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Working at Zanders

Liza Wyatt
“Having worked in recruitment and,
more recently, in talent for more than
10 years, one of the biggest changes has been surrounding motives
and goals. No longer is work about
money, recognition and climbing the
corporate ladder but more about innovation, meaning and teamwork.
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I am fortunate to work in an organization that recognizes these motives
and strives to provide its employees
with the type of working environment
that encourages creative thinking
and complexity surrounding business
and finance solutions. As much as the
business drives towards client satisfaction, there
is also a huge focus on talent recognition. That
every person who makes up a part of Zanders has
the opportunity to share their ideas and contribute
towards goals.
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With regards to my future role within Zanders,
I have my work cut out. Being a modern day recruiter is no longer about matching candidates to
jobs – it’s about aligning your talent and organizational strategic objectives to ensure your employer
recruits and retains the talent necessary to stay
competitive and cutting edge today and tomorrow.
My role is about marketing, sales, technology and
human capital, all of which are developing continuously. Luckily I am surrounded by smart, ambitious
people; a terrific team of consultants and support
staff, whom I can reach out to for inspiration, ideas
and reinforcement at any time, making my role
within Zanders pretty exciting really!”
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Foreword

My father
My father used to work at
the PTT, the Dutch postal
delivery services, every
day, from 8.30 to 5.00
o’clock. In an office with
non-adjustable furniture,
everyone there (at that
time as public servants)
in permanent employment and with a clear career path: a pension with
the ABP (the Dutch public
sector pension fund) and,
at home, a fixed mortgage for the full term. The only
time he would come across the word ‘risk’ would be in
a game of Scrabble.
That’s why he never understood my choice to study
econometrics. If there are no risks, what is there to
measure? But what he didn’t foresee is that market
volatility began to increase from the 1990s onwards
and derivatives conquered the market. On top of that,
every year IFRS insisted on market values to usually

risk-free considered positions, and now even the orderly trade debt needs to be valued by models too.
The requirements (of the external auditors, investors
or supervisors) ensure that everyone measures their
risks and adapts their policies accordingly. The constructible and always measurable position seems to
be within reach!
But here I come to a point on which I start to agree
with my father. Statistics no longer work for markets
where everyone is acting according to the same model.
It’s no longer a random process you’re looking at,
but an orchestrated event. And we just don’t have a
suitable model for that anymore...
So on to the next generation of risk measuring; based
on scenario analyses, which are not expressible as
an exact risk number anymore, but useful in policymaking with ‘what if scenarios’. The once in a lifetime
Brexit referendum has been of some use after all; it
gave us a good opportunity to exercise a new style of
risk management!
Rob Naber
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Client

Philips’ new FX risk
management policy

4

As a big Dutch multinational, Philips is certainly not immune to the risks
of global exchange rates. Fluctuations between different currencies have
a signiﬁcant impact on the incomes and ﬁnancial statements of this
diversiﬁed technology company. Hedging currency risks is done at group
level and for the Group Treasury this represents a drastic operation.
One of the walls in its Amsterdam headquarters shows
the evolution of the Philips business. Philips’ roots lie
in Eindhoven, where, in 1891 Gerard Philips started
producing light bulbs in an empty factory building.
When he was later joined by his research-oriented
brother Anton, the firm enjoyed its first major business
stimulus. Through vertical operation, with their own

factories and dependent suppliers, they took their first
big steps towards success.
Continuing to develop through the production of
radios and TVs, followed by Philishave electrical razors
and inventions such as the Compact Cassette and the
Compact Disc as new audio media, the company then
expanded into professional products, such as medical equipment, studio mixers and computers. Today,
Royal Philips is a diversified technology company that
focuses on innovation in the healthcare sector.

Currency risks
The internal structure of this multinational comprises
two axes, the business groups and the markets. The
business groups are organized into product types:
medical equipment, lighting and domestic appliances
– along with variations on these themes. The business groups develop and produce the products and
distribute them to their international markets where

the products are sold. Together, in a matrix, these two
form what’s known as the business-markets combination. Commercial employees (‘the business’) and
financial managers (‘finance business partners’) are
active in both axes and it’s their joint responsibility
to ensure that a healthy and successful business can
develop and thrive.

“We process EUR 100 billion in internal
payments every year, so clearly we are
highly exposed to currency risks”
In the logistics, financial stream from factories to
markets, all manner of invoices are sent back and
forth and, eventually, money from customers flows
through the market to the Treasury. “We are active
in over 100 countries and we process EUR 100 billion
in internal payments every year, so, clearly, we are
highly exposed to currency risks,” says Gabriel van de
Luitgaarden, Senior VP, Head of Financial Risk & Pensions Management at Philips. Hedging currency risks
is expensive and prevention is always better than cure,
he muses: “If you don’t properly understand what the
risk is and what effect it will have, there’s not a lot you
can effectively do about it. But by quantifying risks
you can get a handle on them and decide whether you
want to take any action. You have to consider aspects
such as what will happen to EBITA if you do nothing,
how much lower will it be if you hedge, and how much
will it all cost? It’s all about how much risk you are
prepared to accept.”
Currencies fluctuate in relation to one another and
this strongly influences a multinational’s earnings and
financial reporting. “We deal with risk management
every day,” says Van de Luitgaarden. “But the people
who work in the business very rarely do so. They see it
as a specialism, but that’s not really the case. People
in the business should be much more involved with it,
asking themselves what is acceptable and what should
I do about it?”

Argentinian toothbrushes

Right:
Gabriel van de
Luitgaarden

Philips initiated a project to define a new FX policy and
hedging strategy for currency risks. Above all, it had to
give the people in the business much more insight into
the impact that fluctuations in exchange rates have on
their performance, and show them how important it is
for them to understand and manage currency risks.
“In many multinationals the business part thinks that
the Treasury will just hedge currency risks, despite

the fact that these currency fluctuations cannot simply
be neutralized,” says Zanders consultant Lisette
Overmars, who was involved in the project. “You can
manage it all, but eventually you’ll need to come up
with other solutions.”
Van de Luitgaarden adds: “That’s why we explained
to the business that we can provide more insight into
the risks and buy them time through hedging, but we
cannot completely protect them. There’s no magic formula that can shield you from the effects of currency
fluctuations.”
This bespoke form of hedging is primarily directed at
countries whose currencies typically lose value, sometimes suddenly performing really well, but eventually
losing value relative to harder currencies like the euro
and the dollar. “That’s because emerging market
economies are less solid,” says Van de Luitgaarden.
“There is often high inflation and less political stability. If you don’t do anything about the prices in the
respective countries, than the fact that their currencies
lose value against the euro will progressively erode
your income. There are extreme cases where we can
lose 30 to 40 per cent in value in a year, which cannot
be remedied by hedging. In such cases you have no
option but to constantly increase your product prices.”
It means, for example, that the price of a toothbrush
in Argentina can suddenly rise by 10 per cent from one
month to the next. “But not everyone in the business
does this, which is why education plays such an important role in the project; it has to be visible. For many
people the effect that currencies have on results was
far from clear. We therefore developed an FX model to
make the currency footprint visible. It shows us which
currencies our EBITA is derived from and the extent of
our various exposures. Thanks to this new policy we
can make EBITA more predictable and less volatile,
although we still cannot completely cover the risks.”
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markets combinations. The factory’s P&L is now less
important – it’s about the result of the group as a
whole. The exposures that you hedge are therefore the
ones that affect the result of the group. It’s much more
efficient. If you’re in a ‘long position’ in a particular
currency, you sell it, in a single transaction. In the past
this was done factory-by-factory, in several transactions. Given the tens of thousands of transactions that
we used to do, this now represents a huge efficiency
boost. The spread is no longer paid multiple times
by buying and selling the same currency. We hedge
currencies in the same way. We’re looking for risk
reduction, so it makes little sense if everyone follows
their own policy – it has to be done consistently. That’s
actually more important than the net group exposure.
From left to right:
Gabriel van
de Luitgaarden,
Fahd El Habti,
Lisette Overmars,
Michiel Putman
Cramer and
Ron Liebregts.

6

The real risk management is mainly to be found in the
market; for example, where can you best procure in order to reduce your susceptibility to currency risks? Van
de Luitgaarden says: “Take Japan, for example, where
we are huge in medical equipment, representing substantial income in Japanese yen. But we don’t spend
anything there because we don’t buy there. Three
years ago the Bank of Japan began to devaluate the
yen to stimulate the country’s economy, and this had
huge repercussions for us. A 20 per cent drop in the
value of such a currency results in our sales and profit
also falling by 20 per cent – that’s just how it works.
And if you don’t do anything about it, the situation
won’t change. In addition to short-term hedging, to
reduce your vulnerability to such currency fluctuations
you need to consider procuring more in yen, or even
opening a factory in Japan.”

More consistency and efficiency
The old way of working, centered on a policy set up
about 18 years ago, was based on a Philips that was
both organized very differently and was much bigger
than it is today. Van de Luitgaarden continues: “Back
then we had 12 product divisions but our performance,
in particular, was managed differently. Every factory
had its own P&L account and budget. If a factory was
exposed to currency risks it had to reduce them itself
and if any hedging was necessary that too had to be
done by the factory in question. Now we measure
our performance at a higher level, via the business-

“It’s a combination of hedging at
group level and the highly consistent
application of our hedging policy”
It’s a combination of the two: hedging at group level
and the highly consistent application of our hedging
policy. That has an enormous impact on the risk
reduction that’s achievable.”

Headwinds and tailwinds
The project was launched in September 2014 and the
new FX policy went live in November 2015. Given that
it involved the whole organization, which was used
to doing things the way they’d been done for the past
18 years, it was a formidable challenge to make the
necessary changes. Moreover, three weeks after the
start of the project it was announced that the company
was to be split into the lighting division (Lighting
Solutions) and a combination of the Healthcare and
Consumer Lifestyle divisions (Royal Philips). The organization’s focus, particularly at the IT and Treasury
departments, was then obviously on the impending
split. It affected much more than just the business; it
also had repercussions for Tax – which had to be paid
in 100 countries – and Accounting and how it would all
be technically processed in the books with the use of
hedge accounting. All-in-all, it was a sea change.

“Its implementation was indeed quite overwhelming,”
concedes Van de Luitgaarden. “It was complex material for which there were no ready-made solutions.
We were dealing with people in the business who did
not fully understand the situation; they only took into
account what they did themselves and didn’t look at
the bigger picture. This sometimes made it difficult to
explain. Take, for example, a factory in the UK making
mother & child-care products. A high exchange rate

“At the end of the day currencies influence
bonus targets. Sometimes you have a
tailwind and at other times a headwind”
of the pound against the euro at the time decimated
profitability because procurement and manufacturing
costs just kept on rising. But looking at Philips as a
whole, the rise in the value of the pound was a good
thing; we earned more pounds than we spent. We didn’t have to buy pounds to cover costs; we sold pounds
to cover our sales. But try explaining that to the UK
factory – at the end of the day currencies influence
bonus targets. Sometimes you have a tailwind and at
other times a headwind.” Last year was a good year
for those who sold in dollars; which rose against the
euro. “Thanks to the dollar being so much stronger,
our sales in 2015 were EUR 2 billion higher, which is an
awful lot on a total of 24 billion. That’s something to
take into account, because it was certainly a windfall.
This new way of looking at things needs time.”

recently, meaning what we have procured is more expensive when measured against euros. That’s why in
China we procure as much as possible in renminbi. The
first wave of changes in this area has already resulted
in hundreds of millions of dollars being converted into
renminbi and a few other currencies – making a huge
impact on the footprint. There’s never just one way to
realize an objective. But you have to know what you
are doing; that’s the essence of risk management.”

More transparency
Currency has become a standard profit component,
insists Van de Luitgaarden. “We now have a good understanding of the footprint: for example, how EBITA
is affected if you break things down into different currencies, which currencies stand out and what you can
do about it. All this provides more transparency. As
the project continues we are collaborating very closely
with our procurement department. Because the dollar
is less likely than other currencies to fall in value, a lot
of what we procure is paid for in dollars, even outside
the US. However, the dollar has appreciated in value

What else has Zanders done for Philips?
Treasury management: the extrication of treasury
operations and the setting up of new treasury
functions for Philips’ former television business
(TP Vision) and the lifestyle entertainment
business (WOOX Innovations).
Risk management: the development of a new
commodity price risk management framework.

Do you want to know more
about risk management for
corporations? If so, contact
Lisette Overmars
at l.overmars@zanders.eu
or +31 35 692 89 89.
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Event

Zanders Risk Management Seminar 2016

The future of
risk management

The imposing hall of the Koninklijke Tropeninstituut (KIT – the royal tropical institute)
has a long history of science and learning
but is also the perfect setting for a seminar
on the future of risk management.

8

“When thinking about the future, people start with
knowledge of the past,” says Gerbert van Grootheest
who kicks off the afternoon. “Exactly 104 years ago
the unthinkable happened: the Titanic sank, even
though every risk had been discussed beforehand.”

Gerbert van
Grootheest

This immediately sets the central theme: “Today
we are thinking about the possible causes of a new
financial crisis and how we can reduce the impact.”
From the questions discussed during the seminar, it
became clear that financial institutions expect areas
such as compliance, regulations, the interest-rate
level and cybercrime to be probable causes of a possible future crisis.

Countervailing power
With this at the back of their minds, the audience
listened to the first speaker: Arjen Pasma, managing
director for risk and compliance at PGGM, and
chief risk officer (CRO) with PGGM Investments. He
explained risk management at PGGM (including the
deal team’s process) and linked it to the question of
how this can be applied effectively in future. “Risk
management must be a part of the DNA of an organization; not hidden away in a turret on the 6th floor.
A CRO should aim to make his or herself redundant
within the organization. It’s all about short lines
between risk and the business. In the pension sector
there is more need for countervailing power.” Nowadays we don’t automatically put our trust in one fund
or one opinion – we ‘assure’ our position like crazy.”
Although we moan about it, the pension sector – unlike banks and insurance companies – is not bound
by too many regulations. The more a company has

Arjen Pasma

responsibility for other people’s money, such as a
pension fund, the more important risk management
becomes. “While risk management for a family
business is pervasive by nature. Much of what we do
on a daily basis depends on considerations, feelings
and judgment. Therefore the risk culture of the organization defines that organization and recognizing
each other (or not) in it, is an important part of it.”
When formulating the risk appetite you also have to
know what this means for your risk culture, Pasma
concluded. “I therefore believe in a risk management
team with different disciplines, varied backgrounds
– not one with only econometrists.” In answer to a
question from the floor as to which development harbors the greatest danger, Pasma answered: “A massive cyberattack resulting in clients’ details being
exposed in the public domain would be disastrous
for us. We are very focused on this.”

Impact
The seminar’s second speaker was Sabijn Timmers,
CRO of the Triodos Bank Group, the bank that
was set up 36 years ago based on ‘the strength of
change’. This means that the bank goes one step
further than other banks, she told us: “Over the past
two years I have discovered how important it is when
making decisions, to not only look at the financial
consequences, but also to consider their impact.
This is paramount for the future of the organization
and for society.” Timmers said that she holds herself
responsible for the choices she makes and that she
wants to do business in the same way. “As a financial analyst I can contribute to making the impact on

society measurable. This is not easy and often leads
to dilemmas about the three areas of risk, return
and impact. Triodos’s biggest risk is its reputation.
In our business we have lots of discussions about
the impact of an investment.” Timmers illustrated
this with an example: why is the price of an organic
carrot higher than an ordinary carrot? The ordinary
carrot gets cheap fertilizer, but this eventually leads
to pollution of ground water. Eventually we all pay,
by paying for cleansing this ground water, resulting
in a higher price for the ordinary carrot after all.
“That is not transparent and is difficult to measure.
We are able to measure risk and return but impact is
more difficult, because it concerns mainly qualitative
issues. Therefore we have to ask the banks, insurers
and pension funds what they are doing with the money they borrow from us, Timmers said. “The banks
in the Netherlands have four times the domestic
product on their balance sheets. There are lots of
choices to be made here.” She continued with the
various ethical dilemmas which confront the bank,
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Sabijn Timmers

from investing in tobacco to the bonuses the banks’
directors receive. “When measuring the impact we
look at the creditworthiness, communicate to our
clients as clearly as possible what we do with their
money, and publicize the impact of our investments
in our annual report.” Timmers rounded off her presentation with a plea to the audience: “Remember
the organic carrot.”

A new world

10

After the break, Doug Caldwell, CRO with the NN
Group, was the next speaker. He put his picture of
the future of risk management in the perspective
of change: ‘Active risk management in a changing
world.’ Caldwell began by talking about the prime
role of risk culture within the organization: “Initiating
a risk culture cannot be separated from the organiza-

tion as a whole. An organization needs one overriding culture. It is very important where you focus as
an organization when managing your contingencies.”
Then Caldwell explained how NN maps out its active
risk management. When identifying risks the first
consideration is correct division of roles and clear
responsibilities. Then risk choices can be considered, which have to be systematically and completely
applied within the key goals of the businesses in risk
management. Finally it all has to be transparently
and clearly set out and the risk analysis accurately
carried out. “In one word – transparency – that is
the role of the risk function. Where risks are taken,
we have to have the best risk managers. The right
people have to make decisions based on the right
information. And change is the only constant factor,”
said Caldwell. “The only thing we know is that we
don’t know what will happen in the future. That is
why it is so important to manage possible developments.” In his presentation, Caldwell also covered
the role of Solvency II. “The Solvency world is a new
one for insurers and a huge change in regulations. In
essence, the Solvency II balance sheet is a mark-tomarket balance sheet. From a risk management perspective this is very interesting, but from a solvency
perspective it is frightening, especially when you
realize how the spreads move. Before this we could
complain about the Wft (Dutch act on financial supervision), when we could ask ourselves how much
of a risk it was if the spreads went up and down.

Theo Kocken

That is why they came up with volatility adjustment,
which is based on the spread between interest rates
on assets in a reference portfolio and the risk-free
interest rate.” Caldwell then showed how NN increases solvency by showing the spreads of a number
of countries when, for example, German or French
spreads increase. The rules of Solvency don’t always
contribute to improved solvency, he concluded,
saying: “It’s a strange world that we live in.”

Homer Simpson
After a number of questions from the audience,
Caldwell handed over to the last speaker of the
afternoon: Theo Kocken, professor of risk management at the VU, founder and CEO of Cardano, and
producer of the film Boom Bust Boom. He began his
presentation with a strange statement challenging
our analytical capabilities. “When it comes down to
it, we are not Doctor Spock (the Star Trek character
who analyses everything logically) – we are all more
like Homer Simpson.” Kocken added: “Otherwise
why do we all drive ourselves mad with models? The
neo-classical world in which we are educated results
in different rules we would think of based on the
complexity of the world we are confronted with.” He
recounts the steps he took in the past and the way
risks were predicted and argued. Kocken, himself an
econometrist, thinks science has to be applied, “but
not to the wrong areas.” He is of the opinion that the
world is full of negative feedback. Assumptions that
are right in the real economy, look totally different in
the financial economy. “Uncertainty is not the same
as standard deviations and correlations. They are purely depressed measurements of what has happened
in the previous period. They have nothing to do with

Doug Caldwell

the underlying uncertainties. In normal circumstances we can measure them, but if it goes wrong and
the whole dynamic goes awry, then nothing works.
It’s an airbag that works at 15 km an hour, but not at
115 km an hour.” The idea of risk management is to
work with various models, including stress tests, in
order to understand what the underlying processes
are instead of making predictions based on market
data. Regulation should also come about in the same
sort of way, Kocken said: “For example, when clearing derivatives: everything is now regulated centrally, instead of using bi-lateral settlements, but the
problem is mainly because we don’t have enough
information. And if it goes wrong, institutes are vulnerable. With centralization, diversity in the market
disappears completely. Banks are all the same; it is
a homogeneous world. But since the crisis, from the
complexity theory point of view it has all become
even more fragile.” The one thing that stays in your
mind from Kocken’s message is: don’t put too much
faith in models and calculating the odds, apply scenario analyses and most of all: think about it!
The speakers shone a torch into the future with lots
of inspiring arguments, plans and ideas. In a nutshell: improvement of risk culture and a more qualitative approach to risk management would appear
to be the most important way of avoiding another
crisis. Then afterwards, during the reception, the
audience had ample opportunity to exchange their
own ideas. Even though no crystal ball was used to
predict the outcome, it would seem that the eighth
seminar has been a success.
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LeasePlan Bank: insights
into flexible savings

12

Six years ago, LeasePlan decided to set up its own savings bank.
In order to be able to follow an investment strategy that reflects
the needs of a savings bank, it is important to have a good idea of
customer saving behavior. LeasePlan Bank therefore decided to
investigate the interest and liquidity typical terms of its savings.

In 1963, LeasePlan Nederland started equipment leasing and providing services to the business market
with the ‘Maatschappij tot Verhuur en Financiering
van Bedrijfsmiddelen’. Not much later, the company was focusing entirely on leasing vehicles. The
operational form of leasing, where all services are
provided – including maintenance and insurance as
well as financial leasing – was still new at the time.

“Our transparent interpretation of the
savings product proved successful;
we got a lot of savings”
It turned out to be very successful and LeasePlan
began its own activities in Belgium and Germany in
1972. Since 1983, LeasePlan also has a branch in the
United States.

According to the 2015 annual report, LeasePlan now
has more than 1.55 million vehicles and employs
7,200 people. The company’s revenue is EUR 6,475
billion and it is active in 32 countries. “We are steadily building on international expansion,” says Rob
Keulemans, director of LeasePlan Bank. “We are now
working on the start-up of a branch in Malaysia. And
our strategy is to continue to grow in Asia”. The profit is growing with the expansion: in 2015, LeasePlan
reported a net profit of EUR 442 million, an increase
of EUR 70 million (+ 19 per cent) compared to 2014.

Banking license
LeasePlan’s history is closely linked with banks and,
for part of its existence, the company was part of
ABN Amro. “In the history of the company we have
basically always been a bank,” says Keulemans. “In
the period that LeasePlan was part of ABN Amro,

LeasePlan applied for an independent banking
license. We got this license in 1993. Until 2009, we
funded ourselves on the capital market, with bank
lines and securitizations”. That all changed with the
crisis, however. “That made it clear that the dependence on wholesale funding was too big. Therefore,
a funding-diversification strategy was developed in
which the retail bank was a new component. We already had the full banking license, meaning we could
attract savings,” says Keulemans.

“The question was: how can we make
a loan portfolio that also mimics
the interest typical behavior?”

Michelle Ebens,
Rob Keulemans
(both LeasePlan)
and Wouter
Dikkers (Zanders)

After thorough research into the savings market and
consultation with DNB, in 2009, LeasePlan started
incorporating the savings bank: LeasePlan Bank.
Keulemans explains: “In a year’s time, we were able
to set up all systems and the organization. In February 2010, we opened and our product was distinctive
for that time; our interest was linked to the onemonth Euribor plus a fixed surcharge. At the time,
there was the obvious suspicion as to how banks
set their interest. Our transparent interpretation of

the savings product proved successful; we got a
lot of savings.” LeasePlan Bank is a lean and mean
savings bank, with only two products: flexible savings and term deposits. “We only have 17 full-time
employees on the payroll, and thus outsource a lot.
That works very efficiently”, says Keulemans. “Like
some other Dutch banks, we are also active in Germany. With the advent of SEPA, among other things,
we did not have to open a branch there. Our German
operations are done cross-border from Almere. We
now have about 200,000 customers in the Netherlands and Germany. We manage around EUR 5 billion
in savings and, thanks to our transparent model, we
have a very loyal customer base.”

Longer than overnight
At first, the flexible savings were lent on an overnight
basis to the central treasury organization, which is
responsible within LeasePlan for the intercompany
funding of the countries. “That approach went well
for a while,” says Keulemans. “In the meantime,
however, we gained a better understanding of customer behavior. The special feature of flexible savings
is that you do not know in advance what the duration will be. It was evident that it was longer than
overnight, but without historical data, you cannot
prove that.”
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Rob Keulemans

customer has a deposit, how long is it for? The next
step was: how can we make a loan portfolio that also
mimics the interest typical behavior? If we create
eight loans per month, with various maturities, each
month an amount is released – and you can then
reinvest it every month. It is the intention that the
proceeds from this so-called replicating portfolio
continue to cover the cost of savings”.

Investment methodology

14

To get a better idea of customer behavior and thus
manage the risks, the bank decided to investigate
the interest and liquidity typical terms of the flexible
savings. “The liquidity typical part is the most
tangible,” says Michelle Ebens, associate strategic
finance at LeasePlan. “Because the question is: if a

LeasePlan Bank attempted to translate customer
behavior into the loan portfolio, which replicates the
behavior of the savings. For this replication, there
are two commonly used investment methods: the
marginal investment and the portfolio investment
strategy. The difference between these is that the
marginal investment strategy invests the volume
with a fixed allocation in fixed maturities. “And we
have opted for the marginal strategy”, explains
Ebens. Her role in the project was to gain an understanding of the interest and liquidity typical period
of savings. And then analyze how this knowledge
could be best implemented in practice: what are the
advantages/disadvantages of all the possibilities,
what are the risks, how does treasury deal with it?
They received help from Zanders consultant Wouter Dikkers. “It’s a tricky matter, but since we are
not bound by all kinds of restrictions, we could set
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up the investment methodology exactly as we had
devised it,” he says.

What has Zanders done
for LeasePlan?

Valuable insight
The interest is no longer linked to the one-month
Euribor plus a fixed surcharge – the bank now tells
its customers each month what the interest is. “This
is now also based on what follows from our model,”
said Ebens. “The tricky thing about the project was
changing something that had been done in a certain
way for five years. We knew that it could be better,
but to know how we had to or could change, that
takes time.”

• Research on the interest and liquidity
typical terms for both variable savings
and term deposits;

• Making the transition to an investment
strategy, whereby these insights are
included in the balance sheet management
in the right way;

• Proposal for customized interest and

“The approach of this model put us
on the right track”
Keulemans nods in agreement: “Previously, we lent
everything briefly to our central treasury organization. But that means that you increase other risks,
such as interestrate risks. The approach of this
model has put us on the right track. The insight that
it provides is very valuable. We now create loans
that mimic customer behavior, with which savings
are invested longer and the cost is lower. And that is
good for the company.”

liquidity risk reports to improve the
understanding of the risks.

Would you like to know more
about the modeling of savings?
Please contact
Wouter Dikkers
(w.dikkers@zanders.eu
or +31 35 692 89 89)
and/or ask him for our savings
special: The modeling of savings.

Vision

Liberalization of the renminbi
– how do corporates benefit?
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The regulatory liberalization and ongoing developments in the Chinese market come
with many opportunities for corporates with business in China. With all new possibilities, treasurers should evaluate how to use the renminbi (RMB) to benefit their organizations. In the first part of this article we give an overview of the key developments of
the RMB up to 2014. This is followed by an examination of more recent regulatory changes and key opportunity areas corporate treasurers should consider.

The liberalization of the RMB began in 2002, when
the Chinese government introduced the qualified foreign institutional investor (QFII) scheme, which allowed some offshore investors to purchase Shanghaior Shenzhen-listed stocks. In 2005 the People’s Bank
of China (PBoC) removed the hard peg of the RMB
to the USD and allowed a managed float against the
USD with a 0.3 per cent daily trading band. When the
US Federal Reserve announced its QE-program in
2008, China decided to decrease its dependence on
the USD. In the following years, the USD-RMB daily
trading band gradually widened to 2 per cent. Internationalization of the currency rapidly advanced with
the introduction of the renminbi cross-border trade
settlement in 2009. This scheme allowed qualified
companies to settle international trades in RMB.
Currency swap agreements were signed with various
countries to enable these trade settlements.
The next program, RQFII, was introduced in 2011,
allowing qualified foreign institutional investors to

invest in onshore securities using the offshore RMB
(i.e. CNH). The Shanghai Free Trade Zone (SFTZ) was
established in 2013 near the port of Shanghai as a
testing ground for financial development. The SFTZ
eases the restrictions on foreign currency exchange
and foreign participation in specified Chinese
industries. This makes this area an attractive place
for investors and a place where the Chinese government can test new regulation. All these measures to
liberalize and internationalize the RMB certainly paid
off. The RMB is now one of the world’s most used
currencies and was added to the special drawing
rights (SDR), the reserve currency asset of the IMF,
last year, with a higher currency weight than the
Japanese yen and British pound.

Cash and liquidity management
Since the PBoC has relaxed the condition on crossborder outgoing cash pool sweeps in 2014, corporates can bring their surplus RMB cash balances

Introduction of
qualiﬁed foreign
institutional
inverstor (QFII)
scheme

Dim sum
bonds created
in Hong Konk

July 2005

•

•

Nov 2002

•

Hard peg
with USD
removed

Figure 1: The
most important
developments
since the
liberalization of
the renminbi.
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offshore and use it to fund operations elsewhere,
effectively expanding and deepening the liquidity
pool on a group level and reducing the need for
external borrowing. Permitted outflow also alleviates
the long-time struggle corporates faced with trapped cash in China. However, companies with RMB
cash management structures in place should keep
a close eye on regulatory developments. When the
PBoC announced bans on cross-border cash pool
net outflows in January 2016, treasurers were forced
to quickly adapt their pool structures and liquidity
strategies.
PBoC and State Administration of Foreign Exchange
(SAFE) pilot schemes now allow RMB and foreign
currency denominated, cross-border intercompany
netting, payments-on-behalf-of (POBO), and receivables-on-behalf-of (ROBO) for selected companies.
This presents a great driver to streamline payments
and reduce bank fees. A corporate can now also
consider centralizing its Chinese treasury activities
offshore on a regional or global level.

RMB settlements
In a bid to further advance RMB as a global settlement currency, the PBoC launched the first phase
of a cross-border payment and clearing system, the
Cross-Border Inter-Bank Payment System (CIPS), in
October 2015. The structure offers centralized and
short clearing routes using standardized message
formats (ISO 20022 XML). Corporates benefit from
this through increased security, effectiveness, efficiency and straight-through processing (STP). Another
key feature is the operating hours until 8 PM Chinese
time. This means offshore banks can offer extended
cut-off times for RMB, bringing same-day value in
more time zones.

Nov 2016

•
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Financial risk management
The PBoC’s efforts since 2009 to make the RMB a
global currency have had notable effect. SWIFT’s
latest data (March 2016) show that RMB ranks fifth in
the top currencies used in international trade. Naturally, this has large implications for the FX risk profile
of companies with business ties in China. Simultaneously, volatility in RMB has increased, with impact
from surprise devaluations of more than 3 per cent
by the PBoC in August 2015. With full convertibility
and delivery in the offshore renminbi (CNH) market,
treasurers nowadays at least have extra options to
manage their RMB risk. Prior to the development
of the CNH market, treasurers could either hedge
onshore (i.e. on the CNY market), with onshore settlement, or offshore via non-deliverable forwards.
While Hong Kong remains the largest CNH market,
developed markets in Singapore, Taiwan and London
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have boosted liquidity and new product developments. Besides FX forwards, corporates can choose
cross-currency swaps and FX options to hedge risk.
The growth in the FX options market has been particularly strong, with average daily volume in 2013
exceeding USD 7bn, surpassing the non-deliverable
market, and tenors available up to 10 years (source:
Deutsche Bank). In the process of eventually becoming a deregulated currency, subject to supply and
demand dynamics, RMB volatility is likely to increase
in the near future. This makes the need to have a
clear view on your exposure, hedging options and
centralization of your risk management capabilities
more pressing.

Financing and investments
The so-called dim sum bonds in the offshore market
have been an attractive asset class for many foreign
investors seeking exposure to China since 2007, with
interesting yields and low currency risk. Corporates
issued dim sum bonds and used the proceeds to
fund onshore operations, achieving lower cost of
funds compared to onshore loans, and better matching of their RMB asset base.
However, things have started to change. The devaluations in August 2015, for one, have increased
the risk premiums demanded by investors, leading
to higher yields. Also, over the course of 2015, the
PBoC has cut benchmark interest rates six times,
with onshore funding now cheaper than offshore.
Finally, the PBoC is slowly opening the domestic

debt market, so-called panda bonds, to foreign
investors and issuers.
Besides the possibility and costs of raising funds in
the onshore market, corporates should also consider the implications of deregulation on the capital
structure of their Chinese entities. Cross-border
funding, although made easier in 2011, is still subject
to capital controls. Since September 2015, intercompany loans between Chinese entities are allowed,
creating opportunities for corporates with multiple
subsidiaries in China.

Conclusion
Step by step, the PBoC is enabling increased international use of the RMB. Although the goal to make
the RMB a true global currency by 2019 provides
plenty of opportunities for corporates, the drawback
of liberalization is a more volatile currency, at least
in the short run. While the goal is clear, the way to
get there remains unpredictable, illustrated by the
sudden limitation on deregulatory measures.
Treasurers should push forward, but take the
necessary precautions.

Would you like to know more about
FX issues or cash and liquidity
management for corporates?
Contact Maggie Wong
on m.wong@zanders.eu
or +31 35 692 89 89.

Trend

Fintech at full speed:
corporate treasury in
pole position?

19

The term fintech has become a real buzzword. While until 2014,
it mainly referred to new start-ups, nowadays, everyone wants to
belong to the group of fintech companies. After all, the ‘ERP giants’
of today were once fintech companies too. But how does the practical
applicability of fintech actually work for corporate treasury?
The distinction between fintechs and established
companies is certainly no longer black and white.
One of the traditional features of fintech firms is that
they are specialists in a small field. They are small
companies that are not obstructed by old processes, systems or ways of thinking and can therefore
quickly make new functionality available and adapt
to new developments and client requirements.

Central information hub
Treasury activities are becoming further simplified,
standardized and then centralized to (regional) hubs.
The treasury department is increasingly becoming
the central information hub for all incoming and
outgoing cash flows, and thus a technology-oriented

field. The systems and processes must work
together optimally; technology has become a
key issue for treasury.
Payment and collection factories, more effective
bank connectivity and real-time currency exposure
management are examples of the simplification, centralization and virtualization trends that along with
optimal cooperation of processes and systems take
place within the treasury department. Functionality
in the area of payment factories and bank connectivity has already been offered since the beginning of
2000 by ERP and treasury systems suppliers. These
solutions were generally awkward and expensive,
and therefore only interesting for very large corporates with sufficient complexity and volume to

manage the business case for such solutions. It is in
this area that fintech companies have been offering
new solutions for several years, often based on the
Cloud and Software as a Service (SaaS). This has
now become a mature market with a broad diversity
of providers. As a result, solutions in the area of payment factories and bank connectivity are also very
interesting for the somewhat smaller corporates.

Technology has become
a key issue for treasury
Another good example is currency exposure management. This is a tricky task, as is often apparent
from published operating results. Often, the total
exposure is calculated manually using multiple Excel
sheets, with the input coming from various information sources. Fintech has responded to this with
applications that import data from various systems
and calculate the total exposure. These applications
can then initiate the necessary hedging transactions themselves, process them administratively and
report them.

each other. The required knowledge and skills only
have to be available for one system.
Unfortunately, in most cases, the ERP vendor does
not offer the complete treasury functionality desired.
This can be resolved in the following ways:
1) Customized adjustments in the ERP system.
However, this incurs costs and prevents future
system upgrades.
2) Best available product (‘best of breed’). The
product that best meets the user’s requirements
is chosen.
Which solution is chosen depends to a large extent
on the IT strategy of the corporate. In recent years,
the range of best-of-breed products that are offered
by fintech companies has greatly increased. And
more choice is good for corporates.

‘ERP unless’

Standardization

Sometimes, there are obstacles to the product selection. IT policy in corporates can oblige departments
to choose from the ERP product family (the ‘ERP
unless’ policy), unless the supplier does not offer the
required functionality. Those departments can then
choose the best alternative, with a clear motivation
behind the decision.

More and more corporates are working towards a
standardization of processes, with use of a single
enterprise resource planning (ERP) system. One
advantage of this is that there is only one contract
with the supplier. In addition, the applications from
a single product family typically integrate better with

Will such a strict policy endure? The main argument
for ‘ERP unless’ is the integration of the systems
from one family. Fintech companies have been
aware of this argument for years and have therefore
paid great attention to the connectivity with other
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lifecycle of products and services is becoming shorter.
In marketing, it has been concluded that the traditional product lifecycle and adoption curve (the Bell
curve) has turned into a shark fin, which suggests
the Big Bang cycle (see Figure 1).

Benchmarking

Figure 1:
The Big Bang
Cycle (Source:
Harvard Business Review,
2013)

systems. The use of application programming interfaces (APIs) ensures that the communications between
a best of breed solution and other systems in the IT
landscape is easier. The success of many of these
fintech companies is strongly dependent on how easy
they are to integrate.

More risk?
Corporate treasurers are predominantly people who limit risk as much as possible. This is one of the reasons
that new IT solutions, offered by fintech companies,
were relatively slowly embraced. Change is coming
slowly. A few years ago, the concept of the Cloud was
still unknown and unloved, while nowadays, that is
barely the case.
What remains an important point, however, with regard to fintech companies, is the continuity risk. A consolidation has taken place in recent years in the area
of treasury management systems (TMS). The question
remains whether – and if so, for how long – fintech
companies will continue to exist in their current form.
Some will not make it, meaning corporates will have
to find another provider. Others will be swallowed up
by other providers, which may affect the development
and strategy of the solution. This risk must be balanced against the benefits that the solutions of fintech
companies offer.

Shorter product life cycle and adoption curve
With his Law of Accelerating Returns, Ray Kurzweil
demonstrates that people are embracing new technologies ever faster. Whereas it took decades before
everyone had a TV, it took a lot less time before everyone had a cell phone – and even less before this was
exchanged en masse for a smartphone. This pattern
can also be applied to the area of IT systems.
Due to the rapid adoption and thereby the rapid
innovation, the adoption curve and the product

Because of fintech, there is now a lot of new system
functionality available for corporates. And that will
only increase. This provides an excellent opportunity
for the treasury department to develop into the central
information hub. A good vehicle to put this development into progress is benchmarking the current processes. The treasury department examines the efficacy
of the current daily, monthly, quarterly and annual processes, and assessing the role of the systems in these
processes. The analysis results can then be benchmarked against the current market range of functionality.
Based on the results, a modified design of the current
processes and systems is made, with the application
of the new (fintech) services. Because of the new
functionalities, the treasury department can add more
value to the organization.

Annual update
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This research should be updated each year to keep
step with new fintech developments; solutions that
are not offered today may well be available tomorrow.
Processes and systems can then be optimized further.
Also the current suppliers of the functionality used
must be assessed each year. Today’s successful
provider may be overtaken by other providers tomorrow. Implemented fintech solutions must therefore be
easily replaceable to reduce the risk of falling behind.

Zanders uses proven methods to gain insight
within a short period of time into the efficacy of
the current processes and systems, and how the
current efficacy benchmarks compare to available
solutions at this time.

Would you like to know more
about treasury technology issues?
Please contact
Peter Quarré
via p.quarre@zanders.eu
or +31 35 692 89 89.

Client

CN: On the right track to
payments harmonization
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Canada’s largest railway set out to simplify its payments and improve
reconciliation with enhanced remittance data, while also reducing IT support
costs. The project will run parallel with the Canadian Payments Association’s
(CPA’s) initiative to modernize the system and introduce ISO 20022 formats.
So, following a thorough request for information (RFI) and request for proposal
(RFP) process with the banks, the Canadian National Railway Company (CN)
now has its future vision for bank connectivity and global-standard payments,
as well as a multi-year roadmap to establish best practices.
‘North America’s Railroad’
CN operates approximately 20,000 route miles of
transcontinental railroad from Vancouver in the west,
to Halifax in the east, and all the way down to New
Orleans on America’s southern coast. Its market cap
of US$43bn (C$57bn), as of February 2016, makes
‘North America’s Railroad’, as it’s known, the biggest
rail company in Canada in terms of both network and
value. The majority of business, consisting of freight,
takes place in North America but CN’s reach extends
much further, with operations and transport services
in Asia and South America.
The group treasury, centralized in Montreal, takes
care of cash management functions and does all FX
hedging and cash pooling with the two main operating currencies, Canadian dollar and US dollar. This

business model meant that CN needed a bank with
a strong presence in the US and Canada as well as
an international footprint. In 2015, therefore, the
company started to look into streamlining its banking
relationships.

European perspective on Canada
Zanders was asked to provide guidance on both the
RFI and RFP phases of the bank selection process. The
aim was to choose one or two relationship banks for
domestic and global operations. Due to the specifics
of the Canadian market, the company chose one bank
for its North American operations and one for the rest
of the world. Zanders was an active ‘sparring’ partner
in this process and supported CN throughout the RFP,
during the evaluation of responses, decision-making
and selection phases.

On the right:
Irene Kwan and
Paul Tawel.

CN then decided to expand the scope of the project to
develop a vision and roadmap for its bank communication and payments. This project was wide-ranging
and affected accounts payables (AP), accounts receivable (AR), treasury and IT, so it was vital to have a
shared vision that the whole company could implement together.

The vision
Paul Tawel, who was senior manager of treasury operations at CN during the RFI and RFP process, explains
how the project began: “Our main goal was to get a
vision of best practices in different areas of treasury,
so it originally started as a ‘quest for knowledge’. On
our side, we had a lot of good processes in place but
we wanted to learn more about protocols for bank
communication.”
The project group at CN went through a questioning
process, looking at all outsourced services and how
it communicated with its banks. While they recognized that many of the protocols in place were already
working well, there were areas that could be improved. Tawel, who has now retired from CN, adds: “We
really wanted an internal vision and we now have that
– we have put in place a cross-functional task force,
including treasury, accounting, procurement, marketing and IT to implement the vision and roadmap that
we have developed. We have a timeline of three years
to put these changes into practice. There are separate

“Our main goal was to get a vision of best
practices in different areas of treasury, so it
originally started as a quest for knowledge”

plans for AP, collections and treasury. On the
payables side, the vision can be implemented
quite quickly.”
The job is ongoing and CN is currently drawing up
an action plan for three areas: payments and
collections, payment format harmonization, and
bank connectivity.

World-class payments and collections
During the research phase, which took place in
mid-2015, running alongside the bank RFI and RFP, it
became apparent that there were areas of payments
and collections that could be optimized. Cheques are
still a mainstay of CN’s collections in both Canada and
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the US, representing 43 per cent and 62 per cent of
collections volume, respectively. Meanwhile on the
payments side, there was far less reliance on cheques
(seven per cent of volume of payments in Canada, 10
per cent in the US), although there was still an opportunity to reduce volumes. Another factor on the collections side was the wide variability of remittance data
sent by customers. “We want to eliminate cheques as
much as possible. However, in North America, they
are part of the culture and suppliers demand them.
The right communications strategy will be a key part
of successfully encouraging suppliers and customers
to accept another digital payment,” says Tawel.
Another important consideration was the unique

“CN needed more standardization to
reduce this cost and to ‘future-proof’
its treasury and payments operations”
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payments environment in Canada, explains Mark van
Ommen, associate director at Zanders: “We had to
take the nature of the Canadian payments system
into account. One of the challenges is that they are
still very much cheque-driven, mainly on the receivables side, so that is a big difference in the Canadian
environment.”
CN’s overall vision for payments and collections is to
rationalize payment/collection methods and reduce
cheques in receivables, while also increasing the level
of pre-authorized debits. On the outbound payables
side, as well as further reducing cheque usage, it was
decided to leverage SAP technology.

Formats harmonization
CN also wished to simplify the way it communicates
transaction data with its banks. The company currently uses a large number of formats, some of which
were customized, and this increases payment and
IT costs. Moreover, the Canadian clearing system
doesn’t permit payment messages to contain all the
data necessary, so that separate files are required for
remittance.
However, the Canadian Payments Association (CPA)
has now launched an initiative to modernize Canada’s
core payments infrastructure, gradually replacing
multiple formats – often based on Electronic Data
Interchange (EDI) formats – with the international
ISO 20022 standard payment formats. The design
phase of the initiative is expected to be completed by
the end of 2016 but implementation will take several
years. The CPA will also adopt Extended Remittance
Information (ERI), which will enable the reconciliation
of payment remittances to be automated, saving companies such as CN significant resources.
Despite the CPA’s initiative to introduce standardized
XML payment formats by 2020, CN had to consider
the best option in the current environment. They
chose to adopt CGI payment formats that provide
combined payment and remittance info, enabling
more efficient reconciliation and less complexity from
an IT point of view. Van Ommen adds: “We were able
to provide advice based on our experience of European XML standardized payment formats. Although
the non-standard payments environment in Canada is
a challenge, the CPA is intented on bringing this in line
with global standards.”

IT teams to view this project as a long-term strategy.
It was a challenge to get departments such as A/R
and A/P to support this vision but CN’s treasury
succeeded.”
CN was vindicated in its long-term strategy for banking relationships, bank connectivity and payment
formats. It has already been able to reduce its banking
fees significantly via the bank RFI and RFP phase and
in future expects to improve security and simplify the
process of making commercial payments.

Bank connectivity
The multiple payment format types, along with the
company’s multiple host-to-host interfaces with various e-banking systems, mean there is a raised cost in
terms of IT support – the so-called ‘cost of ownership’.
The more systems and types of format are used, the
greater the cost of making any modification to each
system. CN wanted more independence.

“It would be really beneficial to carry out
projects on best practices more frequently”
Zanders partner Judith van Paassen worked closely
with CN on this issue. She explains that: “The ‘cost of
ownership’ of maintaining the current multiple types
of file formats and bank connectivity was too high. CN
needed more standardization to reduce this cost and
to ‘future-proof’ its treasury and payments operations. But first, treasury and IT needed to convince
other departments that this would be both necessary
and beneficial.”
The solution put forward in CN’s vision and roadmap
was to simplify the systems landscape and number
of interfaces. CN already had Swift’s Alliance Lite2.0
in place but this was only used for treasury payments
and wires and, in any case, was unsuitable for the
volume of commercial payments for a company of
CN’s size.
Tawel explained that the aim is to adopt a standardized, bank-agnostic communication channel for all
bank communications: “We want to leverage our Swift
communication platform but in future we may need a
Swift Service Bureau. This will take time and as we are
already on Swift, we see it as primarily an IT project.”
A communication strategy was needed across the
organization to get all departments aligned with the
best practice identified by treasury and IT in the areas
of bank connectivity and payment formats harmonization. Van Paassen adds: “We advised the treasury and

Sunil Panray, who was vice president, finance, at CN
but has since left the company, says: “Zanders has a
very disciplined approach and a clear vision of what is
best practice, not just in Europe but all over the world.
Their knowledge of SAP treasury and Swift was of
particular benefit to us.”

Vision and roadmap
Having already selected two relationship banks
and with its vision for future bank connectivity and
payments firmly established, CN is now planning
the initial steps along its roadmap, which will take it
up to 2021. In early 2016, treasury began looking at
document solution design and payment formats. Van
Paassen says: “The challenge will be in the implementation but we are confident that we helped treasury
see the bigger picture, which will enable them to
make the necessary changes.”
A factor that was vital to the project’s success was
getting buy-in from several different teams. While
some departments initially questioned the need for
the proposed changes, they reached a consensus,
helped by the objective, fact-based methodology used
during the RFI and RFP phase and the bank communication standardization project. Irene Kwan, senior
manager, treasury operations, at CN, said that at the
end of the project, treasury’s vision was shared and
supported across all departments. She says: “The
project was well received in the company. Everyone
was on board and everyone was clear about what
we wanted to achieve. In my view, it would be really
beneficial to carry out projects on best practices more
frequently.”

Would you like to know more
about bank connectivity or
other treasury challenges?
Contact Judith van Paassen:
j.van.paassen@zanders.eu
or +31 35 692 89 89.
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The forward-looking
provisions of IFRS 9
26

As of January 2018, new accounting rules will come into effect for ﬁnancial
institutions and listed companies with respect to the measurement of
impairments. So far, only a few banks act as early adaptors; most choose
to be late followers and ‘watch the hare running’. The new rules are
principle-based and simple. The design and implementation, however,
can be challenging, especially the treatment of forward-looking aspects.

Most banks are struggling to work out how to
implement the new impairment rules. Uncertainty
over how to deal with current expected credit loss
taking into account future macroeconomic scenarios
as required by IFRS 9, means credit risk modeling
experts, quants and finance experts are in uncharted waters. Different firms have different options
on the matter. The primary objective of accounting
standards is to provide financial information that
stakeholders find useful when making decisions. The
new accounting rules regarding provisions will make
reserves more timely and sufficient. However, with
the new standard, banks are squeezed between P&L
volatility, model risk, macroeconomic forecasting
and compliance with accounting standards.

Impact
IFRS 9 will, amongst others, rock the balance sheet,
affect business models, risk awareness, processes,
analytics, data and systems across several dimensions. We will name a few related to the financials:
• Transition from IAS 39 to IFRS 9 will lead to a
change in the level of provision for credit losses.
The transition of the current provisions, which are
based only on actual losses and incurred but not
reported (IBNR) losses, to an expected loss is likely
to have significant impact on shareholder equity,
net income and capital ratios.
• P&L volatility is expected to increase after transition, since deterioration in credit quality or changes
in expected credit loss will have a direct impact on

P&L. The P&L volatility will, however, significantly
differ per type of credit portfolio, also depending
on counterparty ratings and remaining maturity.
Portfolios with loans rated below investment grade
will move faster from ‘state 1’ to ‘state 2’ (see box),
since a move within investment grade ratings is not
seen as a credit quality deterioration. Portfolios
with long maturities will face large P&L volatility
when moving from state 1 to state 2.
• Capital levels and deal pricing will be affected by
the expected provisions.
Total P&L over time will not change, since the
expected credit loss provision is booked against
the actual credit losses during lifetime. If there is no
actual credit loss, all provisions will fall free as profit
towards maturity.

Forward-looking
IFRS 9 requires financial institutions to adjust the
current backward-looking incurred loss based credit
provision into a forward-looking expected credit loss.
This sounds logical for an accounting provision and
it assumes that existing relevant models within risk
management may be applied. However, there are
some difficulties to overcome.
Incorporating forward-looking information means
moving away from the through-the-cycle approach
towards an estimation of the ‘business cycle’ of
potential credit losses. A forward-looking expected
credit loss calculation should be based on an accurate estimation of current and future probability
of default (PD), exposure at default (EAD), loss given
default (LGD), and discount factors. Discount factors
according to IFRS 9 are based on the effective interest rate; this subject will not be further addressed
here. The EAD can mainly be derived from current
exposure, contractual cash flows and an estimate
of unscheduled repayments and an expectation of
the use of undrawn credit limits. Both unscheduled
repayments and undrawn amounts are known to be
business cycle dependent. Forecasting these items
can be derived from historical observations.
Of course, the best calibration is on defaulted data
since we determine exposure at default. If insufficient data is available, cycle dependent unscheduled
repayments and drawing of credit limits can be

derived from the entire credit portfolio, preferably
corrected with some expert judgement to reflect the
situation at default.
Banks have internal rating models in place to assign
a PD to a counterparty and for trenching the portfolio
in different levels with a specific PD. From a capital
point of view, these ratings are mostly calibrated to
a through-the-cycle level of observed defaults. Now
using all the bank’s forward-looking information may
improve estimates if business cycle(s) can be identified, potential scenarios of the development of the
cycle in the future can be forecasted, including how
the cycle affects a bank’s PD term structure. This
would be a macroeconomic and econometric heaven
if there were sufficient data available to derive accurate and statistically significant models. Otherwise,
banks need to rely more on expert judgement and
external macroeconomic reports.
Next to the PD term structures, LGD term structures are required to calculate a life time expected
loss. Deriving an accurate LGD term structure from
realized defaults requires a large default database.
Deriving a business-cycle dependent LGD term structure requires an even bigger database of accurately
and timely documented losses. The level of business
cycle dependency of LGD significantly differs per
type of counterparty, industry, and collateral. Subordination is not much cycle dependent, while loans
covered with collateral, such as mortgage loans, may
result in large movements in LGDs over time. Hence,
this requires different LGD term structures for different LGD types and levels.

Economic scenarios
Incorporating forward-looking information means
modeling business cycle dependency in your PD
and LGD. For significant drivers, future scenarios are
required to calculate expected credit loss.
At most banks, these forward-looking scenarios
are commonly the domain of economic research
departments. Macroeconomic forecasting concentrates mainly on country-specific variables. Growth
of domestic product, unemployment rates, inflation
indices and interest rates are typical projected variables. Usually, only large international banks with an
economic research department are able to project
consistent economic outlooks and scenarios.
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Next to macro scenarios, industry specific forecasts
are important. Industry risk models enable a bank to
make forecasts for a certain industry segment, e.g.
chemicals, automotive or oil & gas. Industry models
are often based on variables such as market conditions, barriers to entry and default data. At some
banks, industries are analyzed and scored by economic researchers. At others, usually smaller banks,
industries are ranked by sector business specialists.
Industry scorings often form input for rating models
and are important factors for portfolio management
purposes. Therefore, caution is required in correlation between drivers of ratings and drivers of the PD
term structure.

Credit portfolios
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For homogenous retail exposures, forward-looking
elements can be considered on a portfolio level by
modeling the dependencies of PD and LGD percentages for realized defaults and losses; in essence this
is a bottom-up approach. For mortgage portfolios,
cycle dependency relates, for example, to unemployment and house price indices, among other factors.
However, statistically significant parameters and
models for default relations are difficult to obtain
since there is a common time gap in observing and
administrating both defaults and business cycle.
Model significance can be improved by adding additional variables with increasing risk of overfitting.
Even if there is statistical proof for macroeconomic

dependencies in PD and LGD rates, it is advised to
be cautious, since it also requires designing credible
macroeconomic scenarios. As business cycles are
difficult to predict, this could lead to extra P&L volatility and an increase in the complexity and ‘explainability’ of figures. Therefore, regular back-testing and
continuous monitoring are important for an accurate
and robust provision mechanism, especially in the
first years after the model is introduced.
For non-retail exposures, country and industry
risk are, if embedded in the credit rating models,
already part of the annual individual credit review
and rating assignment processes. In the monthly
financial reporting, additional country and industry
risk factors can be taken into account on a portfolio
basis, making provisions more forward looking; in
essence a top-down approach. If necessary, risk
management can make adjustments on an individual
basis for wholesale counterparties, and facilities. A
forward-looking overlay should improve the accuracy
of provisions and a timely and adequate recognition
of credit risk, instead of “too little, too late” as under
the existing rules.

Governance
Because of the forward-looking character of IFRS 9,
and the increasing role of risk models, a transparent
and robust governance framework will become more
important. Coordination and communication are
required across risk, finance, business units, audit
and IT.
Risk management typically delivers the expected
credit loss parameters and calculations to finance
on a monthly basis. Proposals for retail and nonretail adjustments briefly described above, must be
discussed and agreed upon, after which the final
proposal is submitted to the approval authority.
The governance framework should be documented
and reviewed on an annual basis, and highlight key
functions, stakeholders, definitions, data management, model (re)development, model implementation, portfolio monitoring and validation. In addition,
all parties involved should speak the same credit risk
language, have access to detailed data underlying
the calculation of the provision and a good under-

The basics of credit loss provision requirements
IFRS 9 requires companies to book a certain provision for expected credit losses (ECL)
during the contract lifetime. Three states are defined; the credit quality compared to contract initiation defines the transaction state. The expected loss, and profit and loss calculation, depends on the state of the transaction. This is visualized in the figure below.

State 1:
Unchanged credit
quality since initial
recognition

State 2:
Decreased credit
quality since initial
recognition

State 3:
Non-performing

Non-performing

Loss allowance:
12 months ECL
Interest:
Over original
nominal amount

Credit quality deteriorates

Credit quality improves

Loss allowance:
Lifetime ECL

Loss allowance:
Lifetime ECL

90 days arrears

Interest:
Over original
nominal amount

Credit no longer in arrears

Interest:
Over nominal
amount -/impairment

Performing at initial state

State 1

State 2

State 3

The initial provision will be equal
to an expected credit loss in the
next 12 months. This is called state 1. The credit quality, and more
particularly the lifetime risk of
default, must be monitored over
time. The financial instrument
remains in state 1 as long as the
credit quality of the counterparty
does not decrease compared to
the start of the contract. When
the credit quality increases, the
loan remains in state 1, but the
provision will decrease since
the 12 month expected loss
will be lower.

As soon as the credit quality
significantly decreases, compared with the credit quality at
initiation, and the credit quality
is not considered to be low credit
risk, the provision will increase
to a lifetime expected credit loss
(LECL) calculation. When the
credit quality returns to the level
comparable with initial recognition, the credit loss allowance
will return back to a 12 month
expected credit loss calculation.

For credit exposures with an
objective evidence of impairment
(incurred loss), an allowance
is required for the expected
losses over the remaining life of
the exposure. In addition, the
interest income is calculated over
the gross amount (nominal minus
impairment). The loan can return
to state 2 or state 1 as soon as it
is no longer in arrears.

standing of the model and implications of decisions
and parametrization. Only then can the finance
department obtain an accurate understanding of the
level and change of the provision and clearly inform
the board and other stakeholders.

Zanders recommends preparing early for IFRS 9
and having a deep and thorough understanding
of the impact, as well as the robust tooling and
processes in place. Don’t just wait and ‘watch
the hare running’, but start early, and at least
run a shadow period during daylight to allow
sufficient time.

Would you like to know more?
Contact
Evert de Vries
(e.de.vries@zanders.eu)
or
Martijn de Groot
(m.de.groot@zanders.eu)
on +31 35 692 89 89.
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Trend

Cash is king,
but visibility is key
30

Immediate payments are already available in a number of countries but it’s only since
the European Payments Council (EPC) proposed the Single Euro Payments Area (SEPA)
instant payments initiative, in November 2015, that a lot of buzz has been created in the
world of payments regarding the concept of instant payments.
Officially known as the SEPA Instant Credit Transfer
Scheme (SEPA Inst), the EPC proposes a new payment method in response to the growing appetite for
real-time payments. The scheme will be based on the
SEPA credit transfer (SCT), and will be available for all
payment service providers in Europe. Our expectation
is that this new scheme will win a large market share
from the urgent payment scheme transactions and
also from the SCT market, due to better service.

What’s there to add?
Corporate Europe is already familiar with the concept
of fast payments. Even though SCTs can be cleared
and settled at T+0, the vast majority of banks clear
and settle SCTs at T+1 due to legal requirements. If
close to real-time settlement is required, corporates
have the possibility of using ‘SEPA urgent’ or RTGS
services that allow for fast payments. These types of
payments are usually cleared and settled within

system landscape get accustomed to operating on a
real-time basis.

Availability of Cash during the day
120%

Once properly integrated, what is the reward?

100%

The rise of fast and more convenient payments will
reduce the reliance on cash, cards and cheques, especially for point of sale payments. Furthermore, instant
payments increases the cash flow transparency during
the day as well as improve liquidity, resulting in an
instant and less volatile availability of funds.
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Figure 1:
Corporate
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SEPA Instant

minutes with a lead time of T+0 but carry a significantly higher cost compared to normal SCTs.

funds availability in two
schemes

Currently, a corporate’s visibility of bank transactions
and current cash balances is provided via electronic
bank statements, e.g. MT940, MT941, MT942 or the
XML-equivalents CAMT.052 and CAMT.053. MT940
provides end-of-day cash balances, and is therefore
the initiator of the daily cash management process.
Additionally, corporates have the possibility of using
MT942 for intraday transaction reporting. With the
adoption of instant payments, these intraday reports
will likely increase in importance for the corporate’s
treasury function.

SEPA Instant
Instant payments ensure close-to-immediate processing based on the existing SCT scheme. The principle
is a 24/7/365 service, irrespective of whether the
transaction is made between two accounts in the
same SEPA country or in two separate SEPA countries.
Compared to the batch processing used for SCTs,
instant payments will be cleared and settled on a
transactional level. Additionally, an immediate credit
confirmation is provided to the payer. Due to this unique combination of characteristics, instant payments
can be seen as the closest substitute of cash.
Corporates that very tightly control the credit allocated to their customers or those that are cash poor are
expected to benefit the most from SEPA Instant. At the
same time, SEPA Instant will boost the need for realtime visibility, and consequently put more focus on
the intraday reporting feed used by both the treasury
organization for cash visibility as well as the accounts
receivable organization for the allocation of cash to
the correct customers. This requires that a corporate

If a corporate is able to combine instant availability
with instant visibility, it becomes clear where the benefits lie. The corporate is able to use these funds to
make better strategic plans for executing FX transactions, paying off debts, or investing in money market
deposits.
Next to the additional availability and visibility of
cash, SEPA Instant payments also ensure that funds
are not ‘stuck overnight’ at banks or payment service
providers due to lead times. These factors combined
can lead to significant (operating) cost reductions.
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Future outlook
The EPC has announced that instant payments will
be its main focus in the next few years. The scheme
is scheduled to be published in November 2016 and
will come into effect in November 2017. The EPC has
stated that the initial maximum amount will be EUR
15,000 but given the increase of the maximum amount
in the UK’s Faster Payments Service to GBP 250,000,
we expect this amount to increase in future. We feel
that in time SEPA Instant will become a cornerstone of
the European payments ecosystem.

If you want to learn more
about instant payments,
please contact
Niels Felix
(n.felix@zanders.eu)
or
Eliane Eysackers
(e.eysackers@zanders.eu)
on +31 35 692 89 89.

Zanders Treasury & Risk Seminar 2016

Event

Journeys in a
treasury train
32

The Spoorwegmuseum (Railway museum)
in Utrecht symbolizes some of the subjects
discussed during the Zanders Treasury & Risk
Seminar 2016 on Thursday, March 17th. In short:
Treasury has been and still is developing at high
speed, dealing with the risks that corporates
encounter on their journey to the future.
The seminar’s opening talk was given by Zanders’
partner Sander van Tol. He took the attendants on a
trip through treasury history, starting in 1157 when

Judith van
Paassen

the first bank opened and showing the increasing role
of treasury in the financial world. He ended by asking:
where next for treasury? Regulation, globalization,
standardization, integration and disruption will all
shape the treasury of the future, he stated.

Maturity model
Then it was time for the audience to warm up for
some interaction on the subject. Using their mobiles
phones, they were asked to answer the first of
some multiple choice questions, introduced by the
second speaker, Zanders partner Judith van Paassen.
She introduced Zanders’ Treasury & Risk Maturity
Model, developed to assess enablers and activities
according to five levels of development (foundation,
developing, established, enhanced and optimized),
resulting in an overall treasury maturity. During these
levels or stages, the impact for treasury increases,
from transactional, via efficiency and cost focused
to value added and strategic treasury. In a matrix of
enablers (treasury strategy & organization, treasury
systems & processes, and treasury governance
& control) and activities (treasury operations,
corporate risk management and corporate finance),
Judith showed what steps can bring treasury to
a next maturity level. The attendants used their
mobile phones to place their own company in one

of the levels (22,6% answered ‘developing’, 51,6%
‘established’ and 22,6% ‘enhancing’), to indicate
the impact of technology on their treasury function
(all agreed to a great impact; 60,6% even ‘strongly
agreed’) and to state whether they have roadmap in
place (63,3% has a roadmap; most with a 1-2 years
horizon) to achieve the desired treasury level.

efficiency concerning cash – to increase the accuracy
of cash flow forecasting – and internal funding
processes. This way, the journey was translated into
a long term roadmap for the company’s treasury,
based on the elements people (the team), processes
(improvement by among others standardization and
efficiencies) and systems. The audience then had
some questions on shared service centers, the FX risk
the company needed to deal with and other steps
concerning the role of treasury to achieve
Naspers’ goals.

Peak projects

Jaco van
der Merwe

Long term roadmap
The first invited speaker was Jaco van der Merwe of
Naspers, with a presentation on ‘building treasury in
an entrepreneurial group’. He started by introducing
his relatively unknown company in the Netherlands;
Naspers is a leading multinational Internet and media
group, with operations in more than 130 countries.
Then Van der Merwe summed up the main factors
impacting Naspers’ treasury strategy, in which “there
is a push for standardization in an environment where
one size does not fit all.” The company therefore
started a journey towards a longer term vision, to
define goals, to a (technical) solution design and
identify the so-called low hanging fruit, such as

After the break, Klaas Springer presented
FrieslandCampina’s journey to enhance the
treasury function. He offered a general introduction
to the dairy company and its owners – 19,000
ambitious member farmers – enumerating the
impressive numbers: EUR 11.3 billion revenue,
an annual FX turnover of EUR 2,7 billion and 718
bank accounts. After a short illustration of the
most important milestones for treasury in recent
years, Springer described the new mission and
vision of FrieslandCampina’s corporate treasury
functions. To achieve these, the company started
Project Acropolis, named after the ancient citadel
located on a high rocky outcrop above the city
of Athens and symbolizing the main strategy for
its corporate treasury function: centralization,
visibility and control. As parts of Project Acropolis,
three other ‘peak projects’ were initiated: Project
Jungfrau (achieving a central payment solution,
replacing all E-banking applications by one centrally
managed solution), Project Vaalserberg (leading
to centralization of bank account opening/closing)
and Project K2 (a global roll out of the 360T trading
platform for derivatives trading). FrieslandCampina’s
position on the maturity model is now progressing

Klaas Springer
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Sander van Tol

towards the ‘Established’ phase. The roadmap
towards it demands strengthening of treasury
operations and a reorganization of the treasury
function. By improving the core treasury processes,
Treasury can create more value for the business in
expanding its remit, Springer concluded.

At group level
Then it was time for Philips’ group treasurer, Gabriel
van de Luitgaarden, to present the changes within his
company affecting treasury activities. The healthtech
and lighting divisions are being separated, which
means that the company is building a new treasury
for the lighting division. Besides that, Philips’
treasury is working on new business models and
busy improving its internal processes too. Van de
Luitgaarden explained the multinational’s operational
journey, which started with inter-company
settlements and has now led to one central treasury
operations hub and IT infrastructure. Philips’ current
treasury involves over 100 countries, 150 sites, 45
currencies, 25 relationship banks, 1,500 external

bank accounts, 800 reporting entities, 1,000 in-house
bank accounts and EUR 100 billion worth of internal
payment flow. This is why the company has chosen
a new FX risk management and hedging strategy;
treasury now hedges FX risk at a group level, so that
the FX footprint is clearer and better accountable
for all business sales and procurement. Van de
Luitgaarden then answered a number of questions,
mainly on the centralization and FX hedging issues.
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Heritage

Gabriel van de
Luitgaarden

Before the final destination of this treasury and risk
journey – the after talk with drinks and bites – Sander
van Tol recapped the seminar’s presentations,
concluding that achieving the highest level in the
maturity model presented is dependent on the
company’s ‘heritage’, leading to different outcomes.
It is clear that treasury continuously changes and
the role of technology in treasury operations is
growing fast.

Calendar
Description

Locati0n

Date

Zanders Annual Treasury & Risk Seminar Belgium

Antwerp, BE

23 June

SAP Treasury Management Conference 2016

Barcelona, ES

13-14 July

Zanders Academy – Treasury Accounting, Performance & Control

Amsterdam, NL

22-23 September

EuroFinance 25th International Cash & Treasury Management Conference 2016

Vienna, AU

12-14 October

AFP Annual Conference 2016

Orlando, USA

23-25 October

DACT Treasury Fair

Noordwijk, NL

11 November

Zanders Academy – BootCamp Corporate Treasury

Amsterdam, NL

14-16 November

Zanders Annual Treasury & Risk Seminar UK

London, UK

17 November

Zanders Academy – Treasury Operations, Cash Management & Treasury Technology

Amsterdam, NL

1-2 December

For more information, check: www.zanders.eu

Zanders annual Treasury and Risk Seminar 2016 in London

Achieving treasury maturity:
an art or a science?
Defining the next step for your treasury’s strategic development might not be a straightforward task. To assist
your organization, this year’s Zanders Treasury and Risk
Seminar will focus on the different ‘life-cycle stages’ of
the corporate treasury function.

Who should attend?
This seminar is geared towards CFOs, group treasurers,
treasury managers, assistant treasurers and/or senior
finance executives.

Registration
During this half-day event we will focus on the five different growth stages of treasury, based on the Zanders
treasury & risk maturity model, and will discuss how to
develop your treasury department into a more enhanced
and value-creating treasury function. Treasury experts
from leading global multinationals will give insights into
the current state of their treasury organizations, how
they got there and where they would like to go. Based
on their experiences, we will discuss the different challenges faced by corporate treasuries, such as developing treasury technology, new regulations and volatile
financial markets.

When & where?
The event will be held on Thursday 17th November,
kick-off at 12:30 PM with a light lunch and conclude with
drinks. We are proud to host our seminar at The National
Gallery in London’s Trafalgar Square, an art temple that
houses one of the greatest collections of paintings in the
world. There will also be an opportunity for our guests
to attend a one-hour complimentary private guided tour
through The National Gallery prior to the event.

Availability is limited, so please secure your place by visiting our website and completing the registration form
on our website: www.zanders.eu/en/events
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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
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