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The FDIC’s Rapid Phased Prototyping
Competition

By Zayne Ridenhour Tweed, James W. Stevens, Alan D. Wingfield, and
Gregory Parisi”

The authors of this article discuss the Federal Deposit Insurance Corporation’s Rapid

Phased Prototyping Competition to develop a new approach to financial reporting,

particularly for community banks.

The growing role of technology in banking cannot be overstated. Financial
technology is reshaping the retail banking industry in real time—changing the
way banks receive deposits, lend money, and invest. At the same time, a
determined effort to innovate the supervisory relationship banks have with their
regulators is gathering steam.

In particular, the Federal Deposit Insurance Corporation (“FDIC”) is
working to encourage technological innovation in financial reporting as a way
to promote community banking, reduce compliance burdens, and modernize
supervision. This effort promises to remake the way banks report, analyze, and
use financial data in the supervisory context. Institutions that are poised to
accept and use this technology can expect to reap significant benefits.

THE RAPID PHASED PROTOTYPING COMPETITION

In June 2020, the FDIC announced the launch of its Rapid Phased
Prototyping Competition to develop a new approach to financial reporting,
particularly for community banks.! The FDIC invited 20 U.S.-based technol-
ogy firms to participate in the competition and propose solutions to:

" Zayne Ridenhour Tweed (zayne.tweed@troutman.com) is an associate in Troutman Pepper
Hamilton Sanders LLP’s financial institutions practice focusing on corporate and regulatory
representation of commercial banks, holding companies, and other financial institutions. James
W. Stevens (james.stevens@troutman.com) is a partner at the firm representing public and
private companies, including banks, neobanks, marketplace lenders, and other fintech and
financial services providers, in connection with formation, licensing, program agreements,
mergers and acquisitions, debt and equity financing transactions, joint ventures, and regulatory
reporting and compliance. Alan D. Wingfield (alan.wingfield@troutman.com) is a partner at the
firm helping consumer-facing clients navigate compliance, litigation, and regulatory risks posed
by state and federal consumer protection laws. Gregory Parisi (gregory.parisi@troutman.com), a
partner at the firm, focuses on capital markets transactions, mergers and acquisitions, securities
law and exchange compliance, public disclosure obligations, corporate governance, and com-
mercial matters.

1 EDIC Press Release 79-2020 (June 30, 2020).
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e Help make financial reporting seamless and less burdensome for banks;

* Provide more timely and granular data to the FDIC on industry health;
and

*  Promote more efficient supervision of individual banks.

BACKGROUND

As community banks well know, each quarter they must submit detailed
financial call reports to the FDIC. These reports contain between 1,400 and
2,400 data fields, which the FDIC aggregates, analyzes, and then makes
available for public review on its website. For the largest banks, the FDIC uses
technology to fill the gaps between quarters, gaining a granular data feed on
liquidity, security exposures, and asset quality. For community banks, this
near-constant data stream is not available.

However, because the health of the country’s community banks is a window
into the economy at large, reflecting not only strengths, but also stresses in the
financial system, the challenge for the FDIC has become how to obtain regular
reporting from community banks—where technology levels vary greatly—
without increasing reporting burdens or costs. The FDIC believes that a Rapid
Phased Prototyping approach can provide a solution to meet this challenge.

Described as a competitive hackathon, the Rapid Phased Prototyping
Competition “allows developers and government R&D organizations to quickly
demonstrate potential solutions that meet urgent requirements, bring technolo-
gies to maturity and integrate them into the solution space, and highlight
advantages over alternative options.”?

The FDIC’s Rapid Phased Prototyping Competition uses a “show me, don't
tell me” approach, asking competitors to produce working prototypes over
multiple competitive phases. Each phase focuses on a different set of challenges
that relate to the FDIC’s mission to maintain stability and public confidence in
the nation’s financial system. The goal is to rapidly create a technologically
advanced financial reporting solution, moving from initial concept paper to
final prototype in less than a year.

PHASE I

Phase I, which began in late summer 2020, solicited an answer to the
following question: “How can access to more granular, targeted, and frequent

2 See MITRE Corporation, “Competition Prototyping” summary, available at https://aida.
mitre.org/agile/agile-competitive-prototyping/.

292



RaripD PHASED PROTOTYPING

data help the FDIC better assess the credit and liquidity risks of our member
banks?” The 20 invited competitors each submitted a 10-page concept paper for
evaluation by a panel of experts.

This phase concluded on October 15, 2020 when the FDIC announced the
selection of 14 competitors for Phase 1.3

PHASE II

Phase II involved the submission of initial prototypes. During this phase,
competitors prototyped the concepts outlined in their papers using mockups
and other low-fidelity techniques intended to generate discussion, validate
assumptions, and quickly revise ideas. To facilitate timely and substantive
responses, the FDIC scheduled “sprint check-ins” throughout Phase II so that
competitors could meet with FDIC stakeholders and gather developmental
feedback.

This phase concluded on January 11, 2021 when the FDIC announced the
selection of 11 competitors for the third and final phase.4

PHASE III

Phase III, currently underway, involves the creation of final prototypes.
Competitors continue to prototype their concepts, developing functionality,
conducting beta testing, and refining technical details. Once complete, each
competitor’s system will show how it will better equip regulators to detect signs
of risk and to take early actions designed to protect consumers, banks, the
financial system, and the economy.

COMPETITORS

The following is a list of competitors selected to develop a prototype for
Phase III:

* ACTUS Financial Research Foundation, Inc.
*  BearingPoint

*  DSQuorum LLC (Data Society)

* Fed Reporter, Inc.

* Fidelity Information Services LLC

3 FDIC Press Release 109-2020 (Oct. 15, 2020).
4 FDIC Press Release 4-2021 (Jan. 11, 2021).
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e First Data Government Solutions LP (Fiserv)
* Neocova Corporation

¢ Novantas, Inc.

 Palantir Technologies, Inc.

e DPeerlQ

e S&P Global Market Intelligence LLC

These final competitors have proposed state-of-the-art technological solu-
tions involving, among other things, open-source software algorithms, appli-
cation programming interface (“API”) platform exchanges, artificial intelligence
systems that power predictive risk modelling, complex visual analytic dash-
boards, and systems that integrate bank core systems and electronic general
ledgers with the FDIC reporting system.5

DRIVING TECHNOLOGICAL CHANGE

This project is not a mere paper tiger; the FDIC appears to be committed to
driving technological change for community banking. In a July 1, 2020 column
published in the American Banker “BankThink” blog, FDIC Chair Jelena
McWilliams discussed the long-term outlook for the Rapid Phased Prototyping
Competition. She said, “The supervisory technology that the competing teams
will develop will be the initial step in a long journey to eliminate call reports.
.. . This transformation will not happen overnight—it may not even happen
during my FDIC tenure. But it is critical for our banking system to begin the
process now.”®

While the adoption of these technologies among community banks will be
voluntary, the FDIC’s intention is to create solutions that will prove to be
mutually beneficial for both regulators and banks alike.

As Chair McWilliams emphasized, “modernized and automated data sys-
tem[s] would improve the ability of supervisors to identify bank-specific and
systemwide risks sooner and more efficiently, while reducing the compliance
burdens on individual institutions. [It] would also promote early supervisory
engagement with banks when risks are identified . . . and allow banks to take
remedial action before issues become irreparable.”

5 A brief overview of each company’s solution can be found on the FDIC’s Rapid Phased
Prototyping Competition website, https://www.fdic.gov/fditech/rpp.html.

® Available at https://www.americanbanker.com/bankthink.
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CONCLUSION

As community banks already know, technology-enabled innovation is
disrupting the banking industry at an ever-accelerating pace. If harnessed to the
right end, technology has the potential not only to make bank supervision more
efficient, but also to reshape the roles that will exist in tomorrow’s industry for
the better. This is the ultimate goal of the Rapid Phased Prototyping
Competition.
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