.|||
Illl
@

nSail i ng 1n
Enterprise Modernization and Core Banking

October 2009
IDC Financial Technology Insight Conference
Boston MA

Scott Simmons
IBM Worldwide Banking Center of Excellence s . -
Chief Solutions Architect eI/AMCD%/?_SWLYr’r794KU/s400);storrr?-sailirjljg.jpg

Financial Technology

insight. o
. © 2009 IBM Corporation

BEST PRACTICES IN GLOBAL BANKING
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Current core banking infrastructure presents key challenges for IT

Revenue Growth

Globalization
Innowvative Products

Drivers for Core

Fading Sklls SMEs Refiring
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Expense Reduction
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Systems Modernization
Complex Integration \R\ /
Technelog - Regulatory
Drivers Drivers
Funciional Silos
Flexibility to Change
Workforce |

Increased Regulations

Core banking systems
include retail deposits,
retail lending, mortgage
lending, corporate
deposits, corporate
lending, small business
banking, credit cards,
payments, cash

management, treasury

Difficult to adapt business processes quickly to support new regulations and functions

Implicit requirement to move from product silos to customer oriented solutions

Core banking systems make it difficult to facilitate mergers and acquisitions

Complex (often undocumented and manual) processes, applications and interfaces

IT budget focus on maintenance not rebuilding

IT funding is challenged by current economic environment
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We see multiple approaches for Core Banking Modernization

Application Services Alternatives

Retain business
critical mainframe
application

Mo major
changes

Consolidate
multiple
instances of the
same application
where possible

(can be any type
of application —
legacy,
packaged, etc.)

Re-host existing
legacy or
packaged
applications on
new platformis)

Upgrade legacy
systems and
packages to
latest releases

Convert
Upgrade dav
languages &
toaols

Wrap or enhance
existing legacy
code to utilize
latest S0OA and
Web services

Refactor or
streamlina
axisting code

Rewrite and
replace legacy
applications
using new
languages,
sarvices, and
frameworks

IDC, 2009 Application Services Demand Side Survey Results, Doc # 218106, April 2009

A Each approach has differing degrees of value, risk, cost, and time
A Moving from left to right i the complexity and impact of the specific approach increases
A Culture, capabilities, and capital drive the selection of one or more strategies

A We are seeing Tier 1 banks lean towards hybrid approach based on best-of-breed
applications and parallel modernization of existing core banking solutions
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Three Fundamental Steps for Core Banking Modernization

Define the Strategy Adopt a Framework Execute the Plan
A Business Strategy | A Industry Models | A Package Replacement
A Systems Assessment A Architecture A Progressive Renovation
A Platform A Application Consolidation
A Tools

5 © 2009 IBM Corporation




Defining the Strategy
AHow to eat an el ephant? éée Ol

A Assessing current banking systems and applications

A Define envisioned target core banking architecture

A Determine gaps between current and target architecture
A Determining the approach for core system modernization

I Core Banking Application Replacement

I Modernization of existing solutions
I Build on what you have
I Repair/augment/extend what is broken
I Supplement with third party solutions

A Planning the journey

I Time to market is key i be ambitious but be realistic . . N
http.//flog.cooklngforcel|acscoI|t|scro_hnsa
i Provide iterative and measurable benefits ndibs.com/wp-content/uploads/Eating-
an-elephant.jpg

I Executive sponsorship is key
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Defining the Strategy

Assessing the current state I Envisioning the future state

AWi nchester Syndr omeo
Rooms: 160

Doors: 467

Fireplaces: 47

Bedrooms: 40

Kitchens: 6

Staircases: 40

Skylights: 52

Basements: 2

Windows: 10,000 g o

(38 years in the making)

I
[T

11

The Ahouseodo may f un;

ADoes it meet business objectives?
Als it cost effective from a
maintenance standpoint?

ACan it be repaired and extended
easily and economically?

ACan it be adapted to changing needs
e.g. flexibility?

Als the application stable or volatile?
ADoes it fit with the community
(standards)? Does it provide reuse?
Als it documented in terms of assets
and dependencies?

'If you don't know where you're going, any road will get you there.'

Lewis Carroll
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Current State
Systems

Deposts

Mortgage

Investment
Accounts

Credit Cards

Defining the Strategy
Moving from Product-Focused to Customer-Focused Solutions

1

Customer

Future State

New Common Systems

Product lj ™

[ Arrangement

| Pricing

Product Processing

\

<

Pricing Information

Functions

Deposits

Mortgage

Investment
Accounts

Credit
Cards

Rewards

Many Tier 1 Banks are implementing Master Data Management to

support a Single View of Customer across LOBs, products and locations
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Defining the Strategy
Evaluating Core Banking Modernization Approaches

The key principles for core banking modernization are to reduce risk and reduce time to market

Re-write
and/or Package with Progressive
Re-platform interfaces Modernization A

[ Traditional Replacement Project

|:| Progressive Modernization
Value J

Market >
gap

Market Requirements

Risk, time &nd cost

Months to Realize ROI

A Determine approach for core banking applications and domains
I Re-write/Re-platform i Requires high internal design and build skills; historical successes
I Package with interfacest Requi res ¢l ose partnership with ven
I Renovate i Requires medium to high internal design/build skills; often supplemented with partner Sls

A Many Tier-1 banks are pursuing a progressive renovation approach based on an application
profiling and analysis of their existing core banking solutions

9 © 2009 IBM Corporation




