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Dramatic changes across the industry require new approaches to help
maximize profitability and returns

ECONOMY
Weak conditions affect investment Rebuilding trust and confidence
decisions and are reducing the across the system is critical to
need for financial services future growth and stability

TRUST

COMPETITION
Competition is intensifying
with increased mergers and
acquisitions, divestitures,
and new entrants

REGULATION
Radically increased
oversight is ushering in
a new era of regulatory
requirements

CLIENTS CAPITALIZATION

Clients have rapidly evolving Mature market segments and
expectations for offerings and emerging market segments alike
services, unbiased advice, focus on rebuilding their
and convenience capital reserves
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In recent years, no other industry has been so much in public focus as the
banking industry

2008+ economic crisis — and the roles of banks

Public dispute of banking managers salaries and bonus payments

Public dispute of tax payers money in support of troubled banks financial
survival

Roles of banks in economic recovery

Could (should) the crisis have been foreseen?
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An example of possible prediction (?)

Significant increase in
Lehman’s exposure between Qd
2006 and Q3 2007
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Lehman Brothers headquarters in New York City on September 15, 2008 (from wikipedia)
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Banking and FM CIOs have identified BI/BA and Risk and
Compliance as their top 2 priorities for enhancing competitiveness.

PRIORITIES % OF RESPONDENTS

Business Intelligence and Analytics

85% / 76% }m Top 2

Priorities
81% / 74% :]m

Risk Management and Compliance

High Growth
B Low Growth

Notes: Q14: Full Sample
N = 2354, FM/Banking N=372

Source: IBM Global CIO Study 2009 — Special Banking/FM subset
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And that has not changed much in 2011...

10

2011 CIO Study highligh

To increase competitifeness, 83 percent o
CIC= have visionary p
busines=s intelligence and analytics, followed
by mobility =clutions (72 percent) and
virtualization (&7 percent). Since the 2009
survey, CIO interest in cloud computing has
nearly doubled (60 percent), a reflection of
the growing need to simplify access to
information in a cost-effective manner.
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Yet challenges exist around volume, variety (diversity), and speed of
data creation (and needed decisions)
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base of the world-is/expected to
gidouble every 11 hours.

Volume of Digital Data

’,;‘T\oday, 80% of

- _tnstructured

" largely by émai
contribution
and video ayj

L | SS
Variety of Information

’_. '«It. L F, h Ji % [
. 70% afiexecutives believe that pogr

@@tisign makind fhashad a degrading 4

: impéct'on their cdmparies’ Y g
“per‘fgrmance TP Sl
- Qnly 9% of CFOs bg{iev:é"they exéel J
at Jntegpretihg datafor,senior .« o
» management N !
i T, . A

e il

Velocity of Decision Making

Lack of Insight
1 in 3 managers frequently make
critical decisions without the
information they need

Inefficient Access
1in 2 don’'t have access to the
information across their organization
needed to do their jobs

Inability to Predict
3 in 4 business leaders say more
predictive information would drive
better decisions

Source: IBM Institute for Business Value
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A new Business Analytics capability map is needed

looking o |
forward Predictive Analysis
GEJ acting Rules and Process Data in Motion
= now Management

v looking Business Analysis and Reporting
backward Business Performance Management
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Transition towards BAO with actionable insights

Foundational

Sense and respond
Back office
Skilled analytics experts
Instinct and intuition

Automated

13

Breakaway

Predict and act

Point of impact

Everyone

Real-time, fact-driven

Optimized
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Example: imagine if your bank could ...

...offer new customer,

menu-selected 1€ adaptive risk

...cross sell optimal -Stop a large wire

roducts, price and control at the roduct, right transfer when
P > P , customer and P , 191 predictive analytics
terms within Bank’s . customer, right time? .
transaction level? shows likely fraud?

optimal levels

On-line Channels Branch Manager

Product Manager Loan Officer Manager

Next generation of efficiencies will come from appl ying analytics to optimize
decisions at every contact point....made possible by enabling pervasive,
predictive real-time decisions at the point of impa ct
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IBM Business Analytics Maturity Model

How the business
applies information
to achieve its goals
Policies
Business Processes
Organization
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Business operations maturity

Information and analytics maturity
How the business manages information and learns from it
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Essential capabilities in BAO for banking

Trusted information

Reporting and analysis

Business performance management

Predictive analysis and mining

Realtime analytics

Business rules (process) integration
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BAO capabilities (1): trusted information — based on an agreed, shared
conceptual model
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BAO capabilities (2): analysis and reporting — driven by business
requirements and templates

Relationship
Marketing

Profitability

Asset & Liability
Management

Compliance
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BAO capabilities (2): analysis and reporting — example of requirements
template: Operational Risk Assessment

To analyze the financial institution's Examples of BST usage
operational risks, the types or causes of the

operational risks, and the amount of » Supports regulatory capital
regulatory capital required to provide liquidity analysis, with rollup to line of

for the financial institution against the effect of business reporting group and risk
the operational risks.
category

Purpose

> Supports exposure amount

= Revenue Total analysis by geographic area

= Operational Risk Alpha _ L
» Supports risk score analysis with

= Standardized Operational Risk Indicator granular rollup by time period

Sample Amount
Measures = Basic Operational Risk Regulatory > Supports operat|0t_’1al key risk
Capital Amt indicators analysis at loss event
= Operational Risk Unexpected Loss ?e':/:|28k management category
= etc.
» etc.

= Risk Management Category

= Line Of Business Reporting Group
Sample

: : = Risk Assessment Frequency
Dimensions

= |Loss Event Type

= etc.
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BAO capabilities (3): business performance management

Business Performance Management

Allows decision makers at virtually all levels of the organization to
gain insight into business performance and data to support and guide actions.

Deliver immediate

insights into business
performance

Deeper analysis of Foresight to plan and
trends and patterns

allocate resources

@000 06

Dashboards/ Reports Ad hoc Content & Planning/ Predictive
Scorecards Query Trend analysis Budgeting Modeling
20
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BAO capabilities (4): predictive analysis and mining

21

Clustering Associations / Sequences

» Exploratory data analysis

* Reveals natural groups within a data set

» Distance Measure: No prior knowledge about
groups or characteristics

* Not always an end in itself

Customer Segmentation

» Associations can exist between any of the

+ Discovers association rules in time-oriented datd
* Find the sequence or order of the events

Finds things that occur together

attributes

Market Basket Analysis, Next |
purchase

ogical

Clssitcation

* Predicts an outcome (true /false) based on a
set of inputs.
* Modelers pre-defines input and outputs

Fraudulent case/transaction prediction

e Predicts a numeric outcome based on a set of
specified inputs.
* Modelers pre-defines input and outputs

Marketing campaign response rate
prediction

© 2011 IBM Corporation



BAOQO capabilities (4): example of simplified "decision tree" —
credit risk rating

Income = 540,000

3‘;/ \i&ﬁ

Job = 5 Years High Debt
Yes / \:u E:‘I/ \:‘n
Good Risk Bad Risk Bad Risk Good Risk
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BAO capabilities (5): realtime analytics: data in motion

Traditional Analysis Stream Analysis
' 3

Historical fact finding Real time analysis of data-in-motion
with data-at-rest

Batch paradigm, pull model Streaming data

Query-driven: submits queries to static A stream of structured or unstructured data-in-moti on
data Stream Computing
Relies on Databases, Data : : .
Warehouses Analytic operations on streaming data
in real-time -- operations “fire” as data passes, un needed data can

be immediately discarded

) > M
| Queries > Data ‘Q' ueriesjﬂ">
\\' ;

© 2011 IBM Corporation
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BAO capabilities (6): acting on insight
(semi) automated decisions

business rules/processes to enable

Where Business Rules Typically Exist

' Business Rule Management System
~
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Business Analytics for banking — relevancy in some focus areas
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Operational efficiency

;!!:::!.
\

=¥ Integrated risk management

Customer care and insight

e Payments and securities
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Operational efficiency

» Deliver trusted information to improve productivity,
implement new processes and automate existing processes

» Create trusted enterprise insight to drive business optimization

» Use analytics to understand performance and drive strategies that
improve operations and financial results

« Optimize and truncate content-centric processes to reduce costs
and improve the customer experience
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* |T cost transparency

Examples of BAO for operational efficiency

— Accelerators enable conversation between IT and
departmental owners
— Reports, dashboards and metrics show technology
costing and chargeback, driver-based planning and
forecasting and the service catalog

— Advanced analytics give new view of technology

services, cost of delivery and service levels
* Branch performance

— Top-down and bottom-up branch planning helps
ensure alignment with strategic objectives

— Analysis by product and customer segments
using activity-based drivers and rates helps

manage branch profitability planning

» Banking operations executive dashboard
— Accelerators provide an executive view of
operations for a multiservice bank
— Dashboards and scorecards present
comprehensive visualization of data

SKIP
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Integrated risk management

 Integrate finance and risk data
« Communicate risk insight to decision makers throughout the organization

 Deliver timely, accurate information to optimize risk processes and
management

» Use information to accurately identify and mitigate fraud and
operational risk

» Help you address regulatory requirements such as scenario analysis,
liquidity risk and Basel |l

© 2011 IBM Corporation



Examples of BAO for integrated risk management

» Finance and Integrated Risk Management (FIRM)
— Comprehensive enterprise risk management platform e e
covers credit, operational, marketplace, counterparty, S
and financial risk and scenario analysis e —

Risk scenario analytics
— “What if” risk scenario analytics predicts trade book s TT
marketplace risk, credit risk and capital

Liquidity risk
— Liquidity data model and stress testing supports
in-house analysis, presentation and disclosure

Banking risk — credit risk application
— Credit risk management reporting application
monitors credit risk from origination to collections

Risk adjusted profitability
— Integrated risk management and financial
planning capability helps maximize risk
adjusted return on capital (RAROC) for
risk-based profitability management

SKIP
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Customer care and insight

» Derive insight about customer segments and behavior to fuel organic
growth through improved retention and leveraging cross-sell and
up-sell opportunities

» Create a single view of the customer to provide a smooth and relevant
cross-channel banking experience

» Put trusted information in the hands of frontline employees to
improve productivity and customer service

 Employ information to enhance the banking experience
across channels

© 2011 IBM Corporation



Examples of BAO for customer care and insight (1)

:-.....-...-.....h‘ . . T ta—— ...T_ﬁi

» Customer profitability analytics

* Increased profitable growth of customer base by 15%-
20% by measuring and identifying customer profitability

» Reduced servicing costs by using predictive analytics to
focus attention on most profitable customers

» Create an ideal customer profile using lifetime value
models - and migrate existing customers to this profile.

i

e Banking campaign insight and optimization
— Reduce costs and increase effectiveness of lead
generation activities —

— Target offers to key customer segments more effectivel st et taiiin

T

i

iji

i

Relationship pricing for commercial banking
— Pricing solution to support daily credit and noncredit

pricing decisions to large and small business bankin
customers

SKIP
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Examples of BAO for customer care and insight (2)

 Client servicing blueprint
— Provides customer facing portal and self-service
statement reporting
— Includes internal wealth and asset management
dashboards

e Customer and product cross-sell
— Profitability and cross-sell analysis with data tied
back to the IBM Banking Data Warehouse

» Branch Performance
— Establishes corporate targets and develops
integrated top down/ bottom up functional and
operational plans.
— Provides profitability planning and analysis by
product and customer segment using activity-based 2
drivers and rates.

SKIP
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* Integrate solutions to help create a competitive edge for thorough
renovating, consolidating and simplifying your company’s payment
environments

Payments and securities

» Adopt a progressive approach to renovating the enterprise payments
infrastructure

» Leverage “best-of-the-best” solution components from leading
application providers

« Speed implementation with best practices and payment-specific
solution accelerators

* Lower near-term cost, shorten time to value and reduce
transformation risk

© 2011 IBM Corporation



Example of BAO for payments and securities

» Enterprise payments monitoring Eimmry ]| ES— p—
— leverages the IBM Enterprise Payments Platform (EPP) T — gl
for comprehensive payments process monitoring, s BB
reporting and analysis T =
— Includes dashboards, key performance indicators and e oo Sy
scorecards, monitoring, reporting, and alerts e :

mm m s e s e .

SKIP
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Business Analytics Maturity Model (reminder)

Breakaway

Business process integration Prescriptive, real—tin_‘re.
(e.g., CRM) and collaboration pattern-based strategies
with situational context

Differentiating

Process automation
and workflow

Competitive

Task integration contextual business
{e.g., ERP) rules and patterns
= Master data
Foundational manage ment,
dashboards and
SCOrecands

Predictions,

Command

Sl E Data warehouses,

Ad hoc govemance and
production reporting

Business operations maturity

Spreadeheets
and extrads

Information and analytics maturity

> How can the bank move up to the next levels?
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Information Agenda - a proven approach to becoming an information

based enterprise

Implementing cross line of
business policies &
practices for managing,
using, improving &
protecting information
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Creating a vision to guide
decisions & align with business
priorities

Strategy
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infrastructure

Deploy open and agile
technology and leverage
existing information assets for
speed and flexibility...

Establishing a plan for
executing discrete projects
to realize short and
long-term

returns on investment
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Information Agenda Team
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IBM technology portfolio (excerpt) for BAO for banking

IFW - Banking Data Warehouse Models and Assets

_ IEM Business
_ Information Framework for Banking with Applications
Banking Data Warehouse Models
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One - out of many - solution scenarios

Enterprise Payments Platform - Cognos integration

Built on IBM’s Enterprise Payments Platform (EPP) solution
Housed in IBM Solution Center within La Gaude (Fran ce)

Functionality includes:
— Payments Dashboards
— Payments KPIs / Scorecards
— Payments Monitoring
— Payments reporting

— Payments Alerts
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Solution architecture

ATM Web Email Branch Mobile Call Center
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Screenshot: payments monitoring
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Cognos Yiewer - Bank Payments Executive Dashboard
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CHIPS Annual Statistics 1970-2003
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Banking Payments - Executive Metric Scorecard
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Summary: Banks are becoming smarter with Business Analytics

Banking needs and priorities

— Business analytics, risk & compliance

Analytics maturity model
— From awareness to breakaway levels
(Advanced) business analytics and optimization capa bilities

— Business analysis and reporting, predictive analysis, realtime analytics,
acting upon insight

Analytic applications in banking

— Best practice—based industry solutions and accelerators
Information Agenda

— Define the transition to becoming an information based enterprise
IBM Software

— BAO software portfolio and assets for banking
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