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Introduction 1/5
•

These EBA guidelines (GLs) are in response to the July 2017 Council of the European Union’s Action Plan
on tackling the high level of non-performing loans (NPLs): the latter can become a real problem for banks’
business activities, financial stability and lending to the real economy.

•

If loans are originated and monitored with robust and prudent standards, then these contribute to lower
levels of NPLs inflows: the new challenge proposed by the Regulator is to move from a reactive
approach to a forward looking-proactive approach of credit risk management throughout the lifecycle
of a loan.

•

The EBA has developed these GLs building on supervisory experience/priorities and recent policy
developments; moreover, the COVID-19 crisis makes asset quality of the credit portfolios a greater
priority than ever.

•

Regarding the supervisory experience/priorities, ECB is already taking action on credit standards and, in
May 2019, it launched a credit underwriting exercise; in the SSM Supervisory Priorities 2020, ECB has
declared that it will continue to assess the whole quality of banks’ loan origination practices and
processes with a particular focus on specific asset class exposures such as commercial real estate,
residential real estate and leveraged finance.

•

Regarding the recent policy developments, the GLs account for the growing importance of
environmental, social and governance factors (ESG) and environmentally sustainable lending, antimoney laundering and counter-terrorist financing (AML/CTF), as well as the growing use of automated
and statistical models and technology-based innovation in the credit granting and collateral valuation. 4

4
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Introduction 2/5
•

The EU Action Plan has requested that the EBA issued detailed GLs on banks’ loan origination, monitoring
and internal governance: these GLs have a dual focus on prudential framework and consumer protection
aspects of credit granting. The GLs specify the internal governance arrangements, processes and
mechanisms, as laid down in Article 74(1) of Directive 2013/36/EU (CRD), requirements on credit and
counterparty risk, as laid down in Article 79 of that directive and requirements in relation to the
creditworthiness assessment of the consumer, as laid down in Chapter 6 of Directive 2014/17/EU12
(MCD) and Article 8 of Directive 2008/48/EC13 (CCD).

•

The GLs are addressed to European competent authorities and institutions (credit institution or
investment firm) and are applicable on individual, sub-consolidated and consolidated bases.

•

These GLs apply to institutions’ internal governance arrangement and procedures in relation to creditgranting processes, and throughout the life cycle of credit facilities. Furthermore, these GLs apply to the
risk management practices, policies, processes and procedures for loan origination and monitoring of
performing exposures, and their integration into the overall management and risk management
frameworks; see next slide for GLs’ comprehensive approach.

•

Sections on internal governance and monitoring framework apply in relation to all credit risk being
taken by financial institutions, excluding debt securities, derivatives and securities financing transactions.
Sections on loan origination and pricing apply to loans to consumers, micro and small enterprises and
medium-sized and large enterprises; on the other hand, these sections do not apply to loans and
advances to credit institutions, investment firms, financial institutions, insurance and reinsurance
5
undertakings, central banks and loans and advances to sovereigns, including central governments,
regional and local authorities and public sector entities.
5
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Introduction 3/5
Outline of the GLs: a Comprehensive Approach

6

(source: EBA - Explanatory note on the comprehensive approach to loan origination, May 2020)
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Introduction 4/5
•

The implementation of these GLs is subject to the principle of proportionality and it has been better
clarified versus the Consultation Paper (EBA/CP/2019/04) that:
a)

For the implementation related to internal governance, risk management and control,
institutions and competent authorities should consider the size, nature and complexity of the
financial institutions;

b)

When implementing the creditworthiness assessment, collateral valuation and credit risk
monitoring, competent authorities and institutions should consider the type, size and complexity
of the credit facilities being originated or monitored. Furthermore, the proportionality in the
collateral valuation is also driven by the size, nature and complexity of the collateral and the
relationship between the loan and collateral, whereas the monitoring framework will also be
driven by the type, size and risk profile of the borrower.

•

The GLs are not to prescribe any specific governance model or organizational structure: institutions can
organize themselves with different models/organizational structures which must be in line with the
requirements of the GLs and the EBA GLs on internal governance. Furthermore certain KRIs, mentioned
in the Consultation Paper (EBA/CP/2019/04), have been removed from the Final GLs.

•

The GLs are supported by three annexes presenting a set of considerations for credit-granting criteria
(Annex 1), information and data needs for the purposes of creditworthiness assessment (Annex 2) and
metrics that can be used in credit granting and monitoring (Annex 3): EBA clarifies, versus the
7
Consultation Paper (EBA/CP/2019/04), that the annexes are not mandatory: they are a reference as
best practice for the institutions to consider.
7
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Introduction 5/5
•

The EBA has changed, from the Consultation Paper (EBA/CP/2019/04), the application date of the GLs
from 30 June 2020 to 30 June 2021: this will give the institutions a year after the publication of the GLs to
take the necessary steps to apply the GLs.

•

Moreover, institutions will benefit from a series of transitional arrangements:

•

a)

the application of the GLs to the already existing loans and advances that require renegotiation or
contractual changes with the borrowers will apply from 30 June 2022;

b)

institutions will be allowed to address possible data gaps and adjust their monitoring frameworks
and IT/data infrastructure until 30 June 2024.

Given the dual focus of the GLs on loan origination and monitoring, the EBA decided to fully incorporate
the EBA GLs on creditworthiness assessment (EBA/GL/2015/11) into the new GLs and repeal them, with
effect from the date of application of these GLs.

8

(source: EBA - Explanatory note on the comprehensive approach to loan origination, May 2020)

8
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Copyright © 2020 - Iason Consulting
Ltd. All rights reserved
www.iasonltd.com

Internal Governance
•

The EBA sets out the GLs for the internal control frameworks, the responsibilities of the management body and the
requirements for the risk culture, credit risk appetite, credit risk strategy and overall credit risk policy approach.

•

The GLs describe also the requirements for policies and procedures, giving focus on:

AML/TF
•

Leveraged
transactions

Data infrastructure
automate models

Environmentally
sustainable lending

ESG factors

Finally, the GLs provide the principles for an adequate credit decision-making framework, specifying the powers,
limitations and the criteria of objectivity and impartiality of each decision-maker and any automated model for credit
decision-making.

Comparison with the "EBA/CP/2019/04 - Draft GLs on loan origination and monitoring“:
•

Clarification has been introduced with the specification of requirements for credit risk policies and procedures
related to models (even the automated ones) for creditworthiness assessment and credit granting and credit
decision-making (impartial and objective, no conflicts of interest);

•

The GLs provided a specific separation and clarification regarding the requirements for environmentally sustainable
lending and ESG factors risk policies and procedures, whereas in the Draft GLs there was instead a general indication
of “Green lending”;

•

Risk appetite framework for leveraged transaction;

•

Clarification on the fact that risk polices should take into account risk-based approach when managing exceptions and breach
to credit grating standards;
10

•

The responsibility of management body on remuneration framework and performance assessment framework for
credit decision-makers has been introduced.
10
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Loan Origination
•

The EBA sets out the GLs for the 3 main phases of the loan origination process:
Information and Documentation

•

Creditworthiness Assessment

Decision/ Loan Agreement

The GLs describe a general process in which institutions collect and use all necessary information that is relevant
in assessing the borrower’s ability to repay the loan and its servicing. Some specific criteria for the collection of
data and information and their use in the creditworthiness assessment are set out based on the type of loan and
borrower. The information used should not only focus on the borrower’s current ability to repay the loan, but also
on his future ability to repay even under adverse scenario (scenario analyses). The GLs require that the whole
assessment process and the final credit decision are clearly documented.

Comparison with the "EBA/CP/2019/04 - Draft GLs on Loan Origination and Monitoring“:
•

Loan origination procedures for enterprises (“lending to professionals” in the 2019 draft) are now differentiated
based on firm size (micro/small vs. mid/large). The previous draft only included some creditworthiness
assessment specificities for SMEs. Reinforced also the view that factors considered in the sensitivity analysis
should be relevant to the size and purpose of a loan and to risk profile of a borrower;

•

Institutions should always have a comprehensive/accurate single customer view in order to assess the borrower’s
ability to repay and service the loan;

•

The final draft introduces more articulated and emphasized requirements on Environmental Social and
Governance (ESG) factors to be considered in the borrower’s creditworthiness assessment;

•

Remove metrics to consider in creditworthiness and data items set out in Annex are no longer minimum
12
expectations: they are now clearly indicated as important items that the institutions can consider in their
assessments.
12
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Pricing
•

The GLs set out a loan pricing general methodology based on several factors that include current and
future costs, borrower’s riskiness and loan characteristics. Pricing should also be in line with the
institution’s risk appetite framework (RAF). Institutions should also use different pricing approach when
considering different types of loans and borrowers .

Comparison with the "EBA/CP/2019/04 - Draft GLs on loan origination and monitoring“:
•

Clarification of the differentiation of pricing approaches for different types of loans and borrowers. For
instance, pricing a loan for consumers and small firms should be based more on portfolio and product
characteristics, whereas loans to mid and large size firms should be priced based more on loan and
transaction specific factors;

•

Clarification on an appropriate governance pricing framework (even for pricing promotional loans);

•

Introduction of further risk-adjusted performance measures (for example ROTA, RORWA).

13

13
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Valuation of Collateral
•

The EBA’s primary concern regarding the valuation of collateral is that the method of valuation is safe and prudent within
the current prudential framework.

•

In general, institutions must establish thorough policies that enable them to consistently generate accurate valuations. These
policies should establish which valuation method to follow in any given circumstance and the frequency of revaluation based
on relevant factors. Additionally, when hiring a valuer, institutions must ensure that the valuer meets the necessary
professional standards and is free of any potential conflicts of interest.

•

Lastly, the EBA requires that models deployed by institutions are sufficiently robust, which is discussed in the slide “Criteria
for advanced statistical models for valuation”.

Comparison with the "EBA/CP/2019/04 - Draft GLs on Loan Origination and Monitoring“:
•

The general requirements for valuation at point of origination now include the need for valuation policies to specify the
valuation approaches and use of advanced statistical models for each type of collateral being valuated or re-evaluated;

•

The final GLs also introduce the principles of prudency and proportionality of the approaches to the type and potential
values of the collateral, the nature of the credit agreement and the credit risk policies and procedures;

•

In immovable property collateral has been clarified thar a property’s value should be determined at the point of
origination by either an internal or external valuer who makes a full visit to the property, assessing both the inside and
outside of the property. As an exception, for residential real-estate in well-developed and mature property markets, a valuer
can instead perform a desktop valuation, employing advanced statistical models with confidence intervals around the
estimated value;

•

The final GLs require that the collateral is valued in accordance with applicable international, European and national
standards and ESG factors are introduced as one of the aspects to consider in the valuation process;

•

Institution’s ought to ensure that they adequately rotate between valuers, specifying in their policies the maximum number15
of consecutive valuations of the same property by the same valuer;

•

The final GLs also provide details on assessment carried out on valuer (e.g. backtesting with advanced statistical models
including verification of concentration of valuations performed by a specific valuer.)
15
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Monitoring Framework
•

The EBA sets out the GLs for the requirements for the monitoring framework, the focus for the monitoring of credit
exposures and borrowers and the use of early warning indicators/watch lists in credit monitoring.

•

The monitoring framework should follow the credit exposures, borrowers and collaterals though out their life cycle with
a solid data infrastructure.

•

The institutions should consider macro-economic factors (present and forward looking) to evaluate credit risk both at
aggregate and granular level.

•

The institutions should ensure the implementation and application of KRIs (asset type or portfolio specific) to adequately
capture the ongoing evolution of credit risk profile.

Comparison with the "EBA/CP/2019/04 - Draft GLs on Loan Origination and Monitoring“:
•

Stress Test section, according to EBA GLs on stress testing, has been removed;

•

The indication “professionals” has been changed to “borrowers” regarding the requirements for the monitoring activity;

•

When implementing the credit risk monitoring, it should consider the type, size and complexity of the institutions and
credit facilities. Moreover, the monitoring framework will also be driven by the type, size and risk profile of the
borrower: focus should be on monitoring at credit portfolio level;

•

Institutions should monitor syndicating leveraged transactions against the values specified in their credit risk appetite
policies and procedures.

•

17
Introduction of a 3 year transitional period to allow institutions to address data gaps for the stock of existing credit
facilities originated before the application of the guidelines.
17
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Final Remarks 1/3
•

If loans are originated and monitored with robust and prudent standards, then these contribute to lower
levels of NPLs inflows; moreover, the current pandemic crisis makes credit asset quality of paramount
importance. The new challenge proposed by the Regulator is to move to a forward-looking, proactive
approach of credit risk management throughout the loan’s lifecycle.

•

These GLs must be processed by institutions in coherence with other regulation such as definition of
default, calendar provisioning, internal models revise, management of NPLs and forbearance.

•

To best exploit these EBA GLs, institutions will subject to require project management capacity effort and
the following initiatives, by the way, to be undertaken:
a) Assess of internal governance and internal control framework to ensure adequate documentation
of policies & procedures and to assess how comply with relevant internal governance principles:
credit risk culture must be pivotal;
b) Revamp and/or ex-novo set-up of IT infrastructure throughout the loan’s lifecycle, which also allows
the automatic collection and compilation of credit risk data and the generation of granular risk data;

19

19
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Final Remarks 2/3
c) Collect data to be used in the creditworthiness assessment, in loan risk-based pricing, in collateral
valuation and in loan framework monitoring; aggregation, calculation, calibration, reconciliation and
quality control of credit data. For example:
i.

environmental, social, and governance (ESG) risk factors, taking into account how these
should be considered for each exposure and that historical data could be lacking;

ii.

AML data gathered at origination and updated throughout the life of the loan, also
considering the growing risk arising in the context of the Covid-19 pandemic;

iii.

the obligor’s organizational structure and the assessment of whole group of “connected
client”, if applicable;

iv.

risk-adjusted performance measures for pricing;

v.

internal and external data for EWIs;

d) Apply a single customer view both in case of single borrowers or multiple borrowers , with the goal
of easily and clearly accessing relevant financial information for all relevant parties involved in a loan
transaction;
e) Implement a credit decision-making framework in coherence with the principle of independence
and minimization of conflict of interest, i. e. revise delegated powers and remuneration policies;
f) Assess quality standard of models for automated creditworthiness assessments and loan framework
monitoring: financial institutions should have clear understanding of the methodologies, key20
parameters, assumptions and limitations of the models used in order to minimize model risk;
20
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Final Remarks 3/3
g) Assess and/or develop back-testing and sensitivity analysis for creditworthiness assessment and
collateral valuation;
h) Implement a comprehensive framework for risk-based pricing that reflects financial institutions’
credit risk appetite and business strategies and define a pricing by different borrowers and loan type;
i) Assess the workflow adjustment for individual asset valuations and the requirements for appraiser
rotation regarding immovable property: valuers and their first-degree relatives should have no
conflict of interest of any type. The valuation approach should be appropriate, prudent and
proportionate to the nature, type and complexity of the collateral.

21

21
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Internal Governance 1/10
Risk Management and Control 1/3
•

Institutions should implement a solid and complete internal control framework for the management of
credit risk that supports robust and adequate taking, analysis and monitoring of credit risk during the
life cycle of a credit facilities.

•

Institutions should:

•

a)

Establish a regular and transparent reporting mechanisms so that the management body is
informed in a timely manner and can take effective actions;

b)

Clearly and transparently define the attribution of responsibilities and authorities within the
organization (considering all relevant areas and task);

c)

Have an independent risk management function which is responsible for ensuring adequate
controls of credit risk.

The business lines and the units that originate credit risk should be primarily responsible for managing
the credit risk generated by their activities during the lifetime of the credit.

25

25
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Internal Governance 2/10
Risk Management and Control 2/3
•

Responsibilities of the Management Body:
a)

Approve the institution’s credit risk strategy to guarantee that they are compliant with the
institution’s risk appetite framework (RAF), capital/liquidity planning, internal capital adequacy
assessment process (ICAAP) and internal liquidity adequacy assessment process (ILAAP);

b)

Define the credit risk appetite within the overall RAF, including lending standards, qualitative
statements, quantitative metrics and limits;

c)

Approve the framework for the credit approval process including delegated decision-making
authorities;

d)

Ensure an effective control and monitoring of credit risk quality and provisioning;

e)

Ensure adequate credit approval, monitoring and control processes, for the purposes of effective
credit risk management (the use of automated models is allowed in the creditworthiness
assessment and credit decision-making processes with specific governance arrangements);

f)

Ensure that all staff involved in credit risk taking, managing, monitoring and controlling of credit
risk, are adequately skilled, trained and experienced;

g)

Establish, approve and supervise the implementation of the institution’s risk culture, core values
and expectations regarding credit risk;

h)

Ensure that the remuneration framework and the performance assessment framework for credit
26
decision-makers remain in line with the credit risk, credit risk appetite and do not create
conflicts of interest.
26
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Internal Governance 3/10
Risk Management and Control 3/3
•

Institutions should develop a credit risk culture as part of the general risk culture via policies,
communication and staff training. The culture of credit risk should include an appropriate "tone from the
top" and ensure that credit is granted to borrowers who, at the time of granting the credit, will be able to
observe the obligations arising from the credit agreement. The culture of credit risk must be effectively
implemented and monitored at all levels of the institution and all staff members involved in the
processes of taking credit risk, managing credit risk and monitoring must be aware of and responsible for
their actions.

•

Credit risk appetite, credit risk strategy and overall credit risk policy should be aligned with the
institution's overall RAF, with the support also of adequate credit risk metrics and limits. Institutions
should also establish quantitative limits of internal credit risk for the management of concentration risk,
also taking into account groups entities and connected customers.

27

27
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Internal Governance 4/10
Credit Risk Policies and Procedures 1/6
•

Institutions should define and regularly update, in their credit risk policies and procedures, the criteria for
identifying, assessing, approving, monitoring, reporting and mitigating credit risk, as well as the criteria
for measuring allowances for accounting and capital purposes. The goal is to encourage a proactive
approach to monitoring credit quality to all lending activity, recognize in a timely manner credit
deterioration and managing the overall credit quality and associated risk profile of the portfolio.

•

Specification in credit risk policies and procedures:
a) Rules for the approval of credit granting and decision-making;
b) Credit-granting criteria, taking into account the items listed in in Annex 1;
c) Requirements for the creditworthiness assessment and relative data (taking into account the
principles of responsible lending);
d) Requirements for exposure aggregation and credit risk limits and the management of credit risk
concentrations;
e) Requirements and procedures regarding acceptance and use of collateral;
f) Conditions for the application of automated decision-making;
g) A risk-based approach for possible deviations from standard credit policies (e.g. overrides,
overrules);
h) Requirements for monitoring credit-granting activities (including requirements of relative
documentation);
i) The criteria for leveraged transactions, technology innovation for credit granting, models for
28
creditworthiness assessment and credit decision-making, ESG factors and environmentally
sustainable;
j) Lending criteria for ML/ TF policies and procedures and Data infrastructure.
28
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Internal Governance 5/10
Credit Risk Policies and Procedures 2/6
Anti-money Laundering and Counter-terrorist Financing (AML/TF)
•

Institutions should specify in their policies and procedures how they identify, assess and manage the
ML/TF risks to which they are exposed. In particular, institutions should:
a)

At the level of their business, identify, evaluate and manage the ML/TF risk associated with the
type of customers, loan products, geographic areas and distribution channels;

b)

At the level of the individual relationship, identify, evaluate and manage the ML/TF risk associated
with this relationship:
i.
Considering the purpose of the credit;
ii.
Considering the extent to which the association of a third party with the credit line involves
the risk of ML/TF;
iii. Taking risk-sensitive measures to understand if the funds used to repay the credit are from
legitimate sources.

Leveraged Transactions
•

Institutions should have in place an overarching definition of leveraged transactions that takes into
account the borrower’s level of leverage, the purpose of the transaction and should define their
appetite and strategy for leveraged transactions (with definition of types and limits of leveraged
transactions they are prepared to enter into).

•

29
Institutions should also define and oversight their risk appetite for syndicating leveraged transactions
and derive a comprehensive limit framework.
29
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Internal Governance 6/10
Credit Risk Policies and Procedures 3/6
Data Infrastructure and Automated Models 1/2
•

Institutions should have detailed and granular data infrastructure and adequate policies and procedures
to support the credit-granting process and the credit risk management and monitoring during the life
cycle of the credit facilities. The data infrastructure should ensure continuity, integrity and security of
information on exposure, borrower and collateral.

•

Institutions’ criteria for using technology-enabled innovation for credit-granting purposes:
a)

Adequately catch the inherent risks associated with the technology-enabled innovation in use;

b)

Ensure that the management body has an adequate comprehension of the use of technologyenabled innovation, its limits and the impact it has on credit-granting procedures;

c)

Understand the underlying models used;

d)

Ensure that the models are suitable for the goals, taking into account the identified task and other
criteria, such as its performance and use;

e)

Understand the quality of data and inputs to the model and detect and prevent bias in the credit
decision-making process, ensuring that appropriate safeguards are in place to provide
confidentiality, integrity and availability of information and systems;

f)

Ensure the performance of the model is continuously monitored and appropriate remediation
measures are taken in a timely manner in the case of detected issues.

30
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Internal Governance 7/10
Credit Risk Policies and Procedures 4/6
Data Infrastructure and Automated Models 2/2
•

When using automated models for creditworthiness assessment and credit decision-making,
institutions should understand the models used, and their methodology, input data, assumptions,
limitations and outputs, and should have in place:
a)

Internal policies and procedures to detect and prevent potential bias and ensure the quality of the
input data;

b)

Measures to ensure the traceability, auditability, and robustness and resilience of the inputs and
outputs;

c)

Internal policies and procedures ensuring that the quality of the model output is regularly
assessed;

d)

Control mechanisms, model overrides and escalation procedures within the regular credit
decision-making framework.

31
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Internal Governance 8/10
Credit Risk Policies and Procedures 5/6
Environmentally Sustainable Lending
•

Institutions should develop environmentally sustainable lending policies and procedures in the context
of their general objectives, strategy and policy relating to sustainable finance, with qualitative and
quantitative targets to support the development and the integrity of their environmentally sustainable
lending activity. These policies and procedures should:

a)

Provide a list of the projects, activities and criteria that the institution or existing rules considers
eligible for environmentally sustainable lending;

b)

Specify the process by which the institutions evaluating that the proceeds of the environmentally
sustainable credit facilities they have originated are used for environmentally sustainable
activities. In cases of lending to enterprises, the process should include:
i.

Collecting information about the climate-related and environmental or otherwise
sustainable business goals of the borrowers;

ii.

Assessing the compliance of the borrowers’ funding projects with the environmentally
sustainable eligible projects and related criteria;

iii.

Ensuring that the borrowers have the will and ability to adequately monitor and report the
allocation of the proceeds to environmentally sustainable projects;

iv.

Monitoring, on a regular basis, that the proceeds are allocated properly.
32
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Internal Governance 9/10
Credit Risk Policies and Procedures 6/6
Environmental, Social and Governance (ESG) Factors
•

Institutions should integrate ESG factors and associated risks into their credit risk appetite and risk
management policies, credit risk policies and procedures, adopting a holistic approach.

•

Institutions should take into account the risks associated with ESG factors on borrowers’ financial
conditions, in particular the potential impact of environmental factors and climate change, in their credit
risk appetite, policies and procedures.

33

33
Copyright © 2020 – Iason Consulting Ltd. All rights reserved

Internal Governance 10/10
Credit Decision-Making
•

Institutions should establish a clear and well-documented credit decision-making framework which
should define a clear and sound structure for the credit decision-making responsibilities in line with
credit risk appetite, policies and limits and reflect the institutions’ business model (taking into account
the peculiarities of credit products and borrowers).

•

The credit decision-making framework should clearly articulate the powers and limitations of each
decision-maker and any automated models for credit decision-making (taking into account the
characteristics of the credit portfolio). Institutions should also set time limits for the delegated powers or
the size of delegated approvals.

•

Institutions should ensure and guarantee that decisions taken by credit decision-makers are impartial
and objective and that they are not adversely affected by conflicts of interest. Any individual involved in
credit decision-making should not take part in credit decisions if:
a)

Has a personal or professional relationship with the borrower;

b)

Has an economic or any other interest with the borrower;

c)

Has undue political influence on or a political relationship with the borrower.

34
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Loan Origination and Pricing 1/19
Information and Documentation 1/2
•

In order to conclude a loan agreement, institutions should have and use sufficient, accurate and updated
information on the borrower’s creditworthiness.

•

The information can be collected from third parties if not readily available, granted they meet regulatory
requirements.

•

In case of any concern, the accuracy and reliability of the information should be verified.

•

Institutions should refer to Annex 2 for a list of specific items they can (and implicitly should) consider
when collecting and using information to assess a borrower’s creditworthiness.

•

In particular, institutions should use at least the following information, depending on the type of
borrower:
Avoid Fraud

Avoid Fraud

CONSUMERS

•One Purpose
ofimportant
the loan goal of regulation should
of the most
•be avoiding
Employment
that players in specific fields commit
•frauds
Source of repayment
• Household composition
• Financial commitments/servicing expenses
• Regular expenses
• Collateral
• Other risk mitigants

1

ENTERPRISES

•One Purpose
ofimportant
the loan goal of regulation should
of the most
•be avoiding
Incomethat
andplayers
cash flow
in specific fields commit
•frauds
Business model/ corp. structure
• Business plan, including projections
• Financial commitments/servicing expenses
• Regular expenses
• Collateral
• Product type specific legal documents

1
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Information and Documentation 2/2
•

Single customer view: consistent view of a customer’s assets and liabilities, including information on all
financial commitments and repayment history.

•

Institutions should always have a comprehensive/accurate single customer view in order to assess the
borrower’s ability to repay and service the loan.
•

•

This is also true in case of loans with multiple borrowers, such as households or members of a
group for enterprises. In these cases, the single customer view should be applied to all parties
and supplemented by information on financial obligations held at other institutions.

In case of guarantees, institutions should collect information in order to assess the guarantee and, when
relevant, to assess the creditworthiness of the guarantor.

Main takeaway: Institutions should collect and verify relevant and reliable information to assess the
borrower’s creditworthiness before concluding the loan agreement and they need to be able to easily and
clearly access and use all information on all borrowers or associates on a single loan. In case of
guarantees, all relevant information should be collected in order to assess the credit protection provided.
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Assessment of Borrower’s Creditworthiness
General Provisions:
•

All information and data collected by the institutions should be used to assess the creditworthiness of the
borrower - even under adverse scenario - , i.e. the ability to repay the loan and its servicing.

•

Institutions can use several compliant methods to assess the borrower’s creditworthiness, including models.

•

In case of multiple borrowers, institutions should assess the creditworthiness of all borrowers.

•

In case of secure lending, the presence of a collateral should not be a predominant criterion.
•

Collaterals should only be considered in case of a default, as a second way out for institutions.

The GLs introduce specific provisions for assessing creditworthiness based on the type of borrower, as follows:
CONSUMERS
Secured –
Immovable
property

Commercial
Real Estate

Other
Secured
Lending

Real Estate
Development

ENTERPRISES

Unsecured
Lending

Project
Finance

Other
Secured
Lending

Shipping
Finance

Unsecured
Lending

Leveraged
Transactions
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Assessment of Borrower’s Creditworthiness – Consumer Lending 1/2
Provisions for immovable properties
• In case of self-employment or irregular income, institutions should take reasonable extra steps to verify
the information regarding the source of loan repayment
• Institutions should account for committed financial expenses , including a consideration of living
expenses
• The borrower’s ability to meet repayment obligations cannot be based on an expected significant
increase in the borrower’s income (unless the increase is certified by evidence) .
• Analyses considering negative scenarios/events should be carried out to assess risk deriving from
negative events including a reduction of income, or exchange rate risk in case of loans issued in foreign
currency.
•
In the latter case, relevant hedging strategies taken to mitigate the exchange risk should be
considered.
• If the loan extends beyond the borrower’s retirement age, an assessment of her ability to repay the loan
during retirement should be carried out.

39
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Assessment of Borrower’s Creditworthiness – Consumer Lending 2/2
Provisions for Other Secured Lending to Consumers
• If the property is still under constructions, institutions should consider the borrower’s plans for the projects, its
estimated costs, the availability of professionals who will take part in the development and the availability of all
relevant permits and certificates.
• If the loan agreement explicitly states that the property is not to be occupied by the borrower or a family
member, institutions should carry out an analysis to evaluate the additional repayment risk arising from adverse
market situations that could increase repayment risks, including a decrease in the property marketability or an
increase in vacancy rates .
•
Institutions should also consider the relation between rental income and the borrower’s ability to repay
the loan.
• Analyses considering negative scenarios/events should be carried out to assess risk deriving from negative events
including a reduction of income, or exchange rate risk in case of loans issued in foreign currency.
•
In the latter case, relevant hedging strategies taken to mitigate the exchange risk should be considered.
• If the loan extends beyond the borrower’s retirement age, an assessment of her ability to repay the loan during
retirement should be carried out.
Provisions for Unsecured Lending to Consumers
• In case of self-employment or irregular income, institutions should take reasonable extra steps to verify the
information regarding the source of loan repayment
• The borrower’s ability to meet repayment obligations cannot be based on an expected significant increase in the
borrower’s income (unless the increase is certified by evidence) .
• Analyses considering negative scenarios/events should be carried out to assess risk deriving from negative events
40
including a reduction of income, or exchange rate risk in case of loans issued in foreign currency. In the latter
case, relevant hedging strategies taken to mitigate the exchange risk should be considered.
40
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Assessment of borrower’s creditworthiness – Lending to Enterprises
General Provisions (valid for enterprises of all sizes)
• Institutions should focus on the assessment of current and future cash flows that will impact the
borrower’s ability to repay the loan, rather than the available collateral, which should only be
considered as a credit risk protection instrument.
• When assessing the borrower’s financial position, institutions should assess the sustainability of future
repayment ability under potential adverse conditions that might occur during the loan agreement.
• Institutions should consider cash flow from ordinary business activity and , when applicable, proceeds
from asset sale as the primary source of income of the borrower.
• The GLs put emphasis on Environmental Social and Governance (ESG) risk:
a) It is stated that institutions should consider and assess borrowers’ ESG risk exposure by using heatmaps to highlight, among others, climate and environmental risk by economic sector or sub-sector;
b) Borrowers exposed to higher ESG risk are required to undergo an intensive analysis of their
business model, focusing on ESG requirements (and relevant gaps) for the companies and the
likely impact on the borrower’s financial positions.
• If the lending activity has cross border elements, the political, economic and legal environment in which
the foreign counterparty of the institution’s client operates should be assessed.
•
Some elements of considerations should be the ability to transfer funds, the supplier’s capacity to
deliver the order and ability to meet local legal requirements.
• If a borrower is a member of a group of connected clients, institutions should assess creditworthiness at
the individual level and at the group level, when relevant.
41
•
This should be the focus when the repayment is reliant on cash flow emanating from other
connected parties.
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Assessment of borrower’s creditworthiness – Lending to Enterprises (Micro and Small Enterprises Lending)
Analysis of the borrower’s financial position
• In the assessment of the borrower’s creditworthiness, institutions should consider:
a) Current and projected financial position, source of repayment, capital structure, working capital,
income and cash flow;
b) Net operating income and profitability;
c) The borrower’s leverage level, dividend distribution, actual and projected capital expenditure;
d) Exposure profile until maturity, in relation to potential market movement;
e) Probability of default, based on internal risk scoring or rating models;
f) Appropriate financial and asset class-specific metrics, including metrics in Annex 3.
• Financial projections should be realistic and reasonable, based on projecting historical financial data
forward.
• When granting loans to holding companies, institutions should assess the companies both as a separate
entity and as a single entity.
Analysis of the borrower’s business model and strategy
Institutions should assess the following:
• Business strategy, in relation to the purpose of the loan;
• Borrower’s experience and ability to manage business activity, assets or investments linked to the loan
agreement;
• Feasibility of business plan and associated financial projections;
42
• Borrower’s reliance on key contract and revenue concentration;
• Potential key-person dependency
42
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Assessment of borrower’s creditworthiness – Lending to Enterprises (Micro and Small Enterprises Lending)
Assessment of guarantees and collateral
• Institutions should assess any guarantees, covenants, negative pledge clauses and debt service
agreements that are used for the purpose of risk mitigation.
• When relevant, borrower’s equity and credit enhancements such as repayment guarantees from external
sources should be assessed.
• The level of protection provided by third-party guarantees should be assessed:
a) When relevant, the institution should conduct a creditworthiness assessment of the guarantor;
b) The assessment should be proportionate to the size of the guarantee.

43

43
Copyright © 2020 – Iason Consulting Ltd. All rights reserved

Loan Origination and Pricing 9/19
Assessment of borrower’s creditworthiness – Lending to Enterprises (Medium and Large Enterprises Lending)
Analysis of the borrower’s financial position
• In the assessment of the borrower’s creditworthiness, institutions should consider:
a) Current and projected financial position, source of repayment, capital structure, working capital,
income and cash flow;
b) The borrower’s leverage level, dividend distribution, actual and projected capital expenditure;
c) Exposure profile until maturity, in relation to potential market movement;
d) Probability of default, base on internal risk scoring or rating models;
e) Appropriate financial and asset class-specific metrics, including metrics in Annex 3.
• Financial projections should be realistic and reasonable, based on projecting historical financial data
forward.
• When granting loans to holding companies, institutions should assess the companies both as a separate
entity and as a single entity.
• Future profitability, to measure the impact of retained earnings and on equity, should be focus of the
institution’s assessment.
• The assessment should include an analysis of the cash conversion cycle of the borrower, to measure the
time it takes to convert inventory investments not cash from sales.
•
Necessary step to identify working capital needs and recurring costs.

44
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Assessment of borrower’s creditworthiness – Lending to Enterprises (Medium and Large Enterprises Lending)
Sensitivity Analysis in Creditworthiness assessment
• Institutions need to conduct a single- or multifactor sensitivity analysis to assess the sustainability of the
borrower’s ability to repay under potential adverse conditions.
• The analysis should also include all general, asset class and product-specific aspects that might impact
the borrower’s creditworthiness.
• The following events should also be considered when assessing the borrower’s ability to repay the loan
under negative conditions, when they are relevant to the specificity of the borrower’s business.

•
•
•
•
•
•

•
•

Idiosyncratic events
Decline in revenue/margins
Operational loss event
Failure of a business counterparty
Reputational damage
Outflow of liquidity, changes in funding or
increase in leverage
Adverse movements in asset price to which
the borrower is predominantly exposed
Foreign exchange risk

•
•
•
•

Market Events
Macroeconomic downturn
Downturn specific to economic sectors in
which the borrower and its clients are
operating
Significant change in political, regulatory and
geographical risk
Significant increase of cost of funding

All adverse events used in the sensitivity analysis should be severe but plausible.
45
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Assessment of borrower’s creditworthiness – Lending to Enterprises (Medium and Large Enterprises Lending)
Analysis of the borrower’s business model and strategy
Institutions should assess the following:
• Business strategy, in relation to the purpose of the loan;
• Borrower’s experience and ability to manage business activity, assets or investments linked to the loan
agreement;
• Feasibility of business plan and associated financial projections;
• Borrower’s reliance on key contracts and revenue concentration;
• Potential key-person dependency .
Assessment of guarantees and collateral
• Institutions should assess any guarantees, covenants, negative pledge clauses and debt service
agreements that are used for the purpose of credit risk mitigation.
• When relevant, borrower’s equity and credit enhancements such as repayment guarantees from external
sources should be assessed.
• The level of protection provided by third-party guarantees should be assessed:
a) When relevant, the institution should conduct a creditworthiness assessment of the guarantor;
b) The assessment should be proportionate to the size of the guarantee.
• In case of payment streams passing through a third party, the institutions should assess the soundness of
the party involved.
46
•
If a third-party agent is involved in a cross-border or project-finance transactions, the agent should
be the only issuer of any guarantees, letters of credit or similar document.
46
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Assessment of borrower’s creditworthiness – Commercial Real Estate (CRE) Lending
Specific Criteria:
• Institutions need to verify the borrower’s experience (or the sponsoring entity’s experience, in case of SPVs).
• Creditworthiness assessments should include the following two features of the property.
•
•
•
•
•
•
•
•

Income Producing Capacity
Cash flow sustainability
Quality of tenants, Lease terms, maturities,
payment history
Impact of changes of rental income on
amortization schedule
Necessary capital expenditure on the property
throughout the term of the loan
Cash flow required to service the loan
Performance of the asset in an economic downturn
Fluctuation in rental yields over time

•
•
•
•
•

Refinancing Prospects
Tenants demand for property
Availability of similar properties
Property conditions
Property location
Proximity to relevant infrastructures

Interest only loans: institutions should make sure the property cash flow is able to support a level of amortization
equivalent to the projected life cycle of the property.
•
•
•
•

Sensitivity Analysis Events to Consider
Reletting, including a change in lease terms, refurbishing costs, vacancy rates
Risks and delays from refinancing
Capital expenditure risk
Any other relevant criteria

47
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Assessment of Borrower’s Creditworthiness – Lending for Real Estate Development and Leveraged Transaction
Real estate development - Specific Criteria:
• The assessment should cover both the development phase and its subsequent phase, in which the project
converts into a CRE loan.
•
The post-development stage should be assessed according to the GLs’ provisions for CRE lending.
• The development phase assessment should ensure that the borrower:
a) Has a plausible and rational business plan, including independently verified cost projections;
b) Has access to all human resources and expertise needed for the development of the real estate
i.
These include builders, architects, engineers and contractors.
c) Has obtained or will be able to obtain all necessary permits and certificates.
• Calculation of costs should include contingencies for cost overruns.
•
A liquidity assessment should ensure that the borrower has the capacity to fund unplanned
contingencies for cost overruns and delays.
• When relevant, institutions should assess equity investors, their expertise and experience in similar projects
and the alignment of their interests with those of the institution.
• Institutions should assess the project feasibility and conduct visits to verify the main components of the site.
Leveraged transaction - Specific Criteria:
• The assessment should identify excessive leverage at origination defined as a ratio: total debt to earnings
before interest, taxes, depreciation and amortization (EBITDA). Transactions with excessive leverage should
remain exceptional (and should be in line with an institution’s risk appetite) and form part of the credit
delegation and risk management escalation framework of an institution.
• Institutions should conduct a comprehensive assessment of a borrower’s capacity to repay or deleverage to
48
sustainable levels of debt within a reasonable period of time.
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Assessment of Borrower’s Creditworthiness – Shipping Finance
Specific Criteria:
• The assessment should cover the following:
a) The vessel’s earning to costs;
b) The ratio of the vessel’s current age to its expected useful life;
c) Characteristics of the borrower’s fleet in relation to the global fleet population;
d) Vessel valuations with or without haircut.
• Other factors to consider:
a) Relevant market demand and supply;
b) Present and future trade patterns for the type of vessel;
c) Any sort of securities the borrower can provide.
• If the purpose of the loan is shipbuilding, institutions should establish that the borrower:
a) Has a plausible and rational business plan, including independently verified cost projections;
b) Has access to all human resources and expertise needed for the development of the real estate.
i.
These include builders, marine architects, engineers and shipbuilding contractors;
c) Has obtained or will be able to obtain all necessary permits and certificates.

49
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Assessment of Borrower’s Creditworthiness – Project Finance
Specific Criteria:
• The assessment should focus on the primary source of repayment of the loan, such as the income
generated by the assets being financed.
•
This should include any future income-producing capacity and any applicable legal or regulatory
restrictions.
• Assets, present and future cash flow and accounts should be pledged to the institution. If a SPV is
established, the shares of that SPV should be pledged to the institutions.
• The development phase assessment should ensure that the borrower:
a) Has a plausible and rational business plan, including independently verified cost projections;
b) Has access to all human resources and expertise needed for the development of the real estate.
i.
These include builders, architects, engineers and contractors.
c) Has obtained or will be able to obtain all necessary permits and certificates.
• Calculation of costs should include contingencies for cost overruns.
•
A liquidity assessment should ensure that the borrower has the capacity to fund unplanned
contingencies for cost overruns and delays.
• Institutions should assess equity investors, their expertise and experience in similar projects and the
alignment of their interests with those of the institution.
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Credit Decision and Loan Agreement
•

Institutions should design and use relevant documentation regarding credit decisions and loan
agreements to help prevent misinterpretation of the information by the borrowers.

•

The creditworthiness process should be well documented and used as the base for an approval or denial
of the loan application.
•

The documented outcomes of the assessment should be able to justify the proposal for the
decision.

•

The decision to approve or decline the loan application (credit decision) should be taken by the relevant
credit decision-maker, in accordance with the policies and procedures

•

The credit decision should be clear and well documented.
•

It should include all conditions and identify all credit risk mitigation instruments available.

•

The decision should explicit a maximum validity period.

•

The decision cannot be finalized until the institution has verified that all pre-conditions and conditions set
out in the agreement are fulfilled.

•

The loan disbursement is takes place only after the conclusion of the agreement.
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At a Glance:
•

The GLs set out a loan pricing general methodology based on several factors that include current and
future costs, borrower’s riskiness and loan characteristics. Pricing should also be in line with the
institution’s risk appetite framework (RAF). Institutions should also use different pricing approach when
considering different types of loans and borrowers .

Comparison with the "EBA/CP/2019/04 - Draft GLs on loan origination and monitoring“:
•

The main difference between the final version of the GLs and the 2019 draft is the introduction of the
differentiation of pricing approaches for different types of loans and borrowers. For instance, pricing a
loan for consumers and small firms should be based more on portfolio and product characteristics,
whereas loans to mid and large size firms should be priced based more on loan and transaction specific
factors.

52
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Pricing 1/2
•

Loan pricing should always:
a) Reflect the institution’s RAF and business strategies;
b) Be linked to the characteristics of the loan;
c) Consider market conditions and competition;
d) Consider the borrower’s type, credit quality and riskiness.

•

The pricing frameworks should always be well documented and should differ based on portfolio and
product types.

•

Pricing should be:
a) More portfolio and product based for consumers and small firms;
b) More transaction and loan specific for medium- and large-sized firms.

•

Loan prices should reflect all relevant cost until the next repricing or maturity, including:
a) Capital Costs, according to the specific segment or subsegment;
b) Funding costs, based on key features of the loan;
c) Operating/administrative costs;
d) Credit risk costs, based on historical data and models;
e) Any other real costs;
f) Prevailing market conditions and competitive environment.
53
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Pricing 2/2
•

Institutions should consider risk-adjusted performance measures in order to correctly price a loan and
measure its profitability. The measures should depend on and reflect the institution’s capital-planning
strategies. Some of these measures include:
- Economic Value Adjustment (EVA)

- Return on risk-adjusted capital (RORAC)

- Risk-Adjusted Return on Capital (RAROC)

- Return on Risk-Weighted Assets (RORWA)

- Return on Total Assets (RTA)
Iason Proposal:
•

Iason has implemented the Full-Risk Pricing Approach (FRPA) to the Banking Book: compliant with EBA’s
requirements on risk-based pricing of loans, FRPA is a comprehensive framework for the pricing of loans
that considers both the risk appetite and the business strategies of a financial institution.

•

FRPA is a multi-layer approach which allows to properly calculate the Fair Rate on Investment (FRI)
accounting for all the production costs and monitoring a day-to-day evolution of Profit & Loss (PL),
providing de facto the top management with an effective approach to measure overall bank’s profitability.

54

54
Copyright © 2020 – Iason Consulting Ltd. All rights reserved

07

Guidelines in Details
Valuation of collateral (Cap 7)

Copyright © 2020 - Iason Consulting
Ltd. All rights reserved
www.iasonltd.com

Valuation of collateral 1/7
Valuation at Point of Origination 1/3
General instructions for point-of-origin valuations:
•

Valuations should always be ordered by the institution unless subject to a special request from the
borrower.

•

Institutions must carry out accurate valuations at the point of origination which follow the established
policies and procedures of the institution.

•
•

These policies should specify the valuation approach to take in any given circumstance, possibly
distinguishing properties through LTV ratios or the borrower’s creditworthiness.

Institutions should also maintain a list of accepted external valuers who have appropriate experience in
various property sectors and do not have conflict of interest.
a)

For all valuations at the point of origination performed by a valuer, institutions should obtain a
clear report documenting the elements and parameters used to determined the value of the
property (e.g. methodology, reference value, location, market conditions, etc.)

b)

Institutions should always check the prudence of the valuer’s assumptions and the reasonable
identification of comparable properties used as value benchmarks.

•

Institutions should consider the ESG factors affecting the collateral’s value.

•

Institutions should ensure the collateral is valued in accordance with applicable international, European
and national standards.

•

Institutions have adequate technology and suitable data in place to support any valuations.

56
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Valuation of collateral 2/7
Valuation at Point of Origination 2/3
Valuation of Immovable Property at Point of Origination:
•

A property’s value should be determined at the point of origination by either an internal or external valuer
who makes a full visit to the property, assessing both the inside and outside of the property.

•

As an exception, for residential real-estate in well-developed and mature property markets, a valuer can
instead perform a desktop valuation, employing advanced statistical models with confidence intervals
around the estimated value.
•

If the confidence interval is too wide, then the valuation is not sufficiently precise, and the valuer
should perform an in-person valuation instead.

•

Institutions should establish a list of accepted external valuers - if they choose to use external valuers –
making sure the valuers have relevant expertise in relevant segments of the property sector.

•

Valuers should be impartial, clear and transparent and carry out an objective valuation.

•

A valuation report should be always provided, and it should include all details about the valuation request
and the purpose of the application (e.g. loan application, renewal, etc.).

•

The final valuation report provided to the institution should be clear and transparent and should include,
among others: the reference value of the collateral, valuation approaches, parameters and methodology, a
description of the collateral and of its location, legal and actual attributes of the collateral, any known
circumstances that could affect its value in the short term, lower repayment capacity.

•

57
The final report should be clearly reviewed by the institution, which should assess its aspect such as clarity,
transparency and the prudency of the assumptions.
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Valuation of collateral 3/7
Valuation at Point of Origination 3/3
Valuation of Movable Property at Point of Origination:
•

The valuation approach should be appropriate, prudent and proportionate to the nature, type and
complexity of the collateral.
•

Methods of evaluation include valuation by an internal or external valuer, appropriate advanced
statistical models or other standard methods.

•

Institutions should establish a panel of external valuers with specialized expertise for properties such as
aircrafts, plant machinery, etc.

•

The institution’s policies should specify when movable property ought to be valued by a valuer based on
established thresholds which consider the particularity of the property.

•

When the valuation is carried out by an individual valuer, institutions should obtain a report that is clear
and transparent and documents all elements and parameters used to determine the value of a collateral.

•

When valuation is done through a statistical models, institutions should ensure that the model outcome
is clear and transparent, understand the underlying methodologies, parameters, assumptions and
limitations.
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Valuation of collateral 4/7
Monitoring and Revaluation 1/2
Monitoring and Revaluation of Immovable Property:
•

The institution’s policies should clearly establish which revaluation approach to take in any given
circumstance, in addition to the frequency of monitoring and revaluation. These policies should account
for elements such as: type of property, credit quality of the loan, property development status, property
value, assumptions made in the appraisal, changes in market conditions.

•

Any selected approach should be prudent and proportionate to the potential value of the property.

•

Institutions should establish triggers for new revaluations.

•

Revaluation should be performed more frequently for properties that are either undergoing
development, have a high carrying amount or high LTV ratio, or belong to parties with poor credit quality.

•

Indices and statistical models used to monitor the value of collateral should be sufficiently granular and
based on appropriate methodologies.

•

Any change in market conditions, credit quality or development status of the property should be noted
during revaluation.

•

If conditions for review according to Article 208(3)(b) of Regulation (EU) No 575/2013 are met,
revaluations should be carried out by a valuer who may be supported by advanced statistical models.
Institutions should not use these models as the sole means of.
•

If conditions are not met, institutions are free to carry out revaluation without a valuer, employing
59
appropriate statistical models or indices.
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Valuation of collateral 5/7
Monitoring and Revaluation 2/2
Monitoring and Revaluation of Movable Property:
•

Institutions may either rely on statistical models, sufficiently granular indices, a valuer, or any
combination of the three for the revaluation of movable property, so long as it adheres to the
institution’s established policies and procedures.

•

For the monitoring of movable property collateral, institutions may rely on appropriate statistical models
and indices.

•

In their policies, institutions should establish when using a valuer instead of statistical models.

•

Institutions should define the most suitable approach for revaluations of specific types of collaterals and
set out the frequency of monitoring and revaluation of movable property collateral.

•

The same policies should include criteria for individual monitoring of the value and revaluation of the
movable property collateral by a valuer with the necessary qualifications, ability and experience.

•

•

These criteria should be proportionate and related, at least, to the value of the movable property
collateral at origination, its lifespan and condition, the necessity of physical inspection and
certification.

Institutions should have adequate IT processes, systems and data for carrying out model-based or indexbased revaluations.
60
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Criteria for Valuers
•

For any valuation assignment, a valuer hired by an institution must meet national or international
requirements and the professional standards needed for the given assignment.

•

The valuer’s fee should not be linked to the resulting valuation, and there should be no conflicts of
interest regarding the valuer or first-degree relatives of the valuer. Institutions should ensure that the
valuer:
a)

Is not involved in the loan application, assessment, decision, or administration;

b)

Does not have an actual or potential conflict of interest;

c)

Is not influenced by the borrower’s creditworthiness;

d)

Does not have any direct or indirect interest in purchasing the property;

e)

Is not related to the buyer or seller of the property.

•

The valuer for a property must have the requisite knowledge, skill and experience given the nature of
the specific property type, is independent of the credit decision process and the valuer’s performance
should be assessed by assessing the accuracy of the valuations provided.

•

The institution should ensure that the salary of the valuer and the results of the valuation are not linked
in a way that it creates conflict of interests.

•

61
Finally, institution’s ought to ensure that they adequately rotate between valuers, specifying in their
policies the maximum number of consecutive valuations of the same property by the same valuer.
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Criteria for Advanced Statistical Models for Valuation
•

•

All statistical models used for the valuation of collateral must:
a)

Have a proven track record as confirmed through back-testing against observed data;

b)

These models should be sufficiently robust to their assumptions and should be calibrated using
historical data sets that are up-to-date and sufficiently rich with variables;

c)

The dependent variables. such as property location. must also be sufficiently granular (e.g.
postcode-specific).

Any valuation which is ultimately performed using advanced statistical models must include the
estimate’s standard error, or equivalently, a confidence interval at some specified level.

•
•

Institutions, not the valuer, are responsible for the performance and appropriateness of using a given
statistical model.
•

•

Institutions should be hesitant to use statistical models instead of valuers when the models are
insufficiently precise.

Institutions should understand model methodologies, inputs and data assumptions and limitations.

Institutions should have adequate IT processes, systems and data for carrying out model-based or indexbased revaluations.
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Monitoring Framework 1/4
•

•

Institutions should have a robust, effective, documented and well-defined monitoring framework, supported by
an adequate data infrastructure that allows institutions to manage and monitor their credit risk exposures in line
with their credit risk appetite, strategy, policies and procedures at portfolio and individual exposure levels. The
framework and data infrastructure should:
a)

Provide the capability to gather and automatically compile data regarding credit risk;

b)

Allow the generation of granular and up to date risk data;

c)

Ensure effective monitoring of all credit exposures and collateral, and allow the credit decision-making
process to be followed (also through the implementation of key risk indicators to determine the evolving
credit risk profile);

d)

Ensure that institutions maintain an appropriate time series of reporting for current exposures, new types
of lending and early warning indicators – EWIs.

The credit risk monitoring framework should cover the following:

a)

The payment behavior of borrowers;

b)

Credit risk associated with both the borrower and the transaction in relation to:
i.
ii.
iii.
iv.

Individual credit exposures and LGD;
Individual borrowers, PD and credit rating;
Group of connected clients;
Portfolio.

c)

Credit risk per geographical location and economic sector of ultimate exposure;

d)

Impairments, reversals of impairments, write-offs and other decisions regarding value adjustments for a
credit exposure.
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Monitoring Framework 2/4
•

The monitoring process should be based on a principle of follow-up action to support and result in a
regular and informed feedback loop, to inform the setting of credit risk appetite, policies and limits.

•

Institutions should ensure the implementation, application and monitoring of relevant key risk
indicators - KRIs - and drivers to determine the ongoing credit risk profile of the portfolios and
institution. The credit risk drivers should be measured, analyzed and monitored, the credit risk
management function and the heads of functions involved in credit granting should periodically report
the outcome of the analysis to the management body.

•

Institutions should ensure that credit risk data and data infrastructure meet the following requirements:
a)

Depth and breadth so that they cover all the significant risk factors;

b)

Accuracy, integrity, reliability and timeliness of data;

c)

Consistency;

d)

Traceability.
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Monitoring of Credit Exposures and Borrowers:
•

Institutions should monitor the quality of credit exposures and assess whether the borrower (and any
collateral) meets the repayment obligations and it is in line with the conditions fixed at the time the
credit was granted and if there was a negative development in these factors that influence the risk profile
of the borrower.

•

Institutions should monitor concentration measures and syndicating leveraged transactions against the
values specified in their credit risk appetite policies and procedures.

•

Institutions should carry out periodic credit reviews of borrowers in order to identify any changes in
their risk profile, financial position or creditworthiness with respect to the criteria and valuation at the
time of the loan. The review process and frequency should be specific and proportionate to the type and
risk profile of the borrower and the type, size and complexity of the credit line (more frequent reviews if
they identify a deterioration in credit and asset quality).

•

Borrowers' credit reviews should include an assessment of the existing debt (and any collateral) and the
sensitivity of the borrowers to external factors that may affect the size of the debt and the repayment
ability, both in line with the requirements of the sensitivity analysis that with the use of information
related to qualitative factors.

•

Institutions should monitor and follow up on the requirements of collateral insurance and borrowers’
adherence to the covenants agreed in the credit agreements.
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Monitoring Framework 4/4
Use of Early Warning Indicators/Watch Lists in Credit Monitoring:
•

Institutions should develop, maintain and periodically evaluate the relevant quantitative and qualitative
EWIs (taking into account a number of signs of credit quality deterioration) which are supported by an
adequate IT and data infrastructure that would allow the timely detection of increased risk credit in their
portfolios and a proactive approach.

•

EWIs should have defined trigger levels set in relation to the levels specified in the credit risk appetite,
credit risk strategies and policies and have assigned escalation procedures and a watch list.

•

On identifying a triggered EWI event institutions should apply more frequent monitoring and consider
placing them on a watch list and undertaking predefined measures and mitigation actions. The
designated functions should perform an analysis in order to assess the seriousness of the triggered event
and propose appropriate actions and follow-ups.

67

67
Copyright © 2020 – Iason Consulting Ltd. All rights reserved

07

Guidelines in Details
Annexes

Copyright © 2020 - Iason Consulting
Ltd. All rights reserved
www.iasonltd.com

Annexes 1/12
Annex 1 – Credit Granting Criteria 1/4
This annex provides a set of criteria to be considered in the design and documentation of credit-granting
criteria, in accordance with these GLs.
Lending to Consumers
1. Customer acceptance criteria, i.e. customer types, customer age limits, customer credit record
2. Definition of acceptable income
3. Minimum requirements for collateral
4. Minimum requirements for guarantees
5. Maximum loan amounts
6. Maximum loan maturities
7. Amortization requirements (including interest rate type for the loans)
8. Risk-based limits (concentration, type of product, etc.)
9. Acceptable loan-to-value ratio limits (for secured lending)
10. Acceptable loan-to-income ratio limits
11. Acceptable debt-to-income ratio limits
12. Acceptable income-to-total-credit-obligation ratio limits (including for gross income, income after taxes
and premiums, income after financial expenses, income after regular other expenses)
13. Acceptable maximum size of loan to repayment capacity
14. Compliance policy with macroprudential requirements, when relevant
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Annexes 2/12
Annex 1 – Credit Granting Criteria 2/4
Lending to Micro, Small, Medium-sized and Large Enterprises (1/2)
1. Specification of geographical markets and economic sectors
2. Customer acceptance criteria, i.e. for specific PDs, external ratings, customer types, track record, etc.
3. Minimum requirements for revenues, cash flow and financial projections
4. Minimum requirements for collateral
5. Minimum requirements for guarantees and credit enhancements
6. Minimum requirements for acceptable covenants
7. Requirements for the drawdown of the loan to the borrower
8. Maximum loan amounts
9. Appropriate limits on partial recourse or non-recourse loans
10. Maximum loan maturities
11. Amortization schedules and standards for the acceptability of and limits on non-amortising loans and on
the use of interest reserves and cash sweep structures
12. Risk-based limits (towards concentration, type of product, etc.)
13. Acceptable loan-to-value ratio limits (for secured lending)
14. Acceptable debt-servicing coverage ratio limits
15. Acceptable interest coverage ratio limits
16. Acceptable EBITDA limits
17. Acceptable leverage ratio limits
18. Acceptable debt-to-equity ratio limits
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19. Acceptable loan-to-cost ratio limits
20. Acceptable cash-flow-to-debt-service ratio limits
21. Acceptable return on equity ratio limits
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Annex 1 – Credit Granting Criteria 3/4
Lending to Micro, Small, Medium-sized and Large Enterprises (2/2)
22. Acceptable capitalization rate (net operating income/market value) limits
23. Standards to address and mitigate risks associated with environmental risk
24. Compliance policy with macroprudential requirements, when relevant

Commercial Real Estate Lending
In addition to the general criteria for lending to micro, small, medium-sized and large enterprises specified
above, institutions should specify the following product type-specific criteria:
1. Specific forms of CRE that an institution intends to finance (office, retail, industrial and multi-family
residential, which is not owned and occupied by households; it can be defined as land, and the building(s)
on it, that generates profit or income from capital gains or rents)
2. The minimum levels of equity to be provided by the borrower and the market value of the CRE mortgaged
property
3. Risk-based limits for lending for speculative development lending
4. Standards to assess the various stages of the CRE development/construction in relation to the loan
drawdown
5. Minimum standards regarding requirements for performance and payment bonds and title insurance
6. Minimum standards to ensure a minimum level of oversight of the construction via a contracted presence
and an on-site visit of suitable experienced professionals, e.g. architects, quantity surveyors and building
site managers
7. Minimum standards to effectively assess the suitability and experience of any contractors or material
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suppliers
8. Minimum standards for pre-leasing/pre-selling requirements for CRE
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Annex 1 – Credit Granting Criteria 4/4
Shipping Finance
In addition to the general criteria for lending to micro, small, medium-sized and large enterprises specified
above, institutions should specify the following product type-specific criteria:
1. The purpose of the finance (i.e. shipbuilding, purchase, operating)
2. The type of financing (mortgage-backed loans, newbuilding financing, unsecured/corporate loans,
mezzanine, etc.)
3. Basic terms of the loan agreement (maximum duration based on the life of the vessel), maximum
contribution, first lien as a rule, own participation depending on the riskiness of the finance, etc.)
4. Minimum requirements for the certificates needed (classification, pollution, safety, etc.)
5. Minimum requirements for acceptable registries/‘flags’
6. Minimum requirements for acceptable classification societies
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Annexes 5/12
Annex 2 - Information and Data for the Creditworthiness Assessment 1/5
This annex provides a set of information, data items and evidence to be considered by institutions and
creditors when collecting information for the purposes of creditworthiness assessment, in accordance with
these GLs. When relevant and more appropriate, e.g. when using automated models in credit granting,
institutions and creditors may use other types/sources of information and data of an economic or financial
nature that are necessary for the assessment, in compliance with the applicable legislation and in particular
Directive 2008/48/EC, Directive 2014/17/EU and Regulation (EU) 2016/679.
A.
1.
2.
3.
4.
5.

Lending to Consumers (1/2)
Evidence of identification
Evidence of residence
Where applicable, information on the purpose of the loan
Where applicable, evidence of eligibility for the purposes of the loan
Evidence of employment, including the type, sector, status (e.g. full-time, part-time, contractor, selfemployed) and duration
6. Evidence of income or other sources of repayment (including annual bonus, commission, overtime,
where applicable) covering a reasonable period, including pay slips, current bank account statements,
and audited or professionally verified accounts (for self-employed persons)
7. Information on financial assets and liabilities, e.g. savings account statements and loan statements
indicating outstanding loan balances
8. Information on other financial commitments, such as child maintenance, education fees and alimonies, if
relevant
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9. Information on household composition and dependents
10. Evidence of tax status
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Annex 2 - Information and Data for the Creditworthiness Assessment 2/5
A. Lending to Consumers (2/2)
11. Where applicable, evidence of life insurance for the named borrowers
12. Where applicable, data from credit registers or credit information bureaux or other relevant databases,
covering the information on financial liabilities and arrears in payment
13. Information on the collateral, if any
14. Evidence of ownership of the collateral
15. Evidence of the value of the collateral
16. Evidence of insurance of the collateral
17. Information on guarantees, other credit risk mitigating factors and guarantors, if any
18. Rental agreement or evidence of potential rental income for buy-to-let loans, if any
19. Permissions and cost estimates, if applicable, for real estate building and improvement loans
B. Lending to micro, small, medium-sized and large enterprises (1/2)
1. Information on the purpose of the loan
2. Where relevant, evidence of the purpose of the loan
3. Financial statements and accompanying notes on single entity and consolidated levels (balance sheet,
profit or loss, cash flow) covering a reasonable period, audited or professionally verified accounts, where
applicable
4. Aged debtor reports/statements
5. Business plan both for the borrower and in relation to the purpose of the loan
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6. Financial projections (balance sheet, profit or loss, cash flow)
7. Evidence of tax status and tax liabilities
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Annex 2 - Information and Data for the Creditworthiness Assessment 3/5
B. Lending to Micro, Small, Medium-sized and Large Enterprises (2/2)
8. Data from credit registers or credit information bureaux, covering at least the information on financial
liabilities and arrears in payment
9. Information on the borrower’s external credit rating, where applicable
10. Information on existing covenants and the borrower’s compliance with them, where relevant
11. Information on major litigations involving the borrower at the time of application
12. Information on the collateral, if any
13. Evidence of ownership of the collateral, where applicable
14. Evidence of the value of the collateral
15. Evidence of insurance of the collateral
16. Information on the enforceability of the collateral (in the case of specialised lending, a description of the
structure and security package of the transaction)
17. Information on guarantees, other credit risk mitigating factors and guarantors, if any
18. Information on ownership structure of the borrower for the purposes of AML/CFT

75

75
Copyright © 2020 – Iason Consulting Ltd. All rights reserved
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Annex 2 - Information and Data for the Creditworthiness Assessment 4/5
C. Commercial Real Estate Lending
In addition to the items specified in Section B above:
1. Information on rent levels, vacancy and tenants, including contracts for the particular property associated
with the purpose of the loan
2. Information on the type of property portfolio
3. Evidence of vacancy and turnover rates for the portfolio, per property type, property age and location
4. Evidence of rent levels per property type, property age and location
5. Information on major tenants per property type, property age and location
6. Information on the rationale for the property associated with the loan, supported by a location-specific
review of supply and demand in the market by a reputable estate agent with relevant expertise
7. Evidence of the value of the collateral and separate units of the property collateral, where applicable
D. Real Estate Development Lending
In addition to the items specified in Section B above:
1. Evidence of experience in similar projects and similar asset types, e.g. offices, retail and industrial
2. Information on any ongoing project being developed by the borrower
3. Evidence of planning and building permits
4. Information on builders, architects, engineers and contractors
5. Evidence of contracts with contractors and relevant documentation on the development, including
information on penalties, guarantees and the cost of overruns
6. Information on the rationale for the development, supported by a location-specific review of supply and
demand in the market by a reputable estate agent with relevant expertise
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7. Evidence of cost estimates and a timeline for the development, including contingencies for the development
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Annex 2 - Information and Data for the Creditworthiness Assessment 5/5
E. Shipping Finance
In addition to the items specified in Section B above:
1. Evidence of experience in a similar type of vessel and segment
2. Evidence of ownership of assets with information on the vessels, e.g. name, registration number, type, age
and size
3. Information on insurance and classification of assets by a classification society acceptable to the institution
4. Evidence of compliance with safety and environmental regulations governing the shipping industry
5. Information, based on market data, on each type of vessel and segment outlooks, e.g. geographical location
of past and planned future trips
6. Evidence of off-balance-sheet obligations, such as chartered in vessels and forward freight agreement
positions
F. Project Finance
In addition to the items specified in Section B above:
1. Information on the business plan related to the project
2. Evidence of experience in similar projects
3. Information on any ongoing project being developed by the borrower
4. Evidence of planning and building permits related to the project
5. Information on builders, architects, engineers and contractors
6. Evidence of contracts with contractors and relevant documentation on the development, including
information on penalties, guarantees and the cost of overruns
7. Information on the rationale for the development, supported by a location-specific review of supply and
77
demand in the market by a reputable estate agent with relevant expertise
8. Evidence of cost estimates and a timeline, including contingencies for the development, certified by a
qualified and reputable quantity surveyor (or similar)
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Annex 3 - Metrics for Credit Granting and Monitoring 1/3
This annex provides a set of credit-specific metrics to be considered by institutions and creditors when performing
creditworthiness assessments and credit risk monitoring, in accordance with these GLs. Where relevant and more
appropriate, institutions and creditors may use other metrics for that purpose.
A. Lending to Consumers
1. Loan to income
2. Loan service to income
3. Debt to income
4. Debt service to income
5. LTV
B. Lending to Micro, Small, Medium-sized and Large Enterprises (1/2)
6. Equity ratio (shareholders’ equity divided by total assets)
7. (Long-term) debt-to-equity ratio
8. EBITDA
9. Debt yield (net operating income/loan amount)
10. Interest bearing debt/EBITDA
11. Enterprise value (sum of market value of common stock, market value of preferred equity, market value of
debt, minority interest, less cash and investments)
12. Capitalization rate (net operating income/market value)
13. Asset quality
14. Total debt service coverage ratio (EBITDA) over total debt service
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15. Cash debt coverage ratio (net cash provided by operating activities over the average current liabilities of the
company within a certain period of time)
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Annex 3 - Metrics for Credit Granting and Monitoring 2/3
B. Lending to Micro, Small, Medium-sized and Large Enterprises (2/2)
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.

Coverage ratio (total current assets divided by total short-term debt)
Future cash flow analysis
Return on assets
Debt service
Loan to cost (LTC)
Interest coverage ratio
Return on equity ratio (net income after interest and tax over average shareholders’ equity)
Return on capital employed
Net profit margin
Turnover evolution

C. Real Estate Development Lending
26. Fixed-assets-to-equity ratio
27. LTV
28. Location and quality of properties
29. LTC
30. DSCR for CRE activities
31. Occupancy rates evolution Profitability
32. Rental income to CRE-related interest expenses
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Annex 3 - Metrics for Credit Granting and Monitoring 3/3
D. Leveraged Finance, Asset-based Lending and Project Finance
33. Value of acquisition goodwill
34. Ring-fencing
35. LTV
36. Adherence to business plan
37. Leverage ratio (total debt over EBITDA)
38. Repayment capacity
E. Shipping Finance
39. Leverage ratio
40. Rating
41. Repayment from operating cash flow
42. Repayment from guarantor
43. Repayment from vessel’s sale
44. Outstanding payments
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