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FinTech Overview

FinTech has multiple meanings:

- Technology that enables provision of
existing financial services in more efficient
or consumer-friendly way.

- A company that delivers financial services
using technology, often in direct
competition with other providers, such as
banks.
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Bank/FinTech Dynamic
\

When banks think about fintech, they generally go
through a "build/buy/partner” evaluation to decide
how to get to market most efficiently.

¢
&‘1 Hﬁl\@“ Decision driven by, among other things, desire to:

;' _______ F I N I E C H '"""] - Deliver wanted products and services to customers
6% I 9\

Blockchain  Payment

' § - Add new sources of revenue
ﬂ

Lower costs

Improve processes
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FinTech Overview — Q2 2021
.

Q2 2021 in Review

Financing M&A
Approximately Approximately
$39 billion $44 billion

in Financing volume in M&A volume

& &
912 352

transactions transactions
Largest quarterly financing dollar volume and Second highest M&A deal count ever, only
deal count ever, establishing 2021 as the most behind Q1 2021 (380), but lower total
active year for private FinTech company announced dollar volume than the last
financings ever three quarters
Source: Financial Technology Partners troutmarﬁ
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How Do Banks Engage with FinTech?
.

Currently, 37% of financial companies (including banks) offer FinTech-based products
or services.

* At the same time, 94% of financial companies (including banks) are confident that
FinTech will drive growth over the coming years.

For that reason, 47% of financial companies (including banks) plan to increase
engagement with FinTech companies.

« At the same time, 7% of banks are in the process of building a digital-only
subsidiary.

All FinTech sectors experienced growth during the COVID pandemic. Digital lending
experienced a 25% increase, followed by investing at 23%, digital banking at 21%, and
payments at 7%.

Sources: PwC, Banking Circle, McKinsey. troutman’
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Future of Bank Involvement in Blockchain and Digital Currency

10

Sources: PwC, KPMG.

BLOCK CHAIN

TECHNOLOGY

40% of financial companies (including
banks) see the adoption of blockchain as an
important goal for their FinTech plans —

particularly with respect to payments and
digital currency.

Blockchain firms — including digital currency
firms — experienced record levels of investment
in the first two quarters of 2021, totaling $8.7
billion — more than double for the entire
previous year.
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Poll Question

How would you describe yourself?

Q I'm very knowledgeable in cryptocurrencies
(maybe even invested)

Q I'm crypto-curious (I want to learn more)

Q | don't understand cryptocurrencies (it is high risk,
and | think crypto holders are crazy)

Q | think cryptocurrencies are a passing fad

TN
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Today’s Discussion

Cryptocurrency Stablecoin CBDC

= Private-sector issved ; = Private-sector issued ; = Central bank issued
- Non-regulated - Non-regulated ' Regulated

= Price voldtile r Stable price | = Stable price

| VS | | VS |

i = DLT-based i = DLT-based i » DLT-based or non-

: = : t  DLT-based
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What is Bitcoin?

1)\

AanA .
"F' (] [ )
L Distributed M
Open Ledger or Peer-to-Peer

(Permissionless) Blockchain

Pseudo-anonymous Irreversible

. b

*
*

Lower Transaction

Fees* D

Faster Transaction
Time*

Secure No Frozen Account
-® .
A\ & Q-
. — — e
S

21 million

Block-Size Limit Attracted Criminals

Volatile Prices Energy Intensive Unregulated

Independent Community Bankers of America

*Cross-border payments

Not Insured
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Cryptocurrency Market

27 18 19 20 21

SOURCE Coin Dance | The Economist
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Blockchain Basics: Infroduction to Distributed Ledgers

distributed
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Regulatory Landscape on Crypto

July 2020: The Office of the
Comptroller of the Currency -1 -
(OCC) offered guidance,
Interpretative Letter #1170, to
national banks and federal

savings associations expanding

the authority for banks to provide
safekeeping services to include
custodial services of
cryptocurrencies.

2019 2020

June 2019: Financial
Crimes Enforcement
Agency (FINCEN) Travel
Rules aims to improve
fransparency of crypto
fransactions and
increase data tracking
and reporting
requirements

&b

*Crypto companies

Independent Community Bankers of America

Oct 2020: The
Department Of

Jan 2021: FinCEN is
looking fo pass new

Jan -Apr 2021:

&b

Anchorage, Protego, Paxos

Justice (DOJ)
issued
“Cryptocurrency:
An Enforcement
Framework” to
address the

anti-money-
laundering rules this
year, which will
significantly expand
disclosures for digital

OoCC

( S currencies FDIC issues request
Increasing for information on
prevalence of digital assets
cryptocurrencies.

2021

X

Jan 2021: The OCC issued
Interpretive Letter #1174 granting
permission to (i) participate in the
independent node verification
networks (INVN) as “nodes” and
(i) use stablecoins to facilitate
payment activities and other
bank-permissible functions,
consistent with applicable law
and safe and sound banking
practice.

Oct 2020: The OCC $
issued Interpretive Letter
#1172 addresses banks’
authority to hold deposits
that serves as reserves for
certain stablecoin.

* receives provisional
federal bank charter from

May 2021: The

= \Aug 2021: The
o OCC, FDIC, and
— Federal Reserve

establish a Digital
Assets Sprint Initiative

And beyond

Mar 2021: The Financial Action
Task Force (FATF) updated its
“"Guidance for a risk-based
approach to virtual assets and
VASPs" of its previous FATF
guidance, released in 2019. It
has recommended regulating
virtual assets in a similar way to
fraditional finance, mandating
customary KYC/AML laws that
affect most financial entities.



https://www.justice.gov/ag/page/file/1326061/download
https://www.occ.gov/news-issuances/news-releases/2020/nr-occ-2020-98.html
https://www.occ.gov/news-issuances/news-releases/2021/nr-occ-2021-2.html
https://www.occ.gov/topics/charters-and-licensing/interpretations-and-actions/2020/int1172.pdf
https://www.fatf-gafi.org/media/fatf/documents/recommendations/March%202021%20-%20VA%20Guidance%20update%20-%20Sixth%20draft%20-%20Public%20consultation.pdf
https://www.occ.gov/news-issuances/news-releases/2021/nr-occ-2021-6.html
https://www.occ.gov/news-issuances/news-releases/2021/nr-occ-2021-19.html
https://www.occ.gov/news-issuances/news-releases/2021/nr-occ-2021-49.html

Poll Question

Does your organization plan to offer crypto or
blockchain-related products and services?

d No plans and not interested

d Somewhat interested — we're exploring options

d Yes, we're in the process of implementing or already
providing

Q Not sure/not applicable

T ELY
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Crypto Activities by Megabanks

Banks enter the Offer wealth Created a
digital asset management blockchain unit and
custody service clients options for its own stablecoin
space Bitcoin and other for large clients
> cryptocurrencies
»

BNY MELLON Morgan Stanley J‘P Morgan
wbank Deutsche Bank

SOURCE: Company Press Releases
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Community Banks + Crypto

...Ataglance
® || Custody Allows customers to store crypto assets | Vast.bank
.. Services
Bitcoin Customers receive bitcoin rewards ® DUONTICBANK
Rewards
;%7 Financin Bitcoin-backed lending I/1 silvergate
g
M Banking Offering banking services to crypto com“n"fé_-‘rﬁﬁ"é‘éi'i(%? B E YO E
Services companies cross river 1/ silvergate
?(_O ATM Services Cardholders can purchase and redeem [, BLUE RIDGE
O-0 bitcoin at ATM locations |

Fintech Partners

M NYDIG coinbase (O paxos W©BitGo

SOURCE: Company Press Releases
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Today’s Discussion

Cryptocurrency Stablecoin CBDC

= Private-sector issued = Private-sector issued |« Central bank issued
= Non-regulated = Non-regulated = Regulated

= Price voldtile = Stable price | = Stable price

i i VS VS E

i = DLT-based : = DLT-based i » DLT-based or non-

:  DLT-based

; v ~ :-_-3

N e
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Stablecoin Market Cap (ONT A
i total balance in i
i : circulztion - essersesnnasnens :
L 2-"8700 pillion
M —"r"

@® uspT @ usbc @ BUSD DAI TUSD @ 3 Others

Q
Jan 17 Jul ‘17 Jan 18 Jul '18 Jan 19 Jul 19 Jan 20 Jul "20 Jan 21 Jul 21

SOURCES: COIN METRICS, THE BLOCK
UPDATED: SEP 29, 2021
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DeFi

How decentralised finance works

Traditional financial system

* e, o ®
§— M — .~ — I —

Payments comp

Sender Receiver

=

Receiver

Decentralised financial system

¥

Sende
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Today’s Discussion

Cryptocurrency Stablecoin CBDC

= Private-sector issued | | = Private-sector issued = Central bank issved
= Non-regulated = Non-regulated = Regulated

= Price voldtile r Stable price = Stable price

; VS | 1 VS

i = DLT-based i = DLT-based = DLT-based or non-
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CBDC Initiatives Around the World

Research (33) Development (16) Pilot (12) Inactive (10)
Other (4) Lauched (5) Canceled (2)
SOURCE: Atlantic Council; As of July 20, 2021

Independent Community Bankers of America 26



https://www.atlanticcouncil.org/cbdctracker/?utm_source=newsletter&utm_medium=email&utm_campaign=sendto_newslettertest&stream=top

Types of Money

Central bank reserves
Mainly used to settle
payments

Bah_k-debosit-s held at
commercial banks

Key:

Central bank money

Independent Community Bankers of America

Central bank
Central bank money is
normally in the form of:

Bank notes
Normally exchanged against the
reserves and kept in commercial
bank vaults or ATMs

Holds both commercial bank
money and central bank
money in the form of:

Bank notes
Provided to the public via
commercial bank branch

counters or ATMs

SOURCE: Deloitte

General public




CBDC Design Considerations

Two Types of CBDCs...

Wholesale CBDC

Bank-to-bank

General-Purpose
(Retail) CBDC

Digital form of central bank
money for the public

Independent Community Bankers of America

Three Possible CBDC Models

DIRECT P CUSTOMER  Transactions occur directly with
/ N Fed as the CBDC becomes a

direct claim. Banks and fintechs

could issue additional crypto

D : \\\. A currency/tokens based on
D& MERCHANT ~ CBDC's value.

FEDERAL RESERVE

INDIRECT

represents an indirect claim on
the facilitating bank. Banks net

R“"\-\___-—- A settle between themselves as
D e D& MERCHANT  ihoy do today.

FEDERAL RESERVE

The Fed issues CBDC to banks
@ /" &9 CUSTOMER which in turn handle retail and

commercial payments. CBDC
) Commercial Bank

HYBRID L A/ CUSTOMER  Fed issues CBDC and claims are
= - ultimately direct to the Fed.
Payment Payments, messaging and
i . gfrz'ige[ management are done by bank
D Sl A and/or Payment Agent as agent
FEDERAL RESERVE “~__ 1 Dd MERCHANT for the Fed.

SOURCE: https://www.linkedin.com/pulse/happen-banking-when-fed-moves-central-bank-digital-currency-nichols/
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https://www.linkedin.com/pulse/happen-banking-when-fed-moves-central-bank-digital-currency-nichols/

Major CBDC Design / Policy Questions Around...

y  Privacy and traceability (compliance)

y  Financial structure and distribution model

) Impact on current financial system and players
y  Cross-border support

y Security design and implications

y  Monetary policy implications

y  Financial inclusion goals

y Cyber attack defenses

y Innovation goals

y  Wallet strategy

) Off“ne SU ppOI’T SOURCE: Federal Reserve Bank of Boston (bostonfed.org)

Independent Community Bankers of America
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A Matter of Trust

+ Banks are still considered more trustworthy than
FinTech companies.

Why is this the case?

Banks play by the rules.

troutman’
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A Matter of Trust

“While ‘run fast and break things' may be a popular
mantra in the technology space, it is ill-suited to an
arena that depends on trust and confidence. New
entrants need to understand that the financial arena is
a carefully regulated space with a compelling rationale
underlying the various rules at play, even if these
rules are likely to evolve over time.”

— Federal Reserve Governor Lael Brainard, remarks
at The Financial Innovation Conference (Dec. 2016).
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Recent Interpretive Guidance
-9

33

OCC Interpretive Letter #1170 (July 2020) — national banks have authority to provide cryptocurrency custody
services.

* By confirming national banks’ authority to custody cryptocurrency, the OCC helped open the door for
investment funds to potentially invest in cryptocurrency.

OCC Interpretive Letter #1174 (January 2021) — national bank may use new technologies, including
independent node verification networks (INVNs) and related stablecoins, to carry out bank-permissible
functions, such as payment activities.

* Using INVNSs to transmit stablecoins and other cryptocurrencies may facilitate payments and support financial
transactions in a potentially cheaper, faster, and more efficient manner than centralized payment systems.

OCC Conditional Approval of Limited Purpose Trust Bank Charter (April 2021) — limited purpose national
trust bank charter approved for Paxos Bank to provide services associated with digital assets.

* Potential move towards greater integration of digital currency businesses into the financial regulatory
framework.
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FinTechs and Third-Party Risk Management
.

Proposed Interagency Guidance on Third-Party Relationships:
Risk Management (notice published July 19, 2021)

* Federal banking agencies have high expectations for banks
partnering with FinTech companies.

- Expiration of comment period extended from 9/17 to 10/18

- Additional IAG 8/27/21: Conducting Due Diligence on Financial
Technology Companies: A Guide for Community Banks, describes
six key areas of due diligence.

- FRB Guidance 9/9/21: Community Bank Access to Innovation
through Partnerships, discusses (i) operational technology, (ii)
customer-oriented, and (iii) front-end technology partnerships
between community banks and FinTechs

troutman’
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FinTechs and Third-Party Risk Management
.

There are
significant
risks for
banks involved
in FinTech — and digital
currency is no
different.

35

Six key topics banks should consider when
conducting due diligence on a fintech?:

(1) Business Experience and Qualifications;
(2) Financial Condition;

(3) Legal and Regulatory Compliance;

(4) Risk Management and Controls;

(5) Information Security; and

(6) Operational Resilience.

' From IAG 8/21 Conducting Due Diligence on Financial
Technology Companies: A Guide for Community Banks

troutman’
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New Developments in Digital Lending

Banks should continue to monitor developments:

* SEC - threats to sue Coinbase over digital lending
program

* US Treasury — sanctions SUEX for facilitating
ransomware attacks

* China outlaws (again) all cryptocurrency

* Banks offer customers regulatory protections and
guardrails as they navigate cryptocurrency — JP
Morgan posture on cryptocurrency and tokens

* Banks should continue to cautiously consider
opportunities to Build, Buy, Partner in Digital
Lending

troutman’
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Build/Buy/Partner Revisited

Traditionally only banks can perform core activities:
Taking Deposits, Making Loans, Cashing Checks

In the context of digital lending, FinTechs should
consider partnering with Banks to address regulatory
uncertainties, and to take advantage of exemptions

Banking as a Service (BaaS) enables licensed banks to
integrate their digital banking services directly into
other non-bank businesses

The customer can then use the given business’s
platform to access banking services

The business typically does not touch the customer’s
money, and thus, is not subject to the regulatory duties
imposed on a bank

An inevitable risk with all things FinTech is
disintermediation...

37
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Questions?
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