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New Thinkind for GosStETTICiency Emerges

Top 2issues for banks to address post COVID-19 . As aresult,
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revenue loss Cost management said cost reduction increased in said digitization is the most important
| strategic priority cost lever
Banks double down on cost management Cost reduction targets increase
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are refocusing their cost are accelerating them have increased their targets by up to increased their targets by more than
optimization efforts 3 10% 10%
Yet, significant savings are pushed to the mid-term To address the challenge
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set a cost savings target of more will look to take more than 10% of of the banks are targeting radical change in
than 10% of the cost base over the the cost base over the next 12 3 their operating model over the next 3 years
e Mext3years ] months S
Most essential enablers to achieve greater efficiency Yet, just
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91 /) J;w) 89/) % rate their cultur§1@8hly/0for supporting cost

committed leadership culture and accountability optimization objectives. More needs to be
done.

Source: Banking cost transformation survey, KPMG International
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Evaving Gost Priorties and GOVID-19

As aresult of COVID-19,the cost agendahas Areas of cost reductionand theirimportancein helping to
been significantly elevated by banks: achieve costreduction targets over the next 12 months

L R anizaion o-ceson’
(SIS have increased as a priarity Legacy IT ransformaton
= Cossprocuroment

Reduction of real estate footprint 48% 44%
(oSt efforts have beenrefocused T T
and accelerated
.
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Branch closures
Artificial intelligence

RPA/process automation
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Source: Banking cost transformation survey, KPMG International
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Seltinga FocusedCost Agendain Banks

Levers of Cost Transformation

Macro cost
lens

1.Strategy

Cost reduction lever

1.1 Geographies,
markets, products

0O

g

Opportunities

Reduce presence in low performing customer segments
and product areas

1.2 Operating model &
balance sheet

q
3

)

Reduce the cost of funding by optimizing the balance sheet

% Cost saving
(from total costs)

To be
determined

Cost per
$ saved

To be
determined

2.Simplicity

2.1 Organizational model

Reduce organizational complexity, including reporting,
decision-making and governance structures

2.2 Transformation
optimization

Create a core organizational capability around transformation

2.3 Cost management focus

Drive a cost focus through strategy and accountability

3.Engineering

3.1 Digitization &
operational efficiency

Digitize work from front to back office and drive
enterprise-wide automation

3.2 Channel optimization

Digital shift with interventions to drive behavioral change

Medium

3.3 Organization design
& people

Drive the simplification of the organizational design
throughout the bank, focus on spans and layers and
realignment of pay and rewards

Modest

Medium [[a%)

3.4 Technology optimization

Accelerate the migration of critical environments to the
cloud, decommissioning of the obsolete applications and
removal of data centers

Medium “\

3.5 Property optimization

Rationalization of operations between head offices and
regions, adjustment of seat to desk ratio to 2.5:1

Modest

To be
determined

3.6 Sourcing & super
management

Drive third-party spend down through challenge of integrated
supply and demand

Modest

Loww

3.7 Tax & Legal optimization

ALERE SRCEREE I AN AR clE - ARORE

Optimization of tax and legal structures

% Cost savings: Modest (<5%), Medium (5—-10%), High (>10%)

Speed to cash: Fast (<12 months), Medium (12-24 months) Slow (=24 months)
Cost per $ saved: Low (<$0.50), Medium ($0.50-1.00), High (=%$1.00)

Source: Banking cost transformation survey, KPMG International

© ZD20XAIAM) @nandiai sPaPadrenghandradra endoebér v of e HeHIRM @vetriodt tfdepepdedent endoebér finnasfiiteutedi thi KFURMIG brteatiatiah@ dCpepeirat (e D/ Gtereatiatial ia] 9, SwBsd ettt bl Al ghghiesesemed

KPMG

Modest

Loww




Recodnizing the Importance of Cost Culture & Enabiers

Importance of the following attributes in achieving sustainable

Cost transtormation will dependon certain cost reduction withinthe bank overthe next 12 months

key principles:
A strong culture of cost optimization throughout the

O Clear, well-defined and understood organization
objectives " L
Ability to commit time and resource to long-term cost
_ ) reduction projects (i.e. 24 months)
Inclusion of ‘smart’ cost transformation as

a permanentfeature in the bank’s strategy Executive performance is measured against a clear set
of cost reduction KPIs

ngorously pI’IOI’I'[IZGd cost take-outareas Upskilling existing team members on organizational

change capabilities

A fully formed architecture for the

transformed Target Operating Model Cost reduction KPIs and progress are shared regularly
(TOM) throughout the organization

Having an operationally minded CEO with cost
A strong cost culture supported by reduction experience

enablers such as aligned KPIs
The board holds leadership accountable for cost

Fortitude and commitment by the bank’s reduction progress

senior leadersto stay the course Making new hires with experience in cost

0
reduction/organizational change capabilities

0% 20% 40% 60% 80% 100%
® Limited importance ® [mportant m Critical

Source: Banking cost transformation survey, KPMG International
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Evolving Operating Models Ied by Gost Priorities & GOVID

Cost prioritiesand COVID-19 haveinevitably led to newer operating

modelsinthe banking sector:

New channels in banking landscape

« Accelerating and scaling up of digital delivery
« Streamlining of bank branches and networks

Shift to digital economy

« Enhanced usage of automation and Atrtificial Intelligence
* Investing in digital payments, currency, cyber security

E Newer operating models

¢ Increased focus on core functionalities
* Qutsourcing of non-core functionalities

E Adopting to the “new normal”

* Optimal operating model for long-term remote working
« Skill development and capacity building of professionals

New ways of risk management
* Re-evaluation of risk resiliency across risk spectrum
* Advanced data analytics in risk management

m. Strengthened values and purposes

» Societal responsibility & support for environmentally conscious products,
senices
+ Dewelopment of Environmental, Social, and Corporate Gowernance (ESG) policy

Source: The Harvey Nash/ KPMG CIO Survey 2020

Budgets and Board prioritiesin the banking sector
globally

OPERATIONAL PRIORITIES
TOP THREE

O @ @

Operational Efficiency Customer Agility & Speed to
Engagement Market

INVESTMENT PRIORITIES
TOP THREE

ORORC

Infrastructure/ Cloud Security & Privacy Customer Experience
& Engagement

KPMG



New OperatingModels willlead to New SKillS & JoD-0IeS

Bank e i hnol PRESENT FUTURE
ankers expect Alana intelligenttechnology to
transform banking landscape @
LN P e —
Customer Service agents handle Calls handled by bots, people handling
Bankersintendto use Al to calls major exceptions
99% enhance worker capabilities [J::] O
22
Social media personnelanalyses and Specialists use Aland ML programs to
responds to queries analyse and respond
Bankers want to enhance
automation via usage of Al
S ©
N
Risk management professionals handles Al highlights compliance issues while
compliance reporting professionals focus on solutions

Bankers believe Human-

Computer interaction is important &8%
7 N

to achieve strategic objectives

&

Business Development professionals spend Customers onboard themselves online with

time to onboard customers professionals providing advice
Bankers believe that Al will =
enhance workforce “ jﬁ o o
productivity | &5 — . o EES .
Credit supervisor reviews loansto be Al highlights majorissues which are reviewed by
granted supervisors

Source: The Future of Skills, 2020, World Economic Forum
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EgypiianBanking Sector IS ready to take on the changes

BaNking penetration grew by more than
/0% 1N the [ast decade

s

Financial Institutions Efficiency Index of the
country petter than the US & UK

£

-avouranie growth of the Bral Sector even
during the COVID period

Source: EBI, CBE, KPMG in India Analysis

Robust Banking nhorms

» Bankruptcy law passed in 2018 to simplify post-bankruptcy procedures is
likely to drive retail lending

Focus on SMEs

* In 2016, CBE mandated banks to allocate 20% of their loan portfolios to SMEs
by 2020.

+ Between 2016 to 2018, banks increased their credit to SMEs by E£136 billion

Digital Initiatives for financial inclusion

* Investments on technologies such as smart wallets, internet banking to extend
reach

Economicfactors

* Less Non-Performing Loans due to stable economy
» Positive sovereign ratings
» Access to deposit-based funding and liquid currency

National Banking Sector Competency Framework

* National Banking Sector Competency Framework and Continuous Professional
Development (CPD) Plan set up by the EBI in consultation with leading banks

KPMG
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