Expanding the portfolio
management toolkit

A primer on Credit Risk Transfer (CRT)
solutions for North American banks
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are facing growing headwinds

1 Source: OSFI, Moody’s Analytics
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Banks are increasingly tapping
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credit portfolios

7R FRQWLQXH VHUYLQJ FOLHQWY “QDQFLQJ QHHGV LQ WKH
IDFH Rl WKHVH SUHVVXUHV EDQNV DUH H[SDQGLQJ WKH



Credit Risk Transfers (CRTSs)
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management toolkit

&57 VROXWLRQV KDYH EHHQ JDLQLQJPRPHQWXP
in North America as another mechanism for risk
GLVWULEXWLRQ R®HULQJ VRPH PDWHULDO DGYDQWDJHYV



Exhibit 4: Three primary transaction models of CRT solutions

NON-PAYMENT INSURANCE FUNDED CRTs/SRTs UNFUNDED CRTs/SRTs
,QVXUHU ,QYHVWRU
- — | -
639 ,QVXUHU
Scope 6LQJOH ORDQV VPDO OHILargRI&a0 Yortfolios

of H[ISRVXUHV

Products ORVW FRPPRQ LQ &, &5( WUDGH
DQG FRPPRGLW\ QDQFH SURMHFW
"QDQFH IXQG QDQFH OYJ ORDQV
and derivative H[SRVXUHYV




,QVXUHUVY DQG UHLQVXUHUV W\ASLFDOO\ KDYH WKH H[SHUWLVH DQG FDSDFLW\ WF
WUDQFKHYVY EDVHG RQ D YDULHW\ RI IDFWRUV VXFK DV WKHLU H[LVWLQJ SRUWIR
DQG H[SHULHQFH LQ XQGHUZULWLQJ ULVN IRU D JLYHQ DVVHW FODVV 3ULYDWH



The evolution of the SRT market
globally is a template for growth
¥a ¢« ® ° o America

7KH (XURSHDQ 6LJQL FDQW 5LVN 7UDQVIHUV 657V

EHIJDQ LQ WKH ODWH V DQG DFFHOHUDWHG LQ WKH HDUO\



,Q WKH 86 PDQ\ EDQNVY KDYH EHHQ XVHUV RI 13, VLQFH

WKH HDUO\ V PRVWO\ IRU VHFWRUDO DQG FRXQWHUSDUW\
limit management, and general risk management

SXUSRVHV ,QLWLDOO\ FDSDFLW\ ZDV SULPDULO\ XWLOL]JHG
IRU WUDGH DQG FRPPRGLW\ "QDQFH VHFXUHG 5&)V DQG
DVVHW EDVHG OHQGLQJ +RZHYHU WKH PDUNHW KDV HYROYHG
WR WDNH FRQVLGHUDEOH YROXPHV RI SURMHFW "QDQFH DQG
LQFUHDVLQJO\ WD[ HTXLW\ WD[ FUHGLW DQG R®WDNH ULVN
HYVSHFLDOO\ LQ WKH YDULRXV RQVKRUH 86 HQHUJ\ PDUNHWYV
DQG EXUJHRQLQJ UHQHZDEOHYV market.
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The opportunity for CRTs
¥2 e«®°nc fO®¥Ye ¥ vast

5:$ GHQVLW\ LV GH QHG DV WKH UDWLR RI 5:$ WR WRWDO DVVHW H[SRVXUH DQG PHDVXUHV WKH ULV

The risk weight of the insured portion of the exposure can be substituted for the risk weight of the guarantor and will lead to reduced capital
charges for the guaranteed exposure if the former’s risk weight is higher than its substitute. As such, exposures with a risk weight below 35%

OHDG WR PLQLPDO FDSLWDO UHOLHI EHQH WV +RZHYHU WKLV LV QRW D VWULFW FXW R® DV FHUWD
complex underwriting for certain loan exposures. Source: Basel Framework CRE 22.23

Source: Basel Framework CRE 20.82

Insurers have limited appetite for insuring loans with a rating above BB+ng loans wi. Sg loa6
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CRT operating models are

©e°+@R¥AE 3¥°no "je ¥Af 738
Investing In analytics and risk

management capabilities

11 Based on previous Marsh McLennan experience supporting NPl and CRT/SRT transac tions
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Exhibit 9: Timeline of typical NPI transaction

13, WUDQVDFWLRQV DUH IDVWHU WKDQ &57 657 RQHV ZLWK LQLWLDO WUDQVDFW
ones GD\V

14



oo®_Q oYZiaaoa ¥_o |. ¥a£
provider of CRT solutions

ODUVK OF/HQQDQ LV D OHDGLQJ SURYLGHU RI &57
VROXWLRQV EULQJLQJ XQSDUDOOHOHG FUHGLW ULVN H[SHUWLVH
VWURQJ GLVWULEXWLRQ FDSDELOLWLHV WR LQVXUHUV DQG

UHLQVXUHUV DQG D SURYHQ WUDFN UHFRUG RI VXFFHVVIXO
HIHFXWLRQ RI &57 VROXWLRQV

ODUVK *X\ &DUSHQWHU DQG 20LYHU :\PDAQ collaborate
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&57 QRWL FDWLR® DUHSDUH SUH QRWL FDWLRQ DQG QDO QRWL FDWLRQ IRU WKH -67
supervisory dialogue * Prepare reporting templates

6XSSRUW GXULQJ LQWHUDFWLRQ DQG 4 $ ZLWK WKHUHJXODWRU

5 Internal approval . Internal
operational
machine set-up

Oliver :\PDQ
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Exhibit 12: Sample case studies of NPl and CRT/SRT transactions executed by Marsh McLennan
(Appendix B for reference)

NON-PAYMENT INSURANCE UNFUNDED RISK TRANSFER FUNDED RISK TRANSFER

Case

Study
,QVXUHU
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Exhibit 13: Comparison of pre-GFC CDS to current capital markets and (re)insurance CRT solutions

Pre-GFC derivatives Capital markets (Re)insurance

Pre-GFC credit default Funded Unfunded
swaps (CDS) (CRT)
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CASE STUDY 0
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CASE STUDY 6
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20LYHU

CONTEXT

:\PDQ DQG ODUVK DFWHG DV D VHOO VLGH DGYLVRU WR WKH bank

KEYHIGHLIGHTS

* 20LYHU :\BDQVK ODUVK OF/HQQDQ DGY.Lyd-llstGlp'V

,Q '"HFHPEHU

D (XUR JRQH (XURSHD® EDWVNWORYWIGHU DFKLHYHG E\ D FRVW HxFLHQW |

LWV LQDXJXUDO ELODWHUDO V\QWKHWLFS DL MAUDURNLFOMIER Q\ 0. WIKHIDQ LQVXUHU

XQGLVFORVHG LQVXUHU SURWHFWLQJ WKHSRIENRBHYW RYRRF KGR EV ESV Dw D FRVW
the VW UXFWXUH :

the bank’s costof HT XL W\
D%ORZHG WKH EDQN WR UHJDLQ DFFHVV

VROH VWUXFWXUHU DQG DUUDQJHU RQ WS | {fHb Heh VMG b FRQWH[W RI VLIQL FDQ

transaction E\
6WUXFWXULQJ WKH transaction

credit markets.
e %URDGHQHG WKH VRXUFHV RI SRWHQWLDO IXWX

ORGHOOLQJ WKH FDSLWDO DQG VXS H UettaMiBhingtitdank 'V UHODWLRQVKLS DQG LWV UHXVE

3URYLGLQJ WKH UHTXLUHG VHFXULWL]DUWIOEG IRRGY LQ WKH (XURSHDQ 657 market.
6HWWLQJ XS WKH 657 lUDPHZRUN  ° 7UDQVDFWLRQ ZDV H[HFXWHG LQ IRXU WR ~YHmo

/IHDGLQJ WKH UHJXODWRU\ DGYLVRU\ QRWL FDWLRQ process
Placing the transaction

e 7KLV WUDQVDFWLRQ EXLOGYVY RQ D VWURQJ WUDFN UHFRUG RI 657
WUDGHY DUUDQJHG VLQFH E\ ODUVKOF/HQQDQ
Portfolio 6W UXEWXUH CAPITAL STRUCTURE OF THE SYNTHETIC SRT
Tranche Size (€ millions) AP Status
6HQLRU 940 6% SHWDLQHG
8 OH]IDQLQHO 2% Protected
% ) L UlaseY 20 0% 5HWDLQHG
=2
o a Total 1000
1|8
€|
S @ w»
2 g OH]]DQLQH WUDQFKH
o > PLOOLRQV
< T 6%
,QVXUDQ
SROLF\
44— - X Q ltrendhe
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https://www.mmc.com/
https://www.marsh.com/
https://www.guycarp.com/
https://www.mercer.com/
https://www.oliverwyman.com
https://www.mmc.com/
https://www.linkedin.com/company/marsh-&-mclennan-companies-inc-/mycompany/verification/?viewAsMember=true
https://twitter.com/MarshMcLennan
https://www.brinknews.com/

