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APEC Meeting

Will BIS have an impact on the strategic positioning of
banks?

* Orbit Theory of Bank Strategies: All banks operating in a
financial system are subject to the “centrifugal forces” of
competition, and the “centripetal” institutional forces.

* How each bank balances these two forces defines its strategic
positioning.

* Will the adoption of BIS Il have a significant impact on the
institutional forces? If so, what form will those changes have?
Will it require banks in the system to review their strategic
positioning?
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Will BIS have an impact on bank capital?

* It will reduce credit risk regulatory capital on some
segments/product

* It will introduce operational risk capital

- If the bank moves to advanced risk models, it may lead to an
overall reduction in regulatory capital requirements

 But rating agencies and some banks asses the amount of
capital required more on economics than on regulation
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So asking what will be the impact on Capital may be the
wrong question

* There are other, more reliable, source of quantitative/tangible

benefits:
« Reduce charge-offs through more sophisticated credit management
« Reduce foregone opportunities through better credit risk management
models (i.e., entering new markets)
« Reduced losses deriving from operational incidences
 Cost savings deriving from streamlined operational processes

* And also of significant qualitative/intangible benefits:

« BIS Il “certified” (?) banks will increase reputation
* Increased reputation may derive in lower funding costs

PricewaterhouseCoopers Page 5 The Birchman Group



APEC Meeting
Strategic positioning

* Integrate Basel strategy with business strategy and risk appetite

The drive towards IRB and AMA for Basel Il is consistent with maximizing value creation.
Organizations should think of Basel Il as a springboard to competitive advantage rather than
“What is the minimum | need to do to comply?”

Set value targets to

Ensure market satisfy investor and SpECifiC issues include:
e B et i » Improving shareholder value
performance Strategy artiglélszi?erisk * Improving/maintaining credit rating
\ « Economic capital savings
. Z;‘incy/ Capital * Improved risk management
communication allocation Strategy
Value and risk « Closer working relationship
T m:ﬂﬁgfp'}lim l between Finance & Risk functions
~oward o + Alignment of individual’s
Schemes < reporting compensation to risk-sensitive
behaviour
r'ém:;;mfo * Improved Ml in other related areas
value creation to r::;ssg‘;rtfgadﬁffe « Cost reduction through
align management creation organisational realignment and/or

and shareholder

interests process improvement

Those that take a more holistic view of Basel Il can achieve significant strategic and
operational benefits
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Industry Trends

 Evolution of Risk Management and Performance Management
« Emphasis towards integrated management of risk and return information

1980s _1990s 2000+

I *Performance Focus *Integrated
o [EEL Integrated
é Performance Ri k% Val
k= Management Mls = u‘i
-to- anagemen
S - Transfer Mark-to | g
T Activity Pricin Market '
Based 9 + Integrated

=~ - . B management of risk
% Costing Enterprise-Wide and return towards
CICJ Risk o capital optimization
‘m | *Fragmented (Silos) / Management and SVA creation
-
0 ) . + Enterprise wide
@) / Credit-at Risk integration of risk and
:C_; \ : return information
o Value-at-
87 Risk Risk + Strategic planning
.<_E Monitoring ’ based on SVA

EiSK ContI;:)I " & Reporting + Scenario Analysis
4 rameworks

Integrated across risks / businesses mmp
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Basel Il Timeline

Basel lI: G10

AV 0K 2004

CP3 Final Agreement Implementation
Operational R
out ma
Risk Legal Basel "p

CH I LE Normative
_CHILE | I

2003 2004 2005 2006 2007

Credit Risk Market Risk Standard
Legal Normative discussion Approach
document Implementation
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Basle |l in Latin-American

Banks adopting Basel Il by percentage of

total banking assets (weighted average) Countries
100 Argentina

an Bolivia
a0 Brazil
e Chile
fu
2o Columbia
50 Costa Rica
40 Cominican Republic
20 Ecuador
20 El Salvador
10 Guatemala
0 . : Honduras

End- 2006 2007-04 201015 Mexico

Fanama

O Locally incorporated  Of which: B forsign-controlled O Foreign-incorporated B
Source: Summary of responses to the Basel || Implementation Assistance Uruguay
Questionnaire, July 2004 Venezuela
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Basel Il programme — Overview

Collate all relevant Establish Basel Il Prepare Basel Il
regulatory & strategic Implementation Im IerFr)1entati0n Plan Implementation Phase Post Implementation
inputs Strategy P

Strategic Decisions

Business
Strategy Capital Management User testing

Credit Risk Operational Risk Market Risk
Regu|ator & Processes & « Internal ratings systems + New &/or enhanced + Governance
Competitor Procedures by e xposure segment processes required processes / ALM Communication
Interpretation o - o Strategy
Data collection « Historical data - access + Extensive internal loss + Historical data for
& validation and coverage data required to capture, valuations
i + Scorecard versus Preparation for
Anﬂigﬁlai?}t/her 0 Integrated + RAPM and overlaps quantitative + Linkages to IFRS39 RF’)eguIator
with IFRS " i
Impacts measurement requirements requirements approval
IT Syst + Impacts on data capture, + Operational risk + Impacton data
YRETs analysis, monitoring and managementsystem capture systems )
Updates reporting required Contingency
PwC Basel Il planning for
Diagnostic residual risks

Pillar 2 / Regulatory Liaison (positioning, minimising business / strategic risk capital)

Pillar 3 / Disclosure (comprehensive, comparable, efficiency)
Internal Education and Support
i § i | 8

Basel |l Basel |l . .
B 11l G . . Impl tat t bedded
asel b 2ap Implementation Implementation mplemen ?N:?hrilnrfg:ltr)igig:sem edde Regulator
Strategy Plan approval

Analysis
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Implementation priorities — Systems and data
management

Define systems & data architecture design
« Organisations will need to identify how data will be gathered, enhanced, stored, calculated
and reported in a controlled & standardised manner across business lines.

External Audience

Reporting ’ ’ ’ ’ Internal
Applications audience
Operational —u IR R D E— Capture,

Data Store Basel Il Data Mart re-analyse,
(ODS) act, adjust

Basel Il
Risk
Calculators

Operational
Data Store Data Store
(ODS)

b
c
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Extraction Extraction, Conversion, Mapping, Cleansing, Transfer

e e s
Data Collaterals Payment Credit Valuation Loss
Sources system data rating data data
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Operational Risk eXchange Association

rome Our Members
B| Our Members
Eligibility The Founding Members of the Association are:
Hzmibess Uiy ABN-AMRO, Amsterdam
Contact Us Banca Intesa, Milan
Banco Bilbao Vizcaya Argentaria, Madrid
Mews Bank of America

The Bank of Mova Scotia, Toronto
BNP Paribas, Paris
Commerzbank AG, Frankfurt
Danske Bank A/S, Copenhagen

MAILING ADDRESS5:

/0 BALMER-ETIENNE Deutsche Bank AG, Frankfurt
AG ZURICH, Euroclear Bank, Brussels
DREIKCHIGSTRASSE 24, Fortis, Brussels
Cra003, ZURICH HBOS plc, Edinburgh

SWITZERLAND
ING, Amsterdam

JPMorganChase, Hew York
SanPaololMl SpA, Turin

TEL.: +41 1 222 2020
FAM: +411

Operational Riskdata eXchange Assocciation [ORX}
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So banks should grasp BIS Il with both hands and...

- Take it as an opportunity to review your strategic positioning

- Take it as an incentive to adopt best practices in credit risk
management

» Take it as an opportunity to review and streamline your
operations and processes

« Take it as an opportunity to move to the next level of excellence
and value creation

« Start now!!
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Paul D. R. Griffiths
Partner of The Birchman Group

t: (56-2) 370 2905

Rafael Ruano D.
Partner of PricewaterhouseCoopers

t: (56-2) 940 0181
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