Riding India’s Digital Super-cycle

India’s spirited pursuit of public digital platforms 1s pushing banks towards much bolder digital
transformation. Handsome rewards for those who embrace it; rapid decline for those who won’t




India’s spirited embrace of digital public goods is pushing banks towards bolder digital
transformation. New business models like embedded finance can turbocharge

» profitability (30% growth; 50% cost). But, unless banks adopt new capabilities, they
stand to lose customer relationships (>85% unhappy with banks' digital journeys). SME
would be the next space where customers will gravitate towards BigTech / Fintech.
Like UPI has shown, it will happen faster than it seems at first.

Unlike the first phase of tech adoption, this time much bolder investments (~USD 5 bn
p.a.) are needed & should be accompanied with much more difficult talent induction
and cultural changes as Banks try to become “tech product companies”. Banks have
A1 1 to deal with rising transaction loads due to UPI and account aggregators (6x in next 5
R]d] ng Ind]a S years) in the meanwhile and high branch density (1.5x China) to start with.
Digital Super

Cycle

Many banks can not accomplish this transformation with their resources and ability to
attract talent. Even the ones who do, need support from Government and RBI.

Banks need help from Government in the form of upgrade of public digital infra (e.g.,
Singpass of SG for KYC), tax incentives for digital innovation, digitization of secured
credit with asset tokenization (blockchain) to realize high productivity (~40 C:I ratio).

RBI needs to acknowledge new model of bank investments in the agile framework.

~ More importantly, given its enormity, a number of banks can not realistically
accomplish digital transformation and industry needs consolidation to manage

systemic risks in the medium term. 1




Indian banks entering a phase of higher growth and strengthening
balance sheets
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1. Credit growth as per RBI's commercial banks at glance statement 2. Q1FY23 figures are based on 35 scheduled commercial banks in India as disclosed in their financial results

Source: RBI, Financial Results, Investor Presentation, BCG analysis
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National scale public digital goods are a defining element of India’s
pursuit of rapid economic and social progress

National Agri stack Logistics - Gati Shakti National Health stack

» Land records, advisory, marketplace e Increased infra efficiency » Rapid payout to healthcare industry
o 1.5" X+ income for 50M+ farmers e 5-15% savings in logistics cost e 30% increase in health insurance cover

ONDC

e Open architecture for E-commerce
e 1.5X2 + income for 20M+ MSMEs

GeM

« B2G digital procurement marketplace
e 56% sourcing from SMEs, Digi lending

Education & Skilling stack

« NDEAR stack, talent marketplace
e 25M+ dropout redn, 50M+ job fits

1. Include benefits relating to price improvement, productivity improvement and credit cost savings 2. Includes benefits related to credit cost savings, price improvement & sales
Source: The potential of open digital ecosystems - BCG, Omidyar Report, Digital India, GeM dataset, BCG analysis
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Customer rapidly gravitated to Bigtech for UPI

No. of transactions (in Bn) Market share %

<>

UPI

MB + IB
Debit Card

e Paytm

Credit Card
Cheque 1 5%
FY17 FY22

Notes: 1. Financial Transactions do not include cash transactions at branches; 3.Internet transactions include RTGS, ECS, NEFT and IMPS financial
transactions - ATM and Mobile transactions included are financial transactions only; 4. CAGR is calculated from FY20 to FY22 5. Total may not sum to 100
because of differences due to rounding off 6. Ticket Size calculated basis Value/Volume; Branches include Administrative Offices; NM: Not Meaningful
Source: RBI data, National Payments Corporation of India (NPCI) statistics, BCG analysis
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Public digital platforms will spur growth in lending with lower

process

ing and acquisition costs

~30% lending book growth expected

Impact

Beneficiaries (INR lakh crores)

% existing
lending

50%+ Productivity Enhancement

Agri
(Agri stack)

 Farmers

[0)
« Suppliers 40%

MSMEs

Heath stack)

(ONDC, GEM,

* SMEs (both B2C & B2B)
* Health care prof.
* Online buyers

35%

Infra
(Gati Shakti)

* Infra companies

0,
 Logistics players 15%

OO
OH®

Source: BCG Analysis

Cost of acquisition and processing
From To

Personal loan
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Indian SMEs looking for digital sales will gravitate towards platforms
with integrated preposition

SMEs struggle with various aspects of
online sales (% SMEs)

- 2

43% 42%
SMEs are open to
banks to help them

SMEs expect that
their online sales will

: Digital Online Digital Virtual E-store  Online data Customer ] 1
fu_rther Increase marketing orders payments catalogues design back-up service naV]gate the]r
in the future mgmt. challenges for a fee

Source: BCG India MSME Survey 2022 — 1000+ MSMEs
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digital platforms to disrupt upto half of SME banking rev pool in 5 yrs

Il Globally massive growth in embedded finance for SMEs expected;

% value added services from digital platform

utilized by SMEs

‘ @
Payment Digital mkt. Inventory
processing services mngt.

34%» 74%  31%»72%  31%» 69%

Accounting

31% > 74%

\ 4

Payroll Customer Labor
mngt. loyalty mngt. mngt.

25%» 66%  24%» 69%  22%» 64%

¢

Fraud protection

services

20%» 677%

XX% Current use of services on platforms/marketplace (% respondents)

xX% Future consideration on platforms (% respondents)

»

Estimated embedded finance revenue
potential for 2022 to 2027 (S bn)

USA « ~——— Europe ———
—+23% CAGR—) —+32% CAGR—)
6.9 4.0

2022 2027 2022 2027

Source: BCG Adyen report - How platforms are revolutionizing SME banking, BCG survey of 2000+ MSMEs in US, Europe, Australia, Canada
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Indian banks start with daunting challenges

Transaction load to explode

5000+ branches opened in India in last 3 years;

current ratio significantly higher than China

# branches per lakh adults .

India 14.7
Increase in UPI volumes in next 5 years
14.2 Ch.ina @+ )
8.8 —_— 8.8 Additional UPI transaction equivalent
. . . . . load due to Account Aggregator

2017 2018 2019 2020 2021

. J

Customers not satisfied with current bank journeys

\. J
Risk & Compliance Cost to Increase

'3

Customers and MSMEs satisfied with Cyber security Digital frauds
existing journey and demands M a
expected to increase rapidly P
Data security & privacy Regulatory reporting
\_ /L J

Source: Worldbank; BCG Consumer survey 2022 - 2000+ consumers; BCG Analysis
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Under Account Aggregator framework, SME are expecting tech
enabled value added services from banks in return for sharing data

MSMEs expectation if they agree to provide data(% MSMESs)

SMEs are willing to
share data

Personalised offers Lower interest rates Discount on Better customer
processing charges experience

Source: BCG India MSME Survey 2022 — 1000+ MSMEs
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In sharp contrast to global trends, FinTech funding in India is skewed
towards those competing with, rather than those enabling the banks

v

A

Annual Equity funding raised from 2019-2021 (SB)

[ /-
—— ©
5 3 8

Disruptor 47 U & « Less digital savvy

banking industry is less
attractive for FinTech
to partner as enabler

FinTechs who
compete with banks
for wallet share

« Banks stand to gain
during FinTech winter
(more enabling b2b to
get funding over b2c)

FinTechs who provide
services to banks to

2019 2020 2021 improve their offering 2019 2020 2021

Note: Funding excludes Ant Financial, Du Xiaoman Financial, and JD digit funding rounds Companies with an informed HQ location. M&A and IPO funding has not been considered.

Source: BCG FinTech Control Tower
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Poor experience with banks digital journeys, leads to 65% customers
preferring offline product purchase

Online
35%

Offline
65%

Preference for buying
new banking products
(% consumers)

Source: BCG Consumer survey 2022 - 2000+ consumers

Website/
application hanging

Instructions
confusing

Language barrier

Lengthy process,
too much data

Experience of customers who attempted
digital journeys (%)

—
— )

A

- O

No guidance o 6% 0
when stuck 7% lie 7%
No pain point | 19% 21% 7% e 18% 15%
5% 8%
Savings Credit Personal Auto Insurance Total
account card loan loan

Digital Super Cycle | 11



Success of UPI is only a start, Indian banks to witness massive
growth in transaction loads given current under penetration

India still lags major comparable economies Transaction load to grow significantly on
on digital penetration account of UPI and account aggregator
Digital Payments to Cash in Circulation' (value) Digital Payments Volumes (Bn)
40 5x !
600 ooy 505
400 Non UPI
zog 81% ’0 —19% I upl
CY 2022 CY 2027
Digital Payments per Banked Person’ (volume) Pulls from Account Aggregator (Bn)
339
243 2 667X—¢
134
CY 2022 CY 2027

1. Banked population defined as people of above 15 years of age having accounts with Financial Institutions
Sources: World Bank Global Findex Database; FIBAC Trends and Benchmarks 2022; BCG global payments model 2022; BCG analysis
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A cycle to avoid: Many institutions struggle with ROI on digital
transformation due to vicious cycle of lower investment

Talent Constraints g
« Customer journeys not designed
by professional designers
Budget Constraints
« Underlying technology @
platform cannot be
changed

New journeys not cool enough @ 9

for significant customer traffic § [ ¥S\
« Revenue upscale not gained

Low BU Ownership
e Product portfolio not rationalized
« Legacy process not challenged

New journeys have

not 'landed’
« High 'drop off' rate
« Majority customers have
to take physical leg

Old physical journeys have

to be maintained
e Cost not out
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Successful digital transformations require bolder financial
investment and deeper organizational interventions

% of revenue spent on digital Deeper organizational
transformations interventions
© G
11%
From To
o Business analysts Strategic
. 2 = .
design process > designers
Sub-optimal Successful ) )
. . Project mode » Persistent teams
transformations transformations
Companies achieving less than Companies meeting or
50% of their target exceeding their target . .
transformation KPlIs transformation KPIs D]g]tal deptt-

Each BU leads

leads digital

EBIT
uplift

Source: BCG Global Digital Transformation Survey, 2021
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Banks need cloud first tech architecture with in-house engineering
and new agile ways of working

Platform based
tech organization

Data and digital
platform

/

Source: BCG analysis

Cloud, cyber
security and
resilience

Agile way of
working and
DevOps

\

/

In-house
engineering
talent

\

/
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Persistent multi disciplinary autonomous teams to become a norm;
Diverse talent to be onboarded; Design yet to get due recognition

Risk
IT Policy  Ops Business Analytics Onboarding of diverse talent at scale required
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I| With 5G quality, video banking can reduce branch need

Example: mBank
(Video, Voice, Chat, online
document sharing and co-browsing)
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With bolder digital transformations, banks can keep pace with
evolving digital ecosystem, and achieve productivity excellence

e Investment in digital .
: . « Secured credit
transformation « Productivity due to e
. e digitization
e Cost pressures due to increase digitization & .
. . . leveraging assets
in transaction (UPI), aggregator embedded finance 2
. .. tokenization on
pulls (open banking) e Reduction in .
o . blockchain
« Rising cost of compliance branches due to :
. . : » Upgradation of
» Data privacy and consent video banking e
public digital infra
management costs

Cost to Income ratio (%) ¢ |
5%
A5 . ] 7%

41%

Current Cost increase Reduction Reduction Potential
(growth, compliance, (Bank led digitization (Govt led
digitization) and business model ecosystem

Source: BCG Analysis

changes) initiatives)



Aadhar has to be upgraded to allow facial recognition based
identity verification along lines of Singpass in Singapore

Facial recognition based digital identity Public infrastructure like "Bharatpass” can
system (e.g., Singapore) dramatically reduce KYC cost
Effective all in KYC cost per customer (in Rs)
/  SINGPASS
i ) §
[3,500’0004_} Users 60 reduction

services

[ 2 000+ ] Integrated

per month

[ 2.9 Cr+ ]transactions

e-KYC (with video KYC) Bharatpass

Source: Singpass website; cost estimates basis BCG analysis and expert interviews
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India should embrace tokenization of real assets on blockchain to
digitize secured lending in the same way as unsecured is today

Secured lending growing at half
the pace of unsecured lending

CAGR

54

Secured

Unsecured

FY19 FY22

Digital tokens of real assets to reach
5% of global GDP by 2027

......................

0.4% : Other tokenizable assets

iListed equity

Unlisted equity
Other equity

Investment funds

......................

Bonds

Home equity

Other financial assets

FY25 FY27

Digital tokens to transform
secured lending

Growth in secured
credit portfolio

60%

Reduction in COA

Note: Secured credit includes Auto, Gold, Commercial Vehicles, Commercial Equipment's, Property, Housing and Two-Wheeler; Unsecured credit includes

Business, Consumer Credit Cards, MFl and Personal Loans

Source: CIBIL, FIBAC Trends and Benchmarks 2022; Relevance of on-chain asset tokenization in Crypto-Winter - BCG report; BCG Analysis
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Banks should be supported by tax incentives for investments in
innovation like other industries

India provides various benefits to Globally research and development allowances are industry agnostic
few industries (including R&D) and allow to banks also

g Upto 20% of expense allowed as tax credit

* 13% of expense allowed as tax credit

n
=
o

()

=
&)

X

©
=

Pharma Cold Chain O 5% to 30% of expense allowed as tax credit’

(:) 64% lower tax rate on income from |P?2

IFSC

@ 2.5x deduction of R&D spends

1. 30% below EUR 100 Mn and 5% portion exceeding EUR 100Mn 2. from 25.8% to 9%

Source BCG Analysis
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BCG

Boston Consulting Group partners with
leaders in business and society to tackle
their most important challenges and
capture their greatest opportunities. BCG
was the pioneer in business strategy when
it was founded in 1963. Today, we work
closely with clients to embrace a
transformational approach aimed at
benefiting all stakeholders—empowering
organizations to grow, build sustainable
competitive advantage, and drive positive
societal impact.

Our diverse, global teams bring deep
industry and functional expertise and a
range of perspectives that question the
status quo and spark change. BCG delivers
solutions through leading-edge
management consulting, technology and
design, and corporate and digital
ventures. We work in a uniquely
collaborative model across the firm and
throughout all levels of the client
organization, fueled by the goal of
helping our clients thrive and enabling
them to make the world a better place.

&ELCCI

Established in 1927, FICCI is the largest
and oldest apex business organization in
India. Its history is closely interwoven
with India’s struggle for independence,
its industrialization, and its emergence
as one of the most rapidly growing global
economies.

A non-government, not-for-profit
organization, FICCI is the voice of India’s
business and industry. From influencing
policy to encouraging debate, engaging
with policy makers and civil society,
FICCI articulates the views and concerns
of industry. It serves its members from
the Indian private and public corporate
sectors and multinational companies,
drawing its strength from diverse
regional chambers of commerce and
industry across states, reaching out to
over 2,50,000 companies.

FICCI provides a platform for networking
and consensus building within and across
sectors and is the first port of call for
Indian industry, policy makers and the
international business community.

Indian Banks’ Association (IBA) the only
advisory body for banks in India, was set
up in 1946 as an association to discuss
vital issues of Banks. The onward journey
of IBA has been progressive and enriched
by the development of India’s banking
sector since independence.

Having bestowed with the status of the
“torch bearer” for the banking industry,
IBA has initiated several path breaking
policies during the last seven decades
which have eventually transformed the
banking sector. Over a period of time
IBA has evolved as the “Voice of the
Indian Banking Industry”. At present IBA
has 241 Members, 138 Ordinary Members
comprising Public, Private, Foreign and
Cooperative Banks and 103 financial
institutions and Banking related
organizations as Associate Members.

TransUnion@CIBIL

India’s pioneer information and insights
company, TransUnion CIBIL makes trust
possible in the modern economy. We do
this by providing an actionable picture
of each person so they can be reliably
represented in the marketplace. As a
result, businesses and consumers can
transact with confidence and achieve
great things. We call this Information for
Good.® TransUnion CIBIL provides
solutions that help create economic
opportunity, great experiences and
personal empowerment for millions of
people in India. We serve the financial
sector as well as MSMEs, corporate and
individual consumers. Our customers in
India include banks, financial
institutions, NBFCs, housing finance
companies, microfinance companies and
insurance firms.

For more information visit:
www. transunioncibil.com
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