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Understanding non-retail exposures and their associated risk metrics is
crucial for financial institutions, regulators, and investors aiming to
assess credit risk management, capital adequacy, and overall financial
health. As at 30 June 2021, the non-retail exposure landscape has been shaped
by various factors, including economic conditions, regulatory standards, and
internal risk management practices. This article provides an in-depth
exploration of non-retail exposures as of this date, focusing on key metrics
such as Exposure At Default (EAD) post Credit Risk Mitigation (CRM), Loss
Given Default (LGD), and their weighted averages, to offer comprehensive
insights into the risk profile of these exposures.

Understanding Non-Retail Exposures

Definition and Scope
Non-retail exposures encompass credit facilities extended to corporate
entities, financial institutions, and sovereigns, excluding retail portfolios
such as individual consumer loans and credit cards. These exposures typically
involve larger, more complex transactions with different risk characteristics
compared to retail portfolios.

Key Characteristics
- Larger ticket sizes: Non-retail exposures often involve substantial
amounts, translating into significant risk implications.
- Diverse borrower profiles: From large corporations and SMEs to government
entities.
- Complex collateral structures: Collateral arrangements can be
sophisticated, involving multiple asset types.
- Varied maturity profiles: Ranging from short-term working capital to long-
term project financing.



Exposure at Default (EAD) Post Credit Risk
Mitigation (CRM)

What is EAD?
Exposure At Default (EAD) represents the estimated outstanding amount a bank
expects to be owed at the time of a borrower's default. It is a critical
component in credit risk modeling and capital calculations.

Impact of Credit Risk Mitigation
CRM strategies, such as collateralization, guarantees, and netting
agreements, reduce the effective EAD by shielding the lender from potential
losses. The EAD post-CRM reflects the adjusted exposure considering these
mitigants, offering a more accurate risk assessment.

EAD Post CRM as of 30 June 2021
At the reporting date, the total EAD for non-retail exposures post CRM stood
at a significant figure, representing the bank's total risk-weighted exposure
from corporate and sovereign loans after accounting for mitigants.

Factors Influencing EAD Post CRM
- Collateral quality and value: Strong collateral reduces EAD.
- Guarantees and insurance: Risk transfer mechanisms further lower EAD.
- Netting arrangements: Offset exposures across different transactions or
counterparties.
- Loan structure: Revolving vs. term loans impact EAD calculations.

Risk Metrics: LGD and Its Significance

Understanding LGD
Loss Given Default (LGD) measures the proportion of the exposure that a bank
expects to lose if a borrower defaults, after considering recoveries from
collateral or guarantees. It is expressed as a percentage.

Importance of LGD in Credit Risk Modeling
LGD influences the bank’s capital adequacy and risk-weighted assets. Lower
LGD indicates effective risk mitigation and better recovery prospects,
reducing capital requirements.



Weighted Average LGD as of 30 June 2021
The weighted average LGD for non-retail exposures reflects the overall loss
severity expectation, considering the distribution of exposures across
various sectors, collateral types, and borrower profiles.

Calculating Weighted Average LGD
- Data Inputs:
- Individual exposure LGDs
- Corresponding EADs
- Calculation Method:
- Sum of (LGD × EAD) across exposures divided by total EAD

This metric provides a nuanced view of potential losses, factoring in the
size and risk profile of each exposure.

Overall Risk Profile of Non-Retail Exposures as
at 30.06.2021

Exposure Distribution
The non-retail portfolio is diversified across multiple sectors such as
manufacturing, services, infrastructure, and financial institutions. Sectoral
distribution influences overall risk metrics, as some sectors may inherently
carry higher LGD or EAD post CRM.

Risk Mitigation Effectiveness
Effective CRM strategies have contributed to lowering the EAD and LGD
figures, enhancing the resilience of the bank’s non-retail portfolio.

Comparative Analysis
- Pre-CRM vs. Post-CRM EAD: Significant reductions observed post CRM,
indicating robust risk mitigation.
- Sector-wise LGD variations: Some sectors exhibit lower LGD due to better
collateralization, while others may be more vulnerable.

Regulatory and Economic Context



Basel Framework and Capital Requirements
Regulatory standards such as Basel III emphasize accurate measurement of
credit risk through metrics like EAD and LGD. The data as of 30 June 2021
aligns with these standards, ensuring compliance and appropriate capital
buffers.

Economic Conditions Impacting Non-Retail Exposures
The economic environment in mid-2021, shaped by recovery efforts post-
pandemic, influenced exposure levels, collateral values, and borrower
creditworthiness, thereby affecting EAD and LGD metrics.

Implications for Stakeholders

For Banks and Risk Managers
- Monitor EAD post CRM and LGD trends to identify emerging risks.
- Optimize CRM strategies to further reduce risk metrics.
- Use weighted averages to inform provisioning, capital planning, and
portfolio management.

For Regulators
- Ensure banks maintain accurate and conservative risk assessments.
- Use aggregated data to assess systemic risk exposure.
- Promote transparency and adherence to Basel standards.

For Investors and Analysts
- Evaluate the risk-adjusted performance of banking institutions.
- Understand exposure profiles and risk mitigation effectiveness.
- Make informed investment decisions based on robust risk metrics.

Conclusion

As at 30 June 2021, the non-retail exposure portfolio reflects a carefully
managed risk profile, characterized by significant EAD post CRM and a
calculated weighted average LGD that indicates effective risk mitigation
strategies. The importance of these metrics lies in their role in regulatory
compliance, capital adequacy, and strategic decision-making. Continuous
monitoring and improvement of CRM techniques, combined with accurate
measurement of LGD, are essential for maintaining financial stability and



resilience in an ever-changing economic landscape.

In summary, understanding the detailed dynamics of non-retail exposures,
especially through metrics like EAD post CRM and weighted average LGD, helps
stakeholders navigate risks more effectively and supports the overall health
of the banking sector.

Frequently Asked Questions

What does 'As At 30.06.2021 Non-Retail Exposures EAD
Post CRM' refer to?
It indicates the exposure amount for non-retail exposures as of June 30,
2021, after applying credit risk mitigation techniques, specifically the
Exposure at Default (EAD) calculated post-CRM adjustments.

How is the 'Weighted Average LGD (%)' calculated for
non-retail exposures?
The Weighted Average LGD (%) is calculated by multiplying each exposure's LGD
by its respective EAD weight, summing these products, and dividing by the
total EAD for all exposures, providing an average loss given default weighted
by exposure size.

Why is the post-CRM EAD important in risk
assessment?
Post-CRM EAD reflects the adjusted exposure considering credit risk
mitigation measures, offering a more accurate measure for capital requirement
calculations and risk management.

What trends can be observed in the Weighted Average
LGD (%) as of June 30, 2021?
Typically, trends can indicate whether overall loss severity has increased or
decreased, reflecting changes in asset quality, collateral values, or risk
mitigation effectiveness, though specific trend analysis requires detailed
data.

How does the EAD impact the calculation of risk-
weighted assets (RWA) for non-retail exposures?
EAD serves as a key component in RWA calculation, as higher EAD values
increase the risk-weighted asset amount, influencing the capital reserves a
bank must hold.



What is the significance of analyzing the 'Weighted
Average' in this context?
Analyzing the weighted average provides an overall measure of credit risk
severity across the portfolio, accounting for varying exposure sizes and LGD
estimates.

How might changes in the LGD (%) affect the bank’s
capital adequacy ratio?
An increase in LGD (%) would raise expected losses, potentially decreasing
the capital adequacy ratio unless offset by provisions or risk mitigation,
while decreases have the opposite effect.

What role does the CRM (Credit Risk Mitigation) play
in adjusting EAD?
CRM techniques, such as collateral or guarantees, reduce the effective EAD by
mitigating potential losses, leading to more accurate risk assessments.

Are there industry benchmarks for 'Weighted Average
LGD (%)' in non-retail exposures?
Yes, industry benchmarks vary by sector and region, but generally, lower LGD
percentages indicate better collateralization or risk management, while
higher LGD values suggest higher potential losses.

How can organizations improve their 'As At' risk
metrics for non-retail exposures?
Organizations can improve these metrics by enhancing credit risk mitigation
strategies, diversifying portfolios, strengthening credit underwriting
standards, and monitoring exposure quality regularly.

Additional Resources
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---

An In-Depth Examination of Non-Retail Exposures as at 30 June 2021: EAD Post
CRMR, RM’000, and Risk Metrics

The financial industry’s continually evolving risk landscape requires
rigorous analysis and transparent reporting. Among the core metrics that



underpin credit risk management are the Exposure at Default (EAD), Loss Given
Default (LGD), and their associated weighted averages. As at 30 June 2021,
the non-retail exposures—representing loans and credit facilities extended to
corporate, sovereign, and other non-retail clients—are subject to detailed
scrutiny to assess risk concentrations and resilience.

This article explores the nuances of non-retail exposures as at mid-2021,
examining the significance of EAD post Credit Risk Mitigation (CRM), the
implications of weighted average LGD, and the evolving regulatory landscape
influencing these figures. Through a comprehensive review, we aim to
elucidate the key insights and trends that shape non-retail risk management
strategies.

---

Understanding the Core Metrics: EAD, LGD, and Their Significance

What is EAD and Why Does It Matter?

Exposure at Default (EAD) represents the estimated value of a bank's credit
exposure at the moment of default. It provides a snapshot of potential loss
and is fundamental in calculating risk-weighted assets (RWA) under Basel
regulations. Post-CRM, EAD reflects the residual exposure after considering
collateral, guarantees, or other credit risk mitigation techniques.

In the context of 30 June 2021, the EAD figure—denoted as RM’000—captures the
aggregate of non-retail credit exposures adjusted for CRM effects, offering a
more accurate picture of potential losses.

The Role of LGD in Credit Risk Assessment

Loss Given Default (LGD) quantifies the proportion of exposure that a bank
expects to lose if a borrower defaults, expressed as a percentage. It
incorporates factors such as collateral recovery, guarantees, and legal
considerations.

Weighted Average LGD across a portfolio provides insight into the overall
loss severity, guiding risk appetite and pricing strategies.

---

The Data Snapshot as at 30 June 2021

The period ending June 2021 marked a pivotal point for banks worldwide amid
lingering uncertainties from the COVID-19 pandemic. Non-retail exposures,
often comprising large corporate loans, sovereign debt, and other
institutional credits, formed a significant part of the banks’ asset bases.

Key Figures (Hypothetical Example for Illustration)

- Total EAD Post CRMR: RM 15,000,000,000



- Weighted Average LGD: 35%
- Average Exposure Weighted by EAD: RM 1,000,000 per obligor

Note: Actual figures vary by institution and jurisdiction; the following
analysis assumes hypothetical, representative data.

---

Deep Dive into Non-Retail Exposure Dynamics

Composition and Segmentation

Non-retail exposures encompass several categories:

- Corporate Lending: Loans to large and medium-sized enterprises across
sectors such as manufacturing, services, and real estate.
- Sovereign and Public Sector: Government bonds and loans extended to state
entities.
- Institutional and Other Non-Retail: Exposures to financial institutions,
infrastructure projects, and specialized sectors.

Understanding the segmentation helps in assessing risk concentrations and
strategic implications.

Risk Mitigation Strategies and Their Impact on EAD

Post-CRMR (Credit Risk Mitigation after Collateral and Guarantees), the EAD
figures account for collateral, guarantees, and other risk mitigation tools.
This adjustment reduces the effective exposure, thereby influencing risk-
weighted assets and capital adequacy ratios.

Common CRMs include:

- Collateralized assets (real estate, receivables)
- Guarantees from third parties
- Credit derivatives

The effectiveness of these tools directly affects the EAD and LGD figures,
emphasizing the importance of robust collateral management.

---

Analyzing the Risk Metrics: Trends and Implications

Exposure Trends as at 30 June 2021

Compared to previous periods, non-retail exposures saw the following trends:

- Moderate Increase in EAD: Driven by sectoral recoveries and new credit
facilities.
- Concentration Risks: Elevated exposure to certain sectors like real estate



and infrastructure.
- Risk Mitigation Effectiveness: Enhanced due to stricter collateral
standards post-pandemic.

LGD: Factors Influencing Loss Severity

The weighted average LGD as at mid-2021 stood at approximately 35%. Several
factors influenced this figure:

- Collateral Quality: Increased emphasis on high-quality collateral to
mitigate potential losses.
- Legal Frameworks: Strengthened legal processes improved recovery prospects.
- Market Conditions: Volatility in asset prices, especially in real estate,
affected LGD estimates.

Relationship Between EAD and LGD

The interplay between EAD and LGD is critical:

- Higher EAD with low LGD may indicate prudent risk management.
- Conversely, elevated LGD suggests potential vulnerabilities, especially if
coupled with large exposures.

---

Regulatory and Economic Context

Basel III and Capital Adequacy

Regulatory frameworks, notably Basel III, influence how banks measure and
report non-retail exposures. The focus on RWA, leverage ratios, and capital
buffers compels institutions to maintain prudent EAD and LGD estimates.

Impact of COVID-19 Pandemic

The pandemic introduced unprecedented stress, prompting:

- Reassessment of Risk Parameters: Including LGD recalibrations based on
economic forecasts.
- Enhanced Credit Monitoring: To manage deteriorating asset quality.
- Provisioning: Elevated allowances to cover potential losses, affecting
capital ratios.

---

Challenges and Opportunities in Managing Non-Retail Exposures

Challenges

- Data Accuracy and Consistency: Ensuring reliable EAD and LGD calculations
amid changing collateral values.



- Concentration Risks: Managing sectoral and counterparty exposures to
prevent systemic shocks.
- Legal and Operational Risks: Navigating legal frameworks for collateral
enforcement.

Opportunities

- Advanced Analytics: Leveraging machine learning for predictive risk
modeling.
- Portfolio Diversification: Spreading exposures across sectors and
geographies.
- Enhanced Risk Mitigation: Innovative tools like credit derivatives and
securitization.

---

Conclusion: Strategic Insights and Future Outlook

As at 30 June 2021, non-retail exposures reflected a cautious yet adaptive
stance by financial institutions. The EAD post-CRMR figures showcase the
importance of effective credit risk mitigation, while the weighted average
LGD underscores the potential severity of losses in adverse scenarios.

Moving forward, banks must continue refining their risk measurement
methodologies, integrating macroeconomic forecasts, and strengthening legal
and operational frameworks. The evolving regulatory landscape and the ongoing
economic recovery present both challenges and opportunities to optimize risk-
return profiles.

In an environment characterized by uncertainty, transparency in reporting and
proactive risk management remain paramount. The metrics discussed—EAD post-
CRMR, RM’000 exposure figures, and LGD—are not merely figures on a report but
vital indicators guiding strategic decisions, ensuring financial stability,
and safeguarding stakeholder interests.

---
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Note: The figures and trends presented are illustrative. For precise data,
refer to the respective financial institution’s published reports and
regulatory filings as at 30 June 2021.
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