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Chairwomain ande members of the Committee

Thank yow very mucv for yowr vwifationn Ay Ewvopeons Project
Manager of the Sparkossen Foundation, I'm very happy - togetirver
witiv lrisiv Rural Lunks - to- present yoww how- Sparkassen unv Germony
nteract withv bwsinesses, what range of services are provided to-
business clienty and wirat the dstinctive elements are between
Sparkassen and commercial bonks i Germany ond lreland.

But today we are alsor basically discwnssing the question to- wihat
extent a common good oriented, local banking model could shift the
dysfunctional lrisiv Banking wmarket towords a higher Llevel of
competifton, tfowards better services and better prices for lrsihv
customers.

Based on the public service mission a possiple lrusihv Sparkassen
model not only has a banking role but also has a role to- play in
sotiety. And v accordance witiv Husy mission, the success of o
Sparkassen model un lreland. oy to- be measured by Uy local social,
cultural ande commone goods umpact; wirich goes far beyond tive basic
expectotion of sound business management:



Loan approvals granted by the Savings Banks
to companies and the self-employed

Cumulative from January to December in € billion (change in %)
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Lending to Non-Financial Companies and the self-employed in Gérmany

Sparkassen shhow a long term commiutmendt to- e real economy,
preventing credit crunehesThis hhay proved portiendorly true b tumes
of crisis: Sparkassen uncreased Heir volume of new loans to-



enterprise from 2009 to- 2015 every yeor. This un turn enapled the
German economy to- recover guickly.

Market share amongst SMEs (in %)

Business loans?

42.4
19.2
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

Spoarkasse Funance Growp have held a leading positlon un Hre
Germain mavket for key business segments for many yeoars.

For istance, Hie Growp W furtiver expanding and strengtivening s
positlon ay the leading provider of funance to- German SMEsy.
Thaee owt of four enferprues un Germany ave customery of the
Sparkassen Group:

This mportant role v the German economy Uy partienlarly striking
v the segment of Loans extended to- craftsmen.



Decisiony on business Loans and risk assessmentsy are token locally,
rotiver thawn at distont covrporate headqguoirters.

Ay thelr business area i Lmited to- a dearly defined Local terrifory,
Sparkassen are encouraged to- foster prosperuty un Hhat same regiov

Let me clarify this i an exemplory woy:

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

Mortgage finance
advisers

SME customer advisers PY
’ @
b
Specialist advisers i ‘ Specialist advisers
Leasing ‘J 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 y * Asset generation,
hand-over %lloy, pssets investment

* Working capital loan * Personal pension scheme

Commercial Hability

Household goods/legal

insurance insurance

* Businesscurrent
account/ electronic
banking

* Personal current
account

.
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Sparkassen discuss their customers’ ideas in-depth -
and examine each of their needs separately

1. 2.
+ what kind af investments do yeu want ta make? — what is the arder situation|ite at present?
« What kinds of fingncing are you Familiar with? l“i"re:'ﬁ“g Business

Wil S are yit ourrenly issing 7 n the develop How do yeu anvisage yeur company in 1 -3-10
ho, meedivm, Iong-1ermiaans Reasingl company ment yuhes” time?
Wilen are your ealsting COMracts due to end? ’ \
3.
Sawe taxes with own business premises 5. Foster Fil i + Hewbong will you use the investment.
and build up 2ssets: W“el‘&hlp na?‘ ng in your company (service life ® max. term)?
+ Areyou planning ta make any bocsticn changes? options When are yowr sxisting contracts dus toend?
+ What sre your private abjectves with respectic # Howimportant is itfor you to hawve 2 flexible
Frdng accommadation? 4, financing optien? (unscheduled repayments)
Optimising
nancing

we secure liguidity by virtue of aurgoad reputation:

+ Which of your business partners require guarantees 2s security?
+ wWhat 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]

= Firmenkredit-Dispo
Additional liquidity « \(Business overdraft facility)
5 Factoring

AT BT

& Business loan —surety

Maortgage, public funding
Firmenkredit-Kompakt
{Businessloan = compact)
Firmenkredit-Kompakt

Business loan - investment |start- up}

Long-term
investments

Firmenleasing
{Company leasing)

N
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Spoarkassen accompany their corporate customers Huroughowt He entfire
Ufecycle of their business, Set-wp, Growtn, Maturity, Consolidation and
Sucecession

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

crisis

" Strategic > " Earnings >

crisis

v

" Liquidity >

crisis

Company situation

Management's
scope for action

Market share losses
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v Time
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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 W
barrower )
A B I ]
Voluntary Support Repay Company
liquidation loan bankruptey

Financial Mon-financial

| 1

Guarantes Bridging Cancal- Waiver Adviser Search for
State [ facility lation inwestors,
Federal 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 - .
customer | 2N e -
advisers = Dialogue techniques
= Current advisory
» Adviser processes
High- coaching -
turnover SME| = Bank clerk
customer | = Certified
advisers financial
consultant

5
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Using a busin
Sparkassen document products and sales in detail entrepreneur
using set profiles and procedures Sparkasse
Business  |Working capital loan Unlimited Mim, EUR OL5 thsd (Mo fes 1 Executllve SI..III'I
overdraft Max. EUR 25 thsd Immediately
[usually cradit line! available 2  Productor sen
o L 2.1 Description of proc
‘Current Large-scale working capital loan Unlimited Unlimited HNoneup ta EUR 25 (Mone 2% Bust r benefit
St : . e 2.3 Knowladge and te
Company | Domestic rent guarantes scheme I ke ping Unlimited Nomeup to EUR 10 |Usually yes. 2 4 Staly
Ioan surety | Warranty bands with thsd - =
basic line af 2.5 Completion and pr
business
Firmen- | Moveable assets, .9, purchase of 1-1Zyesrs  Min. EUR Sthed  |Managing Directer's|Yes Business modse
kradit- maching (no rescheduling, mo start-up) Max. EUR 50 thed
3.1 Business madel
Kompact stomar ELIR
Compact ﬂ:::. ' 3.2 Founding team an
Busimess 3.3HR
laan 3.4 Miestones and tirr
Busingss | Moveable and immoveable assets, e.g. | Durationaof | Min. EUR 5 thsd Nane up to EUR 50 |None
Toan Invest| premises mainly used for commaencial use thsd
e Market and cor
4.1 Analysis of sector:
Business | Alternative financing for moveabls assets - | 40-50% of AfA | Min. EUR 10 thsd Guarantes Hane 4.2 Market segments ;
Teasing | motvia account: e.q. vehicles, building time nssigriment as 4.3 Analysis and track
equipment, machines, IT equipment security 4'4 Market barriers
Factoring | Receivables management through Short-term, | As of ELIR 150 thsd Haone B
collection order or wrnaver financing paymert Rurnaver pa. up ta
thraugh sale of receivables target up to 90 | P0% receivables .
days) S sparkassenstifing fir
. *= camcleding processing pessile in sakes Imernationale Koaperation
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Sparkassen lending activities feature certain principles
that limit risks

Regional principle: Lending mainly inwell-known fields of Headquarteredin
business Council ...

maintained account in an
impeccable manner,
short=term loan 7

Financinginline
with normal
service life

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

Clear product, process and competence guidelines and
regulations

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

| Market interestincluding funding
| Refinancing s Depends on structure, term and Sparkasse
costs credit standing
. o
| Standard risks and capital costs
| Risk *  Dependent on term, rating, structure and
| premium security
v
| Process Variable and fixed unit costs
| (unit) = \ariable: g contracts, processes
| costs | = Fixed: e.g. overheads, poles
T
| Margin Targeted income
| (product = Corresponds ta net 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 Input parameters
expected losses = | ikelihood of default
® Realisation rates (securities), recovery 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

A
S sparkassenstifeng fir
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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

Negative information
from credit agencies

e.g. Schufa /
Information Creditreform
behaviour
Account behaviour

.
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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 ’ Egr::ﬂ:?pnsﬁhle property and rights equivalent

Guarantees } Guarantor undertakes to fulfil debtor's obligation

Assignment by > Contract transferring ownership of movable
way of security/ property

Pledging the creation of statutory liens

} Contractual lien over an item / rights in contrast to

4
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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

0SP Kredit Process: New businesswith risk assessment

Distribution
+  Product selectisn Separate analyses

. Securifies = Valustien repert/
= Specification of terms and — g;?m?sheet
conditions
= Request for documernts —— ol
= If necessary: Reguest far E 1
balance sheet snalysis *Marktfolge-Aktiv' (Loan processing)
Dbt servicing capacity
Bssets

Lendable value of colateral

.
.

_ .

Printout + Rating
+  Early warning system { warning signs

-

Decision to grant loan

m Decision (recommaendation) & 2 Statement (¢ "

I Draw up contract

Signing by parties to contract q—'

| o Settlemaent/ disbursemaent

M
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Conclusion

Customer segmentation, graduated levels of support
Decentralised business locations

| Holistic approach, regular comprehensive needs analysis I

|Additiunal expertise depending on advisory situation needs I

‘Risk—mitigating lending principles, in particular regional principlel

business approach

| Possible support for restructuring by our in-house experts |

‘Ma rket-driven terms and conditions and swift processing I

Key characteristics of Sparkassen

psts for customers
& oo ciple” |
mer |l ) o
£ E Balancing growth with common good orientation I
2 -
; % | Added value for Regional Development I
T a
= ' Pillar of the indigenous economy |
i
= |Lega1 form prevents privatization l
S sparkassenstifng N
s

In foct;, access to- finance for SME v Germany wouwld be
unconceivaiple withvowt Sparkassen.

Sparkassen honve been SME’y most important sowrce of funance for
many years:

Newvertiveless, Spavkassen ave fully exposed to- mavket forces:
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They operate accovding to- commercial principles and their survival
dependy on Hhelr ntrinsic capacity to- generate adequate profits to-
services for their cients, Sparkassen do- not strive for short-term
profut maximizotion, as this may produce high risks in tie long
term.

Sparkassen arve local players witiv a deptiv kinowledge of theinr
customery bosed on their rlatiovsihvip oriented, personalized adiisory
approaciv and — Sparkassen show-a long —term commitment to- tie
real economy, preventing credit cruncires:

This B the reason wirvy we are deeply covwinced that a Sparkassen
model for lreland could improve the banking landscape un terms of

Thank yow very murch
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