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Three key subjects for discussion: focus on risk oversight

A The structure and composition of the board and its committees
A The day-to-day practices by which the board oversees risk

A Asnapshot of CG in MENA banks
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Board structure and composition

A Thiswas a crisis of competencenot independence
¢ Need for a critical mass of Financial Industry Expertise (FIE) on the board
¢ FIE seems to be especially important in the case of the Chairman
¢ Stand-alone Risk Committees are becoming more popular
¢ Successful Risk Committees seem to require a good proportion of FIE non-execs

¢ Successful Risk Committees may have to work a lot harder than other Board
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Board structure and composition: Chairman FIE & peer performance

Banks whose chairs are financial industry experts

Bank 2006 2007 Background/ comment

1 HSBC Former CEO Former CEO Banking CEO
2 Standard Chartered Former CEO Former CEO Banking CEO
3 Nordea Former CEO Former CEO Banking CEO
4 Banco Santander Former CEO Former CEO Banking CEO
5 Intesa Sanpaolo FIE FIE Banking CEO
6 BBVA CEO ¢ chairman CEO ¢ chairman Banking CEO
7 Credit Suisse FIE FIE Insurance CEO
8 NBG CEO ¢ chairman CEO ¢ chairman Banking CEO
9 BNP Paribas Former CEO Former CEO Banking CEO
10 Crédit Agricole Former CEO Former CEO Banking CEO
11 Danske Bank FIE FIE Insurance CEO
12 Société Générale CEO ¢ chairman CEO ¢ chairman Banking CEO
13 Deutsche Bank Former CEO Former CEO Banking CEO
14 Erste Bank Non-FIE Non-FIE -

15 UBS Former CEO Former CEO Banking CEO
16 UniCredit FIE FIE Banking CEO
17 Raiffeisen FIE FIE Banking CEO
18 Dexia Former CEO Former CEO Banking CEO
19 Commerzbank Former CEO Former CEO Banking CEO
20 Lloyds TSB Non-FIE Non-FIE -

21 KBC Former CEO Former CEO Banking CEO
22 Barclays Former CEO FIE Banking CEO: Agius succeeded Barrett in 2006
23 HBOS Non-FIE Non-FIE -

24 Fortis Former CEO Former CEO Banking CEO
25 RBS Non FIE Non-FIE -
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Board structure and composition: The Risk Committee

The prevalence of board committees (% of banks with a particular committee in 2008)

Audit committee or equivalent 100%
Remuneration committee or equivalent 96%
Nomination committee or equivalent 92%

(Standalone) Risk committee or equivalent

Governance committee

Strategy committee 16%

0% 20% 40% 60% 80% 100%
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Board structure and composition: “Financial Industry Experts” as
a % of the risk committee in 2008

NBG 3
BBVA 5
Credit Suisse 4
UBS 3
Commerzbank
Barclays 4
Banco Santander 5
Deutsche Bank 5
Fortis* 4
Danske Bank 6
Lloyds TSB 7
Erste Bank
BNP Paribas**

0% 20% 40% 60% 80% 100%

B Executive = NED

* Dissolved at the end of 2008
** Includes significant internal controls functions
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Board structure and composition: The Risk Committee — Workload

Number of risk committee meetings in 2006 and 2007
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Board structure and composition: The Risk Committee —
Additional fees for risk committee membership (Euros)

2006 2007

Santander 115,500 147,000
BBVA 97,200 106,920
Commerzbank 23,000 37,500
Barclays 20,815 20,815
Lloyds TSB 20,815 20,815
BNP Paribas 5,946 5,946
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The board’s oversight of risk: The organizational gravitas of the
CRO and the risk function

>

The banks in our study are conscious of the need to raise the profile and
organizational gravitas of the CRO

A The number of banks whose CRO was not a member of the Executive Committee
went from six banks in 2006 to just two banks in 2008

A By end 2008, the CRO was on the main board of just one bank (Santander)

A Several of our interlocutors indicated that they would be taking a closer look at
the career trajectories of those who work in the risk function
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The board’s oversight of risk: The excessive reliance on leverage
sensitive KPls

A An excessive reliance on ROE or other leverage-sensitive KPIs was one of the

key failings exhibited by a good proportion of the banks in our study

Performance conditions for long-term variable remuneration (disclosed in 2007 annual reports)

Bank Financial performance metrics

Barclays Economic Profit and TSR

BBVA TSR

BNP Paribas Relative Share Price Performance

Commerzbank & KIFNB t NAOS t SNF2NXYIyOSé

Credit Suisse

OFNYyAy3a ¢ NBSGAET a{KINB t NAOS t SNF2NXVIyOSe

Deutsche Bank

TSR

Fortis  KENB t NAOS t SNF2NXIyOS¢
HBOS TSR and EPS

HSBC EPSand TSR

Lloyds TSB TSR and EPS

NBG EPS

Nordea Risk Adjusted Profit Per Share and TSR
Raiffeisen ROE and TSR

RBS TSR, EPS

Banco Santander TSRand EPS

Société Générale TSR and ROE

Standard Chartered EPS, TSR

UniCredit ROE
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The board’s oversight of risk: The increase in economic leverage

UBS — Gross leverage rate vs. regulatory rates Deutsche Bank — Gross leverage rate vs. regulatory rates
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Future trends for bank boards [1]

A Boards will take a more active role in the design and discussion of stress testing and in
reviewing its results

A Performance and remuneration KPIs will increasingly reflect cost of capital and
discourage leverage

A Performance-related compensation of risk originators will be at risk for longer periods

A Boards will take a more active role in overseeing group governancecincluding for
planning the winding down of groups under stress

A The profile and status of the chief risk officer will be significantly enhanced

A There will be more stand-alone risk committees at board level

bS&aG2N) ! ROAaA2NEQ O2yFARSYGAS
May not be copied or reprinted without prior written approval.




13

Future Trends for European bank boards [2]

A DNRPgAWNB TS aaAA2YIFEATIIGAR2YE 2F o0ly]l b95a
¢ More financial industry expertise, especially for Chairmen and members of the Risk
Committee
w In-depth induction of directors
w In-depth, externally facilitated board evaluation
¢ More time and commitment to board work required by NEDs
w Xaz2 olyl 062FNR&a YAIKG ySSR G2 L} @&
A Differentiation between financial and non-financial firms in the implementation of CG

Codes
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ANNEX: A snapshot of CG in MENA banks
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MENA snapshot:
A rough rating of top MENA bank corporate governance disclosure

Governance
Board structure & fransparency
Cwnership Board composition meetings Audit & Risk Compensation Score
= Mational Bank of Egypt 22%
= Kuwait Finance House 1 23%
= Mational Bank of Kuwait | 26%
=  national Bank of Abu Dhabi | 34%
[ — Emirates NDB 1 4%
: Arab Banking Corporation 1 44%
[ | Attijarwafa Bank | 52%
- Al Rajhi Banking & Investment 1 53%
E | Ahli United Bank | 54%
- Samba Financial Group 1 £9%
_
[ | Cratar National Bank 5A%
L
= Banque Audi SAL. 74%,
I
B Arab Bank 94%
Avg: 35% Avg: 52% Avg: 52% Avg: 65% Avg: 20% Avg: 49%
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MENA snapshot:
Some particularities in MENA bank governance

. Board Committees
Bank is

Disclosed

Government | Number of

Total

assets stake over | executives | governance listed _ _
(USDm) 10% on Board J guidelines

B Arab Bank 38,333 V 1 V \V VaFVaFV V
=% Banque Audi S.AL. 20,542 U 5 V \ \ V

I Qatar National Bank 41,777 V 0 U V V V

Samba Financial Group 41,182 V 2 V V V V

M Anli United Bank 23,049 V 1 U V V

= nemonr 33,307 % 2 \% \%
B Attijarwafa Bank 27,421 U 1 U V V V

;W CCrooration” 32,744 Vv 0 V V VPV P Vad™ v
= Emirates NDB 69,113 V 0 U V V V V
i 37,966 n/d 0 U \Y; VP ValF\V Vv
= National Bank of Kuwait 43,825 n/d 0 U V V
= Kuwait Finance House 38,594 n/d 0 U V
e National Bank of Egypt 37,729 V 0 U U V
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Lessons for MENA banks

b

Fewer MENA casualties: Less complicated balance sheets and limited geographic expansion
has limited the fall out from the global crisis. However, real estate exposures have uncovered
major risk oversight failures even in institutions relatively simple business models

A Significantly constrained funding environment for banks means that investors and counter
parties will become more sensitive to governance risk

A Transparency of governance arrangements will therefore play a more significant role in the
cost of capital and in accessing international funding for MENA banks

>

Adopting corporate governance guidelines and disclosing them is a key step towards
transparency and best practice
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