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Effective cost reduction 1s not just about common sense

“Like so many other things in life, it requires experience to do it right and avoid costly pitfalls. In tough times
like these, with so many “new” managers being pushed into cost-reduction exercises, identifying the right
approach, capability and tools to guide the process is critical.”

Performance — Experience and Ongoing Realities -}95 Successful Demand Management ) ] What is success? }%
Bank profitability remains low, reflecting headwinds that continue to buffet the industry. Demand management is far more than writing a new policy or establishing new rules. : :} 3 Gartner estimates that 80 percent of enterprises spend 30 more on evaluation activities than
Benchmark expectations for performance (e.g., ROE) are declining in the new reality Success is based on a solid fact base, rooted in a thorough understanding of current necessary ... and still select the wrong solution 50 percent of the time. Plan ahead!
Y practices and built on a solid, practical foundation
MOVEMENTS IN BANK SECTOR ROE 2005 - 2014 Confirm your area of focus and Evaluate capabilty, Lay ou As going progre:
desired outcome timing and risk robustroadmap ~ and outcomes
DEMAND MANAGEMENT LEVERS SUCCESS FACTORS

The most successful demand management programs
feature the following characteristics:

. Strong ~ effect
team to integrate with diverse

Aggessive
St o measures — measures do two things:
9 educe: quantity |+ track performance and provide detailed feedback to
resolve problems quickly
Simplify - Solid infrastructure — top companies build a robust

‘ specifications to support their demand management
—— - . - N - PCs| initiatives, including compliance, tools and
- educe requency |+ processes, etc.

- No cost creep — successful organizations move
quickly from savings tracking to monitor usage and

.........
zero-based budgeting

- Manage change well — leaders provide a broader

Few banks in the US and Western Europe are now earning an ROE above their cost of capital and there is little Conservative| | o
prospect of early improvement soproach; o context, explain why, communicate alternatives, are

inclusive and keep the lines of communication open
atall times

Today, with higher capital Basel Ill requirements phased i, and in particular for the global systemically
important financial institutions, only the strongest banks will be able to achieve or maintain this performance.
Equity analysts’ forecasts do not see average banking sector returns reaching 10 percent by 2014+

Hei
a

PRODUCT SAMPLE: BANK COST REDUCTION PROGRAMS (total of 148 pages)

Over the past few years, while profitability has been strong in many markets, banks
Commercial research relevant to have focused efforts on low hanging fruit — what we would call, “simple cost
. . Kkina t reduction”, With the spectre of challenging times and implications of increasing risk
any organlsatlon Seeking to mitigation costs, it is becoming clearer that Banks will need to migrate more of their
choose or embark on a cost efforts to more impactful, comprehensive initiatives to gain the advantages they seek.
reduction strategy In this paper, we have synthesised the global perspectives on the subject of cost
reduction programs. We set out to answer the following questions:

* How do Banks think about costs and what are the key levers they have at their
disposal?
16 purchase this KAR, contact your +  What tools do they use to manage costs?

/ . * How do these tools differ for simple, complex and transformational initiatives?
p rq’e G aﬁ liate or local ICG Ojﬁce' * What are the critical aspects of managing a cost reduction program?

«  What should banks and their stakeholders key considerations be in managing a
single initiative or a portfolio of cost reduction initiatives?
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Sustainable Bank Cost Reduction Programs— Table of Contents

e S S

1 Executive Summary Overview of our research and findings

Overview of the Bank Cost Reduction Programs and

2 Bank Cost Reduction Programs how they have evolved

Background and Context: How do Banks think
2a about costs, what are the key levers they have at
their disposal?

Simple Cost Reduction: What tools will generated

2b short term, simple results? For each different dimension
» The key thinking from consulting firms, journals
Complex Cost Reduction: What tools support and academia as to what constitutes best practice
2¢  more comprehensive cost reduction targets? * Examples of this best practice across different

firms and industries
Systemic Cost Reduction: What tools and
2d techniques will enable systemic or transformations in
Bank cost structures?

Project/Investment Management: What are the
2e critical aspects of managing a cost reduction
program?

Governance: What are the key considerations for

2 stakeholders in managing a cost reduction initiative?

3 Knowledge Sources Relevant published materials for further reading
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Taxonomy of Bank Cost Reduction Programs
Banks will need to choose a course of action and toolset that best suits their current situation —

these typically fall into one of three categories, each with several potential characteristics
Transformational
(Cost Reduction 301)

High
Usage of .
Capital Business Model . FOCUS on systemic
Simplification/ Divestures initiatives that often
' o i
lllustrative have an enterprise
Platform Rationalization/ IT E,ZE P.r'ocefss scope and lmpaCt
systems consolidation Simplification Key Question: Why do
juiedinas we need to do what we
’ Transformational are doing the way we
B are doing it, or at all?
© Application
g’ Rationalization 803t _
ONSCIous
-_— Customer
© Process . Culture Collaboration/ Self- comple_x (Cost
Simple (Cost = Reengineering Front Office service/ Digitization Reduction 201)
Reduction 101) e Productivit
: @ ‘gtr""‘eg'c @ o Focus on initiatives that
ourcing C I X . b d
) ompie Spans and Operating Model impact a broa
F OCIUS on easy to Benchmarking Layers Simplification stakeholder base and
|:np gmenttlnltlattlves 0 . o require more substantial
rancl .
(OV\; |n\t/e§]n:?n ,dsinab In ’ Cost Transparency Optimization time, energy and
lcon Iex ) d attenato I € Shared Services . ggos:_ capability investments —
ocal or ephaﬁm?ntg in _ East Track” eduction with the promise of
scope e_md_ ave limited Simple ' E‘;ﬂf};"s"iﬁ requisite benefits.
enterprise impact Policy oporations Excellence Product Scop_e is o.ften cross--
Key Question: How Enforcement Performance Portfolio functional in r)ature with
can we improve what L . Management Simplification some enterprise
we are already doing? ow implications
High Ease of Execution Low | Key Question: What is
an alternative way to
do what we are doing?
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Towards a New Size and Shape
Leading banks across the world are facing a need for the most sweeping change effort that
anyone working in them has ever encountered

TRANSFORMATION TARGETS SET BY GLOBAL BANKS KEY POINTS

« This greater scale and impact can be seen in
the sheer size and scope of transformation

(o) .
Jo 10 66% programs now being launched
c0 * One sign of the scale is that the new wave of
50 change is targeting major shifts in the strategy
and economic playbook — smaller balance
40 0 H 1
36% sheet, higher capital, lower volumes, lower
30 o540, income — that will require substantial changes
20 18% 20% to business models.
16% S ,
10 gy ’ 12% « Even more significantly, all areas of banks
’ 4% 49 business models are being required to
0 change.
Cost Based Headcount Target CIR Target CIR Target ROE _ _ _
Reduction Reduction Reduction « The impact ranges from investment banking to
retail banking, and across all product sets
As banks map out their flight paths to adjust to the “new normal”, from trade finance to mortgages

they are finding that the level of change required is way beyond the
tactical responses they have made to past challenges..

© Internal Consulting Group 2015 Bank Cost Reduction Program — KAR 018 — Product Brochure

Source: Global Transformation Challenge, Accenture



Sources of Complexity in Banking
Internal forms of complexity have a bigger impact upon the overall complexity and

performance of banks than regulatory influences and other externalities

MAJOR SOURCES OF COMPLEXITY IN BANKING

Source of Description Causes Degree of
Complexity impact (rank)

Strategy

External

Org Design

Process

Product

People

© Internal Consulting Group 2015

The choices made about where
to focus and how to win in that
particular market

Complexity driven by
competitive, technological,
economic and other outside
factors

How the business is organized
and structured to deploy people
and make decisions

The complexity of the business
processes that are in use

Complexity caused by the

number of products, their design,

and the structure of the portfolio

The everyday behaviours of
leaders, managers and staff; the
corporate culture

Source: True cost of complexity in the banking sector, Simplicity Partnership

Lack of clarity in core strategy being
pursued

Wide variety of strategic initiatives that
senior executives are trying to implement
Frequent changes in strategy

Regulatory oversight
Technological change
Economic cycle

Number of layers of management
Overall complexity of the organizational
structure and decision-making rights

Lean is a less effective tool when applied
to knowledge-based processes
Excessive risk management, or over-
complex due diligence and compliance
processes consume attention and efforts
of management and staff

Changing customer choices and
behaviours

Evolution of banking technologies and a
growing variety of channels

Differences in cultural norms across
geographies, and organisational
business units

Bank Cost Reduction Program — KAR 018 — Product Brochure

Changes in core strategy
Operating in multiple
markets

Number of strategic
initiatives pursued

Number of competitors in
market

Amount of innovation
Pressures of regulatory
compliance

Levels of management
Understanding decision-
making rights

Annual budgeting
process

Number of systems
Understanding and
following process guides

Launching new products
Number of channels

International expansion



Current Trending & Evolution
With short term issues a recent focus, Banks are migrating to transformation initiatives

OPERATIONAL EFFICIENCY OFFERING

— oy
-~
- ~

Targeted cost savings

4
LONG TRANSFORMATION
PROGRAM
>20% RESTRUCTURING '
Orga. streamlining
Outsourcing/offshoring
Shared service centers
. FIT OPERATIONS
10a (Fast Impact Process simplification

20% Transformation)

5. BUDGET LEAN / CONTINUOUS
10% CUTS IMPROVEMENT /
/, Saving realization
timeframe

~ -

L——  Shortterm I L;ng Term -
(6-18 months) (24-36 months)
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Source: “Cost reduction in the European Banking sector”, Roland Berger 2012



Recast the Budget — think a little differently
Avoid the traps of the traditional budget cutting process

KEY INSIGHTS RECASTING THE BUDGET AS A PORTFOLIO OF RESOURCE CLASSES
1. Don’t analyse by expenditure line ono oxpenditara versus anciher based on the value each resourco dollar croates.
et Ineesl eeiiiy loesee | e, VELE I WRmhy s
costings), but by value created, e | |
something Monitor calls resource RESOURCES —
e %@wmw
2- LOOk for Opportunities for E““‘EF:' S[L ey Examp'f IIIIII Exémplif Exar;ﬁ:gl{s mmjple?,,d,,
collaboration where organisations
share the same customer, whether I
across product silos, SBUs, or RESOURCE CLASSES

entities (in our industry retail

wealth and banking is a good OPPORTUNITIES FOR MORE EFFECTIVE COLLABORATION

example). Similarly, look to o _ - N

. variety of collaboratlvg oppoﬂumtlgs gnsts for managers willing to look
COI Iaborate more Wlth the beyond the walls of their own organizations
customer, so the customer can

Common

take cost out of the SyStem = SHARED SERVICES
3. A new form of cost management H
council armed with the right data e .
and tOOIS and people to make the < g DISTINCTIVE CORE INTEGRATED SOLUTIONS

right decisions

Unique Common
CUSTOMERS | WHO WE SERVE
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Source: “Actually Doing More with Less: Avoiding the Traps of the Traditional Budget-Cutting Process” — Monitor 2011



OPM - pull the required optimization levers
Using three important levers Banks can optimize resource allocation for large sales,
service and processing groups, ...

RESOURCE OPTIMIZATION
OPTIMIZING SUPPLY (HEADCOUNT) & DEMAND (THE WORK) LEVERS

1. Understand the tasks

120 - )
Demand and their volume and

110 -
Qer'IEE 100 | component parts
90 Supply 2.Manage the allocation of
38 1 full time, part time and
SPREAD, FTE y

contract labour to fulfill

Comparative between g0 - expecte d volumes

Department X and Y 50 -

3. Manage the work flow to
allocate work against

130 -
DeptY 120 - available resources in
FTE 11(1)8 : high volume cycles,
o0 <Demand moving to a lower
80 - Supply expected volume
70 - timeline
28 : 4. Manage work allocation
by department and/or
Jan Feb Mar Apr May June July Aug Sept Oct Nov Dec Month geography where one

team is relatively light in
expected volume
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Source: ICG research



Application Rationalization — impact
The combined approach decreases the number of applications, lowers TCO and drives the
development of new capabilities

Composite example (drawn from several companies) Total cost Observations
No. of apps (millions)
« The top-down approach
800 ; 06 enables the identfication of
550 the key business capabilities
! 05 required to achieve strategic
500 priorities, along with the
neces IT support
450 { —lG 04 =
400 « The tech projects portfolio is
03 aligned to deliver IT support in
350 ) a way that better fits the
company’s strategy
300 0.2
= Plans for the affected
250 applications are incorporated
200 97 inio the rationalization
strategy
150 : 0
Applications Enterprise Doc Platform B Retired New » The final TCO assessment
to Start inttiatives Management Applications Piatform B reflects the savings from
Functions rationalizations and the
Platform A BU Pricing and App New mcteme_f_nal spend for new
Applications Initiatives Underwrting Consoldason Platform A capablites
Functions
- App reduction Benefits from new capabilities Total cost of ownership
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Source: Strategy&, Aligning and Rationalizing Your Business Applications



Framework: Spans and Layers
Reduce complexity and improve management leverage by increasing ratio of direct
reports per manager

DESCRIPTION
Span of control [# of employees per manager]
Objectives:
5% 23% 215 20 * Reduce complexity and improve
20% | LI l 1 management leverage by increasing
® . :
— - Implication: 20%+ ratio of direct reports per manager
c Average ratio = 5,1 ial red .
g ml Tangoled rafio=7-9 potentla reduction Approach:
S in # of managers
R * Assess headcount and levels — number,
status, cost per unit and reporting
0 _ " . - relationship of each individual
Ratio * Model organization from top to bottom
Width of hisrarchy [# of hierarchical level] determine fact base — e.g., number of
s = - direct reports, etc
r I 1 Implication: * Review and identify anomalies — e.g.,
0 o Workforce - 2020 Organization may individual contributors, strategic |
- Weighted average= 4,4 be simplified and investments (special project, new region)
- accountabilities + Develop and implement structural
;g :ﬁ improved by recommendations
o ] removing one
0% hierarchical level Results:
1 2 I 4 5 6 7 8 9 10

* Reduced layers and realigned
governance
* Improved communication and results

Hierarchical levels
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Source: ICG analysis; Cost reduction in the European Banking Sector, Roland Berger



Case Example: Customer Self-Service/ Digitization
Digitizing front-end client interactions and processes can further improve

client experience and reduce costs
Case Example

Real tme or online
Target state

Streamlined et
and automated

process ﬂ,
S0pom aesataTe

Current state Back otice ‘ ‘-.-.

Highly manual _— 1 5%
and disjointed -
process Suseon smletant Fwncia: stvace

N ad

Electronic data flow
Elimination of manual steps
Handing of exceptions
Optimized approval process

SwpeoT ass et

Overall process
cost reduction

Muitiple manual stepe

Low value-adding acvity
(99% approval rates)

High regundancy
(multiple faxes)

High re-work rate due to
efrors

Highly manual steps
{lack of Integration)
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Source: Strategy&, Transform your banks operations



Case Example: Four best practices in middle-market banking
Several of the best practices in middle-market banking require the leveraging of digital

technologies
Case Example

Key elements -- digital Key elements -- other

« Starting point is a well designed, intuitive and
well-integrated online portal, similar to the
offering of a good personal bank, but with
more features and flexibility (e.g. web portal
of Wells Fargo)

* Others are remote cheque capture, EDI,
payables outsourcing, payroll cards

Enhanced service
at low cost

Segmented « Offer tailored solutions in an economical
product and way (e.g. standardised product packages)
service offerings » Segment the middle market into size-tiers
and by industry

R d sal « Find economical ways of leveraging . Embrace_relatiopship managers from both
evamped sales product specialists for smaller middle- commercial lending and cash management,
organisation market customers’ matching their expertise to the customer
segment

* Reward RMs for cross-selling cash
management products (both initial sale and
continued use)

« Invest in account-planning tools » Credit cash-management sales personnel
World-class and the underlying systems with the full value they create
account planning | . Use a robust, centralized lead-generation
database

© Internal Consulting Group 2015 Bank Cost Reduction Program — KAR 018 — Product Brochure

Source: McKinsey & Company, ‘How US banks can attract middle market customers’, 2008 Note: Impact the relationship management model



Three Predominant Operating Model Options
Then, Banks have several options at their disposal when it comes to putting in place operating
models involving third parties, each with potential benefits and drawbacks

OPTIONS

In-House
(i.e., no
venture)

Utility, Joint
Venture or
Partnership

Outsource

BENEFITS

DRAWBACKS

Full control over the line of
business

Benefits are retained in full by
the Bank

Opportunity for significant
revenue generation

Lower fixed cost than under
own operation; reduced
financial risk

Ability to leverage third party
core competencies with
internal capabilities

Ability to focus on core
capabilities

Limited fixed cost structure
Low financial risk
Transactional relationship
with relatively low switching
costs

Significant investment in
technology, managerial skills and
other resources borne by Bank
100% risk retention

Lack of outside perspectives and
learning

Diversion of resources from
developing core capabilities

Success dependent on ability to
grow scale and attract new
participants

Difficulty in aligning participants’
investment interests

Partner exit consequences

Potentially less control over end
product or process quality,
speed to market or technological
innovation

No options for sharing the
revenue upside of a utility
Limited access to and transfer-
ability of business related
knowledge

LESSONS LEARNED

Keep abreast with industry best
practices through mechanisms for
ongoing monitoring of the market
and recruitment of outside human
talent

Establish common ground rules for
working together

Clarify exit provisions in advance
Select one management team
capable of resolving cultural conflict
Continually assess whether the JV
structure continues to match goals

Structure contracts to allow more
control over performance delivery /
service level agreements

Near shore vs offshore — both can
have benefits and depend on the
stage of development, the
complexity of the work, etc.

© Internal Consulting Group 2015

Source: ICG
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PPM Maturity Models

Tracking capability building in any discipline can benefit from quantitative and qualitative

benchmarking

KEY INSIGHTS

FIVE PROGRESSIVE LEVELS OF THE PPM MATURITY MODEL

Higher maturity yields higher performance
Maturity is directly correlated with success

Poor estimation during the planning phase
continues to be the largest contributor to project
failures

Most desire a higher maturity level, but require
improvement in structure, human resource
management, and quality assurance

Advancements in PM methodologies leading to

Maturity Level:

Sporadic use of PM. Formal
documentation and the
knowledge of the standards
of PM are lacking. There is
no curriculum or
infrastructure for PM training,
and organizational support is
lacking.

A formally approved PM
methodology has been
launched. Basic processes are
followed in a limited manner;
not standardized across all
projects. Project participants
are informed about PM
standards, but do not apply
these standards appropriately.
Lessons learned are not
gathered on a regular basis.

Level 3
Implement

A PM methodology is
developed, approved and
used. Project participants are
informed about PM
standards. Most projects are
implemented using these
standards. Management
supports the use of
standards.

Focus on individual projects.

Level 4 Level 5
Monitor Optimize

An integrated project life
cycle methodology is used.
Application of the standard
set is monitored and fixed for
all projects. Projects support
the strategic plan. Project
benefits are tracked. Inernal
training is in place. PMO is
established.

———%

Aregular analysis and
renewal of the existing PM
methodology is conducted.
Lessons learned files are
created. Knowledge
management and transfer
processes are standardized,
and followed. Processes are
in place to improve project
performance. Management
focuses on continuous
improvement.

greater maturity have raised the bar for
standards in project maturity

Figure 10: Factors contributing to poor project performance when implementing an organisation’s

~=====shto PM
Figure 9: Key Performance Indicators for a Project Implementing the Typical Organisations °

Approach to PM

As maturity levels indicate, businesses focus on
maximizing resources, efficiency, and
effectiveness through PM

Poor estimates/
Missed deadlines
-ack of executive

Sponsorship

Met or Exceeded Org
Quality Standards
Failed to Meet Org

. . . . Quality Standards rly defined goals/
Effective tools, along with innovation, measure objectives
. oo g g Successfully Deliver Scope hange(s) in scope

progress, Increase value, minimize risks, reduce Failed to Deliver Scope mid-project

fficient resources

costs, and promote the on-time delivery of
projects

Delivered or Exceeded
Projected Business Benefits
Failed to Deliver Projected
Business Benefits

>r communication

ick of stakeholder

involvemen
On or Under Budget olvement

Leveraging efficient and effective
communication methodologies positively affects
projects’ quality, scope, and business benefits

performance levels; however, lower O ——— g r— Lack of change
performance levels were noted in meeting % s% 1% 1% 2% 2% aow
schedule and budget objectives

Over Budget je in environment

‘hange in strategy
Delivered On Time or Early

Delivered Late

uate risk planning

30% 40% 50% 60%

© Internal Consulting Group 2015

Bank Cost Reduction Program — KAR 018 — Product Brochure

Source: “Insights and Trends: Current Portfolio, Programme, and Project Management Practices”, PWC 2012



PPM & Governance

How governance and financial discipline can improve portfolio performance

KEY INSIGHTS TOP BUSINESS PRESSURES DRIVING A FOCUS ON PORTFOLIO MANAGEMENT

- Successful PPM strategy must
comprise an end-to-end framework that
methodically guides organizations from

Increased competition forces

project selection through execution companies to lower orfreeze prices
- The payoff can be substantial.

Companies that excel at PPM typically Global/distributed teams create the

complete projects on time and under need for collaboration

budget while increasing ROI ' _

. . Lack of availableskilled resources
Robust PPM is essential, AND needed for projects

- Arigorous governance model is critical o

to help enforce accountability, optimize Increasmrg .”es(’:'t‘ e(’;mw: BEI0SE
cross-functional alignment, and projectp 10
escalate issues to the appropriate
decision makers.

0% 10% 20% 30% 40%

- Well aligned communications,
calendars, and strategies across
business units

Figure : Top driversof portfolio management; Aberdeen Research

Unwavering financial discipline and
regular reviews of portfolio performance
throughout the entire process are
necessary to guide informed decisions.
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Source: “How governance and financial discipline can improve portfolio performance”, PWC 2012
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