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1 zebl/introduction




Over the last sixteen years zeb/ has acquired a leading position for providing
advisory services to banks and other financial services companies

Company data (as of: 05/2008)

* Beginning of the business activity: 1992
* 87 m EUR of turnover in 2006
* 41 partners

* 640 employees
whereof 325 management consultants, 195 IT developers and IT consultants

* Projects in Germany, Austria, Switzerland, Luxembourg, Liechtenstein and
Central and Eastern Europe

» Offices: Berlin, Budapest, Frankfurt/Main, Hamburg, Kiev, Munich, Miunster, Prague,
Ulm, Vienna, Warsaw and Zurich




As an industry specialist zeb/ covers all consulting areas for financial services
companies

Overview of zeb/ competences

April 2008

Strategy

« Strategic reorientation
» Merger and integration management
+ Restructuring

Sales strategies in corporate business

» Sales strategies/Sales control

* Support concepts

» Optimising the interfaces between
market/production

Sales strategies in retail business
» Sales strategies

» Support concepts

» Sales control

Asset management

« Strategic orientation

* Investment processes
 Controlling/reporting

Controllin
* Steering concepts

* Profit controlling

+ Sales controlling

» Cost accounting/productivity

Credit risk and operational risks

* Basel Il

» Development & implementation of rating &
risk-adjusted pricing

+ Portfolio management

Market risk management

* Interest rate management

+ Asset allocation and limit systems

* Integrated treasury management

Strategic and regulatory risk management

Organisation and process management

» Bank wide risk management
* Basel Il

* IFRS Finance Integration

» Regulatory Reporting

* Restructuring

+ Capacity management

* Increasing efficiency and quality

* Interface Management Front-/Back office
 Outsourcing

 Transaction banking

 Development of controlling and risk
management software

* Evaluations

* IT-Consulting

IT / SAP Banking

» Advisory

» Business and T concepts

» Data modelling and SAP-BI
* Implementation

 Excellence in Leadership
+ Sales Trainings

» Expertise Trainings

Coaching and Training

+ Sales and Controlling Academy
* In-house Seminars
* Expert Panels

zeb/rolfes.schierenbeck.associates

zeb/Prague introduction -6



zeb/ has conducted projects for financial institutions of various size
and business focus —its customers are located in Western Europe and CEE

Selected zeb/ clients

[Western Europe]

COMMERZBANK HVLGW

S|E|B Deutsche Bank

&l Postbank M %UBS

norisbank comdirect E

BANKENGRUFPE

countries with

- zeb/ local
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i
E‘! HSH NORDBANK NORD/LB [Central and Eastern Europe]

Raiffeisen Bank Folska S.A. PrivatBank A
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J - SUISSE VOLKSBANKEN-AG Member of RZB Group B@S e
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Bank 1§ .57 [Bww=xc A BGZ S.a.
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2 zeb/references




zeb/ has already gathered extensive project experience
in central and eastern Europe concerning Basel Il topics

zeb/ project references in CEE (I)

= Basel Il implementation

- Risk management conception under Basel Il requirements (pillars 1 and 2)
- Introduction of the calculation kernel and of zeb/ data warehouse
- Data quality management and analysis of the IT-systems
- IRB Approval in Vienna and all CEE subsidiaries
- Support for review of all IRB approval document
- Securing of completeness for local and central documents
- Clarification of business gaps between head office and subsidiary
= ICAAP implementation in Raiffeisenbank Poland
- Review of the local documentation concerning risk management
- Gap-analysis of the documentation with regard to the group and local ICAAP requirements
- Suggestions of handling measures in order to close the identified gaps
- Set up ICAAP implementation plan
= ICAAP implementation in Raiffeisenbank Slovenia
- Review of the local documentation concerning risk management
- Gap-analysis of the documentation with regard to the group and local ICAAP requirements
Suggestions of handling measures in order to close the identified gaps
Set up ICAAP implementation plan
ICAAP Implementation

Group

" = |RB Approval in Vienna
ERSTE 5 - Support for the preparation and handling of legal condition
BANK - Structuring of central and local legal conditions regarding identical issues
= |RB Approval in Erste Bank Croatia
- Support for the review of all IRB approval document
- Securing of completeness for local and central documents
- Clarification of business gaps between head office and subsidiary

- Implementation of Basel Il requirements in all CEE subsidiaries
- Coordination of Rollout process, business support of all subsidiaries (Retail and Non-Retail), in house-consulting

zeblbusiness_breakfast zeb/rolfes.schierenbeck.associates
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zeb/ has already gathered extensive project experience
in central and eastern Europe concerning Basel Il topics

zeb/ project references in CEE (ll)

= |RB Approval process
V VOLKSBANK AG - Support for the preparation and conduction of IRB approval process
- Preparation and support for handling of legal condition
- Preparation and support for subsidiaries regarding IRB onsite-examination
= |CAAP implementation
- Support in the implementation of Austrian requirements of ICAAP
- Preparation of risk steering regarding ROEC-steering
- Support for the implementation of at bank-wide risk steering unit
= Basel Il Rout Out CEE
- Status Quo Analysis regarding Basel Il implementation in subsidiaries
- Set up of the project organisation and project tools
- Development of specific implementation plans for all subsidiaries
- Business support regarding Basel 1l implementation

VOLKSBANK Rollout support for CEE subsidiaries concerning Basel Il and calculation kernel Riwa
INTERNATIONAL - Workshops for risk executive directors, for credit risk, risk controlling and auditing division directors and for staff of credit
Sraccan srwalan, Exading bordrs. risk, risk controlling and IT divisions

- Assuring knowledge transfer in case of local supervisor audit concerning Basel Il implementation in the subsidiaries

»= Rollout for internal audit
- Workshop and tests for internal audit staff concerning Basel Il know-how and calculation kernel Riwa
- Detailed transmission of know-how concerning group and local reporting requirements, Basel Il national discretions and
parameterisation of the calculation kernel

Basel Il implementation
BAWAG - Suppqrt in_ the implementatiqn of Basel Il requ_irements in the fort_eign subsi_diaries _
PSK - Coordlna_\tlon of the Rollout in the CEE countries (Czech Republic, Slovenia and Slovakia)
- Conception of corporate group management under Basel Il requirements (pillars 1 and 2, including customer segmentation,
default definition, capital requirements, reporting and risk strategy)
- Data quality management and analysis of the IT-systems
ICAAP implementation at Slovenian subsidiary
- Review of the local documentation concerning risk management
- Gap-analysis of the documentation with regard to the group and local requirements
- Suggestions of handling measures in order to close the identified gaps

i
-
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Exemplarily zeb/ supports the ICAAP implementation in the RZB group
on the central and local level

RZB Group — ICAAP Projects

ICAAP on group level: RZB Basel Il ICAAP projects

Development of the overall and risk strategy for each risk type
Implementation of a Risk Assessment Scoring System
Support of the implementation of the risk transformation
Conception risk steering on the basis of risk earning ratios
Capital allocation and limit system on the basis of risk earning
ratios

Concept risk bearing capacity including internal capital and risk
aggregation

Description of the risk management and risk quantification for
each risk type

Conception for stress testing for credit and market risk

ICAAP Raiffeisenbank Poland and Slovenia:

Review of the local documentation concerning risk management
Comparison of the Austrian ICAAP requirements with the local
risk management requirements

Gap-analysis of the documentation with regard to the group and
local ICAAP requirements

Description of business consequences of the identified gaps and

workshop discussion
Set up ICAAP implementation plan
ICAAP implementation

Moduls
a —
Definition of
risk strategy
Risk Identification

‘Quantification of risk
and coverage capital

Risk Aggregation

Ex ante control
(limitation)

Risk monitoring
and ex post control

Quality assurance
and control process

il

Scope and Objectives

results

Gap analysis

Conception
phase

Implementation
phase

« Identification of relevant

documentation

« Definition of working

packages and project
plan

« Documentation analysis
« Interviews/ workshops

« Documentation of gaps

and measures

« Analysis of existing IT-

infrastructure

« List of gaps and

measures

« Implementation plan

defining working
packages for phase 2
and 3

« Definition of risk and

capital strategy

+ Definition and

documentation of
methods and reports

« Choice of necessary IT-

tools/ Data concepts

« Definition and

documentation of
necessary processes
and responsibilities

« Methods, processes

and responsibilities are
defined

* Necessary IT-

infrastructure is defined

« Implementation of IT-tools

(interfaces, dataflow, test)

+ Implementation of

processes

« Conduction of trainings for

staff

« Support for ICAAP

approval

ICAAP is implemented

Risk Definition

Risk Assessment

Risk Strategy

Handbook
Risk Management

(overall risk)

site support in the implementation, etc.)

Due to the wide experience with group level solutions as well
as single institute solutions, zeb/ can support virtually every

financial institution with a consistent ICAAP (e.g. preparation
of group-wide ICAAP framework, workshops/road shows, on-

Handbook
Credit Risk

Handbook
Equity Risk

Handbook

Market Risk

Handbook

Liquidity Risk

Handbook

Operational Risk

Handbook
Other Risks

Raiffeisen INTERNATIONAL

zeb/rolfes.schierenbeck.associates
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3 Basel Il and ICAAP




The Basel Accord (,,Framework®) and the thereof derived EU-Directive
are the foundations of national law

Status Basel Il

Basel * June 1999: First consultation paper for new formulation of minimum capital requirement
Consultation (Basel II)
Paper _
« January 2001: Second consultation paper for Basel |l
* Mai 2003: Third consultation paper for Basel Il
Basel * June 2004 Publication of the general framework about the new capital
Eramework® requirements for financial institutions (Basel II)
* July 2004: Publication of the EU-Directive-Draft for the Basel Il implementation into
EU-Directive national law
* June 2006: Passing of EU-Directive 2006/48/EC of the European Parliament and of the
Council of the European Union
« January 2007: General application of the new Banking act in Slovenia (ZBan-1)
National law

zeb/business_breakfast zeb/rolfes.schierenbeck.associates 080410 ICAAP -13



The three pillars of Basel Il Framework cover minimum capital requirements,
supervisory audit procedures and market discipline

The three pillars of Basel Il

Minimum Supervisory Market
capital audit discipline
procedures

requirements

Enlargement

of the reporting
requirements

Audit of the bank's
risk estimations
(ICAAPY)

* Credit risks
» Market risks
* Operational risks

* The capital requirements have a stronger focus on real risks or on business concepts
(dealing with risk calculation and capital allocation)

* Inclusion of risks that have not been considered up to now (e. g. operational risks)

* Qualitative aspects become more important
* Involving markets in addition to the supervisory authorities should discipline banks

* The primary object is to reach stability of the financial sector

1 Internal Capital Adequacy Assessment Process . .
P quacy zeb/rolfes.schierenbeck.associates 080410 ICAAP -14
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ICAAP ensures the appropriate risk coverage at any given time by the allocation
of risk coverage capital

Regulatory foundation of ICAAP

Basel Il / EC Directive

Pillar 2:

Supervisory review Pillar 3:
Market discipline

Pillar 1:
Minimum capital

requirements
ICAAP

Risk Upper-Limit

Amount of
risk coverage Expected returns
capital

Strategies, methods, processes &
organisation for maintaining capital adequacy

ICAAP = Internal Capital Adequacy Assessment Process

zeb/business_breakfast zeb/rolfes.schierenbeck.associates 080410 ICAAP -15



4  Ensuring a sustained risk-bearing capacity




ICAAP is based on the calculation of the risk bearing capacity —
the covering of risk at any time by appropriate risk coverage capital

Classification of ICAAP

----------------- Risk limit
Aggregated
risk coverage
capital Method Method Risk /
consistency consistency return
Bank- wide potential
risk exposure
| |
. .
Steering of risk bearing capacity Risk / return steering
Prevention of threatening Sustainable improvement of a bank’s value by an
risk accumulation efficient investing in risk

(ICAAP minimum requirements)

Banking supervisory review
(Basel 11 / ICAAP)

Accounting

Capital market :
regulation

zeb/business_breakfast zeb/rolfes.schierenbeck.associates 080410 ICAAP -17



The requirements for implementing ICAAP are information concerning various
sorts of risks, and a permanent surveillance of the proportionality of efforts

Principle of proportionality

The implementation of ICAAP requires strict The principle of proportionality:

changes and a good information base Put the effort where it matters

Double
proportionality
Risk Bank-wide risk 4 4
bearing position =
capacity Inter.nal _3 £
capital 52 .
Emergency >0 S
plans g2 S
Pillar I Risk strategy g 8 g,
ICAAP <z 3
Documenta o &)
1 7]
tion : Stress tests
Processes RS
allocation/ >
concentration
Size of bank Size of bank

» Tasks required by ICAAP are usually known

» Specifications dependent on type and risk size have to be defined considering proportionality

zeb/business_breakfast zeb/rolfes.schierenbeck.associates 080410 ICAAP -18



The risk-management process of banks is a continuous loop

Processes in bank-wide risk management

oUpstream:

Definition of
risk strategy

Definition of:

* Risk policy
principles

* Risk appetite

* Lines of business

. etc.

eQuality

management and
monitoring
processes

zeb/business_breakfast zeb/rolfes.schierenbeck.associates
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The requirements for the documentation have to be assigned due to .‘,

. . ~ Y
their strategic relevance ‘QI

ICAAP implementation by a comprehensive documentation -

Risk Assessment (Risk Definition and Risk Assessment)

¥  The Risk Assessment serves to
identify the bank's relevant risk
categories

®  The Risk Strategy is deduced from .
the Risk Assessment findings Risk Strategy

¥  The aggregation of risks and the
comparison with the risk coverage
capital must be documented in a Handbook

central way Risk Management

) (overall risk)
= For each relevant risk category a

separate risk handbook has to be
written. Those handbooks define the
methodology of quantification and
management for each risk category on Handbook Handbook Handbook
a portfolio level Credit Risk Market Risk Operational Risk

¥ The handbook on “other risks” covers
all remaining and the irrelevant risks

Handbook Handbook Handbook

Equity Risk Liquidity Risk Other Risks

zeb/business_breakfast zeb/rolfes.schierenbeck.associates 080410 ICAAP -20



ICAAP requires an established risk strategy and awareness of risks

Strategy for ensuring capital adequacy

O

* Principle of prudence

* Risk/ return to be considered

Risk policy principles 1

* Risk handling guidelines

* Introduction of new products/ business must
include risk analysis

» Expertise as basis for risk bearing

Current business
« Significance of
risk types

* Risk concen-
trations

Future business

 Consider planned
business structure

* Determination of
target structure

» Usage of limit
systems

Risk strategy

N 0 .
Risk appetite

Willingness to take on financial risk

» Allocated capital — capital planning
* Risk taking and return consideration

* Risk bearing ability

* Organisation
* Responsibilities
* Auditing and controlling

* Risk managment processes

* Methods and models

Risk management

zeb/business_breakfast
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Initial point of ICAAP is the risk systematisation ,
. . : %
and the implementation of risk assessment measures @)

Risk analysis by scoring methods

Systematization and definitions of risk in a risk Development of risk assessment methodology and

map (abstract) implementation of risk assessment

Estimation of systematised risk
OpRisk (scoring method)
,|  Human/process/
system
A\ 4 A 4
> Legal risk Extent of risk Relevance for the bank
Credit Risk
»  Counterparty risk Score value
> Default risk oy’
X,X (of X) , \
Market Risk ok ot ‘ I
R isk in ne -
g asset value Share of o _
bank-wide risk Significant risks
> Volatility risk are
0
Liquidi : XX% incorporated
iquidity Risk into ICAAP
,|  Structural liquidity
risk | | |
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Individual risk positions are quantified and aggregated to a

bank-wide risk position

Assessment and aggregation of all material risks

c . . - .
o . : . : o Liquidity risk &
= Default risk Market risk Operational risk Equity risk d y!
o other risks
=
GC) — [—— Im Portfalio "0 ﬂlﬂlll:'l”'!riﬂ:’l ‘30092000 mit einer Wahrscheinlichkeit wn‘g‘:‘lﬁv Markiwert
o) F (ValueatRisk) | EK-Unterlegung ORy,;, = o.* @-licher Bruttoertrag | (ggf. Buchveert)
- - e, P g .
‘ EK-Unterlegung ORgyq = ammzumﬂl.lndikamn ‘ PD/LGD-
(gemaR Basel nj 90%) i
CC) s g Kriterium |Punkte (BaseH)
= /‘ e B
E..g T ¥ Konfidenzniveau b—b
—
[
@
>
o
&
= Bank-wide risk
(@)
=z . .
=4 Pragmatic solution: Correlation matrix
< . — .
Risk consolidation 1 1 1 1 1)\<«—— Defaultrisk
under assumptl_on of 1 1 1 1 1| Equity risk
perfect correlation. _
1 1 1 1 1| € Market risk
1 1 1 1 1 |<4— Operationalrisk
111 1 1)€¢— Liquidity risk
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The risk coverage capital can be seen from a regulatory

or an economic point of view

Intended scope of risk coverage capital

(]
(@)]
@©
S
o
>
@)
(&)
7
0
—
Y
o
o
o
(@)
(&)
"
©
O
©
c
(D)
+—
c

Going concern principle:

- Guarantee of short-term acting

- Coverage claims of equity investors

Liquidity principle:

- Coverage claims of outside
investors (creditor protection)

- Protection of worst-case-scenario
(asset stripping case)

- To moderate the risk appetite of the

Bank

Risk covering capital

Regulatory
consideration

No relevance

Economical
consideration

« Measurement of economical bank-
wide risk according to risk appetite
and an adequate confidence level
of i.e. 95% (rolling 1-year horizon)

 Determination of a steering border
(i.e. solvent undisclosed reserves)

« Measurement of the utilization of
regulatory equity

* Measurement of economical bank-
wide risk to an adequate
confidence level of i.e. 99.9%
(rolling 1-year horizon)

 Determination of risk coverage
capital, which is available in case

of asset stripping

zeb/business_breakfast
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Risk limitation is a significant measure for ensuring risk bearing .,

capacity ‘C)\’

Overview of Risk Management Handbook

Gross risk coverage Net risk coverage Risk appetite Risk limitation

Barrier sets the
Undisclosed bank-wide risk
reserves limit

- Deduction positions

Provident fund .
Managed Subportfolio 1
Funds for overall bank

ik :
s _ Credit Market risk
Financ. | IGEUCICEIE Economic ok Credit risk
equity ‘ income statement) risk Op. risk
capital | REELEEEEGTIE coverage ‘
Capital reserve capital Risk ‘ Market Managed Subportfolio 2
Common stock appetite risk ‘ Credit risk
. _ Op. risk
Undisclosed deposits
Op. risk Managed Subportfolio 3
Credit risk

Subordinated debts Op. risk

Risk appetite
(defined willingness to
assume risk) serves as a
limitation

Risk appetite results Coverage capital of each risk
class will broken down

to each business area

from risk coverage
capital
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The bank-wide risk to risk coverage capital ratio requires
continuous monitoring ‘©

Example for the illustration of the capital utilization

Bank-wide risk limit XX%
: Defined warning
Pre-warning threshold
4 XX% } levels
Q Capital
O utilisation
oL "
] o | o o : *Quantified bank-wide risk
Credit risk  Equity risk ~ Market risk Op. risk Bank-wide RIS":(I p?oupinrt'iéia”ya:]o r\i';'Lg(;\',Zrage
risk capita capital
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5 zeb/ best practice of ICAAP implementation




A proceeding in three steps is suggested by zeb/ to achieve
a profound and efficient ICAAP implementation

Proceeding suggestion of ICAAP implementation

Moduls

Definition of
risk strategy

Gap analysis

Conception
phase

Implementation
phase

N

> o 0|

=]

Quality assurance
and control process

Risk Identification 4
3
()
L . o
Quantification of risk ®)
and coverage capital 2
@
()
Q.
. . o
Risk Aggregation 3
Ex ante control
(limitation)
B Risk monitoring
and ex post control 2
?
g

* |dentification of relevant
documentation

* Definition of working
packages and project
plan

* Documentation analysis
* Interviews/ workshops

* Documentation of gaps
and measures

» Analysis of existing IT-
infrastructure

* List of gaps and
measures

» Implementation plan
defining working
packages for phase 2
and 3

* Definition of risk and
capital strategy

* Definition and
documentation of
methods and reports

» Choice of necessary IT-

tools/ Data concepts

* Definition and
documentation of
necessary processes
and responsibilities

* Methods, processes

* Implementation of IT-tools
(interfaces, dataflow, test)

* Implementation of
processes

» Conduction of trainings for
staff

» Support for ICAAP
approval

ICAAP is implemented

and responsibilities are

defined

* Necessary IT-

infrastructure is defined

zeb/business_breakfast
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Based on the defined modules the result of the gap analysis is a » > >
detailed list of gaps and measures as well as an implementation plan

The gap analysis is built on a detailed questionnaire developed by zeb/

Scope and = |CAAP guestion-catalogue based on zeb/-standard process model Basel Il
objective = Conduct functional workshops
- Documentation analysis
= A deduction of packages of measures and allocation to ICAAP stage 1 and
ICAAP stage 2
= Cost estimation, temporary scheduling
= Preparation Decision Memo for Budget approval
List of gaps and measures Implementation Plan
Results

0 integriert

a i
.
: :

900
[nlnl JE
D00

2900
ninlalel
[elelel )

E
L)
COD
CTOO

O oo dsssinssmiaring
=

oCe®
@

Note: example used for German financial
institutions
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ICAAP implementation is divided into two stages to enable >

>

the banks to calculate risk bearing capacity quickly

Along the ICAAP cycle prioritized specifications of ICAAP will be developed (stage 1)

Scope and
Objective

Results

Implementation of regulatory ICAAP minimum requirements of a prioritized
fundament of the ICAAP implementation concept for ICAAP stage 1

Formulation and coordination risk strategy
Formulation/ procedure risk assessment

Evaluation of the risk sustainability on base of available figures

ICAAP stage 1 is implemented:
= Risk strategy is defined
= Risk assessment is designed und conducted
= Calculation tool of risk bearing capacity is implemented

= Risk bearing capacity is calculated

zeb/business_breakfast
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By a detailed functional and process design of ICAAP topics the > > B»
final ICAAP implementation will be reached

A complete implementation is a condition for ICAAP acceptance within the organisation (stage 2)

Scope and = Implementation of ICAAP stage 2 on base of ICAAP implementation plan

Objective = Adjustment risk strategy for ICAAP stage 2

= Formulation and coordination of risk handbooks
= Formulation of capital allocation and limitation

= Conception and implementation of required processes

Results = |CAAP stage 2 is implemented

= Handbook for each risk type is available

= Handbook for capital allocation and limitation is available

= Guidance for the calculation of risk bearing capacity is available

ICAAP is fully implemented, an integral part of the banks

controlling and reporting and approved by the regulator

zeb/business_breakfast zeb/rolfes.schierenbeck.associates 080410 ICAAP -31



Discussion

Questions
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