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What is on the horizon
for payments?

* Current State in Payments

Payments impact as a result of Pandemic . 1ks have t built for
Global payment trends ' ] aper in the
Fintech activity | indigital age

h the distribu of data”

* Acceleration of digital and real-time | i
payments - Chris Skinner

*  Future Innovations
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Current State

“I can’t remember—do I work at home or do I live at work?”
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Transactions are expected to grow at ~1%, considerably below than recent years; digital
transactions will gain higher share of wallet

US Payment transaction growth, CAGR

201419 2019-24
Total payments _ 3% I 1%
Check -6%
Cash -3:
Wire Transfer 3%
ACH L 6%
PIN Debit I 7
Signature Debit 8%
Prepaid = 9%
Credit Card 9%
Book Entry Transfers 25%

Faster and Real-Time Payments

POS Lending 29%

[

US Payments Map Q2 2020 release (McKinsey & Company)
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A New Take on the Payments Landscape
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EBPP - Electronic bill presentment and payment RTGS —Realtime gross settlement
SRC - Secure remote commerce EIPP - Electronic invoicing presentment and payment
ACH -Automated clearing house
JIT - Just in time
PoBo — Payments on-behalf-of
CoBo - Collections on-Behalf-of

Source: Capgemini Financial Services Analysis, 2020.

Capgemini Report: World Payments Report 2020
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Global Payment Trends

Competition between closed and open payments platforms
Evolving payments economics

Development of new standards to govern the flow of money
Noncommercial entities’ role in shaping the ecosystem

The future of payments organizations and talent implications

Sources:
Deloitte Payment trends 2020 [ Infocus: Strategies to prepare for the future of payments
Capgemini World Retail Banking Report 2020

P o g

Traditional banks New-age banks
Main characteristic: a fully vertically-integrated value chain Main characteristic: fully digital and platform-based
Asset heavy L —(C) Lean and agile

« Large branch network = Large marketplace community

« Product-centric organization and high verticalization = Customer-centric organization and high horizontalization
of products of products

« Culture of "built inhouse,” business consensus and « Culture of launch Fast, take risks, leverage partners (open
zero-risk tolerance platform)

Legacy structure Advanced digital capabilities

* Rigid, non-modular outdated tech stack with low « Agile digital stack with high scalability enabled by
scalability microservices and open-platform architecture

« Difficult to integrate third-party players « Ability to plug and play new functionalities

+ Functionalities divided in silos, with manual processes + Data-driven business models with simple, automated
and poor data management processes

Performance

Performance

average cost-efficiency distribution average cost-efficiency
customer ratio and customer ratio
acquisition channel acquisition
cost costs cost

Sources®: Capgemini Financial Services Analysis, 2020; Business Insider Intelligence.

Entry of BigTechs
threatening market share

Emerging technologies such as
Al, DLT, AP, and Cloud causing
operational and technologically
uncertain environment

Payments

landscape

0 A \ Regulatoy ‘
complexity

Compliance challenges such as Technology-enabled solutions
non-intrusive security under PSD2 increasing customer expectations
RTS leading to complex scenarios

Source: Capgemini Financial Services Analysis, 2019
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The generational makeup in the workforce is changing rapidly

3%
Builders/
Gen Z

Millennials Change the Game (Technology)

* Tech dependent not tech savvy

*  More likely to start their own business

29% 35%

: _ * Tech dependent generation will not leverage processes
Boomers WHIEELR

using paper process or unintuitive applications

*  Becoming the influencers in larger organizations and
decision makers in smaller organization

*  Looking for tech first companies that make the integration
process simple

Today’s Workforce

. Source: US Bureau of Labor and Statistics
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Fintechs are becoming financial institutions

Q_ Search Bloomberg — BUSINESS
= a INSIDER L =

Future Finance
Varo Becomes First Consumer Fintech to
Land a National Charter

By Payne Lubbers
July 31,2020, 7:00 AM EDT Jaime Toplin Mar 20

Square finally gained FDIC approval for a
banking license, and it will likely focus on SMB
offerings

- o

» CEO calls it ‘a very exciting moment’ in the banking industry LIVE ON BLOOMBERG
Watch Live TV > This story was delivered to Business Insider Intelligence
Listen to Live Radio Payments & Commerce Briefing subscribers earlier this morning.

» Fintechs’ entry into the system has met with push-back

To get this story plus others to your inbox each day, hours before
they're published on Business Insider, click here.

The application enables the mobile point-of-sale (mPOS) giant to
form a Utah-based bank, per PYMNTS. The approval, which was

conditional and will mandate Square to maintain capital at a higher

A ATLASSIAN
The Agile Advantage:
Human Resources developing the bank in earnest. The bank is expected to launch in

rate than other FDIC-insured banks, will enable the brand to begin

g?g}’sbe'”g INTDICE T co 2 exTpan 2021, and will focus primarily on issuing loans to small- and

Learn More medium-sized businesses (SMBs) as well as deposit products.

Square's process to become a Saquare Capital Annual Loan Griginations
Bitlams (5)

bank has been along road. The 3=s

firm initially filed for an

www.bloomberg.com/news/articles/2020-07-31/varo-becomes-first-consumer-fintech-to-land -a-national-charter
www.businessinsider.com/square-gained-fdic-approval-for-bank-charter-application-2020-3
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Financial Institutions are partnering with fintechs

bank Innovation AMERICAN BANKER

LEADERS POLICY & REGULATION TECHNOLOGY COMMUNITY BANKING MORE -

Amex in advanced talks to buy
BMO leans into Google partnership to stretch customer reach Kabbage

August 11,2020, 11:01 a.m. EDT 2Min Read

n American Express’s small-business aspirations just took another step forward.

Share
] 1 linjO=] <

BMO Financial Group is betting on its
partnership with Google to be a “growth engine”

m The credit card giant is in advanced talks to buy Kabbage, a person familiar with the matter
= said, a deal that would make Amex a bigger lender to mom and pop shops. The company is

already the largest U.S. provider of credit cards to those types of operations.

Small businesses bounced back faster during the COVID-19 pandemic than other customers in
for the company from a U.S. geographic

perspective, Chief Digital Officer Brett Pitts told
Bank Innovation.

Amex’s broader card portfolio, and Chief Executive Steve Squeri said last month that they were

the “most resilient” through the crisis.

.

Last week, Google announced partnerships with
eight U.S. financial institutions to launch digital
bank accounts in 2021 that can be managed through Google Pay. In addition to BMO,
Google is partnering with BankMobile, BBVA USA, Citi, Coastal Community Bank,
First Independence Bank, as well as Stanford Federal Credit Union and SEFCU.

https://bankinnovation.net/allposts/biz-lines/retail/bmo-le ans-into-google-partners hip-to-stretch-customer-reach/
https://www.americanbanker.com/articles/amex-in-advanced-talks-to-buy-kabbage
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Fintechs see lots of
opportunity in
Banking and Payments

Bl INTELLIGENCE

THE FINTECH ECOSYSTEM
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There are 66 fintechs unicorns valued at S248B

Global VC-backed fintechs companies with a private market valuation of $1B+ (as of 6/30/20)
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Payment service and P2P apps have become a normal part of commerce

Use Cases Supported Payment Types Supported

* ACH

*  Visa Direct/mastercard Send via Debit
*  Credit Card

. RTP

. On-Us

. Person <-> Person Payments

. Business -> Consumer Disbursements/Payouts
*  Small Business <-> Consumer Payments

e Merchant Processing

e Person <-> Person Payments
*  Equities Trading
. Business <-> Consumer Payments/Disbursements

*  Visa Direct/mastercard Send via Debit
. Credit Card

©  ACH
*  Bitcoin Exchange ¢
. Person <-> Person Payments * ACH
. Business -> Consumer Disbursements/Payouts * Visa Direct/mastercard Send via Debit
*  Small Business <-> Consumer Payments * RTP (now live!)
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Future innovations intertwined with payments
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What do treasurers expect from their partner financial institutions?

Eance ey nd oot (- S <
Robust risk-management services s0%
Realtime payments and racking (3 [ <~
Fraud-management services _ 35%
Account payables and receivables automation @_ 30%
oG e erare arferngs (o M >

Sources: Capgemini Financial Services Analysis, 2020; World Payments Report 2020 industry stakeholders survey,
MN=20 corporates.

Question asked: What do you expect your banks/payments provider as part of their service/product offerings? Rank your response
on a scale of 1-7, with 7 being highly important and 1 being the least or not at all important. Responses above
5 have been provided in the figure. Percentages do not total 100.
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