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Executive Summary

FinTech has emerged as one of the most significant technology opportunities in the current
decade. The confluence of mobile, social media and internet-based banking technologies has
catapulted the opportunities to fundamentally change the banking experience, reducing friction
and garnering new efficiencies. As McKinsey observes, "the fight to hold on to customer
relationships will be a high-stakes struggle.” Across the five major retail banking businesses,
from 10 to 40 percent of revenues will be at risk by 2025 and between 20 and 60 percent of
profits will be up for grabs. With worldwide profits in the banking sector reaching $1 trillion in

2014, it’s no surprise that FinTech has quickly become the next big disruption opportunity.

Vancouver/BC has clearly benefitted from this phenomenon and has enjoyed growing
recognition as an emerging FinTech hub. With over eighty financial technology companies and a
growing cadre of startups, Vancouver has quickly risen to become the #2 cluster for FinTech in
Canada. Even still, nearly two-thirds of FinTech companies are small businesses, and there
remains a significant opportunity to support the growth of these companies in their pursuit of

the FinTech opportunity.

In researching the sector and conducting a needs assessment with many of the Vancouver/BC
FinTech companies, BCTIA has developed a framework of support activities that can fuel the

growth of this sector in the coming years.
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Introduction

Imagine a world with no banks.

With the rise of financial technology companies, or FinTech, that is what many experts are
starting to predict. A common argument is that large banks often take longer to adopt new
technologies, while FinTech companies are nimble, more adaptable, and ultimately share a
culture full of experimentation. This industry pushes for new behaviours in banking and
consumption that no one can predict. The growth of FinTech is expected to ultimately
revolutionize, not only the future of banking, but the entire future of finance. We believe that
there is considerable room for both Financial Institutions and FinTech companies to benefit,

including those operating in British Columbia.

In McKinsey's 2015 report on Global Banking, they predict that the impact of FinTech is
potentially huge. They forecast that the global banking sector could be impacted by up to 40

percent in revenue terms and impair profit margins by up to 60 percent.

Change in Profit (%) Change in Revenue (%)
Consumer Finance -60 -40
Payments -35 -30
SME Lending -35 -25
Wealth Management -30 -15

Figure 1. Data Source: McKinsey & Company

What is FinTech?
FinTech is broadly defined as “any technological innovation in the financial sector, including
innovations in financial literacy and education, retail banking, investment, and even crypto-

currencies’™,

According to CB Insights, FinTech covers a broad array of technologies focused on solving a

variety of financial challenges. These span:

x Capital Markets Technology - Companies that provide tools and platforms to

facilitate the buying and selling of financial securities for professional investors.

! "FinTechFinTech Definition" Investopedia. Investopedia, 17 Mar. 2015. Web. 22 Feb. 2016.
<http://www.investopedia.com/terms/f/FinTechFinTech.asp>.



x Payments - Companies that offer technologies to facilitate the payments process
including cutting processing costs, enabling digital currencies to become viable
methods of payments and letting customers make payments via their mobile phone.

x Data Analytics - Companies that leverage big data for financial matters such as risk
management, fraud detection and credit monitoring.

x Banking & Corporate Finance - Companies that use technologies to complement or
disrupt traditional banking and corporate finance practices such as loan origination,
mobile banking and corporate accounting.

x Personal Finance Management - Companies that help individuals manage a wide
variety of finances including stock portfolios, personal budgets and taxes through

technology.

According to McKinsey & Company, there are four main reasons why customers are so
prepared to adopt FinTech companies as opposed to staying completely true to traditional

banking:

- The typical bank-customer bond is not strong nor personal;

- The growth of technology is allowing for new, unanticipated, and exciting services;

- Throughout the financial crisis, the banking industry’s reputation and trustworthiness
was put into question; and

- Banking will need to adapt with the increase of consumers raised in the “digital age”.

FinTech Globally

FinTech as a Global Industry

The rapid growth of the FinTech industry worldwide, and across markets with vastly different
technological, political, and economic landscapes demonstrates the universal appeal of the
sector. With investment in FinTech continuing to grow worldwide, as well as new market
leaders emerging (such as China, the United Kingdom, and India), FinTech is a sector that is

here to stay.

China is one of the leaders in FinTech, with many successful companies gaining exposure. For

example, ZhongAn, an online property insurance company founded by Jack Ma and Pony Ma in
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China, placed first in H2 Ventures and KPMG's list of the top 100 “Leading Global FinTech
Innovators 2015” (also known as “FinTech 1007). It is believed that this growth of Chinese
FinTech companies is largely due to the fact that “China’s consumer loan and credit card

market is opening [...] after years of tight control by the government”2.

The United Kingdom is also gaining major attention as a leader in FinTech. February 22, 2016
marked the first day of FinTech Week - delivered by HM Treasury and Harriett Baldwin MP at
the Association of British Insurers’ event on FinTech and insurance. The goals of the conference
were to celebrate their status as a “leading global FinTech hub”, and to look at what they
needed to do to keep that status. In 2015 alone, the UK the FinTech market generated over £6.5

billion in revenue and attracted about £550 million in capital investment.?

The FinTech industry is also growing in India - an area in which 80% of the population owns a
mobile phone, and 32% are expected to own a smartphone by 2017+ India’s mobile payments (or
mobile wallet) subsector has been growing largely due to the rising smartphone usage, mobile
internet usage, and increasing government support. By 2020, their mobile payments market is

projected to reach $6.6 billion USDs.

Investment
Global FinTech investment has grown dramatically over recent years - from less than $3 billion

in 2012, to $4 billion in 2013, to upwards of $12 billion in 2014¢.

2Shu, Catherine. “Lending Platform China Rapid Finance Raises $35M Series C At A $1B
Valuation."TechCrunch. TechCrunch, 29 July 2015. Web. 02 Feb. 2014.
<http://techcrunch.com/2015/07/29/china-rapid-finance/>.

3 HM Treasury, and Harriett Baldwin, MP. "FinTech Week 2016: Celebrating Britain's Status as a
Leading FinTech Hub.” Gov.uk. Crown, n.d. Web. 23 Feb. 2016.
<https://www.gov.uk/government/speeches/FinTech-week-2016-celebrating-britains
status-as-a-leading-FinTech-hub>.

“Village Capital. "FinTech India 2015." Village Capital. Village Capital, n.d. Web. 23 Feb. 2016.
<http://www.vilcap.com/FinTech_india_2015>.

5 TechSci Research. India Mobile Wallet Market to Reach US$ 6.6 Billion by 2020. TechSci
Research. TechSci Research, Sept. 2015. Web. 23 Feb. 2016.
<http://www.techsciresearch.com/news/453-india-mobile-wallet-market-to-reach-us-
6-6-billion-by-2020.html>.

¢ The Economist. "The FinTech Revolution.” The Economist. The Economist Newspaper, 09 May
2015. Web. 02 Feb. 2016. <http://www.economist.com/news/leaders/21650546-wave
startups-changing-financefor-better-FinTech-revolution>



According to CB Insights, the value of FinTech investments in the United States soared to $9.89
billion in 2014, up from $3.39 billion in 2013. This 191 percent increase dwarfs the increase in
2013, when FinTech deal values in the United States climbed 68 percent. In New York, FinTech

deal values grew by 32 percent in 2014, to a new high of $768 million.

Fintech Deals and Investments in the U.S.
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Source: Accenture analysis of CB Insights data

Figure 2.

Fuelling the investment of FinTech have been accelerators like Y-Combinator; angel groups like
SV Angel and 500 Startups; and tier 1 venture firms like Accel, Andreesen Horowitz, Greylock,

Index and Khosla Ventures.
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Number of Investments by Top FinTech Investors
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Figure 3.

Interestingly, the average funding per FinTech category shows that Small Business finance
applications lead the pack (averaging $77MM)], followed by lending focused companies
(averaging $66MM] and payment companies (averaging $50MM].
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Increase of FinTech Accelerator Programs
Coincident with the growth of investment in FinTech, there has been a corresponding rise in the
number of accelerator programs specifically dedicated to FinTech. FinTech Some examples

include:
The FinTech Innovation Lab - New York, USA

Launched in 2011, the FinTech Innovation Lab in New York

F lnTe C h is an annual 12-week program that helps FinTech start-

= Innewvation Lab upsgainexposureand supportfrom Wall Street banks

and various partner companies. Since 2011, 31 member companies raised a total of $175

million in venture financing, and four companies have been acquired.

Level39 Technology Accelerator - London, UK

Started in March 2013, and owned by the Canary Wharf Group,
Level39 is Europe’s largest technology accelerator. It has

“tailored curriculum, expert mentors, a packed events calendar

and best-in-class facilities” for its 110+ member companies’.

MaRS FinTech Cluster - Toronto, Canada

MaRS established Canada’s first FinTech Cluster in 2015, to support the

commercialization of financial technology in Canada, and to connect the

MaRs financial services sector with start-ups. “The FinTech Cluster supports

entrepreneurs with rapid validation, access to investment, product

feedback, sales opportunities and business advisory services™.

7 Level39. Level39, n.d. Web. 22 Feb. 2016. <http://www.level39.co/>.

¢ MaRS. "Financial Technology Cluster.” MaRS. MaRS Discovery District, n.d. Web. 22 Feb. 2016.
<https://www.marsdd.com/our-sectors/information-and-communications-
technology/financial-technology-cluster/>.
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Canada and BC’s role

In Canada, the FinTech sector is still in its infancy. Canadian consumers are only starting to
adopt FinTech, with only 8.2% of “digitally active consumers have used at least two FinTech
products within the last six months” compared to the 15.5% global average. As with any early
market, the lack of awareness is among the key barriers. In arecent EY survey, 57.2% of
respondents in Canada did not use FinTech products because they were “not aware they

existed”.

At the same time, EY expects Canadian adoption rates of FinTech to triple in a year, particularly
given the accessibility of the financial system for most Canadians and the historic adoption rates

of digital technology.

The prospects for rapid growth have fuelled the growth of more Canadian FinTech companies.
For example, three Canadian companies made it on to H2 Ventures and KPMG’s FinTech 100 -
Secure Key Technologies, Financeit, and Trulioo. Within the list, Secure Key Technologies was
considered one of the “Leading 50", while Financeit and Trulioo were both listed under the
“Ones to Watch”. Among the three though, only Trulioo is from BC. Both Secure Key
Technologies and Financeit are from Toronto, Ontario. Unsurprising, as it is natural for us to
think of Toronto - the home of our main stock exchange and banks; Toronto’s FinTech industry
has also been gaining more support and resources with the opening of Canada’s first FinTech

cluster, the MaRS Discovery District.

The following chart shows some of the rising FinTech companies as published by OMERS

Ventures across the 11 key markets in Canada.
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OMERS Canadian Next-Gen Financial Technologies & Services

Figure 5.

In contrast to FinTech companies that emerge from major financial hubs like London, New York
and Toronto, FinTech companies in BC would agree that what sets Vancouver apart, is what
defines its advantages. “Being smaller and more contained [... Vancouver’s] FinTech companies
are closer in proximity than in Toronto, and the community is still relatively small”. In addition,
“being far removed from the established banking corporate culture and conventional, old-

school thinking and philosophies is a real strength for Vancouver’'s FinTech firms®".

FinTechin BC

BC’s Potential

This groundswell of FinTech startups in Vancouver and British Columbia is indicative of the
entrepreneurial zeal that has become abundant in the province. In general, BC start-ups are
not tackling the same problems that traditional financial companies are - with many working on

convenience and consumer-experience issues. In interviews with CEOs and founders of BC-

? Lewis, Rob. "Vancouver as a Financial Technology Hub? More Likely Than You May Think."
Techvibes.com. Techvibes.com, 3 Sept. 2015. Web. 04 Feb. 2016.
<http://www.techvibes.com/blog/the-amazing-potential-of-financial-technology-in-vancouver-2015-09-
02>.
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based FinTech companies, the consistent refrain was that they started their companies in
response to their frustration at the lack of solutions to their own personal situations. Many, like
Koho's CEQ and founder, Daniel Eberhard, made their own solutions tailored to their needs, and

ended up realizing that “[they were] not the only ones who feel this pain™.

The fact that Vancouver is so far removed from the traditional banking companies in Toronto,
allows for the culture of experimentation that start-ups thrive on. “Jonathan Bixby, general
partner at Stanley Park Ventures, said the cost of launching start-ups and the ease of
developing new technology combined with Vancouver’'s remote location has made the West

Coast ripe for a FinTech cluster far from Canada’s financial core™,

Major Players in BC FinTech

As part of our research we have attempted to catalogue the current group of FinTech
companies operating in BC, and while not exhaustive, we believe it captures the vast majority of
the sector in the province. The research specifically excludes the internal technology

development efforts of traditional Financial Institutions including banks and credit unions.

In all, we have identified 82 companies across 9 sub-sectors of FinTech. Payment tech
companies account for over one-quarter of all companies and Financial and Accounting
Software companies account for one-eighth of all companies. A detailed list of all BC FinTech

companies identified can be found in Appendix A and B.

10 Gray, John. "#YVR FinTech: The Business of Your Money Is Changing.” BetaKit. BetaKit, 23 Mar.
2015. Web. 15 Feb. 2016. <http://betakit.com/yvr-FinTech-the-business-of-your-money-
is-changing/>.

1 Orton, Tyler. "Vancouver's Emerging FinTech Scene Poised to Push Back against Canada's
Financial Centre.” Business In Vancouver. Business In Vancouver, 5 Jan. 2016. Web. 03

Feb. 2016. <https://www.biv.com/article/2016/1/vancouvers-emerging-FinTech-scene-
poised-push-back/>.
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BC FinTech Companies by Subsector
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Figure 6.

Nearly a third of BC's FinTech companies are less than b years old, reinforcing the recent trend
in FinTech as a growing phenomenon. Many of the more established companies, among the
42.7% that are older than ten years, were either originally traditional financial institutions or

technology companies, who have branched out to include FinTech.

BC FinTech Companies by Age

Older than ten years (est. up Five to ten years (est. 2006-  Less than five years (est.
to 2005) 2010) 2011-2016)

Figure 7.
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BC FinTech Compaies by Size
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