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Sparkassenstiftung fur internationale Kooperation

Initial statement (Harald Felzen, European Project Manager SBFIC)

Chairwoman and members of the Committee

Thank you very much for your invitation. As European Project Manager of the Sparkassen
Foundation, I'm very happy - together with Irish Rural Link - to present you how Sparkassen in
Germany interact with businesses, what range of services are provided to business clients and
what the distinctive elements are between Sparkassen and commercial banks in Germany and
Ireland.

But today we are also basically discussing the question to what extent a common good
oriented, local banking model could shift the dysfunctional Irish Banking market towards a
higher level of competition, towards better services and better prices for Irish customers.

Based on the public service mission a possible Irish Sparkassen model not only has a banking
role but also has a role to play in society. And in accordance with this mission, the success of
a Sparkassen model in Ireland has to be measured by its local social, cultural and common
good impact, which goes far beyond the basic expectation of sound business management.
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Lending to Non-Financial Companies and the self-employed in Germany

Sparkassen show a long term commitment to the real economy, preventing credit
crunches.This has proved particularly true in times of crisis. Sparkassen increased their
volume of new loans to enterprise from 2009 to 2015 every year. This in turn enabled the
German economy to recover quickly.




Market share amongst SMEs (in %)

Business loans?

424
192
10.6
278

Tradesman loans

745
172
19
6.4

Promotional loans granted by KFW Mittelstandsbank

38
212
405

03

B Savings Banks and Landesbanken
B Cooperative banks
Big banks (KfN: commercial and other banks)
Other banks (KPW: German federal state development banks)

A5 at 31 December 2015,
source: Bundesbank, kfn.
2 Including loans for commercial residential construction

Sparkasse Finance Group have held a leading position in the German market for key business

segments for many years.

For instance, the Group is further expanding and strengthening its position as the leading
provider of finance to German SMEs.

Three out of four enterprises in Germany are customers of the Sparkassen Group.

This important role in the German economy is particularly striking in the segment of loans
extended to craftsmen.

Decisions on business loans and risk assessments are taken locally, rather than at distant
corporate headquarters.

As their business area is limited to a clearly defined local territory, Sparkassen are
encouraged to foster prosperity in that same region.



Let me clarify this in an exemplary way:

Example: SME customers divided into two large groups based
on turnover

Big corporate customers
Corporate cliants institutional customers

Turnoverup to EUR 1,000,000

high-turnover SMEs or liabilities up to EUR 250,000
Turnoverup to
low-turnover SMEs EUR 200,000

and liabilities up
to EUR 50,000
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Asset managers

Actuaries Mortgage finance
advisers
SME customer advisers °
. @
b
Specialist advisers ‘
Lessing 3 ‘J Specialist advisers

international business

Specialist advisers
E-banking

Advisers are the main point of contact for commercial and private banking needs -
our expert advisers provide professional supportin both areas
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With the Sparkassen financing concepts, we systematically
cover all levels of the financial hierarchy of needs -
both private and commercial

Commercial Private

Planned/ unplanned business
hand-over

* Asset generation,
investment

Working capital loan * Personal pension scheme

Commercial Hability
insurance

Household goods/legal
insurance

Business current * Personal current
account/ electronic account
banking
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Sparkassen discuss their customers’ ideas in-depth -
and examine each of their needs separately

1. 2.
o What Kind af nuestiments 88 yed want to make? Investing '-Business What is the arder situstion|ike 3t presem?
* What kKindc of Finkncing arg you Familiar with?
WINGCIY D185 TR oA CUTTRIy ising 7 in the develop Wil 5 B4 ERWISRGE YoUT cOmpany in 15— 10
(Shi, msedivn, leng-18rm kans Seasingl company ment RS time?
WINEN are youT BxsInG COMACTs due 1o ena? l \
3.
Sawe taxes with own business premises 5. F°5:IT’ Financing + Howlong will you use the investment
and build up assets: ownersnip in your company (service life ® max. term)?
+ Areyou planning bo make any bocation changes? B'P“GI'IS When are your existing contracts due ioend?
+ What are your private abjectves with respect io * How important is itfor you to hawve a flexible
lrvineg accommadation? 4, financing optien? {unscheduled repayments)
Optimising
nancing

‘e wecure liguidhty by virtue of aurgood reputation:

+ Which of your business partners require guarantess ax security?
+ What liquidity framework do you need to make use

of traders’ discounts or other advantages? {Extend overdraft facility)

Sparkasse offers its customers a wide range of
customised conventional financing solutions

L]

5 Firmenkredit-Dispo
Additional liguidity « [Business overdraft facility)
S Factoring

A TR Y BT

Gus 3
Guarante & Business loan —surety

maintain |

Mortgage, public funding
Firmankradit-Kampake
(Business]oan - compact)
Firmenkredit-Kompakt

Business loan - investment (start- up}

Long-term
investments

Investments

through leasing

Firmenleasing
(Company leasing)

.
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Sparkassen accompany their corporate customers throughout the entire lifecycle of their business,
Set-up, Growth, Maturity, Consolidation and Succession.



Unforeseen developments need to be identified as early on as
possible to allow for more options for action

crisis crisis

v

crisis

"\ Strategic > "\ Earnings > " Liquidity >

Company situation

Managemant's
scope for action

Market share losses
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Once a problem is identified, Sparkassen can pursue various
courses of action, for example:

[ Various courses of action ]

|

I
Support Confrontation
harrower

A B |
Voluntary Support Repay Company
liquidation loan bankruptey

Financial Mon-financial

I 1 | 1
Guarantes Bridging Participati Canesl- Waiver Adviser Search for
State [ facility an lation inwestors,
Faderal Company MBO
Lavel

M
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Sparkassen field specially trained advisers and - according to
Sparkassen Finance Group concepts — we also have capacity to

deliver even more intensive customer support

Low-turnover .

SME » Adviser
e coaching
advisers

» Adviser
High- coaching
turnover SME| = Bank clerk
customer | = Certified
advisers financial
consultant

= Products for private and
business customers

= Dialogue techniques

= Current advisory
processes

5
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Sparkassen document products and sales in detail

using set profiles and procedures

Business  |Wosking capital loan Unitimited Mlim. EUR 05 thed  Nane Yas
overdraft Max. EUR 25 thed Immediately
(usually credit line avallabie
multiplier)
‘Current Large-scale working capital loan Unlimited Unlimited HNoneup to EUR 2% |Mane
ACCeunt thsd
Company |Domestic rent guarantes scheme In keeping Unlimited Honewup to EUR 10 (Usually yes
loan surety | Warranty bonds with thsd
basic line of
buisiness
Firmen- | Moveable assets, o9, purchase of 1-12years |Min. EUR Sthsd  |Managing Direstar's|Yes
kradit- maching [no rescheduling, no start-up) Max. EUR 50 thed  |guarantos
Kompact {new customer ELIR
Compact 25 thsd)
Bisiness
foan
Bi ble and i bl assats, e.g. Durationaf | Min. EUR 5 thsd Noneupto EURSD |Waone
loan Inwest | premises mainly used for commencisl use thed
PUrposas
start-up projects
Business | Alternative financing for moveabls assets - |40.90% of afa | Min. ELR 10 thed ‘Guarantes Mone
leasing nalvia accawnt: e.g. vehicles, building time Assigrment as.
equipment, machines, IT eg| SeCurity
Factoring  |Receivables management through Short-term, | As of EUR 150 thsd Hane
collection order or Wwrnaver Fnancing (payment nurnaver pa. up ta
thrawgh sale of receivables target up to 90 | 90% receivables
days)

5
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Using a business plan with the following contents, a start-up
entrepreneur can present a detailed project plan to the

Sparkasse

1 Executive Summary

2 Product or service
2.1 Description of product or service
2.2 Customer benefit
2.3 Knowledge and technological edge
2.4 Status
2.5 Completion and production

3 Business model / Organisation

3.1 Business model

3.2 Founding team and key actors

33HR

3.4 Milestones and timeframe for realisation

4 Market and competition
4.1 Analysis of sector and general market
4.2 Market segments and target customers
4.3 Analysis and tracking of competition
4.4 Market barriers

N
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Marketing and sales

5.1 Price

5.2 Distribution concept

5.3 Communication strategy and activities planning
5.4 Market entry sirategy

Opportunities and risks

Financial planning

7.1 Profitability planning

7.2 Investment planning

7.3 Liguidity planning

7.4 Capital requirements and financing

Sparkassen lending activities feature certain principles

that limit risks

Regional principle: Lending mainly inwell-known fields of

business

Mo loan issued ifinterest and debt cannot be sustainably

serviced

Good customer creditworthiness —determined via rating /
scoring procedure—a p ndition (business with new
customer or expansion of existing framework)

Term-congruentfinancing within scope of remaining service
life of the object being financed or sercured

Clear product, process and competence guidelines and
regulations

.
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Headquarteredin
Council ...

Creditrecord OK

Long-standing customer,
maintained account in an
impeccable manner,
short-term loan 7

Financinginline
with normal
service life




Working with the initial data, Sparkassen calculate customer
interest over several stages, adjusting the risk accordingly

Market interestincluding funding

Refinancing = Depends on structure, term and Sparkasse
costs credit standing
T
Standard risks and capital costs
Risk * Dependent on term, rating, structure and
premium security
v
Process Variable and fixed unit costs
(unit) = Variable: .. contracts, processes
costs *  Fixed: eq. averheads, poles
.
Margin Targeted income
{product = Correspondstonet margin
surcharge)
.
Customerinterest

-
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A central component, the risk premium, takes account of
expected and unexpected losses

Premium for Premium for
Risk premium = expected losses + unexpected losses
(risk-related costs) (equity capital costs)
Covers average loss
Premium for " |nput parameters
expected losses ® | ikelihood of default
® Realisation rates (securities), recavery rates (other assets)
® Risk premium for interest on risk capital required for unexpected
losses
Prem1umtfo£ " |nput parameters
unr::-::sa ® Portfolio risk: ratio of credit value-at-risk (CVaR) to expected loss

® Required return on equity

-
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All rating procedures are influenced by four factors that are

weighted differently
Quantitative Qualitative . . Jointliability
Warn
Factors Factors arning signs scheme
" Year-end accounts / ®  Market /competition " Seizures ®  Company ties (parent
revenue surplus over situation I subsidiary)
operating Customer ® Check or bill protest
expenditure = | etters of comfort ete.
® Organisation ® Constantly overdrawn
® Current interim structures -

figures for the year
= Targetfigures
® Line of business

"  Period of business
relations

Management quality

Information
behaviour

Account behaviour

Negative information
from credit agencies
e.g. Schufa /
Creditreform

.
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Acceptance of securities is primarily determined by whether
the attendant risk reduction justifies the evaluative and
administrative effortinvolved

Securities

Key features

Lien on property ’

Guarantees »

Right in immeovable property and rights equivalent
to real property

Guarantor undertakes to fulfil debtor's obligation

Assignment by }
way of security/

Pledging }

4
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Contract transferring ownership of movable I
property

Contractual lien over an item / rights in contrast to
the creation of statutory hens
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Ongoing workflow support by OSP-Kredit ensures that essentially all
stages involved in a loan transaction are processed without any
redundancy or media breaks

O5P Kredit

Printout

M
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Distribution

= Product selection

= Securities

= Specification of terms and
conditions

= Reguest for documents.

»  If necessary: Request for
balance sheet analysis

Decision (recommaendation)

Saparate analyses

Valuation report
— property
Balanee shest

. analysis

+
"Marktfolge-Aktiv' (Loan processing)
*  Debt servicing capacity
+  Asseis
+  Lendable valwe of collateral
+ Rating
= Early warning system { warning signs
+ Decision to grant loan

‘ =* Statement {recommendation)

Signing by parties to contract

Draw up contract

PEN—

o Settlemaent/ disbursemaent

Process: New businesswith risk assessment

Conclusion

4

Customer segmentation, graduated levels of support
Decentralised business locations

l Holistic approach, regular comprehensive needs analysis

|Mditinnal expertise depending on advisory situation needs

IRisk—mitigating Iemling principles, in particular regiunal prim:iplel

business approach

|Possible support for restructuring by our in-house experts

Key characteristics of Sparkassen

lMa rket-driven terms and conditions and swift processing

Sparkassenstifung K
inernationale Eooperation
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Conclusion

Business model mitigates risks and reduces costs for customers

Focus on the regional economy “Regional principle” |

Balancing growth with common good corientation |

‘ Added value for Regional Development I

Pillar of the indigenous economy |

Distinctive elements to Irish
Banking market

Legal form prevents privatization |

In fact, access to finance for SME in Germany would be inconceivable without Sparkassen.
Sparkassen have been SME’s most important source of finance for many years.
Nevertheless, Sparkassen are fully exposed to market forces.

They operate according to commercial principles and their survival depends on their intrinsic
capacity to generate adequate profits to fund their business operations. But in order to
maintain consistent services for their clients, Sparkassen do not strive for short-term profit
maximization, as this may produce high risks in the long term.

Sparkassen are local players with a depth knowledge of their customers based on their
relationship oriented, personalized advisory approach and — Sparkassen show a long-term

commitment to the real economy, preventing credit crunches.

This is the reason why we are deeply convinced that a Sparkassen model for Ireland could
improve the banking landscape in terms of costs, services and social responsibility,
fundamentally.

Thank you very much.
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