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Key factors driving the digital revolution in the banking sector
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with the experiences of other
technology companies
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The Brazilian consumer is already mostly digital, connected and seeks immediate gratification
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IMMEDIATE

CONECTED GRATIFICATION

56% 716%
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of Brazilians abandon a
access the purchase if
Internet they find
themselves
Of these, 64% frustrated
access by mobile during the
devices process

And more than
75% of the
population over
10 years have a
cell phone

PEA: Economically active population; Fonte: PNAD - IBGE

SOCIAL

48%

99 million
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Facebook
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seek the best
deal for every
financial
product they
want to buy
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Mobile banking is already twice as relevant as internet banking in bank transactions

Share of Transactions/ Number of Transactions

48,8 bi 55,7 bi 65,4 bi 73,2 bi 78,9 bi Mobile banking

2018: 31,6 bi
2017: 25,6 bi

Internet Banking
2018: 15,8 bi
2017: 16,1 bi

[ Mobile banking
M Internet banking
ATM - Automated Teller Machine
B POS - Points of Sales
Bl Banking Branches
5% 6% 7% 59, 59, Banking correspondents
3% 3% 2% 2% 2% Contact center
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Branches
2018: 4,0 bi
2017: 5,9 bi

Correspondents
2018: 4,2 bi
2017: 4,0 bi

Contact Centers
2018: 1,4 bi
2017: 1,5 bi



Brazilian banks have long been in the forefront of Information Technology and Automation

( \ Use of Internet Banking in
Establishment of the Brazil

Interbank Payment Billet BRL 821 Billions in cleared
16 Billion transactions/year checks/month

Electronic Check Clearing

Payment of more than 3.8

Billion billets/year
\_ J

Launch of Self-Service
Terminals

v’ 170 Thousand ATMs
in operation in Brazil

Establishment of the )
Interbank Payments

Chamber
Establishment of Serasa BRL 28,3 Trillions in
- . . \_ transactions Yy,
6 Million daily consultations
Beginning of Chip Cards in

Brazil

18,8 Billion transactions/year

\. J
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‘The synergy among fintechs, bigtechs and the financial industry is producing good results

BIGTECHS

Google I3

Alibaba com’

Global trace slarls here.”

3 CIRCLE 5 _
S TransferWise
#LendingClub

crowdfunder
FINANCIAL
Xxapo
@ INDUSTRY amazon

Obitcoin #4 Betterment

* Intensive use of new technologies * Redefine the consumer experience
» Oriented to meet specific niches » Acting on a global scale and at various times of consumer day
» Greater agility, accepts errors and encourages innovation * Integrated sales of financial products and other goods and services

+ Vision based on Simplicity and Enchantment
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Fintechs create opportunities for partnerships with the banking sector

@ > * Ital created a startup incubator called Cubo Coworking to approach startups and enable possible solutions / tools development

» Several startups join segmented programs that offer integration between startups and other companies that may be interested in their
projects, products and services

94 * Banco do Brasil joined Bradesco to launch Digio, a platform
'6 * Announced the Advanced Laboratory (LABB) in Silicon Valley, used both for incubating internal innovation projects and identifying
potential investment opportunities in startups

* Bradesco launched Next, a digital bank that offers a range of banking services

=)

* Additionally, created the InovaBra Ventures, a fund of BRL 100 Million for investment startups accelerated by InovaBra, the bank's
innovation platform

* Santander purchased ContaSuper, renamed to SuperDigital, a fintech that offers 100% digital payments and receivables as well as transfers,

entrepreneurs in the financial market

‘ * Caixa Econbmica Federal created Youse, an innovative digital platform for the sale of vehicle, home and life insurance
‘ * Another initiative was the adoption of the Social Impact Business Challenge, with an NGO called Artemisia, a program that invests and
contributes to financial inclusion in Brazil

* The biggest technology business fair in Latin America

CIAB

FINTECH DAY

:Ih > withdrawals and access to prepaid cards
* It also has a program called Radar, in partnership with Endeavor, which offers mentoring, networking and creates opportunities for

* 40 Startups (35 Brazilians + 5 International) selected to the Fintech Lounge
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Fintechs operate in 6 distinct segments creating opportunities for relevant partnerships with the banking sector

PRODUCTS

LIFE TIME PRODUCTS
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Developed Countries: Possible impacts for the banking industry

Products and services affected by technological developments Products and services affected by competition
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Brazil: Possible impacts for the banking industry
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To promote the digital revolution in the banking sector, a digital agenda was built with 4 key guidelines

FEBRABAN

Promoting digital culture FIRST DIGITAL
among consumers and CULTURE Hﬂﬂ Increasing the efficiency of

HIGH DIGITAL
PERFORMANCE

society the banking industry,

BANKING

)} SsECTOR
Encouraging innovation, oo

competition and ngJJy
level playing field |

SUSTAINABLE "
INNOVATION

Contributing to the
CYBERTRUST improvement of digital security
@
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Cyber Security

i
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e FEBRABAN’s Framework . Cre§tion of Sector Cyb
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True Competition x Regulatory Arbitrage x Free Riding

Regulatory Arbitrage

Occurs when two groups of enterprises operate in the same market, offering the same
products or services, but one of them is subject to softer legal and regulatory requirements
than the other

s based on free-riding or regulatory
porary and illusory gains, but may

Free Riding
Happens when someone benefits from something without expending effort or paying for it

FEBRABAN
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Instant Payments

Today in Brazil there is a fast payments system (TEDs and DOCs) that
concludes transactions from 20 minutes to 2 days.

Now, the Brazilian Central Bank and the banking industry are developing
an instant payments system (PIX)

FEBRABAN
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Instant Payments

PIX will enable to conclude transactions in 10 seconds

The Brazilian Central Bank is developing and will
operate the “addressing base” and “settlement

system”

Base de dados de enderecamento
(base de dados centralizada que serve
para identificar os dados das contas dos
recebedores de forma fécil e simplificada)

indlreto noSPI'1

E”

Provedor de

servigo de pagamento que - .
prové conta transacional -
==== >} N R
e
HER
Participante Partlc ipante
direto no SPI 1

direto no SPI 2

""‘"“ de Uuidagio LSTR 24/7 (5P
----- » STR/Selic?

Implementation Milestones | 2020
4

Connectivity Public Consultation Mandatory Publication of :

: . : Go-Live
Tests of PIX Regulation Homologation the Regulation

\

February April June July November
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'Open Banking: sharing of customer’s data if authorized by the client

What is it?
111
Bank
Greater visibility
Clients and control over
0% the data domain

Data sharing may
improve the
efficiency of the
system and lower
barriers, increasing
. competitiveness

U5t

Other Banks

With greater access to
data new opportunities
arise

Other institutions, eg:
payment institutions and
fintechs

>
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Key Points

I"@I

I = .l

Customers are owners |
and can managetheir
owndata, reducing
entry barriers

Q)

Customers may define
which providers will
initiate their payments

v

Customers may determine
whatdatawill be shared
with third parties in
electronic form for easy use

o
&

Explicitly registered
consent and permission
are required to access the
data
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Open Banking is being examined in several jurisdictions, and each one is establishing the model that will best fit to local complexity

>

Canada is
analyzing the UK/EU Russia is exploring an Open
theme of Open OB/PsSD2 Banking / Data model

Banking begining in Jan/2018

>
USA declared itsel is' L Sy
being in Open . *%‘ >
Banking through w LR ,.,J Singapore, HK and
publication of the ' Japan are already
Treasury making progress with
legislation
) Kenya and ‘
Mexico recently passed Nigeria focused Payments and New Zealand
a Fintechs law, on financial banking discusses a model
precursor to the Open inclusion infrastructure in with organic growth
Banking regime India are
preparing for an ¥
Brazilian Central Open Banking Australia is 4
Bank is preparing model implementing a
the local Open comprehensive
Banking regulation Open Banking

model
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Open Banking implementation in Brazil

Brazilian Central Bank Communication 33.455, of April 24", 2019
Public Consultation Notice 73 with deadline for comments and suggestions ended in January 2020

FEBRABAN

OPEN DATA

1. Information about
dependencies and access’
channel

2. Product information and
services offered:

- Demand deposit
accounts, savings and
prepaid payment

- Credit Card (Account
postpaid payment)

- Credit and credit
operations lease
financial

REGISTRATION AND
TRANSACTIONAL DATA

1. Identification of
customer / representatives

2. Qualification of
customer / representatives

3.Demand deposit
accounts, savings and
payment

e.g.: balance available,
credit and debit
transactions, debit list and
scheduled payments)

4.Credit card (bank account
postpaid payment)

1.

SERVICES

Initiation of Payment
Sevices

Scheduled debits,
recurring or eventual

Internal transfers
TED and DOC

Instant payments

ADDITIONAL DATA

1. Dataon:

- Investments
- Insurance
- Wealth
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'Open Banking: important attention points

Legal Responsibility for shared data

The responsibility of each Open Banking participant should be limited to its performance and activities (supplier and
recipient of data, payment initiator or data holder account). Institutions participating in the Open Banking should be
individually responsible for possible damage caused to customers and third parties within the limit of their performance.

Reciprocity in data sharing

The bigtechs have a significant amounts of qualitative data that can improve the performance and risk engines of the
banking industry, but there is no access. With Open Banking, bigtechs will be able, if they meet the criteria, to obtain data
from the banking industry. Should there be Open Social Media, Open Electronic Trade, etc.?

Pricing and Costs

There should be an apportionment and reimbursement of the implementation costs. Business models must be adjusted to
work within the reality of free consultations x cost reimbursement.

FEBRABAN /
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_Financial Industry Ecosystem

Banks have evolved to solve problems which prevent or make it difficult for funds to flow from lenders to
borrowers:

0 MAIN PROBLEMS

Asymmetric information
» Adverse selection
» Moral hazard
High contracting and monitoring costs

Duration mismatches between suppliers and demanders of
credit

Risks of leveraging

Frequent banking crises

0 SOME SOLUTIONS

FEBRABAN

Creation of lender of last resort = bankers’ moral hazard

Tight prudential regulation, intense supervision of banks and ample
resolution powers by Central Banks and financial regulators

T

CO

K
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Future Trends

« Will FinTechs and BigTechs replace banks?

 Will technology solve the problems of asymmetry of information, high contracting and
monitoring costs, the risks of maturity transformation and leverage to the point of allowing
deposit taking, lending and leveraging to happen without a lender of last resort, prudential
regulation and supervision, and without increasing frequent financial crises?

Yes - Banks will become FinTechs
No - FinTechs will become Banks
YES AND NO - Bantechs will continue to evolve

« Could it be that the news about the death of banking are greatly exaggerated?
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