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FOREWORD

If there is one thing that is constant, it is change. That is true in life, and it’s true in banking. And the last
year and a half is a prime example of this. From shifts in the fintech space and related relationships to
major rumblings throughout the industry, it's felt like we were all waking up from a party after staying
out way too late. And now bank executives are faced with a need to recalibrate as we look to pick up
the pieces and move forward. The question is what will that look like? Will we see institutions pull back
on their innovation efforts? Will brand new propositions come out of all of this, taking us deeper into
the future? Will it be a mix of both? And who will the winners be? So many paths, so many unknowns
— and so many ways to think about things.

This third edition of The Banking Battleground is designed to shed some light on the answers to these
questions and help bank executives better understand their peers’ attitudes and priorities in this new
and evolving environment. In conducting our study, CCG Catalyst surveyed 122 C-level bank executives
between September 2022 and February 2023 to examine how various institutions are looking at the
industry and identify differences in how forward-thinking institutions are approaching the market
and responding to recent shifts compared with more traditional institutions. This report presents the
findings of that survey and explores how these different groups are preparing for what’s next. One
thing to note, however, is that the survey was fielded prior to much of the instability of the last few
months, and we will be providing an update later in the year to incorporate the impact of recent events
on plans and perspectives.

Overall, the goal of this material is to provide insight into how bank executives in the US are viewing
and planning for the future, particularly when it comes to divergences between those who generally
take the lead and the rest of the market. In short, it's meant to get you thinking about how others
are thinking. And, while we do this report every year, this installment houses some particularly stark
differences in ideas, as there is nothing like a rattled market to tell you who is a true innovator. As
such, the insights that follow are perhaps more valuable than in any of our prior iterations when market
conditions allowed the gap between these institutions to appear much smaller. We hope it is a useful
tool for bank executives trying to navigate the swells of today.

Kate Drew
Director of Research

/daZ'Z Deeco

www.ccginsights.com

CCG

PAGE 3


https://www.ccginsights.com

THE BANKING BATTLEGROUND 2023:
PULLING BACK AND PUSHING AHEAD

CCG

PAGE 4

There's no other way to say it: We are in an uncertain time. Last year
began full of potential but was quickly met with rattled markets,
troubling inflation, and global geopolitical turmoil. For banking
providers, this meant contemplating what the changing environment
would mean for customers and, in turn, business, particularly as the
possibility of a recession began to swirl. Meanwhile, the promise of
fintech took a hit in the face of this economic instability as concerns
about compliance and operational efficiency emerged, and regulators
began to zero in on the relationships that banks were eagerly forging
with companies in this sector. In the end, after a few years of flying
high, perhaps too high, on innovation and new frontiers, 2022 knocked
everyone in financial services down a peg. Now, institutions are faced
with how to recalibrate.

This third edition of The Banking Battleground presents the findings of
CCG Catalyst’'s 2023 US Banking Study and explores how the industry is
thinking about what comes next. Building on last year's report, we asked
C-level bank executives in the US about their attitudes and priorities as
we look toward the future. As in prior installments, this report focuses
on the differences in perspectives between more forward-thinking
institutions and those that have generally taken a traditional approach.


https://www.ccginsights.com/research/the-banking-battleground-2022-finding-the-opportunities/

It's meant to help bank executives better understand what their peers
are focused on, especially as it grows more important to separate the
wheat from the chaff and find the opportunities that will make a real
difference.

METHODOLOGY AND PURPOSE

CCG Catalyst surveyed 122 C-level bank executives between September
2022 and February 2023 to gauge their attitudes and perspectives on
their businesses and the market. Using the same criteria as in the past
two years, we've grouped respondents into two categories: traditional
and progressive. To be included in the progressive group, a respondent
had to report acquiring less than 50% of their technology from a single
vendor, working with fintech companies as an integral part of their
strategy, and making at least one fintech investment. Based on this
segmentation, we conducted an analysis to determine how the groups
approach the market and how prepared each is for the future. Our
focus this year again included three core areas: business trends and
priorities, technology and innovation, and new frontiers. The survey
data is unweighted, and the analysis that follows is based on our
sample.

BUSINESS TRENDS AND
PRIORITIES

Most bank customers are leveraging some kind of digital interface to
interact with their provider. However, traditional institutions continue
to see some customers prioritizing analog channels — for example,
about a quarter of both retail and commercial customers at traditional
institutions still prefer coming into a branch. On the commercial side,
this is the same as last year, while it's up slightly for retail, probably
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coinciding with the general return to normal life in 2022 that made
bankingin person arealistic option again. As with remote work, it seems
that digital-only banking didn’t have quite the widespread staying power
many thought it would. ' Additionally, economic uncertainty could be
pushing more reluctant digital users back into physical locations if they
are in need of or looking for reassurance. Meanwhile, progressives
say more than half of their retail customers primarily use mobile at
this point, up from 41% last year, with the rest either using desktop
or employing a mix of digital and in-person interaction. Progressives’
commercial customers, on the other hand, are by and large taking a
hybrid approach to interacting with their bank.

US Bank Customers’ Primary Interaction Channels
How do your retail customers primarily interact with your institution today?

Traditional 37% 22% 33%

Progressive 54% 42%

All 41% 17% 35%

B Mobile app Desktop | In-person (branch) Phone B video call (e.g. Zoom, Microsoft Teams)
[ combination of digital and in-person interaction

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst’s 2023 US Banking Study

US Business Bank Customers’ Primary Interaction Channels
How do your business customers primarily interact with your institution today?

Progressive 19% 7% 67%

B Mobile app Desktop | In-person (branch) Phone B video call (e.g. Zoom, Microsoft Teams)

. Combination of digital and in-person interaction

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst's 2023 US Banking Study

CCG | PAGE® 1. Alex Christian, The companies backtracking on flexible work, BBC, February 2023



The drive toward digital continues, but it's clear that, at least for now, the
future is one that combines digital interfaces with human assistance.
Even among progressive institutions’ retail customers, who appear the
most receptive to digital across all four customer groups, there is a
good chunk (42%) still looking for a mix of interactions. The past few
years pushed digital into the spotlight, but with restrictions now lifted,
we're seeing a lasting affinity for human contact. And that’s likely to
continue, particularly given its supportive nature in turbulent times.
Nailing the hybrid experience, including providing consistent digital
experiences across interfaces and finding the right places to insert a
human touch, will be key. A good way to think about it is like this: While
digital channels are critical to the future success of the bank, human
interaction, at least for now, is critical to the success of those channels.

Over time, as digital experiences further mature, this desire for human
interaction should decrease, or even subside entirely. But, in the
meantime, figuring out when customers want to go it alone, when they
are happy for a digital option or assist, and when they want to talk to a
person should be a key component of developing any digital strategy.
Customers are complex, and delivery should reflect that, while also
appearing seamless and simple. On the flip side, for those institutions
which continue to see portions of their customers gravitating toward
strictly in-person interactions, it's important to ask why that is. It could
be because they skew older, for example, but it could also be because
the bank’s digital offerings are lacking.

Overall, the way customers expect to access services, inside and
outside of banking, is changing. They want things to be easy — no
matter what the interface is. Of course, the digital wave of the last
few years impacted behavior, but there are subtleties that need to be
understood, especially in a post-pandemic era. As banks grapple with
these subtleties, it's impacting how they think about their businesses
and the future. Or, put another way, the need to figure out how to thrive
in an increasingly digital but also nuanced world, and one that is no
longer driven by economic abundance, is a central imperative driving
approaches and priorities.
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PRIORITIES IN RETAIL AND COMMERCIAL
BANKING

On the retail side, progressives are showing a clear preference for
expansion of capabilities with their top priorities for the next five years
including integrating with fintechs, diversifying client bases, creating
value-added services, and geographic expansion. They show greater
interest than traditionalists in all of these areas. Additionally, these
providers are putting more emphasis on staying on top of regulatory
changes, which makes sense in light of their tendency to play in
more novel fields. This suggests that, even in the face of ambiguity,
progressive banks still see value in investing time and resources into
innovation efforts and plans for the future.

Traditionalists, meanwhile, remain very focused on the customer
journey as well as increasing deposits. They've also pulled back on
their interest in working with fintechs, likely in an opposite reaction to
their progressive peers in the current environment as choppy capital
markets 2 put pressure on the fintech sector and perception of the risk
involved increases. This is an important point, because it indicates
that, while progressives are still thinking largely about opportunity,
traditionalists have grown more cautious and are focusing more on the
here and now. Notably, however, Banking-as-a-Service (BaaS) receded
as a priority this year for both groups, likely as a result of regulatory
scrutiny and recent actions against partner banks. 3

2. Who will survive the fintech bloodbath?, The Economist, October 2022
3. Gene A. Grant Il, Banks Cannot Keep Shouldering Risks For Crypto And Fintech
Clients, Forbes, January 2023



Top Retail Priorities for C-Level US Bank Execs

What are your top priorities for your retail business in the next five years? (Select your top three.)

IMPROVING THE CUSTOMER JOURNEY

Traditional I 72%
Progressive NN 33%
All 64%

DIVERSIFYING CLIENT BASE

Traditional N 35%
Progressive I 50%
All 41%

INCREASING DEPOSITS

Traditional N 44%
Progressive NN 21%
All 39%

LEVERAGING DATA ANALYTICS TO IMPROVE CROSS-SELLING OPPORTUNITIES

Traditional NG 36%
Progressive NN 25%
All 34%

INTEGRATING WITH FINTECHS TO PROVIDE NEW SERVICES
Traditional NG 21%
Progressive I 50%
All 27%

OFFERING VALUE-ADDED SERVICES (E.G. SUBSCRIPTION MANAGEMENT)

Traditional NG 22°%
Progressive I 42%
All 26%

EXPAND INTO NEW GEOGRAPHIES

Traditional NN 20%
Progressive I 38%
All 24%

ABILITY TO DELIVER PRODUCTS THROUGH THIRD PARTIES (BANKING-AS-A-SERVICE OR BAAS)

Traditional NG 27%
Progressive NN 13%
All 24%

STAYING ON TOP OF REGULATORY CHANGES

Traditional NN 20%
Progressive NS 29%
All 22%

NONE OF THE ABOVE

Traditional |0%
Progressive | 0%
All 10%

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst’s 2023 US Banking Study

Meanwhile, on the commercial front, progressives’ top priority is
integrating with fintech providers to provide new services, and
their interest in this area far exceeds their traditional peers’. Likely
uncoincidentally, they are also showing more interest in staying on top
of regulation on this side of the coin, as well. For traditionalists, on
the other hand, it's a similar story to retail — focus is on the customer

journey.
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Top Commercial Priorities for C-Level US Bank Execs

What are your top priorities for your commercial business in the next five years? (Select
your top three.)

IMPROVING THE CUSTOMER JOURNEY

Traditional I 64%
Progressive NN 33%
All 56%

DIVERSIFYING CLIENT BASE

Traditional I 47%
Progressive NN 37%
All 45%

INCREASING DEPOSITS

Traditional NG 43%
Progressive I 41%
All 43%

INTEGRATING WITH FINTECHS TO PROVIDE NEW SERVICES

Traditional NG 33%
Progressive I  52%
All 37%

LEVERAGING DATA ANALYTICS TO IMPROVE CROSS-SELLING OPPORTUNITIES

Traditional NG 36%
Progressive NN 26%
All 34%

EXPAND INTO NEW GEOGRAPHIES

Traditional NG 23%
Progressive I 37%
All 26%

ABILITY TO DELIVER PRODUCTS THROUGH THIRD PARTIES (BANKING-AS-A-SERVICE OR BAAS)

Traditional NG 3%
Progressive NN 22%
All 23%

STAYING ON TOP OF REGULATORY CHANGES

Traditional NN 13%
Progressive N 37%
All 19%

OFFERING VALUE-ADDED SERVICES (E.G. PAYROLL)

Traditional NN 18%
Progressive NN 15%
All 17%

NONE OF THE ABOVE

Traditional |0%
Progressive | 0%
All 0%

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst’s 2023 US Banking Study

This reinforces the idea that an evolving economic and regulatory
backdrop is driving a widening gap between traditionalists and
progressives on their priorities and views on the future. In fairness,
traditionalists are coming from a reasonable place — global fintech
funding, for example, has generally been on the decline, # with even
big-name companies like Stripe and Klarna slashing valuations and
cutting staff. * Meanwhile, the outlook for consumer spending remains
blurry amid efforts to combat inflation. ® However, it's generally those
which can see the opportunities in the mud that will fare best long
term. In this sense, traditional institutions may want to take a page

4. State of Fintech 2022 Report, CB Insights, January 2023
5. Natasha Mascarenhas, Stripe’s internal valuation gets cut to $63 billion, TechCrunch,
January 2023
6. Jeff Cox, Key Fed inflation measure eased in December while consumer spending
CCG | PAGE10 also declined, CNBC, January 2023



from progressives who seem confident they can navigate the chaos to
their advantage.

Ultimately, across both retail and commercial, we observed traditional
banks pulling back a bit in their ambitions as progressives push further
ahead but with an eye toward regulators. That theme is quite clear,
and it has real implications for the future with regard to who is able to
prevail in an increasingly challenging environment and how exactly they
go about it. When everything is flying high, even the most conservative
bank might feel emboldened. It's times like these that reveal who is
truly committed to exploring new avenues and value propositions. If
traditional institutions pull back too hard, they will risk falling behind
the market and customer expectations as a whole.

SETTING THOSE PRIORITIES

This year, we added a set of questions that asked executives about
the tools they use in determining their priorities and how they work to
understand their customers. The goal was to better understand how
the different groups approach the decision-making process and how it
might impact where they end up devoting their time and effort. Overall,
progressives are making use of a greater range of tools, including
external market research, vendor meetings, and trade publications.
Additionally, progressives put far less weight on internal discussion
than traditionalists, suggesting an “outside in” view — indeed, the tools
they use most tend to be external, likely because they are looking to
spot trends to capitalize on early.

How bank executives inform their choices in setting priorities is
extremely important. If an executive team is mostly talking internally,
those discussions are probably going to be less aligned with where
the market is headed overall. As a result, the strategic initiatives that
emerge could be somewhat narrow. Alternatively, leveraging a range
of tools allows an institution to consider more perspectives and ideas,
making it easier stay on top of market dynamics. It makes sense that
progressive institutions would go for the latter; they're not trying to
keep up, they want to stay ahead. But such an approach would likely
be valuable to traditionalists, too, as a deeper understanding of where
their peers are directing their attention can help them remain current.
Being the first one to the table may not be the target for traditional
banks, but it's useful to at least know what game is being played and
who is already sitting down.

CCG | PAGE 11



CCG

PAGE 12

Tools Used by C-Level US Bank Execs in Priority Setting

Which of the following tools/resources do you use when deciding on strategic priorities?

(Select all that a

pply.)

INTERNAL DISCUSSION

Traditional
Progressive
All

I  80°%
I 48%
72%

END CUSTOMER RESEARCH

Traditional
Progressive
All

I 69 %
[ 55%
66%

EXTERNAL MARKET RESEARCH

Traditional
Progressive
All

I 51%
I m— 6%
55%

VENDOR MEETINGS

TRADE PUBLICATIONS

Traditional
Progressive
All

I 47 %
. 55%
49%

INTERNAL MARKET RESEARCH

Traditional

]
Progressive IS 31%

All

EXTERNAL/PEER DISCUSSION
I

Traditional

37%

35%

26%

Progressive NN 34%

All

28%

See definitions of Traditional and Progressive in Methodology and Purpose.

Source: CCG Catalyst's

2023 US Banking Study

We also asked specifically about the value bank executives see in
conducting end customer research through tools such as interviews,
surveys, useability testing, and other feedback loops, as well as
how often they are doing so. This is a critical pillar for many fintech
companies well-known for moving the bar on customer experience
and pushing the rest of the industry forward. Interestingly, while both
groups reported seeing value, progressives are slightly less likely to
find end customer research very valuable — even though they are
conducting it on a much more regular basis. They are also less likely
to use it when setting strategic priorities, though it does fall into their
top three. This could be for a number of reasons, including the breadth
of sources progressives are employing, which keeps any one factor
from carrying too much weight. However, that progressive institutions
are choosing to conduct such research frequently — nearly half say
they do so on an ongoing, iterative basis — is notable in and of itself.
Beyond demonstrating a commitment to the voice of the customer, this
points to what is reasonably at the heart of the progressive approach
to informing decisions: To collect as much information as possible and
use it loosely as a guide. This is a critical point — they're likely using
this information directionally rather than to create a blueprint. In the
end, most progressive institutions also probably rely quite a bit on gut.


https://www.ccginsights.com/research-snapshot/fintechs-win-on-experience-banks-on-trust/

Value of End Customer Research to C-Level US Bank Execs

How valuable do you feel it is to conduct end customer research through tools such as

interviews, surveys, useability testing, and other feedback loops?

Traditional 44% 45%
Progressive 34% 59%
All 42% 48%
. Very valuable . Somewhat valuable Neither valuable nor of little value . Of somewhat little value . Of very little value

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst’s 2023 US Banking Study

How Often End Customer Research Is Conducted at US Banks

To what extent are you conducting such research?

Traditional 33% LYX)
Progressive 48% 45%
All 37% 43%
B onan ongoing, iterative basis B somewhat regularly Occasionally | Rarely B Never

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst’s 2023 US Banking Study

TECHNOLOGY AND INNOVATION

Even in an uncertain climate, technology and innovation are key levers
for future direction and thus represent a vital area to assess when
looking at where banks are today. And it seems as though executives
know this — 70% of respondents to a recent study by Arizent said they
expect to increase spending on tech in 2023, while half believe the
changing competitive environment will be one of the most impactful
trends of the next three years, despite continued turbulence miring the
overall landscape. A bank that is well equipped on the technology front
can far more easily stay on top of such changes, especially as things
shift in different directions with less predictability. Promisingly, to that
end, a majority of respondents to our survey continue to feel at least
generally prepared to handle the next five years from a technological
perspective. However, both groups reported feeling less prepared in

8°

CCG

PAGE 13


https://www.ccginsights.com/research-snapshot/tech-spending-to-increase-in-2023/

CCG

PAGE 14

2023 than they did last year. Specifically, 86% and 62% of progressives
and traditionalists, respectively, reported feeling at least generally
prepared this year, compared with 94% and 84% in 2022.

US Banks’ Technological Preparedness for the Future
How technologically prepared is your business to handle the next five years?

Traditional

Progressive

All

16%

20%

31% 55% 14%

B wewil likely outpace the competition 7 weare generally prepared We're a bit behind but working to stay ahead

. We are behind the curve We're not prepared at all

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst’s 2023 US Banking Study

This could be becauseit’s less clear currently what exactly the future will
hold and where institutions need to be placing their bets. In particular,
working with new, tech-savvy fintechs used to be seen as somewhat
of a silver bullet, but now, it's evident that finding opportunities will
require far more effort. Fintech companies subsist largely on private
capital, and as mentioned, investors are tightening their purse strings.
Moreover, the private markets are putting much more emphasis on
cash flow than they did in the last few years when money was flowing
quite freely. As a result of these shifts, there are likely many, many
startups out there that raised capital when everything was easy and
full of promise which will simply not survive; for banks, that means a
smaller pool of candidates to work with. Additionally, fintech startups
(and neobanks in particular, which represent a major potential partner
pool for banks) have publicly struggled of late in critical areas like
compliance and fraud prevention. Overall, while it is reassuring that
executives remain generally confident in their technology approaches,
our data suggests that there may be some fine-tuning to be done.


https://www.ccginsights.com/research-snapshot/are-neobanks-headed-for-a-reckoning/
https://www.ccginsights.com/research-snapshot/what-is-the-future-of-fintech-engagement/

In exploring what that fine-tuning might look like, we again asked
respondents to rank a number of areas based on their bank’s
preparedness to tackle each in the next five years as well as the
expected importance of each to their business. As in prior iterations,
we plotted these areas for each group using their average rank in the
results.

Perceived Preparedness on Key Areas vs. Perceived Importance by US Bank Execs
Average rank shown, 1 is highest

2
W DIGITAL ACCOUNT OPENING
3
W MOBILE APP EXPERIENCE
4 W MOBILE APP EXPERIENCE
W BIOMETRICS
5
W DESKTOP/ONLINE EXPERIENCE
[T1] W PEER-TO-PEER (P2P) PAYMENTS
(&) DATA ANALYTICS B M DIGITAL ACCOUNT OPENING
=
IFICIAL INTELLIGENCE ® M BIOMETRICS
ﬁ 6 croun uriLizAROR &' W CLOUD W PEER-TO-PEER (P2P) PAYMENTS
o API/MICROSERVICES M UTILIZATION
o
o W DESKTOP/ONLINE EXPERIENCE
=
7
BLOCKCHAIN/DISTRIBUTED "
LEDGER TECHNOLOGY M API/MICROSERVICES
W ARTIFICIAL INTELLIGENCE
8
M DATA ANALYTICS
9 ™ BLOCKCHAIN/DISTRIBUTED
LEDGER TECHNOLOGY
W WORKFLOW/PROCESS AUTOMATION
10
M WORKFLOW/PROCESS AUTOMATION
ROBOTIC PROCESS - W ROBOTIC PROCESS AUTOMATION (RPA)
AUTOMATION (RPA)
M REMOTE WORKFORCE ENABLEMENT
11
M REMOTE WORKFORCE ENABLEMENT
12
12 11 10 9 8 7 6 5 4 3 2 1
See definitions of Traditional and Progressive in Methodology and Purpose. I TRADITIONAL
Source: CCG Catalyst’s 2023 US Banking Study B PROGRESSIVE
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There are only two areas that cracked the top five areas of importance
for both groups — mobile app experience and biometrics. Beyond that,
traditionalists are looking at desktop/online experience, peer-to-peer
(P2P) payments, and data analytics as top areas of importance, while
progressives have digital account opening, artificial intelligence (Al),
and cloud utilization rounding out their top five. This likely coincides
at least in part with traditionalists’ inclination to return to the basics
we've observed elsewhere. Progressives, meanwhile, continue to feel
more confident than traditionalists on advanced areas of technology
like Al and blockchain.

This data suggests that, while it may be challenging, progressives
generally feel confident in their ability to identify the right opportunities
and make the right calls long term, even when it comes to advanced
technologies. In particular, their emphasis on Al is interesting (and
corresponds with our results from last year), as a flurry of activity 7 is
hitting the market in the wake of the launch of ChatGPT, the Al-powered
chatbot from OpenAl, in November 2022. & This kind of Al, called
generative Al, is gaining wide attention for its ability to create content,
including new text, images, video, audio, code, or even synthetic
data, on its own. ° In financial services, this could translate into use
cases like chatbot-powered customer service (done well), improved
personalization, and Al-driven fraud prevention. "° Traditionalists, on the
other hand, allowed Al to drop out of their top five areas of importance
this year all the way to the ninth spot. This alone speaks volumes about
how each of these groups sees the market and the value they place on
staying on top of new trends, especially amid fluctuating dynamics.

It's one thing to reassess and adjust, it's another to pull back out of
fear. Progressive institutions appear to realize this — they may feel
a little less confident than they did last year, and they’re probably
looking at risk differently (as evidenced by their focus on regulatory
considerations outlined above) but they're still focused on the future.
Traditionalists should take note here; the goal shouldn’t necessarily be
to stop moving, but rather to keep moving with a more discerning eye.
Doubling down on desktop and P2P payments, for instance, screams
playing it safe. And probably too safe. Meanwhile, progressive
institutions continue to appear more advanced when it comes to
planning for future technology-related efforts, as they remain more
likely to employ agile methodologies when building their innovation or
product roadmaps. This aligns with their more thorough approach to
priority setting discussed earlier.

7. Paul Sawers, As ChatGPT hype hits fever pitch, Neeva launches its generative Al search
engine internationally, TechCrunch, February 2023
8. ChatGPT reaches 100 million users two months after launch, The Guardian, February 2023
9. Margaret Rouse, Generative Al, Techopedia, February 2023
10. Steve Morgan, What the ChatGPT do you know about generative Al in banking?, Finextra,
CCG | PAGE16 February 2023



Retail Product Development Approaches at US Banks

Which of the following best describes your product development for retail?

Traditional 16% 38% 30% 14%
Progressive 38% 50% 8% 4%
All 21% 41% 25% 12%

B Weuse agile or a similar approach to rapidly iterate = our roadmap is based on market research and industry data
" Wefocus on keeping up with competitors B our product releases are defined by our core provider

We rarely deploy new products or services

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst’s 2023 US Banking Study

Commercial Product Development Approaches at US Banks
Which of the following best describes your product development for commercial?

Traditional 17% 40% 28% 16%
Progressive 59% 22% 11% 7%
All 27% 35% 24% 14%

B Weuse agile or a similar approach to rapidly iterate = our roadmap is based on market research and industry data
[ We focus on keeping up with competitors B our product releases are defined by our core provider

We rarely deploy new products or services

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst’s 2023 US Banking Study

NEW FRONTIERS

Beyond their approaches to technology and innovation generally,
it's worth understanding how institutions are thinking about and
approaching certain areas that are taking the spotlight and have the
potential to impact the wider market. Following on from last year,
we've again analyzed bank executives' intentions across a number
of new frontiers — open banking, BaaS, cryptocurrency, cannabis,
and newly added in this installment, sustainability. Overall, the data
sheds light on how executives broadly are looking at each concept as
well as illustrates some notable differences in how progressives and
traditionalists see these fields of play.

CCG | PAGE 17
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OPEN BANKING

Open banking isn’t a novel idea — it's been percolating for a long time
in the US, and it's already maturing elsewhere. '" However, it's been
a very slow march toward anything that resembles a formal open
banking scheme in this country, where the movement thus far has
been largely undefined, and institution led. In this past year, though,
meaningful progress was made, most notably with the director of
the Consumer Financial Protection Bureau (CFPB), Rohit Chopra,
announcing at Money20/20 in Las Vegas that the agency will propose
an open banking-based data-sharing rule under Section 1033 of the
Dodd-Frank Act. "2 If this rule comes to fruition, it will require financial
institutions to share consumer data on request, marking the first
concrete, government-led open banking framework in the US. The
CFPB has since released a discussion guide for public comment and
says it expects to issue the proposed rule later in 2023, with plans to
finalize and implement it in 2024.

Unfortunately, the banking industry isn't necessarily expressing the
same enthusiasm for open data access. Specifically, while we've
certainly seen banks in the US show interest in elements of open
banking, those in our study remain hesitant to embrace data sharing on
a wide scale. And that's especially true among traditional institutions
— while 38% of progressives in this year’s survey said they are fully
committed to sharing data with third parties, about the same as last
year, that's more than double the portion of traditionalists which said
the same. In fact, traditionalists have actually become more wary of
data sharing. This further strengthens the idea traditionalists have
really retreated in their innovation efforts in the last year and are
demonstrating more reluctance in working with fintechs or other third
parties.

11. Jeffrey Romano, What Is PSD3 and When Will It Arrive?, FinXP, July 2022
12. Hannah Lang, U.S. consumer agency to move ahead with ‘open banking’ rule this week,
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Opening Banking Strategies at US Banks

Which of the following best describes your open banking strategy?

Traditional 14% 35% 33% 15%
Progressive 38% 31% 14% 3% 14%
All 20% 34% 29% 12% 5%

. We are committed to providing open data access to third parties . We're interested in working with select third-party partners
M our strategy is dependent on our core provider B weve only just begun to explore the concept

. We have no open banking strategy

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst’s 2023 US Banking Study

Additionally, traditional institutions may be reacting to the technological
burden proposed open banking guidelines could come with. According
to Chopra, the CFPB expects to propose requiring financial institutions
offering deposit accounts, credit cards, digital wallets, prepaid cards,
and other transaction accounts to set up secure methods such as
application programming interfaces (APIs) for data sharing. '* This
concept, outlined inthe CFPB’s subsequently released discussion guide
for public comment, has drawn pushback from a number of institutions
asking for a phased approach that would ease the technological and
cost burdens. ™

Overall, it's quite possible there is going to be a slog to the finish
line on this. The rollouts of regulation in other jurisdictions like the
Second Payment Services Directive (PSD2) in Europe were not without
problems and continue to face challenges. ' The good news, though,
is that we're starting to see some real movement on this front. A
unified framework would bring a lot of clarity to this concept in the US,
helping to improve security and reduce risks associated with practices / ) -1715;“0‘?2, 1
like screen-scraping that leverage the sharing of login credentials to N
access customer data. But getting to a point where institutions feel
capable and comfortable implementing open banking is going to
require collaboration. Based on our study, many banks will need to
undergo a shift in mindset as open banking becomes a reality in the
US, and that will require those designing these rules to consider their
input and incorporate it effectively.

13. Money20/20 US: CFPB to finalise US open banking rule by 2024, Finextra, October 2022
14. Evan Weinberger and Andrea Vittorio, Small Banks Urge CFPB to Phase in Open Banking
Tech Requirements, Bloomberg Law, January 2023
15. Michael B. Cohen, PSD2 and the challenges it poses to banks and customer relationships,
International Banker, June 2021 CCG | PAGE 19



BAAS

BaaS rolled onto the scene several years ago, but in 2021, it exploded.
The (debatably) novel model by which a chartered institution provides
the regulatory umbrella necessary for a nonchartered company to
offer financial services took the industry by storm as a slew of fintech
companies emerged in need of bank partners to offer financial services,
and banks took an interest at the promise of new revenue in a highly
competitive environment. But now, we're starting to see some shifts,
driven by a number of critical and accelerating pressures, including
tightening private capital, increased regulatory scrutiny, and market
saturation. Together, these pressures threaten to undermine the BaaS
model and its potential opportunity.

Likely as a result of these dynamics, and as noted earlier in this report,
BaaS dropped as a priority for bank executives in our survey this year,
both among traditionalists and progressives. However, curiously,
interest in the space doesn’t seem all that dampened — in fact, 67%
of respondents overall in this year's study say they are very interested
in providing Baa$ services (or already do so), compared with 72% last
year. This, combined with the shift in priority, indicates that institutions
may be taking a wait-and-see approach when it comes to next steps,
but an allure is still there. This is particularly evident among traditional
institutions, 60% of which say they are very interested in offering BaaS
services. Progressives, on the other hand, are more likely to already
offer BaaS and express less interest if they aren’t by now in the game.
This makes sense, as BaaS is no longer a brand new idea, and many
progressive institutions for whom Baas fits as a part of their strategy
are probably already participating.

US Banks' Interest in Providing BaaS Services
To what degree is your institution interested in providing BaaS services?

Traditional 9% 60% 28%

w
3°

Progressive 28% 34% 24% 14%

All 13% 54% 27% 3%

. We already do so . Very interested . Somewhat interested . Neither interested nor disinterested

. Somewhat disinterested . Very disinterested

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst’s 2023 US Banking Study
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Going forward, BaaSis likely to experience further growing pains. By this
point, the Office of the Comptroller of the Currency (OCC), CFPB, and
Treasury Department have all issued comments suggesting increased
concern around BaaS and expressing a need for greater oversight. And
ongoing challenges in the fintech space are unlikely to relent anytime
soon, making it increasingly difficult to find strong clients to work
with. Meanwhile, as that pool gets smaller, differentiation will become
more important, especially given the number of banks that continue to
demonstrate interest in the space.

Ultimately, the most successful BaaS banks will likely be those that
understand these nuances. As part of this, it's important to remember
that BaaS is not going to give anyone an easy win — while BaaS can
help an institution to generate impressive returns, it generally takes a
lot of time and investment to get to that point. In fact, 13 of the 30+
BaaS banks analyzed for a recent report by Fintech Business Weekly
actually had below average return on equity (ROE) for their peer group,
and those which appear to be benefiting the most are often those that
have been around the space for a long time. '® A bank that wants to
pursue BaaS will need to carefully think through how this model fits
with its strategy, the investment in resources it will have to make to do
it effectively, and its ability to handle hiccups and learnings with agility.

CRYPTOCURRENCY

On the crypto front, we've seen a huge pullback in interest, even among
progressive institutions. Specifically, only 55% of progressives in our
study say they are very likely to (or already do) offer crypto services
in the next five years, compared with 67% in 2022’s iteration. For
traditionalists, those numbers are 39% and 49%, respectively. This
cooling is undoubtedly tied to the incredible failures plaguing the
cryptocurrency space over the last year, including the spectacular
demise of FTX, the collapse of crypto investment firm Voyager Digital,
and exchange BlockFi's bankruptcy, among others. 7 Such failures
exposed systemic issues within the crypto sphere that've led to amped
up regulatory scrutiny and sent many banks heading for the hills, with
a number previously involved in digital assets taking a step back. '8 In
fact, we believe it's likely that interest and activity have receded even
further since our survey was fielded as new stories related to the space
have continued to break, for example, with the downfall of New York-
based Signature Bank, which had considerable crypto operations. ™

16. Banking-as-a-Service: 2023 Market Analysis, Fintech Business Weekly

17. Anthony Clarke, 7 biggest crypto collapses of 2022 the industry would like to forget,
Cointelegraph, December 2022

18. Rachel Louise Ensign and David Benoit, Banks Are Breaking Up With Crypto During

Regulatory Crackdown, The Wall Street Journal, February 2023

19. Signature Bank'’s Crypto Execution, The Wall Street Journal, March 2023
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US Banks’ Interest in Providing Crypto Services
To what degree do you believe your institution will offer crypto services in the next five years?

Traditional 8% 31% 31% 25% 4%
Progressive WA 48% 21% 7% 17%
I 7% 35% 29% 20% 7%

B Wealreadydoso [l Verylikely B Somewhatlikely [ Neither likely nor unlikely [l Somewhat unlikely
. Very unlikely

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst's 2023 US Banking Study

Over time, it's not out of the question that the pendulum will swing
back the other way — but it’s going to be a long road. Crypto is known
for its boom and bust cycles that cause feelings toward the market
to oscillate wildly between excitement and fear. However, recent
setbacks are arguably on a much larger scale than we've seen before,
which means crypto is probably in for a rough climb out of the pit this
time. Additionally, that climb will coincide with regulatory efforts to de-
risk and better manage the industry, 2° which will take a while to form.
As those efforts move into fruition, though, and the market responds, it
should bring clarity and stabilization. At that point, cryptocurrency may
become an attractive arena for banks again.

CANNABIS

Now legal to some degreein 37 states, ' cannabis continues to be a hot
topic. However, banks appear to be holding firm in their reluctance to
jump in too quickly, with still only about a quarter of both traditionalists
and progressives saying they are very likely to (or already do) offer
cannabis banking services in the next five years. Progressives show
slightly more inclination, with 28% saying they are somewhat likely to
offer such services, compared with only 18% for traditionalists. Overall,
the hesitation is probably tied to an ongoing split in legality between
state governments and at the federal level (it’s still illegal under federal
law) as well as a persistent lack of regulatory clarity around how
banks can compliantly participate. While there are efforts underway
to introduce such clarity, including from the still-breathing SAFE
Banking Act set to come up for discussion again in 2023, 22 nothing
has materialized in the last year to truly put bank executives at ease.
As such, until concrete guidance emerges on the regulatory side of
things, it's likely that cannabis will be an area reserved for only the very
risk tolerant.

20. Ana Paula Pereira, Treasury Secretary Janet Yellen calls for 'strong regulatory framework’
for crypto activities, Cointelegraph, February 2023
CCG | PAGE 22 21. Cannabis Banking, American Bankers Association, 2023
22. A View from Washington, DC — Banking Legislation in 2023, The National Law Review,
February 2023



US Banks' Interest in Providing Cannabis Banking Services
To what degree do you believe your institution will offer cannabis banking services in the next

five years?
Traditional ¥ 20% 18% 20% 16% 20%
Progressive WA 17% 28% 28% 14% 7%
Al BEY3 20% 20% 22% 16% 17%

B wealreadydoso [ Verylikely B Somewhatlikely [ Neither likely nor unlikely [l Somewhat unlikely
. Very unlikely

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst’'s 2023 US Banking Study

That said, though, a reluctance to be early to the party doesn’t
necessarily suggest low interest. The cannabis industry represents
a huge opportunity for banks — revenue from direct marijuana
businesses alone is expected to surpass $48 billion by 2025, according
to data from Arcview and BDS Analytics cited by Bank Director. 2 And,
as the regulatory picture grows clearer, it's very likely that cannabis will
morph into a legitimate industry that needs financial support. When
that happens, we expect many more institutions to get involved, as
anecdotal discussion around cannabis is quite high among financial
institutions and indicates they do see the possibilities. %

SUSTAINABILITY

The move toward environmental sustainability in banking, particularly
in the context of carbon-related initiatives, is seeing increased activity
in the US and globally. This is being driven by demand from a number
of stakeholders, including regulators, investors, employees, and
customers. As a result, new ways of doing business and thinking
about financial services are emerging as institutions look to reduce
emissions across operations and other activities. Moreover, beyond
environmental issues, banks are looking to incorporate fundamentals
into their sustainability approaches across areas like diversity and
inclusion as well as corporate responsibility. Together all of these
elements make up the acronym often used to define sustainability
frameworks, ESG, which stands for environmental, social, and
governance.

Banks in our study are very much aligned with the wider market trend
on this frontier — in fact, 59% of all respondents say they either already
have a sustainability strategy in place or are very likely to implement
one in the next five years, with another 21% reporting they’re somewhat

23. Stacy Litke, Understanding the Cannabis Banking Opportunity, Bank Director, May 2022
24. Cannabis banking draws more interest as industry optimistic on legal clarity, S&P Global CCG | PAGE 23
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likely to do so. However, when it comes to headway, progressives are
outpacing their traditional peers. Specifically, 34% of progressives have
implemented their strategy by this point, compared with just 16% of
traditionalists. This suggests that traditionalists are lagging in turning
intentions into action.

US Banks’ Likelihood of Implementing a Sustainability Strategy

To what degree do you believe your institution will implement a sustainability strategy in the
next five years?

Traditional

Progressive

Al

16%

20%

35% 28% 18%
34% 48% 7% 10%
39% 21% 16% 4%

B wevealeadydoneso [ Verylikely B Somewhatlikely B Neither likely nor unlikely [l Somewhat unlikely

. Very unlikely

See definitions of Traditional and Progressive in Methodology and Purpose.
Source: CCG Catalyst's 2023 US Banking Study

Overall, though, we are still at the very early days of this. Even those
with a strategy in place likely have a way to go, and that's because
this is not an easy arena to tackle. Environmental sustainability, in
particular, is complex and scientific, and few banks have fully cracked
tracking and reporting on their emissions, let alone their reduction
plans. 2° But urgency is growing — from demands by stakeholders to
potential regulation to the business and reputational risk involved in
staying on the sidelines, pressures to have a plan are only going to
mount. Given this, institutions that haven't started thinking about their
approach to sustainability might want to consider getting a move on.

The frontiers we've chosen to cover in this section represent a small
subset of the opportunities out there. We've focused on these because
of the central roles they are taking in the conversation, but there are
undoubtedly others to consider and new ones popping up all the time.
The larger point is that, by looking at how your peers are embracing
new areas and trends, you can better identify how they might apply to
you. That's true for the areas discussed above, and it's true for other
possibilities. However, it's important to stay on top of the ebb and flow
of things, as what may seem cutting-edge now could be mainstream
tomorrow — or it could be out entirely.

25. Banks face grilling over carbon emissions, The Financial Times, May 2022



FINAL THOUGHTS

The purpose of this report is to give banks a better understanding of
where their peers are today and how they are thinking about things,
from baseline capabilities to the hottest pockets of innovation. No
matter how boring or exciting the topic is, there is great value in
looking at where your peers are headed in the context of your own
business. One thing to note, though, is that it is amazing how quickly
things can change, and we should all have a pulse on that, too. The
reason we do this report every year is because attitudes and priorities
shift — progress is not static by definition. As a result, it is absolutely
essential for banks to keep revisiting this exercise and taking stock of
how others are adjusting to the environment around them, changing
market conditions, new innovations, and any other dynamic that might
be relevant.

As always, you should take these insights as they make sense for you.
The data in this report is meant to show how different institutions
are approaching the future and identify areas more forward-thinking
participants are focused on. Those areas may or may not be applicable
to your bank. The objective is to look at the data and take from it
lessons that can inform your perspective and strategy into the future.
We should all be charting our own path, even if we're generally headed
in the same direction.
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SURVEY RESPONDENT DEMOGRAPHICS

Demographics by Role Demographics by Group

24%

Progressive
M Chief Technology Officer

Chief Financial Officer
M Chief Administrative Officer 76%
Chief Executive Officer Traditional
M Chief Strategy Officer
Chief Data Officer
M Other C-Level

Respondent Institutions by Asset Size

Traditional 23% 24% 26%

Progressive [EX‘S {1} 21% 3%
All 18% 20% 25%
. < $500 million . $500 million - $1 billion . $1 billion - $10 billion $10 billion - $100 billion . > $100 billion
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RESULTS-ORIENTED AND CLIENT-FOCUSED

CCG Catalyst Consulting (www.ccgcatalyst.com) is a global management consulting firm specialized across
financial services focused on banking and fintech. The financial services industry is in a disruptive stage. The velocity
of change is accelerating. Banks & Credit Unions are consolidating with Fintech maturing. Ongoing challenges related
to Open Banking, Challenger Banks, Al, Synthetic Data, Digital Experience and so much noise. There are so many
strategic options that decision-makers become overwhelmed.

As a firm, we collaborate with our clients to bring market knowledge, opportunity, research, and vision. We form a
relationship to guide our clients through the velocity of change that ignite the future of our industry. As a leader, we
bring expertise and vision to drive strategic value to our clients and the financial services industry. As consultants we
utilize a strategy driven approach with our award winning 4D™ methodology connect to strategy, innovation and provide
a broad range of services in digital transformation, technology, strategy, and operations. The firm’s industry experts
leverage decades of experience to improve business planning, strategies related to digital experience, technology,
payments, lending, retail, operations, and organization. The firm has a unique approach for contract negotiation,
evaluation, implementation, and merger acquisitions.

Our clients expect us to be the trusted subject matter expert and lead them through the current and future state of
business confusion.
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