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Welcome to our Q3 2014 market
update, in which we provide an
overview of the activity levels in the
European non core asset market so
farin 2014 and likely forecasts for
the reminder of the year.

The European market continues to display
unprecedented levels of activity, making
2014 the most active year on record.

One of the key talking points over the last
few months has been the European
Central Bank (“ECB”) stress tests and
Asset Quality Reviews. With the results
finally in, there is further evidence that
the lively transaction markets within
Europe are set to continue well into next
year.

The results show, as many have predicted,
that a number of banks, out of more than
120 tested, will need to take some
remedial action.

Whilst 25 banks have been judged to be
short of capital as at the 31 December
2013 testing date, 12 of these are
technical failures as they have since raised
new capital. For the remaining 13 there is
now a requirement to prepare a

remediation plan to address their capital
shortfall. Along with many commentators
I predicted that Italian banks were likely
to be under the spotlight and 4 of these 13
are Italian.

Although much of the speculation leading
up to the publication of the results has
focused on how many and which banks
will fail, I believe such speculation misses
a broader point. For the first time, we now
have more than 10,000 data points on a
consistent basis concerning bank balance
sheets. This will provide the market and
investors with a rich data set to compare
and contrast the state of the Eurozone’s
banks.

Whilst the act of failure provides an
immediate need for clean-up and new
capital for a few banks, I think, in the end,
it will be the market that provides the
impetus for continued (much needed)
restructuring of the banking sector. In a
world with long term changes in trade
flows, increasing costs of regulation and
increased operational risks, too many
banks continue to hold assets which are
likely to remain poorly performing for at
least the medium term, or do not fit with a
viable longer term business model.

The disposal of non-core lending by banks
has reached new highs in 2014, as
illustrated in the following pages, with the
face value of loan portfolios transacted
likely to exceed €100bn this year. Whilst
the immediate impact of the ECB review
might not lead to a sudden spike in
transaction volumes, as market pressures
come to bear, transaction volumes will
remain high for the foreseeable future.

In terms of what we are seeing in the
market right now, while a lot of the
transactional activity to date has been
non-performing portfolios, we are seeing
an increasing number of transactions
involving performing portfolios. With new
sources of lower-cost money entering the
market, there’s an appetite for such
portfolios, as well as a developing focus
from some investors on building large
scale financial services businesses. CRE
transactions continue to be the most
traded portfolio type, however Q3 has
witnessed significant activity in the trade
of retail portfolios, a trend which we think
will continue for the remainder of 2014
and into 2015.
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|
Transaction climate 2014/15 and ECB stress test capital shortfalls

. = Total capital shortfall per country for the 13 banks which have been identified as needing to raise more capital (€bn). @

Source: ECB stress test results and PwC information and analysis



& K13

| €67bn of loan portfolios have traded in the first nine months of 2014

We expect the total volume traded in 2014 will surpass €100bn

Face value (€bn)

The large increase in Ireland is primarily due to the
IBRC portfolio sales of approximately €19bn
completing in early 2014.

One of the largest transactions that is currently in

............. €MTBR

progress is Project Aran, RBS’ (Ulster Bank) residential -

and CRE portfolio, with a reported face value of up to
€6bn.
I

In progress, €50bn

The high volume of UK transactions in 2013 was

mainly driven by portfolio sales by Lloyds Banking
Group.

€64bn

Other, €1bn
Netheriana N
Italy, €5bn

Belgium, €12bn
Other, €1bn
Italy, €4bn
Germany, €10bn

France, €9bn
Other, €4bn

Portugal, €4bn
Spain, €4bn

Spain, €10bn
Germany, €10bn
Ireland, €2bn

Ireland, €15bn el G

Ireland, €3bn UK, €24bn

UK, €9bn UK, €10bn

2011 2012 2013

Italy, €6bn

Germany, €5.5bn

Spain, €16bn

Ireland, €28.5bn

UK, €9bn

2014 9m

Source: Publically available information, PwC information, analysis and estimates
Note: Based on the location of the head office of the banking selling the assets

CRE continues to be the most popular asset
class traded in 2014.

100 o Q3 2014 has witnessed a significant increase
in the value of retail portfolios which have

completed. This has been driven primarily by

the Spanish and Irish markets, in particular,

Spain, which saw the completion of Catalunya
Banc SA’s €6.5bn secured retail portfolio sale

80 o in July 2014.

Face value (€bn)

Specialised, €6bn
SME/Corporate, €1bn

Unsecured Retail, €9bn

Secured Retail, €2bn

CRE, €18bn

2011

Note: “Specialised” includes certain structured and asset backed products, shipping, infrastructure, energy

and aviation

Specialised, €18bn

SME/Corporate, €5bn
Specialised, €14bn

Unsecured Retail, €15bn
SME/Corporate, €3bn

Unsecured Retail, €10bn Secured Retail. €9bn

Secured Retail, €6bn

CRE, €18bn
CRE, €13bn

2012 2013

In progress, €50bn

peciafised, €0
SME/Corporate, €7bn

Unsecured Retail, €10bn

Secured Retail, €15bn

CRE, €34.5bn

2014 9m
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2014 deals in key markets

UK

Face value (€bn)
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The UK portfolio market has taken off in the second
half of 2014, with approximately €13.5bn of
portfolios, almost exclusively CRE and Retail,
coming to market in the UK in Q3 2014. Almost half

of the in progress increase is attributable to Ulster
Bank’s Retail portfolio, which increased in size
during Q3 2014 from €1.7bn to €6bn.

In the previous market update we
predicted that the second half of

2014 would be dominated by CRE
and residential mortgage loan
portfolio transactions in the UK.
This has been the case, with €4.5bn
of residential portfolios and €1.5bn
of CRE portfolios being transacted
in Q3 2014.

€23.5bn

Specialised, €5.0bn

SME/Corporate, €1.5bn
The high UK transactions
volume in 2013 was driven by
loan portfolio sales by Lloyds

Banking Group. Unsecured Retail, €6bn

€10bn
Specialised, €1bn

SME/Corporate, €2bn Secured Retail, €6bn
Unsecured Retail, €3bn Unsecured Retail, €1bn
Secured Retail, €0.2bn
Secured Retail, €0.5bn

CRE, €6bn
CRE, €5bn

CRE, €5bn

2011 2012 2013

€28.5bn

In progress, €19.5bn

o

pecialised. €0.3bn
SME/Corporate, €0.2bn
Secured Retail, €4.5bn

CRE, €4bn

2014 9m

Source: Publically available information, PwC information, analysis and estimates
Note: Based on the location of the head office of the banking selling the assets

Ireland
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Face value (€bn)

10

Ireland has been the most active market in
Europe, predominantly as a result of the IBRC
portfolio sales.

Secured Retail, €1.0bn

CRE, €12bn
€3bn

Specialised, €0.5bn
nsecured Retai n
Secured Retail, €0.7bn
CRE, €1bn

2011 2012 2013

CRE, €2bn

€34.5bn

In progress, €6bn

SME/Corporate, €2bn

Secured Retail, €1.5bn

CRE, €25bn

2014 9m

Note: “Specialised” includes certain structured and asset backed products, shipping, infrastructure, energy

and aviation
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2014 deals in key markets

Germany Spain
1B N The Spanish market continues to be dominated by the sales of retail
€17.5bn portfolios. One of the largest transactions in the gm 2014 was the -
18 o completion of a €7bn residential mortgage portfolio sold by Catalunya [
Caixa.
T OSSR €16bn
T e vl o Cammnn e e 0B e
progress is mainly driven by the sale of
WestImmo by EAA.
14 e WESEIIMO DY BAA. . SME/Corporate, €2bn
| PS 14 e Spain has seen a significant rise so far in 2014
when compared to 2013, driven by unsecured
12 o The largest transaction to completein 2014 . and secured retail transactions.
Wa:tf‘;}n{ne;Zb?mE; s::}le fgtf €4.4)bn loan ——— In progress, €12bn 12 Over €10bn of portfolio transactionshave ... .
- [UIHEE MO ITR (7NN (QEROIEHE DS Pt completed in Q3 2014, evidence that Spain is
5 €10bn = still a very active portfolio market.
W 10 o ey E00N N .
g Specialised, €0.6bn W10 €10bn- €95bhn . Unsecured Retail, €5.5bn .
[ T o— s SME/Corporate, €0.7bn
8 8 ) Specialised, €0.5bn g SME/Corporate, €1.5bn
8 8 5
©
[Ny
6 .........................................
6 ......................................... Unsecured Retail, €6bn
CRE, €9bn Unsecured Retail, €6bn
4
4 ;
Secured Retail, €7.5bn
R CRE, €5.5bn
D Unsecured Retail, €4bn
2
Secured Retail, €3bn
<€1bn Secured Retail, €2bn
0 Secured Retail, €0.3bn
0 CRE, €0.26n
2011 2012 2013 2014 9m

2011 2012 2013 2014 9m

Source: Publically available information, PwC information, analysis and estimates Note: “Specialised” includes certain structured and asset backed products, shipping, infrastructure, energy
Note: Based on the location of the head office of the banking selling the assets and aviation
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2014 deals in key markets

Italy

We have seen increasing activity of loan portfolio sales
by Italian banks in 2014.

In progress, €6bn

Unicredit has been one of the most active sellers since
8 2013, accounting for around half of transactions
completed and in progress.

With Italian banks under the spotlight following the
ECB review, we expect the Italian market to remain
very active for the rest of 2014 and 2015.

Face value (€bn)
o

A
SME/Corporate, €2bn
Unsecured Retail, €2bn
2
Unsecured Retail, €2.5bn
Secured Retail, €2bn
<€1bn
Secured Retail, €0.2bn
0
2011 2012 2013

SME/Corporate, €0.8bn

Unsecured Retail, €4.5bn

Secured Retail, €0.7bn

2014 9m

Source: Publically available information, PwC information, analysis and estimates

Note: Based on the location of the head office of the banking selling the assets

Netherlands
1 2 .............................................................................................................................................................
1 0 .............................................................................................................................................................
8 .............................................................................................................................................................

<

S The Netherlands market has seen

; growing transaction activity since 2013,

% B ooeneeonermneen et e e continuing into 2014.

>

[}

o

©

w

4
€2bn
2 ................................................................................. In progress, €3bn
CRE, €2bn
<€1bn <€1bn
Secured Retail, €0.5bn

0 - r

2011 2012 2013 2014 9m

Note: “Specialised” includes certain structured and asset backed products, shipping, infrastructure, energy
and aviation
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