SAP Case Study

AT A GLANCE

Company

= Name: China Everbright Bank

= Location: Beijing

= Industry: Financial services

= Products and services: Banking, securities, insurance,
and investment management

= Total assets: €49.9 billion

= Employees: 10,000

= Web site: www.cebbank.com

= Partners: Accenture, Lenovo Group Limited

Challenges and Opportunities

= Improve risk management

= Improve financial performance

= Comply with government regulations

Objectives

= Develop business in a proactive, sustainable way
= Increase speed of financial innovation

= Create more efficient organizational structure

= Increase profitability and competitiveness

Solutions and Services
= SAP® ERP application
= SAP for Banking solution portfolio

Approach

Replace outdated legacy software for financial accounting,
management accounting, asset liability management, payroll,
trading back-office operations, and reporting

Implementation Highlights

= All SAP solutions went live simultaneously at 300 branches
across China

= Productive relationships were established between SAP and
implementation partners Accenture and Lenovo

Why SAP

= Leading enterprise resource planning solution on the market
= Industry-specific functionality for the banking industry

= Best practices supported by SAP

Benefits
= Quantitative Benefits
- ROI 163% over a 7-year period
- Net present value €3.65 million over a 7-year period
- Internal rate of return 39.2%
- Payback period of 3.72 years
- Annual overall savings of €1.55 million due to SAP solutions
- 24,000 employee-days saved due to increased efficiency
and automation
= Qualitative Benefits
- Improved operational efficiency
- Improved decision making
- Reduced operational risk
- Support for regulatory compliance
- Maximized shareholder value

THE BEST-RUN BUSINESSES RUN SAP" w

SAP° SOFTWARE ENABLES
GROWTH FOR
CHINA EVERBRIGHT BANK

EXECUTIVE SUMNARY

The great economic prosperity of China means dramatic
growth for the nation’s banking industry - if you can stay
ahead of the competition. China Everbright Bank (CEB) is
a major force in China’s banking sector, but it faces stiff

challenges in its quest to lead the industry.

A few years ago, CEB management realized it had to make
changes to improve its risk management and financial perfor-
mance while satisfying demanding customers and complying
with strict government regulations. In 2003 the company decided
to replace its many legacy IT systems with state-of-the-art
accounting management software to help it achieve these
goals. After evaluating the leading IT products on the market,
it chose the SAP® ERP application and the SAP for Banking

solution portfolio.

Complementing the industry-leading functionality that SAP
ERP offers in the areas of financials, human capital manage-
ment, operations, and corporate services, the SAP for Banking
portfolio provided tools for banking analytics such as profitabil-
ity analysis and asset liability management. After implementing
the SAP application, CEB performed ROI analyses that showed
the company had chosen the right software for its needs. In
addition to increased efficiency, CEB has realized significant
annual savings in many functional areas of its business - all

a result of introducing SAP software.
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CHINA EVERBRIGHT BANK

Since it was established in 1992, China Everbright Bank (CEB) has
matched its steady growth and remarkable business performance
with an innovation that ensures its customers consistently

high-quality financial services.

The first national commercial bank in China to have the national
government as controlling shareholder, CEB has attracted inter-
national financial institutions as investors as well. CEB is part of
the state-owned, Beijing-based China Everbright Group, a group
of financial services companies that provide banking, securities,

insurance, and investment management services.

Due to outstanding growth, by the end of 2005 CEB had over 400
banking offices in 36 major cities and 23 provinces and regions
nationwide. With total assets of €49.9 billion, €39.8 billion in
deposit products, and €29.9 billion in lending products, CEB has
come to exert considerable influence on the economic and social

development of China.



CHALLENGES AND OPPORTUNITIES

The banking system in China has been evolving since the govern-
mentintroduced economic reforms in the early 1980s. The climate
of gradual, continuous change that resulted from these reforms
has been posing challenges and providing opportunities for both

local and foreign banks.

As alocal player in this competitive environment, CEB faces the
following challenges:
Improve risk management — Risk control, a requisite for
competing successfully in the banking industry, involves a
long-term commitment that CEB can only fulfill by enhancing
its internal and external risk management.
Meet diverse customer demands — CEB must become adept
at satisfying the many different types of demand that come
from its diversified range of customers.
Beat the competition — The Chinese financial market offers
great opportunity and fierce competition. CEB must closely
monitor the market and the competitors to be able to establish
the right goals for leading the industry.
Comply with regulations — Along with pressure from com-
petitors and customers, CEB must satisfy regulatory demands
in order to comply with government standards.
Improve financial performance — To keep up with com-
petitors, CEB must increase its return on assets and equity. To
achieve this, the company must improve profitability by

increasing efficiency and cost control.

In meeting these challenges, CEB will find itself supported by
a host of favorable circumstances offering the following
opportunities for even greater success:
Growth potential — The burgeoning economic development
of China can mean enormous growth potential for the
Chinese banking industry.
Interest rates — National reforms on interest rates will help
commercial banks obtain new customers.
Disposable income — The increased wealth of the Chinese
people results in more income for spending and investing,
which benefits the local banking industry.
Market development — The development of the capital and
insurance markets offers more opportunities for the fee-based

businesses of commercial banking.



STRATEGIC GOAL

The overall strategic goal of CEB is to become a standardized,

listed commercial bank with high profitability and balanced

growth. The company plans to achieve this goal by following

these strategies:

= Operate in a proactive, consistent, and sustainable way

= Strike a balance between speed and quality, profitability
and scale

® Increase the speed of financial innovation

® Create a more efficient business model

" Increase profitability and competitiveness through

more effective management

To execute these strategies, CEB requires automated manage-
ment accounting software. The effectiveness and efficiency of
the software can influence cost management, risk management,
and financial control. It can also enhance the company’s

employee-performance appraisal function.

To find the right accounting technology for the bank, CEB
diligently compared local and international brands of enterprise
resource planning (ERP) software and banking software. In 2003,

the company chose the SAP® ERP application and the SAP for

Banking solution portfolio. The software offered a rich variety
of functionality, including tools for analytics, financials, human
capital management, and operations and corporate services, as
well as banking-specific applications for performing profitability
analysis and asset liability management (ALM).

CEB chose SAP software over other brands because of its
comprehensive functionality and support of best practices in
management accounting. As its implementation partner, CEB
chose Accenture. For technical support, it selected Lenovo
Group Limited.

“Our challenge was to find a solution
that could offer innovative functionality
to help us adopt internationally standard
best practices while taking into account
the realities of the Chinese market. We
chose SAP because it offers world-
leading solutions. Coupled with an
excellent implementation team from
Accenture and Lenovo, the financial
management of our 300 branches can
now be centralized to meet the demands

of our business.”

Wu Qing, Vice President, China Everbright Bank



APPROACH

Based on SAP ERP and the SAP for Banking solutions, CEB
totally revamped its outdated legacy software for financial
accounting, management accounting, ALM, payroll, trading
back-oftice operations, and reporting. CEB deployed the

solutions using a phased implementation approach.

IMPLEMENTATION

Phase 1, beginning in early 2004, introduced the implementation
of SAP ERP and its cross-industry applications. Later that year, all
accounting solutions went live at 300 branches across the country
simultaneously. HR payroll, trading back-office operations, and

reporting and analytics solutions went live in fall 2004.

In 2005 Phase 2 brought in the SAP for Banking solution portfolio,
and the company went live with profitability analysis and ALM
for corporate business and trading. Later that year those solu-

tions were rolled out to the bank’s retail business.

CEB recently began Phase 3, an implementation based on the
SAP Travel Management application and workflow and portal
functionality to support self-service travel and expense

management.



RESULTS

In July 2006 CEB conducted a postimplementation business
assessment to determine how well the SAP project had helped
the company meet its strategic objectives. The study used quali-
tative and quantitative assessments — as well as a detailed ROI
analysis — to define and measure the strategic benefits of the

SAP solutions.

Strategic Benefits

SAP software made a substantial impact on a wide range of
CEB’s business operations and bank management processes.
Distributed across five different categories, the company
realized the following benefits:

# Improved operational efficiency

= Improved decision making

= Reduced operational risk

u Support for regulatory compliance

= Maximized shareholder value

“As a result of the SAP project, CEB is
the first bank in China to use the same
practices as international banks. We are
also continuously implementing the new
functionalities of SAP solutions around
our current SAP applications, expanding
the footprint to meet more business

processes and requirements.”

Wang Jingwen, Deputy General Manager of IT,
China Everbright Bank

Benefits by Business Function
CEB has seen benefits in many of its business functions,
ranging from its financial accounting operations to reporting,

trading processing, HR payroll, planning, and ALM activities.
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Financial Accounting = Expense accounting and cost center accounting — These

The SAP solutions standardized and automated accounting processes used to be performed manually at the subbranch
processes, which can now be handled centrally by branch finance level with no software support. Now, centralized, automated
employees. This significantly reduced operating costs and head- functionality from SAP contains GL, detailed expenses data,
counts, while the monitoring processes in the SAP software and fixed-asset accounting data for the entire bank. Consistent
support consistent cost control. Financial accounting function- expense-control processes have been implemented, and flexible
ality includes: queries and reports are available for users at different levels of
= Processing and year-end closing — Before the introduction the organization. In addition to an average reduction of nearly
of the SAP solutions, the general ledger (GL) was embedded in 20,000 employee-days, cost-accounting standards and effective
the core banking system, which burdened the already heavy cost control are supported and expense data is available in real
processing workload. Now the GL functions are performed time with an audit trail.

by the back-office software, which accelerates, simplifies, and

automates the year-end and month-end closing processes.

" Fixed-asset management — Fixed assets were managed “With the SAP software, we have set up

manually at the subbranch level, which was time-consuming a branch-level expenses reimbursement

and inefficient. With the fixed-asset management function

. center, which helped to standardize the
from SAP, processes such as depreciation are automated and P

included in expense accounting. Resulting benefits include expenditure processes and effectively

reduced headcount and increased data transparency. enhance cost control within the bank.
We also used the SAP NetWeaver Busi-
ness Intelligence component to replace
the previous manual data collecting and
reporting process, which has improved
user efficiency and reduced operational
cost. Each branch now has access to
more detailed information and we can do
multidimensional analysis of cost and

profit.”

Lu Weidong, Deputy General Manager, Beijing Branch Financial and
Planning Department, China Everbright Bank



Reporting

Before the SAP solutions were implemented, CEB was doing
its best to work with decentralized legacy systems located at its
34 branch offices where maintenance and data loading were
performed locally. The SAP NetWeaver® Business Intelligence
(SAP NetWeaver BI) component changed all that. As the bank-
wide financial reporting system for CEB, SAP NetWeaver Bl
handles both internal financial reporting and external regula-
tory reporting. The software has reduced IT complexity and
local IT maintenance support, which has lowered costs, im-
proved user efficiency by centralizing the data and processes,
and enabled timely querying and reporting to meet regulatory

requirements. Used by more than 200 users in the company,

SAP NetWeaver Bl is centrally maintained in the main CEB office.

Reporting functions include:

® Data preparation — Prior to implementing the SAP solutions,
the 34 branches and subbranches used a local reporting system
that was inefficient — reporting used to take 40% to 50% of one

full-time employee’s work time. With the SAP NetWeaver Bl

component serving as the reporting system for the entire bank,

the complexity and operational support costs of reporting are
much lower, manual data adjustments have been reduced

from 25% to 5%, and data accuracy is very high.

= Regulatory reporting and internal reporting — Regulatory

reports were generated using local legacy reporting software,
which was very time-consuming. Internal reporting took 45%
and regulatory reporting took 25% of a full-time employee’s
work time. With SAP NetWeaver BI, efficiency of the reporting
function improved — average time spent on internal reporting
and regulatory reporting was reduced by 50%. Data is trans-
parent because SAP NetWeaver Bl is not only used by reporting
analysts but also by finance and business employees to support
their daily work. The company’s prompt reporting meets

regulatory requirements.

Trading Processing

Integrated with the front-end software, the SAP solutions

handle trading back-office business processes using straight-

through processing. The SAP software also supports international
accounting standards and enables multi-GAAP parallel account-
ing, which improves risk control, standardizes processes, improves
efficiency, and supports regulatory requirements. Functionality
for trading processing includes:

» Trading accounting — With CEB’s legacy software, trading
accounting was performed manually through back-oftice
processes that were prone to errors. The SAP solutions auto-
mated this function, resulting in a zero error rate in payment
processing since the system went live. Efficiency and risk con-
trol improved, and processes were standardized. GL account
adjustments that used to take a halfa day per month now
take only a few minutes.

® Trading reporting and queries — Previously, information
for trading reporting and queries was available only at a high
level. The powerful reporting and query functionality of the
SAP software allows for daily ad hoc evaluation and disclosure
to all levels of the organization, ensuring prompt and contin-

ual regulatory compliance.

“Through the SAP software implementa-
tion, we realized straight-through pro-
cessing, reduced manual processing,
and lowered error rates, greatly enhanc-
ing risk control, data centralization, and
data sharing. The solution provides even
more functionality than we expected,
such as flexible queries, drilling down
from position to transactions, and cash

flows.”

Qu Jingchun, General Manager, Accounting and
Settlement Department, China Everbright Bank



HR Payroll

The entire payroll process at CEB used to be performed manually.
Now, the salary, bonus, and benefits payments for the company’s
10,000 employees are handled by the SAP software. The payroll

process is centralized at company headquarters — department

and branch managers can easily obtain cost center and personnel

information that was difficult to access before. By the end of

2000, the software will manage payroll for 3,000 temporary

employees as well. HR payroll functions include:
Personnel data maintenance — The SAP solutions allowed
CEB to centralize the data maintenance process at the branch
level, which eliminated the need for manual maintenance at
80 subbranches.
Payroll execution —In the past, payroll was performed at
several different levels of the bank and, again, much of the
process was performed manually. Now payroll is centralized
at headquarters and at the branch level, the time to complete
the payroll process has been reduced by 30%, errors have been
eliminated because finance and payroll are integrated, and
CEB’s HR policy can be complied with throughout the bank.
Payroll reporting — Previously, data for payroll statistical
reports had been compiled manually, a process that took three
to four days. With the SAP software, the process takes a half day.
In addition to vastly improved efficiency, detailed personnel

data is transparent.

Profitability, Performance, and Financial Planning

Of all the functions included in the SAP software implementa-
tion at CEB, profitability analysis has received the closest atten-
tion from the company’s management. Most banks in China
have a “volume mind-set” that has them fixed on quantity and
striving for more assets, more customers, and more branches.

At CEB, profitability is just as important as volume.

Before the SAP solutions were introduced, CEB used accounting
profit to measure company performance, with profit informa-
tion available only at the branch level. Now, with the SAP solu-
tions, profitability information is available at many levels of the
company and provides the basis for performance evaluation for

both business units and employees.

Another important aspect of profitability is cost management.
Banks incur costs from funds, risk, taxes, and overhead. With
the support of the SAP software, costs can be attributed to the
appropriate department. The multidimensional cost data that
the SAP software provides is a necessary prerequisite for analyz-
ing profitability and making sound business development deci-
sions. The results are increased profitability and maximized
shareholder value through better business reporting, analysis,

decision making, and cost control.

The integration of the profitability analysis and reporting tools
from SAP enables users to perform management reporting and
analysis through either an intuitive Web-based or Excel-based
user interface, with the SAP software system providing multi-
dimensional views into the organization’s profitability data.
Planning functions include:
Economic profit calculation —In the past, this calculation
was made using funds transfer pricing (FTP) but was not per-
formed at CEB. Now, however, the SAP solutions have made it
possible for CEB to adopt FTP and other cost accounting
methods. CEB can see the benefits in enhanced data integrity,
increased data transparency, better regulatory compliance,
and a shift in perspective from volume to profitability.
Multidimensional profitability analysis — Managerial
accounting reports used to be based solely on accounting
information. Now, the SAP software provides business users with
multidimensional, interactive drill-down reports (for customers,
products, and business units) that can be used to implement
new sales and marketing strategies and increase the visibility of
profitability information within various levels of the bank.
Performance management — At CEB, performance had
been measured at the organization level, with no consistent
measurement for deposit unit or loan unit contributions. With
the SAP software, the performance of branches, business units,
and managers is measured by economic profit. This increases
the transparency and reliability of organizational-performance

measures.



® Financial planning and budgeting — Planning was previously
performed on the branch and subbranch level, with the focus
on accounting profit. The SAP software now has CEB basing its
financial planning on economic profit in alignment with the

strategic objectives of the bank. This increases shareholder value.

Asset Liability Management

The SAP solutions proved to be very important for CEB’s ALM
processes. The bank uses the quantitative analysis and gap report
functionality provided by the SAP Asset Liability Management
application to forecast and manage interest-rate risk and liquidity
risk and to fortify its capability in market risk management. This

helps management make strategic decisions on future projects.

Previously, gap reports had been prepared manually once a month

and lacked detail. Not only did the SAP application drastically

reduce the amount of manual work required to produce the

reports, it provided different reporting hierarchies, which

allowed for quick, detailed analysis by branch, product, and line

of business. ALM functionality enables the following reports:

© Interest rate sensitivity report — Before the SAP software
was implemented, the bank was unable to prepare interest rate
gap analysis reports because it lacked software support as well
as source data. With the SAP software, ALM interest rate gap
analysis reports are generated. This improves timeliness and
transparency of the data and provides reliable information for
decision making.

= Liquidity gap analysis report —Monthly liquidity gap analysis
reports suffered from poor data quality and cumbersome man-
ual processing. With the SAP software, gap reports are generated
automatically (manual effort is reduced from four to five days
to one to two days) and with greater accuracy and more

detailed information.
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ROI Analysis

The ROI analysis was based on interviews of process owners and

end users from each of CEB’s functional areas whose work was in

some way affected by the SAP solutions. Employees in finance
and planning, trading accounting, ALM, and human resources
were involved. The following information was obtained from
those interviews:

= Phase 1 of the SAP project at CEB yielded a positive seven-
year net present value of CNY 37.56 million (€3.65 million),
with a static payback period of 3.72 years and an internal rate
of return of 39.2%.

# Improved efficiency and reduced headcount due to centraliz-
ing operations and standardizing and automating processes
yielded an annual overall savings after the SAP software imple-
mentation of CNY 15.57 million (€1.55 million).

" Increased efficiency and automation resulting from the SAP
software implementation reduced by 24,000 the number of
employee-days required to perform the same amount of work,

yet produced results of higher quality.

Estimated ROI over a 7-year period from

implementing the SAP® software is 163%.




Financial Accounting

SAP software has given CEB an integrated IT landscape that
supports standardized, automated business processes. This has
streamlined communication between departments and branches,
reduced the number of manual tasks, and provided a basis for
centralizing operations. The total reduction of headcount for
accounting functions at CEB is 106.4 full-time employees. The
company estimates that 75% of the headcount reduction is
directly attributable to the SAP software.

Annual savings for financial accounting

after implementing the SAP® solutions is
€1.29 million.

Trading Processing

The SAP software facilitated trading back-oftice operations

by standardizing and automating the process. This has greatly
reduced manual tasks and errors. Before the SAP software was
introduced, five employees performed most of the transaction
volume. With the SAP solutions, it was possible for CEB to
reduce the amount of time involved in account adjustment from
a half day to just a few minutes. Headcount could be reduced by
2.3 full-time employees.

Annual savings for trading back-office
processing after implementing the SAP®
solutions is €37,000.

Reporting

The SAP software automatically compiles CEB’s regulatory
reports. Local report analysts need only review the data in the
reports and download them. Since the Excel-based user inter-
face in SAP NetWeaver Bl is easy to use and the data it provides
is accurate, CEB business executives now do more analysis on

their own.
The SAP software has reduced manual revisions of data from be-

tween 20% to 30% down to 5%. Time spent each year on both in-
ternal reporting and regulatory reporting has been reduced by 50%.

Annual savings for reporting after implement-

ing the SAP® solutions is €165,000.

HR Payroll

Because of the SAP IT infrastructure, HR payroll is centralized
at the branch level, which freed up subbranch HR personnel
from having to perform the work. The SAP software automated
the payroll posting process, which drastically reduces manual
tasks for HR reporting. Before the SAP software was introduced,
one full-time employee required three to four days to generate
monthly payroll statistic reports. Now one employee spends a
half day to create the monthly reports.

Annual savings for HR payroll after imple-

menting the SAP® solutions is €55,820.

11



NEXT STEPS

CEB has established a productive relationship with SAP and

is interested in making further investments in SAP software.

CEB has completed the third phase of its implementation with
the SAP Travel Management application and workflow and
portal functionality from SAP to enhance its self-service travel
and expense management processes. A pilot program based on
SAP software implementing these functions is now operating
in three CEB branches.

CEB has plans to implement business planning and budgeting
functionality from the SAP for Banking solution portfolio and
will extend its use of the SAP ERP Human Capital Management
solution to handle personnel administration, time management,

and employee and manager self-service.

12



LESSONS LEARNED

CEB is one of the first banks in China to introduce such a large,
complex IT implementation project that incorporates so many
banking solutions. The company’s key managers and users
determined the factors that made the project successful, which
include the following:

= |n addition to basing the implementation on industry-leading software
solutions from SAP, essential factors for the success of the project were
the close cooperation between SAP and CEB, consulting services support
from Accenture, and technical support from Lenovo.

m |t was critical to the project’s success to ensure that CEB'’s business
processes were integrated across the different SAP solutions during the
design and implementation phases of the project.

= Adopting best practices supported by SAP greatly enhanced the effectiveness
of the software.

= The project was completed on time and within budget largely because of
the collaborative efforts of SAP and CEB to control costs.

m The total commitment to the project by China Everbright Bank included
sponsorship and guidance by senior management and close collaboration
between the company’s IT and business groups

“The senior management and other executives at CEB
are very satisfied with the SAP management account-
ing project. Overall, business requirements specified
during the selection phase for the software have all
been realized. Some of the key success factors that
made the project so successful are the support and
special attention from CEB’s senior management

and seamless team cooperation between SAP and

the other parties in the implementation.”

Li Jian, General Manager, IT Department, Coprogram Manager, China Everbright Bank

13



APPENDIX

Estimated Benefits per Functional Area

(in millions of CNY)

Efficiency improvement
of accountants and
cashiers in branches

16.19

I 12.97

and subbranches

Efficiency improvement
in reporting
(subbranches & branches)

1.66

Efficiency improvement

of the back-office
trading processes

Efficiency improvement
of the payroll process
and reporting

1.18
0.38
|| — -
Total Benefits Financial Accounting Financial Reporting* Trading Processing HR Payroll

* With the SAP NetWeaver® Business Intelligence component

Figure 2: Benefits Breakdown (Phase 1)

Investment and Incremental Cost

(in millions of CNY)

NPV, IRR, and Payback

Investment Return

18.19
ROI (7 years): 163%
Net present value (NPV) (7 years):
CNY 37.56 million
(€3.65 million)
5.32 Payback period: 3.72 years
1.38 2.68 2.68 2.68 Internal rate of return (IRR): 39.2%
- - -_. = Investments are accounted for period
2003 2004 2005 2006 2007 2008 2009 2010 2003 (100% hardware, 100% software,
60% services) - 2004 (40% services)
= Benefits are accounted for period
- 2004-2010 (20% in 2004; 80% in 2005;
Total Yearly Benefits 16.19 16.19 16.19 16.19 16.19 100% in 2006 and coming years)
(in millions of CNY) = Discount rate is 6%
12.95
3.24
2003 2004 2005 2006 2007 2008 2009 2010

Figure 3: ROI (Phase 1)
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