The PYMNTS Innovation Readiness series, in partnership with payments and commerce solutions
provider i2c Inc., gauges where banks are on the road to becoming innovators. We surveyed
executives at 214 Fls in the U.S. (excluding the largest 25 banks) and scored the institutions from
zero to 100 in terms of innovation readiness. The banks in our sample fell into four size groups:
assets below $500 million, $500 million to $1 billion, $1 billion to $25 billion and more than $25
billion. We divided the banks into three groups: Top 15 Performers, Middle Performers and Bottom
15 Performers. We then analyzed the data to understand what, exactly, Top Performers are doing so
well, and the lessons everyone else can learn from them.
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he internet has transformed banking and financial services. Today,

customers can deposit checks, transfer money to their peers and check

their account balances — all from their smartphones. Meanwhile, apps
like Venmo and Square allow customers to complete person-to-person (P2P)
transfers. The onslaught of new features means the pressure is on banks to
keep up with the pace of innovation or risk losing customers to the sharpest
innovators.

The scramble to add new products and services is no surprise. A staggering
88 percent of financial institutions (Fls) say they are losing revenue to FinTech
innovation.! Meanwhile, 82 percent report they expect to increase partnerships
with FinTech firms within the next few years, and 77 percent note they plan to
step up their innovation game.? Knowing you need to improve your innovation
level is one thing, but what are banks actually supposed to do to achieve this?
What works and, more importantly, what doesn’t?

Our Bank Innovation Readiness Index™ gauges where banks are on the road

to becoming innovators. This month, we've developed the first Innovation
Playbook in the series, and we're diving into specific data areas from the Index.

The Innovation Playbook examines the elements that separate the best
innovators from the ones in the middle of the pack. We zero in on the

top banks that are nailing innovation, then take a dive deep into why they
outperform others and which attributes enable them to succeed — including
industry best practices and emerging technology. Finally, we examine how
they do what they do, distilling their strategies into actionable steps to help
banks understand how to transform into top innovators themselves.

' Kulkarni, Tatjana. Traditional financial institutions still consider FinTechs as major threat. Bank Innovation.
Nov. 23, 2017. https://bankinnovation.net/2017/11/traditional-financial-institutions-still-consider-fintechs-as-
major-threat/. Accessed November 2017.

2 Kulkarni, Tatjana. Traditional financial institutions still consider FinTechs as major threat. Bank Innovation.
Nov. 23, 2017. https://bankinnovation.net/2017/11/traditional-financial-institutions-still-consider-fintechs-as-
major-threat/. Accessed November 2017.
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he good news for banks is

that almost anyone can be a

top performer. For context,
85 percent of all Fls in the U.S. hold
fewer than $500 million in assets.
However, those Fls manage less
than 10 percent of assets held by all
U.S. Fls.

As seen in Figure 1, our Top
Performers do not include any
banks with fewer than $500 million
in assets, but are otherwise equally
distributed across all other sizes.
Meanwhile, Middle Performers are
distributed across all Fl sizes. The
only difference is that they include
banks with fewer than $500 million
in assets, too.

Top Performers reported feeling
most threatened by large national
banks, credit unions (CUs) and
digital debit cards/banking
alternatives. Middle Performers and
Top Performers competed with
large national banks and CUs. To

a lesser extent, they also compete
with regional banks.
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Figure 1. Top and Middle Performers by Asset Size

0%

33.3% 40.0%

—

13.4% 21.3% 421%

B < $500M
B $500M - $1B

100%

26.7%

23.2%

$1B - $258B
> $25B8

66 Almost anyone
can be a top
performer.

72

06

In our analysis, we found there were four key attributes that distinguished Top
Performers from Middle Performers:

Having IT and core
processing systems
that allow Fls to

Having a process
with defined
priorities that focuses

on innovative The amount of money innovate The ability to innovate
features Fls are dedicating to quickly
innovation

Overwhelmingly, the Top Performers possessed these attributes in spades
compared to Middle or Bottom Performers. At least 70 percent of Top Performers
had each of these attributes. Top performers did much better than Middle
Performers in terms of infrastructure, though — 47 percent scored well compared
to just 12 percent of Middle Performers.

Table 1: Attributes of Top Innovating Financial Institutions

PERFORMERS
CATEGORY DESCRIPTION
TOP MIDDLE
0™ . Focus on innovating features 80% 38%
@ over the next three years

. Defined priorities for the next

PLANN'NG three years 96%

. At least 50 percent of budget allocated 73%
to innovation

. More funding for payments innovation
FUN["NG than innovation in other areas

. Existing IT infrastructure that 60%
% makes innovation easy
. Current core systems are well-suited for

INFRASTRUCTURE innovation

. Development in six months 80% 54%
or less

o «  Completed early or on time 86% 81%

87% 54%

73% 61%

BEST B WORST
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t may seem obvious, but planning is a

key attribute for innovation readiness.

It’s difficult to create changes without
a plan — particularly without one that
includes defined priorities. All Top
Performers had defined their innovation
strategies for the next three years, but
one-third of Bottom Performers had
not defined their own. In addition, Top
Performers focused on innovating new
features rather than new products.

66 56%

of "Top Performers
plan to focus on
payment technology
innovations over

the next three years.

2

BANK INNOVATION

Overall, Top Performers have three or
four areas on which they are focusing,
giving significantly more attention to
these areas than Middle Performers do.
Top Performers are steering focus from
mobile/digital to consumer engagement
and digital analytics. Middle Performers
are directing their efforts toward
improving user experience and
mobile/digital. Eighty-six percent of
Top Performers have made payment
technology a priority, compared to 58
percent of Middle Performers.

SETTING PRIORITIES:

Significant differences emerge when
we compare Top Performers’ focuses
during the past three years to the
present and the next three years.

As shown in Table 2, the most recent
product that both Top and Middle
Performers brought to market is the
same: digital wallets. However, the
next priority for Top Performers is P2P
payments, while Middle Performers are
focusing on fraud management — likely
due, in part, to the continued growth in
consumers applying for credit cards.

Table 2: Past vs. Future Areas of Focus for Banks

Top Performers will turn their attention to payments technologies, consumer engagement, and data analytics

61-80%

41-60%

21-40%

1-20%

ﬁ Digital Wallets
SR Pop

@ Fraud Management

% Loyal/Rewards

R
7=

E Contactless

PAST 3 YEARS FOCUS

NEXT 3 YEARS FOCUS

@ E Payment Technology

@ ‘% Consumer Engagement
@ Data Analytics
@ Q Mobile/Digital

@ User Experience

NEXT 3 YEARS FOCUS

93%

80%

v v
60% 40%

53%

v 5%

60% v
47%

26%

B TOP PERFORMERS MIDDLE PERFORMERS



Going forward, Top Performers also
said they would focus on payment
technology, consumer engagement
and data analytics, a stark difference
from the past three years. Middle
Performers share the main interest
of Top Performers — payment
technology, user experience

and mobile digital payments.
Interestingly, user experience and
mobile digital payments are the least
important to Top Performers.

Figure 2: Priorities for the Next Three Years

100%

Differences also appear when

we examine strategy. As shown

in Figure 2, 80 percent of Top
Performers are planning to focus

on adding new features to existing
products, while Middle Performers
are split: 37.8 percent are planning
to focus on adding new features to
existing products, while 27.7 percent
plan to emphasize new products.

m T0P MIDDLE

80.0%
80%
60%
37.8%
40%
30.8%
27.7%
20% 13.3%
6.7%
00% O7%
0%
Not yet Equally on Mainly new Mainly on
determined new features features of new products
and new existing
products products
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Overall, Top Performers are a step

KEY TAKEAWAYS AND
LESSONS LEARNED:

ahead. They've already executed
on P2P, digital wallets and fraud

management. They're now looking
at the new frontier, adding
contactless, in-authorization and

mobile deposit capture features,

and investing in data analytics and

consumer engagement.

SETTING PRIORITIES
CHECKLIST

[ | Create a strategy around

engagement.

[] Determine the features that
will support your company’s
engagement strategy over the

next 18 months.

[l “Table stake” functionalities like
P2P, digital wallets, and mobile/

digital are in place.

[ | Be sure your company’s core
payments infrastructure has the
flexibility to support rapid roll

out key features.

[ | Secure the budget to support
your company’s innovation

initiatives.

P2P and digital wallets
are now table stakes

* Top banks have already
implemented
these innovations.

» Both are considered tactical
features.

Engagement will be key in
the future
Engagement = User Experience +
Digital + Data Analytics
* Sophisticated consumer
engagement is a must. This

includes Ul, digital and data-
driven elements.

« Companies must have
payments technology that can
execute this engagement.

Having the right payments
technology is critical to
execution

» Banks that outperform others

have flexible and configurable
payments technology in place.

* Technology is a key reason
why some institutions have
emerged as leaders.

12
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Top Performers have also zeroed
in on a broad range of innovation
D g @HHHHE%S methods. There are three such

h methods used by more than 70
percent of Top Performers. Only
two innovation methods are used

by more than 50 percent of Middle

Performers.
Figure 3. Important Innovation Methods
B TOP B MIDDLE
100% 93%
80%
0,
80% 73%
60%
0 53%
S1% 49%
47% ?
44%
40% 40%
40% 35%
33%
29%
25%
20%
0%
Sandbox Own tools and Customer QOutside vendors Test innovations  Cash and ROI Test innovation
to scale products suggest with customers calculation with employees

innovations

BANK INNOVATION
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The most popular innovation
methods for Top Performers were
testing innovations with employees,
cash and ROI calculations, testing
innovations with customers and
acting on customer suggestions.
Middle Performers also favor the first
three methods.

14

However, there’s also an important
key difference at play. Instead of
acting on customer suggestions,
Middle Performers prefer to act

on outside vendor suggestions. In
other words, Top Performers are
pro-active. They figure out how to
create new solutions to meet their
customer’s needs. Meanwhile, Middle
Performers are being reactive — they
wait until their vendors can bring a
feature or product to market and

then implement.

© 2018 PYMNTS.com All Rights Reserved



15

Figure 4:

100%

80%

60%

40%

20%

0%

Reasons Ranked as First, Second- or Third-Most Important m TOP B MIDDLE
80.0%
60.0% 60.0%
57.3%
47.6%
46.7% 45.7%
30.5%
Digital/mobile Changing Potential Existing
market catch-up consumer clients needs clients needs
behavior

BANK INNOVATION

READINESS D[ AYROOK

It stands to reason that Top
Performers are customer-focused, as
shown in Figure 4. The main factor
driving Top Performers’ innovations
over the next three years is serving
existing client needs followed by a
tie between anticipating potential
client needs and staying abreast of
changing consumer behavior.

INNOVATION
METHODOLOGIES
CHECKLIST

[] Seek customer feedback on

new product and features.

[l Understand innovations’
impacts on top-line revenue

and bottom-line costs.

[ ] Test new innovations with

customers and employees.

KEY TAKEAWAYS AND
LESSONS LEARNED:

Leaders tune in to both
customer and market needs

e Top Performers listen to
customer needs.

* They measure the ROl of
innovation efforts.

e They use multiple innovation
methods.

Leaders test for success

e Top Performers test and
iterate innovations in a
sandbox, then scale them to
market quickly.

* They test new features and
products with customers and
employees.
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aving a plan is one thing, but 6‘ More than half OfTOp Performers

executing on it is something
else. Top Performers put their @ FuNoiNG alocate 75 percent or more
monies where their mouths are, and CHECKLIST .
they have more funding for payments Of thell” paymGHtS budgCtS
innovation than any other area of _ tion strat - d . .
business. That's compared with 55 noveron sreresy R @ towar lnnovatlon‘ ,,

healthy budget to keep pace

[ Support your payments

percent of Middle Performers. In fact, , .
with the competition.
more than half of Top Performers
allocate 75 percent or more of

their payments budgets toward

innovation, significantly outpacing
both Middle and Bottom Performers.

Figure 5. Funding for Payments Innovation vs. Innovation in Other Business Units m 0P B MIDDLE
100%
86.7%

80%

60% 55.1%
40% 33.1%

20% 13.3%

1.8% 7
0.0%
0%
Less Similar More
funding funding Funding
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n addition to having a plan and What makes a system good for to make changes to their programs
funding it, Top Performers have innovation? Middle Performing banks and bring them to market quickly.
information technology (IT) should take note: Top Performers However, 70.6 percent of all INFRASTRUCTURE
infrastructure and core systems report their system vendors respondents report that their core CHECKLIST
that make it easy to make changes. offer real-time support, and their processing system are not readily
. . ) . . [ ] Ensure your company’s
Seventy-three percent of Top systems are multifunctional, easily configurable. Sixty percent of Top
. . . . core payments processing
Performers report having core configurable and offer sandboxing. Performers do, though, which
. . . ) . . technology is flexible and
systems well-suited for innovation is twice the number of Middle : N .
. nfigurability w rticularl configurable enough to
compared to 61 percent of Middle Configurab t_y asapa _t cularty Performers (30 percent). .
standout attribute, allowing banks support its payments strategy.
Performers.
Meanwhile, multifunctional systems
) . oo [] Future-proof your company’s
add another dimension of flexibility, .
Figure 6: How Payments Processing Systems Support Innovation m TOP B MIDDLE . » ) . payments strategy with a
g Y o e helping banks “future-proof” their
multifunction core processing
100% systems so they can add more
. system.
features later. Slightly more than
50 percent of Top Performers had 1 Make sure your company can
multifunctional features available test and iterate new products
80% compared to about one-third of and features in
Middle Performers. a sandbox environment.
66.7%
60.0%
60% 53.3%
5 0 36.6%
40% 33.3% 333% 34,8%
311% 311%
0% 18.3%
0%
Sandbox Secure and Configurable Multi-function Real time
to scale reliable by design

BANK INNOVATION

READINESS D[ AYROOK © 2018 PYMNTS.com All Rights Reserved
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f a company has the plan, budget

and easily configurable technology

in place, it stands to reason it will
be efficient. Eighty percent of Top
Performers can go to market in six
months or less. By comparison, just
54 .3 percent of Middle Performers
can do so. On average, they go from
development to implementation in 7.5
months.

Figure 7. Product Development and Implementation Time m 0P B MIDDLE

100%

80%

60%

Figure 8: Percentage of Banks with Implementation Times of Six Months or Less

0% 100%
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I
6% 200% 244% ToP 80.0%
20.0%
20% MIDDLE e 54.3%
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J WU P

_ Eh | =
.y = kL
b




31 32

uch of what makes Top Performers stand out is intuitive: They have great business

practices. They plan innovation and they fund it, and part of their funding involves

having infrastructure that allows them to make changes quickly and easily.
Unsurprisingly, all of this adds up to speedy development cycles.

€6 [ 'heir main motivation is a strong
commitment to serving

customers rather than playing

digital catch-up.

Beyond having solid business practices and state-of-the-art infrastructure, though, Top
Performers are strategic in the areas on which they choose to work. Their main motivation
is a strong commitment to serving customers rather than playing digital catch-up. As a
result, they have already gone digital and implemented services like digital wallets and P2P
transfers. They’'re now focusing on the future: payment technology, customer engagement

and digital analytics.

DISTILLED DOWN INTO FOUR STEPS, TOP PERFORMERS:

MAKE INNOVATION
A CORE COMPETENCY

Flexible payments
and IT infrastructure
create agile Fls and
help make innovation

an everyday
practice, a necessity
in the payments
industry today.

It’s not a “nice to
have” anymore, but
instead is central to
running a payments
business. It enables

iteration of ideas,
creation and testing
of new innovations,
and rapid scale-to-

market.

MONETIZE THEIR
INNOVATION

Successful
innovations are
tied directly to a
business agenda
and have the
budgets to back
them up. Seventy-
five percent of Top
Performers allocate
at least 50 percent
of their budget
to payments
innovation.

DITCH THEIR
INNOVATION LABS

Sandboxing allows
for testing and
incorporating
real-time customer
feedback, then
immediately
scaling the
feature or product
to market. In
today’s social and
mobile economy,
customer
feedback and
iteration matters.
That means the
Innovation Lab is
no longer optimal.

UTILIZE MULTIPLE
INNOVATION
METHODOLOGIES

Successful
payments
innovators
leverage
three or more
methodologies to
gain insight into
which innovations
to purse next, and
their potential

success in market.

BANK INNOVATION
READINESS D| AYROOK

The road to innovation isn’t always easy, but it’s important to stay on it to remain competitive.
Edward Gross, director of payments and operations for the American Bankers Association, urges
banks to speak with each other to develop a sense of community around facing innovation
challenges. Though IT challenges often tend to hold companies back, he noted, it's important to
keep going.

“I always listen to the people in the space between developers and business owners because they
speak a particular language — the language of how IT and goals and strategies can push new
product ideas forward,” Gross explained.

© 2018 PYMNTS.com All Rights Reserved
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PYMNTS.com is where the best minds and the best content meet on the web to

learn about “What’s Next” in payments and commerce. Our interactive platform is
reinventing the way in which companies in payments share relevant information
about the initiatives that shape the future of this dynamic sector and make news.
Our data and analytics team includes economists, data scientists and industry
analysts who work with companies to measure and quantify the innovation that is
at the cutting edge of this new world.

i2c provides smarter payments and integrated commerce solutions that financial
institutions, corporations, brands, and governments around the world rely on to
deliver high impact, personalized experiences today’s consumers expect. i2c’s
single, global cloud-based platform supports virtually any card payment program
in plastic, virtual, or mobile form. Our customers use the i2c Agile Processing
platform to deliver profitable credit, debit, and prepaid solutions that meet the
highly-differentiated needs of cardholders in 216 countries and territories. For
more information, visit www.i2cinc.com.
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DISCLAIMER

The Innovation Readiness Index: Innovation Playbook, a i2c collaboration, may be updated periodically. While reasonable efforts
are made to keep the content accurate and up-to-date, PYMNTS.COM: MAKES NO REPRESENTATIONS OR WARRANTIES
OF ANY KIND, EXPRESS OR IMPLIED, REGARDING THE CORRECTNESS, ACCURACY, COMPLETENESS, ADEQUACY, OR
RELIABILITY OF OR THE USE OF OR RESULTS THAT MAY BE GENERATED FROM THE USE OF THE INFORMATION OR THAT
THE CONTENT WILL SATISFY YOUR REQUIREMENTS OR EXPECTATIONS. THE CONTENT IS PROVIDED “AS IS" AND ON
AN “AS AVAILABLE" BASIS. YOU EXPRESSLY AGREE THAT YOUR USE OF THE CONTENT IS AT YOUR SOLE RISK. PYMNTS.
COM SHALL HAVE NO LIABILITY FOR ANY INTERRUPTIONS IN THE CONTENT THAT IS PROVIDED AND DISCLAIMS ALL
WARRANTIES WITH REGARD TO THE CONTENT, INCLUDING THE IMPLIED WARRANTIES OF MERCHANTABILITY AND
FITNESS FOR A PARTICULAR PURPOSE, AND NON-INFRINGEMENT AND TITLE. SOME JURISDICTIONS DO NOT ALLOW
THE EXCLUSION OF CERTAIN WARRANTIES, AND, IN SUCH CASES, THE STATED EXCLUSIONS DO NOT APPLY. PYMNTS.
COM RESERVES THE RIGHT AND SHOULD NOT BE LIABLE SHOULD IT EXERCISE ITS RIGHT TO MODIFY, INTERRUPT, OR
DISCONTINUE THE AVAILABILITY OF THE CONTENT OR ANY COMPONENT OF IT WITH OR WITHOUT NOTICE.

PYMNTS.COM SHALL NOT BE LIABLE FOR ANY DAMAGES WHATSOEVER, AND, IN PARTICULAR, SHALL NOT BE LIABLE
FOR ANY SPECIAL, INDIRECT, CONSEQUENTIAL, OR INCIDENTAL DAMAGES, OR DAMAGES FOR LOST PROFITS, LOSS
OF REVENUE, OR LOSS OF USE, ARISING OUT OF OR RELATED TO THE CONTENT, WHETHER SUCH DAMAGES ARISE
IN CONTRACT, NEGLIGENCE, TORT, UNDER STATUTE, IN EQUITY, AT LAW, OR OTHERWISE, EVEN IF PYMNTS.COM HAS
BEEN ADVISED OF THE POSSIBILITY OF SUCH DAMAGES.

SOME JURISDICTIONS DO NOT ALLOW FOR THE LIMITATION OR EXCLUSION OF LIABILITY FOR INCIDENTAL OR
CONSEQUENTIAL DAMAGES, AND IN SUCH CASES SOME OF THE ABOVE LIMITATIONS DO NOT APPLY. THE ABOVE
DISCLAIMERS AND LIMITATIONS ARE PROVIDED BY PYMNTS.COM AND ITS PARENTS, AFFILIATED AND RELATED
COMPANIES, CONTRACTORS, AND SPONSORS, AND EACH OF ITS RESPECTIVE DIRECTORS, OFFICERS, MEMBERS,
EMPLOYEES, AGENTS, CONTENT COMPONENT PROVIDERS, LICENSORS, AND ADVISERS.

Components of the content original to and the compilation produced by PYMNTS.COM is the property of PYMNTS.COM and
cannot be reproduced without its prior written permission.

You agree to indemnify and hold harmless, PYMNTS.COM, its parents, affiliated and related companies, contractors and
sponsors, and each of its respective directors, officers, members, employees, agents, content component providers, licensors,
and advisers, from and against any and all claims, actions, demands, liabilities, costs, and expenses, including, without limitation,
reasonable attorneys’ fees, resulting from your breach of any provision of this Agreement, your access to or use of the content
provided to you, the PYMNTS.COM services, or any third party’s rights, including, but not limited to, copyright, patent, other
proprietary rights, and defamation law. You agree to cooperate fully with PYMNTS.COM in developing and asserting any
available defenses in connection with a claim subject to indemnification by you under this Agreement.
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