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ABSTRACT

The non-performing exposures have been an issue of concern for the Greek
banks, financial markets and regulators for almost a decade. In this report
we examine 11 disclosed sale transactions of NPEs and NPLs in the Greek
banking sector during the period January 2018 — June 2019 as part of the
banks’ efforts to curtail their bad loans and cleanse the balance sheets. We
also calculate that the outstanding principal amount of the 9 NPE or NPL
portfolios with available data (out of the 11 deals) amounted to € 10,128
million over that period, implying that the sales of such portfolios was an
essential part of Greek banks’ restructuring strategy in line with the targets
set by the domestic and European banking authorities.
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AN OVERVIEW OF THE SALES OF
NPEs & NPLs IN THE GREEK
BANKING SECTOR

(NPE: Non-performing exposure) | (NPL: Non-performing loan)

1. INTRODUCTION

The non-performing exposures and non-performing loans have been an issue of
concern for the Greek banks, financial markets and regulators for almost a
decade. Greek banks (National Bank, Alpha Bank, Eurobank Ergasias, Piraeus
Bank and Attica Bank) currently hold in their balance sheets the highest
percentage level (45.1% of their total assets as of March 2019 1)) of NPEs-NPLs
in Europe. In this article, we review the recent and current events concerning the
sale transactions of Greek NPLs and NPEs in an effort to present the actions of
Greek banks to reduce this burden.

2. THE MARKET ENVIRONMENT & THE PROBLEM OF NPEs

The Greek market environment is not in any case ideal. The banks are exposed
to pressure from many fronts as all parties involved (shareholders, borrowers and
state authorities among others) are affected by and concerned with the issue of
the non-performing exposures.

Banks have to face their shareholders' demand for return maximization in terms
of dividend payment and stock market value. 21 In theory and under normal
conditions, the banks should rely much of their funding on the stock market but
for the time being their stocks are not performing well and as a result, Greek
banks are not attractive enough to raise capital from the investors. If that was not
the case, then Greek banks would be able to raise considerable capital from the
stock market to facilitate their growth and maximize shareholder value.

The regulation authorities posed an equally big concern, as both Bank of Greece
(BoG) and European Central Bank (ECB) has set standards for the Greek banks
in a very restrictive timeline regarding the reduction of their NPEs. For example a
legislature waiting for approval by the European Commission required from all
European Banks, including Greek ones, to cover their secured non-performing
loans, from 25% to 85% through collateral (residential and other commercial
properties) or other means, in a period of three to nine years after such loans turn
bad. In the same framework, banks should provide for at least 35% of their
exposures to unsecured loans two years after they go bad. [3]

Another critical factor comprised the stress tests that were performed in May

2018 by the Banking Supervision of ECB and showed a mean of 9pp capital
depletion under the adverse scenario for Greece’s four systemic banks. [4 The
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situation was already known but the tests came to formalize the urgency in
finding solutions to the problem, especially for Piraeus Bank who performed the
lowest scores compared to the other three systemic banks.

3. THE MEANS TO SOLVE THE PROBLEM

In May 2018, Bank of Greece proposed the creation of a Special Purpose Vehicle
(SPV) that would be responsible for operating all sales of NPEs-NPLs of the five
banks (i.e. the four systemic: National Bank, Alpha Bank, Eurobank Ergasias and
Piraeus Bank as well as the non-systemic Attica Bank). However, the banks had
the view that such a vehicle would not operate fast enough, and came with the
counterclaims that included the creation of either one SPV for each bank or one
SPV for each NPL sale. 5]

The objection of the banks seemed to be grounded as a similar attempt was
made in 2016 with the establishment of the "Single Special Liquidator in Greece",
also called as PQH, by the same authority. The PQH was established and
appointed by the Bank of Greece to act as the single liquidator for all credit and
financial institutions under special liquidation in Greece, but almost three years
later it had not yet made any sales. [e] Taking the aforementioned into account,
the proposal of BoG did not finally go ahead.

Since then and up until today, the Greek banks have proceeded into the sale of a
number of NPE or NPL portfolios to international funds and other institutional
investors. Nevertheless apart from the sale of NPE or NPL portfolios (the case
that will be discussed more analytically in the next section of this article), it should
be noted that another proposal related to a rather different way to reduce the
share of "toxic" assets on the balance sheets of Greek banks was suggested. In
particular it concerned ways such as sale of subsidiaries, merger or assignment
of NPE management to third parties. Some of the above actions were finally
implemented by the Greek banks.

In that context, the market witnessed the agreement of the repurchase and
merger of Grivalia Properties REIC (subsidiary of Eurobank Ergasias in the
property market) with Eurobank Ergasias that was finally completed in February
2019. [71 Also the same bank sold its subsidiary EPS (Eurobank Property
Services) to the Italian company Cerved. Moreover, Alpha Bank assigned the
management of its non-performing loans to Cepal Hellas, whereas Piraeus Bank
to Legacy Unit and Eurobank to FPS (Financial Planning Services).

4. THE DEALS (SALES OF NPEs & NPLs)

In total, eleven portfolios of secured or unsecured NPEs and NPLs were sold or
agreed to be sold by the Greek banks during the period January 2018 - June
2019. Alpha Bank and Piraeus Bank realized four agreements each during the
above period: Alpha Bank sold portfolios totaling €654 million whereas Piraeus
Bank’s four sales of portfolios settled at €722 million. National Bank, Eurobank
and Attica Bank each completed one deal. The total acquisition cost of the latter
three deals settled at €233 million.

VRS (Valuation & Research Specialists) 8



AN OVERVIEW OF THE SALES OF NPEs & NPLs IN THE GREEK BANKING SECTOR

More specifically, Alpha Bank agreed on January 5th, 2018 to sell an NPL
portfolio named “Mars” to a consortium made of Deutsche Bank AG and other
parties for €100 million. [g] The bank also sold on March 13th, 2018 the portfolio
“Venus” to B2Holdings ASA for €90 million [9], agreed to sell “Mercury” to Hoist
Finance AB for €76 million on November 29th, 2018 [10) and on the same date
sold “Jupiter” to Apollo Global Management LLC for €388.1 million. [11] The ratio
of acquisition cost to the aggregate outstanding balance settled at 2.43% for
Venus, 3.62% for Mercury and 36.75% for Jupiter.

FIGURE 1 Acquisition Cost (in € million)
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ALPHABANK I 7500
ALPHABANE  IE— 5000
ALPHABANK S 100.00

NATIONALBANK — 12000
ATTICABANK s 47.00
EUROBANKERGASIAS S 6600

On January 18th, 2018 Piraeus Bank proceeded with the sale of a portfolio of an
aggregate outstanding balance €200 million to Kruk Group with no additional
information concerning the particular deal being publicly available. [12) The other
two sales of year 2018 were those of portfolio “Amoeba” that was completed on
May 31st, 2018 for a total consideration of €432 million and was acquired by Bain
Capital Credit LP [13] and of portfolio “Arctos” that was sold to a joint venture
made of EBRD, IFC, APS Delta & Balbec Capital LP for a total consideration of
€50 million on July 2nd, 2018. [14] During the first half of 2019, Piraeus Bank was
the only Greek bank that sold a non-performing portfolio; total legal claims of that
NPE portfolio accounted for €535 million whereas the acquisition cost settled at
€240 million. [15

With regard to the remaining three sales of the Greek market in the period under
consideration the following deals materialized: (a) On June 21st, 2018 National
Bank sold a portfolio of unsecured exposures to Carval Investors LLC & Intrum
AB that jointly paid an amount of €120 million. [16] The acquisition cost settled at
6% of the outstanding principal amount. (b) On October 16", 2018, Eurobank
sold portfolio “Zenith” for €66 million to B2Holding ASA & Waterfall Asset
Management. [17] (c) Finally, on October 26th, 2018 Attica Bank sold a portfolio of
secured loans to Pimco Dynamic Income Fund & Qualco for €47 million equal
with 6.71% of the claims (aggregate outstanding balance). [1g]
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FIGURE 2

Acquisition Cost / Aggregate Outstanding Balance (%)
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FIGURE 3

Deals’ Acquisition Cost (in € million) by Date (January 2018 — June 2019)
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FIGURE 4 Aggregate Outstanding Balance (in € million)
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FIGURE 5 Acquisition Cost / Outstanding Principal Amount (%)
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FIGURE 6 Outstanding Principal Amount / Aggregate Outstanding Balance (%)
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From the data collected, the following conclusions can be drawn in synopsis:

- The aggregate acquisition cost of the 10 deals (sales of NPE or NPL portfolios)
with available information out of the total 11 deals that were examined settled at €
1,609 million.

- The outstanding principal amount (book value) of the 9 NPE or NPL portfolios
with available data (out of the total 11 deals) amounted to € 10,128 million.

- The aggregate outstanding balance (total legal claims) for the 9 NPE or NPL
portfolios with available data (out of the total 11 deals) accounted for € 14,480
million.

- With regard to the ratio “Acquisition Cost / Aggregate Outstanding Balance”
which was estimated for 8 cases (Figure 2), it is noted that five deals were
agreed at <10% whereas three deals ranged from 22% to 45% (“Jupiter’ by
Alpha Bank; “Amoeba” and a no-name deal by Piraeus Bank).

- The average ratio settled at 15.26%.
- With regard to the ratio “Acquisition Cost / Outstanding Principal Amount” which

was estimated for 9 cases (Figure 5), it is noted that five deals were agreed at
<10% whereas four deals ranged from 13% to 48%.

- The average ratio settled at 15.74%.
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- The ratio “Outstanding Principal Amount / Aggregate Outstanding Balance”
which was estimated for 7 cases (Figure 6), ranged from 44% to 95%.

- The average ratio settled at 62.12%.

5. HOW THE FUTURE LOOKS LIKE

As the targets set by BoG and ECB come closer to their term, the management
and shareholders of the Greek banks are even more urged to achieve them.

In a report released by the end of 2018, Morgan Stanley had estimated that in the
next three years Greece’s banks would pursue to reduce their NPEs-NPLs by
60%. The same report also raised the issue of a recapitalization of the banks by
€12 billion that was necessary towards a reduction of NPEs to 10% which
seemed to be the minimum percentage accepted by European Banking Authority.
[19] Later in March 2018, all banks had to set new goals regarding the reduction of
their NPEs-NPLs at the SSM (Single Supervisory Mechanism).

In June 2019, Eurobank’s management projected that the total market of NPLs
and NPEs managed by third parties, meaning “outside” the domestic banking
system, would surpass €50 billion until 2021. [20] Eurobank’s goal was to bring the
NPE ratio down to 16% until the end of 2019 and attain one-digit ratio in 2021.
Similar ambitious goals were set by all other three systemic banks, namely Alpha
Bank, National Bank and Piraeus Bank. [21]

At the same time in a report released in May 2019, Deutsche Bank estimated that
Greek Banks would be able to reduce their non-performing exposures at a higher
rate via clearances and sales. [22] [23]

In June 2019, HSBC in an investment report shared the view that the upward
trend in the Greek banks’ stocks was mostly due to the elections taking place in
the country but it added that the reduction of NPEs was on good track and
viewed as feasible the plans submitted by the Greek banks to the SSM. [24]

Also in June 2019, Eurobank announced an agreement with Celidoria concerning
the securitization of a non-performing residential mortgage loan portfolio with
gross book value of € 2 billion whereas more projects were under way. [25]

Finally, PQH (the Single Special Liquidator for all credit and financial institutions

under special liquidation in Greece) was about to sell the largest portfolio of
secured NPLs offered in the Greek market under the name “Ariadne”. [26]
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Data on the Sales of NPEs and NPLs in the Greek Banking Sector | Period January 2018 — June 2019

Total Legal Claims

Book Value Acquisition Cost / Acquisition Cost / Outstanding
REALISED or NOT DATE of YEAR of Asset Class . : (Aggregate : . s
at the Date of BUYER SELLER DISCLOSURE/  DISCLOSURE/  NPEs/NPLs (Secured / Acq”'.ﬁ!""” Costin 5 istanding .(o‘."s"a”d'"g Agg’ ega'el O“’?‘af‘d'lng P”"C'pa('j,/ Agg"fga'e Name of Portfolio
Announcement PUBLIC RELEASE ~ PUBLIC RELEASE Unsecured) million EUR) Balance) Principal Amount) - Outstanding Balance Principal Outstanding Balance
(in million EUR) (in million EUR) (%) (%) (%)
:'GGR'\I‘E'ESE?\‘FT DEUTSCHE BANK AG ALPHA BANK January 5 2018 NPLs Unsecured 100 - 420 - 23.81% - "Mars"
REALISED B2HOLDING ASA ALPHA BANK March 13 2018 NPLs Unsecured 90 3,700 2,000 2.43% 4.50% 54.05% "Venus"
SIGNING OF " .
AGREEMENT HOIST FINANCE AB ALPHA BANK November 29 2018 NPLs Unsecured 76 2,100 1,300 3.62% 5.85% 61.90% Mercury’
APOLLO GLOBAL
REALISED MANAGEMENT, LLC&  ALPHA BANK November 29 2018 NPLs Secured 388 1,056 - 36.75% - - “Jupiter”
IFC
PIMCO DYNAMIC
REALISED é"éﬁiﬁ ;ig?é& ATTICA BANK October 26 2018 NPEs + NPLs Secured 47 701 351 6.71% 13.39% 50.11% "Metexelixis"
SERVICER
REALISED Cﬁfgiﬁm}éﬁﬂggs NATIONAL BANK June 21 2018 NPLs Unsecured 120 - 2,000 - 6.00% - “Project Mirror"
REALISED KRUK GROUP PIRAEUS BANK January 18 2018 NPLs Unsecured - 200 - - - - -
REALISED BAIN CAPITAL CREDIT 50 AEUS BANK May 31 2018 NPEs Secured 432 1,950 1,450 22.15% 29.79% 74.36% “Amoeba"
REALISED EBB'?ADL’BIE?:Y (?ESIPISLLIPA PIRAEUS BANK July 2 2018 NPEs Unsecured 50 2,238 1,000 2.23% 5.00% 44.68% “Arctos”
B2HOLDING ASA, EUROBANK
REALISED WATERFALL ASSET ERGASIAS October 16 2018 NPLs Unsecured 66 2,000 1,100 3.30% 6.00% 55.00% "Zenith"
MANAGEMENT
SIGNING OF DAVINSON KEMPNER
AGREEMENT CAPITAL PIRAEUS BANK June 10 2019 NPEs Not-Disclosed 240 535 507 44.86% 47.34% 94.77% -
MANAGEMENT LP
Source: Official announcements, press reports
14
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