= —*AQ‘

Louis, | think this is'the beginni
of a beautiful friendship.

'

ng


https://kpmgbrandcentral.brandwizard.net/app/asset/asset_search.aspx?catid=757&libid=2
https://kpmgbrandcentral.brandwizard.net/app/asset/asset_search.aspx?catid=757&libid=2

Jnne fransformation of the
lInancial Sector Wit Fniecn

)
r |
CD

INe International perspective
J
|

ANk van Wlck _ _
DAITNEr HNTech @ Innovation EXecution
(PMG The Netheriands

March 2016




NUMDEr 0f pnysical Dranches nave Deen
supstantially reducec

Global predictions; 1 in 3 banks are closing in 2016 Number of 2010 2014
commercial branches

per 100.000 adults

France 41,5 38,0

Germany 15,7 14,5

Israel 19,4 19,1
Netherlands 23,0 14,8
Switzerland 51,8 46,0
United Kingdom 24,7 n.a.

United States 35,3 32,4

Source: Bain & Co.; Worldbank febr 2016
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nernal irends

Pre-crisis ROE versus post-crisis ROE
showing reduced profitability for
banking.

Three year revenue growth of banks
excelling at customer experiences
versus the average ftse -100 bank.

- Prospected closure of branches in 2016.
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Are Danks oo big to fal/

Market Cap Market Cap
(Billions USD) (Billions USD)

50 500

45
480

40

35
460

30
25 440

20
420

15

10
400

5
0 380

Deutsche Bank Paypal Microsoft Google

Even a ‘'small’ FinTech While the ‘big’ tech

company is still valued companies are valued
twice as much as a ‘big’ over twenty times more
bank. than a 'big’ bank!
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Overview of the FinTech market

Fintecnis aready big buSINess

20bn

Global FinTech investment in 2015 Revenue from 20 largest FinTechs in
2014

230.000

Banking profits at risk due to P2P People working in FinTechs in Top7

Source: KPMG, Goldman Sachs, HM Treasury/EY
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What IS fintech?

Definition of FinTech: “A contraction of the words
‘Financial” and “Technology’, innovation in financial
services, whether that means new products from
new startups, or the adoption of new approaches by
existing players where technology is the key enabler.”

Emerging
payment rails Insurance
eg crypto currency disaggregation

| Connected Niche,
Cashless ! insurance "__specialised
" “products

world “,. egwearables

Smarter, faster
Streamlined Machines
infrastructure

Strategic
role of data

]

EU!Pual » spsod2d

. Shifting
Alternative : customer
lending  preferences :

! egwirtual !
: technologies -

al

Six core functions of financial

New market
platforms

Reduced .
intermediation

services innovation

N\arket provwsioning

AQt_omation of - Process
high-value externalisation
activities eg cloud
‘ compiiting Crowdfunding
Empowered
investors
”L eg social trading

Source:
World Economic Forum
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nVestments NFniech are arowind sharply

KkPmG!

20
18
16
14
12
10

c N B

2010 2011 2012 2013 2014 2015%*
M North-America Rest
B Europe M World

[ Asia and Oceania

* Estimate
Source: CB Insights, Accenture & KPMG
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HOW WII the FinTech revalution uniold?

Tech mono-or oligopoly

“Tech-bank” | “Fin-platform”

Direct distribution Intermediated distribution

“Traditional evolution” = “Fragmentation”

Open market

Source: AFM 2015
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[ne four scenanoss 1or retal banking

Tech mono-or oligopoly

Tech-bank Fin-platform

One dominant bank who Tech giant as aggregator of
won the innovation war payment services

Banking is highly Banks are almost completely
automated overcome

One-stop-shop

Direct
distribution Intermediated
- . . distribution
Traditional Evolution Fragmentation
Step by step evolution Consumers hardly deal
Banks keep privileged directly with banks
access to customers Multitude of intermediary
One stop shop apps and platforms
Limited role for Tech Banks need to focus on back-
glants end operational excellence
and lending
Open market Source: AFM 2015
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HOWWIITNe

UNBUNDLING

Unbundling of a Bank
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Nechs mignt take DIgger pieces of the pie in
JTIE dIEdS

The future landscape—balance of banking and Fintech by product

For each banking product, what is the most likely competitive balance between banking and
Fintech in five years?

B Barnks will be dominant/major players M split the market M Fintech will be dominant/major players

Depasits (short termn)

Small business loans

—
~J
o

Term deposits

3
=3
s

Credit cords

Payments & money transfers

Home equity loans

8

Transaction accounts
Mortgages

Auto loans

o~
L=
w
(5]
~

Source: The Economist Inteligence Unit survey, 2015,
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SLATUPS adapt 1aster

D O0OSDD

Rapid experimentation: setup experiments and test new products and services
quickly without heavy investments.

Applied creativity: startups provide inspiration for new products, services and
business models.

Technology: startup technology enables organizations to radically optimize existing
operations or develop new value propositions.

Identify game changers: discover potential disruptive, investor backed, concepts in
an early stage.

Mindset: startups bring a fresh perspective and a can-do-mentality towards
organizational challenges.
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Enablers

Source: KPMG/H2

KPMG

n1ech Startups: Many and growing numpoer of
-N1eCN ENaniers
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Less Friction. Less Fraud.
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Challengers
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2ch Gapitalise: the best of Show at Finnovate

KkPmG!

(don2ulb

Capitali.se simplifies the investment
process by taking your words and

v -~
Capltall.se translating them into investment

scenarios that everyone can
understand.
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FNfecns are teaming up

¢H NUMBER26
&
“/TransferWise

NUMBER26 and TransferWise help you
pay 6x less on foreign currency transfers.
Here's how:

Source: Venturebeat febr 2016

KPMG

Other banks profit by hiding their
unfair exchange rates.

TransferWise applies the real
market exchange rate.

The NUMBER26 current account is
free. TransferWise charges a small
fee that's shown upfront.
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.ananew FInTechs are o De expexted from
DEINADS IBSSEr KNOWn areas

99.8 percent of all banking transactions are digital

e_E‘Sténiacom 12,4 bankbranches per 100.000 adults
- The Digital Sociegy

.

Number of Payments, Estonia (000's)
250000

200000

e- government

150000

e- voting -~

100000 /
e- Contracting
50000
Front-runner in Blockchain/
0
e-currency 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
s (Cash s Cheques s Card payments Direct debit

e Other debit order e [Viobile phone at POS e Credit orders

Source: e.Estonia.com, worldbank
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1I0Dal Danks are responding WIth various actions

Start up
program

First steps to get in
touch with the
startup ecosystem
by, fore example,
organizing awards,
challenges, and
clinic programs

KkPmG!

Partnering
with
startups

Partnering up with
specific startups, for
instance by means
of joint ventures, to
accelerate
innovation for both
parties

Venture
funding

Corporates
providing funding
for startups in order
to accelerate
innovation and
enhance
cooperation

Acquiring

Acquisition of an
innovative startup
in order to
encapsulate its
innovativeness and
technology

Launch own
subsidiary

The addition of an
own innovative
subsidiary to your
organization
competing with
other startups and
corporate
competitors
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What are banks currently doing’?

©® bank hapoalim
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Degree of Complexity
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Arge VU Tunds have Deenmade avaiaie by
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HSBC X»
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Overview of the FinTech market

anoration IS the key

L0

Globally, institutions are taking a wide range of approaches in trying to keep up
with the wave of technology innovation that is threatening to disrupt their sector.

@ Funding Circle
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Customer
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dopay
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Atom B Squcre
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nnovation examples

Channel
innovation

Product
innovation

Process
innovation

are registered trademarks of KPMG International.

Bank of East Asia

Bank of East Asia installed digital branches, which are paperless, efficient and
attractive omnichannel versions of normal physical branches. The branches are
equipped with state of the art communication tools and have a much smaller
back-office area reducing its footprint.

Fidor Bank

Fidor Bank created its savings account arround an open API. This API can be used

by third parties to greatly extend the product and service line Fidor is offering by
itself.

Deniz Bank

Deniz Bank created a platform that integrates predictive analytics, CRM strategies,
an intelligent interface and streamlined processes to optimize contact between
employees and customer regardles of the channel used.
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poVA Uase: innovation stratedy

Innovation efforts driven at developing an Innovation Community
(non-exhaustive):

Innova Challenge & Innova Apps: Initiatives making use of Hackathons and
Datathons to develop new ideas/prototypes and stay close to Digital talent

BBVA OpendU.com: Digital environment to interact with developers and potentia B BVAIS lemg Lab ShOWS _the Center's Visitors
partners for co-creation through exposure of BBVA's assets & means .. . . . ]
our main innovation projects, whilst also serving
BBVAbetatesting.com: Piatform to get product improvement suggestions and -
as a laboratory for testing new products and

product debugging . ) : )
services with real users in an environment
recreating specific scenarios from everyday life.

Innovation strategy boosted through
Investments in payments, wealth
management, bitcoin, and lending startups

Innovation provides a unifying theme for all
the workshops, conferences and seminars
held, enabling BBVA to work closely with

entrepreneurs, opinion leaders, institutions

and companies.
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NG adlie way or workin

Alarge financialinstitution working ke a s
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https://www.youtube.com/watch?v=NcB0ZKWAPA0
https://www.youtube.com/watch?v=NcB0ZKWAPA0

New Uigital Dank Innovation models

Some with arale for tracitional Danks

FRANK k} SIMPLE

BY OCBC

.
@ fidor

by BNP PARIBAS

Digital Digital
bank bank
brand channel

Digital
bank
subsidiar

Digital
native
bank

Products, sales
and marketing

Rely on full service bank Often share

Channels with or re-skin
parent bank’s
channels
|
Leverage Leverage |
Back Office [ Uit the back I
office of office of
parent bank parent bank I
Do not have Do not have Do not have
Bank Charter own bank own bank own bank

charter charter charter
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Fxample of giving attention o who are ew
e (lgital Space

* BA RCLAYS Bank Borrow Save and invest Mortgage Insure Services and support Register Q

Digital Eagles

Build your internet skills with our Digital Eagles

There's an easy way to get more from technology — and we'd be happy to show you how.

Cet more from the internet

Our Digital Eagles team is
committed to helping you get up to

speed with today’s tech and
navigate your way online.

Discover our online course
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SOMe bankS am o create
Memoranie CUStomer experiences

Customer Experience

first direct

@ First Direct — the unexpected bank:
Empathy  Personalisation if you switch they pay you GBP 125
if you like them
@ and GBP 100 if you don’t

=

Time & Effort Resolution
& Santander

14.000 employees got an empathy
=Xpectations  Integrity training to help create memorable
customer experiences

Source: KMPG Nunwood 2016
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nnovation s nat only Uid

Ba rzah Ien Barzahlen allows customers to buy

anything online and pay later in a
physical partnerstore.
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Jators are supporting acceleration of
novation b

Australian Securities and Investments
Commission (ASIC) has started an
Innovation Hub.

— U
CD

Recalibrating supervisory approach
B evaluate licensing
B creating an innovation center

B recalibrating supervisory frameworks Eng | ISh FCA

Project Innovate:

Dialog with stakeholders They helped over 175 innovative

B conversations with market participants, regulators and businesses; b new businesses have now
been authorized

legislators
M develop a policy vision

The regulatory sandbox is a ‘safe space’
Improve knowledge in which businesses can test innovative
B education and recruitment . .

products, services, business models and

B monitoring developments ] ]
Investments in data and IT capabilities del very mechanisms

UK Open Banking Group built 15 APls

Source:
World Economic Forum, FCA

© 2016 KPMG Advisory N.V., registered with the trade register in the Netherlands under number 33263682, is a member firm of the KPMG network of independent member firms
m affiliated with KPMG International Cooperative ('KPMG International’), a Swiss entity. All rights reserved. Printed in the Netherlands. The KPMG name, logo and ‘cutting through complexity’ 35

are registered trademarks of KPMG International.



Lonclusion

The financial sector has been seriously affected by technology & FinTech ....and there is
more to come

The FinTech sector is growing fast; next to payments and lending; robo advice and data
related FinTechs are now coming to the market

The Israeli FinTech market has a strong position: e.g. in payments, lending, and security

International banks are gearing up with various initiatives ranging from working with
FinTechs, Funds and increased attention to Innovation

FinTechs and Banks can form a strong coalition in the transformation of the financial sector

© 2016 KPMG Advisory N.V., registered with the trade register in the Netherlands under number 33263682, is a member firm of the KPMG network of independent member firms
m affiliated with KPMG International Cooperative ('KPMG International’), a Swiss entity. All rights reserved. Printed in the Netherlands. The KPMG name, logo and ‘cutting through complexity’ 36
are registered trademarks of KPMG International.



= —*AQ‘

Louis, | think this is'the beginni
of a beautiful friendship.
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https://kpmgbrandcentral.brandwizard.net/app/asset/asset_search.aspx?catid=757&libid=2
https://kpmgbrandcentral.brandwizard.net/app/asset/asset_search.aspx?catid=757&libid=2

kpmg.com/socialmedia kpmg.com/app

a #  pownload on the
in| f|S|si|oN & ik
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