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FINTECH PANEL
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DISCLAIMER

®* The opinions expressed are the panelists’ and do not necessarily reflect the
position or perspective of the Department of Financial Institutions (DFI) or the

Commonwealth.

O—

® We do not endorse any of the fintech companies or products referenced in

this presentation.




INTRODUCTION

® Your Moderator:

® Kelly May, Public Information Officer

® Your Panelists:
® Brad Johnson, District Manager (Depository)
® Chad Harlan, Branch Manager (Nondepository /Securities)

® Anthony McKinney, Examiner (Securities)




WHAT |S DFI¢

®* Department of Financial Institutions = state regulator

® Depository Institutions Division = state-chartered banks and credit unions
®* Nondepository Institutions Division = lenders and wire transfer companies

® Securities Division = investment professionals and products




WHAT DOES DFI DO¢?

® License and register firms and individuals
® Conduct examinations
l ® Investigate complaints or potential fraud

® Provide educational materials for consumers
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fin'tech  ‘fin tek/  noun

WHAT IS FINTECH2 Fintech companies are businesses that leverage new

technology to create new and better financial services for
both consumers and businesses.

‘} Technology




1l 1% HISTORY AND BANKING
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THE EVOLUTION OF FINTECH

® 1865 — The pantelegraph is used to verify
signatures in banking transactions between Paris and
Lyon, France.

® 1918 — The Fedwire Funds Service is established by
the Federal Reserve Banks to transfer funds and

connect all 12 Reserve Banks by telegraph using
Morse code.

® 1950 — Credit cards are introduced starting with
Diners Club card.

® 1967 — Barclays bank introduces the world to the
first automated teller machines (ATM), initially called

a “robot cashier.” | A -
1967 — ATM, aka “robot cashier” ‘ ‘ ?




THE EVOLUTION OF FINTECH gg o

® 1971 — The National Association of Securities = A
— » — W s
Dealers Automated Quotations (NASDAQ) is
established, introducing the era of all-electronic
trading. 1971 — NASDAQ)’s all-electronic trading

® 1982 — E-Trade, the first online brokerage, is
established.
® 1997 — First mobile payment was realized by

text message, buying a Coca-Cola from a

vending machine in Finland.

® 1998 — Maijority of U.S. banks establish their first @
NNt
/O transactional websites for Internet banking. 1997 - First mobile payment ?




THE EVOLUTION OF FINTECH

® 1998 — PayPal was funded under the name

Confinity as a mobile payment platform for
Palm Pilots and PDA:s.

® 2009 — Version 0.1 of Bitcoin is released to

the world.

® 2011 — Google launches Google Wallet,
allowing consumers to use smartphones to

make payments.

/o‘ 2014 — Apple launches Apple Pay.

1998 — PayPal

2008 — The
mysterious
Satoshi
Nakamoto
created the SATOSHI

o . NAKAMOTO
Bitcoin.




THE EVOLUTION OF FINTECH

® 2015 — For the first time, more people use

mobile banking than physical branches.

® 2016 — The first fintech bachelor program
l was created in Frankfurt, Germany.

2015 — Mobile banking surpasses physical

Frankfurt Schoot ; |

Digital Innovation & Fintech
BSc in Business Administration

Aeacti.ee s nce el leavene

Ry wsceece e DEFEN 6,800 0

2016 — First fintech bachelor program
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Nearly US$100 billion has flowed into fintech
ventures since 2010.

Global fintech financing activity by region rbegend e
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Source: Accenture Research analysis of CB Insights data

https: / /newsroom.accenture.com /news/ global-venture-capital-investment-in-fintech-industry-set-record-in-20 17 -driven-by-surge-in-
india-us-and-uk-accenture-analysis-finds.htm




Most fintech investments went to lending, payments
and insurance technologies in 2017.

Global Fintech financing activity - Legend
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https: / /newsroom.accenture.com /news/ global-venture-capital-investment-in-fintech-industry-set-record-in-20 17 -driven-by-surge-in-
india-us-and-uk-accenture-analysis-finds.htm




INDUSTRY DISRUPTOR — EXAMPLE
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® Bank drafts then ...

l SR el
® Bank drafts now ...
[ popmoney

v

/O Disclaimer: Inclusion on this slide does not constitute endorsement by DFI.
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Lending ?
= Investments ‘ 3
Core
g‘ Banking

Disclaimer: Inclusion on this slide does not constitute endorsement by DFI.
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Tom Loverro, Up & Right, November 16, 2014. Accessed November 7, 2017. Available at: http://tomloverro.com/day/2014/11/16.
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Disclaimer: Inclusion on this slide does not constitute endorsement by DFI.



http://tomloverro.com/day/2014/11/16

. #RegTech
“We’re doing all we can to hold back the competition.” @trg o6




REGULATORY SANDBOX
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LENDING APPLICATIONS
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NONDEPOSITORY PRODUCTS

6 DFI REGULATES:
®* Mortgage loans

l ® Consumer and industrial loans
® Payday loans

@)

® Wire transfers
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HOW PEER-TO-PEER LENDING WORKS*

Commitsto a
_ borrower (2)

Gives cash to the
latf platform (6)
Lending Platiorm i
Borrower f‘””“a‘)““ e , romeemwell | cnder/Investor
s 8 (e.g. Lending Club) [rsepssss
(10} (11)
\ - A
\ \ , |
b ~ Issues the actual Informs third- { |
Y \03“ (4} pasty bank.that | oan | Purchases the foan note
S . BOtTOmeE: 1% | note{8) | using mvestor’s cash {7)
~ \ venfied, : |
Loan note {5} ~ Investors have
o committed (3) ( |
N | |

Partner Bank (e.g.

WebBank)
) B ~ T ~
s Ininial application and funding == == == = Loan note purchasing bl l N l [ L L l (J LNL [_
- e == oan note transfer o= w- - = | 0an repayment

*This is a simplified graphic showing how a loan is processed through a peer-to-peer marketplace - revenue sources such as fees are not included.




Value of global peer to peer lending from 2012 to 2025 (in billion U.S.

dollars)
1250
1 000
1 000
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o
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2012 2013 2014 2015* 2025¢%
Source Additional Information:

Nunatak Worldwide; Nunatak; 2012 to 2014
Statista 2018
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MORTGAGE APPLICATIONS

7" ROCKET
_ MORTGAGE

by Quicken Loans

/i/o Disclaimer: Inclusion on

—
lendingtree

this slide does not constitute endorsement by DFI.




CYBERCURRENCY

ring money online

| m &Pay [Provn

/i/) Disclaimer: Inclusion on this slide does not constitute endorsement by DFI.




TRIBAL LENDERS

7\
GreatPlainsLending @ spotloan

l Ameriloan

//} plainf  MOBILOANS
.,

Disclaimer: Inclusion on this slide does not constitute endorsement by DFI.
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ROBO ADVISERS
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#4 Betterment
A wealthfront ﬁ Vanguard'

charles SCHWAB

DIC WiseBanyan

B FutureAdvisor
14 Financial Guard

McrkefRiders
Fidelity Gor
» rebalancein» @ SIGEIC
ol -
T"ado?v',(s!,,'}g AssetZuilder

Disclaimer: Inclusion on this slide does not constitute endorsement by DFI.




America Is The Realm Of The Robo-Advisor
Top Robo-Advisors by assets under management (in million U.S. dollars)

vanguard 2= I, 47,000
(L Schwab Intelligent Portfolios 2= N 10,200
Betterment EEE I 7 360
Wealthfront 2= I 5.010
Personal Capital 2= J 3,600

Future Advisor (Blackrock) 2= || 808
Nutmeg 751 I I I I

l AssetBuilder 2= || 671
Wealthsimple |+l | 574
O Financial Guard 2= | 454

Rebalance IRA 2= | 403
Scalable Capital 8 | 155

\ / Information based on latest available data, as of February 2017.
We do not claim completeness of the information given

@ @ @ Sources: Statista estimates based on company information, -
statista ”a

@statistaCharts Press Releases, Graphiqg, Nerdwallet, CNBC, Business Insider

// Disclaimer: Inclusion on this slide does not constitute endorsement by DFI.
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HOW BIG
WILL IT BE?

More investors hand their money to robots

Money managed by robo-adviser startups, in billions

512 hillion

&2 hillion

%0.9 hillion

SH.4 billion

5.2 hillion l

End of 2012 End of 2013 Start of 2015 Mid-2015 Forecast for

$12

10

end of 2015

Source: Aite Group, a research and advisory firm

Robo-advisors could be managing
as much as $2.2 trillion by 2020

2016 2017 2018

SOURCE: Bloomberg, Investor Junkie

2019 2020

visualcapitalist.com

November
2015

October
2016




BBVA INNOVATION CENTER

“ROBO ADYISERS

How they work?

SsSess a parson'’s incame and find out: how much they can afford,
how much they nead 10 save, study the best tax strocture and
decyde what investments should be made 1o realze those
obectves. Inteligent alzorthms can now ao that

. ©

Investment? Time?

O
@ The answers are analyzed and the o 0 oO
akgorthms are processed, thus (o) | / /
designing a tailored mvastment pan ' (o] \O /

(@ Users can adust ther goal and rsk
tokrrance as they prefer

robot can charge lower fees

(@ Thanks to automation, an automated o] \\\\
J/




PROS OF ROBO ADVISERS

* Algorithms (“unbiased" advice)

® Low/no minimum investment required
® Low fees

® Transparency

® Customized solutions

® Online tracking




CONS OF ROBO ADVISERS

® Not personalized
® Fees may not be lower

l ® No relationship (face-to-face /office)
® Could invest too little

® Limited account options




Different Strokes For the Same Folks

With robo-adviser services, investors can get diversified, low-cost portfolios, most commonly made up of
exchange-traded funds. But the suggested holdings can vary significantly among the firms. Here are
asset-class mixes recommended by five firms for an investor with a moderate risk profile.

U.S. stocks 30% 41% 34% 38% 32%
International
stocks 30% 17%
36% 16%
31%
U.S. bonds 12%
34%
International 9.5% 16% £9%
1 3 23%
19% 4%
) 15% :
Schwab Intelligent Wealthfront Betterment TradeKing Core Motif Horizon )
Portfolios (moderate 15-year)

Note: For a full list of each firm’s recommended exchange-traded funds, look for the related story at blogs.wsj.com/totalreturn/.

Source: the companies ) ) ) o ) THE WALL STREET JOURNAL.
// Disclaimer: Inclusion on this slide does not constitute endorsement by DFI. I |



FINANCIAL
ADVISER |

Satoshi Kambayashi




BLOCKCHAIN, CRYPTOCURRENCY
AND ICOS
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WHAT IS BITCOIN®?

® Bitcoin is a digital cryptocurrency that utilizes distributed ledger technology to

record transactions in a blockchain.

l ® https://blockchain.info







DIGITAL CURRENCY V. FIAT CURRENCY

® Not issued by national government
® Not backed by a bank or government

l ® Not “legal tender”

® Decentralized v. Centralized




BLOCKCHAIN

Blockchain is...

® A big file

l ® Stored on many computers d

®* Managed by software which uses cryptography ,‘.i-

Q to secure the data in the file. iﬁp {
f SRS ety




DISTRIBUTED LEDGER TECHNOLOGY

@

/i Centralized Decentralized Distributed
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BLOCKCHAIN UTILITY

Value Exchange

Network Infrastructure & APIs
Document Storage & Delivery
Digital Content

App Development
Marketplaces

Smart Contracts

Financial
Currency Exchange
& Remittances
Syndicated Loans
Private Shares
Treasury Repos
Loyalty Point
Interbank Payments
P2P Transfers
Insurance

- /\sset Registries
Gold & Diamonds

Blockchain
Value Chain

a
ecurity
Digital Identity Management
Authentication & Authorization

Compliance/KYC/AML
Governance & Risk
Management

Auditing

th

Property Titles/Land Records
Data Storage

Supply Chain Management
Logistics

IOT




USES OF CRYPTOCURRENCY

THEORETICAL USES: ACTUAL (CURRENT) USES
® Buying Mundane Goods & Services ® Money Laundering

® Donating to Charity ® Purchasing lllegal Goods
® International Transactions ® Ransomware

® Speculation
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http://coinmarketcap.com/
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Valuation

Smart Money

=
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Stealth Phase

Institutional
investors

Awareness Phase

“New Paradigm”!!!
Denial

Delusion Return to “normal”

Mania Phase

https://people.hofstra.edu/geotrans/eng/ch7en/conc7en/stages_in_a_bubble.html

Blow off Phase
4.
Time /




SMART CONTRACTS
O 2, 3

— a0z
g g
Q o

An option contact between A triggering event like an Regulators can use the blockchain
parties is written as code into the expiration date and strike price is to understand the activity in the

blockchain. The individuals hit and the contract executes itself market while maintaining the
involved are anonymous, but the according to the coded terms. privacy of individual actors’ positions

contact is the public ledger.




INITIAL COIN OFFERINGS (ICOS)

Get in the Know
" About IC0s

Initial Coin Offerings

NASAA
\ &, &
j/) Informed Investor Advisory and video link at http: //www.nasaa.org/ 44836 /informed-investor-advisory-initial-coin

-offerings/



IS IT REAL?

HOWEYC@]NS ABOUT INVESTMENTLADDER MEETTHETEAM  TESTIMONIALS CONTACT

{ - - o™

PRE-ICO SALE IS LIVE

| 15% ‘BONUS ENDS IN TOKEN SALE!
26

Learn More
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CONCLUSION
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FINTECH IS EVERYWHERE

e
Banking

Transportation Educabon &
a () i @eis @ KICKS TARTER upwork" coursera
airbnb
gidecan %d’%@ ®cleartrip s G TaskRabbit {A udemy

yR Qo Rl  Zearly

Disclaimer: Inclusion on this slide does not constitute endorsement by DFI.
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WHAT DOES IT ALL MEANZ?

i [ [ [

Regulatory Cybersecurity Risk Privacy
\ f

Innovation

Awareness

Unknowns: Market Upheaval? Fraud?




DFI TEACHER RESOURCES

® http://kfi.ky.gov/public/Pages/teacher.aspx

® Stopping Cybercrime
® Student workbooks
® PowerPoint with teacher notes
® Classroom activities

® Handout with additional resources and activities

® Basics of Saving and Investing: Investor Education

2020

® Entire curriculum — print what you want!

STOPPING CYBERCRIINE:
A STUDENT WORKBOOK

vamo by the Financial Cybercrime Task Force of Nentucky,
n Internal working group of the Kentucky Department of Financial Institutions

E.'EHI‘E me nlE IMEIIEH
1 e o \\ 7 Mok i
l f e Nag N L

HHURDUIARE AND SOFTIIRRE

ma < Iastak virea/ matwive protectien

* Useire ol saftwiry snd irmtadl sedches
Protect hame ratwarks

‘
“ Reve! Aol OF TRRETasT” BasswieT

CLICKING. SHARINE. SAVINE -
* Never Sve out prisened infommetion over
ghons. sl or social media

1

Fooon the Ve 11 o

THE BASICS OF
SAVING + INVESTING

/) ® Learning objectives, activities, handouts and worksheets



http://kfi.ky.gov/public/Pages/teacher.aspx

TEACHER RESOURCES

® http://nextgenpersonalfinance.org/

®* Next Gen Personal Finance

® Budgeting Apps Project

® Online Tools and Apps Project

® Person-to-Person Payments Activity
Q ® Robo Adviser Activity
®* Apps The Force Us to Save Activity
® Let’s Go Bitcoin-ing Number Chug
\ ® Why Bitcoin Will Bust Student Handout

Mext Gen

Personal

Select Resources Relating to Fintech NG Finance

Maney Apps
+ Budeeting Apps [NEPF Project
W In this Comman Core Standards-aligned project, students will explore
the sver-ewohing line of online znd mobile budgeting toals svailable to

help them understand their spending.

+ Online Tools and Apps [NGPF Project

W In this Commaon Core Standards-aligned project, students will explore the
ever-evolving line of online and maobile finance tools available to

supplement their banking.

Mobile Payments
Reference:

® The State of Gen £ 2017 (Center for Generational Kinetics)

® Articls About Venmo Payment App (The Mew York Times)
Resource:

+ [Euxplore Person-to-Person Payments [NGPF Al:tiv'rnli
W In this actiwity, students will be able to: L=arn how PZP payments work

and who uses them.

Robo Advisers
Reference:

# The Pros and Cons of Spare Change” Investment fpps (Money Under 30
® Young Tech-5awwy Investors Entrusting Their Portfolios to "Robo Advisors' {2014]

m & new generation of investars is relying on algorithms instead of brokers
to manages portfolios. Yahoo Finance [news interview) 00:03:05

Resources:
» [INTERACTIVE: Would You Trust = Robot to Make Investment Decisions? [NGPF

Bctivity

m  In this actiwity, students will be able to:

® Mgsess the advantzges and disadvantages of using robo-advising
to invest
# Determine whether the portfolio chosen for them fits their nes=ds.
# Discuss whether they would use robo-inwesting in their own life.
& Apps That Force U's to Sawve [MGPF Activity]

m  In this actiwity, students will be able to: Conduct online research on 2

wariety of mobile apps.

Disclaimer: Inclusion on this list does not constitute endorsement by DFI.



http://nextgenpersonalfinance.org/

QUESTIONS?




CONTACT INFORMATION

http:/ /kfi.ky.gov
800-223-2579

Kentuckiy™

UNBRIDLED SPIRIT

(Cryptomaniacs)
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