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Important categories of institutions

We can think about four main categories of financial institutions:
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Central Commercial Investment
Banks Banks Banks

Oversee and manage

Provide products and Work with businesses Operate in the capital
all banks in their services to individual to serve their financial markets to help clients
respective country and \ consumers needs / raise capital through
set monetary policy ~_ 7 underwriting and

issuance of securities

Source: CFIl
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Banking Services
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Banking Services: Retail banking

Retail banking is the provision of banking services to all individual consumers.

Examples of retail services
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Checking and Personal Loans

Savings Accounts
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Banking Services: Private banking

Private banking is a subset (!) of retail banking that caters to high-net-worth and ultra-high-net-worth individuals.

High-Net-Worth Ultra-High-Net-Worth
Liquid net worth of over Liquid net worth of over
$1MM (cash or easily 55MM

convertible assets)

"y

a
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Customer service is provided on a personal basis through a dedicated relationship manager. Services include retail

banking products, asset management, brokerage, and limited tax advisory.

N QVA o Banking — Ana Lacerda — Fall 2024




Banking Services: Business Banking

Business banking refers to banking services provided What are the likely reasons for financial support to small
to small businesses that are owner-operated and businesses from the bank?

have annual revenues of up to $5 million (according

to CFl definition).

These businesses have very simple banking needs:

Working Capital

I = el
<t EO| 0T
Business Merchant Financing Building new Buying new Buying another
Checking and Services (e.g. customers operating property business
Savings Accounts Debit and Credit (receivables) fc'—fl|if"'p|an-1&
Cards Payment) (inventory) equipment




Banking Services: Commercial Banking

Commercial banking is larger in scale than business The needs of commercial banking clients are focused
banking and serves clients with more complex around:
needs.

Clients are typically:

V -
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1. Medium-sized (~500 2. Multiple locations and 3. May include other
employees) possibly various financial institutions Operating Accounts and Transaction Banking Trade Finance and Advisory Services
geographic locations and local / regional Loan Finance Products (Cashand Treasury Foreign Exchange
governments Management)
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Banking Services: Corporate Banking

Corporate banking services are for those Corporate banking services are largely credit-related with an
clients whose needs are even more complex advisory component and act in between commercial
than in commercial banking. banking and investment banking services.

¥ Mid-sized companies

¥ Companies growing through mergers
bsiole e % Revenue of $100MM - $1B
acquisitions

¥ Publicly traded companies

¥ Large domestic and multinational

corporations il

i .
¥ Financial and other institutions
Cidl d ) ()}ﬁ:‘?{: @ @@
¥ Governments L}}@J)\\ @
I
=
Provide credit Structure

. expertise complex needs
=] around working

capital

.
_ .y management




Banking Services: Investment Banking

Investment banks do not offer traditional banking products and are non-deposit taking.

They serve large, publicly traded corporations, institutions, and governments looking for banking services
associated with large or complex financial transactions in:

ie -5
Corporate Finance Capital Markets

Mergers & « Underwriting
acquisitions sy s
Research

Advisory services
e Sales and trading




Banking Services: Investment Banking

Corporate Banking

« Directly offers advisory services
for M&A transactions and
structuring of capital markets

= Act as an intermediary
VS.
« Maintain banking relationship
with clients
products

.-:‘~.:1_~,|_.Lf UI'-":"IHIchI._,If s to raise

capital 1r1|c-u5_;h equity or debt

E.g. Initial public offering (IPO)

NOVA...



How financial institutions are organized

1. Universal Banks

e,

R(S)

4. Community Banks
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5. Online Banks

Gk
8. Savings & Loans

Associations
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3. Investment Banks

i

6. Credit Unions
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1. Universal Banks

Universal Banks

Retail
Banking

Commercial
Banking

&
Investment
Banking

3. Investment banks

Investment Banks

i
Investment
Banking
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CitiGroup

HSBC Group

Deutsche Bank

ICBC Bank of China

i T

Goldman Sachs

Barclays

h Y

Credit Suisse

2. Large banks

Large Banks

Retail
Banking

Commercial
Banking

4. Community banks

Community Banks

Retail
Banking
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Small Business
Banking

Wells Fargo

Bank of America

Lloyds Bank
& Santandar

Banco Santander

In US:

= Over 18,000 community
banks — majority have <
$250MM in assets

In India:

= Created by members of a
local community — pooling
capital resources and
lending to the members

In Nigeria:

= Community banks exist as
the Credit Development
Division — making credit
more accessible in rural
areas

14



5. Online/digital banks 6. Credit Unions

Credit unions serve a
specific demographic and

%W are member-owned. Clients

are members who hold

Credit Unions

shares of the credit union.

Online Banks l
< | 2 | Guidelines on who can be a
" ! member might be:
¥ + Hello Bank
* The member needs to live in
a specific geographic area.

m The member must be part of

Ally Bank a specific segment of society

Ll : : h as teach ilitary.

Retail Small Business e AL

Retail Small Business m Banking Banking
Banking Banking Al

Mashreq Neo

7. Building Societies

Found in the UK, Ire
E Australia and Jamaica,

1| FiF building societies are owned
by members and primarily
offer home mortga

Building Societies

Example;
% Nationwide
(BANE )
& Nationwide Building Society
Retail
Banking
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A product oriented bank

BUSINESS R ECONOMICE

Mortgage Credit Bank Business Insurance
Loans Cards Accounts loans
Processing Processing Processing Processing Processing
Marketing Marketing Marketing Marketing Marketing
Query response Query response Query response Query response Query response

!

Customers

!

l
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A client oriented bank

Mass
Market

Marketing
Query response

Affluent

Marketing
Query response

Branch
Internet

Call Centre

|

Customers

Branch
Internet

Call Centre

|

Affluent
Customers

Processing

Private

Marketing
Query response

Branch
Internet
Call Centre
Private
Customers

Business

Marketing
Query response

Branch

Internet

Call Centre

|

Business
Customers

Corporate

Marketing
Query response

Branch
Internet

Call Centre

|

Corporate
Customers




Deal with segmentation

How to segment customers
« traditional (individuals, companies)
« by asset or sales volume (mass, affluent, private, business, corporates)

« by behaviour (large savers, small savers, large debtors, small debtors, high
transaction, low transaction)

« by life cycle (student, young professional, family professional, retired, startup,
growth business, mature business)

The choice will affect how the bank will address customer demand.




Deal with multiple channels

« Branch - transactional? Just for individuals? no cash operations? advisory? to whom?
« ATM - info, cash operations, transactions, inbound sales?, outbound sales?

Internet

« informational and transactional

« very limited in-bound sales; can you really do out-bound?

Call centre
« inbound - transactional, informational, claims

« outbound — CRM (Customer relationship management)

Mobile - used to be a phone... but a tablet is again internet

POS - can this be a bank channel?

Mail - are we forgetting the good old paper, or just forget that?




P&L of a customer

interest paid on savings investment income from
accounts deposit balances
transactions related costs fee income

loan interests

impairments

allocated “fixed” costs
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Let’s value the client

* Mr Client has 700 euros in deposits, earning 2%.

* He pays 10 euros/month of fees and commissions

* He has aloan of 8000 euros, paying 5% interest rate.

e According to the credit analysis of the bank, Mr. Client has a 2.5% probability of default, in which case the bank may lose 60% of the
loan amount.

e The bank faces 85 euros annually of operating costs to deal with Mr. Client business

 The law forces the bank to have 3% of cash reserves (over deposits) and 8% equity over assets.

e The Treasury department of the bank quotes liquidity at bid/ask of 3,25% - 3,75%.

e (Capital at the bank costs 7.7%.

Build the balance sheet and the Profit & Loss statement of this client.




Balance Sheet with Mr. Client

Assets
Cash Reserves 21 | The bank needs to retain 3% of the deposit as cash reserves.
Pool Funds 679 | A deposit not needed as reserves can be sold to the pool.
Loan 8000
I—
Total assets 8700
Liabilities
Deposits 700
Pool Funds 7360 | we used 92% of the loan from the pool. So we have 8000 x 92%.
Ca pital 640 We used 8% of the loan from capital. So we have 8000 x 8%.
I—
Total liabilities 8700




Mr. Client P&L

Income
The bank expects to lose 1,5% of interests (2,5% x 60%), and also of capital. So, we
Interest on the loan 394 have 8000 x 5% x 98,5%.
Fees 120
Selling liquidity to pool 22 |We have 700 x (1 - 3%) x 3,25%
]
Total income 536
Economic Value Added of Mr.
Cost Client is negative (-8)
Interest on deposit 14
The bank expects to lose 1,5% of capital lent (2,5% x 60%).. So, we have 8000 x
Expected Loss 120 |y g,
Operating costs 85
Cost of liquidit We used 92% of the loan from the pool. So we have 8000 x 92% x 3,75%.
q y 276
Cost of capital 49 |We have here 8% x 8000 * 7,7%
]
Total cost 544
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Porter’s competitive forces

| Threatof / Bargaining power
\_ new entrants / . of suppliers
Porter's five
forces

Threatof / Bargaining power
substitutes  / i of customers

Competitive

rivalry

Evvrp.




Porter’s competitive forces

Threatof / Bargaining power
\_ hewentrants / . ofsuppliers

Threat of - /Bargaining power
substitute J . of customers
Competitive
rivalry

Evve.




Capital

Regulatory capital - capital items accepted by regulation, and can be fulfilled by core capital (equity, retained
earnings) or supplementary capital (revaluation reserves, junior bonds). Sometimes used to refer the minimum
capital a bank must have.

Book value capital - is the historic accounting difference between assets and liabilities (so junior bonds are not
capital)

Fair value capital - is the fair value (present value of future cash flows) difference between assets and liabilities

Market capitalization - number of outstanding shares times market price of the shares (in a way, it is the perceived
fair value capital)

Economic capital - amount of capital needed to cover risks (CaR)

Available capital - is the amount of equity (or similar instruments) existent in the bank that can absorb losses
(meaning without the bank declaring bankruptcy), or equity, retained earnings, contingent convertibles




Factors affecting available capital

BUSINESS R ECONOMICE

Management
(strategy)

Supervisors
(constraints)

[

Competition
(M&A)

]

Optimal

Capital

Rating Agencies
(rating)

Banking — Ana Lacerda — Fall 2024

[

Capital Markets
(capital supply)

]
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A view from the industry on banking strategy

Deloitte.

New strategies for a changing world
Financial Markets
Regulatory Qutlook 2022




A view from the industry

To inform this report, we conducted a survey of 93 senior executives and non-executives at financial services firms." We asked them to rank the top three regulatory
topics | ist of five) that they expected the Board and ExCo to spend the most time on in 2022. Sustainable finance came out as the top priority (selected

by 23% of re-fpcndeﬂtJ,. narrowly ahead of operational resilience and digitisation (both selected by 22% of respondents). But there were sectoral differences, with
insurers putting the other two regulatory topics ahead of sustainable finance. In terms of the topics which featured as a top three priority, operational resilience was
the clear winner (selected by 92% of respondents)

Chart 7. Which regulatory topic do you expect to require most Board/ExCo attention in 20227 (ranked as a top priority)

40
30
20
I I ] i1 | I
a
Sustainable finance Operational resilience tisation Financial crir Value for maney
B % Total respondents % Banking B % Insurance M % Investments management

Sowrce: Deloitte EMEA Centre for Regulatory Strategy Regulatory Outlook 2022 Survey, October 2021

Chart 8. Which regulatory topic do you expect to require most Board/ExCo attention in 20227 (ranked as a top three priority)

120
100

20

&0

40

liad Riln

o

Operational resilience Digitisation Sustainable finance Financizkcr Value for money

B % Tatal respondents % Banking B %insurance W % Investments management

Sowrce: Deloitte EMEA Centre for Regulatory Strategy Regulatory Outlook 2022 Survey, October 2021
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Develop a Board-reviewed transition strategy and aligned roadmap
and a detailed and resourced plan of actions, which includes interim
targets.

Measure emissions across the value chain, focusing on financed
emissions, and develop a decarbonisation pathway using science-
based targets.

Integrate net zero considerations into investment, lending
and/or underwriting decisions, while giving careful consideration
to stakeholder engagement.

Develop products and solutions which meet regulatory expectations
and market demand.

Cascade net zero plans across the firm, leverage risk management
framework and ensure coordination between corporate strategy,
business units and control functions.

Ensure remuneration, incentives and culture are aligned with net
zero plans.

Ensure reputational, liability and conduct risks stemming from climate
and environment factors are identified and integrated into risk
management frameworks.

Ensure that Compliance and other key control functions receive
training (e.g. on ESG data, non-financial performance metrics, or
ESG investment strategies) so that they can assess green product
disclosures.

Develop a robust ESG data strategy and target operating model to
ensure quality and consistency across data for ESG risk, net zero
commitments, taxonomy-alignment, and disclosures.

Consider regulators’ concerns when using ESG ratings and data
providers e.g. conduct due diligence of vendors and avoid mechanistic
reliance on ESG ratings and data products.

NOvVA



» Develop a future state operating model view for risk management »  (Climate risk considerations are permeating the regulatory capital

capabilities, specifying a plan to implement it that builds in flexibility architecture. Firms should form an initial view, for example, of how
to accommodate evolving mitigation, adaptation or transitional the “greenness” of their balance sheet affects cost of capital or return
expectations. Assess plan and current capabilities against on capital, and consider how that might influence future balance
benchmarks of good practice as they are made available. sheet strategy.

» Develop scenario analysis/stress testing capabilities. Approach should * Undertake an initial assessment to understand nature risk on the
be proportionate to the size and complexity of the business, but balance sheet. Asses the priorities of supervisors, and where
should engage the Board and all relevant functions. these new risk considerations could usefully be incorporated into

+  Apply scenario analysis to inform climate risk assessment in ICAAP/ EEINER TS

ORSA.

NOVA...
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* Build capabilities, such as data/Open Banking and reporting systems,
to prepare for new BNPL regulatory requirements.

.

Chart 9. What is the most important challenge that your firm will face in digitalising your business over the next year?
. trols i

35%

30

30%

25% 23

20%
. il, 16

15% 14

. 10
. cial 10% 8
L 0% Inadequate technological nsufficient expertise at middle Poor dats quality Regulatory uncertainty’ nsufficient expertise to providz Other
. Ing infrastructure management level and below to undlear supervisory robust g an
those arisfng from regulatedlunreguTated TPPs. implement and run a digitised business expedtations oversight
% Total respondents
Source: Deloitte EMEA Centre for Regulatory Strategy Regulatory Outlook 2022 Survey, October 2021
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Boards should ensure risk appetite, governance, and risk
management frameworks address new/enhanced risks (e.g. financial
and fraud) arising from cryptoassets - especially if unregulated - and
derivatives based on them.

Incumbents should consider impact of cryptoassets’ growth on
traditional revenue sources, and potential responses.

Crypto natives should prioritise robust governance and risk controls
to support successful regulatory authorisations.

Be ready to explain business models, risk and mitigants in detail,
including spill-over risks from unregulated activities.

Demonstrate skills, resources and capabilities to maintain financial
and operational resilience, and consumer protection, including
through periods of fast growth.

Identify and address vulnerabilities in operating models, including
those arising from regulated/unregulated TPPs.

Monitor evolving regulatory/supervisory expectations if working with/
relying on digital platforms or BNPL firms.

Build capabilities, such as data/Open Banking and reporting systems,
to prepare for new BNPL regulatory requirements.

If relying on a platform-based business model, consider reputational
and operational risks, and how to ensure good customer outcomes
and regulatory compliance.

NOvVA



Chart 10. What is the most important challenge your firm will face in implementing operational resilience requirements over the next year?
70%
60%

+  Prepare fo frameworks to capture
of the imp isk exposure including to
or critical g| 0% nce and climate risk.
LTIL Ok echnology solutions
used; and @ a0u )

+ EU-based f§ . .

nsolidate all requirements
the DORA | 05 .
. ch to compliance and
testing cap
20%
10%

+  Following ..

strategic cl 0% Addressing third-party Setting impact tolerances  Identifying and mapping Camrying out scenario Other
o vulnerabilities important business services testing

a resilient

tolerance.

a pUSh for % Total respondents [l % Banking [l % Insurance [l % Investments management

transition Source: Deloitre survey of senior executives and non-executives at financial services firms, 2021

the mediu -

adoption.
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»  Prepare for heightened supervisory scrutiny of: (1) the sufficiency * Update traditional segmentation and TPRM frameworks to capture

of the impact tolerances set or risk appetites articulated for IBSs all TPP relationships, their materiality, and risk exposure including to
or critical operations; (2) the sophistication of scenario testing new risk domains, e.g. TPPs’ financial resilience and climate risk.
capabilities and the severity of the operational disruption scenarios +  Enhance TPRM systems, including through technology solutions

used; and (3) the resilience implications of TPP relationships. (e.g. real-time risk intelligence and reporting).

+ EU-based firms: conduct gap analyses based on the final version of
the DORA to assess where their ICT risk management, reporting or
testing capabilities need improvement.

+ Ifin-scope of multiple outsourcing rules, consolidate all requirements
and, where practicable, standardise approach to compliance and
thereby increase efficiency.

+ Following the March 2022 deadline, UK firms will need to make
strategic choices around investment in infrastructure and embedding
a resilient target operating model to operate within their impact

I
a push for greater operational resilience will hinder their digital :
transition plans and challenge themselves to identify how, over !
the medium term, a higher level of resilience could enable digital :

I

=== ===

NOVA...
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* Banks will need to decide how they reconcile the Basel 3.1 target date + Insurers should develop an implementation approach for Solvency

for implementation coming at the end of the year with the reality that Il reform (e.g., investing in stress testing and modelling capabilities)
regulators in many jurisdictions either will not be ready to implement and ensure the direction of travel of the reforms is factored into

the framework or will not require it. Managing this regulatory other change programmes (e.g., IFRS 17 or group restructuring or
divergence in timing could impose extra demands on banks' finance reorganisation), allowing for the fact that resources for these projects
risk and compliance activities. may overlap.

* IRB banks should begin to prepare immediately for using the
standardised approach for the purpose of calculating the output
floor. They should also begin to assess how they will understand the
“floor capacity” available in their internal capital allocation once the
output floor is in force, and the implications for capital intensity and
product pricing.

NOVA...
I BUSINESS R ECONOMICE



Chart 14. What do you expect to be the impact on your firm of divergence between UK and EU regulation in 2022 and beyond?

40%

y for 2022.

Too early to well MNegative, because divergence Positive, because it will No impact
will increase our costs from enable UK regulation to be
having to comply with two tailored to UK markets
different regulatory regimes and firms

M % Total respondents [l % Banking % Insurance % Investment management

Source: Deloitte survey of senior executives and non-executives at financial services firms, 2021 reate
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»  Firms with a presence in both the UK and EU will need to have clear »  Many banks are likely to find it challenging to integrate what are
governance and decision-making frameworks to enable them to currently highly siloed individual entities into a single IPU and govern
decide whether it is both possible and cost-effective to have a single, it effectively. Making progress on integration is a priority for 2022.
unified approach to regulatory compliance, or whether they need
to develop two (or more) different approaches to deal with local
particularities.

» Banks should optimise their legal entities to ensure they have the »  MMFs will want to consider how different reform proposals could
right entities, regulatory permissions, risk model approvals and affect their position in the market and how they can continue to
systems to support their clients and achieve sustainable profitability. remain attractive to investors. Some reforms may also create

operational challenges for MMFs.

NOVA...
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Perform a review to ensure:

all three lines of defence are appropriately engaged and management
responds to findings/recommendations;

processes are risk-sensitive;
escalation steps are clear;
customers' interests are central; and

processes use both internal and external data.

If not yet offering CoP, develop a clear roadmap to CoP
implementation by end 2022.

All PSPs should engage early with the PSR concerning any potential
sethbacks to CoP adoption, including delays in implementing a CoP-
only role profile in the Open Banking Directory.

Ensure processes to identify and prevent fraud and scams are
integrated into risk management frameworks.

Ensure reporting obligations for identified/suspected cases of fraud
and scams are followed.

Review back and middle office processes to ensure reporting and
transparency requirements are rigorously enforced.

Assess and be ready to implement rapidly technology and process
changes needed for upgraded Digital ID frameworks.



» Gl manufacturers will need to consider how to automate and » EU firms will need to prepare for more supervisory scrutiny of their

standardise the data they receive the data they receive on pricing levels and be ready to justify how their products deliver value.
HEEAEEa TIEE. » Irish motor and home insurers will need to reassess their pricing
» AFM Boards and SMFs will need to evidence that they have robustly strategy in light of the CBI's proposed ban on *price-walking”.

challenged the value assessment process for their funds and
considered the feedback in the FCA's review.

» UK firms will need to consider how to align their different processes
which are related to assessing value (e.g. under product governance,
the Consumer Duty, sector-specific value assessments, suitability
assessments).

NOVA...
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» Review the governance model to ensure new risks such as climate are » Align Board diversity and inclusion targets with supervisory and

appropriately covered. Consider how the model needs to be altered stakeholder expectations. Review the Board candidate selection

to ensure risks and issues are reported at the appropriate levels and process, succession plan and the remits of the NomCo and RemCo to
the Board can focus on key/high priority risks and issues. Some firms ensure they appropriately consider diversity (bearing in mind relevant
are establishing Board committees to focus on specific risks whilst employment law).

others, wary of proliferation, are considering how they can streamline

o . ) : . » Perform a gap analysis of Board skills/experience and consider how
existing Board committees to deal effectively with new risks.

best to supplement them in light of changing regulatory expectations.
Third-party assurance or Board advisors can help the Board gain
comfort that regulatory requirements have been met and ensure
debate is informed.

» Review and refresh the end-to-end reporting lifecycle to ensure Mi
not only focuses on the most relevant risks but adapts to emerging
ones. Improving data governance and processes will increase access
to better quality, more consistent and granular data, leading to more
effective, efficient, near real-time reporting and analytics. A move
from retrospective MI to predictive Ml is required to anticipate risks
and empower Boards to make “decisions informed by data insights.

NOVA...
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UK banks should ensure that their first public RAF disclosures

are concise and decision-useful for investors. EU banks should
continue to build their capabilities on all of the SRB's dimensions of
resolvability ahead of the 2023 deadline.

Firms should ramp up efforts to address legacy contracts and ensure
clients have clarity well ahead of contract cessation, including about
the potential “cliff edge” for new USD LIBOR contracts from 2022, and
continue to focus on active conversion through 2022 and beyond.

Investment managers will need to demonstrate to regulators that
their fund redemption terms are aligned to the liquidity of the
underlying assets and that they have robust liquidity management
processes.

Firms should ensure that the governance, controls and standards for
regulatory reporting are at least as stringent as for external financial
reporting, including clearer application of the three lines of defence
and more independent review and challenge.

International banks should engage with UK supervisors to ensure
that they comply with the PRA’s expectations in good time, while
continuing to execute their plans to optimise their legal entity
footprint in the EU and UK.

NOvVA
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