active approach has been pursued on multi - lender
problematic exposures;

 There were identified a list of the most problematic largest borrowers exposed in more
than one bank contributing in accumulated NPLs stock;

e Several meetings with BoA and individual
banks; between banks; between banks and
BoA; for reaching a coordinated solution or

2013 -2018 restructuring of viable exposures. Banks

recognized the advantage of the cooperation

at the industry level; BoA could control NPLs
that potentially give rise to systemic risk.

Formalization of the cooperation framework
by approving the regulation “On out-of-court
treatment of distressed borrowers by banks”.
Banks signed an agreement of cooperation.
Bank of Albania assisted in the signing of
interbank cooperation agreement.
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Tirana Approach

* The regulation* defined: the eligible borrower/group of borrowers, interbank cooperation
agreement; debtor - creditor banks agreement; information sharing and decision making
process; restrictions etc.;

* Regulation was in force for limited time (extended during covid);

« A study was done in 2018 by Deloitte to analyze Albanian companies performance in terms
of debts’ sustainability, profitability, growth. This contributed to analyze the overall
financial health of top Albanian companies considered viable that might be part of out-of-
court multi-lender NPL resolution;

* Some statistics (TA in figures):

> 50 % of the groups of related persons that met the Tirana Approach criteria were soon out of the framework, due
to the pressure, by either reducing their total exposures or partial payments;

» In Sep-19, Tirana Approach NPL portfolio was almost 22 % of total NPL portfolio:

| sep-19]  Dec-21]
from Sep-19 - -42.4%
change from Sep-19 - -62.3%
* The regulation can be found in BoA web;

https://www.bankofalbania.org/Supervision/Requlatory Framework/Supervision reqgulations/Requlation 51 2019 On out-of-
court treatment of distressed borrowers by banks.html
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Thank you
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