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ReglTechs: a game changer in
credit process efficiency

Banks benefit greatly from digitalisation — whether through an increase in operational efficiency,
enhanced responsiveness to customer needs, orimprovements in strategic decision-making. Technology
companies, such as RegTechs, are a key driving force behind many of these benefits. They harness
the evolution of digital technologies for the purposes of risk management and regulatory compliance.
RegTechs can enhance data availability, traceability, and/or modularity hence, improving the overall
reporting standards (financial, risk, regulatory, and management). It is also possible for RegTechs to
facilitate documenting compliance with existing regulatory requirements. But most importantly, RegTechs
have the ability to overhaul almost all aspects of risk management at banks and other lenders. Through
these benefits, it will be no surprise that RegTechs are a game changer for the credit industry moving

forward.

Following the global financial crisis, a great
number of new regulations have forced finan-
cial institutions to spend significant amounts
of time and money on regulatory projects in
order to ensure compliance.

Financial as well as human capital has been
invested in sefting up new compliance and
data governance frameworks. Meanwhile,
margins in the traditional lending business
have decreased significantly.

For the foreseeable future, a turnaround of
the current ECB strategy is not in sight. This is
one critical driver behind the historically low
margins and unprecedentedly high cost-in-
come-ratios.

Such signs indicate that the tfraditional busi-
ness model of banks has become out of bo-
lance.

At the same time, technological develop-
ments have changed people’'s behaviour
and increased their expectations in terms of
the quality, speed and customer-friendliness
of the entire financial services industry. The
co-evolution of customer expectations on the
one hand, and technological capabilities on
the other, has spawned the emergence of a
multitude of FinTechs, for example:

m Consumer credit companies (e.g. Zopa in
the UK and Lending Club in the US)

m Payment service providers (e.g. Paydirekt,
Paypal or Cringle)

m Insurance technology providers (e.g. Ger-
man start-ups Clark or Friendsurance)

m Robo-advisors (e.g. Scalable Capital).

Even BigTechs like Apple launched a pay-
ment solution ApplePay, and financial hea-
vyweight Goldman Sachs is building its own
digital consumer lending platform called
Marcus.

German companies like N26 or Comdirect
bank, both pure online banks, have already
realised how important the digital customer
experience is. In the absence of any physical
product, being digital has become a must for
financial services providers. More and more
digital products are launched or will be pub-
lished in the near future, e.g. the Deutsche
Bank robo-advisor “Robin™ or the Sparkassen
Group payment app “Kwitt".

In back office, however, processes are still
predominantly manual in these areas. Espe-
cially compliance/finance and risk manage-
ment departments can benefit greatly from
automation. One example is the use of ro-
botic process automation (RPA) in order to
save human time and effort for more com-
plex tasks.

The typical loan journey in Germany
Automation is already present in customer
acquisition and on-boarding. Numerous com-
parison websites automatically match borro-
wers with prospective lenders and fransmit
theirinformation so that a creditworthiness as-
sessment can be performed. Front office ope-
rations have been significantly digitalised and
automated in the recent years compared to
back office operations.

One clear indicator of this is that the physical
inferaction between the borrower and the
bank has significantly decreased. For examp-
le: in many banks underwriting consumer lo-
ans is just a simple yes/no decision based on a
credit score threshold. Depending on the pri-
cing system, customers may receive a risk-ad-
justed/-sensitive rate. Based on this rate, they
can decide, if they want to accept or reject
the offer.

After accepting and completing the pao-
perwork, the loan will be on the customer’s

account within a few days — something that
could take easily a few weeks just a decade
ago.

The lifecycle of a bank loan, however, does
not end at the time of disbursal. There is a
complex set of back office processes, which
are sfill manual and therefore subject for
improvement. ReglTechs in particular can
support in certain areas such as loan monito-
ring, analysis, stress testing and reporting.

On the market, there is a variety of different
RegTechs, which offer customised solutions,
greater automation and highly efficient ano-
lysis. Thus, the different bank-teams along the
value chain can invest more time in analy-
sing data and respond appropriately instead
of only executing repetitive tasks, which are
not aligned with the needs of the situation a
customer is facing.

Not only consumer loans but also business
loans are affected by RegTech develop-
ments. Especially complex business loans
require more resources with respect fo mo-
nitoring, continuous analysis, and risk mao-
nagement. Thus, RegTechs can provide a
significant economic benefit to a variety of
sub-sectors of the lending industry.

RegTechs in Risk Management

Several companies are operating in the field
of providing specialised risk management
services to banks and other lenders. One for
instance is the Risk Research GmbH, who pro-
vides a complete end-to-end (origination,
confrolling, operations and reporting) soluti-
on in terms of soffware and consulting. One
of their core capabilities is validation of bank
models according to Basel standards and
other relevant standards.
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Reporting

Record and verify
customer details and
determine credit score
Perform requisite fraud
checks

Make loan decision
according fo criteria
defined by risk
management

Make alternative offerings
if original customer request
cannot be
accommodated

Stress testing

Portfolio analysis

Early warning indicators
(KPI and KRI)

Continuous improvement
of credit model

Resale of loans on
secondary market to
optimise portfolio

Fully transparent reporting
to potential investors and
regulators about loan
performance and

Review and adjustment of
confracts and ratings
depending on customers’
individual circumstances
Extensive self-servicing
capabilities (e.g. make
unscheduled early
repayments)

Data-driven profiling of
delinquent borrowers
Smart collection of non-
performing loans

Loan restructuring

= Highly flexible, real-time
reporting

= Ad-hoc definition of
variables

= Integrated / harmonised
management and
regulatory reporting
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Management

= Provide accurate measures of risk to be used in underwriting / origination
Risk = Change underwriting decision rules based on risk appetite / current capacity
= Determine adequate interest rates for different risk levels
= Analysis of financial statements (B/S, P&L, cash flows)

= Develop, test and continuously review / update the bank’s credit model
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* Please note, the shown RegTechs are just examples of companies that offer such services and are not linked to TME AG in any matter
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Another provider with a far more innovative
approach, is the British RegTech Logical Glue.
Logical Glue uses neural network-based mo-
dels to construct autonomously learning algo-
rithms to solve problems ranging from the as-
sessment of creditworthiness to the likelihood
of recovering a sum owed by a delinquent
borrower. The RegTech prides itself on being
able to predictively out-match any conventi-
onal model as long as input data exceeds a
certain volume and complexity.

RegTechs in Risk Controlling

Having an effective risk confrolling function is
extremely important and can affect the who-
le lending value chain.

Being able to predict delinquencies, risk con-
cenfrations and losses, as well as, fo measure
expected portfolio profitability at an early sta-
ge is essential for lenders. It enables them fo
identify issues and react promptly to events.

Thus, risk controlling is another step of the loan
value chain that exhibits high potential for
RegTechs to add value. Based on the avai-
lable parameters, a RegTech can provide

different and complex stress tests, as well as,
customised analysis.

This enables the production of early warning
indicators such as KPIs or KRIs, which auto-
matically trigger loss prevention actions prior
to delinquency.

Stress testing and loan analytics are two ad-
ditional fields in which RegTechs can improve
back office processes.

One RegTech, which is specialised in stress
testing as a service, is the Dutch company
Open Source Investor Services B.V. (OSIS). The
OSIS LoanPilot software solution offers the fo-
recasting of multi-year rating migrations, de-
faults and expected losses considering diffe-
rent macro factors on both the portfolio and
loan levels.

Temenos Group AG offers with their Analytics
solution another module-based software for
Loan Analytics. The software provides the
chance to be more analytically driven with
different ready-to-use models, KPIs, dash-
boards, applications and reports, combined
with real-time data and predictive analytics.

Using such software allows financial institu-
fions to get a better understanding of their
customers’ behaviour, forecasting tfrends,
react faster, better, and overall proactively
mitigate the risk of delinquency.

RegTechs in Servicing and Operations
Integrating RegTech solutions can make lo-
ans much more profitable, for example by
reducing processing fime.

Actico offers that sort of solution, among
others. The German company is specialised in
origination and associated services along the
credit lifecycle. Actico offers a broad range
of services including capturing and analysing
financial statements, as well as, a flexible fra-
mework for the implementation of internal ra-
tings and customised scoring models.

Based on an in-depth risk assessment, the
Acftico platform allows the implementation
of complex loan strategies and workflows for
loan origination and monitoring. A built-in si-
mulation environment allows platform users
to analyse changes of the underlying risk
models as well as to ensure their continuous
improvement.



Such solutions can provide valuable support
in loan monitoring but also in the prevention
of fraud. This is particularly critical for business
loans since they have bigger volumes than
consumer loans and therefore expose the ori-
ginating institution to greater risk.

There are regulation-versed technology-con-
servative companies like Optio Solutions from
the US, which is focused on recoveries/collec-
fions, combining the benefits of automation
and statistical analysis with fully transparent,
digital operations and intensively emphasised
compliance.

Information about collaterals especially for
large loans, e.g. mortgages or syndicated
credit lines provided to businesses, must be
reviewed regularly. Often this process is very
complex and fime consuming. Thus, costs
can be reduced significantly if certain tasks
are outsourced to a specialised and efficient
vendor.

RegTechs in Regulatory and Manage-
ment Reporting

Besides optimising above back office pro-
cesses, there are additional areas where
RegTechs can contribute a benefit. E.g.
in reporting (financial, regulatory, risk and
management). With the go-live of the
AnaCredit regulation in September 2018 de-
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tailed information on loans above 25k EUR
must be reported to the regulator.

Gathering this information and assuring data
integrity is very time consuming and complex,
especially given the fact that financial insti-
futions must comply with the requirements of
BCBS239. RegTechs can offer efficient solu-
fions for streamlining the relevant processes
while at the same time ensuring the required
level of data quality, traceability and modu-
larity.

Another time-consuming back office process
is to report on the different portfolios, pro-
ducts, regions, customer types and or any
other clusters. These reports must be genero-
tfed on a regular basis or ad-hoc in order o
provide senior management as well as other
relevant stakeholders (e.g. loan investors or
regulators) with an overview of the current
and expected situation.

All RegTechs offer reporting, as a standard
service. This eliminates the use of separate
spreadsheets, provides flexibility, and pro-
duces ad-hoc reporting capability as well as
all relevant documentation with minimal ef-
fort. A fully fletched risk data warehouse is not
available at most banks yet. Such deficiency
combined with banks inefficient IT-infrastruc-
ture is one of RegTech's biggest opportunities.

TME Institut fUr Vertrieb und
Transformationsmanagement
e.V.

Hamburger Allee 26-28
60486 Frankfurt am Main
kontakt@tme-institut.de

APP ,TME Institut*

TME Institut

All TME publications are also avail-
able for download in the TME Institut
App. Get the App in the App Store
from Apple and Google.

The Transformation
Management Experts

BN TME

Conclusion

These few examples show the exiremes in
which a multitude of national and interna-
tional companies is operating. Thus, Reg-
Techs, even if still at an early stage, have the
potfential to be a real game changer for the
financial services industry.

A greater degree of automation is important
for speeding up the credit process and for in-
creasing the quality of underwriting. This en-
ables credit providers to offer better pricing,
betfter terms and befter conditions to their
customers. As shown earlier, especially in the
back office, processes can be improved and
streamlined by applying RegTech solutions.

The RegTech market is already highly compe-
titive. There are various RegTechs which pro-
vide specialised services tailored to individual
bank's requirements. Therefore, before co-
operating with a RegTech, alternative provi-
ders have to be analysed thoroughly in order
to find the best fit.

With the help of RegTechs, financial institu-
tions have more capacity to focus on strate-
gic challenges, outperform customer expec-
tations and improve the transparency of their
compliance with all regulatory requirements.
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RPA und Auslagerung — Ansatz zur Reduzierung von
Steuerungsaufwand und Steigerung von Effizienz
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schaffen.

Eri

Vorsile de tnsatzes von RrA-Losungen

RPA— Ein Allveilmiter?

RPA und Auslagerung - Ansatz zur Reduzierung von Steuerungs-
aufwand und Steigerung von Effizienz

Autoren und Ansprechpartner:
Stefan Steinhoff, Sebastian Heumann, Monika Andronova

Die in den letzten Jahren immer weiter ansteigenden aufsichtsrechtlichen
Anforderungen erhéhen den Steuerungsaufwand fUr Auslagerungen so-
wie fur Auslagerungsrisiken. Die seit Jahren schwache Erfragslage, bedingt
durch das niedrige Zinsniveau, sowie der Druck auf der Kostenseite der
Banken, unter anderem durch steigende Dienstleisterpreise, machen das
Auslagern von Prozessen immer ineffizienter — Robotic Process Automation
(RPA) bietet das Potenzial, Abhilfe in diesem herausfordernden Umfeld zu
schaffen.
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