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Study:
Business Administration (Msc)
Completed:
August 2015
At Zander since:
September 2015
Function:
Associate treasury
consultant

“I wanted to study a subject that
would enable me to combine my
alpha and my beta sides. So I chose
an interdisciplinary Bachelors course
in Public Administration in Leiden,
followed by a Master’s in Business
Administration, specializing in management consulting, with a focus on
change management and strategic
management. During my six month
internship at Zanders I was able to
experience in person what it means
to be a financial consultant, focusing
on quantitative issues. I really got to
know the company and the enthusiasm and open attitude of my colleagues appealed
to me. The projects here are often challenging and
dynamic, and there are many opportunities for
growth. For this reason I wanted to stay and decided to apply for a permanent position.
As of September, I am an associate treasury consultant and part of the Public Sector team within the
sub-sectors of municipalities and housing corporations. This area is not new to me; during my time as
an undergraduate I learned a great deal about the
management side of public administration in the
Netherlands. It is this knowledge that I would like to
apply here and, in addition, offer new perspectives.
In the near future I would like to develop my knowledge in the area of treasury management and learn
how to manage my time effectively. However, with
the help and support of my colleagues and lots of
hard work, I am confident that I will accomplish my
goals. Moreover, I consider myself an entrepreneurial type; I enjoy the organizing and arranging
aspect of the work involved.
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Foreword

Dutch Design
This October, Dutch Design
Week was held in Eindhoven, the ‘city of lights’. It’s
one of the biggest design
events in Europe, with
2,400 designers showing
their newest work to over
270,000 visitors. It became
a city filled with modern
lamps, bicycles converted
in mobile art installations
and each chair looked like
it might have come from a
museum.
Design is all about aesthetics. And because of its
subjectivity, its value is sometimes difficult to quantify and in the eye of the beholder. Yet it turns out
to be a good export product, for when it comes to
sustainable innovation and design, the Dutch have a
good reputation. Dutch architecture, for example, is
known worldwide for its beautiful solutions to complex challenges, in a synergy of technology, research
and design.
The theme of this year’s Dutch Design Week was:
‘What if ...’ Asking the right questions feeds the
imagination – and thus inventiveness. Therefore,
in many design products two other qualities play a
large role: innovation and sustainability. These days

both increasingly determine the value of a product.
When we mention design in our profession, it is not
about stylish architecture or trendy lamps. We are often concerned with design at the blueprint phase of
a financial or organizational transformation process.
Yet I see clear similarities between Dutch design and
our company. Dutch design is considered by many to
be minimalistic, innovative and quirky. I’m not saying
that we deliver minimalistic work, to the contrary,
but like Dutch design we aim for a result that offers
an understandable overview of complexity; the pragmatics of the ‘what you see is what you get’ approach. The quirky character of our company, I think, is
seen inside our office. There, thanks to the amicable
atmosphere, the ordinary is continuously challenged
by ingenuity and originality. This quality particularly
distinguishes us from the larger consultancies.
3

But the most important distinguishing quality of
Dutch design is, of course, creativity. The impact of
the creative industry is not restricted to the world
of design; challenges in all kinds of sectors – and in
our society as a whole – are solved due to applied
creativity. In a world in which challenges become
increasingly multidimensional, it appears to be the
recipe for international success.
Sander van Tol

Client

Lamb Weston/Meijer’s refinancing for growth

New ﬁnancing for
special potato products

4

In 2014, Lamb Weston/Meijer, a major manufacturer of potatoes with roots in both
the US and the Netherlands, decided to expand its capacity with a new production
line for its specialty products. Arranging the necessary ﬁnancing provided a good
opportunity for evaluating its cooperation with existing ﬁnance providers.
With customers in the proprietary fast-food chains in
the quick service segment and many ‘casual dining’
restaurants, Lamb Weston is a major player in the
international food market for frozen potato products.
The brand is also expanding in the retail sector,
particularly in the Middle East and the UK. Lamb
Weston invented the Twister®, the now famous curly
fries. Moreover, the company also makes Ziggy Fries,
which have a flaky structure, to keep them crispy for
longer, and recently also introduced Connoisseur
fries, which look as if they’ve been cut by hand.

Global ambition
Lamb Weston/Meijer (LW/M) is a joint venture owned
by two companies, Lamb Weston and Meijer Frozen
Foods. An American company, Lamb Weston was
founded in 1950 by F. Gilbert Lamb, a grower from
Weston, in the state of Oregon. Lamb developed the
water gun knife, a device with which potatoes can be
cut into fries by water under high pressure. After later

developing Curly Fries and CrissCut Fries, the company
grew rapidly. The stock-exchange-listed ConAgra
then took over Lamb Weston Foods* with the aim
of making it the world’s biggest producer of frozen
potato products. In support of that ambition, the
company decided to also establish itself in Europe,
leading to the existing joint venture with Meijer Frozen
Foods. This Dutch potato producer started up in 1920,
when Cees Meijer Senior bought a potato plant in
Kruiningen and decided to sell potatoes grown in the
clay-base soil of Zeeland, as of the fifties in frozen
form. The family-owned Meijer company and the listed
ConAgra now each hold 50 percent stakes in LW/M.
The company’s turnover is about EUR 600 million per
year – and they process more than 1.3 billion kilos of
potatoes into high-value products.

New production line
Significantly, LW/M’s turnover continues to grow
and the company has succeeded in increasing its
market share in several European countries.
“That’s why we want to expand our capacity,” says
Peter van Wouwe, CFO of LW/M. “We’d been toying
with this intention for a while and last year we
decided to act on it by installing a new production line
in our Bergen op Zoom factory. We already have a
production line there, but we’re now installing another
alongside it for our specialty products like Twister®
Fries and CrissCuts®. This was a key reason for us to
start looking for fresh financing.”

“it’s always a good idea to revisit existing
agreements to ensure you have the best
possible starting position”
The expansion called for an investment of about
EUR 120 million. And even though the company
generates substantial cash flow, it still needed to
raise the new financing. “First we wanted to explore
the best way of structuring it. We’d enjoyed several
years of excellent collaboration with ABN Amro and
Deutsche Bank, but it’s always a good idea to revisit
existing agreements to ensure you have the best
possible starting position.”

Peter van Wouwe

Financing form
LW/M had used Zanders for the financing of an
acquisition before Van Wouwe joined the company.
“That collaboration went very well so we decided to
get in touch again for this financing requirement,”
says Van Wouwe. “We’d already discussed it with
Zanders in the preliminary stages and in December
2014, when we decided to make the investment, we
immediately started checking out the best way to
structure it all. We set up a good roadmap and the
first question we encountered was which form of
financing should we opt for.”
The choice was whether or not to arrange the funding
through its regular banks. “In addition to the existing
credit lines extended by our banks, we decided to also
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FLTR: Bert van Dijk,
Sander van Tol
(both Zanders)
and Peter van Wouwe
(LW / M) inspect
the new
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production line.

examine other potential financing opportunities,” says
Van Wouwe. In exploring its options LW/M decided
it was wise to include both a best-case and a worstcase scenario. “A specific aspect of our financing
requirements is that there can be substantial
fluctuations in our results. This has everything to do
with our raw material. The potato is a natural product
and one year the price can be very low and the next
year prohibitively expensive - sometimes varying by a
factor of 20. And, of course, this significantly impacts
our results and working capital. This is why we had to
include a worst-case scenario; what would it mean for
our results and cash flow if we had a very bad year?
Any new financing would have to make allowance for
such a situation, so that we wouldn’t immediately
have to go back, cap-in-hand, to the bank.” That said,
new financing based solely on a best-case scenario
would also raise questions, thinks Sander van Tol,
managing partner of Zanders: “In recent years, the
company has been profitable and has earned a lot
of money. So it begs the question of whether you’re
not allowing yourself too much room so you can
make other investments too. It’s a trade-off between
how much financing you are looking for and for how
long? Based on all this, we checked the flexibility of
possible financing instruments and soon came to the
conclusion that bank financing was the best option.”

Term sheet
Afterwards, an inventory of the banks was started up.
“First, we put together a long-list of banks that might
be suitable,” says Van Wouwe. “Together with our
partners in the US, we looked at what would suit us
the best and with which banks we could maintain a
good relationship in the longer term.
In this respect we are pretty traditional because
we have excellent relationships with our banks.
At the end of the day, particularly when the going
gets tough, it’s very important that you can always
get on with one another.”
After whittling down the long-list to a shortlist,
LW/M invited four banks so that it could present
the company’s plans and expectations, together
with a forecast of cash-flow development during
the coming years. “We saw that the banks were
interested and, by means of a detailed term sheet,
we gave them a proposal in which the terms of the
financing were summarized,” explains Van Wouwe.
The ensuing discussions were mainly about what
LW/M was looking for in the financing and the
best way to structure it. Among other aspects, the
impact of regulation (Basel III) on the pricing of the
financing was also discussed. In the interests of cost
optimization, it was decided that the loan should be
‘labeled’ as two separate parts. One part would be for

the expansion of the plant (a so-called term loan) and
the other would be for the company’s working capital
(a form of current account financing that could be
used when the company needs it – a flexible variant).
“In this way we achieved the best composition for
our size and organization,” assures Van Wouwe.
“Working with just one bank is hardly ideal, yet every
bank that’s added to the equation makes it more
complex. At the end of the day this approach, in
which banks were invited to participate on the basis
of the detailed term sheet, worked out well.”

The devil is in the details

New fries

Documenting the agreements in the term sheet
is a detailed (legal) process and to accelerate the
documentation phase it’s common practice to set
up the term sheet in a very painstaking manner.
“Banks want to know now what you’ll be doing in
three years’ time and lay down agreements on this
in the term sheet. During the next few years, for
example, we want to be able to establish new entities
in different countries, without constantly having to
consult the bank – which could suddenly refuse us.
That’s the kind of thing you want to avoid.” This is
also why Zanders collaborated closely with LW/M’s
external legal advisor. “That accelerated the process
considerably,” says Van Tol. “What was unique about
this process was the time invested in preparing the
term sheet that listed all the agreements with the
bank. One page can sometimes be sufficient for
a term sheet, but in this case it was eight pages.

April 2015 saw the groundbreaking ceremony for
the new production facility and six months later they
started installing the machines. “It’s a very complex
project, comprising three separate projects rolled
into one,” explains Van Wouwe. “Firstly there’s the
technical realization of the new production line. Then,
once the line is established, we must be able to start
production immediately, the employees must be
properly trained and the right sales contracts must be
in place to ensure that suitable sales markets have
been found for the production. The third and final
of these projects is underscoring the continuity of
the factory. The new production line, together with
the existing one, will use the same receiving area
for the potatoes, despite their packaging being very
different. It’s a logistical challenge, but fortunately
it’s all going according to plan.”

“The potato is a natural product,
so there can be substantial
fluctuations in our results”
And its importance shouldn’t be underestimated
either, because signing the term sheet is like signing
a wedding certificate – and it’s always advisable
to know exactly whom you are marrying. During
the documentation phase, to avoid working with
irregular templates that could make the agreements
less clear, we used the term sheets of the LMA, or
Loan Markets Association. And in this project too
it proved successful, because the devil is in the
details.” Nodding in agreement, Van Wouwe remarks
that it does indeed pay to negotiate the contents of
the term sheets in great detail. “The LMA principles
adopt a different approach – more at an international
than national level. And that’s a much better fit with
what we want to achieve.”

LW/M expects the new line to start being productive
in July 2016. “We’ve never carried out a project of this
scale before and we’re extremely pleased that we’ve
been able to secure such a good banking solution for
it,” concludes Van Wouwe.
* On the 18th of November Conagra announced a renewed strategic
focus: “ConAgra Foods Announces Plans to Separate Into Two
Independent Public Companies”

If you’d like to learn more about
financing issues, or LMA term
sheets, get in touch with:
Sander van Tol
(s.van.tol@zanders.eu)
or Bert van Dijk
(b.van.dijk@zanders.eu)
via +31 35 692 89 89.
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Expert Opinion

An interview with Jos Heuvelman (DNB)

“Supervision has become
more data-driven”
8

Since the launch of the European Banking Union, the Dutch Central Bank
(DNB) has taken on other duties and responsibilities. In order to supervise
the European banks, the European Central Bank (ECB) works together
with national regulators in the Single Supervisory Mechanism (SSM).
A conversation with Jos Heuvelman, director of the Department for
Supervision of European banks, on the new European role of DNB.
How is European cooperation progressing under the
Single Supervisory Mechanism?
“We’ve hit the ground running with the AQR (Asset
Quality Review). That was one of the biggest
supervision operations ever, worldwide – with 123
important banks in 18 countries with different legal
systems, cultures, and languages. And so many
people were found who could perform such an AQR.

“The decisions are made in Frankfurt,
but the bulk of the work is done here”
This for an institution that, in light of supervision,
was in an embryonic stage. But all went well; we’ve
already entered into a somewhat stable state. There
is still plenty to be tailored and adjusted.

At the start of the SSM, DNB had already mirrored
its organization of banking supervision to that of
the ECB.”
Has the role of DNB changed significantly?
“There are now more parties who have a say about
our own banks, while we are also more closely
involved in talks about the other banks in Europe.
And that was exactly the intention of the SSM: so
that no national regulator could protect the banks
in its own country any more. As far as executive
supervision of Dutch banks is concerned, DNB
still plays a major role. The decisions are made in
Frankfurt, but the bulk of the work is done here.
Today’s supervision is also much more data-driven
than before. Until recently, besides supervision
reports, we also received the management

information from the banks themselves. We knew
the three big banks very well – we grew up together,
as it were – and with their management information,
we could already do a lot. Now there is one uniform
system for supervision reports in all SSM countries.”
Does that also put banks in a different,
more European, perspective?
“Of course it does. Our banks were less accustomed
to certain things, like working with all that data –
which they’re currently working hard on. On the
other hand, some things that concerned us seem to
be reasonably managed here.”
Has the introduction of on-site supervision
also added value?
“Absolutely! The change is sometimes a little
exaggerated. It is not like we never carried out
any investigations in the past – just not based in
the rigid structure that currently applies. We now
dig deeper than we used to, and that provides us
with the necessary new insights. The on-site teams
consist mainly of DNB staff. Off-site there are
Joint Supervisory Teams with a much more mixed
profile, with a quarter stationed in Frankfurt and
the rest in their own countries. JST management for
Dutch banks is not Dutch. However, several former

“On a structural level, a lot has
improved in the banking sector”
staff members of DNB manage the supervision
of large European banks. Each team is also made
up of colleagues of the ECB, and other national
supervisory bodies. All in all it is a positive
development. In addition, the Dutch quickly adapt
and use short lines. DNB is a very flat organization;
we hardly have any management layers.”
Many regulations have been introduced since 2008.
Will that trend continue?
“The balance is now shifting towards
implementation. The frameworks are there, and
now things have to be fine-tuned and implemented.
An important topic that still needs attention is
the definition of the risk weighted assets (RWAs);
the determination of the floors in particular could
still have consequences. In the Netherlands, for

example, the mortgage market is well organized,
but when dealing with European minimum capital
requirements, you still need to adhere to the
associated required buffers.”
Is the Netherlands worse off with the
comparatively high loan-to-value?
“The loan-to-value is indeed higher, but so are the
payment practices. There are a number of mitigating
factors. In the Netherlands, a debt will haunt you for
a very long time – you have to repay. Will the new
regulations lead to higher mortgage rates? If you
reason from a mechanical point of view, yes. If you
have to retain more capital it will affect the margins.
But there are other factors.”
Does the Dutch banking sector currently
benefit from the high buffers?
“The economy is currently performing a lot better
than in recent years, and the capital positions have
improved too. So our banks should be doing better,
and they are. With the accumulated buffers they are
in a relatively good position, while they have partly
reduced their exposure abroad as well.
The macro trends are also favorable for the risk
profile of banks. But there are still many external
factors, and what impact they will have is still
unclear. Real estate, for example, continues to be a
sector to keep an eye on.”
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Jamie Dimon, CEO of JP Morgan, recently warned
in his letter to shareholders that the next crisis
could be driven by relatively limited liquidity in the
financial markets, among other things. This would
mainly be caused by more stringent capital and
liquidity requirements. How do you see this?
“It’s a risk we take seriously and take into
consideration. Lack of market liquidity is something
that can lead to disruption in price formation – and
thus to turmoil. However, liquidity is not always
a good thing; you have to look at it carefully. The
point is to have sufficient liquidity in difficult times.
Regulations should not stand in the way of that.
Market making has an economic purpose, and you
can’t just write it off as hocus pocus investment
banking. The question is, however: where does
market making stop and speculation begin?”
What about the systemic risks in the derivatives
market? Warren Buffett recently confirmed his
statement made 13 years ago, that derivatives are
‘weapons of mass destruction’.
10

“By working towards central clearing as much
as possible, many risks in the market are being
reduced. On the other hand, that does create
single points of failure; the entire system is at risk
if something goes wrong there. That is why, from
the perspective of banking supervision, you have
to ensure good counterparty risk management,
including that of central clearing. As to Buffett’s
statement, our banks have considerably scaled

“When it comes to innovation, the Netherlands
generally takes the lead”
down their investment banking activities in the
meantime. Of course they keep using derivatives
for their own books and for customers. So it is
appropriate to remain vigilant and also to manage
the corresponding operational risks well. But there
the same applies: things are currently a lot better
than a few years ago.”
In what area can banks still make
the most progress?
“It all depends on data. In recent years, we have
already implemented a number of improvements at

a rapid pace - in that regard, the AQR has uncovered
many things too. One bank will of course have made
more progress than the other, but there is still a
lot to gain from enhancing data. Meanwhile, risk
management has become a recognized discipline.
In that respect, we have made a great leap forward
compared to five years ago.
On a structural level, a lot has improved in the
banking sector and we have become much wiser
through trial and error. And people are thinking
in terms of opportunities again; ING no longer
receives state aid, ABN Amro is working on the IPO
(initial public offering), Rabobank’s governance
is better, and SNS is splitting from Reaal.
A good development, I believe.”
And does technology play an important
role in sharing data?
“Indeed it does, but it goes beyond that.
Financial technology (FinTech) is currently a hot
topic. At DNB, we closely follow the technological
innovations in the market and we try to estimate
how they affect regulation and the supervision of
compliance. We tell banks to ensure the required
innovative strength. Developments like peer-to-peer
payments and crowdfunding go fast, but the real
breakthrough on a large scale has yet to take place.
But when it comes to innovation, the Netherlands
generally takes the lead – take for example our
current payment traffic, which is good.”
Are IT companies increasingly taking
over tasks from banks?
“They can take over parts of the value chain of the
bank. That is how Bloomberg started, and it has
made the market more transparent. The banks
knew exactly what the prices were, their customers
weren’t as informed, and Bloomberg has decreased
that information gap.”
Is it a risk that certain activities will no longer
be subject to supervision?
“If you do nothing else about it, you lose your
grip. That is why we pay special attention to the
operational levers within the banking sector.
Twenty years ago, we did not have such a tight
policy on outsourcing – but we do now. So in this
area, we are not going to stand by passively either.”

Do you think that banks will become smaller due
to these kinds of developments?
“That is a question for the crystal ball. But parts of
the value chain will disappear. On the other hand,
the striking power is increasing too, as a result of IT
developments. It is a form of specialization in which
banks can continue to grow. Large banks losing
ground has been a topic of discussion for 10 years
already. Some banks have already disappeared

“The market as we know it is impossible to
maintain without an external rating”
– Lehman, Bear Stearns – and ABN Amro is a very
different bank now compared to 10 years ago, but
no large new name has come forward yet. So some
things aren’t progressing as quickly as anticipated.”
Given the current low interest rates, a strong rise in
interest rates at some point is not impossible. How
does DNB anticipate that?
“We consider this an important issue, and we pay
close attention to the interest rate risk of banks. We
force them to focus on that if they don’t already.
But there could be very different risks too, since
risks always emerge where you don’t expect them.
So don’t just prepare for yesterday’s challenge –
the challenge for tomorrow might be something
completely different.”

Regulators want to limit the reliance of financial
institutions on external ratings. How do you see
that?
“There are limits to what you can do internally.
The market as we know it, trading American
debt securities in the Netherlands, is impossible
to maintain without an external rating. But it is
something else to fully rely on that rating. You have
to do your homework on that. Because in general,
it applies that if you can’t gauge something well
enough, it is best not to go ahead with it.”
And how about the current faith in the banking
sector?
“The confidence in banks to fulfill their commitments
has increased, but there is still progress to be made
when it comes to trust, in the sense of ‘does the
bank have my best interest at heart?’ The interest
of the customer is and remains one of our priorities.
But also the other side of ‘knowing your customer’
is something we are working on; do not let yourself
be abused by your customer, think of issues like
money laundering for example. Trust can take years
to build, but can be gone in moments, so I always tell
banks: stay away from the headlines. The banks are
now expanding their capital, governance is headed
in the right direction – only integrity still needs to be
worked on.”
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Navigating on faith
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The reputation of credit rating agencies (CRAs) was seriously damaged following the
fallout of the 2008 financial crisis and the subsequent European sovereign debt crisis.
Nonetheless, both regulators and risk managers still often take risk-related decisions
based on their faith in public credit ratings.

In response to the damaged perception of CRAs in the
eyes of both regulators and market participants, global
supervisory authorities have sought to reduce reliance
on CRAs. For example the Financial Stability Board
(FSB), took two main approaches. First it removed
references to public credit ratings as much as possible from policies, guidelines, standards, laws, and
regulations globally. Secondly, it encouraged financial
institutions to strengthen their internal risk management procedures and methodologies, enabling them to
assess credit risk independently.
The removal of CRA references from regulations means
that market participants will have to change their internal credit and rating processes to comply with upcoming regulations. This will require a change in culture
and behavior as well: change from the current reactive
approach that is still highly dependent on CRA ratings,
to a more proactive approach that takes into account a
broader set of standards of creditworthiness.

Moody’s (each has a market share of around 40%), and
Fitch (approximately 15% market share).
CRAs emerged at the beginning of the 20th century as
institutions performing credit risk analysis of companies and securities in different industries, starting
with railroads in the United States. In the early stages,
CRAs charged fees to investors interested in getting
access to their analysis, i.e. the investor pays model.
In around 1970, this system changed as they started
charging issuers of securities for rating their financial
instruments, i.e. the issuer pays model.
In 1975, the Securities and Exchange Commission (SEC)
in the United States designated Standard & Poor’s,
Moody’s and Fitch as so-called Nationally Recognized
Statistical Rating Organizations (NRSRO). Besides,
the SEC defined minimum capital requirements for
broker-dealers based on the NRSRO ratings. Hereafter,
financial markets kept on growing globally, and CRAs
also continued their expansion worldwide.

Historical background
A CRA is specialized in analyzing credit risk information
on a company, or a related financial instrument. There
are three main CRAs worldwide: Standard & Poor’s,

However, in recent years there have been events in
which the role and credibility of CRAs have been at
stake. During the preamble to the global financial crisis

of 2008, CRAs failed to adequately assess the risks
embedded in complex financial instruments. Strong
credit ratings were assigned to weak securities, such
as collateralized debt obligations, whose value turned
out to be negligible. In the European sovereign debt
crisis, rating downgrades of sovereigns had a major
influence on the behavior of market participants
towards the sovereigns affected.

The FSB principles
In 2009, at the G-20 summit in London, the FSB was
established as an international organization responsible for monitoring and making recommendations to
preserve the stability of the global financial system,
one of these being changing the role and uses of
public credit ratings.
In October 2010, the FSB issued a document called
“Principles for Reducing Reliance on CRA Ratings”.
This document highlights the importance of changing the role played so far by CRA ratings, in order to
reduce the risk of the ‘herding’ and ‘cliff’ effects in the
financial sector.

Developments in Europe
The European Commission defined in 2009 the first CRA
regulation aimed to control and supervise CRAs in the
European Union. Since 2011, the European Securities
and Markets Authority (ESMA) took over the supervisory role of CRA regulation. New regulation intended
to oversee CRAs within the EU focus on three areas:
registration, conduct of business, and supervision.
In spite of these actions, the regulation didn’t mention
anything about how market participants should use
credit ratings from then on. The use of external ratings
by financial institutions was still induced through
financial legislation issued by different supervisory
authorities. Therefore, an amendment was needed in
order to decrease the reliance of financial institutions
on CRAs. In June 2013, the European Parliament and
the EU Council of Ministers presented the CRA III regulation, and a directive to achieve these objectives.
The new measures were expected not only to improve the transparency of CRAs and make them more
accountable to investors, but also to put investors
in a better position to evaluate the credit risk of
counterparties and financial instruments themselves,
including complex structured instruments.

Regulators and market participants
Two steps were proposed by the EC in order to reduce
mechanistic reliance on external credit ratings. Firstly,
remove all references in regulations that trigger me-

chanistic reliance on ratings. Secondly, report to the
European Parliament on alternatives to external credit
ratings with a view to removing all remaining references by 2020.
In February 2014, the three European Supervisory
Authorities (ESAs) – the European Banking Authority
(EBA), the European Securities and Markets Authority
(ESMA), and the European Insurance and Occupational Pensions Authority (EIOPA) – presented a summary of the review executed on their guidelines and
recommendations. It was mentioned that, for banking
institutions, the Basel regulation refers to CRA ratings
in a way that could lead to a mechanistic reliance, in
its statement on how to calculate the capital requirements for credit risk (the standardized approach). This
feature couldn’t be corrected directly by the ESAs, but
it could be mitigated by the implementation in Europe
of Basel regulation through the Capital Requirements
Directive IV. For this implementation, the ESAs have
to specify how to execute the mapping of the external
credit assessment institutions (ECAIs) to credit quality
steps (CQSs).
This mapping of ECAIs to CQSs also impacts the
insurance sector given that it is used in the calculation of the required capital for spread risk via the
standard formula in the Solvency II regulation. Next
to that, it is relevant for capital charges for concentration risk and counterparty default risk regarding
type 1 assets. The summary also mentions that money
market instruments must have a ‘floor’ to be eligible
for money market funds (MMF) but that a downgrade
could trigger the invalidation of certain investments.
This floor was removed with the intention of allowing
CRA ratings to form the input information, but also to
encourage managers to undertake their own internal
assessment of the instrument when there is a change
of a rating.

Own credit quality assessment
In June 2014, the International Organization of
Securities Commissions (IOSCO) issued a consultation
report about good practices
for reducing reliance on
CRAs in asset management.
The document mentions
that investment managers
use credit ratings to form a
general opinion of the overall
financial health of a counterparty, to guide asset selection in the construction of
an investment portfolio, and
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to guide the selection of collateral used in different
transactions.
As possible good practices, IOSCO mentions that
investment managers should make their own credit
quality assessment of financial instruments, using not
only external credit ratings but also other different
sources of credit information. When using external
credit ratings, investment managers should understand the underlying methodology, assumptions and
parameters used by CRAs to generate their opinion, in
order to acknowledge the possible limitations on this
approach.

The use of credit ratings
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In December 2014, a joint committee of the ESAs
released a discussion paper on the use of credit
ratings by financial intermediaries in Europe. There is
general agreement across the EU about the existence
of limitations to reduce the over-reliance on external
credit ratings, mainly the challenge to find alternative
measures of credit worthiness. The use of internal
models could be seen as a main alternative to external
ratings, although the scope of this approach does not
cover all the scenarios in which ratings are currently
used. For small institutions this would be inefficient
and costly.
Almost all financial institutions have some degree of
exposure to credit ratings: (i) banking institutions in
many of their core activities, such as lending, investment decisions, portfolio management, investment
advice, and collateral eligibility criteria, (ii) insurance
and reinsurance undertakings for capital requirements calculations, and (iii) investing firms similar
to banking institutions due to the similarity of their
activities. Central counterparties (CCPs), e.g. clearing
houses, also use external ratings in several ways such
as to determine the type of assets or the issuers of
bank guarantees accepted as collateral, or for margin
calibrations.
In March 2014, the Netherlands authority of financial
markets (AFM) presented a report on the use of credit
ratings by market participants. In this report it was
concluded that the use of CRA ratings is still widespread, but is seldom the only factor considered when
making risk-related decisions.

Little effective competition
Recently, in October 2015, ESMA released a report
on the regulation of CRAs in the EU. It mentions that
the CRA regulation has improved the governance and
operation of CRAs, but it is still too early to assess the
impact of measures regarding competition and conflicts of interest. Most of the 24 CRAs now registered

in the EU focus on a particular asset class or member
state, and only the largest ones offer credit ratings
for all different asset classes throughout the EU. This,
together with the high fees charged by some CRAs,
suggests that there may be little effective competition
for the provision of credit ratings within some specific
segments. In spite of this, references to credit ratings
still remain in national and EU legislation, as well
as within the collateral frameworks of some central
banks. ESMA acknowledges it may not be practical to
remove all these references, and indicates future actions should focus on mitigating mechanistic reliance
on credit ratings, rather than removing them from
legislation entirely. ESMA proposes a reassessment of
the implementation of the CRA regulation within the
next three to five years.
Based on this assessment executed by ESMA, it is
possible to conclude that, in spite of measures taken
after the crisis, changes in the CRA industry are still
limited and will take more time to materialize. Also,
despite CRA assessments not being fully reliable,
their relevant position within the financial sector is
expected to remain for the near future. These factors
combined highlight the importance of developing
alternative measures of credit worthiness within
financial institutions, in order to phase out the excessive reliance on CRAs.
The use of external ratings is good, to some extent
but faith in one’s own risk assessments is better than
navigating on public ratings only.

How can Zanders assist?
Zanders has extensive experience in supporting
financial institutions through the development and
implementation of financial risk governance, models and policies, understanding the risk profile of
the organization and aligning the internal processes with the accepted level of risk.

Would you like to know more
about rating advice?
Please contact
Evert de Vries
(e.de.vries@zanders.eu)
or Sebastian Rojas Gualdron
(s.rojas-gualdron@zanders.eu)
on +31 35 692 89 89.

Column

The Capital
Markets Union
One of the European Commission’s
top priorities is to strengthen
Europe’s economy and bolster
investment to create jobs. One way
of achieving this is to strengthen
the capital markets so they can
provide better access to funding
as well as new sources of funding. That is why the
Capital Markets Union (CMU) has been launched by
the European Commission. The CMU’s ultimate goal
is to achieve a single European market for capital. On
the 30th of September, the first steps of the plan were
published in the Capital Markets Union Action Plan.
The commission’s plan is an initial blueprint to
build a single market for capital within the European
Union. The CMU is a medium-term plan but the
commission has published its early goals such as
implementing a set of measures to re-launch
high-quality securitization, promote investments
in long-term infrastructure projects and the
announcement of changes to the Prospectus
Directive to increase lending to SMEs. Additionally,
the commission is analyzing the barriers to
cross-border investment flows.
The benefits of a stronger and deeper European
capital market are clear. It should give European
businesses more choice with regards to funding
sources and facilitate access to funding. This should
result in improved capabilities to invest and grow
businesses. Deeper and more liquid capital markets
can potentially increase investments in infrastructure
and attract more funding (from outside the European
Union as well).
Banks will also potentially benefit from the CMU.
The re-launch of securitization and concrete plans
to free up banks’ balance sheets makes it easier
for banks to increase lending. According to the
CMU, securitization should become simpler, more
transparent and standardized. By reducing the

Bert van Dijk

reliance on bank funding, the financial system in the
Eurozone can become more stable going forward
according to the Commission. Start-ups and SMEs will
also benefit from the CMU. The commission proposes
changes to the Prospectus Directive to make it
easier for companies to raise financing on the public
markets.
According to the Commission, huge investment is
needed in infrastructure in the EU, with substantial
investment particularly needed in transport, energy
and the telecoms industry. The CMU has announced
a new infrastructure asset class which it says will
attract lower capital requirements under Solvency II
for insurers.
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The Commission’s initiatives sound very promising.
But there are still considerable challenges in
regulation. A pan-European agency will be necessary
to regulate European capital markets (to oversee
cross-border transactions and activities). But national
regimes in Europe are neither converging nor
consistent. A well-integrated European capital market
cannot have segmented regulation. A big challenge
lies in establishing such a pan-European agency.
A successful re-launch of securitizations is key to
a sustainable CMU, seeing as it was the perverse
incentives of the securitization market that, for a large
part, led to the financial crisis. It is not clear how CMU
will deal with the tranching of securitized products,
for example. It is likely that the large banks will play
an important role as issuers and market-makers in
securitization. This makes the larger banks even more
important to our financial system. This contradicts the
intention to make the system less reliant on banks.
The CMU plan is a very welcome initiative. Although
a lot of challenges lie ahead of us, we see the CMU as
a next step in developing a better integrated capital
market in Europe.

b.van.dijk@zanders.eu

Client

IOM’s roadmap to
an improved treasury
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The International Organization for Migration (IOM) is the principal
intergovernmental agency in the field of migration. Due to increasing
migratory flows over the past decade, which have escalated in recent
months, the organization realized that its treasury needed a transformation
in order to continue supporting the organization and its cause.
The IOM is committed to the principle that humane
and orderly migration benefits both migrants and
society. The organization was established in 1951,
then known as the Provisional Intergovernmental
Committee for the Movement of Migrants from
Europe (PICMME) which helped people resettle
in Western Europe following the chaos and
displacement of the Second World War.
In subsequent years, the organization underwent a
succession of name changes to the Intergovernmental Committee for European Migration (ICEM) in 1952,
the Intergovernmental Committee for Migration (ICM)
in 1980, and the International Organization for Migration (IOM) in 1989. These name changes reflect the
organization’s transition from a logistics operation to
a migration agency. The IOM’s members currently include 157 states and 10 observer states. It has offices
in more than 150 countries and at any one time has

more than 2,500 active projects ongoing.
It works to help ensure the orderly and humane
management of migration, to promote international
cooperation on migration issues, to assist in the
search for practical solutions to migration problems
and to provide humanitarian assistance to migrants
in need, including refugees, displaced persons or
other uprooted people.
The organization works closely with several partners
in four broad areas of migration management:
migration and development, facilitating migration,
regulating migration and addressing forced
migration. The IOM assists in meeting the growing
operational challenges of migration management.
It aims to advance the understanding of migration
issues and encourages social and economic
development through migration, while upholding
the human dignity and well-being of migrants.

Differing paces
In 2008 and 2009, the organization went through a
major transformation. “As recently as 10 years ago,
the organization was still executing payments manually at its headquarters – payment by payment”, says
Malcolm Grant, head of treasury at the IOM. With a
new enterprise resource planning (ERP) system, the
IOM took its first step towards improving its treasury.
But more change was needed. While migration activities were growing – leading to increases in staff, projects and donation allocation – treasury didn’t grow
at the same pace as the rest of the organization. On
top of that, in the years thereafter, the financial crisis
resulted in a sharp increase of compliance requirements. “Due to all these developments, our treasury
was way behind where it should have been.

“From a treasury point of view,
we look like a corporate; we get money in,
we pay it out and invest it”
The impact of the organization’s growth in an outdated system environment was that people looked
for solutions by firefighting; they built up several
different systems and various ways of working. For
example, new bank accounts were added, instead of
using existing bank accounts and relationships. We
found ourselves with more than 700 accounts and
over 150 bank relationships. We needed to bring treasury back to the heart of the organization – a huge
challenge, because we needed more people, more
up-to-date technology and improved governance.”

IOM organizes
hygiene promotion
sessions, like
this one in Sudan.

Malcolm Grant

Due to the tight funding in the years following 2009,
it was a slow process, says Grant: “From a treasury
point of view, we look like a corporate; we get money
in, we pay it out and invest it. A corporate has a
profit motive, a different set of values and different
stakeholders. So there are cultural differences and
due to political issues some things don’t happen
as quickly.”
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A treasury blueprint for the future
Eventually the organization’s management was
persuaded to review its treasury. Grant explains: “So
in 2012, we initiated the ‘treasury review’ project. We
wanted a comprehensive wide-reaching review that
tackled just about all key areas of treasury. Therefore
we asked some consultant firms for treasury advice

Left:
Refugees
on the Greek
island Lesbos.
(Photo by:
Amanda
Nero/IOM)
Right:
In addition to
wars, natural
disasters such
as typhoons cause
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large numbers of
homeless people.
(Photo by: Billy
Jamisolamin/IOM)

and after some meetings we hired Zanders to reinforce and challenge our assumptions. And it turned
out to be a great step; they added deep knowledge
of treasury, markets and best practices, and together
we built a very strong business case showing what
needed to be done in our strategic planning to overhaul our treasury.”
Based on the organization’s strategy, Zanders helped
IOM in writing a blueprint for the future, based on
a number of areas such as treasury management,
financial risk management and treasury governance.
“And a few months later we started our ‘global
treasury design’ project, aimed at scaling up our
treasury operations. But then the question was how
to get there. So, how could all issues be improved?”
The strategic recommendations that Zanders gave
were gathered in a roadmap for IOM’s treasury, with
a prioritization of projects and focus areas. Grant
adds: “We started by looking at three key achievable
short-term objectives – things we could do within
one year. The first was to bring on board the foreign
exchange trading platform, 360T. The second was
to bring on board a treasury management system
(TMS). Third was to conduct a cash management RFP
(request for proposal) in Europe for banking services.

“We need to see what money is where”
These objectives have been met; the systems are
now live and working. There is still some additional
TMS functionality to bring on board, but the initial
level of functionality related to reporting and basic
payment processing is available.”

Treasury risk committee & governance
But before IOM’s treasury realized these three objectives on the technical side, it had already looked

at some of the ‘no-cost’ recommendations. Grant
says: “In terms of structure, we were very keen to
make sure we had a written treasury policy – we
now have one. We also lacked an annual treasury
plan, which we have now introduced. And one of the
most important aspects was setting up a treasury
risk committee, which brings together some senior
managers in finance and one from operations. They
have now been meeting quarterly for two years and
it has added enormously to treasury transparency.
Moreover, it’s a two-way channel; it has also been a
very effective channel for feedback into senior management – to show what treasury is doing and what
we want to achieve in the near future. As a result of
the review, some serious and valuable changes have
been made”.
Grant’s treasury department worked hard to realize
the targets as described in the roadmap. He needed
some assistance in finding the organization’s banking partners for its cash management, to solve the
problem of a too widely dispersed bank portfolio and
bank account structure.
“We need to see what money is where”, says Grant.
“We don’t see certain key collections in our accounts.
Different field offices have different cultures; some
are very proactive and engaged in centralized cash
management, yet others aren’t. Therefore visibility is
very important and a big challenge.”

Simplifying bank relationships
So, last year, IOM asked Zanders to conduct a European Cash Management RFP. Grant notes: “The number of bank relationships was over 150 across our
organization. When we did the European RFP, we had
39 countries in scope with 38 different banking parties in those countries. Depending on the region, you
could begin to centralize payments. We don’t need to
have bank accounts all over Europe, for example. So

Left:
A pre-departure
screening for
refugees.
(Photo by IOM)
Right:
The estimated
3.9 million internally
displaced persons
in Somalia are among
the poorest and most
vulnerable migrants.
(Photo by Celeste
Hibbert/IOM).

instead of having 38 bank partners, in the future we
may only have five or six.”
Based on IOM’s requirements, five banks were shortlisted for its cash management bank selection project
with a pan-European scope. Zanders helped to write
the RFP document, was part of the bank selection,
managed the evaluation process and supported the
recommendation to senior management. IOM now
has just two banking partners and has started the
implementation with both banks. “And it’s going
very well. We have good support from our internal
IT team, which is extremely important. We did a lot
of homework and research in Europe, mission by
mission, to establish all treasury requirements and
banking needs in detail.”

just here to take a potential set of problems away
from them. By, for example, ensuring that they have
enough liquidity so they can do what they need to
do, ensuring they do not get into trouble with local
compliance, get best value in buying local currency
and ensuring they have proper banking partners and
accounts. Our advice and expertise is a key area of
support to the local missions, thereby ensuring that
the mission activities in the field are not held up due
to treasury issues.”
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IOM’s key strategic focus areas:
The end of the beginning
“Our department is now about a third of the way to
where we want to be. Centralizing payments and
having payment factories, for example, is still years
away for IOM; that demands a phased approach.
In terms of payments, reconciliation, pooling and
technical architecture, we are improving our basic
structures; we are looking at in-house banking (IHB)
and payment factories. You need to walk before you
can run. To illustrate it in an appropriate quote from
Winston Churchill: ‘This is not the end, it may not
even be the beginning of the end but it is the end of
the beginning.’ I think that’s where we are now.”

• Migration management; helping migrants in
any way possible regarding security.
• Operations and emergencies: ready to react
rapidly to emergency events such as
earthquakes or military actions. IOM is not
a refugee agency – that work is done by the
UN – however it works closely together
with UNHCR.
• International cooperation and partnerships:
including relationships with donors. IOM is
very active in the development of international
migration law. It has a team of lawyers and a
department working on clarifying, establishing
and modifying international law, as far as it
relates to migrants.

“Our advice and expertise is a key area
of support to the local missions”
Despite the many tough challenges for IOM’s treasury
department, working for an organization in the field
of migration gives Grant both energy and satisfaction. “Treasury is a humble servant of the dedicated
workers doing the tough job in the field. We are

Would you like to know more
about treasury design for
non-profit organizations?
Please contact
Liam Ó Caoimh
at liam.ocaoimh@zanders.eu
or +41 44 577 70 10.

Vision

Replicating investment
portfolios
Many banks use a framework of replicating investment portfolios to measure
and manage the interest rate risk of variable savings deposits. There are two
commonly used methodologies, known as the marginal investment strategy
and the portfolio investment strategy. While these have the same objective,
the effects for margin and interest maturity may vary. We review these
strategies on the basis of a quantitative and a qualitative analysis.
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A replicating investment portfolio is a collection of fixedincome investments based on an investment strategy
that aims to reflect the typical interest rate maturity of
the savings deposits (also referred to as ‘non-maturing
deposits’). The investment strategy is formulated so
that the margin between the portfolio return and the
savings interest rate is as stable as possible, given
various scenarios.
A replicating framework enables a bank to base its
interest rate risk measurement and management on
investments with a fixed maturity and price – while
the deposits have no contractual maturity or price. In
addition, a bank can use the framework to transfer the
interest rate risk from the business lines to the central
treasury, by turning the investments into contractual
obligations. There are two commonly used methodologies for constructing the replicating portfolios: the marginal investment strategy and the portfolio investment
strategy. These strategies have the same objective, but
have different effects on margin and interest-rate term,
given certain scenarios.

Strategies defined
An investment strategy determines the monthly allocation of the investable volume across various maturities.
The investable volume in month t ( It ) consists of
two parts:

The first part is equal to the decrease or increase in the
volume of savings deposits compared to the previous
month. The second part is equal to the total principal of
all investments in the investment portfolio maturing in
the current month (end date m = t ), ∑i,m=t vi,m.
By investing or re-investing the volume of these two
parts, the total principal of the investment portfolio will
equal the savings volume outstanding at that moment.
When an investment is generated, it receives the market
interest rate relating to the maturity at that time. The
portfolio investment return is determined as the principal weighted average interest rate.
The difference between a marginal investment strategy
and a portfolio investment strategy is that in a marginal
investment strategy, the volume is invested with a fixed
allocation across fixed maturities. In a portfolio strategy, these parameters are flexible, however investments
are generated in such a way that the resulting portfolio
each month has the same (target) proportional maturity
profile. The maturity profile provides the total monthly
principal of the currently outstanding investments that
will mature in the future.
In the savings modelling framework, the interest rate
risk profile of the savings portfolio is estimated and
defined as a (proportional) maturity profile. For the
portfolio investment strategy, the target maturity profile
is set equal to this estimated profile. For the marginal
investment strategy, the ‘investment rule’ is derived
from the estimated profile using a formula. Under long

lasting constant or stable volume of savings deposits,
the investment portfolio given the investment rule converges to the estimated profile.

Strategies illustrated

Investment volume

In Figure 1, the difference between the two strategies is
graphically illustrated in an example. The example provides the development of replicating portfolios of the
two strategies in two consecutive months upon increasing savings volume. The replicating portfolios initially
consist of the same investments with original maturities
of one month, 12 months and 36 months. To this end,
the same investments and corresponding principals
mature. The total maturing principal will be reinvested
and the increase in savings volume will be invested.

Scenario analysis
The quantitative properties of the investment strategies
are explained by means of a scenario analysis. The analysis compares the development of the duration, margin
and margin stability of both strategies under various
savings volume and market interest rate scenarios.
Client interest rate
As part of the simulation of a margin, a client interest
rate is modeled. The model consists of a set of sensitivities to market interest rates (M1,t) and moving averages
of market interest rates (MA12,t). The sensitivities to
the variables show the degree to which the bank has
to reflect market movements in its client interest rate,
given the profile of its savings clients.
The model chosen for the interest rate for the point in
time t (CRt) is as follows:

Up to a certain degree, the model is representative of
the savings interest rates offered by (retail) banks.
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Investment strategies
The investment rules are formulated so that the target
maturity profiles of the two strategies are identical. This
maturity profile is then determined so that the same
sensitivities to the variables apply as for the client rate
model. An overview of the investment strategies is
given in Table 1.

Marginal
Maturity
0
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Matured volume

New volume (matured)

Outstanding volume

New volume (growth)

24

30

Marginal
weights

Target
maturity1

Target
maturity1

1-month
12-month
120-month

55%
35%
10%

5.97%
2.69%
0.60%

5.97%
2.69%
0.60%

Duration2

-

3.75

3.75

36

Expiration month

Figure 1: Maturity profiles for the marginal (figure on top)
and portfolio (figure below) investment strategies given
increasing volume.

Note that if the savings volume would have remained
constant, both strategies would have generated the
same investments. However, with changing savings volume, the strategies will generate different investments
and a different number of investments (3 under the
marginal strategy, and 36 under the portfolio strategy).
The interest rate typical maturities and investment
returns will therefore differ, even if market interest
rates do not change. For the quantitative properties of
the strategies, the decision will therefore focus mainly
on margin stability and the interest rate typical maturity
given changes in volume (and potential simultaneous
movements in market interest rates).

Portfolio

Table 1: Overview of investment strategies
used for scenario analysis.

The replication process is simulated for 200 successive months in each scenario. The starting point for the
investment portfolio under both strategies is the target
maturity profile, whereby all investments are priced
using a constant historical (normal) yield curve. In each
scenario, upward and downward shocks lasting 12
months are applied to the savings volume and the yield
curve after 24 months.
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Example scenario

Savings volume (in mln.)

The results of an example scenario are presented in order to show the dynamics of both investment strategies.
This example scenario is shown in Figure 2. The results
in terms of duration and margin are shown in Figure 3.
2,0
1,8
1,6
1,4
1,2
1,0
0,8
0,6
0,4
0,2

see a sharp decline in the duration during the ‘shock
period’ for volume, after which a double wave motion
develops on the duration. In short, this is caused by
the initial (marginal) allocation during the ‘stress’ and
subsequent cycles of reinvesting it.
With an upward volume shock, the margin for the
portfolio strategy declines because the increase in savings volume is invested at downward shocked market
interest rates. After the shock period, the declining
investment return and client rate converge. For the marginal strategy this effect also applies and in addition the
duration effects feed into the margin development.
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Scenario spectrum
In the scenario analysis the standard deviation of the
margin series, also known as the margin volatility,
serves as a proxy for margin stability. The results in
terms of margin stability for the full range of market
interest rate and volume scenarios are summarized in
Figure 4.
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Figure 2: Development of volume and market interest rates
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Margin

under the example scenario.
0,5%
0,4%
0,3%
0,2%

From the figures, it can be seen that the margin of the
marginal investment strategy has greater sensitivity to
volume and interest rate shocks. Under these scenarios
the margin volatility is on average 2.3 times higher, with
the factor ranging between 1.5 and 4.5. In general, for
both strategies, the margin volatility is greatest under
negative interest-rate shocks combined with upward or
downward volume shocks.
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The scenario analysis shows that the portfolio strategy
has a number of advantages over the marginal strategy.
First of all, the maturity profile remains constant at all
times and equal to the modeled maturity of the savings
deposits. Under the marginal strategy, the interest rate
typical maturity can vary from it over long periods, even
when there are no changes in market interest environment or behavior in the savings portfolio. Secondly, the
development of the margin is more stable under volume
and interest rate shocks. The margin volatility under the
marginal investment strategy is actually at least one
and a half times higher under the chosen scenarios.
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Figure 3: Development of duration and margin under an
upward and downward interest rate scenario.

As one would expect, the duration for the portfolio
investment strategy remains the same over the entire
simulation. For the marginal investment strategy, we

An intuitive process
These benefits might, however, come at the expense of
a number of qualitative aspects that may form an important consideration when it comes to implementation.
Firstly, the advantage of a constant interest-rate profile
for the portfolio strategy, comes at the expense of intuitive combinations of investments. This may be important if these investments form contractual obligations
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Figure 4: Margin volatility of marginal (left-hand figure) and portfolio
strategy (right-hand figure) for upward (above) and downward
(below) volume shocks.

for the transfer of the interest rate risk. The strategy,
namely, requires generating a large number of investments that can even have negative principals in case
of a (small) decline of savings volume. Secondly, the
shocks in the duration in a marginal strategy might
actually be desirable and in line with savings portfolio
developments. For example, if due to market or idiosyncratic circumstances there is high inflow of deposit
volume, this additional volume may be relatively more
interest rate sensitive justifying a shorter duration.
Nevertheless, the example scenario shows that after
such a temporary decline a temporary increase will
follow for which this justification no longer applies.

The choice
A combination of the two strategies may also be chosen as a compromise solution. This involves the use
of a marginal strategy whereby interventions trigger
a portfolio strategy at certain times. An intervention
policy could be established by means of limits or
triggers in the risk governance. Limits can be set for
(unjustifiable) deviations from the target duration,
whereas interventions can be triggered by material
developments in the market or the savings portfolio.
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In its choice for the strategy, the bank is well-advised
to identify the quantitative and qualitative effects of
the strategies. Ultimately, the choice has to be in line
with the character of the bank, its savings portfolio
and the resulting objective of the process.
1 The profile shown is a summary of the whole maturity profile. In
the whole profile, 5.97% of the replicating volume matures in the
first month, 2.69% per month in the second to the 12th month, etc.
2 Note that this is a proxy for the duration based on the weighted
average maturity of the target maturity profile.

An extended version of this article is published
in our Savings Special.
Would you like to read it? Please send an e-mail to
marketing@zanders.eu.
Do you have questions about this
article or the modelling of savings in
general?
Please contact
Floris van Diest
(f.van.diest@zanders.eu)
or
Wouter Dikkers
(w.dikkers@zanders.eu)
on +31 35 692 89 89.
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Cases

Challenges in the
regulatory environment
The continually changing regulatory environment challenges companies to
comply and receive approval from the auditor. Here are several examples of
how the Zanders Valuation Desk can support your compliance efforts with
the valuation of financial instruments and hedge accounting.
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The regulatory changes relating to valuation and
hedge accounting are:
• IFRS 13, which requires Credit Value Adjustment
(CVA) and Debit Value Adjustment (DVA) on fair
value. This has changed hedge accounting effectiveness testing. As CVA and DVA give rise to another source of ineffectiveness, most of our clients
have moved from a dollar-offset method to a more
complex regression test to tackle this source of ineffectiveness.
• A general consensus exists on the CVA and DVA
calculation for interest rate derivatives, but require
more off-the-shelf solutions for other types of derivatives.
• IFRS 9 is coming soon and will require hedge accounting to be considered from a different angle.
The different cases below highlight some of the challenges faced by our clients in complying with IFRS and
obtaining the necessary approval from auditors.
Case 1: Are my hedge relations optimal
and is my CVA-DVA material?
One of our clients has hedging activities for its foreign
currency exposure. This risk is hedged with FX forwards which are included in cash-flow hedge relationships. The client faced two main challenges. The
first one was to create the optimal hedge relations
regarding the FX exposure. The second challenge was

to have a quantitative proof on the non-materiality
of the CVA-DVA for the FX forwards. We set up the
optimal time bucket exposures, which allowed the
client to optimize the effectiveness of its hedge relationships and therefore reduced its P&L volatility in
compliance with IAS 39. A quantitative assessment on
the non-materiality of the CVA-DVA for FX forwards in
compliance with IFRS 13 has been done, providing the
client with strong arguments in the discussion with its
auditors.
Case 2: How to compute CVA and DVA in compliance
with IFRS 13 on commodity swaps?
A client who has commodity swaps with different
non-financial counterparties faced challenges to
quantify the CVA and DVA. The main challenge for the
client was the availability of market data to compute
the probabilities of default (PDs) as these counterparties do not have CDS-quotes nor public ratings. In
collaboration with the client we have defined a clearly
documented set-up on how to define the proxies for
different PDs. This enabled our client to have an approval of its auditors on the methodology and market
values including CVA-DVA in compliance with IFRS 13.
Case 3: Is the price of the derivatives from
the counterparty market conform?
The counterparty of one of our clients proposed to
hedge the client’s FX exposure with FX instruments,

including complex ‘optionalities’. However, the client
didn’t have a good understanding of the product and
the price proposed by the counterparty. With the
report that we provided, the client had a clear explanation of the mechanisms of the derivative and the
different parameters (quantifiable and unquantifiable)

What is new in IFRS 9 for hedge accounting?
The new standard from the IASB issued in 2014
aims to better link risk management activities with
accounting. Some of the major changes in IFRS 9
are:
• The old ‘80%-125%’ threshold has been eliminated. Under the new standard a hedging relationship must meet the following three criteria:
1. An economic relationship exists between the
hedged item and the hedging instrument.
2. The effect of credit risk does not dominate the
fair value changes.
3. The hedge ratio of the hedging relationship is
the same as that resulting from the quantity
of hedged item that the entity actually hedges
and the quantity of the hedging instrument
that the entity actually uses to hedge.
• Increased eligibility of hedged items, for
example risk components of non-financial items
(such as crude oil, grains or base metals) if the
risk component is separately identifiable and
measurable;
• A combination of a non-derivative and a derivative can now be combined as an aggregated exposure, provided that the exposure is managed
as one exposure;
• A group of hedged items and net positions (if
meeting certain conditions) can be an eligible
hedged item
• Increased eligibility of hedging instruments
• Voluntary discontinuation is no longer permitted
• Dynamic hedge documentation
• Concept of rebalancing
We can help you to review and assess your current situation (e.g. risks, hedged items, hedging
instruments, documentation, valuation, tests and
system support), to identify the impacts and the
opportunities of the new standard and help you to
implement the changes and the new possibilities.

impacting the price. A sensitivity analysis on the parameters was included to provide a clear view on the
hedge results. The client was therefore able to make
an informed decision on the use of these derivatives.
Case 4: How to compute the fair value of mortgages?
Mortgages in the Netherlands have a limited second
market, making it difficult to value them. Therefore,
models have to be used in order to discount the future
cash flows of the individual mortgages. There are
several challenges regarding the curve(s) to be used
to discount the cash flows. Should the curve be based
on current offer rates from a specific lender, a combination of them or based on a swap curve? How should
the credit worthiness of the borrower be included in
the valuation, via for example a tranching model or
via fixed spreads? Can the materialized costs of the
lender be isolated and excluded from the spreads?
We validate and calculate the fair value of mortgages
on a regular basis and follow the development on this
active market closely. This enables our clients to have
market values in compliance with IFRS and approved
by the auditors.

Independent, high quality, market practice and
accounting standard proof are the main drivers of
our Valuation Desk. For example, we ensure a high
quality and professionalism with a strict, complete and
automated check on the market data from our market
data provider on a daily basis. Furthermore, we have
increased our independence by implementing the F3
solution from FINCAD in our current valuation models.
This permits us to value a larger range of financial
instruments with a high level of quality, accuracy and
wider complexity.
Would you like to know more?
Please contact Pierre Wernert
on p.wernert@zanders.eu
or +31 35 692 89 89.
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Short

Zanders seminar
in London:
Corporations have traditionally managed their
financial risks, such as foreign exchange, interest rate
and commodity price risk, in a fragmented manner.
In recent years, Zanders has observed that a more
holistic view of financial risk management is slowly
gaining traction among corporations. With this in
mind, the Zanders UK team organized its second Annual Treasury and Risk Seminar on this hot topic in
early September.
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The theme of the discussion explored how risk management is moving up on the corporate agenda and
how disruptive factors are changing the payments
and cash management landscape. The venue was The
Churchill War Rooms in London and guests were invited to arrive early to take advantage of a short guided
tour of this historic venue which sits beneath the vast
government buildings of the Treasury.
Mark van Ommen opened the seminar by welcoming
our guests, and Laurens Tijdhof gave an update on
where risk management and cash management sit on
the corporate agenda. Following this, first Katherine
Emmens, group treasurer at Kodak Alaris, and then

David Felton, VP international treasury at Discovery
Communications, took us through their approaches to
risk management and cash management.
Given the importance of technology in financial risk
management, two system vendors, Visual Risk and
SunGard, had been invited to present their perspectives and experiences. Ruth Wandhofer, global head of
regulatory & market strategy at Citi, then gave a very
interesting insight into the impact of cyber security
risks on the financial supply chain.
Finally, Hugh Davies moderated a panel discussion
in which David Felton was joined by Peter Jameson
(co-head of product management GTS, EMEA at Bank
of America Merrill Lynch), James Scotcher (head of
treasury at Atom Bank), and Carlo Nazareno (European product head of PCM, HSBC) for a discussion on
disruption in the payment industry and the changing
corporate-to-bank relationship.
The seminar concluded that cash management continues to be a very important topic for most corporates,
and rapid changes in technology, regulation and
geo-political instability are constantly shaping the
approach to financial risk management for corporate
treasurers. After the presentations, guests had the
opportunity to network while enjoying a selection of
drinks and canapés in the Churchill War Rooms.
Zanders would like to thank all attendees for making
this a successful event and we look forward to welcoming you again next year.

Calendar
Description

Location

Date

ACT Cash Management

London, UK

10-11 February

Zanders Risk Management Seminar 2016

Amsterdam, NL

14 April

BootCamp Corporate Treasury

Amsterdam, NL

18-20 April

ACT Annual Conference 2016

Liverpool, UK

18-20 May

SAP Treasury Management Conference 2016

Barcelona, ES

12-14 July

EuroFinance 25th International Cash & Treasury Management Conference 2016 Wenen, AT

12-14 October

AFP Annual Conference 2016

23-25 October

Orlando, USA

For more information, check: www.zanders.eu

Save the date
14 april 2016: Zanders Risk Management Seminar 2016
On April 14, 2016, the eighth edition of the Zanders
Risk Management Seminar for financial institutions
will be organized in Amsterdam.
The theme will be: ‘The future of risk management’.
In the Koninklijk Instituut voor de Tropen (the Royal
Institute for the Tropics) speakers like Doug Caldwell
(CRO NN Groep), Arjen Pasma (CRO PGGM) and

Theo Kocken (CEO Cardano and professor at
VU Amsterdam) will – among others – present (in
Dutch) their personal view on the future for risk management and for the role of the risk manager.
Please check our website to see the latest information
on the program and to register for the seminar.

New Zanders corporate website
It has been long-awaited, but is live now: this Autumn,
we have launched our new website! In a new, fresh
layout we have made it easier to find and read a broad
selection of articles, including client stories, information and reports of interesting events, consultants’
views on market trends and insights. And – of course –
we present our expertise in the many services that we
offer our clients too.

Please check our new website
on www.zanders.eu
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Zanders
Established in 1994, Zanders is recognized as a leader in treasury
management, risk management and corporate finance. From
our offices in the Netherlands, Belgium, the United Kingdom and
Switzerland, a team of over 130 qualified professionals offers global
services to corporates, financial institutions, organizations in the
public sector and NGOs.
Our main strengths are specialization and independence. Being
independent means that we work solely on behalf of, and in the
best interests of, our clients. This avoids any conflict of interests.
Specialization forces us to stay at the forefront of all developments
in our areas of expertise and to remain innovative.

Our Services:
• Treasury management
• Risk management
• Treasury & risk technology
• Corporate finance & capital markets
• Zanders Academy
• Valuation services
• Interim services

Client areas:
• Corporates
• Financial institutes
• Public sector & Non profit

www.zanders.eu

Zanders Netherlands
Brinklaan 134
1404 GV Bussum
+31 35 692 89 89

Zanders Belgium
Place de l’Albertine 2, B6
1000 Brussel
+32 2 213 84 00

Zanders UK
26 Grosvenor Gardens
London, SW1W 0GT
+44 20 7730 2510

Zanders Switzerland
Gessnerallee 36
8001 Zürich
+41 44 577 70 10

Postal address
P.O. Box 221
1400 AE Bussum
The Netherlands

