ASIC RegTech Liaison Meeting — March 2018




RegTech

> The emerging global landscape for RegTech
> Perceptions of our ecosystem
> Opportunities for Australian RegTechs in the global market
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Developing The Global Dialogue

Innovation facilitators

Innovation hub Accelerator Regulatory sandbox
A place to meet and exchange ideas “Boot-camp” for start-ups, Testing in a controlled
culminating in a pitch environment, with
presentation tailored policy options

Australia ASIC ASIC ASIC
Belgium NBB/FSMA
ECB SSM
Germany BaFin
Italy BOI
Hong Kong HKMA HKMA
Japan BoJ/FSA
Korea FSC FSC
Luxembourg CSSF
Netherlands DNB/AFM DNB/AFM
Singapore MAS MAS MAS
Switzerland FINMA FINMA
UK BOE/FCA BOE FCA*

Source: BCBS-FSB Survey

RegTech



Developing The Global Dialogue

Fintech Regulatory Engagement - Global Impact

At least 36 Memorandums of Understanding (MOUs) were signed between regulators Q Innovation hubs

in 2016 (10) and 2017 (26), forming frameworks and enabling access to information Q Regulatory sandboxes

©

Reg'l'e c h Source: Thomsan Reuters Regulatory Intelligence — Fintech, Regtech and the Role of Compliance 2017



ISSUE #18: OVERVIEW OF COVERAGE
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Investment in RegTech— $20bn by 2020

Il B » RegTech is growing rapidly...

«Silicon Valley everywhere

There are hundreds of RegTech start-ups with a lot of brains
and money working on various alternatives to trusted
financial services.”

\  Jamie Dimon
' Chairman and CEO of
- JP Morgan Chase

m JPMorgan §)

“We are looking for
innovative and
disruptive
RegTech ideas

and solutions that will support the
transformation of the banking industry.”

Sergio Emotti
CEO of UBS

3 UBS

RegTech

Hl B » .. fastest growth in APAC, UK being most impactful...

$16.6bn global FinTech investment 2016 —

20% was RegTech

mUSA © Europe mAsia " RoW*

“We need to revolutionise risk resilience
because the world has changed...to become

anapplied RegTech user

ba n k that’ll help achieve its objectives”

? }L John Cryan

CEO of Deutsche Bank

.Jll

2013 2014 2015 2016F

l B » ..and 3 out of 4 European investment firms already
considering adopting RegTech in some ways



Banks co-invest in RegTech Software
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EUROPE IS A HOTBED FOR REGTECH STARTUPS FOCUSED ON FINANCIAL SERVICES

60+ European regtechs in financial services
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AUSTRALIA IS EMERGING AS A HEADQUARTER FOR REGTECH ACTIVITIES

Australia has the highest number of
RegTech companies headquartered
amongst APAC countries and joint-third
highest globally

headquarters
UNITED STATES distribution

Source: BCG / Expand analysis. Note: Chart excludes 18
RegTechs distributed across 12 other countries not listed

Copyright ® 2017 by The Boston Consulting Group, Inc. All rights reserved. FinTech Control Tower - RegTech



THE FCT IDENTIFIED 391 REGTECHS GLOBALLY ACROSS THE 7 KEY CLUSTERS

# REGTECHS BY CLUSTERS

$ CUMULATIVE EQUITY FUNDING

Americas : 126 firms EMEA : 195 firms APAC : 70 firms
(USD1.6bn) (USDO.5bn) (USDO.1bn)

Other (12%)

Other (1%
Canada (4%) (1%) United Kingdom

Germany (4%) (42%)

South Korea (3%) Other (3%)
France (4%) Hong Kong (7%)

Luxembourg (5%) i 111%6) Australia

(39%)
Israel (5%}

Netherlands (6%)
Singapore (37%)

United States Ireland (9%)

(95%)
Switzerland (14%)

General
Compliance
#-14% $: 19% 2 #: 16%
$: 23% z $:22%

Data Capt!.lre Monitoring
& Integration 40 # 13% a

Note: Data shown includes firms that have been acquired
Source: BCG / Expand analysis, Dealroom, TechinAsia

Copyright ® 2017 by The Boston Consulting Group, Inc. All rights reserved. FinTech Control Tower - RegTech



Developing RegTech solutions in-house or looking
at external solutions.

50 —

m 2017
M G-SIFIs 2017

46%

All regtech solutions A mix and match All regtech solutions We do not use any | don't know
developed in-house depending on the developed externally regtech solutions
@ challenge to be solved

RegTeC h Source: Thomson Reuters Regulatory Intelligence - Fintech, Regtech and the Role of Compliance 2077



Evolving Engagement Models

BURNMARK | ALVAREZ & MARSAL / JANUARY 2018

Initiative Examples

Machine Learning tool

Benefits

Mutualize cost of compliance and

ING& Nordea!

Bank - Bank for compliance (ING, consistent interpretation of regulation Berk
CRBA) / & Santander
e Offer faster digital onboarding service ot et \N‘
Bank - Regulator KYC utility in to customers while meeting the KYC @ o o u DI3S
Singapore . BEBE Bank
requirements #HUuoB
S
. . -
RegTech accelerators Use advanced technolggles for faster, CItl HSBC * UBS mwaspag
Bank - Startup RegTech investments better and cost-effective compliance i &
BHP PARIBAS  Standard [ e
Chartered N
Traditional vendors leverage advanced i . %
Bank - Vendor Cognitive RegTech technologies to make strides into RegTech MIZWHO ";;ﬂ ;s
E— tson
o Develop effective, future-proof solutions
Bank - Regulator - Distributed ledger for : . rs
Startup regulatory reporting that meet the needs of all parties involved ;! RBS !A B

Startup - Startup

Comprehensive
compliance offering

Combine niche technology expertise to
create a complete solution for compliance

encompass Comply:

Regulator - Startup

Regulator Sandbox
Regulator accelerators

Allow startups to test innovative business
models and allow regulators to experiment
with new technologies for supervision

e

Regulator - Regulator

Home-Host regulator
collaboration

Harmonize policies across borders to
promote banks and fintechs to expand and
operate smoothly

e g ©

ASIC

RegTech

Collaboration models and new ways of working are emerging between all parties of the regulatory ecosystem.



INDUSTRY-LED: ANEW ENGAGEMENT MODEL IS EMERGING AS FIS COLLABORATE TO MOVE
AS AN INDUSTRY BY ENGAGING THE REGULATOR AT AN EARLY STAGE

CBA, ING AND FCA POC WITH ASCENT TECHNOLOGIES

ING fw

FINANCIAL
INSTITUTION

A <)

Copyright ® 2017 by The Boston Consuliing Group, Inc. All rights reserved.

REGULATOR

XN

Collaboration involving banks, regulator, legal
firms and other related parties to validate questions
at one go

® POCs are tested faster and decisions move quicker

REGTECH

R «

ASCENT

FinTech Control Tower - RegTech

FCA takes on the role of an observer providing
advisory inputs but not interpretative inputs

BCG




Trustev

c 0 : 3 Risk Ident
Australian firms B e
- Quantaverse Bankers toolbox
competl_ng . Dynamic GRC Chain Analysis 1 Theissue is that a lot of ‘false-positive’
globally in this —— Evercomplian ——— situations get flagged for review, meaning that
: a laundering is . . Starting Trust ard frand cost US [
space include: fimated tobe around entiy Mind et somenm.es as many as 90% of thgsg alerted
Arachnys per year transactions are not actually suspicious.
Arctic “‘R"i“;“‘:m Each of these alerted transactions warrants
E5
. Ravelin deeper investigation which ties up resources.
Intelligence . .
ThetaRay This is a field where analytics is tremendously
AML Feedzal beneficial, but how do you do, at scale, a series
Accelerate o of very fast experiments? 3 J
. pjar
Dynamic GRC Fonet
y ot - DBS Bank

GRC Solutions
|dentitii
Simple KYC

AK-5

Market manipulation
cost global markets

#3.4 billion in just one Source: Burnmark
quarter in 2017

Note: This is not an exhaustive list.

- RegTechs using sophisticated data analytics saw rapid deployment as point solutions in the risk areas of Fraud, AML and Sanctions as they
provided more robust capabilities than legacy rules-based approaches.

+ InRegTech 2.0, we predict that the solutions targeting financial crime will evolve into more robust end-to-end coverage of the problem areas in
banks. The solutions in this phase will combine improvements in identity detection, investigation and analytics of entities and owners as well as
machine learning to filter out deviant transaction patterns.




ING is said to have
streamlined
procurement for
start-up/scale-up
businesses.

Citibank runs the
Tech for Integrity
Challenge. Barclays
and others has set
up innovation labs.

Australian RegTechs
are already
succeeding
overseas, We now
need engagements
on home soil.

1008

What are some of the challenges you

faced working with a bank?

Rots

g

40%

0%

0%

LR 2

Long and bureaucratic sales process

Too many silos within a bank making adoption across the bank difficule
Lack of new digital solutions by largs technology vendors

Thfficulty understanding the context of new regulations

In=house IT teams

Other

What types of engagement have you had
with banks?

oo'%

bW -

L p—

o

0%

40%

0 —

T

L0

0% __
Proofof Services Custom Praduct Sandbax
conceps Solutbons Licensa Implementation

In RegTech 1.0, startups have been engaging with banks primarily through proof-
of concept, while in RegTech 2.0, product licensing and services engagements are
picking up pace.



Issues for APAC RegTech

Funding — Little interest
from local VCs & banks

Building interoperability
with other RegTechs and
legacy systems

Scaling up for global
deployments

Inability to ringfence
PoCs

Looking overseas before
looking locally

Slow and cumbersome
procurement processes

Using cloud but still
strong resistance to
cloud

Roadmap to accelerate RegTech adoption

1. Strategic — 2. Business need 3. Stakeholder engagement
alignment = Understand the Understand stakeholder needs

Consider how the problem you need to to ensure demonstrations of the

adoption of RegTech solve, before RegTech solution will address

fits your embarking on their requirements.

organisation’s overall technology choices.

business and

regulatory strategy. 4. Confidence

Business case
What sponsorship and information
is required within your organisation
to start a project?

Value case

What is the value proposition for the
client and why should they invest in
your RegTech solution over other

Plan how you will maintain

or enhance your control
, environment e.g. third party

controls reports and internal
audit vendor reviews.

Strategic pilot /
tactical response

Discovery phase

Will a proof of concept address data,
functionality, security and quality concerns?
Consider also how return on investment will
be articulated and measured.

Independence

Who needs to review the vendors
assertions and who is expected to
fund any third party testing
requirements?

Implement 2

Aunditability
How robust are your
4. Governance and controls operational practices?
Assess your environment to identify ~ AT®your controls
gaps and remediate prior to designed, implemented
1. Strategic engagement. Consider developing at]:lldlgperatmg tﬁ;;idms
prioritisation an internal plan to continuously the latest compliance,
Provide claritvon align your control environment to reﬁmﬁ";};?dksﬂ
your approach to 2. Market need risk. operationa’ nsks:
development for pilot, What compliance
» ’ initial deployment @ obligations does your
and ongoing — RegTech address and ) 3. Stakeholder engagement Investment in relationships
maintenance. can you demonstrate s . " ]
the value your solution Understand the needs of, and Building relationships across different
provides beyond prepare for questions from stakeholder groups requires an invest of
Development plan compliance. different stakeholders. time. Are you aware of the runway and
T e e e M ettt time investment required for each client
£

is it a point solution, series of
widgets, suite of products etc as
well as your business model e.g.
licenses, managed services.

pwc

or pilot?

©
RegTech
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www.regtech.org.au

This presentation has been prepared with input from research from the following organisations.
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