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IACPM Quarterly Credit Outlook Survey




IACPM 12 Months Corporate Credit Default Outlook Index

Expected direction Corporate Credit Defaults will move over the course of the next 12 months
(annual twelve month trailing; positive numbers indicate credit improvement; underlying data on next page)

20 :
10 A
0 / \;\
g (1) / B\
/ \
3 ) / \
s o A\ 17/ \
é (50) \ AN P \ / / \\\
g =\ Z\ 1/ AN
O (60) wa 7 / \ /\\ —— pd
~N\N N X
< , N\ \\ >
(20) \é,/ A —
(100)
s & 5 <P . P @é:@ 5\}(\:\Q‘ 5 &2 5 & @sﬁ >°°f9 o_,@ﬁ 5 Pl &9," 5&,‘9 %Qq;i‘ 5 & &sﬂ 5\§\:1’J' %QQ;D' 5 & $\ésib s I
Average Corporates North America Corporate —— Europe Corporate Asia Corporate ——— Australia Comporate

*Average Corporate also includes results from Africa & Central/South America M)M

Source: IACPM 2Q 2023 Quarterly Credit Outlook Survey | Question: Where do you expect Credit Default Rates to be in 12 months (annual twelve month trailing)?
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Principles & Practices in Credit Portfolio Management 2023




Survey Goals and Demographics

The International Association of Credit Portfolio Managers (IACPM)
recently completed its 2023 Principles and Practices in CPM Survey.

Conducted every other year, the Survey focuses on five key areas of
concern to members: the evolution of risk and credit portfolio
management (CPM), organizational structures, mandate and
priorities, tools used to manage the credit portfolio, and outlook for
the future.

Results provide insights into the current state of the CPM function
across an array of firms and an opportunity for ACPM members to
confidentially benchmark their CPM practice with those of other
leading financial firms.

Globally, 65 IACPM member firms participated, including 54 banks,
nine Development Banks, and two reinsurance companies. More than
half of the participating banks have a total balance sheet size above
US$ 500 Billion. A list of participating institutions can be found at the
end of this deck.

This results deck shows aggregate responses for the 54 bank
participants and two reinsurance companies.

Participating Banks'
Region of Domicile
(N = 56%)

Australia/
Oceania
7%

South/Central -
America

4%

North America
29%

Middle East/
Africa
5%

Less than US$
50 billion
7%

Participating Banks'
Total Balance Sheet Assets
(N = 56%)

US$ 50 billion
to US$ 250
billion

Greater 219%

than US$
500 billion
52%
US$ 250 billion to

* 54 banks and two
reinsurance companies




Executive Summary (Page 1)

The 2023 Survey was conducted amid a changing and uncertain economic and geopolitical environment. Conditions included
rising inflation, tighter monetary policy, and signs of credit deterioration in certain sectors. As a result, credit risk is under
heightened scrutiny at all firms, and the role of CPM is critical and expanding.

Among key CPM mandates are origination frameworks including concentrations and limits policies; risk measurement and
monitoring of early warning metrics; and risk mitigation strategies involving expanded use of market tools where available.
Further, integration of ESG and Climate metrics into risk and portfolio management is transforming origination and risk mitigation
as markets and standards develop.

Accordingly, priority considerations for CPM currently include capital efficiency, concentration management, and sector and
asset strategies. To support these priorities, banks globally are expanding their skillsets in data analytics, data science, ESG and
Climate and CPM continues to develop to meet the needs and opportunities of the rapidly evolving risk environment.

Survey results continue to support the findings of prior surveys that there is no “one-size fits all” for CPM. The 2023
data demonstrates a range of CPM business models reflecting the nature of the portfolio, geographic location, organizational
structure, and culture. Additionally, CPM is a senior function with 40% of respondents reporting within two levels of the CEO,
and 80% within three levels of the CEO.

CPM remains a hub for important and growing linkages within the firm (risk, line of business, capital policy etc.) but also across
industry sectors which is an indispensable characteristic for the identification and management of ESG and climate risks as well
as opportunities.

CPM Tools. While discipline at origination like concentration and limits frameworks, portfolio perspective in deal decision, and
regulatory capital measurement tools (front-end) continue to top the list of tools used to manage the credit portfolio, market tools
(back-end) like credit risk insurance, financial guarantees, and funded synthetic securitizations increased in importance over the
last two years for the active management of the credit portfolio.

IACPM
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Executive Summary (Page 2)

Market tools show varied levels of importance across different regions. Loan sales/purchases are still important across all regions,
but less so than just a couple of years ago. In contrast, the relative importance of single name CDS is highest for banks in the
Americas. Funded synthetic securitizations are still of more relative importance for banks in EMEA, credit risk insurance is used
more often in EMEA and APAC, while banks in the Americas and APAC put higher emphasis on financial guarantees. In the
coming months usage is expected to expand for loan sales/purchases, credit risk insurance, as well as funded and unfunded
synthetic securitization.

Data and Analytics. CPM functions globally are expanding their data, data analytics, and data science skillsets. They are
developing additional data sources (internal and external), non-traditional risk data, and new platforms to inform credit risk
management decisions. For the Corporate and SME portfolio, these data sources include news, social media, and internal credit
behavior data. Top challenges that are constraining the use of innovative data as well as advanced analytics are the cost and
quality of available data, validation difficulties, and regulatory expectations. Forward-looking key risk indicators like credit and P&L
movements and credit spread delta are evaluated at least monthly by some two-thirds of participating firms.

Capital optimization and RWA reduction. Given increasing capital pressures by regulators, the regulatory capital ratio is now the
top binding constraint at banks globally. Managing the efficient employment of capital has become the top priority especially for
banks domiciled in EMEA and the APAC regions. These renewed capital constraints have increased the focus on RWA forecasts
in the past months and made meeting capital targets one of the top CPM business priorities globally (behind revenue generation).

While regulatory capital remains the capital measure with the highest importance at banks globally, larger firms in the Americas
and APAC are expecting the importance of stressed capital to increase over the next two years. To note: economic capital is the
top binding constraint for one-third of smaller bank respondents.

Supporting growth and balancing risk/return. The three most important regulations affecting CPM are the new Basel 3

regulations (84%), followed by securitization and related issues (45%), and Climate Risk Disclosure Requirements (34%). Despite

the tightening of credit, some 50% of respondents are expecting growth in their portfolios over the next 12 to 24 months. CPM is
seen as a catalyst and will be expected to support revenue growth while meeting capital targets. I PM




Risk Management Responsibility by Asset Classes

> US$ 500 Bn < US$ 500 Bn
Corporate Loan Book (C&l) 100% 85% Other
Leveraged Loan Book 90% 81% + Consumer
Real Estate/ CRE 76% 81% + Corporate Bond
Project/ Object Finance |GG 9% 59% + Counterparty Risk
Securitization G 627 44% - Leasing Portfolio
Credit Risk Insurance [N 629 52%
SME/ Middle Market IR 59% 56%
AssetFinance [N 55% 44%
Trade Finance |GG 52% 52%
Export Finance I 41% 30%
Workouts NN 34% 30%
Municipal Credit Risk [ INEEEGEGEGEE 31% 59%
Energy Structured Debt [N 31% 30% Re side ntial
Trading Counterparty Exposure/ CVA I 23% Rﬁiﬂf;";f' 19% Mertgage %%
X ) Credit card 22%
Retail I 21% Credit card N 37%
HQLA book management Wl 3% Other 19% oner -
0% 20% 40% 60% 80% 100% 0% 20% 40% 60 % 80% 100%

% of Respondents (N =29 ) % of Respondents (N =27 )

Source: IACPM Principles & Practices in CPM Survey 2023 | Question: For which asset classes (including commitments and LCs), or for which parts of the I/}(@M
portfolio, does your CPM unit have credit portfolio responsibility? Please check all that apply. (Q3)
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Credit Risk and Portfolio Management Reporting Line

By Region of Domicile & Approximate Total Balance Sheet (N = 56)
Americas EMEA APAC*

= Line of Business
= Risk

Finance/ Treasury

> US$ 500 Bn

Line of
Business i Line of Other

50% Business
64%

Other (Americas) includes:
« ALM Alignment
« Chief Executive Officer
Line of  Chief Risk Officer
SIVSHERS « Line of Business within
50% Global Markets

Other (EMEA) includes:
Between Finance and Loan

< US$ 500 Bn o

Business 2 Line of Distribution
31% Business - Between Risk and Treasury
40% * Not enough data + Chief Executive Officer

« Chief Operating Officer

« Directly to Bank’s managing
committee

* Head of Divisional Unit

points to allow split
by asset size

Source: IACPM Principles & Practices in CPM Survey 2023 | Question: To which functional area of your firm does the head of your CPM unit report? (Q6) I/@M




Credit Risk and Portfolio Management Top Priorities

CPM top priorities vary by banks’ region of domicile. The credit crisis continues to have American banks focused on concentration
management, sector and asset strategies, while banks in EMEA and now also APAC have a clearly focused on capital efficiency.

Concentration management/ sector and asset strategies |GGG Y 89%

§ g Portfolio reporting, data quality and analysis I 50% Rank 1
Q2 . . . H Ran

S Capital efficiency/ reduction —- RWA 1IN 33%

E Z Help guide origination NN 33% mRank 2

Managing a more volatile, inflationary/recessionary environment IR 17%
mRank 3
Capital efficiency/ reduction - RWA NG 69%

< © Concentration management/ sector and asset strategies I 35%

EEN Portfolio reporting, data quality and analysis N 27% Other Top Priorities

E . o ] ) ) for CPM

Z  Managing a more volatile, inflationary/recessionary environment RN 27%

Basel 3/Basel 4 impact/implementation NI 27% Creating distribution to
make the balance sheet
more efficient

Capital efficiency/ reduction —- RWA I 67%
— . . . . Increase profitability
; B
O~ Portfolio reporting, data quality and analysis 50% through long book
a': ‘; Basel 3/Basel 4 impact/implementation |G 42%
< Z Concentration management/ sector and asset strategies NN 42%
Managing a more volatile, inflationary/recessionary environment I 25%
0% 20% 40% 60% 80% 100%
% of Respondents /K(
Source: IACPM Principles & Practices in CPM Survey 2023 | Question: Please indicate and rank top three priorities for CPM at your firm? (Q22)
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Relative Importance of CPM Tools: Discipline at Origination
By Region

Concentration Limits
Portfolio Perspective in Deal Decision
Transfer Pricing (Hard Charged) g
Economic Capital Measurement Tools 6
Pricing Analytic (Soft Charged) 6

Americas
(N=18)

Regulatory Capital Measurement Tools 0,89

Concentration Limits 2.62
Transfer Pricing (Hard Charged) 2.38
Portfolio Perspective in Deal Decision 215

©
? Pricing Analytic (Soft Charged)

EMEA

Z  Economic Capital Measurement Tools
Regulatory Capital Measurement Tools

1.62
1.42
1.00
Concentration Limits S
Transfer Pricing (Hard Charged ) I -
& Portfolio Perspective in Deal Decision I X T2
! Regulatory Capital Measurement Tools [N RTE
Economic Capital Measurement Tools I TN
Pricing Analytic (Soft Charged) YV
0.00 0.50 1.00 1.50 2.00 2.50 3.00
Average Weight of Importance ( 3 = Most Important)

Source: IACPM Principles & Practices in CPM Survey 2023 | Question: Please rate the tools you use to manage your credit portfolio by importance. (Q23) I PM
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Relative Importance of Market Tools

By Region of Domicile

Loan sales/ purchases

Single name CDS Q.89
> — Financial Guarantees 08
8 Credit Risk Insurance Q78
5o Funded Synthetic Securitization (issuing CLNs) I 72
E z CDSindices VY
" Index tranches, baskets, options (usually on CDS index) I e
Unfunded Synthetic Securitization (1) I
Credit Risk Insurance 1.62
Funded Synthetic Securitization (issuing CLNs) 1.58
R Loan sales/ purchases 1.54
<@ Financial Guarantees 1.54
g I Unfunded Synthetic Securitization (1) 1.31
=z Single name CDS 1.08
= Hybrid Funded/Unfunded Synthetic Solutions 0.88
True Sale Securitizations (issuing bonds) 0.81
Credit Risk Insurance 038
Financial Guaran te e |E—— -2
— Loan sales/ purchases | H——— N =TI
(<-,:) & Singlename CDS I T T 2
& ; CDSindices I | K-
= Funded Synthetic Securitization (issuing CLNs) I w=7-
True Sale Securitizations (issuing bonds) IEEEEEEEGY-IE
Unfunded Synthetic Securitization (1) IEEEEEEEKCE

( 1) Split betwge:n CDSs, credit risk ) 0.00 0.50 1.00 1.50 2.00
insurance policies, and hybrid solutions. Average Weight of Importance ( 3 = Most Important)
Source: IACPM Principles & Practices in CPM Survey 2023 | Question: Please rate the tools you use to manage your credit portfolio by importance. (Q23) I/@M
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Top Binding Constraints
By Region

Regulatory Capital Ratio
Concentration Limits
Stressed Capital
Economic Capital
Liquidity Ratio

Eamings Volatility
Financed Emissions
VaR

18)

Americas

(N

Regulatory Capital Ratio 77%
Concentration Limits 38%
Liquidity Ratio 31%
Economic Capital 27%
Stressed Capital 15%
Eamings Volatility 12%
VaR 8%

Financed Emissions = (0%,

EMEA
(N=26)

Regulatory Capital Ratio 83%
Liquidity Ratio |1 T
~ Stressed Capital I o
Concentration Limits - | - o 7
Economic Capital L7
VaR z
Eamings Volatiity IEREANE
Financed Emissions = (0%,

0% 10% 20% 30% 40% 50% 60 % 70% 80% 90 %

APAC

(N

% of Respondents (N = 56 )
Source: IACPM Principles & Practices in CPM Survey 2023 | Please indicate your firm's top binding constraints. Select all that apply. (Q34) I/@M
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Most important regulations affecting CPM

Basel 3/Basel 4 I 67%
8o Financial Stress Testing Implementation | 56% m Rank 1
O —
5 Securitisation and related issues | NN 449
ol _ ourtis % m Rank 2
<= Climate Risk Disclosures Requirements | i 44%
Application of IFRSO/CECL N 337 Rank 3
Basel 3/Basel 4 I 88%
-~ Securitisation and related issues |G 5/°/
g (ﬁl Climate Risk Disclosures Requirements | I 35%
“ E Leveraged lending guidelines and potential global impact | 31%
Application of IFRS9/CECL | 23%
Basel 3/Basel 4 I 100%
o - Climate Stress Testing Implementation | N 42%
<5 Application of IFRS9/CECL | 42%
<z . . . .
_Z Financial Stress Testing Implementation |GGG 33%
Securitisation and related issues | 25%
0% 20% 40% 60% 80% 100%

% of Respondents (N = 56 )

Source: IACPM Principles & Practices in CPM Survey 2023 I/@M

Question: What are the most important regulations affecting CPM? Please indicate and rank top three. (Q42)
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ESG & Climate Risk Governance Frameworks

Head of Sustainability/ ESG C“"e”;'gof place W 10%
Dedicated Sustainability Team Currently in place 0 3
at the Group Level 69% 10% e e
Dedicated Chief Sustainability Officer Currently in place o o
at Executive Management Level 40% 6% . He
Dedicated ESG Risk Manager :
within Risk Functions C“"ené'{o}” HIEE 17% 17% 23%
(enterprise, credit, market, operational) 2
Dedicated ESG Risk Manager Currently in place o s
reporting to CRO 31% 10% 10% 38%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

% of All Respondents (N = 52)

mCurrently in place mInprogress mPlanned in 12-24 months Not planned (yet)

Source: IACPM ESG & Climate Risk Management Frameworks 2022 | Question: Please indicate ESG & Climate Risk governance frameworks your firm has in I/}(@M
place or is planning to establish over the next 12 - 24 months. Please indicate all that apply. (Q2)

© IACPM 16




Areas Responsible for Integrating Climate Risk into
Credit Risk Management Frameworks

CEO office 56% 4% 10% WA 16%
Sustainability Committee at Board Level 6% 36%
Sustainability Committee at Management Level 32% 14% 14% 16% 12%
CRO/ Risk 16% 34% 46% DYR%
CSO/Sustainability 10% 12% 30% 24% 16%
CFO/Finance S/ WAY) 16% 18% 50%
Designated CPM Unit /287 34% 20% 34%

Line of Business 10% 66% 8% 16%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
% of All Respondents (N = 50)

m Oversight function  mFull responsibility m Co-responsibility Advisory function Not (yet) involved

integrating ESG & Climate Risk considerations into credit risk management frameworks? (Q3)

Source: IACPM ESG & Climate Risk Management Frameworks 2022 | Question: Which areas within your firm are currently involved and/or responsible for I/@ M




Risk & CPM Involvement in Climate Risk Considerations

Risk Mitigation Decisions 13% 33% m Full responsibility
Credit Portfolio Transition Progress Tracking 12% 31% m Co-responsibility
m Advisory function

Risk Appetite Setting 8% 33%

Loan/Credit Origination and Vetting™ 13% 23%
Limit and Metric Setting and Calibration * 13% 23%
GHG Exposure (status today) ¥ 27%
Climate Transition Pathway E&A 23%

Capital Planning & Management 10% 17%

Science-based Net Zero target Setting EX) 12%

0% 10% 20% 30% 40% 50% 60% 70% 80%

(*) E.g., industry/sector limits. % of All Respondents (N = 52)
(**) E.g., pricing, hold amount, approval.

Source: IACPM ESG & Climate Risk Management Frameworks 2022 I P M
Question: Please indicate your firm's CPM function's level of involvement in Climate Risk considerations for the following areas. (Q10)




Banks’ Current Consideration of ESG & Climate Risk Factors
in CPM Decision Making, e.g., to Manage Concentrations

The participating Australian banks are ahead of their global peers in considering ESG & Climate risk factors in CPM decision making, while
banks in Asia are slightly behind European banks. Surprising is the minor differentiation between risk types in APAC.

EMEA (N =17) Americas (N = 14) APAC (N =11)

Climate Physical Risk 21% 73%

Climate Transition Risk 29% 73%

Other Environmental Risk 57% 73%

Social Risk 36% 64%

Governance Risk 36% 73%

0% 10% 20% 30% 40% 50% 60% 70% 0% 10% 20% 30% 40% 50% 60% 0% 10% 20% 30%40% 50% 60% 70% 80%

% of Bank Respondents % of Bank Respondents % of Bank Respondents
Source: IACPM ESG & Climate Risk Management Frameworks 2022 I/@M
Question: Does your firm consider ESG & Climate Risk factors in CPM decision making, e.g., to manage concentrations? (Q4)




Incorporating Climate Risk Considerations into Financial Planning

Three-quarters of responding firms domiciled in EMEA are planning to incorporate climate risk considerations into financial planning within the

next 1-2 years, while for their peers in APAC and the Americas this number is less than half. Interestingly not much variation can be observed
across type and size of the participating institutions.

I 7o " henextiezyears
_ 18% m Within the next 2-3 years
EMEA (N = 17)
0%

m|n 3+ years

6% No plans (yet)

b
I 7
— K

Americas (N = 18)
28%

I
o

AACTIET) O 2

(o]

38%

0% 10% 20% 30% 40% 50% 60% 70% 80%
% of Respondents

Source: IACPM ESG & Climate Risk Management Frameworks 2022/2023 I/}(@M

Question: Does your firm have any plans to incorporate climate risk considerations into financial planning (revenues, reserves and/or capital projections)? (Q24)
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www.iacpm.org

I ‘ P M INTERNATIONAL ASSOCIATION OF
CREDIT PORTFOLIO MANAGERS

HOME ABOUTv EVENTSv ADVOCACYv RESEARCHv ESG&CLIMATERISK MEMBERSHIP~v FOR MEMBERSv LOGIN Q

FALL CONFERENCE UPCOMING EVENTS
JUL  Monday, May 8 - Thursday, August 31
The IACPM 2023 Annual Fall 30 IACPM’s Spring 2023 Online Educational Seminar
Conference will be taking place at the

7 JUL Monday, July 31 - Tuesday, August 1
Loews Chicago Hotel, Monday, 31

November 6 through Wednesday,
November 8, 2023.

Risk and Credit Portfolio Workshop at National University
of Singapore Sixteenth Annual Risk
Management Conference

Learn More NOV Monday, November 6 - Wednesday, November 8
6 IACPM 2023 Annual Fall Conference - Save the date!
View Calendar
LATEST NEWS LATEST RESEARCH
IACPM has submitted a comment letter on the proposed IACPM 2016-2022 Survey Confirms that Risk Sharing is

STS criteria in the EU Becoming Mainstream
July 20, 2023 June 30, 2023 I PM
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http://www.iacpm.org/

www.lacpm.org

« Calendar of events
« Public documents including Research Benchmarking White Papers
+  Past member surveys (members only)

+ Directory (members only)

 Library of past conference presentations
(members only)



http://www.iacpm.org/

Weekly Brief sign up: www.smartbrief.com/iacpm

I/AC PM Weekly SmartBrief

Essential News for Credit Portfolio Management Professionals

CREDIT MARKETS

Banks return to underwriting high-yield debt

Banks are steadily returning to underwriting high-yield corporate debt, after banking sector
turmoil in recent months left many lenders on the sidelines. "Silicon Valley Bank and
Credit Suisse hit just when we were catching a bid, slowing us down," but "you're starting
to see the syndicated option come back," says Chris Blum, BNP Paribas' head of
corporate finance. Full Story: Financial Times (5/29)

in]w] £/

High-yield bond market resilient despite headwinds

The $1.4 trillion market for high-yield corporate bonds remains resilient, despite concerns

ahniit elavatad inflatinn and intaract ratee Yielde have derlined cinnificantlv cince 2022 I/@M
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http://www.smartbrief.com/iacpm

This paper and the associated questionnaire were prepared by the International Association of Credit Portfolio Managers (IACPM) and are the
sole and exclusive property of the IACPM. The information contained in the paper is based solely on responses to the questionnaire and
interviews with the surveyed institutions. While the IACPM exercised reasonable care in collecting, processing, analyzing and reporting the
information furnished by surveyed institutions, their responses were not independently verified, validated, or audited to further establish the
accuracy and completeness of the information provided. IACPM makes no warranty as to the accuracy and completeness of any of the
information set out in the paper and shall not be liable for any reliance on its contents.

Persons who obtain a copy of the paper shall not circulate, reproduce, modify or distribute any information contained in it, without the express
written consent of IACPM. If IACPM provides written consent to a party to use any of the content, full attribution to IACPM must be given.

IACPM
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