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Executive summary

Introduction

The introduction of real-time payment systems internationally, combined with regulatory change, the
rapid developments in open banking, and competition from technology-enabled new market entrants,
means that banking systems — and the expectations of corporates — are changing more rapidly than
ever before.

To better understand the interplay between these different drivers of change, and to identify strategic
imperatives for banks trying to navigate their way through them, Ovum has partnered with Icon
Solutions to undertake an analysis of how these factors are affecting the product and IT strategies of
wholesale banks in the US and Canada.

The full report will be available soon, but to coincide with Sibos 2017 in Toronto, this Executive
Summary provides an introduction to the issues that will be top of mind for the industry in 2018.

Catalyst

It is clear that real-time payment infrastructures can provide an opportunity for banks to improve
business models and client service levels, but they are also — alongside open banking initiatives — a
prerequisite for the full digitalization of the industry.

Real-time payment infrastructures are rapidly being adopted across the globe, with convergence
around the 1ISO 20022 messaging standard likely to enable opportunities for standardization between
countries and regions. Markets such as the UK and Singapore are already live, and the US, the
European Union, and Australia are among the major economies close to implementation in 2018.
Canada is set to decide its approach by 2019.

Real-time payment implementation is just one part of the digital transformation journey that the
financial services industry has been taking for the last decade. However, it must be viewed as a
critical enabler of the next generation of corporate services. Indeed, implementation plans around
real-time payments should be developed alongside roadmaps for the API-driven provision of open
banking services, as well as new capabilities such as artificial intelligence (Al) and distributed ledger-
based solutions, in order to deliver on the opportunities that each will enable.

Ovum view

As corporates digitize their own businesses, and new market entrants provide improved services
based on new technology, banks can no longer assume that they have a captive audience. Real-time
payments provide a clear opportunity to invest in new service propositions, and is an opportunity that
commercial banks should embrace in order to retain and grow their wholesale banking business.

The results from Ovum's ICT Enterprise Insights 2017/18 show that real-time payment systems have
acted as a catalyst for the replacement of the legacy batch processing systems that dominate bank IT
departments. Many banks see this investment as an essential foundation for the development of the
new services they will need, in order to compete for the business of their corporate clients in the
future.

Investment decisions being made now will have a significant impact on how able banks are to adapt
to the emerging digital banking environment — something that is reflected in the increasing investment
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in key areas by many wholesale banks. Indeed, even though many will have completed initial
development work, 50% of US commercial banks plan to increase their IT spending on real-time
payments in 2018 in order to further enhance their client-facing capabilities.

Key messages

= Real-time payments provide a platform for significant innovation in the
customer proposition. Real-time payments will enable wholesale banks to address
core corporate treasurer pain points in a number of areas, notably cash and liquidity
management. In addition, the move to real-time systems will be a key enabler in the
development of new customer services and business opportunities. Incumbent banks
need to prioritize investments in real-time to take advantage of this opportunity.

= Real-time payments are a strategic opportunity, not a compliance issue. Real-
time payment systems are a strategic investment that will determine banks' ability to
be agile in the face of a rapid digitalization of the financial services sector as a whole.
The most successful banks in five years will be the ones that recognize the strategic
opportunities around real-time payments today, and those that invest early.

= Services built around transaction data analytics will be the next area of
development. Over time, and as international roll outs of real-time payments
infrastructure continue, this functionality (and the benefits it brings) will increasingly
become part of the standard wholesale banking offering. Consequently, the focus of
banks and customers will shift towards deeper relationships and service
enhancements driven by analysis of transaction information.

= Open banking is coming, and clients will increasingly expect to have easy and
direct access to their transaction data. Open banking is an unstoppable
development and banks must address the development of application processing
interfaces (APIs) at an industry level and in conjunction with other stakeholders — not
least of whom are their customers.
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Investment in real-time platforms is booming and
will drive investment in wider services

Wholesale banks in the US and Canada are building towards a new digital banking environment, with
investments in underlying payment platforms and the products they support planned for 2018.

In the US, 50% of wholesale banks plan to increase their IT spending on real-time payments, with
28% saying they will increase budgets by more than 6% on 2017 levels. There is also increased
spending on related ACH and wholesale payment systems, as reported by 42% of institutions. For
many banks, this reflects a focus on developing new propositions and services around the essential
functionality of real-time and other payment services.

In Canada, there is a similarly marked increase in spending budgeted for projects and upgrades
around ACH, wholesale, and real-time payments. Real-time payment systems will see a significant
budget increase in 40% of banks (each of which will grow investment by more than 6% on the 2017
level), while ACH and wholesale payment systems will see growth at 20% of banks. As with real-time,
those banks increasing their investment in 2018, plan to increase the level by 6% or more.

Figure 1: US and Canadian wholesale banks' IT spending plans for 2018
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Source: Ovum's ICT Enterprise Insights 2017/18 — Global: Corporate Banking
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Despite growth in payment systems investment, banks in the
US and Canada diverge on approaches to service
enhancements

While these investments in new payment capabilities will drive enhancements to customer-facing
services, the specific product investment priorities of US and Canadian banks diverge; perhaps not
surprisingly given the differing dynamics of each market. Nevertheless, real-time payments are central
to the investment plans of banks in each.

Analysis of the focus areas for enhancements within US corporate payments services shows that:

e Delivering greater access to real-time information, in addition to analytics and other services
based around transaction data, are key areas for US institutions (beyond providing real-time
payments functionality)

e Real-time cash positions across global accounts top the product and service plans of 44% of
US institutions, with both scenario-based forecasting and direct integration with client systems
cited by 39% of respondents as a top-three priority development area.

¢ On top of the real-time payment rails, banks see value in Al and machine-learning strategies
driving product and service enhancement, with 78% of US institutions planning to incorporate
Al technology in their products and services.

For institutions in Canada, the focus is concentrated more heavily on providing access to real-time
payments:

e 60% of Canadian institutions see better onboarding of new client systems and improved
analysis of collectables as the top priorities, but this likely reflects the fact that the Canadian
payments authorities have yet to decide on its direction, as well as a final real-time payment
implementation timetable and the technology base that will be used.

e Providing an enhanced view of real-time global cash positions was cited by 40% as a core
development area for 2018.

e |n addition, there is focus on the role that Al can play in supporting real-time payment
fulfilment services, with 80% of Canadians planning to incorporate Al technology in their
products and services.

e The focus on innovation and improving products already offered, along with enhanced
services via digital interfaces, is consistent with the major banks having already invested in
unified portal services.

Conclusion

The investments being made in real-time payments in Canada and the US show a unified belief in a
significant convergence of corporate and retail payments in the near future, as well as the need for
banks to continue to invest beyond core payment capabilities, in order to deliver the next generation
of services to corporate clients.

The rapid adoption of real-time payment capabilities and global standard financial messaging, in the
form of ISO 20022, that the current investment trends suggest, coupled with the forward-looking
product enhancement plans based on APIs, open banking, and Al-based product development,
means that banks' IT will need to be far nimbler in the future. They will need to adopt truly agile
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technologies that lend themselves to rapid development and innovation if they are to take advantage
of the emerging market ecosystem.

Many of the traditional core applications and middleware used today by banks were designed for a
batch world, have costly software development lifecycles, and require expensive arrays of hardware
to function. The next wave of technological innovation is designed differently, starting with rapid
prototyping, reliable scaling at low cost, and emphasis on an optimized time-to-market.

Those capabilities will be essential once open banking becomes the dominant operating model for
financial services. Banks are investing now, but they need to accelerate the transition from the old
architectures to new agile frameworks.

The full analysis

The US and Canadian markets provide a snapshot of a pattern that is being replicated around the
world. The forthcoming full version of this report will reveal more about the drivers of change and the
imperative that underpin banks' strategic responses.

For further information, and to register to receive a copy of the full white paper, visit:

www.iconsolutions.com/research/rtp-in-us-canada
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Appendix
Methodology

ICT Enterprise Insights presents the data from more than 7,000 interviews of CIOs and other senior IT
decision-makers conducted between July and October 2017. The survey covered more than 60

countries worldwide, looking at industry technology trends across the financial services, telecoms and
media, public services, utilities, and retail sectors. This included responses from 211 wholesale banks.

The data was subject to industry-leading levels of rigor. Respondents were drawn from panels of pre-
qualified ClOs/senior IT decision-makers who then had to clear a series of screener questions set by
Ovum. Interviews were conducted in the respondent’s native language where English was not
commonly spoken and administered online or via telephone. The resulting data was reviewed by
Ovum's primary research analysts as well as our sector experts, using quality assurance tools
developed by Ovum.

Author

David Bannister, Principal Analyst, Financial Services Technology

david.bannister@ovum.com

Kieran Hines, Head of Industries

kieran.hines@ovum.com

About Icon Solutions

Icon Solutions is an independent award-winning payment and specialist technology provider serving
global financial institutions. From IT strategy, architecture and design, to project delivery and software
development, Icon enables institutions to rapidly capitalise on the latest innovative technology and
market drivers to reduce costs, boost revenues, and ensure compliance with regulatory and industry
standards.

The critical value Icon offers its clients, is the combination of deep subject matter expertise in instant
payments, a proven track record in delivering bank critical systems, and a FinTech approach to the
use of technology. This is evidenced by longstanding client relationships with some of the most
important global financial institutions.

To find out more, visit: www.iconsolutions.com

Ovum Consulting

We hope that this analysis will help you make informed and imaginative business decisions. If you
have further requirements, Ovum's consulting team may be able to help you. For more information
about Ovum's consulting capabilities, please contact us directly at consulting@ovum.com.

Copyright notice and disclaimer

The contents of this product are protected by international copyright laws, database rights and other
intellectual property rights. The owner of these rights is Informa Telecoms and Media Limited, our
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affiliates or other third party licensors. All product and company names and logos contained within or
appearing on this product are the trademarks, service marks or trading names of their respective
owners, including Informa Telecoms and Media Limited. This product may not be copied, reproduced,
distributed or transmitted in any form or by any means without the prior permission of Informa
Telecoms and Media Limited.

Whilst reasonable efforts have been made to ensure that the information and content of this product
was correct as at the date of first publication, neither Informa Telecoms and Media Limited nor any
person engaged or employed by Informa Telecoms and Media Limited accepts any liability for any
errors, omissions or other inaccuracies. Readers should independently verify any facts and figures as
no liability can be accepted in this regard — readers assume full responsibility and risk accordingly for
their use of such information and content.

Any views and/or opinions expressed in this product by individual authors or contributors are their
personal views and/or opinions and do not necessarily reflect the views and/or opinions of Informa
Telecoms and Media Limited.
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