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Bank Innovation in an Era of Digital Disruption

JP Nicols has been internationally recognized
as a leading voice for innovation, strategy and
leadership, and his work has been featured in
leading conferences and publications.

He is Managing Director of the FinTech Forge,
and was founder of the Bank Innovators
Council, now a part of Next Money.

He is also an instructor at the Pacific Coast
Banking School at the University of
Washington, and a regular guest host of the
global fintech podcast Breaking Banks.
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JP@JPNicols.com

425-522-3579
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Before we get started:

Be here now.
My Objectives:
 Focus on principles
* Not about tech budget
« Test and learn
Test: Key concepts and models
Your Objectives
Introductions

BREAUNG - ni
BANKS jpnicols.com




1) Thriving in o World of Digital Disruption
2) Leading Through Change

3) Innovation 101

4) Becoming Truly Customer-Centriq

§) Finding competitive white space
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Breaking News > Featured Breaking > The City > San Francisco News > Transit

YeIIow Cab to file for bankruptcy
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. Individual NYC Taxi Medallion Prices, Jan. 2008 to Aug. 2016
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Rising Asset Prices
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Falling Interest Rates
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INn an Era of Deregulation

1980

* Depository Deregulation and Monetary Control Act
e Authorizes new thrifts and phase out deposit rate limits

® Garn-St. Germain Depository Institutions Act
¢ Derequlates S&Ls and allows ARMs

* Riegle-Neal Interstate Banking and Branching Efficiency Act
e Eliminates interstate banking and branching

e Gramm-Leach-Bliley
® Repeals part of Glass-Steagall

e Commodity Futures Modernization Act
e Prevents CFTC from regulating most OTC derivatives and swaps

* SEC proposes Voluntary Regulation
e Allowing investment banks to hold less capital

€€€€€K

Source: Center for Economic and Policy Research
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Threat of
New Ent

Porter’s Five Forces
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Dodd-Frank Rulemaking Progress
As of July 19, 2016
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Buyer
Power

Bank Innovation in an Era of Digital Disruption 23 PCBS | JP Nicols



Threat of
New Entry

Porter’s Five Forces

Buyer
Power

Supplier
Power

Competitive Rivalry

Threat of
Substitution
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Unbundling of a Bank
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Awareness of start-ups by executives at banks
y
/| L
Entrants ompany vt oo st | 1Y@ nver ear
what they do. they do. )
nutmeg 23% 35% 43%
#4 Betterment 8% 19% 73% E
®
=) square 15% 27% 57% E
venmo 6% 15% 78% 2
wn
i
azimo 6% 26% 67% S
“/Transferwise 15% 35% 51% ‘3
i LendingClub 18% 36% 45% g
17% 26% 56% 2
-
P PayPal 92% 8% 0% 3

* 110 senlor execs ranging from director to C-sulte were asked about the startups they were aware of.
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FiInfech 1s Hot

Investments Deal volume
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Source: Accenture analysis on CB Insights data
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The Industry is Not

Leaders, Learners and Laggards

Innovation
Maturity
Level

Number of Organizations
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Tucid, analytical—and scary.” o X
I /The et AMERICAN BANKER, | BANK it

Friday, Aprll 5, 2013 | as of 5:23 PMET

Today's Paper | Magazine | iPad | Video Women in Banking | FinTech 10
MERGERS & REGULATION COMMUNITY CONSUMER  BANK BANKTHINK SF
ACQUISITIONSy & REFORM w BANKING v FINANCE v TECHNOLOGYw - ;

Banks Face the Innovator's Dilemma

JAN 21, 2013 9:00am ET

NeW TeChnOlOg]eS @ Print EBEmail B Reprints

Editor's Choice

Banks Face the

Ca u Se G re at F] rm S (5) Comments Innovator's
Dilemma
to Fa] l W Tweet | 95 ﬁ Share | 85 ElLike 14 Q +
Sometimes the simplest lessons are the hardest ones
to learn. Death of Innovation? A Banking Startup's
& ] Swift Demise
CLAYTO N M. CH R'[ STENSEN Anyone who has taken even the most basic business Can Banks Resharpen Their Innovative Edge?

course in the past fifty years is undoubtedly familiar

The Cult of 'Innovation' Can Be Hazardous to









Blockbuster’'s Head of Digital Strategy, 2010

“"We're strategically
positioned better than just

about anybody out there.
Never in my wildest
dreams would | have
aimed this high.”

Bank Innovation in an Era of Digital Disruption 34 PCBS | JP Nicols




BU]BK “Neither RedBox

nor Netflix are
even on the radar

screen in terms of

Jim Keyes, competition.”
Blockbuster CEO

2008
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w2 What is Convenience?

26% ;
23% 2014
20% )
16% 18% 2015
16%
Branches near  Leading No foreign Many ATMs near me Convenient Phone Other
me online/mobile.  ATM fees  branches and branch hours

ATMs

Source: Novantas ® 2016 The Financial Brand
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BANK 3.0

WHY BANKING IS NO LONGER
SOMEWHERE YOU GO, BUT
SOMETHING YOU DO
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Microsoft
amazon facebook

$452 $364 $359
i

PCBS | JP Nicols




2Q17
facebook

* Revenue +7% * Revenue +21% <+ Revenue +13% « Revenue +25% « Revenue +45%
* Margin 21% * Margin 24% * Margin 24% * Margin 0.5% + Margin 39%

o0
I' 0 i A s
Baich &aE Amamacrour Tencent iR
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"By 2025, the largest financial
institution in the world won’t be a bank
for a leading developed economy.

It will be a technology company
working in emerging economies.

They won't sell bank products, they'll
surface bank utility through every day
experiences.”

-Brett King
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European
Commission
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Digital Threat... and Opportunity
Impact of Digital - % Net Profit for Retail Bank
romcompenion  -13% N +5% oo business models
Margins -16% - .

:-: +10% New products, distinctive digital

sales, and using data to cross-sell

I, 307 Lovorcoss

Increased 67 -
-0/0o

operational risk

359 | TOTAL | +45%

McKinsey Analysis, 2015
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How Can We Avoid Our Own

Kodak

I\/\Omen’r?




4 Keys

To Thriving in an Era
Of Digital Disruption







We always overestimate the change
that will occur in the next two years...

...and underestimate the
change that will occur in the
next ten.

Don't let yourself be lulled into inaction.
- Bill Gates
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Build, Buy
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“They (fintech startups) are very good at reducing the 'pain
points' in that they can make loans in minutes, which might
take banks weeks. We are going to work hard to make our
services as seamless and competitive as theirs.”

“And we also are completely
comfortable with partnering

where it makes sense.” s _ 4
— JP Morgan Chase CEO Jamie Dimon

T .-
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“If you don't like
change, you're going

= tolike irrelevance
g even less.”

General Eric Shinsecki
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New Landscape

Embrace,
engage, and
partner with
new players

Give way to
Fintech
Innovators

Do Nothing

Double
down on

Hope this is

mporar .
a temporary existing
fad :
strategies

Old Worl8d Order
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The best way to
oredict the future

IS TO create It.
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