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Summary

B In order to create FinTech ecosystems in Japan, it is necessary to build a mechanism to support
the foundation and development of FinTech itself, but existing financial institutions, which are
to participate in ecosystems, also need to make voluntary efforts to create innovative
businesses.

* It is a worldwide trend that innovative proposals concerning financial businesses are no longer
made by financial institutions themselves but by non-traditional external players.

* Under such circumstances, existing financial institutions have been seeking the reason for
their existence and striving to fulfil socially required financial functions. However, many of
them have yet to go so far as to reform their organization or corporate culture, which is
indispensable for creating innovative businesses.

B Therefore, existing financial institutions must first endeavor to create means to provide new
value from the viewpoint of clients and develop business infrastructure to enable required
collaboration with external partners, instead of only rushing to purchase new technologies from
outside.

* For example, measures to strengthen contacts with clients focusing on their significant events
will also be effective in differentiating a bank from other competitors.

* Itis also necessary to develop new business infrastructure, such as a system under which
improvements can be made continuously on a real-time basis.

B Additionally, it is required to develop a mechanism to allow existing financial institutions to take
risks and make challenges in creating innovative businesses in new markets under a new
competitive environment. For achieving this, financial institutions need to make requests to the
administrative side more actively and the financial authorities need to take prompt measures to
alleviate burdens on financial institutions.

* In particular, the need to take measures for regulations and give due consideration to safety
and reliability creates a significant financial burden. How much can such burden be alleviated?

* Ifitis difficult to change an existing organization or corporate culture, is it possible to spin off
the relevant organization itself?
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Almost all services of retail banks can already be replaced with
FinTech...

Separation of banking functions - Scope of banking functions targeting individual clients
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FinTech is now prevailing also among businesses targeting SMEs.

Separation of banking functions - Scope of banking functions targeting SMEs
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In China, innovative players, FinTech companies, are reforming the
structure of the banking industry.

Online Asset Management Services Microcredit
' ‘ ‘ 72 i i ' e
Alibaba - ‘Yuebao’ (mutual fund) + o Alibaba microcredit £l
* Leveraging the client base of Alibaba-Taobao e Alibaba was the first company that entered a
* Rapidly expanded the fund size and has grown to be microcredit market in China.
the largest fund in China e Evaluating credit risks based on transaction data on a
Financial inflow to the fund A platf?rtmd dit sales (USD bn)?
UsD b - ccumulated credit sales n
L 9 _ 02 0.1
Jun’13 Sep’13 Alibaba HC360.com JD.com

P2P Lending

Lufax’ CreditEase | SAEE] Ll!fax T II|
FasERnE CrndltEasa
e SRR
P Housing Ioans
Car loans 2 &

Student loans

Noah Private Wealth Mgmt

* The first independent financial
advisory platform in China

* Offering advice on financial
instruments via mobile
applications and financial
planners

* Has 44,000 registered clients
and distributed financial
instruments totaling 4 billion
dollars (2012)

‘ Retail investors

i

;am .
SME loans Credlt advisory
services

Credit screening, packaging
and resale
* Focusing on small-sized companies that have no
means for borrowing funds
* Providing packaged P2P loans with guarantees as
financial instruments for retailing

1. Alibaba: 2010 - Jun. 2013; HC360.com: Jan. 2013 - Jun. 2013; JD.com: Oct. 2012 - Jun. 2013
Source: Web sources, A.T. Keamey
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Services of retail banks, where FinTech and entries of other types of businesses
have not prevailed, will become less profitable due to changes in the competitive
environment and external environment.

Housing loan business: Interests on loans are at record-low levels  Designated financial institution business of local banks: Accumulation

partly due to expansion of preferential interest rates. of deposits may be risky under the negative-interest policy.
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Under such circumstances, banks are facing the need to take new measures, such as strengthening of corporate capacity and

enhancement of efficiency through reorganization, creation of new business models, or entries into new types of businesses.

Source: “Housing Loan Comparison Lab” and “FP Housing Counseling Network” (Ministry of Finance and Japanese Bankers Association)
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Banks need to expand the scope of businesses. They have to utilize digital

technology and be prepared for the possible need to expand the business scope to
o Y ) .

Phase “Bank 3.0” in the medium term.
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Source: A.T. Kearney
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Services for specific
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“Bank 3.0”

Non-financial services
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[Example: Bank 3.

0] Nedbank (South Africa) analyses clients’ personal data to

strengthen services it provides and also promote its business to support other
companies’ marketing.

NedBank’s Market Edge (marketing support services)

Outline of Nedbank

(Example 1) Tabulate purchase records by (Example 2) Make visible the regional distribution of
client attributes clients for companies it supports

®) NEDBANK

* Split off from the
parent company in
1951
- From Dutch Bank and

Credit Union for
South Africa
(established in 1888)

* The largest bank in
South Africa
- Total assets: 866.5
billion ZAR (approx.
6.3 trillion yen)
- 30,000 or more
employees

* Providing marketing
support services called

“Market Edge” to
other companies

Source: Nedbank HP, Slideshare.net

Client View
Planning the locations of your stores becomes a lot easier when you know
coming from.

Client View
Spend patterns, income segmentation, gender and age demographics are among some of the filters that
provide merchants with valuable information to create targeted campaigns per brand or at a store level

NEDBANK MARKET EDGE

NEDBANK MARKET EDGE
Client View

Client View

"

* Data of purchase records tabulated by * This service to make their clients’ regional
client attributes are used in establishing distribution visible helps supported
brands and formulating campaign strategies = companies decide where to open new
for each shop. shops.

- Spending patterns, income, gender, age,
race, etc.
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In the meantime, four erroneous beliefs have delayed banks’
digitalization in the FinTech revolution.

* Banks have invested several billion yen in
creating digital platforms but have failed to
reduce costs as expected by consumers and
have failed to satisfy them.

Banks: “We are already innovative...”

* Itis quite natural that banks have such worries,
but they should look for solutions to ensure
safety instead of rejecting new technologies.
Are there any effective solutions already in the

Concerning digital banking: “New
technologies are not safe...”

market?
e Such approach to consider digital banking as an

Concerning digital banking: “We will additional service will increase complexity and
add digital banking as a part of our rigidities, and will eventually increase the cost.
omni-channel strategies...” Innovation must be commenced from the core

business.
Concerning FinTech: “This is only a * So far, the regulatory authorities are allowing
temporary fad and will be regulated the expansion of FinTech and the momentum

sooner or later...” of innovators in this field.

Source: Innovation blog; Economist; Web information; A.T. Keamey
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Even if banks commence initiatives, their actions for creating
innovative businesses end up in failures in many cases.

Source: A.T. Kearney

Frequently observed initiatives concerning new

businesses

The top management directs the promotion team to
discuss possible new businesses as it is the trend.

It is not clear what level of achievement should be
sought and by when.

The team consists of only staff of the bank.

From the need to achieve some results in a short
term, the bank is apt to devote itself to discovering
and acquiring technologies with high potential.

The bank rushes to make investments to monopolize
technologies or establish an independent laboratory
in order to exclusively own technologies without
having good judgment.

The bank considers what can be achieved with such
technologies after acquiring them.

Fearing failure, the bank completely materializes the
concept before commencing the initiatives.

The bank carefully considers how to synergize new
businesses so as to avoid them from infringing on
existing businesses.

The bank considers how to link new businesses to
existing IT infrastructure.

Results

There are gaps in expectations between the
top management and the sales department.
The team is pressured to show results and is
apt to seek short-term achievement.

Breakthrough ideas seldom come from the
conservative staff of the bank.

The involvement of the bank’s corporate culture
triggers outflow of excellent personnel who
would lead the FinTech initiatives (as in the case
of the purchase of Simple by BBVA).

The emergence of new FinTech ventures caused
technologies held by companies that the bank
had acquired to be outdated.

The laboratory fails to attract top level
technologies as the holders of such technologies
do not want them to be monopolized.

When the bank finally finishes preparations
for starting a new business, competitors have
already gone far ahead.

The bank strives to maintain existing
businesses and high-cost infrastructure and
the created business model may end up to be
destructive.
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Furthermore, there is a structure that hinders challenges of financial institutions in

Japan.

Negative Triangle that Generates Mismatch in Supply and Demand for Financial Institutions

Clients
(consumers)

“Financial services are free

of charge.”

B Clients have long received
the free services of banks
for currency exchange
and deposits over the
counter and visits of bank
staff for collecting money,
etc.

B They take such services as
granted and generally
consider that financial
institutions should not
demand fees therefor.

B As interest rates are
extremely low, clients are
more unwilling to pay
fees.

Politics sensitive to criticism by the general
public and the mass media

Financial institutions
in Japan

T

“Prefer to do the same as competitors
instead of taking the viewpoint of
clients”

B They seem to consider it more
profitable in the end to do the same
as competitors than to start
something new by searching for
new needs from the viewpoint of
clients. (Stay-the-course approach)

Administration

\

ack of competition
in the area?

{

Lack of pressure
rom shareholders?

(

Apt to seek short-term
performance due to short
tenure of the top
management?

However, due to entries of different types of business and the emergence of FinTech, financial

institutions in Japan can no longer delay their challenges for innovation.

Source: A.T. Kearney
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Factors for Success for Banks in Creating Innovative Businesses as
Suggested by A.T. Kearney

Clarify the mission and roles of innovation promotion teams/organizations and authorities
given thereto for promoting the initiatives

 Clarify matters to be achieved and deadlines therefor, as well as the authority system, personnel
requirements and evaluation items for promoting the initiatives

* Have the top management and the sales department share basic principles so as to avoid creating
pressure to achieve prompt results

aCreate means to provide new value from the viewpoint of clients

* Instead of rushing to purchase technologies from the outside, first define clients to be targeted and
value to be provided and create an ecosystem together with appropriate external partners
(collaboration model based on a partnership)

* Provide new client experience through such measures as strengthening contacts with clients focusing on
their significant events

eDeveIop business infrastructure on the premise of digitalization

* |t is necessary to conduct an objective evaluation of and take measures for the entire business
infrastructure of the bank on the premise of digitalization.

* Build a system and corporate culture under which improvements can be made continuously on a real-
time basis

Source: A.T. Kearney
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ATKearney
Innovation promotion teams/organizations should be granted authorities to
conduct trials under direct control of the top management.

x Frequently observed cases O Preferable direction to be aimed at

Bank Bank
| | |
| |

Grant authorities to
conduct trials and
required budget under
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of the bank * Goals to be achieved are included in from other

evaluation items for each department. i,dustries
* Promotion team members do not

s actually understand what they should do. * The mission and goals are shared.

>

Q

~t . . .

9 « Officers and field staff require the team * The team is not required to contribute

> to contribute to increasing profits_ to Increasing DrOfItS in a short term.

o

(@) . .

D * The team seeks some new ideas or technologies that * In collaboration with the sales department,

= would generate profits in a short term without having experiments and trials of new businesses
been given clear mission and goals. are facilitated.

Source: A.T. Kearney




@ Clarify the mission and roles of innovation promotion teams/organizations and authorities given thereto for promoting the initiatives

ATKearney

Basic principles for promoting the initiatives should be shared among
the organization to increase the certainty of success.

Necessary input

Steps for success

Within the bank

Awareness and
expectations of the
top management

Awareness and
expectations of
relevant
departments

Outside the bank

Case studies of
other companies
(financial
institutions)

Case studies of
other companies
(non-financial
companies)

Source: A.T. Kearney

Sharing of basic
principles for
creating innovative
businesses

Mission of the
promotion team

Setting of goals; KPls

Planning

Securing of
necessary resources
and systems

Basic principles for creating innovative
businesses

1. Do not seek or require short-term
profits.

2. Do not require perfection from the
beginning. Repeating trials is important.

Run as fast as possible.

4. Share key performance indicators (KPIs)
with the sales department.

5. Titles are important. Aim to develop
new businesses under brands different
from those of the bank.

6. Eliminate silos.

A.T. Kearney 22/161005/FIG 14
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Set proper key performance indicators (KPIs) suited to the creation of

new businesses.

. i _ Matters to be focused on in
Indicators and evaluations Meaning evaluations by business stage

Commer-\Become a Become
R&D cialization growth ma.ture
business / business
Set up the deadline for

achievement and milestone goals O O
A

Milestone (qualitative)

. in advance for the action plan for
evaluation achieving growth and check the
status of performance

=)
o
=
Y]
-+
=
: Check the status of performance of
> the strategic investment plan and
o % the progress in investments for O @ @ A
o S achieving the growth strategies
= N/
g c
52
(o) . Evaluate the growth based on the
- Sales and growth in sales expansion of scale A O @ A
o
=
o
=h
< . .
= | Increase in earnings and !Evaluate _the gro_wth based on the A A O @
0q profits increase in earnings and profits

Milestone (qualitative) evaluation and evaluation of the progress in implementation of

investments are the bases.

Source: A.T. Kearney
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What is required when considering services is the perspective of what the bank can
achieve for clients rather than the perspective of what the bank wants to provide.

Up until today: Centered on the bank From now on: Centered on clients

n
Bank Targeted client

[ Needs } [ Preference } [ Ideas and }
dreams
Life Significant Real
: : : : stages events instances
Financial Financial

Channels . .
instruments services
. . . . Added
Financial Financial
Channels |. . value
instruments,| services .
services
® ®

Clients (mass)

Reform going so far as to change banks’ conventional corporate culture is indispensable.

Source: A.T. Kearney
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Designing services focusing on clients’ significant events in their life
stages is effective in differentiating a bank from other competitors.

& Not a significant event ‘/ Significant events

From a client: “l need ...”

From a bank: “You need ...”

* “I want my lost credit card reissued.”

* “Please arrange a housing loan
program.”

* “Please set a credit line.”

* “Please consolidate my debts.”

* “We can offer you attractive
convertible bonds.”

* “Let me check the credibility of your
business for the next year.”

* “Your credit line can be expanded by
one million yen.”

The focus is on the
characteristics of
financial instruments.

“I'lost my wallet.”

“I am thinking of purchasing a house
for the first time.”

“I would like to expand my business.”

“I'lost my job.” “I got divorced.”

“Let us consider how to plan your
income level after retirement.”

“Let us seek means to achieve further
success in your business toward the
next year.”

“We can help you increase your
earnings by two million yen.”

The focus is on

client needs.




(@ Create means to provide new value from the viewpoint of clients

ATKearney

Analysis of situations where clients utilize financial services reveals clients’

significant events in their life stages that will give financial institutions opportunities
to provide services.

Clients’ significant events that give hints for designing services

Life stages

Graduation and Marriage and Independence of

' ildbi hild d ' Retiremen
recruitment childbirth el ri’;a:‘o se“ricess'O" etirement
Client needs property

Ascertainment and management of daily money flow (receipt of wages and pensions, money transfers, automatic bill-payment,
deposits, etc.)

. Proper management of small-amount loans (credit card, card loan, free loan, etc.)
Ordinary

transactions
at banks

Plans concerning hobbies, leisure activities, and travels

Responses after losing a wallet

Consolidation of transactions at banks
grurchase of N purchase phfnz‘tl::sgea:fda Renovation or construction
ap',;ﬁg:,%es of a house e B of a new house
Borrowings Educational cost
g Purchase Purchase of a ‘and school
expenses for
of a car new car S
M(ae?(?)ge?\?eesnfto?fe%?:c';:‘?g:gs Purchase of real estate as | Repayment of debts
Asset housing and cars, etc.) investments and refinance
management Learning about Plan for life FITEp Preparation of wills
g Management of succeeded Stabilization | Management || and arrangement of
asset after . . g
management retirement property of income of pensions | Prepea e
Safety and Need to protect a car, house, Preparation for unexpected illness
insurance furniture, etc. or injuries
Establishment and . :
(Sf’le confirmation of Start-up capital Development of BuSiness Measures against | p\siness succession
proprletors) business plans means for payment | expansion business risks

A.T. Kearney 22/161005/FIG 18
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If any service that covers clients’ significant events in full or in part is developed,
this may create new value that is significant and helpful for both banks and clients.

Example: What can be proposed upon a client’s first home purchase

Selection of real
estate

Renovation

Miscellaneous
notifications

What a bank provides (example)

* Set conditions in advance in such a manner as “If you continue transactions

of ordinary or cumulative deposits for two years, we offer you a service to
automatically accept your application for the first housing loan up to XX
yen. We will issue a written provisional acceptance of loan application for
prior examination to be submitted to the seller of the real estate.”

* An original database compiling price histories

* A database compiling various lists and information on developers of real
estate for pre-sales

* Information on a reliable support service provider who helps price
negotiations as a third party

* Agency service to file applications for various subsidies

* Information on a network of reliable renovators (negotiation to make loan
interest and other conditions more advantageous to the relevant client)

* Dealing with a major department store (negotiation to enable the relevant
client to purchase furniture, etc. at a discount)

* Automatic raising of the upper limit of credit cards or personal loans

¢ Life insurance customized for the relevant client
* Home insurance and furniture insurance customized for the relevant client

* Information on a network of reliable movers that provide transport and
unpacking services

* A checklist of things to be done before and after moving and various
notification forms that may be filled in and submitted easily (address
change notices, etc. to be submitted to a water supplier, gas company,
post office and banks, etc.)

Example
Value for a ff!ftt-onomic
client efficiency for a
bank
; Medium
High level
Medium Medium

Medium .

Medium .

Medium Medium
level level

High High
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When providing services, banks should create a mechanism (ecosystem) in collaboration with
external organizations to support the entirety of clients’ significant events.

Example of an ecosystem concerning a client’s first home purchase Example

I want to buy a house, but . Where is my ideal | found my ideal
what shall | do? house? house!

" recogniion WM cvaiuatin RN purchase

* Listen to opinions of family * Go to see real estate * Select a bank to borrow

*  Commence detailed

members and
acquaintances concerning
locations and sizes of real
estate

* Search conditions of real
estate such as locations

recommended by an agency

* Decide the location and the
type (whether a separate
house or a condominium)

* Apply for a bank loan, check

funds from and take
necessary procedures

* Check and prepare
documents necessary for
applying for a loan

design and construction

* Purchase and consider
the layout of furniture

*  Obtain a list of movers,

the limit for borrowing, and
make a funding plan

select one and make a
reservation

and sizes via the Internet
and ask for opinions online
* Obtain a list of real estate * Check the required cost with

\_agencies -/ Qhe construction company J

* Take procedures to
delegate the filing of legal

\ documents /

Information by word of mouth
Internet (real estate experts and otaku websites, etc.)

Real estate agencies

Banks

FinTech

Construction companies Construction companies

Legal experts

Furniture retailers and movers

! @,*

@

)

e 1 : & N,
e I . —_— S o
B : s -
- : TR

Source: Bank interviews and workshops, Analyst reports, News search, A.T. Kearney
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[Example] USAA’s Service to Support
Home Purchase

* Find an appropriate
agent

* Home search

Home Search Get an Agent Mortgage

Start your home search

o ! Oe Bads ¥

pr more options. iy our advanrced search earch

* Financial tools

Tools More Products and Services

Woripege Aford: y Cokudator UM, Martetpdoce

Horme Dupery Cukle POOS Mowng and Siorege
Free Frarcel Assessment Fed » Professonal Contracton
Gosls Panneng Todl USAA Member Shop

Progmrty Rmb Lssesymert

Source: USAA Website

USAA (United Services Automobile Association) is a company
located in San Antonio, Texas, which is specialized in financial
business and insurance business targeting American soldiers and
civilians employed by the military, as well as their families.

insurance

P

e List of selected construction
companies

¢ List of selected retailers
providing discount

* Home security

* Checklist of things to
be done before and
after moving

Home Improvement

Simplify Your Move

Manage your MmOve o 2 personalled (hechint
Bl yOu can Cresle On your IOI0D O mobile
Gevice Neep rach of al you heed 10 30, T
SBCOUNtS ON MOVING ervices and get 108 10 hel)
mate your move wrocther

@ Start the Checklist

20 1 Seved Chechint

¢ Related articles and

reference materials

Advice Articles

2014 Top Miltary Corrymunties

£ Costs to Consiter Betore Buyrg 2 Morme
Buyng & Home Wher & ¢ 3 9000 move?

To Suwy or Not 1o Suy” Guidance for MilRary Famies

A.T. Kearney 22/161005/FIG 21




@ Develop business infrastructure on the premise of digitalization
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When building new business infrastructure, it should be noted that
effective factors for digitalization have yet to be fully developed.

Major problems in digitalization

Redesign of
organizations and
governance

Culture and
people Collaboration
beyond value
Digital fields where banks are now participating chains

<
< >

Big data and
system
Seamless integration
channel Pricing and

integration
g revenue models

Advice

from a m
video
’ STF Ot‘ Wallet
applicati o
ons solution

In order for banks to maintain their competitiveness amid such environmental change, only

Straight through

Reorganization .
processing

of branches

making moderate investments in digital banking will become insufficient sooner or later.

Note: PFM refers to personal financial management.
Source: A.T. Kearney



@ Develop business infrastructure on the premise of digitalization

ATKearney

When making preparations for problems that may be brought about by FinTech,
banks need to evaluate their business infrastructure on the premise of digitalization.

Components of banks’ business infrastructure on the premise of digitalization

Realization of idea
structure of earnings

and costs through
digitalization

* New contact points
* New digital experience

* CRM and digital marketing
* New incentives for clients

* Management of lifecycles (development,
commercialization, growth and maturity) .
of new products and services Client

* Brand management experience;
EXchanes * Channel strategies

with clients * Brand strategies

Products and * Physical and digital integration models

Channels

Business infrastructure services
Operation infrastructure \ Processes External Human resources
* Digitalization of major processes and collaboration' and culture / * Departure from banks’ conventional
activities IT corporate culture, Awareness raising
» Building of synergy with existing \ infrastructure / * Evaluation system and responsibility and
processes authority system for promoting
« New KPls digitalization
* Internal control and compliance

concerning new processes

* Modes of partnership for supporting and

* |T architectures and various digitalized e al LISt
achieving digitalization

tools - ] * New organizational system upon
* Security measures upon digitalization * Co-creation with partners digitalization

1. External collaboration is also applicable to the aspect of business infrastructure (e.g. joint development of products and services, etc.)



@ Develop business infrastructure on the premise of new businesses

ATKearney

First, it is necessary to properly respond to significant questions

ahead of digitalization.

Questions to respond to

S

Digital maturity evaluation

Where are we now and which
direction are we heading?

* Do we have clear visions shared
among the company concerning
digital functions and initiatives that
we are going to achieve?

* Do we have skills to have digital
thinking take root and lead the
digital initiative? What skills do we
need to acquire?

* Have we introduced technologies
to support the digital initiative?

* What position do we want to
acquire in the future?

* Are there any ongoing initiatives
that can be utilized for the digital
initiative?

Source: A.T. Kearney

S

Formulation of digital
strategies

How should we reach our objectives?

* What approach should we take for
digitalization? Should we be a digital
innovator, digital adaptor, or digital
laggard?

* What strategic initiatives should we
launch? How should we set priorities
among them?

* What are the key factors for achieving
success?

* What are the strategic action plans for
the coming five to ten years?

* What roadmap should we formulate
for innovative changes?

“

Implementation of a digital
innovation program

What should we do to reach this
objective?

* What approach is the most suited to our
organization?

* How should we make a detailed design of
the initiatives?

* What is required for the organization and
personnel and what form of governance
is preferable? How will these factors
change?

* How can we pursue the progress of the
strategic initiatives and achieve success?

* What effect will the initiatives bring
about on sales and profits?

* How should we ensure continuation of
improvements?



@ Develop business infrastructure on the premise of new businesses

ATKearney

Prompt and ongoing approach for adaptation through trial and error
is the key to succeed in creating innovative businesses.

Related lessons learned from startups of ventures

Start a business where one can be the A A good name is the start of a great
top instead of targeting all fields. company.
* To be a leader in offering support for * A simple name that is easy to
a client’s first home purchase, etc. remember (Apple, Squirrel, etc.)

Take prompt actions instead of seeking

Vs ,l perfection.
21"”{ # * Start challenges promptly and repeat
tests and improvements, instead of

trying to complete a perfect design
after a long lead time

The top management must directly
understand their clients in order to
achieve success.
* They should get deeply involved in
interviews with clients.

Run as fast as possible while
accelerating speed.

* The company can feel safe only when
it has acquired a 30% market share
or twice as large a share as the
runner-up.

The company must build its own culture.
* The company should build a
craftsmanship-like culture and should
carefully maintain it.

If it is difficult to change an existing organization or corporate culture, one option is to spin off

the relevant organization as a different organization.

Source: A.T. Kearney
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