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Global context & challenges

The current economic environment
has presented several new
challenges to Banks from a
Collections perspective.

While some economies are showing
signs of recovery, overall
consumers remain highly sensitive
to “shocks”.
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lobal context & challenges (cont’d)

Consumer leverage remains at a very high levels with many
customers one or two pay cheques away from serious distress.

Payment patterns have changed with the focus shifting from paying
secured debt to keeping unsecured debt current.

In many countries the political environment has become very
consumer friendly thereby limiting actions that can be taken against
delinguent customers.

The public stigma associated with default has decreased and the
concept of “strategic default” has emerged in several markets.
Consumer behaviour has shifted and today’s definition of necessities
Include cell phones, travel, etc.

Unemployment and underemployment remain very significant
challenges and are adding to consumer distress.



| Global context & challenges (cont’d)

e Many Banks are still not prepared for the speed at which a customer’s
risk profile and financial condition can change.

- Collections strategies still remain linear and lack flexibility to
escalate customers into different strategies and mitigation
programs are not designed to handle things such as long term
unemployment.

- Capacity remains a significant challenge for many Banks and while
there has been a move to third party vendors to assist with
managing this capacity, it has often been without the appropriate
performance metrics and oversight.

- An overreliance on efficiency metrics as opposed to effectiveness
metrics.

- Reaching an agreement with the customer on a loan restructuring
IS only the first step — on-going servicing is challenging due to
continued high debt levels.
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Reducing credit losses - the four levers

Although delinquencies are driven largely by origination and economic issues, the
business can influence losses through four primary levers; segmentation, strategy,
infrastructure and people.

Segmentation Strategy

Focused on recentrisks and behaviors | - Treatment strategies are dynamic and not
and not origination score linear

At-risk and delinquent segmentation  Considers willingness and ability at all
Continually refined for market stages and focus on right customers
conditions » Updated regularly based on performance

Done at customer level monitoring and analysis
» Applied at a customer level

Credit

Losses

Infrastructure People

+ Decision tools and waterfall analysis * Incentives tied to effectiveness and

« Workflows allow for escalation efficiency
- Exception reporting * Rigorous training to identify triggers for

« Robust dashboards escalation and exit
- Customer financial analysis tools  Specialised in-house collections and loss

. mitigation units
* Increased levels of automation )
» Strateqgic use of vendors
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Summary of leading global collections practices

e There are no "silver bullets" — those who have been successful have a
variety of programs to address the nature of the underlying cause of
the default.

e Applying the right strategy requires a detailed understanding of the
underlying cause of default which requires investments in training.

e Regardless of the strategy or programs selected, operational
simplicity is critical - this was the downfall of many of the initial
programs in the U.S. Market.

e Pre-delinquency strategies are increasingly applied in the global
markets - getting to a customer before default occurs has proven to be
very effective in rehabilitating the consumer.

PwC 7



| ) ; ]
Identifying at-risk customers

e ldentifying pre-delinquent distressed customers has taken on a
greater focus in the recent downturn. As an example, we have seen the
following behaviours used as risk indicators of future default:

Changed or ceased direct deposit into current account

Increase in credit card or home equity line balance

- Changed or ceased auto debit feature

- Change in payment patterns, i.e. lower payment, payment received closer
to due dates

- Change in credit score
- Increases to late fees / penalties

- Subject Property Location - depending on the location the risk for default
can vary

- Borrower Profession - certain professions may have higher risk for lay-offs
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Identifying at-risk customers
This type of risk based analysis
would suggest immediate focus
on this population with tailored
products for each loan status.

However, there is considerable
discussion regarding “imminent
default” criteria for performing
borrowers.

Risk indicators are used to estimate probability of default (“PD”), e.g. using a risk
ranking to determine impact of change in credit score. Once PD is estimated, determine
loss given default (“LGD”) by utilising valuation and other Models to identify
underwater loans or second loans (secured only) to determine loss.
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Contact strategies — a marketing mindset

Historically contact strategy and capabilities were heavily focused on a dialer based
strategy with referrals to branches for distressed clients. Best in class strategies
incorporate alternate contact and outreach strategies in order to increase pull through rates
in the current mitigation programs.

Customer Contact Evolution

* Local office or point of

* Basic outbound campaigns + Engaging technology to route calls « Mailing of pre-approved loss int
(30,60,90) through local area codes mitigation offers to customers sale network (existing
+ Use of cell phone prefixes overnight or newly created)
* Linkage to Customer Service (warm * Door knocking
hand offs, empowering Customer companies

Service to make offers, etc.)
* Increased focus on component

servicing strategies
* Home visitation to borrowers
without contact or refusing offers
. » Gascard, consumer electronic cards, * Borrowers made aware of local

* Besttime to call software ; presence

. Behavioral model prepaid cell phones

: Fe avuzjra rlrlyo eing 5 - Borrower needs to call to activatecards ~ * D0or hangers

ocll(Jset tca ng CI?rr}palgns y * Pre-paid cell phones can be ongoing
workout type (multiple campaign requiring a monthly call and activation

strategies)
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Summary of leading global collections practices
(cont’d)

« Loss mitigation solutions are tailored to the level of customer distress

Short Term * Repayment plans
T » Short term forbearance
Affordability . Skip-a-pay
Issues « Unsecured catch up loans
 Conversion to interest only
Longer Term » Loan modifications using waterfall approach with the 3

Affordability levers of term, interest rate and principal deferment
Issues + Tied to affordability targets
* Required NPV test via decision models

» Short Sales

Permanent Deed-in —lieu programs (cash for keys)
Affordability - Rental programs

Issues - Repossession

SSallSIi J1swolsn)d JO 9N

All requests for relief are assessed within the context of ability and

willingness
PwC
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Lessons learned from global experience

Early and broad regulatory intervention under the veil of consumer
protection is not seen as being overly successful in any market.

Develop Collections strategies that are dynamic, aligned to risk and
are non-linear in nature - know when to escalate and always factor in
ability and willingness.

Collections has to adapt and take on a "marketing" mindset - have
both push and pull strategies related to customer engagement.

Without understanding the underlying cause of the default the
chances of establishing an effective strategy are very low.

Have clearly established affordability targets for loss mitigation
programs and analyse customers in the context of affordability and
economic return to the Bank (may be a lower loss).

Assess any restructures in the context of the overall relationship and
not simply on a product by product basis.
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Lessons learned from global experience

e Keep loss mitigation programs as operationally simple as possible

e Focus on effectiveness of collections operations and less on efficiency
- effectiveness drives efficiency and lowers the amount of accounts
that are "churned" through collections.

* |In some cases the best solution for the customer is to not be in a
property - know when to help a customer exit a property.

e Support and relief is a two-way street - customers who fail to
demonstrate willingness should be escalated to recoveries.

« Effective collections programs have robust capacity models that allow
them to anticipate volume demands to drive workforce strategies.

« Skills sets have shifted — underwriting and analytical skills are critical
especially in loss mitigation units.

PwC 13



I -
How to respond - focus on effectiveness

Establish Targets System Updates PeRr‘fagl;)n:tziar?gce Peéfg?ggice Identify Gaps Modify Levers

PwC

Collections

(Internal/
External)

(Effectiveness

»Contactrates

*Reachrates

*Rightparty contact

*Promisesto pay taken
/ kept

* Amounts collected

*Roll rates

*Flow rates

*Netflowrates

« Stabilization

*Other SLA
Components

.

rEfficiency

* AHT (adjusted forrisk
level)

*Schedule adherence

*Calls/FTE

\

Loss Mitigation

@ffectiveness

*Contactrates
*Workoutrates

« Offerrates
*Conversion rates
*Recidivism rates
*Lossavoidance
*Flowrates

« Off-usrefinances
*Customer satisfaction

.

J

Efficiency
*Cycle Time

*Caseloads
«1sttime close (error
rates)

Recoveries

(Internal /
External)

(Effectiveness

*Recovery rates vs.
target

*Recovery amounts

*Lossavoidance

* Targetsales price
realized

*Time to recovery

+Curerates

*Recovery score

* % of accounts with no
recovery

~\

J
'Efficiency )
*Cycletime
*Timeline adherence
*Costof recovery
\ J

Other Areas

"Product Development )
*ldeas generated
*Cycletime
*Productapproval rate
+Savings achieved

. J

‘Dashboards / )
Scorecards

*Collectors

*Loss mitagents
*Recoveries Agents

*Management
\ y

‘Cam paign
Management
 Offerrates

*Success rates
*Champion challenger

\ S

.
Credit

Losses
Infrastructure
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Debt Forgiveness as a Collections Strategy

There is significant debate in the Irish media about Debt Forgiveness as
It relates to residential mortgages. In terms of the global context there
are several factors to consider:

e Debt Forgiveness has not been widely pursued as a strategy to
provide relief to mortgage customers due largely in part to moral
hazard considerations and future impacts on financial contracts and
capital markets.

 Significant challenges exist in trying to draw the line as to who gets
relief and who does not - many people who are “underwater”
continue to service their debt.

e There are other strategies which can be very effective in providing
relief to those who have issues with affordability such as loan
modifications with principal deferment.
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How to respond — migrating to a leading model

Moving from a traditional collections strategy to a more sophisticated approach is not
an overnight transformation. There are specific items a company needs to analyse,

assess, and incorporate into sequencing and implementation plans so as not to
negatively impact operations. Items to consider include:

« Performing a gap analysis of current vs. target state processes and technology, and
then developing sequencing and implementation plans to address gaps;

» Capacity modelling to drive staffing levels, determine training needs and
infrastructure requirements;

» Designing the appropriate incentive based compensation strategies both internally
and for external collection agencies to drive desired outcomes;

» Developing collections and loss mitigation reporting dashboards that take into
consideration key performance and risk indicators;

« Qutsourcing or co-sourcing - identification of opportunities to leverage vendors and
develop robust vendor assessment and oversight capabilities;

Sequencing of change is critical

» Establishing risk and behavioural based modeling capabilities to support targeted
campaigns and risk based collection strategies;

« Campaign strategies - development, implementation, on-going management and
assessment.
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Contacts

17



I
Contacts

© 2011 PricewaterhouseCoopers. All rights reserved. “PricewaterhouseCoopers” refers to the Irish firm, PricewaterhouseCoopers, One Spencer Dock, North Wall Quay,
Dublin1 which is authorised by the Institute of Chartered Accountants in Ireland to carry on investment business. As the context requires, "PricewaterhouseCoopers" may also
refer to one or more member firms of the network of member firms of PricewaterhouseCoopers International Limited, each of which is a separate legal entity.

PricewaterhouseCoopers does not act as agent of PWCIL or any other member firm nor can it control the exercise of another member firm's professional judgment or bind
another member firm or PWCIL in any way.
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