PARTNERSHIP FUND
for New York City

>
accenture

High performance. Delivered.

The Rise @

Ne

: .
o LW | S R

5 '_‘ ¥ ::;"-‘__‘E:JHP'_ -




Introduction

New York has a unique opportunity to profit
from a technology revolution that plays directly
to its strength as a world financial center.
Since 2008, global investment in financial
services technology (“fintech") ventures has
tripled to nearly $3 billion. The dramatic
changes underway in financial services,
driven by new digital technology, regulations,
consumer behavior and the need to reduce
costs, mean this trend is set to continue, with
global investment on track to grow to up to
$8 billion by 2018 (see Figure 1).

Open source software and cloud technology
have lowered barriers to entry for new
technology startups, contributing to the
proliferation of new fintech ventures. At the
same time, financial institutions are under
increasing pressure to cut costs and exploit
the growth opportunities offered by the
digital revolution at a time when the legacy
of the financial crisis and tougher capital
requirements has made it more difficult to do
so in-house. Rather like the pharmaceutical
industry, more and more innovation and new
product development is being done by small,
independent firms.

The opportunity for New York, with its huge
financial center, lies in the fact that banks,
capital markets firms and insurers have
increasingly opened their eyes to the benefits of
having a fintech cluster close to home. It allows
entrepreneurs and financial institutions to work
closely together to ensure that innovations are
tailored to the specific needs of the financial
industry and its customers.

The FinTech Innovation Lab, now in its fourth
year, shows how effective this relationship
can be. An elite mentoring program designed
to help the brightest fintech entrepreneurs
engage with the city's financial services
leaders, the Lab has had significant success
in fostering new innovations for the financial
industry. In fact, since participating in the
program, the Lab's 18 previous alumni have
raised $76 million and one company was
acquired for $175 million.

Figure 1. Global fintech investment will more than double by 2018

Dollars ($B)
8-

7 -

6 4

~$3B

7
//
-, $6-8B
Ve
,/
7’ P
’/ PR
7 P
e -~
’ -
'l -
7’ -
P PR
rd -
PVt
/-

0 L] Ll Ll Ll Ll
2008 2009 2010 2011

Source: Accenture, Partnership Fund analysis of CB Insights data

2012 2013 2014 2015 2016 2017 2018

New York's fintech sector has grown at twice
the rate of Silicon Valley's over the past

five years. While Silicon Valley is the biggest
fintech cluster in the world, New York ranks
second. Silicon Valley's preeminence in the
broad technology sector remains unchallenged,
but New York has the opportunity to evolve as
a complementary center dominant in fintech.

Unlike Silicon Valley, New York offers
proximity to a huge potential customer base
of financial institutions and a vast existing
financial technology workforce, in addition to
its burgeoning venture ecosystem. This makes
the city a natural contender to be a world-
leading fintech capital, bringing new jobs and
capital to New York and helping to secure the
long-term competitiveness of the US financial
services industry.
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“The financial crisis was extremely important
in ushering in the current wave of fintech
innovation,” said Matt Harris, managing
director of Bain Capital Ventures, another
venture capital (VC) participant in the FinTech
Innovation Lab. “On the one hand the need
for banks to innovate was clear; on the other
hand they had far fewer resources to do
so themselves."

Many senior bankers are keenly aware that
the digital revolution is a threat as well as
an opportunity for their industry. They face
new competition from digital entrants in the
consumer financial space that can establish
themselves quickly in new markets.

By partnering with innovative startups,
financial services companies can strengthen
their competitive position and cut the time
needed to develop new products and bring
them to market. For instance, collaborations
between financial institutions and startups
in the FinTech Innovation Lab have helped
develop new mobile, cloud, analytic,
cybersecurity and regulatory solutions.

For example, cybersecurity start up Centripetal
Networks has developed a software and
hardware solution that can locate and block
cyberattacks in real time anywhere within a

bank's network. Another Lab startup, Digital
Reasoning has developed analytics software
that can read unstructured files using natural
language processing technology to detect
employee fraud or ensure compliance with
regulatory procedures. And a third such
company, True Office, produces video games
that financial services firms can use to train
staff on regulatory and compliance issues in
an engaging way.

By partnering with startups,
financial institutions can
strengthen their competitive
position and cut time to market.

In addition to partnering with startups

like these through third-party initiatives, a
growing number of financial institutions are
establishing their own innovation labs and
accelerators. Capital One set up its Digital
Innovation Lab several years ago and Bank of
America Merrill Lynch and JP Morgan each
hold annual technology innovation summits.
Perhaps the strongest sign of banks' increasing
focus on fintech is the growing number of
dedicated VC arms being formed - backed

by hundreds of millions of dollars - to fund
promising fintech innovations (see sidebar).

Figure 3. Mobile banking investment is taking off
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Banks are launching fintech
VC funds of their own

The VC industry has traditionally been the
main source of funding for early-stage fintech
companies, but now financial institutions

are allocating hundreds of millions of dollars
to invest in these companies themselves.

For Cristobal Conde, former CEO of SunGard
and executive-in-residence of the FinTech
Innovation Lab, this helps fintech companies
leapfrog one of the biggest barriers to

entry associated with working with banks.
“Bank VCs expose bankers to new innovations
that typically get held up by the procurement
office, which is more focused on reducing and
rationalizing IT vendor relationships.”

The number of bank-sponsored fintech VC
funds is still small compared to traditional
firms, but it has grown quickly in recent years.

BBVA and Sberbank each launched $100
million funds to invest in fintech startups in
recent years, and Capital One launched a new
fintech VC fund this year.

Jaidev Shergill, Capital One's head of digital
venture investing and startup business
development, thinks this is just the beginning.
“Financial services-sponsored VC will continue
to grow as institutions recognize that the
go-it-alone approach of in-house development
isn't enough,” he said.

Graduates of the FinTech Innovation Lab have
already benefitted from the trend. In January,
Lab participant Enigma, which makes vast
public data accessible through one interface,
received funding from American Express,
which has made more than 15 investments
since its fintech fund launched in 2011 and

is now emphasizing startups that focus on
financial inclusion.










Facing down obstacles

New York has made much progress in
establishing itself as a leading fintech center,
but it has yet to give birth to a new generation
fintech company the size of Bloomberg LP that
could solidify its standing.

The city also needs to raise awareness of the
fintech successes that it has fostered in recent
years, says Habib Kairouz, managing partner at
Rho Capital Partners and a Fintech Innovation
Lab supporter. He cites companies like Multex,
bought by Thomson Reuters in 2003, and
content management firm Intralinks, which
went public in 2010 and now has a market cap
of over $500 million. "Success breeds success,”
he said. "These are startups that were born in
New York and that have been turned into big,
successful businesses.”

The city's relatively low fintech profile affects
its ability to attract influential capital. New
York's fintech deal-volume is skyrocketing,

but Silicon Valley receives by far the biggest
share of fintech dollars. This is in part due to
Silicon Valley's culture, where powerful VCs
are famous for urging startup CEOs to relocate
to the valley. Proximity to the valley's VCs

is valuable but, for many fintech companies,
proximity to financial institutions is crucial.

New York's relatively low fintech
profile is limiting its ability to
attract influential capital.

Cristobal Conde believes more Silicon Valley
VCs should recognize the opportunity in

New York's fintech ecosystem and consider
supporting it by opening offices there
themselves. "Some have already done this,

but not enough,” he said. “It would be a great
outcome if New York's fintech companies could
raise money from more VCs without getting on
a plane."

Perhaps the greatest obstacle facing New
York's fintech companies is the one that banks
have sought to rectify the most in recent
years. Historically, financial institutions have
been difficult customers for startups to serve
because of their compliance, security and
legacy infrastructure needs. Long sales cycles
and complicated procurement processes are
hard for small firms to navigate. "The biggest
challenge for B2B fintech companies is that
the sales cycle for banks is much longer than
in other sectors,” said Jaidev Shergill, Capital
One's head of digital venture investing, another
FinTech Innovation Lab supporter. “They need
to have the capital firepower to survive that."

The FinTech Innovation Lab

New York's FinTech Innovation Lab has proven
an effective way of addressing the long sales
cycle. Past experience shows it can reduce the
typical 18-month sales cycle to 12 weeks, by
helping startups turn their innovations into the
products and services that participating banks
need the most. "It means that both client and
supplier are operating on the same wavelength.
That's a big plus for these fintech companies
and for the financial institutions, who can have
a hand in the initiatives that could solve their
problems,” said James D. Robinson lll, of

RRE Ventures.

Now in its fourth year, the Lab is a 12-week
program co-founded by Accenture and the
Partnership Fund for New York City that helps
early- and growth-stage fintech companies
accelerate product and business development
by gaining exposure to top bank and venture
capital executives. In that time, it has given
participating companies a fast track to access
bank customers and win business, secure
financing and create jobs.

In April 2014, Red Hat announced its

$175 million purchase of Inktank, a graduate
of the 2013 Lab that provides open source
storage systems. In May, classmate Dashlane,
a password manager and digital wallet
company, announced a $22 million Series-B
funding round.

"As a consumer tech company, we had a limited
understanding of the consumer issues top
of mind to large financial institutions,” said
Dashlane CEO Emmanuel Schalit. “The Lab
enabled us to have an open dialogue about
those issues, about how our technology
could help, and about how to overcome
hurdles working with large banks." In total,
the first 18 Lab alumni have raised more
than $76 million in venture financing since
participating in the Lab.

The Lab's success over the last four years, and
the growing maturity of New York's fintech
community, has created a virtuous circle.
Companies with more developed business ideas,
sometimes already tested in other industries,
such as national security, have applied to the
program, and graduates of the Lab have come
back to advise new participants and update
bank and venture capital firms on

their progress.

It has also created a constant pipeline of
innovation for financial institutions to tap at a
time when the lightening pace of technology
adoption makes this critical. With the FinTech
Innovation Lab London approaching its

third year, and the FinTech Innovation Lab
Asia-Pacific debuting in Hong Kong this year,
that pipeline is only getting stronger.
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Conclusion

The pace of innovation and the depth of demand  To realize its full potential, New York's

means that fintech has a strong future. In fintech supporters must raise awareness of its
the US alone, investment could reach $4.7 advantages and successes. It must build upon its
billion annually by 2018 (see Figure 7) - with existing momentum to create new champions
potentially nearly double the rate of deals done by capturing the attention not only of leading
today. New York has every chance of being the financial institutions but of entrepreneurs and
prime beneficiary. venture capitalists from all regions.

The city has unique advantages in fintech "Fintech companies want to be where big clients
to lead the world as a technology center. are," said Robinson. "That is what will support
New York is already the fastest growing fintech the development of New York's tech sector in
cluster in the US, with a rapidly growing the future. The city has all the ingredients it
ecosystem comprised of startups, capital, talent,  needs to be the lead horse in this evolution.”
educational resources and fintech accelerators, It may well have an opportunity to win the race.

like the FinTech Innovation Lab.

Figure 7. Forecasted Fintech Investment, United States

Dollars ($B)
5,000 -
4,500 -
4,000 - -
3,500 4 -7 -
3,000 - ~$2.4B\ SISt
2,500 - 22-""
2,000 -
1,500 4
1,000 4
500 -

0 T T T T T T T T T 1

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: Accenture, Partnership Fund analysis of CB Insights data






Accenture is a global management
consulting, technology services and
outsourcing company, with approximately
281,000 people serving clients in

more than 120 countries. Combining
unparalleled experience, comprehensive
capabilities across all industries and
business functions, and extensive research
on the world's most successful companies,
Accenture collaborates with clients to
help them become high-performance
businesses and governments. The
company generated net revenues of
US$28.6 billion for the fiscal year ended
Aug. 31, 2013.

Its home page is www.accenture.com
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The PARTNERSHIP FUND for New York
City is the $110 million investment arm
of the PARTNERSHIP for New York City
(www.pfnyc.org). The FUND's mission is
to engage the City's business leaders to
identify and support promising NYC-based
entrepreneurs in both the for-profit and
non-profit sectors to create jobs, spur
new business and expand opportunities
for New Yorkers to participate in the
City's economy. The Fund is governed

by a Board of Directors co-chaired by
Richard M. Cashin, Managing Partner of
One Equity Partners, and Charles “Chip"
Kaye, co-president of Warburg Pincus LLC.
Maria Gotsch serves as President and CEO
of the FUND.



