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“I grew up in Brussels in a very multicultural setting. From the age of 18 onward,
I pursued my higher education in Birmingham, Paris and São Paulo. My professional
experiences predominantly revolved around
providing strategic advisory, corporate
finance support and business development activities to Brazilian start-ups and
SMEs. I also conducted feasibility studies
and research projects on financial viability
and macroeconomic impacts for large and
medium governmental organisations. On a
pro-bono basis, I pursued a social entrepreneurship project on healthcare access to low-income
communities, as well as volunteering as a maths and
language teacher in Indonesia and Britain.
Undertaking such different activities in various
countries provided me with invaluable experiences.
It is through these that I ultimately grew a passion
for financial risk and treasury consulting, wanting to
cultivate these specialisations rather than staying on
a more generic path. I like to combine numbers and
business acumen with eloquence, client interaction
and exposure to different projects and industries.
I read many articles and books on geopolitics and
balance of power. I also organized and joined trips
to sensitive zones. Another key interest is arts –
I really enjoy painting, drawing, visiting exhibitions
or the opera. Work-wise, I’m methodical and diligent
to achieve a specific set of self-set goals whilst being
adaptive and seeking advice in the process. I’m a very
social person and always strive to challenge myself
and others and enjoy continuous learning within
a team.
Being part of Zanders is special to me as it is very
different to work from other, larger consulting firms.
Although working for small and large companies can
have its up-and down-sides, at Zanders proactivity and
excellent communication are highly valued. It nurtures
a type of environment in which individuals’ professional goals and stances are taken very seriously,
where delivering excellence and maintaining promises
nourishes long-lasting, fruitful client relationships.
Zanders is facilitating my goals and provides me with
numerous opportunities that do not necessarily conform to traditional corporate hierarchy. If I’m interested in a topic outside my current day-to-day projects
or have a certain activity at heart, it will be considered
and most likely I’ll be able to pursue it.”
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Foreword

Risk & return
We are close to rounding
off 2016 and that normally
means time for reflection.
What has this year brought
us? You know that as a
consultant, firms hire us
for all kinds of assignments
and so we have an overview of trends in treasury,
funding and risk
management.
So, what strikes me when I review the assignments
we have undertaken this year? Well, there has been
a major shift towards risk management compliance
and less attention given to market challenges and
hedging. The regulations are flooding our world
and everybody seems to focus on the downside and
the risks (at least on complying with the relevant
measures). Compliance risk projects have far fewer

budget constraints; it is clearly a ‘must have’ instead
of a ‘nice to have’, leaving comparably little room for
improvement challenges.
Will it stay this way? We see strong signs in Germany, for example, of small and medium-size banks
competing for loans since their balance sheet is full
of cash and equity without decent returns. They have
taken too few risks and are now faced with the risk
of not earning enough! This is also happening on the
asset management side; one simply needs returns.
I foresee and hope that 2017 will be more focussed
on the gains. We need to achieve returns, take risks
and also to show growth. Will inflation finally pick
up then? I think Mr Draghi will reach his inflation target… so we will be able to change the column header
to ‘Return & risk’.
Rob Naber
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Client

State-of-the-art
financial risk
management at
Türk Telekom
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Türk Telekom, with 175 years of history, is the first integrated telecommunications
company in Turkey. Due to its long-term foreign currency funding structure, Türk
Telekom has significant foreign exchange exposures. This initial situation, as well
as several other factors, led Türk Telekom Treasury to embark on a Financial Risk
Management (FRM) Transformation Project, which recently received industry-wide
recognition as well as an Adam Smith Award.
As the country’s ‘Quadruple Player’, Türk Telekom
offers a complete range of mobile, fixed voice,
broadband, and TV services. With the vision of introducing new technologies and accelerating Turkey’s
transformation into a true ‘knowledge society’, it
offers services to over 38 million subscribers. Türk
Telekom provides the information technologies that
drive sustainable economic growth and community development. By investing heavily in fiber and
mobile networks, Türk Telecom provides people with
access to knowledge that, due to economic, social or
physical reasons, may otherwise not be a part of this
community. As such, Türk Telekom is truly a leading
company in Turkey. Türk Telecom split its ownership

after its privatization in 2005 and initial public offering in 2008: 15% free float on the Borsa Istanbul,
55% owned by Oger Telecom, and 30% owned by
Turkish Government.

The challenge
Türk Telekom is exposed to material foreign exchange exposures due to its sizeable long-term
foreign currency funding portfolio, denominated primarily in EUR and USD. Due to insufficient long-term
Turkish lira liquidity in the domestic debt market and
the high Turkish lira interest cost, access to foreign
currency denominated funding is essential for the
company. However, this simultaneously exposes the

Figure 1:

Depreciation of the
Turkish Lira versus
USD and EUR

FRM project
drivers

Desire to strengthen
Treasury Governance

Desire to Increase
FRM Sophistication

Institutionalization of
Enterprise Risk
Management Function

Salih Fatih Günes
(Türk Telekom) and
Sander van Tol
(Zanders)

company to foreign currency risk because adverse
foreign currency movements inflate Türk Telekom’s
debt position and interest expenses significantly. In
turn, this detrimentally effects the company’s overall
financial position, credit profile, and ability to raise
future liquidity to fund its large CAPEX program.
“Türk Telekom had established a number of internal

mechanisms to manage foreign currency risk, but a
formalized risk management policy was still missing,” says Salih Fatih Günes, Director of Treasury,
Türk Telekom. This was the starting point to define
the scope and objectives of the Financial Risk Management Transformation Project in collaboration
with the Enterprise Risk Management department.

“A formalized risk management
policy was still missing”

The figure above summarises the initial situation
and subsequent drivers of the (FRM) Transformation
Project.
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Figure 2:
FRM project
approach

1. Review &
Assessment

Independent analysis of the Corporate Treasury set-up and the FRM framework
including processes, existing hedging structures and governance; Benchmarking
against best practices and peers summarized in a detailed Gap Analysis Report.

2 Blue Print
&Solution
Design

Development of the target FRM framework through various workshops with
Treasury & Enterprise Risk Management and interviews with top management
and shareholders to determine the company’s risk appetite and governance vision.
Documentation of the target FRM framework and related processes,

3 Framework
procedures and workflows in form of an extensive and integrated FRM
& Policy
policy document.
4 Risk
Measurement

Creation of a customized risk measurement model, engine and user interface
integrating the effects of the relevant market risks on the previously defined
and documented Key Risk, Value and Performance Indicators of Türk Telekom.

The project
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Türk Telekom decided to embark on a FRM Transformation Project, with the ambitious goal to create an
‘integrated’ and ‘holistic’ solution across the various
risk relevant categories: market risk, credit risk towards financial counterparties, and overall company
liquidity risk. Salih Fatih Günes: “The project was
seen as an opportunity to implement best market
practices and benefit from outside expertise.”

“The project was seen as an opportunity
to implement best market practices and
benefit from outside expertise”

risk models, and incorporates further customized
stress, scenario, and simulation tests, including an at
risk methodology that uses Monte Carlo simulation.
It provides Türk Telekom with 5-year, forward-looking management information, which Türk Telekom
uses to decode signals of adverse events at an early
stage through key risk indicators and management
consults to proactively steer the company’s credit
profile. Türk Telecom based the tool on the overall
financial strength and risk bearing capacity of the
company as the central metrics to set risk limits and
bandwidths linked to the outcome of the calculated
financial risks.

Best practices and innovation
Given the complexity and involvement of multiple
stakeholders, Türk Telekom required a multistage
approach, each with distinct pre-defined deliverables. Türk Telekom invited a limited number
of consulting firms to respond to their request for
proposal. Salih Fatih Günes:” We specifically wanted
to work with a consulting boutique specialized in
treasury and risk management.” Zanders translated
Türk Telekom’s requirements into the tailored
project approach, as shown in figure 2.

The solution
Zanders delivered a state-of-the-art risk quantification tool, tailor made to capture Türk Telekom’s ‘risk
bearing capacity’ in relation to its financial profile.
The tool captures financial position data, relevant
market risk variables (FX, interest), and appropriate

Türk Telekom Treasury received an Adam Smith
Award as a highly commended winner in the
Best Foreign Exchange Solution category.
The award recognized the following best
practices and innovations:
• A holistic approach towards risk management
incorporating different risk categories;
• Use of a sophisticated, state-of-the-art risk
quantification tool;
• The incorporation of a risk decision-support tool
in which long-term funding/rating criteria are the
main drivers;
• Joint effort between Treasury function and the
Enterprise Risk Management function
• Adoption of a Monte Carlo simulation model.
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In addition, Türk Telekom drafted a new Group
Financial Risk Management Policy. This policy
incorporates strategic and operational guidelines for
Türk Telekom’s Financial Risk Management activities
and clearly describes the key FRM principles and
objectives, steering both strategic and operational decision-making. The new policy clearly states
primary and secondary risk management objectives,
with liquidity risk the key risk that other risk categories align to and resulting actions derive from.

“In practice it is quite challenging to
deal with multiple interlinked financial
risks in a holistic manner”
As Salih Fatih Günes states, “developing a state-ofthe-art holistic risk quantification model along with
new treasury policies, procedures, strategy, and
governance is quite unique. In theory, it may sound
straightforward, but in practice it is quite difficult
to deal with multiple interlinked financial risks in a
holistic manner.”

Next to the industry recognition and Adam Smith
Award, the project also improved internal visibility
and recognition of treasury’s added value by senior
management and other corporate functions. Salih
Fatih Günes concludes: “We have achieved this project in close cooperation with our consulting partner
Zanders. It added value with its outside-in views,
knowledge of best practice and especially with its
pragmatic approach to delivering a concept into a
practical, tailor-made solution.”

Would you like to know
more about financial risk
management for corporates?
Contact
Sander van Tol
(s.van.tol@zanders.eu)
or
Job Wolters
(j.wolters@zanders.eu)
on +31 35 692 89 89.

Vision

You’re wasting your
time forecasting
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If it takes you more than 30 minutes to update your global daily cash
forecast, you need to evaluate the tools and methods in your cash
forecasting process. If you still rely on Excel for cash forecasting,
you need to adjust your entire cash forecast workflow.

Cash forecasting is a core treasury process and
treasurers identified cash forecasting as their top
priority for 2016. However, most departments lack
the resources and focus to maximize the benefits
of cash forecasting. A best-in-class treasury
department follows three simple principals for
cash forecasting:
1. keep the forecast high-level;
2. automate the majority of the process;
3. and hold the process accountable.

Simplify, simplify, simplify
The cash forecast shouldn’t be perfect; ideally it
should suggest actions to consider. Too many organizations create detailed cash forecasts that show
activity down to the transaction level in pursuit of
total transparency, yet the effort to cull such

specific information outweighs the benefits of additional data. We believe a cash forecast should not
surpass 15 line item categories. The forecast should
identify specific areas pertinent to the business,
such as premiums for insurance companies, while
grouping together less relevant activity. A forecast
should not, for example, highlight individual, highdollar transfers from one entity that occurs every
few months.
It is tempting to believe more information leads to
better decisions, but the time it takes to track down
data means treasury has less time to analyze the
forecast for trends and variances. Additionally,
senior management often requests to see forecast
details. This is where technology balances the need
for high-level analysis and detailed insights.

Automate
Any cash forecasting workflow that requires an Excel
file will never meet best practice standards. Excel
suffers from the unique problem that it can do too
much; departments succumb to the flexibility of Excel, which requires manual intervention or complex
macros with strict formatting rules. A treasury management system (TMS) or specialized cash forecasting solution (CFS) automates most of the forecasting process, from data sourcing to variance analysis.
Organizations must design an intelligent forecast
within the system in order to automate the workflow.
This requires a structured, holistic approach.
It is important to repeat that simplification is the first
step to automate a cash forecast. Understand the
functionality of your technology and constrain your
team to those limits. Work with business units to
define the line items that are important to them and
discuss the activities that are significant to senior
management. Ensure that your technology solution
captures 95% of forecasted activity; this may require
adjustments to other workflows. Draft the workflow
in advance to identify process changes as early as
possible, but understand the drafted workflow will
change throughout the project.
Local users must enter as much information as
possible directly into the technology solution in
order for automation to work well. Business units
often remark that they do not know final transaction amounts until the actual day of the transaction
activity. It’s therefore necessary to acknowledge and
accept estimated values, but encourage the business
units to update their forecasts over time. In doing so,
the TMS/CFS will have the data in the system and
automatically roll-up the information to the regional
or global level for your centralized forecasting needs.
Better data leads to better forecasts while simultaneously decreasing the time spent by group treasury
on chasing information from the business units.
Similarly, use your technology to capture the actual
activity when it occurs to automatically calculate the
variance between forecasted and actual amounts.
The future state of a best practice cash forecast process only requires centralized treasury to enter a few
ad hoc items; there is limited manual intervention
beyond that.

Accountability
After simplification, holding the entire forecast
process accountable is the penultimate priority.

Establish a deadline for local treasuries to update
the cash forecast on a weekly basis within the
technology solution, even if the updates are minor.
Leverage your technology to automatically notify the
responsible party when they fail to meet a deadline,
and investigate why a certain business unit repeatedly misses the mark. Set a variance target for
each line item, identify why forecasts breach those
thresholds, and communicate that these performance metrics impact local and regional reviews.
Finally, hold your organization accountable. Clearly
explain the importance and benefits of cash forecasting to both upper management and business units
to obtain emotional buy-in. And dismiss any claims
about inadequate technology solutions: providers
now produce systems for small and large businesses alike and a well-designed cash forecast is simple
enough for any technology solution to handle.

A best practice cash forecast directly improves
an organization’s financial position and strategic planning. With less time spent creating the
forecast, treasury departments have more time to
analyze predicted activity and prepare for it. Proper trend analysis monitors how well the business
adheres to the overall strategy of the company,
and when the strategy needs adjustments. A continually updated forecast decreases the time to
react to changes in expected activity. All of these
benefits trickle down to business units: stronger
corporate guidance, improved decision-making,
and proactive management. None of this is possible if treasury departments do not have the
time or the resources to create a structured cash
forecast process.

Would you like to know
more about cash flow
forecasting issues?
Please contact
Bart Timmerman
(b.timmerman@zanders.eu)
or
Thomas Davison
(t.davison@zanders.eu)
on +31 35 692 89 89.
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Treasurers: are we
rational decision-makers?

Behavioral finance was first taught in universities at the beginning of the new millennium. Before that, traditional economists based their theories on the assumption
that efficient markets are driven by the rational behavior of market participants.
The study of behavioral finance suggests that this is not always so.

As corporate treasurers we certainly like to see
ourselves as rational beings – but this article aims
to question whether this is really the case: are we
always rational decision-makers? It is not our
objective to be impertinent nor provocative,

but we want to offer an additional qualitative
insight into the way we make our decisions.
So to what extent do we rely on both quantitative
and qualitative information for our day-today decisions?

What is behavioral finance?
Behavioral finance combines the study of finance
and economics with cognitive psychological theory.
It is about human behavior, both as individuals and
as a group, with regards to decision-making in
financial markets.

derestimation of these negative outcomes, as shown
by some of the commonalities in different financial
market crises, such as excessive exuberance, poor
regulatory oversight, herd mentalities and, in many
cases, a sense of infallibility.

Heuristics
In 1912, G. C. Selden wrote Psychology of the Stock
Market, in which he stated that “the movements of
prices on the exchanges are dependent to a very
considerable degree on the mental attitude of the
investing and trading public”. The concept of behavioral finance gained further momentum in the 1970s,
with papers published by Amos Tversky and Daniel
Kahneman. In 2002, the latter won a Nobel prize for
his research. Tversky and Kahneman both compared
their models for decision-making based on cognitive
psychology with the risk and uncertainty models
used by traditional economists, who see rational behavior as their starting point. Their studies were an
accelerator for this new research area and especially
its application in investment management. The main
themes in behavioral finance are defined as: biases,
heuristics and framing effects.

Biases
A bias in behavioral finance is a human predisposition that could lead to an error, such as excessive
confidence or optimism, the illusion of control or
confirmation bias. Biases can be cognitive or emotional – in other words they can be caused by faulty
cognitive reasoning (or cognitive errors) or they can
be caused by feelings or emotions.
For example, the illusion of control refers to people’s
belief that in some way they have influence over the
outcome of uncontrollable events. A familiar instance
of this in the financial profession is when we hold a
long currency position and the currency appreciates
in value. We might explain this to ourselves by saying
that we had the ‘correct’ market view (our illusion of
control over the market). However, if the same currency depreciates in value, we attribute this to unexpected volatility in the financial markets.
The combination of different biases such as overconfidence, illusion of control and excessive optimism
are particularly dangerous in relation to the corporate risk management function. Risk management
should be primarily looking at the impact of the most
negative outcomes on the company. The combination of the above-mentioned biases may lead to an un-

Heuristics are rules of thumb we use to make decisions. Of course, rules of thumb can be great tools
for quick decision-making but they are also prone to
errors. There are several sub-categories within heuristics, such as representativeness, availability and
anchoring heuristics.
The representativeness heuristic is when, in order
to judge the probability of an event occurring, we
evaluate this probability by referring to something
we already know that resembles the event. For
example, we might base our judgement on a
stereotype, rather than evaluating the particular
characteristics of the situation.
The availability heuristic is, according to Kahneman,
when we assess the frequency or the probability of
an event, and we do so according to the ease with
which instances or occurrences of the event can be
brought to mind. For example, if you ask a group of
more junior treasurers about the likelihood of having
a euro interest rate of 10 per cent or higher, they
might think it is very unlikely because they have only
ever experienced a low interest-rate environment.
However, a group of more seasoned professionals
who have witnessed the high inflationary period in
the 1980s might answer differently. Both groups will
make judgements according to their personal experience of comparable events.
Anchoring and adjustment heuristics are used in
numerical predictions. For example, when a relevant
value (an anchor) is available, people make estimates by starting from that initial value. The anchor may
be suggested by the formulation of the problem, or
it may be the result of a partial calculation. In either
case, adjustments are typically insufficient.
An example of anchoring is if we ask: will the FTSE
100 pass the 7000 mark by the end of the year? And,
if so, by how many points? We see that the outcome
of the second question is anchored by the first question. We will get a different answer if we change the
first part of the question to: will the FTSE 100 go
below 5000 and by how many points? Although it’s
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basically the same question (where will the FTSE 100
be by the end of the year?), the answers will vary
substantially. This is because the number given in
the first part of the question materially impacts the
answer in the second part.

Framing effects
In order to interpret and respond to events, humans
rely on a range of mental and emotional filters, which
enable us to perceive and understand events within
the social context. These filters can include anecdotes and stereotypes or simplifications of reality, as
well as the way in which events are communicated
between market players. Framing is a cognitive
heuristic in which people tend to reach conclusions
based on the ‘framework’ within which a situation
was presented. Some of the most notable framing
effects are mental accounting and loss aversion.
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For example, loss aversion, which is based on the
central assumption that losses and disadvantages
have a greater impact on preferences than gains and
advantages, could be an important factor in many
risk management policies. Based on the assumption
of interest-rate differentials between FX rates and
rates that seem to follow a random walk pattern model, it could be debated whether exposures should
still be hedged when one needs to continuously pay
a premium for doing so. In the long run, the premiums paid on currency hedging do not outperform the
overall hedge result. Could this be explained by loss
aversion in the treasury profession? Treasurers certainly prefer a more secure outcome in the short run
to overcome possible losses.

Use of data for treasury decisions
As we have seen above, the main theories of behavioral finance can be applied to the situations
and decisions that corporate treasurers encounter
every day. After reading these examples of practical
scenarios, it becomes clear that decision-making
should involve both quantitative and qualitative evaluations. If we rely only on quantitative data, without
qualitative supporting analysis, then our decisions
could be faulty. This is exactly what happened during the credit crisis, when there were numerous
defaults of (synthetic) collateralized debt obligation
(CDO) products. These products consisted of pools of
sub-prime mortgage loans, which were divided into
investment products based on statistical probabilities that certain kinds of mortgages might default.
The over-reliance on statistical models by the rating

agencies was one of the primary reasons why more
than 70 per cent of the triple-A-rated CDO products
were later downgraded to junk status.
In corporate risk management, we should also be
wary of over-reliance on quantitative studies. You
may have heard the quote about “lies, damned lies,
and statistics”, attributed to British Prime Minister
Benjamin Disraeli – and it is the misuse of statistics
that corporate treasury must watch out for in particular. In treasury, we can see, for example, a strong
faith in statistics in the ever increasing popularity of
‘at risk’ calculations. The concept of Value at Risk
(VaR) is based on the probability distributions of individual risks, the correlation across these risks and
the effect of such risks on the underlying value. VaR
was mainly developed for measuring the risk of trading portfolios for financial institutions. Although the
effect of risks on the underlying value in this setting
is relatively easy to quantify, the interpretation of the
outcome of the VaR measure is still quite a challenge. In a corporate setting the statistical relationship
between a risk (e.g. FX rate) and the underlying value
(e.g. the cash flows or net profit) of the company is
not that clear and hence the interpretation of the
VaR number is even more challenging. This raises
the question of whether statistical risk management
tools that were developed for financial institutions
can also apply to a corporate environment?

Behavior of risk
Since the credit crisis in 2008, with high volatility
and uncertainty in financial markets including commodities and emerging market currencies, corporate
treasurers have become increasingly involved in
corporate risk management. They therefore stand to
benefit from gaining more awareness of behavioral
finance and how psychology and social context can
affect risk decisions. Here are a few more practical
examples of how behavioral finance can influence
outcomes in corporate treasury:
Layered hedging programs on predefined hedge
ratios is a hedging strategy used by the majority of
corporate treasuries. It divides exposures into different time buckets so, for example, an FX transaction
exposure for the next year is divided into four ‘buckets’, each consisting of three months (one quarter).
Each time bucket has a predefined hedge ratio. So,
for example, all transaction exposures in the coming
quarter need to be hedged for 90 per cent, the exposures in the second quarter (three-to-six months

Due to some elements of behavorial
ﬁnance, our decisions are not always
as rational as we might think
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ahead) for 60 per cent, third quarter at 40 per cent
and the fourth quarter at 20 per cent. So the total
hedged position consists of different hedge ‘layers’.
Because this layered hedging program is used by the
vast majority of corporate treasury, does this mean
it is the most appropriate and efficient hedging strategy? Or are we as corporate treasurers exhibiting a
confirmation bias, by continuing to hedge in a way
that has always been used in the past? Or is the layered hedging program a result of loss aversion; seeing as the different hedge layers create an average
hedge rate that smooths possible losses?
Another interesting example we see is the distinction
between hedging hard currencies compared with
hedging emerging market currencies. Of course, we
have to take into account restrictions with regard
to regulation and liquidity of emerging market currencies but, nonetheless, we see treasurers using
two different approaches. Due to the steep yield
curve in emerging market currencies, many of these
exposures are not hedged in the same way we would
hedge hard currency pairs, such as EUR/USD of GBP/
CHF. The main question is why? Do we feel that the
steep yield curve is too costly? Are we overly optimistic and do we feel confident that the risk of emerging market currency depreciation is overpriced in

the steep yield curve of the market? It seems evident
that some elements of behavioral finance influence
our decision-making in such instances.

Conclusion
The objective of this article was to show that there
are many factors to take into account when assessing opportunities and making choices, and that
our decisions are not always as rational as we might
think. Although we work in a professional environment and participate in (mainly) efficient financial
markets, we have to acknowledge that, as treasurers, we are also human. This means that we are
prone to possible errors (or biases, which sounds
better) in our day-to-day decision-making.
We would do well to keep this in mind next time we
are asked to give our opinion on a hedging strategy
or an investment proposal.

Want to know more about
behavioral finance?
Contact
Sander van Tol
on s.van.tol@zanders.eu
or +31 35 692 89 89.

Client

Remodeling risk to
protect cash ﬂows from
business decisions
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“In which ﬁelds is it still possible to add value from a treasury point of view?”
That was one of the questions LyondellBasell’s director of ﬁnancial risk management,
Frank van Es, asked himself when he reviewed the activities of the treasury department.
As a result of his question, LyondellBasell analyzed its commodity and currency risk
exposure with a Cash Flow at Risk (CFaR) study, which was conducted by Zanders.

LyondellBasell is
among the world’s
largest producers
of ethylene and
propylene oxide.
The Channelview
complex is one of

Unprecedented volatility in financial markets has
made corporates more aware of the importance of
sound risk management. Events such as the socalled ‘Brexit’ referendum on the 23 June 2016, after
which stocks, commodities and currencies fluctuated
by about 10 percent, could be harmful for the daily
business operations of corporates.

the largest petrochemical facilities
along the U.S. Gulf
Coast, covering an
area of nearly
3,900 acres.

prefer to measure the risk in potential cash flow and
profit downfall. Some corporates accept financial
risks and have a reactive approach, while others create a competitive advantage by mitigating risk with
strategic corporate risk management. With financial
derivatives and risk transfer contracts corporates
can reduce risk and create value from a business
perspective.

Potential cash flow
While managing credit and market risk is a core
competence for financial institutions, corporates are
exposed to a myriad of financial risks (including FX,
interest rate and commodity price risk) as a result of
their business operations. An important difference
between financial institutions and corporates in
terms of risk management is that financial institutions consider the risk in terms of portfolio value
and balance sheet fluctuations, whereas corporates

Commodity and currency risk
LyondellBasell is one of the world’s largest plastics,
chemical and refining companies and a member of
the S&P 500. It is a traditional manufacturing company with a wide range of production possibilities at
its 57 sites globally. For risk management purposes,
the business of LyondellBasell can be simplified to
procurement of feedstocks needed in multiple manufacturing processes and sale of finished products to

its clients, i.e. mainly the purchasing of oil derivative
products and selling intermediate chemicals and
plastics. Coming with the purchase and sales, market
price risk is introduced in the form of commodity and
currency risk.

Due to changes in the company and the
petrochemical market, LyondellBasell
decided to conduct a limited CFaR study
LyondellBasell has conducted several risk studies in
the past to quantify the risks in their business model.
Due to changes in the company and the petrochemical market, such as the change in pricing structure
from quarterly to monthly price quotation, as well as
changes in assets and products produced, LyondellBasell decided to conduct a limited CFaR study to
better reflect its current business models. Besides
quantifying the financial risks, the company wanted
to explore further applications to strategic decisionmaking in order to reduce risk by hedging exposures
or revising business models.

Worst case scenario
CFaR is a widely adopted method to quantify risk and
is highly suitable for corporates. The CFaR measures,
with a given probability, the unexpected negative
movement of the cash flow. While being used to

Frank van Es

measure the potential cash flow downfall, the CFaR
can be interpreted as a ‘worst case scenario’. By forming a risk appetite, a corporate could decide if the
measured risk is acceptable or if it exceeds its risk
allowance. To reduce risk, hedging strategies can be
evaluated using scenario analysis. Hedging involves
corporates purchasing financial derivatives to insure
against unfavorable price movements.
To test the impact of such a decision, the risk
measurements could be calculated in a ‘what if’ scenario under the strategic decision. The comparison
between the scenarios with and without the hedge
provide an insight in risk profile and costs of the
strategic decision. The corporate could then decide if
it is worth the costs to reduce the risk.

Key risk factors
The project at LyondellBasell started by mapping
out a portion of the business to determine how
cash flows are formed and how they interact with
each other. Zanders translated purchases and sales
systems to a measurable cash flow. Such mapping
is useful for many corporates as these links are not
immediately clear and are hidden within the organization. This is often caused because operations at
corporates are divided into several divisions, such as
purchase and sales divisions. Therefore, it is easy to
lose visibility of the company’s cash flows.
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The Wesseling,
Germany, complex
is LyondellBasell’s

Once this insight is created, the key risk factors
which mainly impact the cash flows can be identified.
It is important to distinguish the key risk factors
since it is not feasible to model the entire company.
After deciding which risk factors are incorporated,
the CFaR can be measured using a Monte-Carlo
simulation method. This method models the commodity prices and exchange rates with an econometric
model and simulates future price paths.

largest manufacturing facility in
Europe. Polyolefin
products from
this site are used

By simulating many price paths, say 10,000 times, a
large dataset is created where the worst-case scenario is evaluated to determine the risk and correlations between individual risks.

to manufacture
films, cable and
pipe coatings, fuel
tanks, injection
moldings and
household articles.
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The analysis was in line with Van Es’s expectation
about LyondellBasell’s risk exposure. He says: “The
model confirmed our gut feeling about our risk exposure and validated the correlations between commodity prices and exchange rates.”

Applications for strategic decision-making
Together with LyondellBasell, Zanders took the next
step towards strategic decision-making using its own
customized risk model. In general, stakeholders are
always initially sceptic about the idea of treasury
getting actively engaged in the business.

It is important to distinguish the key
risk factors since it is not feasible to
model the entire company
However, at LyondellBasell they learned that although the model is a simplification of reality and
should not be followed blindly, it can be used as an
indication for business decisions. There is now more
support and acceptance at LyondellBasell since the
model helps the company to understand their figures
and it verifies their ideas about correlation.

The Maasvlakte,
Netherlands, plant
is one of three
facilities that LyondellBasell operates
in the Rotterdam
port area. It is the
largest PO/SM
plant in the world
where propylene
oxide (PO) and
styrene monomer
(SM) are produced
based on the company’s unique PO/
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SM technology.

The business now has a tool that can help calculate
the effect of production decisions on cash flows
and risk, and can determine if they have to shift the
business to create more cash flow stability. Zanders
created applications for strategic decision-making
for hedging strategies. For exposures that needed
to be hedged, Van Es was interested in determining
which percentage needed hedging, and whether exchange rate and commodity price should be hedged
in tandem or could be hedged separately.

“We will implement hedging strategies
step by step: better walk before you run”
Correlations between market prices play an important role in making these decisions since they form a
natural offset in risks. Zanders evaluated combined
hedging strategies of commodity and currency and
calculated the optimal hedging ratio in terms of risk
reductions and costs.

Step by step
Supported by the CFaR study, LyondellBasell is shifting its risk management into a higher gear. “There is
an integration of ERM in treasury and we are creating
a financial risk management department that will
focus on modeling risks and developing financial
strategies”, says Van Es. “We will implement hedging strategies step by step: better walk before you
run. The implementation process will be challenging
as we have to cross several barriers. For example, we
need to execute currency and commodity trades and
maybe have to set up a separate trading structure
for this. There are many risks we have to manage
but we are the champions of risk management at
treasury! We have shown our additional value with
this project.”

Would you like to know
about risk modeling
challenges for corporates?
Contact
Mitchell Ponder
(m.ponder@zanders.eu)
on +31 35 692 89 89.

Vision

Negative interest
rates and embedded floors
In the previous edition of the Zanders magazine, we published the article ‘How negative interest-rates will affect treasury’. We now delve into hedge effectiveness calculations when an interest rate floor of zero is included in the loan documentation but
excluded in the interest rate swap, and discuss a possible solution.
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Corporates mainly hedge to mitigate or offset
risks that arise from their operational or financing
activities. A common example of hedging is to offset
the interest rate risk in a floating interest rate loan

with an interest rate swap. Occasionally, the loan
documentation includes an interest floor of zero,
while this floor is not included in the swap. If this is
the case, one of two situations can occur:

1. The floating reference rate is positive.
From a cash flow perspective, the swap fully offsets the interest rate risk. The floating rate receivable of
the swap offsets the floating rate payment of the loan (visualized below).

swap
loan

2. The floating reference rate is negative.
From a cash flow perspective the swap does not offset the interest rate risk. The floating rate receivable of the
swap reverts to a floating rate payment due to the negative reference rate. The floor, however, puts a lower
limit of zero on the floating rate of the loan so there are no receivables from the loan (illustrated below).

swap

loan

X
In a negative interest rate environment, a swap does
not offset the interest rate risk in a floating rate loan
when a floor of zero is included in the loan docu-

mentation. In fact, the corporate needs to pay twice:
the fixed interest rate on the swap plus the floating
reference rate for the loan.

Furthermore, a negative interest rate environment
may make the hedge ineffective from a hedge accounting perspective. IAS 39 requires two types of
periodical effectiveness tests:
• A prospective (forward-looking) test to see whether
the hedging relationship is expected to be highly
effective in future periods.
• A retrospective (backward-looking) test to assess
whether the hedging relationship has actually been
highly effective in past periods. This test triggers
the journal entries.
If both tests are passed, (a part of) the market value
change of the swap can be booked as Other Comprehensive Income (OCI) instead of in P&L, thereby
reducing P&L volatility. However, in a negative
interest rate environment, the prospective test fails
when negative interest rates are expected to persist
in the future. The retrospective test fails when past
floating rate cash flows of the swap did not sufficiently offset past floating rate cash flows of the loan. If
either of these tests fail, the hedge relation needs
to be discontinued. Consequently the market value
change of the swap (over the last booking period) is
booked in P&L and the amount temporarily booked
in OCI moves to P&L.
Table 1:

Situation

1. The floating reference rate is positive.
The hedge relation is fully effective and (a part of)
changes in the market value of the swap can be
booked in OCI.

2. The floating reference rate is negative
and the floor is not accounted for as a
standalone derivative.
In general, the hedge relation needs to be discontinued and changes in the market value of the
swap should be booked in P&L.

3. The floating reference rate is negative
and the floor is accounted for as a
standalone derivative.
The hedge relation consists of the swap and the
floating rate loan excluding the floor. This hedge
relation is fully effective and (a part of) changes
in the market value of the swap can be booked
in OCI.
The table below gives an example of the OCI and P&L
bookings in each of the different situations.
Note that P&L volatility is inevitable under situation
3, because the floor will be accounted for as a standalone derivative and hence it will be recorded at fair
value through P&L.

MtM chance swap

MtM change floor

OCI

P&L

-/- € 100
-/- € 100
-/- € 100

N/A
N/A
-/- € 20

-/- € 100
€0
-/- € 100

€0
-/- € 100
-/- € 20

An example of the
OCI and P&L bookings in each of the
three situations.

1.
2.
3.

Besides the hedge effectiveness tests mentioned
before, IAS 39 also prescribes the accounting treatment of embedded derivatives. A floor of zero in the
loan documentation is an embedded derivative. If
the floor is ‘in the money’ when the loan was issued,
IAS 39 requires the separation of the floor from the
loan and accounted for as a standalone derivative.1
A floor of zero is ‘in the money’ when the market rate
of interest is below 0% when the loan was issued.
When the floor is separated from the loan, the loan
(excluding the floor) can be used in a hedge relation, providing a solution for the abovementioned
problems. However, note that nothing changed from
a cash flow perspective.
To conclude, there are three different accounting
treatments when a corporate enters into a swap to
hedge the floating interest rate risk of a loan with an
embedded floor:

1 Note that under IFRS 9, replacing IAS 39 from 1 January 2018, an
embedded floor cannot be separated from a loan. IAS 39 states that
an embedded derivative needs to be separated from the host if ‘the
economic characteristics and risks of the embedded derivative are not
closely related to the economic characteristics and risks of the host
contract’. Furthermore, ‘An embedded floor or cap on the interest rate
on a debt contract or insurance contract is closely related to the host
contract, provided the cap is at or above the market rate of interest
and the floor is at or below the market rate of interest when the
contract is issued’.

Would you like to know more
about hedge effectiveness
calculations?
Please contact
Elske Leenaars
(e.leenaars@zanders.eu)
or +31 35 692 89 89.
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Column

The dewdrop known
as IFRS 17

Sjoerd Blijlevens
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Seven students in Asia were
taking their morning walk with
their teacher. Dewdrops sparkled in the weak sunshine. The
teacher stopped near a large
water droplet. He asked his
students to stand around it so
the sun kept on shining on it and
then he asked them what color
the dewdrop was. “Red” said the
first, “orange” said the second, “yellow” said the
third, “green” said the fourth, “blue” said the fifth,
“purple” said the sixth and “violet” said the seventh
pupil. They were amazed at the differences and
almost got into an argument about whom was right.
But when the teacher let them swap places, they
realized that everyone was telling the truth.
Now the insurance sector is still recovering from the
introduction of Solvency II, the implementation of
the following challenging set of rules is just around
the corner. The expectation is that the International
Accounting Standards Board (IASB) will publish a
new accounting standard for insurance contracts in
the first quarter of 2017: IFRS 17 (Phase II) Insurance
contracts. Together with the introduction of IFRS 9
Financial Instruments, the reporting of nearly the
whole insurance balance sheet will be impacted.
The implementation of both standards will have
a huge impact on the internal organization of
insurance companies.
It has taken almost 15 years of work to bring IFRS 17
to fruition. With regard to the most recent ‘exposure
draft’ from 2013, the definitive standard will be
changed on a number of points, but the outlines are
becoming quite clear now. The standard is expected
to be introduced in 2020 or 2021.
The IASB aims to significantly improve the quality
and comparability of insurers’ financial reporting
with the use of the new standard. It will replace the
accepted local but sometimes very different accounting standards for insurance contracts.

Although the application of a single standard will
theoretically simplify the lives of financial analysts,
there are reservations about the degree of comparison to be made between insurers.
The ‘principle based’ approach of IFRS 17 offers
scope for own choice. For example, with the determination of the ‘risk adjustment’ (comparable to
the ‘risk margin’ in Solvency II) and with the way
in which periodic changes in discounting curves
in financial reports are treated. Another example,
which we will go into further here, is the opportunity
insurers themselves get to determine the curve with
which cash flows are discounted for each insurance
portfolio.
As opposed to Solvency II where the discounting
curve is set by EIOPA, in IFRS 17 there are two
methods insurers can use. The ‘top-down’ approach
eliminates components from a yield curve of reference assets which are not relevant for the valuation
of insurance contracts (for example the surcharge for
credit risk). The ‘bottom up’ approach actually adds
a component to the risk free curve in order to take
into consideration the limited liquidity of insurance
contracts.
Both methods aim at achieving a discounting curve
which fits in with the insurance portfolio. You don’t
need much imagination to predict that two almost
identical insurers will come up with different curves.
In the case of life insurance brokers with long-term
liabilities, a difference of a few basis points would
certainly have a big impact on the valuation of the
liabilities. IFRS 14 will ensure that all insurers picture
their dewdrop in the same way, but in the current
set-up, financial reports will stay multi-colored.
For a detailed description of IFRS 17 read our article
‘Insurance contract reporting under IFRS 17’
on our website.

s.blijlevens@zanders.eu
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Treasury transcending insights
at the AFP Conference 2016
With more than 6,500 delegates attending last month’s AFP annual treasury
conference in Orlando (USA), it is the largest annual treasury get-together in
the world. This year’s theme was ‘Breaking Boundaries’ and in what better
setting than this to present Zanders’ white paper on Treasury Transcending
where we deﬁned the new boundaries for the future of corporate treasury.
The conference opened with the famous Dr. Nouriel
Roubini expressing his opinions on how technology
will displace far more jobs than globalization.
Afterwards we attended a presentation by the
CEO of technology giant Oracle, Safra Katz. She
proudly explained that although the company does
not have a CFO she believes her direct reports
individually have what it takes to deliver results.
She continued to express her conviction that a
company’s two greatest assets are its people and
its technology. She also voiced her belief that,
through data analytics and valuable insights,
finance and treasury can truly unleash a brand new
direction for an organization. This tied in perfectly
with the conclusion of one of our white papers,
which concluded that it’s not necessarily ‘big
data’, but more ‘data analytics’, that is a key area
where corporate treasurers can add value to the
organization as a whole.
Zanders presented the white paper in a panel
discussion in the Executive Institute stream of
the conference, a stream exclusively for senior
treasury professionals. Attendance was well
above 150 corporate treasurers, predominantly
from US multinationals, and the discussion was
lively and interactive. When polled, the audience
overwhelmingly agreed that the treasury profession
will change considerably over the coming years.
Moreover, more than half the audience classified
themselves in the ‘Enhancing’ category of the
Zanders Treasury Maturity Model, with only one
participant self-assessing themselves into the top
‘Optimized’ category.
Treasurers are breaking traditional boundaries to
keep pace and the typical remit of the treasurer

has now widened to include pensions, insurance,
working capital, supply chain finance, investor
relations, enterprise risk and M&A. Treasurers
are going beyond treasury; they are transcending
treasury and this was echoed when the audience
was polled on what topics are top of their current
agendas. One out of every three treasurers chose
‘Business Integration’ as the primary topic of focus
for them today.
The treasury ecosystem, taken as an industry, is
experiencing significant change brought about
by fast-moving technological developments such
as digitalization, global regulatory initiatives,
increasing significance of geo-political and economic
events. Each of these changes on its own would
significantly impact treasury, however as they are
all happening together, the impact is considerably
more momentous. Those companies that recognize
the evolving financial times we live in and prepare
themselves to take advantage of these changes
will be better positioned to support the business,
the C-Suite and the Board to survive into the next
decades. Our white paper ‘Beyond Transformation,
Treasury Transcending’ contains research, insights
and our opinions on how treasury is coping with
today’s influences, as well as those of tomorrow,
and how treasury (and the treasurer) will evolve
in future years.
* To download the white paper, please visit
our website.

Would you like to know more?
Contact Laurens Tijdhof:
l.tijdhof@zanders.eu or +32 2 213 84 00.
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Short

EAGLE 3.0 has landed
We are happy to announce the latest release of
the EAGLE credit rating model. Zanders, together
with Bureau van Dijk (BvD), made several
improvements to the existing global corporate
model, resulting in the release of EAGLE 3.0.
The original model was in use since 2010.
Next to the EAGLE model, Zanders also offers the financial
scoring model FALCON, which is part of the Financial
Strength module in the BvD databases. Institutions,
corporates and public sector entities worldwide use these
models developed by Zanders, also to comply with IFRS 9.

on a logarithmic scale. This indicates that a lower turnover
yields a lower credit rating. In addition, special scoring
conditions have been updated. For example, the scoring of
a company’s shareholder’s funds and gearing have slightly
been adjusted. This has been done by applying adjustment
factors.

New calibration techniques
The recalibrated model contains updated weights of the
risk drivers, related to the company’s industry, relative
size, and macroeconomic cycle. The weights have been
determined by a newly introduced Analytical Hierarchy
Process technique.

Strong validation results
In-depth analysis

22

The EAGLE corporate rating model assigns credit risk
ratings for millions of companies, ranging from small and
medium-sized enterprises (SMEs) to very large corporates.
The model is being used for in-depth quantitative and
qualitative credit risks analysis. It is built on the webbased BvD credit platform FACT. The model is founded on
expert knowledge, and statistically optimized grounded
on the comprehensive and consistent financial databases
from BvD. These databases contain more than 200 million
companies. The EAGLE model is calibrated and backtested periodically on the latest financial and default
data available. The model uses this data for underlying
industry and size segmentation, ratio weights, and scoring
parameters to determine a credit rating. The credit rating
measures the probability of default (PD) within one year.

Extensive review
The model has been updated and upgraded after an
extensive model review. The upgrade of the model includes
a recalibration of the number and weights of the PD risk
drivers. The new model is also adjusted to the current
macroeconomic cycle. The major adjustments of the new
model are highlighted below.

New size and scoring functions
The scoring methodology has been upgraded to
incorporate a more granular size cap. The new methodology
gives the size of a company a more pronounced effect on
the final rating as the rating is computed by a non-linear
combination of the financial score and the size score. The
size of a company is assessed by evaluating the turnover

The model’s discriminatory power and predictive power
perform very strong compared to industry standards. The
Area Under the Curve and GINI coefficient amount to 0.86
and 0.72 respectively. This indicates a further improvement
compared to the previous versions. Thanks to these
improvements, users of the model now have the most
accurate model to calculate a PD credit rating.

Bureau van Dijk
BvD adds value to company information so you can
find, analyze and compare companies across the globe
– and work more efficiently. BvD’s high quality product
range includes databases of company information
and business intelligence for individual countries,
regions and the world. Its global database combines
information from more than 140 sources and covers
over 200 million companies. Zanders and BvD are
cooperating in an active partnership.

For more information
about EAGLE 3.0,
please contact
Evert de Vries
(e.de.vries@zanders.eu)
or
Henno van der Roest
(h.van.der.roest@zanders.eu)
on +31 35 692 89 89.

Calendar
Description

Locati0n

Date

Zanders Treasury and Risk Seminar 2016

Zurich, CH

8 December

DACT Junior Treasury Boot Camp

Amsterdam, NL

7 February 2017

ACT Annual Conference

Manchester, UK

16-17 May 2017

EuroFinance 26th International Cash & Treasury Management Conference 2017

Barcelona, SP

4-6 October 2017

AFP Annual Conference

San Diego, USA

15-18 October 2017

For more information, check: www.zanders.eu

One to watch
Each year, the Association of Corporate Treasurers
(ACT) presents and profiles 16 ‘treasury professionals
with standout qualities’ in a publication called Ones to
watch 2016 – treasury leaders of tomorrow. This year,
Zanders consultant Sander de Vries is one of them.
The profile of Sander describes that “De Vries has passed the CertICM with distinction in 2015 having passed
the CertRM the previous year.
He also holds a level 1 qualification from the Chartered
Financial Analysts Institute.
Key projects at Zanders have

included a transformation
project, where he worked on
the redesign of a treasury
function at a Fortune 500
company.”
“I find it really important
to have a steep learning
curve”, Sander says. “It is
also important to surround yourself with people you
can learn from and not be afraid to ask questions, so
you can absorb information and expertise.”
Zanders is, of course, proud to have this ‘One to
watch’ aboard. And fortunately, we have many more
promising professionals at Zanders!

Global treasury benchmarking survey
How can technology improve your treasury
organization in 2017? In partnership with Reval,
Treasury Strategies and Standard Chartered, Zanders
is conducting a survey to investigate how the scope
and challenges of corporate treasury technology are
evolving. The survey is available on our website, the
results will help corporates to benchmark their

treasury organization. When the survey is complete (it
will conclude on December 14) all participants will be
able to request a complimentary, personalized Benchmarking Report to compare their answers with those of
their peers. These results will be available by mid-January and offer an excellent tool to shape performance
discussions and goal setting for 2017 and beyond.

DACT Junior Treasury Boot Camp
DACT, the Dutch Association of Corporate Treasurers,
challenges 40 ambitious junior treasury professionals
to join a full day training on the topic ‘Treasury in a
high growth environment’. Zanders and four other
DACT partners (AON, Clifford Chance, Deutsche Bank
and PwC) support this Boot Camp. The program
contains a case presentation of Booking.com
and several workshops.

The Boot Camp is held on 7 February (9am-7pm)
and participation is free of charge. The target audience
are junior treasury professionals (DACT members or
introduced by DACT members) with up to five years
of working experience in corporate treasury in the
Netherlands. The deadline for registration is
10 January, 2017. For more information, please
visit our website.

23

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 140 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
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

