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As the financial crisis hit CEE, growth in retail | ending dropped

over

drastically — The pre-crisis gold rush appears to be

CEE — Household financial liabilities growth and mortgage saturation
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Source: UniCredit Research; Roland Berger

In 2009, following years
of rapid credit expansion
CEE economies saw
growth in household
lending drop dramati-
cally

At the height of the
crisis, growth in some
countries (e.g.
Romania, CIS) even
turned negative

Lending growth is
expected to recover
only slowly — Pre crisis
"gold rush" with vastly
expanding retail lending
in CEE seems to be
over

BUD-99011-036-01-01.pptx



WA SV YoRGEANY  RolandBerger

Strategy Consultants

While credit markets froze, banks across CEE saw NP L ratios soar

— Debt collection turned out to be a key lever for p  rofitability

Non-performing loan (NPL) ratios development in CEE 2007-2010e [% of gross loans]

COMMENTS
(2:oAc§37? (+v61%) (+a5%) (+50%) (+1039%) (‘+4om) « In most CEE countries
2009 NPL levels have

drastically increased

25 - during 2009
* Being focused on
20 A growth, debt collection
often was a rather
15 unimportant area in
many CEE banks prior
10 - to the financial crisis
* Suddenly however,
sound collection
practice turned out to be
0 a key lever to maintain

Croatia Czech  Hungary Poland Romania Russia  Ukraine bank's profitability
Rep.

[ ]2007 []2008 [ 2009 [ 2010e
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I

Source: UniCredit; Deutsche Bank Research; Roland Berger BUD-99011-036-01-01.pptx
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Meanwhile the economic situation stabilized — Howeve r, CEE

economies' growth rates expected to fall short of p re-crisis heights

GDP growth development in CEE vs. Euro area [% change p.a.]

0- COMMENTS

After a very tough year 2009
economic recovery is
underway but long term
economic growth will remain
below pre crisis levels

Drivers of convergence still
hold but are weaker than in the
past:

» Competitiveness (but
2014 uncertain global outlook and
competition from Asia)

» Capital inflows (but higher
-5 - cost of country risk)

» Convergence in standards of
living (but households sector
delays recovery)

-10 - * EU Funds and infrastructural
projects

Major CEE/SEE Economies? Major Non-EU CEE/SEE Economies

= EU 2004/7 Accession States EURO AREA (AGG.)
1) CEE/SEE countries selected (by 2010 real GDP): Russia, Poland, Czech Republic, Romania, Hungary, Ukraine, Slovakia, Croatia, Bulgaria, Serbia

Source: Economist Intelligence Unit (EIU), July 2010; UniCredit; Roland Berger BUD-99011-036-01-01.pptx



B\ SV YOHSRANK  RolandBerger

Strategy Consultants

The slowed down economies continue to exert pressur e on loan

portfolios — Importance of debt collection will rema In high

Outlook of credit portfolio quality development in CEE

Banks expectations on development of delinquency ra tes? COMMENTS
Lower » As recovery seems slow and growth
= appears to remain below pre-crisis

Outlook: 0 Iev_els, 85°/c_> of b.anks expect

.' delinquencies in the retail segment to
Upcoming Higher further increase or at least remain at
12 Months Stable the currently elevated levels in the

short run  (until summer 2011)

* In the medium term (until summer 2012)
-------------------------------------------------------------------------- banks are slightly more optimistic,
however, still two thirds of banks do not
expect delinquency rates to ease

Outlook:
Upcoming
24 Months

-

Even in post crisis CEE collection  will
remain key lever to overall bank
Stable performance

1) As of summer 2010

Source: Efma & Roland Berger Survey: "Retail Banking in CEE — Debt collection in times of crisis BUD-99011-036-01-01.pptx
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Evidence from past emerging market crises confirm e Xpectations

that NPL ratios are likely to stay elevated for sev  eral more years

Non-performing loan ratio development under GDP shock in year t [% of initial NPL ratio]

[% of initial Crisis Current COMMENTS
NPL level] Peak year
500 - * IMF analysis of past financial
crises 1 in emerging markets
400 - reveals _typical pattern of non -
performing loan ratios rising
rapidly, peaking one year after
300 7 the crisis, and then remaining
high (> 200% of pre-shock
200 - levels) for more several more
years
100 - * Current developments and
simulations for CEE markets
indicate that expectations
0 o ' 1 ' . ' 41 ' 4o ' 3 ' 4 ' derivgd from historical
Current Year experience are met
crisis— ) 2007 2008 2009 2010 2011 2012 2013
CEE

1) Countries used in IMF benchmark: Argentina, Chile, Colombia, Dominican Republic, Indonesia, Malaysia, Philippines, Turkey and Uruguay

Source: IMF Global Financial Stability Report 2010 BUD-99011-036-01-01.pptx
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The crisis suddenly put collection systems into spo tight — EFMA &

Roland Berger conducted a survey to identify key su ccess factors

Debt collection in times of crisis — Survey's objectives & scope
OBJECTIVES COUNTRIES IN FOCUS

3

* Provide a regional insight on how credit institutions in
CEE handle the collection of bad debt in their RetailV
portfolios, covering topics like:

— Impact of the financial crisis on Retail lending and
loan portfolio quality

— Processes & organizational set up for managing
distressed debt

— Outsourcing of collection activities
* Provide a base for comparison of regional players in
CEE along specific KPIs and identify key success

factors and improvement potential in managing
distressed debt

SCOPE

S0

 Interviews and statistical data of approx. 50 banks
active in the CEE region regarding their collection activities
for distressed retail debt

1) Private individuals, professionals & micro enterprises with turnover <EUR 5 m

Source: Roland Berger BUD-99011-036-01-01.pptx
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Our study focused on the collection process startin g from due

date to legal execution and write-off

Study focus (schematic collection process)

« Anticipate potential » Defining the strategy to pro-

ure to settle out-

difficulties of : e Assessing the ceed based on the nature of
clients and act iiﬁ?smguﬁglgw option of restruc- the debt and customer
deteye oour  Focusisonre:  engagement(eg. * CIoSe colletion procedure and
. 27 et write off debt or cede to third
taining a good adjusting payment party
client relationship terms)

Study focus

S S EEEEEEEEEEEE NN EEEEEEE NN NN NN NN NN EEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEN

Pre-legal collection Legal collection

PROCESS VT I E
Pre- . Due '\ Early Late Litigation .

STEP . ; , . . .
delinquency , date ,/ collection collection .

RESPON- : : ) :
SIBILITY I Credit analysts Sales units Collection experts
ACTIVITY & « Monitoring the * Debtor is remin- < Similar objectives as ¢ Obtaining a legal title of
OBJECTIVE credit portfolio & ded about due during early collec- execution quickly to enforce -
identify early payments & is tion — increased the payment of the outstanding :

warning signals encouraged with intensity of collection  amount .

increasing press- attempts .

Source: Roland Berger BUD-99011-036-01-01.pptx
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The study identified main pillars of successful deb t collection

practice — Not all of them are fully developed in CE E

Main pillars of debt collection
COMMENTS

Well defined set of processes

Best practice . Pro_cesses : r_e§p9n3|pllltles and competences need to be clearly
. defined to minimize time lost on case handling
debt collection « Processes need to be differentiated to account for differences in client
segments, products and risk

B &} Dedicated collection units

» Collection units need to be specialized to account for differences in

Well . Measure- approach for different c_Iie_nt segments
defined Dedicated ment & + Staff needs to be specialized and understand key levers of recovery
collection — Fluctuation should be kept low to build required experience
set of units Incent- .
processes ivation Measurement & Incentivation

» Efficiency of processes and performance of units and staff need to
be transparent and tracked down to individual staff level —
Performance should ultimately be used as part of incentive scheme

E Supporting infrastructure

E Supporting infrastructure + Sufficient collection functionality and integration of IT Systems is
crucial to enable efficiency of operations and enable effective
controlling

* Frequent and standardized process steps  should be fully automated

Source: Roland Berger BUD-99011-036-01-01.pptx
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Key in retail collection: well defined processes & competences,

specialized units with capable staff & sufficient s ystem support

Key success factors (KSF) in retail debt collection [% of banks]

KSF in debt collection — Individuals segment KSF in debt collection — Micro segment

Well defined set/organization of processes 68% Well defined set/organization of processes |50%
Know-how/Experience of Staff 46% Know-how/Experience of Staff |46%
Specialized collection units 32% Specialized collection units T 136%
Clearly defined competences & responsibilites | 129% Clearly defined competences & responsibilites | 132%
Right incentivation of collection staff . 129% Right incentivation of collection staff 121w
Specialized software applications L 129% High degree of automatization of processes | 114%

High degree of automatization of processes ) Early warning systems | 114%

Early start of early collection procedure :l 14% Specialized software applications :l 14%

Early warning systems [ 111% Early start of legal collection procedure [ 111%

Nr. of Staff L 17% Early start of early collection procedure L 17%

Early start of late collection procedure L 17% Other L 17%

Competent external partners L 17% Nr. of Staff [14%

Availability of necessary information 7% Early start of late collection procedure [ 14%

Early start of legal collection procedure [14% Competent external partners [14%

Other 4% Availability of necessary information [14%

Drawing rights of collection units 0% Drawing rights of collection units 0%

. Top 3 KSF individuals segment |:| Top 3 KSF micro segment

Source: Roland Berger BUD-99011-036-01-01.pptx
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Banks in CEE have tried different approaches to col  lection — some

are highly recommendable, others should be bettera  voided

Do's and Don'ts in retail debt collection — Experience of CEE banks

H Do's Don'ts =

» Use 'personal assignments' (requires experienced staff) for « Use sales staff for retail collection — activity can be more
selected clients  (with higher exposures) — banks achieved efficiently performed in central collection departments
up to 50% better Rol than with pure mass approach and sales staff might have difficulties getting tough on

» Segment delinquencies & strategies: their customers

— e.g. use automated reminders  for low risk accounts + Use too individualized process for every client - after
while focus personal contacts on risky exposures all, retail collection is a mass business and requires an
— Test different strategies & evaluate  using industrialized approach

champion/challenger approaches (comparison groups) _ _
* Attempt to contact low risk delinquent accounts

+ Constantly monitor your portfolio —if e.g. delinquencies starting from 1 day past due — Many accounts self-cure
increase in a client segment/product category quickly adjust within the first few days of delinquency

strategy (e.g. give higher priority , intensify treatment )
* Goto court before all other options have been exploited —

Legal collection costs time & money and recoveries are
low

* Measure & reward individual performance  of staff — make
results transparent (e.g. ranking system by weighted KPI's)

* Follow up on payment promises tightly — educates the

customer that payment behavior is closely monitored * OQutsource all your collection activities — particularly in

early collection a well run in-house department can be

« Outsource collection activities selectively — cases where considerably (in some cases 3-4 times) more cost
expected recovery is low or unlikely (particularly late efficient than using the services of external collection
collection & intense measures like field visits or litigation) companies

» Use several collection agencies , benchmark against each
other and distribute accounts based on  their performance

Source: Roland Berger BUD-99011-036-01-01.pptx
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"One size does not fit all" — Collection processes n eed to be

differentiated to optimize handling of different ca ses

Differentiation of collection processes in CEE banks

Nr. of collection procedures used [Nr.] COMMENTS
6.0 » Collection processes need to be differentiated to en-
4.0 able efficient and effective handling of delinquent debt
2.3

» However, cases should not be treated completely
individually — cases with comparable characteristics
should be clustered into groups of critical volume

Quartile 1 Median Quartile 3
* Ideal collection strategy (best practice banks measure

Differentiation of collection procedures effectiveness of processes and adjust) should then be

[% of bank using criteria] defined for each group — e.g. some clients are merely
forgetful and only need a reminder, others are unable or

By product | 75% unwilling to pay and require adequate handling, etc.

By client segment |57% * In CEE banks, practices range from almost no
differentiation to large sets of processes & sub-

By risk/exposure |54% processes

Based on behavioral

scoring result |36% » Most common criteria to differentiate processes are

product and client segment - behavioral analytics are

By regi 11% - . L
yregion B often difficult for CEE banks, due to limited availability
By otherV |36% of reliable historical data

1) E.g.: Credit bureau score, relationship history, collateral type

Source: Roland Berger BUD-99011-036-01-01.pptx
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A multi channel approach combined with flexible con tact timing

can prove effective particularly in early stage col lections

Communication channels and operating hours of collection departments

Communication channels used [% of banks] COMMENTS
» Establishing client contact  should take
Phone |89% minimum effort — Particularly in early stage
Letter 186% collection this can be effectively achieved by use
] of different communication channels
E-mail |68%

Field visit 1 68% } ¢ Phone and letter are the most commonly used
I€ld VISItS 0 means of communication, however, advanced
SMS |64% call center technology is only used by roughly

Predictive dialer 136% one third of the banks
Other 18% » Cost effective new tools like SMS & e-mail are
used by two thirds of the banks
Operating hours of collection departments by Weekend
phase [% of banks] operations
« Accessibility of clients is often limited during
Early 36% regular business hours —In early & late
56% o collect!on, strongly dependlng_on client contact,
Late > 2% collection departments operating hours &
Legal 89% capacity planning needs to be adjusted
e In Early collection ~60% (~40% in Late ) of CEE
banks operate collection units also outside busi-
I Extended [ Normal ness hours , ~40% (~30%) also on weekends

Source: Roland Berger BUD-99011-036-01-01.pptx
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When in doubt, it is better to start collections ea rlier than later —

However, the right timing helps balance effort and effect

Preventive measures & timing of collection activities

Preventive measures COMMENTS

o » Identifying potential problems early on can help to prevent
No an account go delinquent or at least increase recovery
[ ] Yes - based on

behavioral scoring * Roughly 80% of banks thus take some sort of preventive

o measures
. Yes - based on monitoring/ }

early warning system
[ Yes — Other®)

» Out of these, 43% use mostly standardized reminder letters/
SMS

» Banks using monitoring or scoring (35%) also send
reminders but additionally call identified risky clients

Average start of collection phases [dpd]

! ! * Inearly and late collection timing is very comparable in CEE

Early | Late : Legal banks — Majority starts early collection at 0-5 days past due
180 (dpd), Late collection is initiated mostly between 60 and 90 dpd
150 « Righttiming can increase effectiveness of collection:
90 120 } — Many delinquencies resolve themselves automatically
' 60 60 ! within few days after falling past due, so do not start too early
! ﬂ ! H — Collection attempts can be more successful at certain

1 4 = | ’_‘ ’_‘ | points in time (e.g. Monthly after receiving salary — these
i ! data are often available for the bank)
Q1L Med Q3 + Q1 Med Q3 Q1 Med Q3
Q1 — Earliest quartile; Q3 — Latest quartile 1) e.g.: Based on product/exposure, by default for clients using SMS service, previous delinquencies

Source: Roland Berger BUD-99011-036-01-01.pptx
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Collection requires specific skills & know how — Ban ks specialize

units by client segment & further by collection pha se or product

Organizational setup of collection units

Availability of specialized collection units for dif ferent client segments [% of banks]

Individual segment _1% Micro segment -4% Combined Individual -32%

& Micro segment
Collectionphases | |54% Collection phases | ]32% Collection phases | ]21w
Products T ]46% Products L 129% Products 7%
Collateral type | ]18% Collateral type 7% Collateral type 7%
Loan size - ]14% Loan size ]11% Loan size C]11%
Other V) | ]14% Other 4% Other 4%
D 4 D D

* More than two thirds of CEE banks * Almost two thirds of surveyed banks * One third of banks has combined

have collection units dedicated to have dedicated collection units  for units for micro and individual banks

individual clients micro cIie_nts , further_ specigliz_af[ion and overqll sh(_)ws less specialization
« Most banks further differentiate  their Qg\gljvr?\\éirt is less than in the individual of collection units

collection units by at least one more
criteria , mostly by phases

1) E.g. Behavioral score, credit bureau score, functions

Source: Roland Berger BUD-99011-036-01-01.pptx
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Collection needs to be steered by central units to ensure

consistent quality and efficiency of operations

Organizational setup and capacity of collection units
Positioning of Collection units within the

organization [% of banks] COMMENTS
Head offi 96 * Almost all banks have steering and most
ead office ° collection activities centralized  in the head office
Regional 29% » Collection units on regional and branch level are
} each used by 30% of the banks — they are mostly
Branch 32% used for field collection , collection of certain
loan volumes or from specific customer
segments (affluent individuals/micro)

Capacity of collection units 2009 [FTE in% of total ]

 Staff capacity differs strongly between banks |,
depending on level of automation and outsourcing,
2 704 50% of banks however have a 2.7% to 6.0% share
} of their staff in collections

» Generally, share of collection staff strongly in-
Best quartile Median Worst quartile creased during the crisis — most banks increased
collection Staff, often while reducing other staff

6.0%

4.4%

Source: Roland Berger BUD-99011-036-01-01.pptx
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"What you measure is what you get" — Collection unit s and staff

should be measured & rewarded based on collection s pecific KPI's

Performance measurement and staff incentivation in CEE banks

Usage of variable compensation KPI's used to measure performance
[% of banks] [% of banks] COMMENTS

No Cash collected (absolute) 54% ¢ Adequate performance

measurement and incentive

Department productivity/goal 32% systems a key driver for
Recovery rates 32% improving collection
Planned Cash collected/logged hour 25% performance
Supervisor appraisal T 125% » Staff performance needs to be
Yes measured and rewarded on
Roll rates [ 121% individual level and based on
Calls per hour 21% pre-defined set of collection
Right party contacts 18% specific KP!
performance [Nr.] . use or plan to use variable

Write-Off [ 114% compensation as incentive for

5 Value at Risk reduction 7% co_IIe(_:tion staff — hovx{eve_zr
Delinquent accounts/ collector []7% criteria_and Nr. of criteria used

differ strongly
3 Delinquency rate 4% _
No collection specific criteria/ 0% * Level of variable compen-
1 no measurement of efficiency |~ sation on most cases is
Other 7% capped , while ideally, there
_ would be no upper limit
Worst Median Best I Top 3 most frequent KPI's used
guartile quartile

Source: Roland Berger BUD-99011-036-01-01.pptx
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Specialized IT provides required information & anal  ytics — Stan-

on key issues

dard procedures can be automated for staff to focus

Usage and functional scope of collection software

Share of banks using special Functional Scope of IT support

collections software [% of banks] [% of banks] COMMENTS
No Customer information |86% * Datasystems are the
) backbone of collection —
Contact history 186% providing key data and
Initial loan information 182% analytics, enabling auto-
_ 3 mation of processes,
Planned/ Generating Mailings 79% controlling and reporting
Upgrading Reporting Function T % and supporting workflow
management
i i s
Task list/ Reminders 75% . Banks CBS however
Process Management 71% usually do not provide
: : adequate support of
Relevant information 68% collection activities
I Integration of call center 68% special modules or
. rograms required
Examples of systems used in collection: Controlling 61% Ip ﬁ o ?I’
* Inthe crisis IT systems
* CACS * GEMA Performance measurement 61% often proved toybe a
* Capone e« IMX . 0
b . Autom. calls generation 57% weak spot — roughly 20%
* CDC * Oracle Sibel of banks currently
o Credex « Tallyman Docum_ent management 46% introducing or
« Debtmanager « Various In-house Collection Scorecard/ 36% upgrading their
« Fasma developments (B)(:rf]laworal scoring 110 collection software
er ()

Source: Roland Berger

BUD-99011-036-01-01.pptx
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Banks do not necessarily need to handle collection themselves —

3rd parties can compensate lack of capacity & incre  ase efficiency

Usage of debt collection outsourcing in CEE

Main reasons to use Share of banks currently using out-
outsourcing [% of banks] sourcing in different collection stages COMMENTS
Early  Early collections , containing most of the
Cost 7206 Collection easy to solve cases , are mostly handled
efficiency cave 14% } inhouse — only 35% of banks use or plan to
° use support of collection agencies
Higher s .. =
recovery
Late * More than two thirds of banks however
Lack of Collection outsourqe late _collection (at Ieast partially)
internal capacity 56% } « 3rd parties mainly used due to higher
efficiency or to bridge internal capacity
restraints
Faster
recovery a8% T e
Legal . \(/IVhlle bankfj try to a|1v0|d I(;agal coIIe(;tlon
i ong procedures & limited recovery) more
Lack of ]12% Collection } than 50% handle legal collection inhouse
know-how « As delinquencies increased, nr. of banks
considering outsourcing legal collection
however increased by more than 60%
Other :|8%
|:| Currently outsourced to collection agency - Currently outsourced to collection agency & lawyer

|:| Outsourcing to collection agency planned - Outsourcing to collection agency & lawyer planned
[ Currently outsourced to lawyer [ ] No outsourcing

Source: Roland Berger BUD-99011-036-01-01.pptx
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Using several outsourcing partners allows banks to benchmark

both internal and external performance

Working with collection agencies

Nr. of collection agencies worked with [Nr.] COMMENTS
4 5 » Out of those banks actually outsourcing their collection activities at
3 least partly the majority works with 3-5 agencies  (or lawyers)

* Using several external collection agencies for comparable activities
allows banks to benchmark costs/performance of the services

) _ provided — some banks even openly communicate performance

Wori_tl Median Best quartile among their agencies to foster competition

quartile

» Additionally, external agencies can serve as benchmarks for
Selection criteria for collection agencies internal collection to assess internal performance as well
[% of banks]

Recovery rate 186% * In selecting agencies for outsourcing most banks refer to Recovery
Reputation/references 161% rate as selection criteria

Cost 157% » Outsourcing however bears significant reputational risk as banks
Methods used 36% have limited control over 3rd parties activities

Regional COYefage 36% « Selection should therefore be based additionally on several
Settlement time [ 118% qualitative criteria and e.g. also take into account reputation and
International player 11% references of the external provider — currently considered by 61%
Local player 0% of the banks

Other [14%

Source: Roland Berger BUD-99011-036-01-01.pptx
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Selling delinquent debt can be an option to free up resources fast

— As a result from the crisis plans to sell debt are on the rise

Level of selling debt to external parties

Share of banks selling debt to third parties Main reasons to sell debt to third parties
Reduction of risk/
Other Banks Balance sheet management |54%
Collection Agency No/very low expected recovery |54%
Immediate Liquidit 25%
Debt Investor High quiary :I °
igher recovery
Other (compared to collection) :I 25%
Lack of internal capacity 11%
No current or
21% . .
planned debt sale Lack of internal know-how/experience |0%
[ INosale []Plantosell [l Currently selling Other :|14%
Y- -
* Today already 79% of banks sell or plan to sell delinquen  t » Selling debt for most CEE banks is mainly used to reduce
debt — In the course of the crisis share of banks considering risk/manage the balance sheet or as a measure of last
debt sale has considerably increased resort if no or only low recovery can be expected - if they

still see potential banks collect themselves or refer to

« At the same time, with high insecurity in the market, :
outsourcing

achievable prices for distressed debt portfolios have been
relatively low (e.g. 10% of face value or less in Romania and
Ukraine)

Source: PricewaterhouseCoopers; Roland Berger BUD-99011-036-01-01.pptx
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Outsourcing and debt sale can be used to the benefi  t of the bank —

If used selectively and based on sound analytics

Criteria for deciding on outsourcing collection or sale of delinquent debt

Criteria for outsourcing [% of banks] Criteria for debt sale [% of banks] COMMENTS
Collection stage 80% Collection stage 64% e OQutsourcing and debt sale of
CEE banks is currently mainly
Product type 40% Eg,:g:ﬁi ;lustomer 50% based on rather static criteria
like collection stage and
Behavioral scoring 28% Product type 41% product type
; i hi » Selection of cases to
Customer segment 24% Relationship histor 36%
¢ :I ° P y :I ° outsource/sale however
Relationship history 24% Customer segment 27% Zﬂg}ﬂgige é)z;s_ed on additional
Discretion of — Future cust tential
: - 20% Below loan volume 23% uture customer potentia
collection unit | J2o% | 2% — Probability/ ease of
Current capacity 20% Behavioral scoring - 18% recovery
Future customer Discretion of * Additionally, good data
potential [ J20% collection unit | J18% systems are basis to assess
adequate pricing
Below loan volume :| 16% Above loan volume ] 9%
Above loan volume ] 8% Current capacity ] 9% .
Sound analytics are pre-
Discretion of sales unit |0% Discretion of sales unit |0% requisite to reap full benefits
from outsourcing/sale -
Other 0% Other :| 14% improvement potential at CEE
banks
B Top 3 criteria outsourcing [] Top 3 criteria debt sale

Source: Roland Berger BUD-99011-036-01-01.pptx
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Even after the crisis banks will need to keep an ey e on their debt

collection capabilities

Outlook: Debt Collection in CEE after the Crisis

Economic development in CEE stabilized but long term
prospects below pre-crisis levels

Establishing/

Credit portfolios remain under pressure — NPL ratios are Maintaining best

expected to stay elevated also mid-term practice collection
capabilities will be

a differentiator of
winning banks, both
in recovery of the
loan and client

Competition among collecting banks increases due to relationship
increased capacities & structural improvements

Debt collection will continue to be a substantial lever for
banks profitability

Source: Roland Berger BUD-99011-036-01-01.pptx
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Some CEE banks used technology to increase producti vity and

efficiency of their collection staff

Case Studies

CE: Using predictive dialer technology to CE: Increasing Efficiency through process
increase Call Center productivity automation & differentiation

» By introducing predictive dialer technology a bank » Through high level of process automation and

in Serbia could increase its call center productivity differentiation 1 a bank in Slovakia succeeded in
by 40% running it's retail collections with a share of only
~1% of its FTE (Median share of collection FTE in
» Predictive dialers systems call a list of telephone total ~4,4%) even during the crisis

numbers in sequence , screening out no-answers,
busy signals, answering machines and disconnected * Based on client segment , product and risk different

numbers while predicting at what point a human collection processes are initiated using low cost

caller will be able to handle the next call , thus communication channels (automated SMS, e-mail &

minimizing idle time of the phone collectors letters through central print center, Internet (Pop-up)

implementation is currently being thought of) for early

» The bank's collectors work in shifts to also cover stage & low risk cases

non business hours in the evening  — shifts are

rotated every 2 weeks to evenly distribute the peak ¢ Also loan restructuring offers  are sent

times across the collection teams and decrease staff automatically - if client starts to pay the new

attrition installment the system automatically sets back

delinquency and updates loan parameters —
personal follow up only if clients do not react

1) Combined with selective outsourcing & prudent risk management prior to the crisis

Source: Roland Berger BUD-99011-036-01-01.pptx
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A SEE bank evaluates new procedures with "Champion-  Challenger”

principle — others "bought" experience from outside the industry

Case Studies

SEE: Experimenting and assessing new strate- SEE: Recruiting experienced staff from mobile

gies using "Champion — Challenger" principle phone operators

« Striving to continuously improve its collection * In the context of strong economic growth and double
practice a SEE bank keeps experimenting and digit increase of real wages , collection was only of
adjusting its collection strategies & approaches minor concern to most Romanian banks, despite the
(e.g. adjusting segmentation & processes, personal retail lending boom of the past years

assignments, outsourcing, etc.) - o _ _
* As the crisis brought significant financial stress on

» To assess the impact of changes the Bank uses the households, many Romanian banks found them-
"Champion — Challenger" principle . It sets up two selves lacking capacity to cope with rapidly rising
different groups — one operating according to the defaults

current procedure ("Champion") while the other

group works with the new approach ("Challenger”) ¢ With the new priority of developing internal collect-
ion capabilities and too few experienced collection

» After a while of running both approaches in staff available, some banks referred to collection
parallel, the results are compared and the best experts from outside their industry
alternative is then selected — the new "Champion”
is then challenged again by new alternatives * Being known for having strong collection , banks

recruited staff from the leading mobile phone
operators Vodafone and/ or Orange to rapidly build
capable collection teams

Source: Roland Berger BUD-99011-036-01-01.pptx
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The crisis has exposed the weaknesses in collection systems —

Many CEE banks have started to adjust but still hav e a way to go

Conclusions for CEE banks

Well defined set
of processes

CEE Best practice banks use diversified processes linked  with analytics to handle
collection efficient & effectively — Many banks however are not that far yet and first need
to establish the analytical infrastructure (IT) & reliable data sets in order to do so

Banks have mostly built centralized and specialized units for retail debt collection — and
Dedicated in many cases have increased capacities during the crisis — large differences in Staff
collection units capacities however exist and might indicate room for efficiency improvement - e.g. by
use of current communication technology , selective outsourcing or staff training

Use of measurement and incentives nowadays is common in CEE retail collections —
Measurement & still about 30% of banks consider measurement and incentives one of their
Incentivation weaknesses . Banks should thus review their measurement practice and consider

introducing uncapped incentive systems

Many CEE banks IT systems collection functionality have proved to be a weak spot in
Supporting the course of the crisis - reducing efficiency and effectiveness of operations and preventing
infrastructure use of advanced analytics. Today one fifth of the banks is already upgrading - others

might be well advised to review functionality of their IT system with a long term view

Source: Roland Berger BUD-99011-036-01-01.pptx
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