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Introduction

Richard Thompson

Global Leader - Portfolio Advisory
Group, PwC UK
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Welcome to our Market Survey 2015.
This is the 4 year we have undertaken
the survey and have once again had a
tremendous response from both buyers
and sellers of loan portfolios, with over
60 different groups taking part. Those
surveyed ranged from banks to hedge
funds to private equity groups. This is a
market leading loan portfolio survey
and seeks to understand and evaluate
the loan portfolio sale market, as well as
what and where investors are planning
to target next.

We estimate European banks currently
hold €1.9trn of non-core loans. Whilst
the majority of deleveraging is expected
to be by way of natural run-off, in line
with our predictions there has been a
substantial increase in deal activity in
loan portfolios — most notably in
commercial real estate. In 2014 we saw
loan portfolios with a face value of
€91bn trade, mostly coming from banks
in the UK, Ireland, Spain and Germany.

We estimate that the investors in this
market have more than €70bn of equity
available and many are undergoing
further fundraising. We expect volumes
of loan portfolio deals to continue to
increase over the next few years as
European banks continue to restructure
and deleverage.

We also expect the size of the non-core
pool to increase in 2015 and 2016 as
banks continue to re-assess what is
central to their strategy in the emerging
economic and regulatory landscape and
become more transparent about their
non-core portfolios and deleveraging
efforts. The recent Asset Quality
Reviews are acting as a further prompt
to banks.

Price, of course, remains a much talked
about issue when looking at the
potential for transactions. Whilst our
survey shows return requirements
remaining largely unchanged over the
last year, on the ground we have seen
competition and demand for deals
continuing to increase.

Whilst we have observed rising prices in
a number of markets and asset classes,
unlevered IRR, expectations appear
little changed over the year. This could
indicate the adoption of more aggressive
assumptions as investors evaluate

the trade.

There was real depth and breadth in the
debt market to finance deals throughout
most of 2014. Although we have
observed a recent tightening in the
market, we believe there to be sufficient
capacity for expected transaction
volumes in 2015.

I hope you find this publication useful.
If you would like any further
information please contact me or one
of my colleagues listed at the end of
this document.



' Highlights

Size of the
market

Respondents are
estimated to have
more than €70bn of
funds available to
invest in European
loan portfolios. When

combined with
leverage, we estimate
that these investors
could close
significantly more
deals this year and
we expect portfolios
with a face value of
around €90-100bn to
trade in 2015.
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Investment
considerations

95% of investors
stated that data
quality is their key
investment
consideration other
than price. There are
many other factors
that investors
consider before
investing but the
location of the
underlying assets and
the availability of
complete and accurate
data are by far the
most important
considerations.

Countries

Investor interest in
portfolio sales in the
UK and Ireland is
likely to be
redistributed to Italy
and a number of other
markets in 2015. Long
established markets
such as Spain and
Germany are expected
to consolidate in 2015.

Asset type
and return

Non performing
assets remain the
most popular asset
class amongst
investors due to the
returns they offer.
However, average
discounts to face
value have decreased
due to fierce
competition for deals
in some of the
established and more
liquid markets.

Leverage

The availability of
leverage has
continued into 2014.
Leverage has
increased on average
as a % of deals. 21%
less investors have
stated that they will
use no leverage in
2015 versus 2014
their deals, with 11%
and 5% more buyers
stating that they will
use 1-25% and 75%+
respectively.
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The market
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Investors have more than €70bn of equity available
to invest in European loan portfolios and expect loan
portfolio transactions to peak in 2015

Funds available in 2014 Funds available in 2015 When will the number of portfolios taken to market peak?

60%

57%

50%

40%

i)
c
(]
©
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2 30%
[%]
(0]
12 24%
X
20%
mUp to €250m H Up to €250m 16%
m€251m to €500m m€251m to €500m
E€501m to €1,000m H€501m to €1,000m
10%
m€1,001m to €5,000m H€1,001m to €5,000m
® More than €5,000m H More than €5,000m

0%

Already peaked 2015 2016 and beyond

PwC comment: Although the volume of loan portfolios transacted may
peak in 2015 we expect there to be a very buoyant market for many years

to come.
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| The key factor other than price for investors when considering
investments is data quality

100% - 95%
90% -
80% -
70% -
60% -
50% -
40% -
30% -
20% -

10% -

0% -

Geographyl/jurisdiction Access to servicing Data quality Data availability Other
companies
Note: respondents may select multiple options .
P Y bleob Other factors include:
+ Benchmark data * Collection performance
PwC comment: The importance of data quality and availability has been * Asset quality *  Ability to be a market
a consistent theme of our surveys. + Competition leader in that geography
Poor quality data is the key cause of failed transactions and even if the * Legal/ .regulatory framework and asset class
. . s +  Exclusivity * Credit assessment
transaction completes poor data will lead to a significant

price discount.
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| Investor interest in UK and Ireland is likely to be redistributed to Italy
and a number of other countries in 2015. Spanish and German interest
is expected to consolidate in 2015

In which 5 European countries did you make your highest level of loan portfolio sales /purchases 2014; and in 2015 what are the top 5
countries you will be investing / selling your portfolios within?

Buyers + Sellers: Top European countries for investment
25% -
23%

20% -
17%

16%

16%

15%  14%

15% -

11%

10% -
8%
6% 6%

5% -

3% 3%

2%

0% -
Austria Benelux France Germany Greece Ireland Italy Netherlands Spain UK Other

m2014 m2015

Other countries include:
« CEE
PwC comment: There continues to be much talk of the transaction » Poland
market in Italy really taking off. We think 2015 will be the year this finally * Portugal
happens. . {\Jlgrdics
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|
Doing Deals
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Investor appetite for non performing loans remains strong, with
appetite broadly spread across all asset classes

Investments in performing loans

PwC comment: Real estate
PL 2014 PL 2015 backed transactions will
continue to be dominant in

the market. But it is in the
corporate sector where
demand continues to
outstrip supply.

Investments in non performing loans

NPL 2014 NPL 2015

[l Commercial real estate loans

[ Secured retail loans (inc mortgages)
B sME/corporate loans

B Unsecured retail loans
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Significant competition for deals drove up pricing in 2014 across most
asset classes from 2013. 2015 is expected continue this trend

Average price on face value — performing loans Average price on face value — non performing loans .
gep J perf 9 gep J perf 9 PwC comment: There is

strong competition in the most
liquid markets including for
example, the UK, Ireland and

unsecured
retail loans

unsecured
retail loans

Spain. Many investors are
increasingly looking at other
markets that have the
potential to offer

greater returns.

SME/corporate
loans

SME/corporate

86% loans 60%

89% 63%

secured retail secured retail

loans (inc loans (inc
mortgages) mortgages)
87%
commercial 86% commercial
real estate real estate H 2012
| 91% loans
oans W 2013
0,
93 M 2014
0 20 40 60 80 100 0 20 40 60 80 I 2015
% price % price
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Unlevered IRR expectations have remained broadly the same as those

of a year ago

Average IRR — Performing loans Average IRR — Non-performing loans

19% 21%

19%

unsecured unsecured
retail loans retail loans
20%
SME/corporate SME/corporate 21%
loans loans

20%
20%

secured retail secured retail

loans (inc loans (inc
mortgages) mortgages) 21%
21%
commercial commercial
real estate real estate
loans loans 20%
20%
20 0 5 10 15 20
% IRR % IRR
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PwC comment: We have
observed price increases in
the number of markets over
the last year as competition
for deals remains high.

However, unlevered return
expectations appear broadly
similar. This could point to
the adoption more aggressive
assumptions concerning
potential returns.

Il 2012
[ 2013
B 2014
M 2015
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| Most buyers, unsurprisingly, value data quality as key to a smooth
running deal. Sellers find SPA negotiations, buyers unrealistic data
requests and negotiations of NDAs the most frustrating deal aspects

What do you consider to be the most frustrating aspects of sale processes you have been involved in?

Sellers perspective Buyers perspective
70% 35% 33%
59% 59%

60% 30%

53%

25%
50% 25%
40% 20% 19%
0, 0,
30% 4% 15% 13%
20% 18% 10% 8%
10% 5%
0% T T . . ) 0% T T . .
Negotiation of Buyers unrealistic  SPA related - Poor Migration of Poor quality data Too many bidders Delays in Poor Limited provision
NDAs data requests for representations communication purchased loans (e.g. collateral at the later  receiving portfolio communication of representations
due diligence and warranties from the bidder(s) information is phases of the data from the vendor  and warranties
incomplete) process (e.g. poorly
structured Q&A
process)

PwC Comment: The findings from this question are not surprising — a

key role of the advisers on any transaction is to smooth the process,
manage expectations and seek solutions acceptable to both parties.
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| Leverage as a % of transactions is increasing at the lowest leverage
and highest leverage bands. The number of deals with no leverage is
expected to fall significantly in 2015

Leverage in transactions % change from 2014 to 2015

PwC comment: There was
real depth and breadth in the
debt markets throughout most
of 2014. Although we have
observed a recent tightening

15%

11%

10%

5% in the market, we believe there
to be sufficient capacity for
expected transaction volumes
in 2015.

5%

0% 0%

0%

-5%

-10%

-15%

-20%

(21%)

-25%
No debt funding 1-25% 26-50% 51-75% Over 75%

% Leverage in the average deal
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| Compared to 2014, vendors look set to sell more portfolios at the €0-
s500m level, and +€5bn, with the majority of banks looking to sell due to
profit expectations, reducing operational cost or regulatory
requirements

Motivation for selling

Face value loan portfolios, (vendors)

More than €5,000m

€1,001m to €5,000m

€501m to €1,000m

m Regulatory requirements e.g. AQR, stress test results

€0 to €500m . . .
= Profit expectation e.g. expected value in excess of book value

71%

® Liquidity needs
0% 10% 20% 30% 40% 50% 60% 70% 80% ® Reduce operational costs
% m Strategic

HSoldin 2014 ®Plan to sell in 2015

PwC comment: We expect average deal sizes to continue to increase.

The major investors have significant funds to deploy and are being more
selective as to which processes they take seriously.
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European and global contacts

Richard Thompson
+44 20 7213 1185
richard.c.thompson@uk.pwc.com

Jaime Bergaz
+34 915 684 589
jaime.bergaz@es.pwc.com

Austria

Jens Roennberg

+49 69 9585 2226
jens.roennberg@de.pwc.com

Bernhard Engel
+43 150 188 1160
bernhard.engel@at.pwe.com

CEE

Jonathan Wheatley

+40 212 253 645
jonathan.wheatley@ro.pwe.com

Cyprus

Stelios Constantinou

+357 2555 5190
stelios.constantinou@cy.pwe.com

Czech Republic and Slovakia

Petr Smutny
+420 251 151 215
petr.smutny@cz.pwec.com

Denmark
Bent Jorgensen

+45 3945 9259
bent.jorgensen@dk.pwe.com

France

Hervé Demoy

+33 156 577 099
herve.demoy@fr.pwc.com

Finland
Harri Valkonen

+35 840539 9339
harri.valkonen@fi.pwc.com

Germany

Christopher Sur

+49 699 585 2651
christopher.sur@de.pwc.com

Thomas Veith
+49 699 585 5905
thomas.veith@de.pwc.com

Greece

Emil Yiannopoulos

+30 210 687 4640
emil.yiannopoulos@gr.pwe.com

Hungary

Miklos Fekete

+36 1461 9242
miklos.fekete@hu.pwe.com

Ireland
Aidan Walsh

+353 1792 6255
aidan.walsh@ie.pwe.com

Italy

Antonella Pagano

+39 8064 6337
antonella.pagano@it.pwc.com

The Netherlands

Peter Wolterman
+31 88 792 5080
peter.wolterman@nl.pwc.com

Joris van de Kerkhof
+31 88 792 7622
joris.van.de.kerkhof@nl.pwc.com

Norway

Lars Johansson

+47(0) 4816 1792
lars.x.johansson@no.pwc.com

Poland

Lukasz Bystrzynski

+48 22 523 4228
lukasz.bystrzynski@pl.pwe.com

Portugal
Antonio Rodrigues

+35 12 1359 9181
antonio.rodrigues@pt.pwc.com

Romania

Cornelia Bumbacea

+40 212 253 960
cornelia.bumbacea@ro.pwec.com

Spain

Jaime Bergaz

+34 9156 84589
jaime.bergaz@es.pwe.com

Guillermo Barquin

+34 915 685 773
guillermo.barquin.orbea@es.pwc.com

Pablo Martinez-Pina

+34 9156 84370
pablo.martinez-pina@es.pwec.com
Richard Garey

+34 915 684 156
richard.garey@es.pwc.com
Antonio Fernandez

+34 915 684 052

antonio.fernandez.garcia_fraile@es.pwe.com

Sweden

Per Storbacka

+46 8555 33132
per.storbacka@se.pwe.com

Turkey

Aykut Tasel

+90 212 355 5838
aykut.tasel @tr.pwe.com

Ukraine
Vladimir Demushkin

+380 444 906 776
vladimir.demushkin@ua.pwc.com

United Kingdom

Richard Thompson

+44 20 7213 1185
richard.c.thompson@uk.pwe.com

Robert Boulding
+44 20 7804 5236
robert.boulding@uk.pwec.com

Chris Mutch
+44 20 7804 7876
chris.mutch@uk.pwe.com

Ben May
+44 20 7212 3664
benjamin.d.may@uk.pwe.com

Chiara Lombardi
+44 20 7213 8367
chiara.lombardi@uk.pwc.com

Patrizia Lando

+44 20 7804 4700
patrizia.lando@uk.pwc.com

North America

Mitchell Roschelle

+1 646 471 8070
mitchell.m.roschelle@us.pwe.com

Jeff Nasser
+1267 330 1382
jeffrey.nasser@us.pwc.com

Asia Pacific

Ted Osborn

+852 2289 2299
t.osborn@hk.pwe.com

Anthony Boswell
+61 8266 2551
anthony.dk.boswell@au.pwc.com

Latin America

Nico Malagamba
nicolas.malagamba@br.pwe.com
Japan

Masahiro Komeichi

+81 90 4137 5649
masahiro.komeichi@jp.pwec.com

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information contained in this publication without obtaining specific professional advice. No representation or warranty
(express or implied) is given as to the accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, PwC does not accept or assume any liability, responsibility or duty of care for any consequences of you or anyone else acting, or

refraining to act, in reliance on the information contained in this publication or for any decision based on it.
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