
 

 

Discussion paper on Exposure Management 

 

The structuring of the financing determines the exposure at risk. The exposure at risk is 

the total amount outstanding and receivable from the borrower at a certain moment in time 

(including debt service outstanding). Exposure management of assets and liabilities should be 

based on the maturity structure and interest rates,  

 

Definitive exposure (gross/ net) notional amounts 

Total exposure on a debtor for authorisation purposes has to be calculated as the sum of: 

• Principal and financial derivatives exposure, or as settlement exposure when this is 

higher. 

 

Distinction between three categories of exposure: 

• principal exposure: all approved exposure (e.g. loans, credit facilities, bank guarantees), 

which can not be mentioned under the other two categories; 

• financial derivatives exposure: the net risk from doing business in financial derivatives and 

FX forward transactions -calculated by the original exposure method (OEM) for 

corporates- which the bank is prepared to take on the client; 

• settlement exposure: under this heading exposure on a particular day resulting from  

FX spot transactions, from settlement of FX forward transactions and intra-day 

transactions should be booked. 
 

Mitigants of Exposure at risk 

Exposure will be capped by limit setting according to which assets a bank is prepared to 

finance or according to the maximum amount which a bank is prepared to put at stake 

regarding the risk in a certain client. 

 

Limits (to cap exposure) 

Normally distinct kinds of loans or advances are capped by limit in a notional amount but 

these kind of financing could be subject to risk weighting.  
For corporates only Notional Limits have to be approved in the normal credit process in order to 

restrict the volume of the business under net risk limits. 

Exposure on derivatives normally is capped by a net limit (mark to market plus add on). The 

Net Risk Limit for Repo transactions or derivatives shows the maximum allowable credit risk exposure 

resulting from the mark-to-market value plus add-on for all Repo contracts with the relevant 

counterparty. Net Risk Limits have to be approved in the normal credit process.  

Country Limit availability has to be verified for counterparties and securities used in Repo 

transactions, as applicable. 
 

Setting limits   

limit types (principal   

bottom up principal amount based on individual application (Notional amount / risk weighted 

amounts) 

• the limit based on the rating and tenor matrix 

top down based on  

• collateral to cap the limit; 

• (tier 1) net worth to cap the limit,  
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Collateral/ protection to determine the exposure limit 
 

The exposure at risk may be mitigated by collateral or (mutual) guarantees, sureties.  

In case of a guarantee contingent risk has to be taken into account. Contingent Risk can lead 

to exposure at risk with the guarantor.  

 
Borrowing base methodology to determine the limit. Exposure in relation to collateral. 

Collateral/ protection should be provided by the customer to bring the exposure up to the 

required limit.  

 

Calculation of maximum acceptable exposure in % of bookvalue of the collateral to determine 

the limit. The tenor drives the limit. 

 
term Deposits/ cash 

collateral 

securities premises inventory receivables 

1 month 100% 70% 85% 80% 80% 

3 months 100% 70% 85% 50% 50% 

1 year 100% 70% 85% 50% 50% 

3 years 100% 70% 85% 30% 20% 

      

 

Somebody delivers his house as collateral the maximum exposure the bank will accept is 85% 

of the bookvalue. This will set the limit for the loan at 85%.  
 

You have to assess whether the liquidity of the borrower will enable him to provide for the 

remaining cash flow required.  

 

 

Rating (and tenor) to determine the exposure limit. 
 

Tenor (facility and deals) tenor matrix  

In order to reduce the risk of loss from bank’s exposures, a matrix was introduced which, 

based on internal counterparty ratings, restricts the maximum tenors up to which exposures 

may normally be incurred.  

 

Simple table containing exposure based on (internal) rating determined by expert judgement 

 
R-

Score 

rating Limit/ 

exposure 

1 Unacceptable  0% 

2 loss 0% 

3 doubtfull 50% 

4 Acceptable  100% 

5 good 100% 

6 excellent 100% 

   

 

 

The table provides limits as % of the financing applied for by the counterparty, the remaining 

part of the loan amount required should be provided by another bank or by the borrower 

himself.  
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Summary of credit application containing protection & collateral 

Open the credit report with a brief summary, following the lay-out below, explaining the most 

important aspects of the report. In the summary, emphasise all the risk aspects that may be relevant to 

the decision-making procedure.  

In sub-paragraph 8.3.2. a complete blank model of the standard lay-out is presented. 

 

 

Client(s):    State the full legal name of the client(s).  

Application:    State the application, including the term and give the 

proposed internal review date.   

Purpose:    Give a brief description of the purpose, f.e. working capital. 

Existing exposure:   State the three categories of existing exposure of the client(s) 

and of the group: 

     - principal exposure; 

     - financial derivatives exposure; 

     - settlement exposure.  

Total exposure:   State the three categories of exposure of the client(s) and the 

group after approval: 

     - principal exposure; 

     - financial derivatives exposure; 

     - settlement exposure. 

Existing protection:   Give a brief summary of the existing collateral, support, 

covenants and conditions. 

Changes in protection:   Give a brief summary of new, additional and/or release of 

protection.  

Financial risk score:   State the score determined in the credit report concerned 

followed in brackets by the previous financial risk score. 

Credit risk score:   State the score determined in the credit report concerned 

followed in brackets by the previous credit risk score. 

Loan quality classification:  State the loan quality classification followed in brackets by 

the previous classification (see 12.2). 

 

 

 

 

This part should contain a very brief verbal explanation of issues which summarise the key sections of 

the credit report. For instance: 

- a short description of the company involved, the company structure and its core business(es) 

together with relevant market information; 

- a judgment on the financial position and performance of the company or guarantor taking into 

account the near future expectations, projections or the market outlook for the coming period 

resulting in an opinion on solvency, liquidity and profitability; 

- the main risks the company is exposed to and how the company mitigate these risks; 

- the purpose, structure and collateralisation of the application; 

- any other justification for providing the facilities. 

 

 

Granting body of the Bank organization  

State in appropriate cases the following divisions of the organization:  

- the member banks; 

- Bank Nederland, indicating the domestic or foreign branch;  

- De Lage Landen; 

- Nedship. 
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In the event that a client has been granted products or facilities by more than one division of the Bank 

organization, the CAM will play an important role in the collection and recording of the various 

products and facilities.  

 

Name of the counterparty  

State clearly the name of the counterparty if this differs from the name of the party in the General 

Information section. 

 

Type of product/facilities  

State the name of the product or facility. In the case of loans, also state the year (4) in which they were 

granted.  

 

Exposure  

Give a statement of the exposures by product or facility, and of the total of the exposure of all products 

and facilities per category (principal, financial derivatives, settlement).  

The exposures which must be reported are:  

- for loans, the actual exposure on the basis of the outstanding amount of the loan; 

- for credit facilities, the nominal exposure on the basis of the maximum nominal amount of the 

facility; 

- for off-balance sheet products (financial derivatives), the risk-weighted exposures, for which 

the calculations are given in section 6 of the manual; 

- for settlement, the nominal exposure (= settlement limit).  

 

Exposure on derivatives 

The bank is exposed to the potential costs of replacing in the market the cash flows lost through 

counterparty default. The extent of the risk will depend on both the length of the contract and the 

volatility of the interest rates on which the derivative is based. 

 Existing Exposure 

Divided into four sections: 

 

- exposure on own bank organization; 

- protection in favour of the Bank organization; 

- use of facilities from the Bank organization. 

- exposure on other banks; 

 

Exposure own Bank organization 

Give a complete overview of the existing exposure. A distinction between the three categories of 

exposure (principal, financial derivatives and settlement) is necessary. Although a standard survey of 

exposure would be preferable, this will not always be possible. For your convenience a table for this 

information is presented below.  

In the case that the standard table cannot be used, the aspects which must in any case be stated in the 

survey for each product or facility are set out below.  

 

• Make a separation between long-term and short-term products or facilities. 

• Produce sub totals for each type of product or facility. 

 

also the value of the ceded rights on contractual benefits (intangible assets) could lead to a less than 

100% weighting of the exposure at risk should be motivated thoroughly, reflecting the value of the 

underlying contracts, including such aspects as the legal qualification of contracts, quality of the end 

users, terms of the rental contracts and asset (residual) values. 
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Use of Own Bank facilities 
This refers to the actual use of credit facilities with a nominal exposure, such as an overdraft on 

current account.  

Where possible, give an indication of the return on the client in the context of the use of the various 

products and facilities.  

 

Outstanding 

Give for each product or facility the amount that is outstanding on the date the application will be 

prepared. This may be accomplished by means of a Statement of Outstanding Risk (S.O.O.R.) 

 

Redemption/maturity/expiry date  

For straight-line loans state the amount of periodic repayments, and for bullet loans the expiry date.  

If there is a grace period state the date on which the first repayment is due.  

A redemption scheme should be prepared 

 

Protection own Bank 
For each facility, prepare a separate overview of any protection that has been agreed. In the summary 

of the collateral make a distinction between the asset backed collateral (e.g. mortgage), support (e.g. 

guarantees) and the restrictions and conditions (e.g. covenants). 

The coverage value of collateral is not calculated here but in Part VIII.  

The pledge of assets as collateral could lead to a less than 100% weighting of the exposure at risk 

should be motivated thoroughly, reflecting the value of the underlying assets or including such aspects 

as asset (residual) values. 

 

Exposure and Protection from other banks 
Give a summary of any facilities of which you are aware that the client has with other banks.  

Indicate whether protection has been provided or promised and the type of protection. 

What is our position in relation to other banks (also look to the (remaining) term of the loan). 

Assess holding risk possibilities and material adverse conditions. 
 

 


