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Unlocking treasury’s added value
ACTIAM’s new risk management
framework
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Roland Boehm on the
Loan Market Association

Working at Zanders

Rob van Heesch
“I have worked at Zanders since 2006
as an executive consultant in the
public sector, with the emphasis on
health care and housing associations.
At ABN Amro, where I worked for
23 years, I spent the last 10 years
dealing with clients in the public
sector, mainly focusing on the
financing of institutions.

Study
Business economics
at Tilburg University
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Graduated:
1983
At Zanders since:
oktober 2006
Function:
Executive Consultant

When I started here, I learned that
the housing corporation had switched
to a ‘cash flow approach’. This
was perfect timing for me as this
resonated well with my experience in
financing issues. I was attracted to
the position mainly because of the
diversity of clients while participating in a rapidly
changing world; each and every day is different
and quite often I am involved in more than one
project at a time. It’s a nice challenge to share the
experience of an ever-changing world together with
the client.
At present the care institutions play an important
role – during this rather uncertain period – in
obtaining secured financing for investment
ambitions. Housing associations should focus
specifically on securing assured funding, so that
the structure of the institution can be adapted to
new regulations. In both sectors, there is a growing
emphasis on the need for good governance. Integral
financial risk management (IFRM) takes the lead in
the establishment of a treasury organization and
we, at Zanders, can offer a lot of added value.
Besides my day job I am also a trainer/coach for
a basketball academy, where basketball and high
school studies go hand in hand. The students are
given three hours a day to train. In the coming
season, however, I will be training and coaching
primary schoolchildren to prepare them for the
future and the challenges involved.
I feel at home in our culture of commitment to
quality, thereby putting the client first. After nearly
nine years at Zanders I am still learning. A great
deal of specific treasury knowledge is present here
and sometimes I realize that I would like to know
so much more than I do. On the other hand I enjoy
sharing my knowledge with my colleagues and
regularly assist in finance projects.”
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Foreword

Communication is key
One of the key success factors in consultancy is clear
communication. Even the
most intelligent people will
fail if they cannot convey
their great ideas effectively.
George Bernard Shaw once
said that the single biggest
problem in communication
is the illusion that it has
taken place. How can we
ensure that your audience
really understands the
intended key message?
The best communicators
are great listeners, who observe their audience intelligently. It is not only about transmitting information,
but looking for feedback as well.
For me, effective communication is also about
finding the right balance between the content and
the medium. Especially in complex matters, such
as treasury and risk, it is easy to lose ourselves in
the content part. In our enthusiasm, we often try
to share as much detail and technical information
as possible. But by bombarding our audience with
details, we lose track of the story line.

On the other hand, we should not oversimplify the
content either. Maybe in politics and marketing
one-liners are a very powerful instrument to communicate the key message. President JFK will always be
remembered for his one-liner: “My fellow Americans,
ask not what your country can do for you – ask what
you can do for your country.” Or, from a marketing
perspective, everyone knows the one-liner “Have a
break… Have a Kit Kat”, which was first used in 1957.
But do one-liners work in treasury and risk? Maybe
the concept of VaR (value at risk) is the equivalent of
the risk management one-liner. We communicate the
possible change in fair value of a myriad of different
imperfect correlated exposures into one number. In
my opinion this is not really the perfect one-liner; too
much relevant information gets lost in translation
and the risk (content) is oversimplified.
So, to get back to the start: communication is key in
consultancy and is therefore very relevant to us. In
the coming weeks our new website will go live. It has
taken us a lot of effort to navigate between detailed
content and a refreshing form of presentation. Hopefully we succeeded and it is not just an illusion that it
has taken place…
Sander van Tol
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Client

Compliant within a new risk
management framework
The new EU directive regulating alternative
investment funds management (AIFMD)
meant that asset manager ACTIAM had to
make substantial changes to its risk
management, a major operation that had
to be carried out in a short period of time.

From left to right:
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Mark van Maaren
(Zanders), Rob
Verheul, Bart
Harmsen (both
ACTIAM), Scott Lee
and Jasper van Eijk
(both Zanders).

ACTIAM was founded on 1 July 2014 after a merger
between SNS Asset Management (SNS AM) and
SNS Beleggingsfondsen Beheer (SBB, Investment
funds management). The company now has more
than EUR 50 billion assets under management for
insurers, banks and pension funds. Among them
are Reaal, Zwitserleven, ASN Bank and SNS Bank.
“Responsible asset management is our specialism”,
says Rob Verheul, COO at ACTIAM. “We manage all
our investment categories in a responsible fashion.
We have made doing business in a responsible way
core to our investment process. It is in our DNA and

we are proud of it. “ACTIAM originates from the
Hollandse Koopmansbank (Dutch Merchant Bank)
and has more than earned its reputation as a
responsible asset manager. It has managed the
ASN equity fund for more than 20 years. In 2013,
this fund was awarded the Golden Bull for the best
investment fund, and in 2015 was deemed the best
equity fund in the world. Verheul says: “We do not
invest in companies who do not trade in a sustainable way and we let people know through our website
which companies we exclude. The universe in which
we invest is therefore not as big as that of many
other players, but we have already proved that
social and financial returns go hand in hand.”
According to Bart Harmsen, head of risk management at ACTIAM, it is not a question of just excluding
the insufficiently sustainable companies. “We try to
encourage these companies to become more sustainable. We keep many lines of contact open in order
to bring about improvements in that area.”

Tougher demands

Rob Verheul

Growth ambition
As a part of VIVAT Insurance, ACTIAM considers
Zwitserleven and Reaal (also part of VIVAT Insurances) just as much a client as ASN Bank and SNS
Bank, says Verheul. “We have also close commercial
contracts with them, just as with our other external clients. We have seen that the combination of
professionalism, flexibility and sustainability has
created a lot of interest for our funds from institutional investors. The legislator gives us a helping hand
here, since pension funds are required to use part of
their capital for sustainable investments.”

“We are investigating whether funds
for institutional investors could also be
made suitable for retail investors”
As administrator of institutional investment funds,
ACTIAM’s name is well-known in this market segment. Our ambition is to grow in the retail market as
well, says Verheul. “We are investigating whether
funds for institutional investors could also be made
suitable for retail investors. Our name recognition
among a larger audience will then grow as a matter
of course.”

Under VIVAT Insurances, ACTIAM operates independently, with its own license, policy and statutory
board. “Even though SNS AM and SBB have worked
together for years, with this merger we are creating one expertise centre for our clients”, Verheul
explains. “By doing this, we are creating even more
commercial and operational strength and we can
more easily comply with legislation and regulations.”
Tougher demands on fund management as a result
of new legislation and regulations in the AIFMD
(Alternative Investment Fund Managers Directive)
were important reasons for the merger. This legislation requires that a fund manager may not outsource
both its portfolio management and its risk management. Verheul explains: “The fund manager (SBB)
would therefore have to go to great lengths to rig up
its risk management. Asset management was already
outsourced to ACTIAM (at the time SNS AM).
If we had not integrated SBB and SNS AM, the cost
to the client would have been much higher than it is
now. The costs of the merger are small by comparison. We are trying to absorb these by working
more efficiently.”

Gap analysis
The AIFMD legislation sets out best practices in
the area of risk and liquidity management, among
others. As far as ACTIAM was concerned, this
guideline had an impact on many different levels.
“Most of them were under control”, says Verheul,
“but we were not able to make the changes for the
risk management part on our own. We could see that
the scale of changes necessary within risk management was too great for our own staff to contend with.
We had discussions with a number of contenders,
but Zanders was selected fairly quickly. During the
very first meeting they showed their pragmatic,
down to earth approach. No standard consultanttalk, but serious people who gave the impression
they would get on with it and deliver something
of real useful value.”
Time was of the essence: ACTIAM had to be AIFMD
compliant by 22 July 2014 and have its risk policy
implemented, otherwise obtaining the license would
be under threat. So, article for article, a speedy
start was made on analyzing the legal texts; what
was written down exactly, and what is the impact
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of them for ACTIAM? And as far as the risk management parts were concerned, where were the gaps as
far as the guidelines went? And that’s how the risk
management and risk methodology were assessed,
a process during which hundreds of pages were read
and analyzed. Zanders consultant Mark van Maaren
says: “Early on we involved the front office, as well

“We wanted to achieve 6.5 on reaching
compliance, then we wanted to take our
time in order to make it an 8”
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as others, in the development of risk policies, risk
methodology and risk reporting. They made a valuable contribution and their involvement facilitated the
acceptance of the risk framework.” During the whole
process the strategy was developed gradually and
the levels of risk became clearer. Beforehand, Verheul expressed progress in terms of a target figure:
“We wanted to achieve 6.5 on reaching compliance,
then we wanted to take our time in order to make it
an 8.” In that way the inaccuracies in some reports,
which were a result of tight deadlines, were correc-

ted, while the reporting process itself was speeded
up. Zanders consultant Jasper van Eijk notes: “With
constant to-ing and fro-ing, i.e. by involving front
office, a large number of issues were solved.” This
way most of the interest rate sensitivities on fixed
interest instruments could be calculated, but a
number of rates differed to what front office saw. By
constantly going back to departments involved, the
results were fine-tuned.

Internal involvement
In a short time frame a lot had to happen on both
sides, but the interaction was ideal, Verheul thinks.
“And what is so good is that we have improved the
whole ACTIAM risk management framework. We are
much more aware of the whole spectrum since it
had much more impact than just the AIFMD part.”
Harmsen nods in agreement: “The risk policy was
also immediately adopted by the business and, as a
result, the quality of thinking in terms of risk in the
organization was given an enormous boost.” Van
Maaren adds: “ACTIAM’s board’s strong commitment was an important factor in the success of the
project. All directors gave up a lot of time to review
and discuss the risk strategy, the preparation of risk

reports and the development of risk methodology.
Quick decisions were also made where there were
issues within the project.” Van Eijk also felt the
interaction within the organization was a success
factor. “This was at all levels within the organization.
The formulated policy had to take form by setting
up models, methods and systems. But due to the
limited timeframe we had to do this in parallel. This
demands good co-ordination to get all cross-references tied in. Thanks to a pragmatic approach and the
broad internal involvement, this was achieved.” The
deadline was reached; ACTIAM was AIFMD compliant
as of 22 July 2014.

Stick to the plan

Bart Harmsen

For monitoring risk, ACTIAM used the existing risk
management system, Dimension, from supplier
Simcorp, of which Zanders implemented the new risk
module. Verheul says: “We want the whole organization to use this system and the starting point
was to include the whole risk reporting process in
this system. Zanders firstly evaluated the suitability
of this module for implementation of risk reporting
together with ACTIAM and Simcorp before starting
the implementation process.”

“The interaction within the organization
was a success factor – at all levels
within the organization”
It symbolizes the secret of success of the whole
journey, Verheul thinks: “Make considered choices
and then stick to the plan. Don’t fall into the trap of
implementing another system just because a report
is easier to print for example, as this always leads
to different problems. In retrospect, it all went very
well, but there was a lot of pressure on everyone involved. All in all we are very pleased with the whole
project. If we had to do it again then we would do it
the same way.”

What did Zanders do for ACTIAM?
• A gap analysis with regard to AIFMD
compliance;
• Development of risk strategy, risk methodology/
models and risk reporting;
• Implementation of Simcorp Dimension
risk module;
• Embedding a new risk policy within
the organization;
• Support of continuous development of the
risk reporting process.

Want to know more about
risk strategy and/or risk
management systems?
Contact Mark van Maaren
(m.van.maaren@zanders.eu)
or Jasper van Eijk
(j.van.eijk@zanders.eu),
+31 35 692 89 89.
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Vision

Bank relationship management
in a retrenching landscape

Has the global bank
had its day?
8

While many banks are still assessing the precise impact of Basel III on their capital
requirements, there is a general consensus that they are set to rise. Higher capital
requirements will negatively impact the risk adjusted return on capital (RAROC)
while, due to the higher business risk associated with the banking industry,
shareholders are requiring a higher return on equity (ROE).
In search of shareholder value (i.e. RAROC > ROE)
and fueled by previous regulatory requirements, many
banks shifted their business model from supplying
credit and earning a lending spread towards offering
transactional banking products such as payments
and cash management which have a limited, if any,
impact on the capital requirements of a bank’s balance
sheet. Combined with the globalization of the banking
landscape, the ‘global network bank’ was born, vast
financial institutions offering practically every banking
service to everyone everywhere. Basel III is now challenging and possibly putting an end to this model.

The end of the global networking model?
Despite having dominated the banking landscape for
the past few decades, the global networking model is

currently falling short for three main reasons:
First, despite being globally active, very few financial
institutions are able to establish and leverage on a
common infrastructure and company culture. While
still being faced with the high operational costs of
having so many branches and systems, global banks
often do not score higher on the efficiency ladder than
their smaller counterparts.
Second, although competition between global banks
is fierce, global banks have had difficulties competing
against super-regional banks as they can cover large
geographic regions while still maintaining a relatively
small overhead. In recent years, some less traditional
non-bank organizations were added to the list of
competitors such as shadow banks or crypto-currencies. While the likes of Bitcoin today are not yet a

viable alternative for a corporate, the idea and
technology behind it might in the long term be a
serious threat for the market share of current
payment services providers.
Third, being globally active implies compliance to both
supra-national as well as many local regulatory requirements, which puts a stress on compliance costs.
Basel III is enforcing an additional capital surcharge
for big international banks. As recent legal cases have
illustrated, banks are required to have visibility of their
complete customer chain – i.e. ‘know your customer’s
customer’ – to ensure they are, not even indirectly,
involved in money laundering or tax evasion activities.

Basel III may force banks to use gross
amounts when calculating liquidity ratios
Basel III and its impact on the capital adequacy regime
may cause a shift away from the global networking
model towards a focus on a bank’s strongest products
and services in a limited number of markets. Certain
services, such as notional pooling, become more
expensive as Basel III may force banks to use gross
amounts when calculating liquidity ratios. This might
lead to banks rethinking their willingness to offer such
notional pooling arrangements or bank services in
certain regions.

Bank retrenchment
This winding down of global activities and focusing on
its strongest products and regions is already taking
place. At the beginning of March 2015, RBS announced
that it would exit its GTS (Global Transaction Services)
operations outside of the UK and Ireland, implying that
cash management and trade finance activities will be
wound down globally. These actions are part of a large

scale reorganization in which RBS Corporate & Institutional Banking (RBS CIB) will exit Central and Eastern
Europe, the Middle East and Africa, and substantially
reduce its presence in Asia Pacific and the US. In the
end RBS CIB will have wound down its operations to 13
countries from over 50 at its peak in 2008, which will
have a significant impact on nearly any corporate with
RBS as one of its banking partners.
The more fundamental question is whether RBS is an
anomaly or the start of a trend towards a new banking landscape in which most banks focus on a specific
region or service and only a few are truly ‘global’. In
April 2015, Deutsche Bank announced that by 2020 it
will reduce its branch network by 200 branches and
invest more than EUR 1 billion in its global transaction
banking platform, clearly indicating its commitment to
being a global corporate banking partner in the future
as well.
9

The new corporate-to-bank relationship
As banks are putting an increased focus on their
strongest products and services and de-emphasize
lower-return business, the impact on the business of
a corporate will be severe. However, corporates will
probably not wait until the effective end of services
before, in the case of RBS, moving their cash management and trade finance activities elsewhere.
The most straight forward approach would be a ‘lift
and shift’ strategy, in which current banking activities
are moved from the retrenching banking partner to a
new banking partner. This approach is most suitable
for corporates that have a limited amount of services
with the retrenching banking partner. While less time
consuming than other approaches to this situation, the
banking structure will not be optimized and potential
inefficiencies will continue to exist in the future.
A second approach sees the retrenchment of a banking partner as an opportunity to consider improvements in the banking structure of the corporate and
unlock the full potential of the Single Euro Payments
Area (SEPA). Centralizing all payments and collections
in one country by moving towards SEPA 2.0 solutions
leads to a more centralized, standardized, cost-cutting
and value-adding treasury department.

The most advanced approach considers the decision
of a banking partner to stop offering certain services
as a trigger for a full revision of the banking partners
and banking structure of a corporate. This can enable
a full transformation, which will create opportunities
to improve working capital and liquidity management
and look at the benefits of structures such as in-house
banks and payment or collection factories.
Corporates should make sure their banking partners
understand where they fit into the general treasury
management strategy. Ideally, a corporate has mutually beneficial relationships with its core banking
partners who are committed to the long-term and
rewarded accordingly. However, in light of recent bank
retrenchment cases, one could question the added
value of building long-term relationships if a banking

Corporates should make sure their banking
partners understand where they fit into the
general treasury management strategy

10

partner announces overnight it will stop providing certain services. Today’s methodology for analyzing and
selecting banking partners often fails to incorporate
such an event and assumes that banking partners will
retain their status quo in certain services. A methodo-

logy that incorporates possible what-if scenarios and
assesses the flexibility and ease of switching banking
partner, if needed, would certainly prove its value in
today’s changing banking environment. A corporate
should already start reviewing opportunities for improvement on its current systems and organization to ensure, in case of a switch in banking partner, a smooth
transition from one banking partner to another.
The impact of Basel III and the current trend of bank
retrenchment has put the corporate-to-bank relationship high on the priority ladder again. Corporates actively responding and embracing this as an opportunity
to optimize and future proof their banking structure
will come out on top.

Would you like to know
more about bank
relationship management?
Please contact
Pieter Sermeus
(p.sermeus@zanders.eu)
or
Sjoerd van Zoelen
(s.van.zoelen@zanders.eu),
+31 35 692 89 89.

Column

The NPO sector:
treasury touch points
How do you fund local projects in war-torn countries
or manage your cash and risks in the midst of unpredictable (natural) disasters? While corporates are usually concerned with issues such as loan management
and counterparty exposure, the challenges faced by
organizations operating in the not-for-profit (NPO)
sector are of a complete different nature. Treasury
management at NPOs is not just about reducing risk
and improving control, it’s also about contributing
to saving and improving the lives of those that need
it most. In a series of columns we will take a closer
look at the specific challenges faced by the treasury
function of an NPO.
It is clear that the NPO sector contains an enormous
diversity of organizations. The many differences
between institutions, such as non-governmental and
inter-governmental organizations, make it a difficult
sector to define. Though differing in terms of ideology,
activities and legal structures, NPOs play a vital role
in addressing a wide range of societal challenges,
including humanitarian aid, migration issues and the
promotion of global health, among other things.
Whether domestic or global in their reach, NPOs have
an ethical obligation to implement their mission with
integrity and transparency. More importantly, they
have a responsibility towards their stakeholders,
both donors and recipients, to ensure that donations
are distributed effectively. The mission of an NPO is
translated into a set of projects and activities in line
with its local and global development objectives. The
comprehensive planning, monitoring and managing of
liquidity is a key input in the realization of the organization’s objectives. Therefore, we emphasize that the
impact of an NPO is thus enabled by the effective management of cash in terms of visibility, cost efficiency,
financial risk management and internal controls by the
treasury function.
Due to the nature of their operations, NPOs face
unique challenges related to their organizational
structure and the remote regions in which they
operate. This increases the complexity of the treasury
function as well as the exposure of the organization
towards the operational and financial risks involved.

Iris Wapperom

Generally, NPOs are characterized by a decentralized organizational structure where the autonomous
control structure of ‘field’ offices restricts the move
towards best practice cash and liquidity management.
The typical global footprint of NPOs further increases
the complexity of treasury operations. One of the
complications that we regularly notice, relates to
NPOs operating in countries where various conditions
have direct and insurmountable effects on the requirement of local bank accounts. As a result, (exotic
currency) cash balances held in local accounts reduce
central visibility and control, and limit the ability to
optimally redistribute funds to the relevant missioncritical projects. Additionally, payment methods such
as cash and cheques are frequently used due to the
underdeveloped banking infrastructure in the regions
in question. Drawbacks of these disbursement methods relate to manual processing and the resulting
operational risks such as fraud. The risks of loss and
fraud, often caused by inadequate internal controls,
can have a significant negative impact on an NPO’s
reputation and donor confidence.
We have highlighted a fraction of the challenges
faced by the treasury function of an NPO to describe
the complex environment in which they operate. The
effective management of treasury processes is a
key aspect of the NPO’s ongoing effort to serve the
(emerging) markets and the world’s most vulnerable
regions in the best possible manner. Without access
to the right treasury tools and technology, this will
be a manual and expensive process. Applying (NPO)
treasury best practices
across all of their regions
of activity can help
organizations to enhance
return on ‘donor’ investments and achieve its
local and global development objectives.

i.wapperom@zanders.eu

Expert Opinion

An interview with Roland Boehm,
chairman of the board of the LMA

Creating a framework for
borrowers and investors
12

In the past 10 years, the loan market has experienced a lot of changes
as a result of the ﬁnancial crises and globalization. Roland Boehm,
global head of debt capital markets loans at Commerzbank, has been
chairman of the board of the Loan Market Association (LMA) since 2012.
In this edition he shares his views and expectations of the loan market.

First, could you please tell us something about the
history of the LMA?
“The LMA was founded in 1996, by a number of
key industry players. The initial purpose of the
organization, just as the LSTA (Loan Syndications &
Trading Association) in the US and the APLMA (Asia
Pacific Loan Market Association), was essentially
to improve liquidity in both the primary and in
the secondary loan markets. We want to make
it easier for borrowers, across a wide degree of
jurisdictions, to be able to use a syndicated loan
appropriately. The idea is to increase market
liquidity through standardization and to make the
loan product as competitive as possible. The loan
market is a very broad market, consisting of inter
alia leveraged finance, project finance, corporate
lending, acquisition finance and, more recently,
the Schuldschein, as well as other forms of private

placements. Therefore, our membership has
become very diverse as well; from banks, insurance
companies, institutional investors to legal firms,
consultancies and, most recently, corporates.
Particularly in today’s world we see that a lot of
investors are looking at the loan market.
We come from an EU-centric perspective, but the
organization has also grown in geographic scope,
including Eastern Europe, Russia and the Middle
East. Two years ago we merged and integrated the
African LMA into the European LMA.
In the last 19 years we have made enormous
progress and we now have 595 members.
The size of the global loan market is about USD
4 trillion a year, of which roughly USD 1 trillion
gets raised in Europe, the Middle East and Africa
(EMEA). It is a growing market and a key source
of issuance for investors – we are heading towards
a bright future.”

What does the LMA offer to create liquidity in the
market?
“Originally, compared to the bond market, one of
the drawbacks of the loan market was its liquidity.
Enabling more liquidity is therefore a huge plus in
the long run. The more liquid a market is, the more
interesting it is to new investors. We don’t create
markets, but what we can do is develop standards
of documentation and best practice for borrowers
and investors. A dynamic, competitive and liquid
market is key to success in today’s capital markets.
If there is a standard that is used by all kinds of
lenders, but also by all kinds of borrowers, whether
they are peers or competitors, it gives a kind of
comfort to investors. I’m delighted that we have
several corporates in the organization now and it
is important to have a very close dialogue with the
treasury associations as well. Our documents and
standards are seen by the market to be balanced,
fair and – most importantly – enable transparency
and hence competitiveness. In the past few
years, our role has become even wider. We offer
education and bring in new geographies. Africa, for
instance, is a very exciting place for a lot of market
participants. We see new investors from that area,
so it is important to open the African market for all

be available on competitive terms. Actually, in
almost everything, our agendas are alike. The
educative process is therefore very important and
I think the LMA has done a great job of reaching
out to regulators. However we are not a political
organization. There is real potential and there are
some examples of markets where the potential
hasn’t been reached. The bond market is developing
in the corporate space, but there are other areas of
great interest to investors where we haven’t seen a
lot of standardization yet. This is why we picked up
the Schuldschein, for instance.”
Is Europe shifting more towards the American
funding model, in the sense that there is more
funding from bonds and less from banks?
“The short answer is yes. However, this process has
largely been completed and a sensible balance has
been achieved for clients. It is of utmost importance
that clients have funding alternatives on competitive
terms. We have made great progress here in Europe
in recent years. From an LMA perspective we are
currently involved in trying to promote the European
private placement market. In my role as a banker,

The LMA

“The size of the global loan market
is about USD 4 trillion a year – a key
source of issuance for investors”
sides. Also, there is the proactive engagement with
regulators. Furthermore, an exciting development
and a great opportunity is the broadening of the
product space. In a world that has become more
and more complex, I think the LMA has become
more meaningful to the capital markets community
overall.”
What developments and lessons, from an LMA
perspective, do you see within regulation?
“All regulators want banks to keep lending. They
also want new investors, they want corporates
to have alternatives, and they want finance to

The Loan Market Association (LMA) has as its
key objective improving liquidity, efficiency
and transparency in the primary and secondary
syndicated loan markets in Europe, the Middle
East and Africa (EMEA). By establishing sound,
widely accepted market practice, the LMA seeks
to promote the syndicated loan as one of the key
debt products available to borrowers across the
region.
As the authoritative voice of the syndicated loan
market in EMEA, the LMA works with lenders,
law firms, borrowers and regulators to educate
the market about the benefits of the syndicated
loan product, and to remove barriers to entry
for new participants. Its membership comprises
commercial and investment banks, institutional
investors, corporates, law firms, service providers
and rating agencies.
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I think that healthy capital markets are essential for
healthy banking markets. The more interaction we
see between the markets and products, the better.
And the more competition there is between the
market elements, the more value can be added for
our clients. So, competition is a further enhancing
element. What we see is that clients are looking to
take advantage of unique funding situations – and
maybe neither the loan market nor the bond market
offers the right solution. I think it is very important
to respond to the demand that we see from the
borrowers who want a broader product range, to be
able to act according to the funders’ needs.

“I think the LMA has done a great job
of reaching out to regulators. However
we are not a political organization”

14
Sander van Tol
(Zanders) and
Roland Boehm

We make sure that instruments are available to
provide them with a safety net and an instruction
manual. Whatever clients want to use – a US private
placement, a Schuldschein or something else – they
need some guidance.”

Banks, CLO investors or lawyers probably use the
documentation of the LMA hundreds of times more
often than corporates do. Is that where consultants
can play a role?
“Absolutely. In various aspects they bridge to the
needs of corporates. We are open and not agendadriven to new perspectives in the market chains
and want to be actively part of that chain. I think it
is very important to emphasize that the LMA very
much focuses on both the leverage market and
the corporate market, so these are pretty much
in balance – there is no dominant market in our
approach. These days, a consultancy is so much
more than it used to be – a player who can guide
corporates, particularly new issuers in a balanced
and neutral way. Some corporates really need the
advice, the expertise. Essentially it is all about
managing change. And in my view that’s what the
LMA is doing as well. We see changing markets,
investor patterns and needs of borrowers. It is a
growing, changing world and we need to grow and
change with it. Furthermore, it is important to have
new people at the table who have fresh objectives
and ideas. Zanders is one of the first consultancies
we have in the LMA – a very welcome addition to the
loan market family.”

What, do you think, will be the major changes
in the next five years? What will the markets
look like in 2020?
“I’ll leave that to the economists. Our job is to deal
with the world as it is and to find the balance to get
things done efficiently. There are two trends that I
hope will continue in the next five years. One is that
you see corporates actively starting to look forward
again and to invest in growth. In the five years
following the start of the financial crisis they were
focused on security, ensuring their cash balance
in a rather conservative way in order to insulate
themselves from market shocks. Yet, globalization
continues and we have unbelievably creative,
talented people in vibrant companies. So we need
to be part of that globalizing process and I see that
process picking up again with more plentiful funding.

“A dynamic, competitive and liquid market is
key to success in today’s capital markets”
On the other hand, you see a lot of corporates
turning back to banks. Not exclusively, but banks
have regained corporates’ trust. And we have a lot
to offer: the syndicated loan market, and particularly
bank investors. The entire bank market spectrum is
versatile, flexible, discrete and quick to implement.
So seeing corporates returning to their core bank
investors is very encouraging.”

Joining the LMA
Why did Zanders join the LMA? Sander van Tol,
partner at Zanders, explains:
“In our advisory work concerning debt arranging
we often experience some kind of gap when
the structuring phase of the financing stops
and the documentation phase starts. Our
consultants assist in the structuring and
arranging of the funding, but the terms of
conditions should be agreed upon in detail
as well, before the term sheets are signed.
In other words: in the term sheet everything
should be agreed upon in so much detail that
the documentation phase will go smoothly and
there is no misunderstanding about the terms
and conditions of the contemplated loan. If the
term sheet only contains limited information,
the whole negotiation process starts all over
again during documentation. Because the LMA
is the authoritative body to set the standards on
loan documentation, we are better positioned to
advise our clients right from the beginning.”
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The freedom of
variable savings

The interest expenses on variable
savings are an important driver for
a bank’s results. Unlike mortgage
interest rates, for instance, there is
no knowing when and to what degree

A relatively low savings interest rate will reduce
interest expenses initially, but if this drives savers to
move to competitors, the bank could face liquidity
problems. A relatively high interest rate on the other
hand will mitigate liquidity risks. The flip side of this
is, however, that in combination with the extra inflow
that can be expected, it serves to increase interest
expenses (doubly).

Margin stabilization
In answering the question of how much freedom a
bank has in adjusting the savings interest rate, insight
into the so-called ‘interest rate maturity’ of variable
savings is essential. The interest rate maturity reflects
the dependency of the savings interest rate on the
market interest rate (often the swap rate). Although
it is often summarized with a single maturity, this is
often based on various maturities.

the variable savings interest rate
will be adjusted. The bank has the
right to change this at any time.
But how much freedom does the
bank really have in this respect?

The starting point in determining the interest rate
maturity is margin stabilization. ‘Margin’ is defined
here as the difference between the interest income
corresponding to a (fictional) investment portfolio
and the interest expenses, determined on the basis
of the savings interest rate. Both components cause
uncertainty in the margin. The future (fictitious)
interest income is mainly dependent on the investment
rule(s) used, the (development in the) market interest
rates and the volume developments; the development
in the savings interest rate mainly depends on the
development in the market interest rates.
The interest rate maturity of the investment portfolio
to be set up replicates the interest rate maturity of the
savings - hence the term ‘replicating portfolio’. The
investment portfolio follows by finding an investment
strategy that produces a margin that is as stable
as possible in different volume and interest rate

Volume
model

Swap rates

Investment return

Client rate
model

Interest rate expenses

Investment
rule

Investment rule that
stabilizes margin
determines interest
rate maturity

Margin

scenarios. A savings interest model and a savings
volume model are essential input for this.

Savings interest model
An important driver for the savings interest model
is customer sensitivity to the interest rate. Roughly
three types can be distinguished: interest-sensitive
customers, semi-sensitive customers and insensitive
customers.
Interest-sensitive customers are quick to change bank
if a higher interest rate is offered elsewhere. That is
why the savings interest is always close to the highest
savings interest on offer (in other words, the maximum
savings interest). One option is to directly model this
maximum savings interest.
Semi-sensitive customers generally go to little trouble
to change bank and trust that their house bank (often
a large bank) offers a reasonable interest rate. The
height of the savings interest rate depends on, among
other things, the maximum savings interest rate on
the market, but also largely on the implicit investment
yields of the savings; which produce mortgages and
business loans, for instance. In order to take this
last component fully into account, it is wise to model
the bank’s own savings interest rate. By modeling
historically, the historically observed ratio between
the two is taken into account.
Insensitive customers, finally, have reasons other than
the high interest rate to choose a savings product,
such as the socially responsible designation attached
to a product, for instance. The height of the savings
interest rate in that case depends more on the implicit
yields of the investments into which the savings are
channeled, which means that the link to the maximum
savings interest rate is of less importance here.

Savings volume model and investment strategy
Different forms of refinement are possible for the
savings volume model. These range from basic
models, such as a constant (growing) savings
volume, to more refined models in which interest

rate dependency is included in the modeling. More
refinement results in more insight into the variability
of the interest rate income and expenses, which means
the bank will be better able to stabilize its margin. It
could, however, entail a higher model risk.
The combination of the savings interest model
and savings volume model is then used to find the
investment strategy that stabilizes the margin. This
strategy follows from a so-called investment rule,
which prescribes the maturities on which the ‘freed up’
funds are invested.
Depending on the complexity of the savings volume
model, the optimal investment rule can be derived
(in the event of constant volume models) or
determined from simulations (in the event of
stochastic volume models).

Interest rate maturity within balance
sheet management
The optimal investment rule serves balance sheet
management in two ways. Firstly by determining, on
the basis of the fictitious investment portfolio, the
interest rate maturity of savings, but also interest
rate sensitivity measures, such as the duration and
basis point value (BPV), for interest rate risk reports
and management. In this way, the overall interest
rate position of the bank as a whole can be better
managed. The investment rule can also function
within a funds transfer pricing framework. By making
(internal) investments to a central treasury, and in
doing so agreeing on an internal transfer price, the
interest rate risk is transferred to treasury, while
the model risk is left behind at the business. This
simultaneously improves transparency, since treasury
only deals with ‘normal’ interest rate products, which
replace the savings. The bank also gains more insight
into the profitability of the savings by comparing
the income from the (internal) investments with the
savings interest expenses. In both cases, this helps
the bank to manage its interest rate position and, in
doing so, to remain ‘in control’ in relation to changes
in the interest rate.

Would you like to know
more about modeling
variable savings?
Please contact
Wouter Dikkers
(w.dikkers@zanders.eu)
or Floris van Diest
(f.van.diest@zanders.eu),
+31 35 692 89 89.
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The politics of equivalence
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In March 2015 the European Insurance and Occupational Pensions Authority (EIOPA)
released its ﬁnal report on the equivalence of the Swiss supervisory system in
relation to some articles of the Solvency II directive. This article explains the impact
of this assessment for insurance groups from the European Union and Switzerland
operating in the other’s supervisory territory, and provides a high-level comparison of
how similar these regimes really are.

Both Solvency II and the Swiss Solvency Test (SST),
as the Swiss framework is known, are principledriven frameworks in which risk assessment is
based on a market-consistent valuation of the
economic balance sheet. All positions must be
valued consistently, taking liquid market prices
where possible (marked-to-market) and using
model valuation otherwise (marked-to-model).
The liabilities are generally1 represented by bestestimate technical provisions plus a risk margin for
‘non-hedgeable’ risks, valued using a hybrid curve of
market and prescribed forward rates.

Capital requirements
Capital is defined as the difference between the
market value of assets and the market-consistent
value of liabilities, excluding any own shares
held and foreseeable dividends and other equity
distributions. Capital requirements are based on the
projected drop of capital over an horizon of one year.
The solvency capital requirement (SCR) is derived
for many components of insurance risk, market
risk and credit risk and then aggregated, reflecting
diversification effects between these risk types.
An insurer is solvent if its available capital is larger

Figure 1: Summary

Assets

Liabilities / Equity

Market-consistent
value of assets

Best-estimate of liabilities

of the capital and

Risk margin
Solvency capital requirement

solvency definitions

Capital surplus

in both regimes

than its capital requirement, and the remainder is
denoted the capital surplus.
In both regimes the requirements are tiered into
target and minimum capital requirements. When
capital falls below the target requirement, the
insurer must present a recovery plan and increase
its capital to sufficiently cover its existing liabilities
before it is allowed to underwrite new business. The
further an insurer’s available capital drops, the more
a regulator’s intervention power increases.
Supervision is largely qualitative, focusing on
governance through mandatory functions (e.g.
risk management, audit). A ‘three-pillar approach’
is used, describing quantitative, qualitative and
disclosure requirements, respectively.

Capital and solvency definition
Solvency II defines available capital (own funds)
as the market value of assets minus the marketconsistent value of liabilities. Distinction is made
between basic own funds (paid in) and ancillary own
funds (which can be called upon in case of loss, e.g.
letters of credits and guarantees), their accessibility
and their loss absorbing capacity. The solvency ratio
is the amount of available capital over the target
capital requirement, denoted by the SCR. Conditions
are in place to restrict the use of ‘lower quality’
own funds to cover the capital requirements, but in
practice the vast majority being used is unrestricted
basic Tier 1 own funds.
The approach of the SST slightly differs: available
capital (risk-bearing capital) is defined as the
difference between the market value of assets
and the best-estimate of liabilities (core capital),
convertible debt (additional core capital) and debt
instruments with equity-like features (supplementary
capital, e.g. perpetuals or with conversion options).
The target capital requirement is the SCR plus the
risk margin. Similarly the amount of ‘lower quality’
funds is restricted. Figure 1 summarizes the capital
and solvency definition of both regimes.

Solvency of insurance groups
Under the SST, an insurance group is solvent only if
all its legal entities are individually solvent, explicitly
net of intra-group capital and risk transfers such

Market-consistent
value of liabilities
Solvency II own
funds

SST risk-bearing
capital

SST target
capital
requirement

as retrocessions. Solvency II on the other hand
assesses the consolidated balance sheet, implicitly
assuming that the group will cover any shortfall in its
legal entities.
In line with the group solvency calculation, the
SST approach is deemed more conservative and
expected to lead to a higher capital requirement
at group level compared to Solvency II. However,
because the risk margin itself is relatively small, so
would be the benefit of diversification.
The risk margin in the SST is also determined at legal
entity level. This allows legal entities with multiple
lines of business, whose liabilities often have
different risk profiles, to benefit from diversification.
Solvency II on the other hand assesses the risk
margin at group level per line of business - which
should be homogeneous, limiting diversification
benefits.
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Risk measurement approach
Solvency II relies largely on stochastic models with
pre-defined structures given per risk type. Internal
models can be developed, but individual regulators
have different appetites regarding their use (and the
discretionary power to reject them). Only the largest
institutions are likely to develop these, and they
are likely to remain complementary to the standard
models.

The SST provides standard formulae to calculate
requirements for nearly a hundred risk factors.
However, up until recently the Swiss regulator
Finma considered internal models to replace them
to be the norm, pressuring also medium-sized
institutions into developing them. At the end of
last year the Finma announced that it will change
its philosophy in the near future, putting emphasis
rather on consistent use of the standard models. For
some of the risk factors, e.g. related to reinsurance,
standard formulae don’t exist and internal models
are expected to remain necessary.

integrated into the quantitative capital requirements.
The SST prescribes a wide variety of scenarios, both
firm-specific and market-wide. The latter includes
scenarios to assess the impact of e.g. deflation,
health pandemics, default on reinsurance contracts
and historic market events. Scenario-based capital
requirements are combined with the risk factorbased capital requirements. Apart from the benefit
of (partially) limiting the inherent bias in internal
models, the SST approach allows the Swiss regulator
to assess systemic risks on a regular basis.

Risk quantification
Although scenario testing is a part of Solvency
II’s pillar II risk assessment, within the SST it is

On a more detailed level, several differences exist
between Solvency II and the SST on how the capital

Aspect

Solvency II

SST

SCR calculation

99.5% Value at Risk
Stress effects only

99% Expected Shortfall
Includes ‘normal’ movements

Counter-cyclicality

Volatility adjustment

No provision

Asset/liability valuation mismatch

Matching adjustment

No provision

Operational risk

Part of capital requirements

Separate in ‘Swiss Quality
Assessment’ (SQA)

Liquidity risk

Embedded in the spread
on the discount curve

Separate in ‘Principles for
recording liquidity risks and
liquidity reporting for insurers’

Spread risk

Duration-dependent

Duration-independent

Non-life underwriting risk

Split into reserve risk, claim
risk and catastrophe risk

Split into run-off risk and
new business risk

Insurance contract boundaries

Ends first possibility of insurer
to (unilaterally) terminate

Contractual agreement, except
for group life (>40 years)

Future discretionary benefits

Valued if expected to be paid,
regardless of contract

Explicitly excluded

Deferred tax assets
(loss absorbing)

Adjustment to the SCR

Future tax payments
(in general) excluded

Reinsurance assets

Included as asset, i.e.
increases available capital

Reduces liabilities and
thus capital requirements

Intangible assets with
clear market value

Included as asset, increasing
available capital

Assumed written down
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Table 1: Most
notable differences
between the SST
and Solvency II
regarding risk
quantification

requirements are quantitatively derived. The most
notable differences are listed in Table 1.

Switzerland will address these in a revision of its
Insurance Supervisory Ordinance (ISO), which comes
into force as of July 1, 2015.

Equivalence
The Solvency II Directive allows the recognition
supervisory regimes of other countries as equivalent
in relation to three articles:
• Identical treatment of reinsurance contracts with
Swiss reinsurers as contracts with reinsurers
subject to Solvency II supervision (article 172),
preventing a competitive disadvantage;
• Allowed use of SST figures of Swiss subsidiaries for
solvency calculations of groups headquartered in
the European Union (article 227), simplifying their
solvency calculation;
• Exemption from Solvency II-driven group
supervision for Swiss insurance groups with
subsidiaries in the EU (article 260), preventing
double group supervision.
In essence, the assessment is a judgmental
weighting of all aspects of a third country’s ‘in force’
supervisory system to verify that:
• It offers equivalent policyholder and beneficiary
protection as Solvency II;
• Communication with the supervisor is strictly
bound to professional secrecy;
• A proportionality principle applies, meaning that
an undertaking’s system of governance and model
complexity is judged proportionate to its size and
risk exposures.
In the final EIOPA report the Swiss regulatory regime
is found to be equivalent to Solvency II, with the
exception of public disclosure, internal audit and
compliance requirements for solo undertakings.

The European Commission is expected to decide
on the equivalence before the level 2 delegated
measures come into force this summer. Even if either
full equivalence is not directly granted, it is expected
Switzerland will be granted provisional equivalence.
For full equivalence to become legally binding, the
European Parliament and the Council of Europe must
approve it afterwards.

Conclusions
EIOPA’s advice reflects the high-level similarity of
both regimes. Implementation differences such as
discussed in this article provide room for regulatory
arbitrage, which group insurance companies
operating in both regimes will for sure exploit.
The benefits of equivalence – or, rather, the
hurdles it prevents – are material to the Swiss (re)
insurance industry. The Finma has already confirmed
its opposition to point-wise adoption of ‘further
advances’ in Solvency, such as the matching and
volatility adjustments. After equivalence is granted,
industry experts expect there to be little incentive for
the Finma to implement such changes.
However the required approval of the European
Parliament and Council of Europe makes equivalence
a political matter. In the current fraught relationship
between Switzerland and the European Union,
equivalence might very well become an insert in
other negotiations. We can only wait and observe.

1 If liabilities can be reliably replicated by assets with an
observable market value, marked-to-market is applied
instead. This only holds for pension products without
guarantees or embedded options, i.e. essentially
marketable investments.

Would you like to know
more about equivalance?
Please contact
Jeroen van der Heide:
j.van.der.heide@zanders.eu
+41 44 577 7010
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The added value of
risk management

The impressive Hermitage Amsterdam
in itself offered visitors to the Zanders
Risk Management Seminar 2015 a promising
backdrop for an interesting afternoon.
The speakers added value to this from
their different perspectives.
On Thursday, April 9, the speakers provided an exciting afternoon at the Hermitage Amsterdam during
the Zanders Risk Management Seminar. There, in the
grand building on the river Amstel, the most recent
developments, visions and findings in the world of
risk management were shared.

Are financial institutions that attach greater importance to risk management able to create more added
(shareholder) value? With this question during the
opening of the seminar, Gerbert van Grootheest,
partner at Zanders, immediately touched on what
would be the common theme throughout the seminar. Academic research into the importance of risk
management at the 100 largest US banks provided
a convincing answer. Based on the development
in market capitalization between 2004 and 2014,
it emerges that the US banks that attached the
greatest importance to risk management managed
to survive the 2008 financial crisis in the best shape.
Elements that express this importance include the

Monique Donders

Wilfred Nagel

power of the CRO within the bank and the quality of
risk oversight.
In a concise, content-rich presentation on ‘risk
management in a changing world’, Wilfred Nagel,
CRO at the ING Group, confirmed that picture: at a
bank, formulating the risk appetite is a crucial factor
in the risk management cycle. “We started thinking
differently about risk and measuring it differently,”
says Nagel, after which he explained the risk appetite cycle. After the risks have been identified and
evaluated, the risk appetite framework is set up on
the basis of the ambitions that have been defined.
This framework consists of the risk appetite statements for the various risk areas, such as credit risk,

liquidity and funding risk, country risk, etc. Nagel
then talked about the ECB’s stress tests and regulatory risk. “Of course it is very important that these
do not provide any perverse incentives,” whereby he
cited the leverage ratio and floors for risk weighting
as examples. Nagel’s talk resulted in plenty of interaction from the room, about various topics such as
the banker’s oath, reverse stress tests, reputational
risk and risk culture.
Next up was Monique Donders, CRO at the Robeco
Group. “The set-up of a pension fund is not complicated,” Donders said, “but there are some complicating factors that impact the fund’s assets and
liabilities. In this complex world, risk management
provides structure and frameworks for making decisions.” She then explained the key aspects of the
risk management framework from the perspective
of a pension fund, with the focus of her presentation on the investment process. Investment beliefs,
deliberate choices in which the management board
believes, provide starting points for the decisions
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Gerbert van
Grootheest

throughout the entire investment process. The
management board determines the fund’s ambition
and risk appetite, in which context Donders talked
about the role of asset-liability management (ALM),
the determination of the strategic asset allocation
(SAA), and the portfolio composition based on this.
In selecting the managers per asset class, it is then
important to take into account the different styles
and interconnections: “Do you opt for the portfolio
of best managers or the best portfolio of managers?”
The last steps in the investment process involve
implementing the investment policy, measuring and
monitoring the performance and risks and undertaking an evaluation: are the risks still in line with
the ambition and risk appetite formulated? Donders
concluded her talk with the observation that “clear
agreements, good models and common sense are
conditions for effective risk management.”
After a brief break, Jos Heuvelman, division director
for Banking Supervision at DNB, outlined the most
recent developments in risk management from the
regulator’s perspective. DNB’s supervision may have
changed, but it is clear that the CRO at a financial institution must be exclusively responsible for the risk

management function. “We must set limits on the
day-to-day practice for both financial and non-financial risks. The latter type of risk has manifested more
frequently in the past years, but is usually more
difficult to get a grip on and tougher to measure;
it has become a specialist field,” Heuvelman said.
The findings of DNB’s research confirm the stronger
focus on risk management at financial organizations.
A key point for attention in this context is that new
activities are watched closely, Heuvelman said.
“And of course data quality plays a major role in
the risk management framework; the AQR was a
wake-up call.” DNB’s risk-based supervision has
changed over the past few years, Heuvelman said:
“We have lost certain responsibilities, but have
been given others in their place.”

A speaker from De Speld, the satirical online magazine, concluded the presentations with a brief but
razor-sharp, humorous analysis of the afternoon.
De Speld’s Joep Stassen summarized the afternoon
concisely with provocative questions for Gerbert van
Grootheest. The speakers and the audience were
also presented with a number of assertions and, for
the final insights, Stassen brought in newsreader
and correspondent Diederik Smit, who certainly had
the room laughing.
The visitors to the Zanders Risk Management Seminar were also very pleased with the De Speld Reisgids Binnenhof (De Speld’s Travel Guide to the
Binnenhof) which they could take home with them.
The well-attended drinks reception after the
seminar confirmed that the afternoon had been
full of added value.
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Expertise

Unlocking treasury’s
added value
26

Ever since Stern Stewart & Co. introduced the concept of Economic Value Added (EVA)
in 1982, organizations have been striving to maximize Shareholder Value (SHV).
While EVA and treasury performance measurement have some common points of
contact, Zanders believes a more comprehensive split between Business Value Added
(BVA) and Treasury Value Added (TVA) is desired. Partner Laurens Tijdhof explains.
Could you describe what is currently ‘trending’ in
treasury performance management?
While the value business adds by focusing on the
core business activities is obviously the most important SHV component of a successful organization, no
organization can be consistently successful without
strategic and operational support from its treasury
department. Although the TVA concept is relatively
new, it is quickly moving up the priority ladder with
large multinationals as traditionally they have been
struggling to define meaningful measures of a treasury
department’s success and ways to track such performance. Ultimately, the selection of relevant treasury
metrics will differ depending on whether corporate
treasury is viewed as a cost, value-added or profit
center. When viewed as a pure cost-centre, relevant
metrics will ensure treasury stays within the agreed
budget and policy guidelines. Performance management in this case has a clear focus on costs, whereas
when considered as a profit center, the generated revenue becomes an important measure and profitability
metrics will be selected. A third view looks at treasury
from a value-added service center perspective, which

implies the value treasury adds to the organization is
the bottom line measure of performance.
Despite the general agreement that performance
should be measured, there is less consensus on how
this should be done.
Today’s treasury management systems (TMSs) are
able to provide a large array of metrics with a few
simple clicks, but there is a risk of losing oversight
if not only the most relevant metrics are selected.
This is done by identifying key indicators (KIs), those
metrics that are crucial for the organization. While
treasury metrics can be on almost anything, KIs help to
translate the treasury strategy into quantifiable items
on which concrete actions can be taken. Furthermore,
KIs can give an early warning signal about the risk,
performance and value development of the different
treasury areas.
What are the key challenges for a ‘best-in-class’
global treasury organization?
Zanders has developed a treasury value framework, a
phased and proactive approach to achieving a best-inclass global treasury organization.

Best-in-Class
** *

BEINST
CLASS
** *

Step 3:
Achieve Strategic Objectives
‘Focus on Added Value’

Step 2:
Optimize Performance
‘Strive for Operational
Excellence’
Step 1:
Gain Control
‘Reduce Operational
Complexity’

Strategic Enablement
• Value Adding Services
• Unlock Treasury Value Added (TVA)

Operational Exellence
• Increase Efficiency
• Improve Effectiveness

Complexity Reduction
• Mitigate Operational Risk
• Simplification of Processes & Systems

Achieve Strategy
& Create Value
=> KVIs

Reduce Cost &
Increase Performance
=> KPIs

Reduce Risk &
Increase Control
=> KRIs

Source: Zanders

Figure 1:
The treasury
value model

The initial starting point are treasury’s strategic objectives, which need to be aligned with the business
objectives and strategy of the entire organization. The
treasury roadmap describes the timeframe and strategic actions to be taken in order to achieve treasury’s
strategic objectives.
Once the roadmap is defined, treasury will focus on
gaining control of its activities by reducing its operational complexity, which in turn enables the more
proactive management of financial risks. The progress
towards complexity reduction is monitored by key risk
indicators (KRIs), which are risk limits within which treasury needs to operate and the overall risk reduction
of the organization such as counterparty limits, risk
bearing capacity or Earnings-at-Risk (EaR).
After treasury has control and visibility on its operational activities, in the next phase it will strive for
operational excellence via performance optimization.
Best-in-class treasuries are extremely effective i.e.
they maximize the input available in order to achieve
their objectives by using better-trained staff or a more
effective management structure. At the same time,
they are efficient performers as they can complete the
required tasks with the smallest quantity of resources
possible. The road towards operational excellence is
monitored with key performance indicators (KPIs)
such as cash flow forecasting accuracy, percentage
of manual interventions in the reconciliation process
or achieving the target weighted average cost of
capital (WACC).

In the final phase of the treasury value framework, the
focus will be on strategic enablement and the valueadded services provided by treasury. The added value
of the treasury function is measured by key value
indicators (KVIs) such as the net promoter score (NPS).
Besides its traditional activities, treasury can act as an
internal consulting partner to other staff departments
and business units. The NPS provides an indication of
how satisfied ‘internal customers’ are with the services
treasury provides. The end of the third phase does not
imply the end of the treasury value framework as the
output and lessons learned from each phase are to be
used again as input for updating and calibrating the
strategic objectives and treasury roadmap. Therefore,
it’s best to consider the treasury value framework as a
process of continuous improvement.
As a final note, our treasury value framework should
not be considered as a ‘one size fits all’ model. What
suits one company may not suit another. Corporate
culture often plays a big role. What organizations
choose to highlight is a function of what is important
to a particular company.

How can Zanders help?
Zanders has considerable experience and expertise in
guiding organizations through the process mentioned,
in other words, from ‘ideas to implementation’, not
just focusing on the concept stage but also making it
a reality. A comprehensive review and assessment of
the current treasury organization will provide the basis
for a solution design or blueprint of the three-to-five
year treasury roadmap to achieve treasury’s strategic
objectives. Zanders can help to identify opportunities
for reducing operational complexity in all three areas:
strategy & organization, processes & systems and
governance & control.
In the performance optimization phase, we have
helped clients to set up global centers of excellence
for their treasury organization and develop a treasury
dashboard to monitor progress. While the importance
of traditional treasury activities is not to be underestimated, at the same time treasurers are pushed into
playing a more strategic role to unlock the full value
of treasury. Best-in-class global treasury organizations
are those that can turn treasury insight into
business impact.
Would you like to know more
about Treasury Value Added?
Contact Laurens Tijdhof:
l.tijdhof@zanders.eu
+32 2 213 84 00.
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Matching Adjustment

Visi0n

A key to stable solvency
The market valuation principles embedded in Solvency II ensure that an insurer’s
equity is directly affected by financial markets. In many respects, this is desirable. However, market value fluctuations only have a limited impact on the ‘true’
solvency of stable life insurance portfolios when the corresponding assets
are adequately managed. To recognize such different dynamics, in 2014 the
European Parliament approved the introduction of the ‘matching adjustment’. The requirements cover only two articles – but looks can be
deceptive. This article highlights some of the ambiguities in the requirements and the consequences for governance, systems, processes and reporting that use of the adjustment entails. The benefits
outweigh the costs, however.

Within the new solvency regime, an insurer’s equity
is defined as the difference between the market value of the assets and the market-consistent value of
the liabilities. Demand and supply largely determine
the value of marketable securities, but it is of little
influence on the market value of stable life insurance
portfolios. Figure 1 illustrates the impact of bond
credit spread changes (all else being equal) on the
solvency ratio of a typical life insurer under Solvency
II, had it been in force for the past 10 years.
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The matching adjustment shifts the discounting
curve for liabilities and is based on the difference
between the yields on high-quality bonds for their
investment and the risk-free term structure. Changes in the market value of investments therefore
‘automatically’ affect the market-consistent value of
the liabilities, decreasing the volatility of own funds
and thereby the capital requirements. Because the
adjustment is generally positive, own funds will
increase as well – doubling the positive effect on the
solvency ratio.

Doubling the effect

Figure 1: The bar

Fixed-income securities are commonly used as
investments for life insurance premiums, and are
typically held until maturity. As a result, the solvency
of the insurance portfolio is only affected when securities issuers default – and not when market sentiment results in higher or lower market values.

The use of the matching adjustment is specified in
directive 2014/14/EU, also referred to as ‘Omnibus
II’. ‘Omnibus II’ also introduced the volatility adjustment, which aims to reduce variability as a result
of asset market value fluctuations. However, the
volatility adjustment is based on the economic cycle
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and market in general and is determined by the regulator. Using the matching adjustment for a particular
portfolio excludes the use of the volatility adjustment
and vice versa.

and restore coverage swiftly. Failure to do so will
disqualify the insurance company from the use of the
matching for a significant period of time.

Consequences for governance and processes
Connection between assets and liabilities
The insurer must designate a portfolio of assets whose
joint cash flows sufficiently cover the cash flows of the
liabilities. From the moment of designation, the portfolios of assets and liabilities are connected, in risk,
reward and management, until the liabilities mature.
Any discrepancy between the cash flows of the assets
and liabilities must be carried by the portfolio. The
insurer must therefore quantitatively demonstrate that
the cash flow surplus or shortage remains stable and
within bounds for every future year and currency under
a multitude of scenarios. In addition, the market value

In general the separation of the matching
portfolio extends across Solvency II
of the assets should be sufficient to cover the best
estimate of the liabilities in each of these scenarios.
The designation would not be justifiable if the mismatch between cash flows (for example as a result of
interest, currency, inflation or reinvestment risk) forms
a greater potential for losses than the insurance risks
within the liabilities themselves. A quantitative analysis of the materiality of the mismatch risk will come
a long way to convince the regulator of the matching
justification.
It is permitted to adjust the portfolio when ‘material’
changes to the cash flow profile have occurred. This
can happen, for example, if for an extended period the
underwriting cash flows turn out to have been estimated too conservatively. In such cases, assets can be removed (permanently) from the portfolio. It is important
that such portfolio adjustments are governed by an
objective, well-defined process, which should include
a clear definition for the ‘materiality’ of the change. It
is recommended to include a thorough profit and loss
attribution that clearly shows the source and sustainability of the surplus. Obviously it must be demonstrated that the liabilities are sufficiently covered under
various scenarios after the extractions to the portfolio
have occurred.
The moment the asset coverage results are insufficient, or eligibility criteria (as described in this article)
have been breached, the insurer is required to inform
the supervisory authorities, develop a recovery plan

We expect that the requirement to manage the matching portfolio separately will have far-reaching consequences. In accounting and management systems, the
portfolio’s assets and liabilities should be transferred
to separate entities or book structures. In addition
the portfolios should be addressed separately in (buy
and hold) investment mandates, risk management
processes, governance and frequent reports to senior
management - with an explicit link between them.
Lastly, specific regulatory reporting requirements have
to be fulfilled.
Subsets of the portfolio can be managed with assets
and liabilities from outside the portfolio, e.g. in payment processes, provided the integrity of the matching
portfolio is adequately guaranteed. Processes and systems thus need to be sufficiently granular to identify
individual matching positions.
In general the separation of the matching portfolio
extends across Solvency II. All internal models, risk
analyses and planning processes must address the requirements of the matching portfolio. As one example,
the capital charge calculation for market risk will require a different spread for the fundamental credit risk,
which adequately accounts for the full horizon of the
matching portfolio. Just using the standard model’s
parameters is not: that is calibrated to yield a maximum expected loss under a horizon of one year only.
Solely for life insurance
The matching adjustment can only be applied to the
valuation of insurance liabilities exposed to longevity,
mortality, expense and revision risk. This includes
those of annuities and comparable products resulting
out of property, casualty and reinsurance portfolios.
The insurance portfolio is in principle barred from
policy holder options. The only exceptions to the rule
are surrender options, as long as these are contractually defined and the surrender value does not exceed
the asset value at the moment of option exercise.
Effectively, this requires the insurer to simulate the
surrender value and the market value of assets under
various (stress) scenarios. This should include the
surrender behavior, related processes and correlations
between policies based on historical observations.
Only life insurance policies with fixed liabilities (apart
from actuarial assumptions) come within the scope of
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the relatively high spreads compared to marketable
investments. However, the mortgagor is often allowed
under certain circumstances to prepay the loan without compensating the mortgagee for its reinvestment
risk. That does not mean mortgages are precluded: it
is allowed to securitize such portfolios and use those
tranches as matching assets for which the prepayment
risk is (practically) eliminated.

the matching adjustment. Policies with future
premium income are therefore excluded, as failure
of premium payments lead to an adjustment of the
policy liabilities.

Asset cash flows are fixed
From a risk management perspective it’s desirable
that the cash flow profile of assets matches that of the
liabilities. However, the extent to which these must be
(contractually) fixed, is subject to interpretation and
has led to much debate.
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Variation in asset cash flows that do not relate to
the liabilities is inadmissible, such as investments in
real estate or private equity with which these are not
directly linked. Simple, no-frills bonds form the other
side of the spectrum. Anything in between is pretty
much a grey area.
In any case, reinsurance assets are allowed as long as
any variation in timing, maturity and size of the cash
flows directly offsets cash flow variation in the liabilities that are part of the same matching portfolio. For
example, compensation based on changes in inflation
indices or survival probabilities that the insurer also
compensates for. Obviously any significant mismatch
risk in this context is not allowed.
Investments with a clear separation between fixed
and variable cash flows, such as callable bonds, are
admissible to cover liability cash flows until the split
(the exercise date in this case). However, the insurer
is required to demonstrate that the market will be
sufficiently liquid at the moment of exercise to reinvest
in similar instruments. This can be problematic in the
case of large, illiquid positions.
In certain countries direct mortgage underwriting has
been popular among insurance companies due to

Discussions regarding the eligibility of matching
assets will continue. The prudent person principle is
the general rule of thumb: investments should thus
provide sufficient quality, liquidity and profitability to
guarantee policy coverage. To convince the regulator
of an asset’s eligibility, a thorough analysis of liquidity
and reinvestment risks under various (stress) scenarios will come a long way. Clauses that provide proper
market value-based compensation in case of prepayments can render otherwise ineligible assets admissible - provided such features are adequately analyzed
and described.

Conclusion
This article illustrates that the application of the
matching adjustment is not a trivial exercise: it affects
governance, (internal) models, reports and supporting
systems that cover its portfolios. However, benefits
are plenty: solvability will increase and capital costs
will decrease. Lower capital costs will likely outweigh
the cost implementation by a large margin.
The regulator will only approve the use of the matching adjustment once all requirements have been
fulfilled. Only a thorough approach will guarantee a
successful implementation.

Would you like to know more
about the matching adjustment,
or are you interested in a meeting
to discuss how Zanders can
accelerate your implementation?
Please contact
Jeroen van der Heide
(j.van.der.heide@zanders.eu)
or Mark van Maaren
(m.van.maaren@zanders.eu),
+31 35 692 89 89.
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Zanders Annual Treasury & Risk Seminar London
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EuroFinance 24th International Cash & Treasury Management Conference 2015 Copenhagen, DK
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DACT Treasuryfair 2015
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12-13 November

BootCamp Corporate Treasury
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For more information, check: www.zanders.eu

Annual Treasury & Risk Seminar
On September 10, in London, we will host our
Annual Treasury and Risk Seminar: Advances in cash
management and holistic financial risk management
– cash is still king, but is risk the heir apparent?
Corporations have traditionally managed their
financial risks, such as foreign exchange, interest
rate and commodity price risk, in a fragmented
manner. A more holistic view of financial risk
management is slowly gaining traction among
corporations. With ever-present volatility, political
instability and the increasing importance of
emerging markets and technological advancements
in recent years, now is the time for corporates to

get a company-wide, real-time overview of financial
risk exposure.
At the same time we see a huge disruption in
the cash management space. New players, both
challenger banks and non-banks, are entering this
market space and we have recently seen a major
bank winding down its cash management offering.
Will this impact the way corporate treasuries look at
cash management? Is cash management becoming
a commoditized activity?
During this half-day seminar (afternoon) we will
focus cash management and risk management.
We will look at how disruptive factors are changing
the payments and cash management landscape.
Secondly, we will explore how risk management
is moving up on the corporate agenda and how
corporate treasurers can get a grip on financial risks
impacting their cash flows and ultimately be in a
position to provide a daily risk intelligence summary
to their CFO.
This seminar is geared towards group treasurers,
CFOs, treasury managers, assistant treasurers and/
or senior finance executives. Please join us at this
complimentary seminar in the unique surroundings
of the Churchill War Rooms in London. For more
information, visit our website: zanders.eu/en/events
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