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Agenda

» Overview of disruption in financial services

* Signs you are being disrupted

» What are disruptive financial institutions doing?

* Moving beyond disruption
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Signs of Disruption Within The Credit Union System

% of CUs With Membership Growth < 0%: 2011-2014
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Section |

Overview Of Disruption
In Financial Services
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Jamie Dimon on Disruption

“Silicon Valley is coming. There are
hundreds of startups with a lot of
brains and money working on various
alternatives to traditional banking.”

Jamie Dimon
Chairman and CEO
JPMorgan Chase & Co.
April 8, 2015
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FinTech Investments Tripled in 2014

Figure 4: Global FinTech Financing Activity
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Source: “The Future of FinTech and Banking: Global Fin Tech Investment Triples In
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Startups are to Credit Unions & Banks
What Piranhas are to Water Buffalos

7 - "- . _____ - e - 3 --
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Disruptive Startups Trying to Unbundle CUs & Banks
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Section Il
Signs You Are Being Disrupted
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You Know You're Being Disrupted When...

N N N
The percentage of

members having share
draft accounts has
been declining

Your membership has Your assets per branch
been declining in has been falling
recent years S ELY

~ ~ »

Your members’
Your average number The share of members outbound ACH payees
of products per < 30 years old has include Lending Club,
member has declined dropped in recent years Prosper, Sofi, Target,
N N N Paypal, etc.
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Disruptive Startups Have Not Captured Significant Share... Yet

Mortgages
Unsecured
Consumer Auto Student Small
Credit Loans Loans Business
Loans

U.S. Consumer / Small
Business Lending

Q Largest 2 Marketplace Players

Source: Federal Reserve, JPMorgan: company websites: lit saarch

#iLendingClub

V|RTUAL CONFERENCE. REAL |NS|GH]’S. Source: “Is Banking an Engineering Problem?”, Renaud LaPlanche, CEO,Lending Club, April 2015
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Lending Club’'s Remarkable Growth

Lending Club facilitated $1.9 billion in new loans in Q2 2015

LendingClub
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Source: Lending Club
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Nearer-Term Threat: Disruptive Financial Institutions
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Section Il
What Are Disruptive Financial Institutions Doing?

VIRTUAL CONFERENCE. REAL INSIGHTS.

Types of Disruptive Financial Institutions

Importance of Attribute to Business Model

Own
Branches Customer
Base

3rd Party
Partners

VIRTUAL CONFERENCE. REAL INSIGHTS. Sl At il e




3/9/2016

Disruption Enablers: Defining Characteristics

'l Rent-a-charter

Reliant on partnerships, e.g.,

FinTech startups

Small or non-existent customer base

VIRTUAL CONFERENCE. REAL INSIGHTS.

Disruption Enablers: CBW Bank

, €>CBW

B A N K WEIR

City Limit

Pop. 686

Hoven diripple Lalos

V|RTUAL CONFERENCE. REAL |NS|GHTS' Source: “Small Bank in Kansas Is a Financial Testing Ground”, DealB%k, New York Times, 12/13/2014
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Disruption Enablers: Former Zopa / CU Partnerships

How Zopa Operates Nationwide
Through Just Six Credit Union
Partners

By Jim Bruene Posied on Decernber 7. 2007
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Whatever It Tokes CREDIT UNION

Get there. Start here.

V|RTUAL CON FERENCE' REAL INblGH[ S. Source: First Look: Zopa Opens in the United States with Depository Model”, Finovate Blog, 12/2/2007

Challengers: Defining Characteristics

Built from the ground up as internet / mobile-only FI
Offer both deposit and credit products

UXJ Deliver a very simple user experience

/.{I Leverage data analytics extensively

e

‘ API} Utilize an API layer to connect to third party services

N~

VIRTUAL CONFERENCE. REAL INSIGHTS.
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Challengers: Role of the Open API Layer

Open application
programming
interfaces (APIs)
provide external
developersthe
ability to connect

to a financial
institution through
a controlled access
channel to make
use of customer
data

VIRTUAL CONFERENCE. REAL INSIGHTS.
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Source: “Why Fintech Banks Will Rule The World”, The Financial Services Club Blog, 4/9/2015; Yodlee

Challengers: Fidor

* Chartered bank in Germany

» Designed exclusively for
digital channels

* Leverages an open API
» Operates an online user

community

* Opened for business in the
UK in April 2015

» Coming soon to the U.S.
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P2P Lending

smava

Online
Investing
Retirement
_dfairrde ““ayondo

Investing for

Beginners
Payments y
&ripplelabs
Brokertain

finmar¥

P2P Lending for Small Businesses
Source: Fidor Bank; CUNA Mutual Group Analysis
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Challengers: Virtual Credit Unions
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i Employees Credit Union is a naticrwide, virtual credit union providing financial services to utility and energy workers and their
families since 1934 Its membership includes the employees of 600 companies. is among the two percent of U.S. credit unions to
receive an A "Excellent” Weiss Rating for financial soundness and one of the few financial institutions to reward its members with a year-
end bonus dividend, which last year totaled nearly $1 million.

V|RTUAL CONFERENCE' REAL |N5|GHTS. Source: Utilities Employees Credit Union website

Progressive Incumbents: Defining Characteristics
* Strive to provide a true omnichannel experience
UX) Deliver a simple, convenient user experience
G Optimize branch networks

A\ . . . .
Provide personalized financial management tools
\/ P &

"f{l Leverage data analytics extensively

@ Actively engage in experimentation

A . - 0 .
@ Invest, acquire and engage in strategic partnerships

VIRTUAL CONFERENCE. REAL INSIGHTS.
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Progressive Incumbents: Omnichannel Experience

Cross Channel Journeys: Loan Application

jii”ﬁ | | [ e | |
Check Rates f\l @X @ ()

Select Products @
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source: =) BRACHKBRASE

V|RTUAL CONFERENCE' REAL |N$|GHTS' Source: “The Multi-channel Banking Challenge”, BankNxt.com, 7/26/2012

Progressive Incumbents: Optimize Branch Networks
BANK BRANCH FOR SALE [anc ICIV\/ESt emmrias Teien | = ===

3195 S Ac s Road, Englewood, FL 34224 COMMERCLAL

( Deploy Temporary Branches ] [ Move to Small Format Branches |
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Progressive Incumbents: Personal Financial Management Tools
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Progressive Incumbents: Analytics

Progressive incumbents leverage data analytics extensively

Areas Benefiting from Analytics Use of Advanced Analytics in Banking
Eusines S5 1: 0% 24%
[}
i~
Marketing Customer (7]
Insight + $1B-$508B [RrIIL
a
<
> $50B
Customer ! !
Experience
Mgmt. 0% 50% 100%
Channel B Have / Piloting Analytics Capability

Execution

H Planning Analytics Capability
VIRTUAL CONFERENCE. REAL lNSIGHTS' Source: “Customer Analytics Is Key To Growth In Banking”, thefinancialbrand.com, 12/31/2014
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Progressive Incumbents: Experimentation

Innovation Labs Startup Accelerators
Barclays Accelerator

C CAPITAL ONE LABS o

Ly Startup Accelerator
FARGO

Wells Fargo Labs

Hackathons

First National Bank of Omaha to host first
Code One Hackathon

19 Sep 2013 / Megan Bannister

@ Guests, Opinion

VIRTUAL CONFERENCE. REAL INSIGHTS.

Progressive Incumbents:
Investments, Acquisitions & Strategic Partnerships

( Strategic Partnerships ) Acquisitions )

e ology helps reach more people o l ons
l 6k OREW ROSS SORKI
ettty Davory I 'eii B

BBVA Buys Bankmg Start Up Slmple for $117 Million

By WILLIAM ALDEN TTRRUARY 20, 2014 234 PM W1 (

|EDGE FUNDS

Investments )

Chain Raises $30 Million from Financial Industry Leaders - Learn more

VISA pMhasdaq it Caﬁ"a}Oﬂe fiserv.
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Section IV
Moving Beyond Disruption

VIRTUAL CONFERENCE. REAL INSIGHTS.

Moving Beyond Disruption: Increase Member Value

Member [ Perceived Perceived
Benefits Sacrifice

Value

* Simplified, consistent * Fewer hassles
experience across * Reduced uncertainty
all channels about finances

* Greater convenience * Possibly lower prices

* More relevant products/ if costs savings from
services efficiencies are passed

* Greater control on to customers
over finances

VIRTUAL CONFERENCE. REAL INSIGHTS. Source: CORAMutudloroup Anshysls
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How Can Credit Unions Create More Member Value?

1. Embrace Member Centricity

2. Provide a robust, consistent multi-channel experience

3. Optimize branch networks

4. Become an “analytical credit union”

5. Actively engage in and support experimentation

6. Make strategic build / buy / partner / collaborate decisions
VIRTUAL CONFERENCE. REAL INSIGHTS. Source: CUNA Mutual Group Analysis

Member Centricity Defined

“A way of banking based on trust and fairness
that uses knowledge of customers to meet
their needs and achieve sustainable, valuable,

long-term relationships.”

- Boston Consulting Group
March 2012

VIRTUAL CONFERENCE. REAL INSIGHTS.
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Strategy

Culture

Organizational structure

Key process

Rewards

Best product

Focused on new product
development

Profit centers organized
around products

New product development

Rewards new product
development

Product Centricity vs. Member Centricity

Product-Centricity Member-Centricity

Best overall solution for
member

Focused on identifying
new member needs to fill

Profit centers organized
around member segments

Member experience
management & solution
development

Rewards development &
deepening relationships

Source: Designing the Customer-Centric Organization: A Guide to Strategy, Structure and Process,

VIRTUAL CONFERENCE. REAL INSIGHTS.

Jay R. Galbraith, 2005; CUNA Mutual Group Analysis

Member Centricity Example:
Personal Financial Management Tools

VISIBILITY PFM

VIRTUAL CONFERENCE. REAL INSIGHTS.

Source: Credit union websites, CUNA Mutual Group analysis
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Provide A Robust Multi-Channel Experience

I T 85%
Bank branch B2%
B7%
1 74%
g
75%
| 332"% 12011
Telephone banking ]33% [ 12012
e — B o
M 2014
| 65%
Online banking’ _167% =
] /%
| 20%
Mobile banking? 26%

30%
35%

Note: Percentages are of all respondents with a checking, savings, or meney market aceount for each banking channel, regardless of mobile phone ownership or access to the
Internet. Questions about usage of bank branches and ATMs were not included on the 2011 survey.

Source: “Consumers and Mobile Financial Services 2015”, Board

VIRTUAL CONFERENCE' REAL lNSlGHTS. of Governors of the Federal Reserve System, March 2015

Multi-Channel Users Are More Loyal & Engaged

Traditional Banks’ 2014 Net Promoter Scores

40
Use Multiple Channels 34
30 27
E
S 20
& 11
10
0 T 1
Use Branch Use Digital Low Medium High
Only o

Avg. Number of

Products Owned 2.4

Note: Each of the above categories may include users who interact via ATM or phone
VIRTUAL CONFERENCE. REAL INSIGHTS.

Source: “Customer Loyalty In Retail Banking: Global Edition 2014”, Bain & Company
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Optimize Branch Networks: Teller Transactions Trend
Average Branch Monthly Transaction Volume
Credit Unions & Community Banks
11.7
o 12 10.8
L 9.9
'T_, @ 10 8.9
= O
25 5 6.8 6.4
© 8 6
5 S
3- 4
E D
O T T T T 1
1992 1996 2002 2007 2011 2015
V|RTUAL CONFERENCE' REAL INSIGHTS. Source: 2015 FMSI Teller Line Study, May 2015

CU Branch Networks: Greater Efficiencies Needed
Operating Expense Ratios
by Assets per Branch

<$20M 414 3,282
S =
G |$20M-$50M 380 1,761 | 3
o <3
& $50M-$100M 340 696 2
(]
(7, =h
T $100M-$500M 26 239 2
2 (7]

>$500M 140 13
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Basis Points
V|RTUAL CONFERENCE. REAL INS'GH[S' Source: NCUA 5300 Call Report Data, CUNA Mutual Group analysis
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Analytics: Examples of Possible Insights

The value of each
network in which your
credit union participates

How your portfolio is
performing, year over
year

The income and

profitability of

Data Tell each ATM
You?

Trends in member What Can
behaviors

How new regulations will
impact your bottom line

Where, when and how
fraud is occurring

How to best serve members
with new products

Which card holder segments
are underperforming

Which millennial members
use your card to shop iTunes -
and which don't

V|RTUAL CONFERENCE' REAL |~$|GHTS' Source: “Putting Analytics to Work” infographic, Co-op Financial Services, Aug. 2015

Actively Engage In And Support Experimentation

[ Filene Research Institute ] [ Digital CU Startup Incubator Collaboration ]

WELCOME

N

IS

Filene i3

[ Members Development Company ]

VIRTUAL CONFERENCE. REAL INSIGHTS.
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Make Strategic Build/Buy/Partner/Collaboration Decisions

Example: “We need to get better at data analytics.”

Do you have enough time to develop this capability? Build
Do you have in-house expertise? an in-house analytics capability

Is time in short supply?
Do you lack in-house expertise?
Is it critical to own this capability?

Buy

an existing data analytics firm

Is time in short supply?
Do you lack in-house expertise?
Are you seeking a best-of-breed solution?

Partner
with an analytics CUSO / firm

Do you lack scale, resources and/or expertise?
Do you have enough time to develop?
Are collaboration partners aligned?

VIRTUAL CONFERENCE. REAL INSIGHTS.

Collaborate

to create a shared capability

Recap: Six Action Steps for Creating More Member Value

Embrace Member Centricity

Provide a robust, consistent multi-channel experience
. Optimize branch networks

Become an “analytical credit union”

Actively engage in and support experimentation

L A

Make strategic build / buy / partner / collaborate decisions

VIRTUAL CONFERENCE. REAL INSIGHTS. Source: CORAMutudloroup Anshysls
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So What'’s the Pay-Off?

Progressive Credit Unions Enjoy Higher Membership Growth
30% 2011-2014 Membership Growth By e-Service Offerings
(1)

e-Services:
Mobile banking
20% e Electronic bill payment
e-Statements
Remote deposit capture W <2 e-Services 2010-14

10% B Increased to 2+ by 2014
B >2 e-Services 2010-14
0%
<$100M $100M-$500M $500M-$5B
-10%
*Note: Small number of CUs in this category; N = 11 Source: NCUA 5300 Call Report Data, CUNA Mutual Group analysis
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“The greatest danger in times of turbulence
is not the turbulence - it is to act with

yesterday’s logic.”

- Peter Drucker, Management Consultant, Educator, And Author

VIRTUAL CONFERENCE. REAL INSIGHTS.
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CUNA Mutual Group

Trusted to act in the best interest of credit unions
and their members for more than 80 years.
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