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European retail banking landscape: Significant value created for

customers and shareholders, 2000 — 2007
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1 - Euro banks is DJS Banks Index; Total Shareholder Return (TSR) indexed to 100%; Source: Bloomberg
2 - Price (fees and net interest margins) for retail banking (including insurance and pension distribution) in Europe indexed to
100%; Source: McKinsey



European retail banking landscape: Diverse, competitive and a
major driver of global banking growth

Best & worst performers

Difference in returns between top and bottom quartiles (%)t ® EUropean retail (including
Western Central & Wealth) IS C.20% Of gIObaI
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* Aggressive pre-dislocation

expectations:?
— European retail to contribute ¢.15%

of growth in global banking
revenues to 2015

— €.60% of European retail banking
growth to come from lending

1. ROEs for retail & commercial banks; Source: Lloyds TSB analysis
2. Source: Boston Consulting Group



Will European retail banking continue to create value for

customers and shareholders?

1) Long-term availability and price of liquidity

2) European regulation: principles and approach

3) Cross border consolidation

4) Evolution of monolines

5) Relevance of branch based banking



1. Lower liquidity will reduce growth in lending to below pre-

dislocation expectations
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1: Source — IMF
2: Source — Historic 1995 — 2007: Datamonitor; ECB. Forecast 2008 — 2013: LTSB Estimates



2. Regulation could adversely affect customer and shareholder

value

Financial Services & Markets Act (UK)

2000 * Customer and shareholder

Sarbanes Oxley (US)

g T ... ___Enron I d ndent on:
e-Privacy directive (EU) y value depe € on.
Worldcom - .
2002 W/ — Removal of specific barriers to
Market Abuse Directive (EU) entry
2004 /I IFRS (EV) — Liberal rather than a
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2006 ___| Transparency Directive (EU)
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_________________________________________ Dislocation .
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Payment Services Directive (EU)
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3. Cross border consolidation will continue at a measured pace

7 of Europe’s top 20 in 1997 acquired by 2007
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1. Top 20 by market cap, 1.1.1997
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4. New monolines will emerge, but with limited impact

Standalone specialist Traditional Banks

* Standalone specialists will * Setting up a monoline enables
continue to emerge, existing players to:
differentiating on costs,

. o — Enter a new customer, geographic
proposition or capabilities market

— Test new ideas
* But specialists will remain niche,
because full service banks:
— Meet customers’ varied needs
— Have a material funding advantage

— Are able to acquire monolines or
their innovations
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5. Branch-based banking will continue to be valued by

customers

istribution i % of sales by channel
* Distribution improvement oot sales by channe
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* Branch strategies will differ
increasingly within countries, i.e.
industrialised vs. customised 50% A
branches -
— Branch

25% A
* De novo banking will be selective
given Europe’s high concentration

of branches vs. US
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1. Survey of senior retail executives, Capgemini, 2007
2. Source: Finalta



Will European retail banking continue to create value for
customers and shareholders?

Higher uncertainty now

v Price liquidity and credit
appropriately

v Innovate for customers

v Deliver good products and
service

v Manage distribution effectively

v Efficiency

Good strategy and brilliant

execution are essential
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