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ntroduction

The current state of financial market is a powerful reminder not to neglect the
risk/capital component of Value Based Management (VBM)

®= How to implement Value Based Management?

= What are the value drivers, specific to the industry and the business model?

= What are the generic dimensions along which value can be created?

= How to develop early warning systems?

®" How to ensure value is created in the long run?
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Agenda

= The evolution of VBM

= Value drivers of the CS Corporate and Retail Banking Unit
* VBM processes
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The history of value management theory?

Capital Asset
Pricing Model

Creating
Shareholder
Value

Managing For
Value

Valuation

The Quest For

Value

Value Based
Management

Returns are Introduction of Link SHV to Introduction of Introduction of Organizing;
related to risks free cash flow management comprehensive EVA (economic Analyzing;
incurred by model (FCF) approach on how value-oriented value added) as )
owning a Put normal to run a company management in spread return on Managl.n.g and
particular financial discounted cash Widely adapted order to increase capital and cost of Strategizing
asset flow techniques by management corporate value capital invested to deliver
Risk-weighted into a shareholder consultants Exposition of SHV Focused attention Shareholder
discount factor to value (SHV) Ideas developed issues and how to on detailed Value
assess the value framework into cash flow deal with them measurement of a
today of Estimation of the return on Application of company's
tomorrow's economic value of investment SHV principles is balance sheet
developments, an investment by (CFROI) feasible and Certain items
profits & cash discounting approach highly desirable need different
flow forecasted CF by treatment from the
Introduction of the cost of capital way accountants
systematic risk do
factor B (beta)

| | Y4 | Wa | Wa I

| 7 | 7 | 77 | 7 |

1950 1970 1980 1987 1990/91 Today
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1) In search of shareholder value: Black, Andrew; Wright, Philip; Davies, John
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VBM links business strategy and market

Intrinsic value

Development
of share price

Performance
indicators

Value drivers

b T == /== @
Q’V‘V\\\' "K"iv I { .:\.‘{ B _ C ‘

" slmall e e 00
TSR DCF ROIC Growth Market share
MVA Real options (Sales, EBIT) Unit cost

valuation Economic Profit Value of R&D-
Projects

= The development of share price as a result-related figure cannot be used alone to make
decisions

= The discounted cash flow cannot be used to valuate past performance

= Short-term oriented financial performance figures announce changes of value
development too late - "if the figures are right today, the future may be lost already"

= Hence, only monitoring of value drivers avoid the shift from long-term value creation to
short-term financial success
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VBM is a comprehensive management approach

Successful value based management leads to a continuously increasing

discounted cash flow value recognized by the capital market

Measurement

Value
Communication Based

Management

Ongoing Value Creation

Compensation

Operations

= Measurement:

Calculation of the
fundamental DCF-value

Operations: Connection
of planning and
reporting

Compensation:
Result-based
compensation models

Communication:
Focused expectation
management through
active investor relations

CREDIT SUISSE
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Generic value drivers

Peer-leading growth rates:
GROWTH = Sales (top-line) growth
= Investments in working capital to

’ grow business
W = |Investments in fixed capital to grow

business

Pro-active risk
management associated
with optimizing returns and
growth

= Cost of capital (WACC)

"We raise capital to make
concentrate,
and sell it at an operating profit.
Then we pay the cost of that

Sustainable superior
returns on capital
= Cash profit margin

= Competitive capital. (EBITDA)
advantage period Shareholders' pocket the = Cash tax rate
difference”

RETURN

R. Goizueta; former CEO Coca-Cola

24 September 2008
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Value drivers in banking

Competitive advantage
Capital expenditure
Growth of operating assets
(loans, deposits, short-term
investments, government
securities)

Banking
Is different — can
VBM be applied
nevertheless?

Yes, but...

Return
Regulatory requirements Net interest margin
Cost of equity Non-interest income growth
Loan loss rate Pre-tax income margin

Cash tax rate
Loan loss rate
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Economic Risk Capital (ERC)

Standard Key Figures Value-oriented Set of Key Figures

Considering

risk

= General key figures to compare = Attempt to adjust the lack of risk
banks (standardized calculations) consideration

= However, risk components are not = However, difficult comparisons due
considered explicitly to different calculation standards by

each financial institution

\ eptemper
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VBM and the banking crisis

pre-crisis post-crisis

Business Business
Volume Volume

Gross Gross
Margin Margin

Capital Capital

} = Consider capital consumption in addition to volume and margin
= Ensure appropriate measurement of capital consumption

24 September 2008
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Components of Economic Risk Capital

Total ERC

= Best statistical estimate of the economic capital needed to support our business
= Common bank-wide denominator across all risks and businesses

Position
Risk

Expense Operational
Risk Risk

24 September 2008
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Position Risk

What is the risk inherent in on-balance sheet positions, after
diversification?

99% Position Risk . > 99.97% Position Risk
1.4x scaling

= Equivalent to 1yr 99% VaR => S&P model = 1yr 99.97% VaR
=> Worst year in a century => Worst year in a millennium

= | imits/ risk monitoring

= BB rating =~ AA rating

A

Credit book

Proprietary trading

~

I
Correlation/shock matrices

=> Industry, investment stage

Asset Management seed
capital

&
)

24 September 2008

W
CREDIT SUISSE Slide 12



Expense Risk

Beyond Position Risk, what reserves does it take for a business to
survive one particularly bad year?

Shock P/L items Capital requirement

P/L
after shock ERC
}Exp ERC
ﬂ Business A 10— 1
Business B R

0
Reported After shock 0
P Business C [ —ly 0
AM 2 0
P/L shock TAM Al
Fee income 35% 0%
Investment revenue 70% 100% ERC equates to any loss after ...
®= the shock
Bonus 50% 50% = “cross-subsidies” between businesses
Base expenses 0% 0%

24 September 2008
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Operational Risk

The nature of Operational Risk

What is the risk of loss resulting from inadequate internal processes, people
or systems or from external events?

4.00%

3.50%

3.00%

2.50%

ity

2.00%

Probabil

1.50%

Loss distribution

Capital charge

Exposure measure
Completeness
Context dependency
Data relevance

Risk assessment

Position Risk
MTM balance sheet
Known
Low
High
VaR, stress testing

Operational Risk

No position equivalent
Unknown

High

Mostly low

No consistent
quantitative modelling

1.00% ! W\ Accuracy Good Unproven
0.50% Testing Adequate data for Difficult
0.00%¢ K backtesting
. Annual loss
} = Relevant events are infrequent
= Operational Risk is hard to quantify
24 September 2008
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Operational Risk
Semi-qualitative approach: divisional and One Bank scenarios
Quantification

identification “Frequency (Low correlation) OpRisk ERC

Scenario
- Severity In Nov for YE spot ERC

Divisional expert panels

One Bank
scenarios
_ _ _ Internal loss data Scenario definitions
Business disruption and parameters
U n authO rl Zed aC“Vlty Scenario exposures & probabilities
Execution and External loss data : @
process s
management f '.
Valuatlo_n al’_ld Business environment & @ ® . . .
accounting Issues internal control factors Very o, Low o Med
Probabilit ow € 19
ricyers BN = N - IR -
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Wrap-up
ERC components

Total ERC

= Best statistical estimate of the economic capital needed to support our business
= Common bank-wide denominator across all risks and businesses

Scaling to

99.97%
(AArating)

g Diversification
Expense Operational -

Risk Risk components and

divisions

99% Difference Worst case loss
Position Risk between due to
expenses and operational risk
income in an event
ERC event
Economic loss on

B/S exposures Model add-on

24 September 2008
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Agenda

= The evolution of VBM

» Value drivers of the CS Corporate and Retail Banking Unit
* VBM processes
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o steps to VBM

Step 1

|dentify
value based
figure set

Definition of
key figures

CREDIT SUISSE

AN

Step 2

Build up an
appropriate
business
structure

Definition of
businesses

Step 3

Define value
drivers of
every
business

Definition of
value driver
tree

Step 4

Connect the
strategic line
items with
the value
driver tree

Step 5

Integrate
the value
driver model
into the SBP

& mgmt
process

24 September 2008
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The integrated value concept of the CS Corporate and
Retail Banking Unit

Value drivers according to literature 5 Value Drivers in CRB

Competitive advantage
Strategic Risk Management

value drivers Flexibility &
%ﬁ Grow Business Volumes
Grow volume & sales -
_ /g; Increase Profitability &
Cash flow margin “ Efficiency

Profitability

Financial Investments , | Obtimize Risk
I T
value drivers = ptimize Ris
|

Tax rate —
Cost of capital e |
+ Sales + Salesterms ﬁgj ) )
 Pricing model * Purchase terms ‘ "- :
* Product mix * Payment terms —
, * Productivity » Supplier strategy

Operathnal * Overhead costs * Location decision

value drivers * No. employees + Budgeting
* Production * Innovations
*  Working plan * Investment decisions
+ Capacity + Etc.

See Appendix for details
24 September 2008
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Value drivers at CREDIT SUISSE (1/2)

Increase

Profitability
(e.g. margin)

= Structured financing
and investment
products (Capital
protection products
provide best margins
under current market
circumstances)

= |ntensified relationship
management

= Strict risk-adjusted
pricing

= Optimized asset and
liability management

Increase

Efficiency

= Align IT department
to respond
proactively to internal
clients' needs

= Align mid and front
office processes

= Decrease back-to-
front ratio

= Limit application
development to the
necessary

Expand

CAC 40 IN Business
CROBEX IN
VIRT-X PR

Volumes

Strongly influenced
by GDP growth

Mobilize employees:
Strictly connect
incentive schemes to
sales performance

Massively rising
client contact time

Investing massively
in intensified training
of relationship
managers

CREDIT SUISSE

See Appendix for details
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Value drivers at CREDIT SUISSE (2/2)

Optimize o | Leverage Build
Risk  § Capital Competitive
LS Advantages
= Improve risk " Implement " Invest in people and
assessment and risk management of education
management ROERC to connect

: - " [nvest in new
capabilities strategic decisions businesses. products
with ROERC P

= Ensure active ) . and markets
considerations

ortfolio :
P . = Ensure effective
management to = Ensure cross-selling : .
2 i innovation processes
maximize ROERC to limit dependency
on capital intensive
businesses

= Implement focused
revenue growth
strategies

See Appendix for details
24 September 2008
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Agenda

= The evolution of VBM

= Value drivers of the CS Corporate and Retail Banking unit
* VBM processes
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Introduction to VBM: business planning under the
aspect of value generation

Frequently applied approach VBM target solution

= Developed by external = Developed by business
consultants management to close value
= Strategy book is kept gaps
confidential and stored away = Communicated to the
organization
= Developed by controllers = Developed by controllers and
= Based on bottom-up analysis business managers collectively
= Basis to manage organization = Top-down target setting
= Randomly collected by = Performance indicators are
managers chosen to serve purpose of
= No connection to either strategy controlling strategy impact
or budget

Corporate strategy develops

overarching model to analyze
value gaps

24 September 2008
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Strict top down planning is key?

Q) aualitative
ﬂ‘ quantitative
: Planning

Detailed
Budgeting &
Scorecard

> Management
i by
Objectives

Timeline of the Strategic Planning Process

1) FC 2005 based on annualized YTD Q3 2005 data

CREDIT SUISSE

25%
20%
15%
10%

5%

0%
-5%

-10%

PROFITABILITY

19.8%

|

18:0%
] I E

-5.8%

2002

2003 2004 2005 FC

ROE CS CRB
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Qualitative and quantitative planning?

!) Qualitative &

PROFITABILITY

.‘ quantitative

Planning
oo 1o 00 19.8%
20% 18-:0%
= Vision per business izj TT7%
= Qualitative benchmarking z% I
%<
= Financial benchmarking -5%:5-80/
-10% H D222
™ 2002 2003 2004 2005 FC

Strategic directions & projects

Financial targets per business unit

ROE CS CRB

= Target P&L and strategic line items

= Measures and measure-linked indicators

Timeline of the Strategic Planning Process

1) FC 2005 based on annualized YTD Q3 2005 data

24 September 2008
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Detailed budgeting and scorecard?

= Continuity and consistency provides comparability
= Strict coordination prevents and avoids duplication

= Strict guidelines ensure compliance with timeline

Detailed

“ Budgeting &
Scorecard

= Clear top-down communication

= Detailed budgeting leads to focused cooperation and overall
agreed targets

Timeline of the Strategic Planning Process

1) FC 2005 based on annualized YTD Q3 2005 data

CREDIT SUISSE

25%
20%
15%
10%

5%

0%
-5%

-10%

PROFITABILITY

19.8%

| I

18.0%
] I E

-5.8%

2002

2003 2004 2005 FC

ROE CS CRB
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Management by objectives?

Target setting per individual

Close guidance of all employees

Motivation by economic incentives

Performance control and measurement

Lessons learned, deviation analysis

Reward and remuneration

= Management
v by

Objectives

Timeline of the Strategic Planning Process

1) FC 2005 based on annualized YTD Q3 2005 data

CREDIT SUISSE

25%
20%
15%
10%

5%

0%
-5%

-10%

PROFITABILITY

18006 108%

N

] I E

-5.8%

2002

2003 2004 2005 FC

ROE CS CRB
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Benefits of the value driver model for the strategic

planning process

= Qualitative and quantitative
assumptions can be incorporated
easily in the model

= The financial effects of planned
assumptions are immediately visible
in the P&L

" The model focuses the strategic
discussions on subjects with
strategic relevance

" The planning time of the business
units and the division can be
shortened significantly

Focus strategic discussions on value
creation

Increase the quality of strategic
decisions

Increase the efficiency of the strategic
planning process

Consistent link of strategic thrusts (key
Initiatives) with quantitative objectives

If — effectively implemented — VBM
enables a powerful strategic and
operational controlling throughout the
year

CREDIT SUISSE
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Value based incentive systems

Foster sustainable value creation through a multi-period model based on
capital market expectations and a VBM profit measure

s
-

Use VBM KPI, e.g. EVA

a Compare performance vs.
prior period actuals rather
than budget

ariable
Compensation

6 >

1x Target bonus} - -—-—- - __________

Consider capital market
expectations

|
I
' *»\alue added Two-step bonus process

Actual improvement a -Contribution of current period
-Bonus bank draw-down or
“deposit”

Likewise, overcome the volatility incentives of stock options with share-
based compensation

Source: Stern Stewart & Co.
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