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Relevance of Counterparty Credit Risk

Most pressing needs

= Multi-strategy funds
= Hedge fund firms with multiple legal entities

= Funds with multiple products — OTC derivatives, repos and other
collateral-related transactions
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Evolution of Counterparty Credit Risk

= Limited understanding of the exposure to any given trading counterparty

= Long process to aggregate exposure to a single counterparty

= A simple position aggregation exercise will not provide an accurate view
of risk and exposure

= Sell side tools and techniques for aggregation and limit management are
not widely available in the alternative investment management industry

= Limited appetite to invest in expensive tools and systems
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Two Dimensions of Counterparty Risk

1. PREVENT

Risk Analyses

Aggregation logic

Exposure monitoring processes

Due diligence and site visits
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Monitoring Analyses

Counterparty Health Methods

Market- Accounting
Credit Ratings Information Analytic
Driven Approaches

Fundamental
Credit Analysis
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Exposure Aggregation Logic
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Sample aggregation metrics:

= Gross/Net Receivables and = Net at Risk
Payables =  Maximum at Risk
= MTM = Add-on

= Gross Exposure
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Emerging Counterparty Risk Management Practices

Description Buy Side Sell Side

Use of relevant and forward-looking metrics 4

Monitor exposure pertaining to prime brokers, custodians
and other third parties

Availability of common data across business lines

Ability to monitor and react to market events

Consistency of risk measures, analytics and data across
the firm

Identify acceptable counterparties and exposure

Assess the implication of market stress events on the
value of the collateral

Model risk identification and control

Trade confirmation and reconciliation process

Reporting, processing capabilities and technology

Correlation between market and credit risk
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Approach

High level steps to address the challenges of implementing a counterparty credit risk

management framework include:

Current State Analysis Gap Analysis Design and Implementation

T

Risk Counterparty Counterparty
Management Exposure & Health .

Gaps

Business Counterparty

Analysis Analysis

RESPONSIVE

Exposure Claims and
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Deloitte

This presentation contains general information only and Deloitte is not, by means of this presentation, rendering accounting,
business, financial, investment, legal, tax, or other professional advice or services. This presentation is not a substitute for such
professional advice or services, nor should it be used as a basis for any decision or action that may affect your business. Before
making any decision or taking any action that may affect your business, you should consult a qualified professional advisor.

Deloitte, its affiliates, and related entities shall not be responsible for any loss sustained by any person who relies on this
presentation
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