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Disclaimer

The information shared in this whitepaper does not provide exhaustive data on the
topic and does not form a basis for any contract for the user of the information. The
primary purpose of this document is of educational nature so that the readers can
make better informed decisions regarding the subject matter of this whitepaper.

The information provided herein is subject to copyright and cannot be used without
prior consent.

For online publications, please include a reference link to the original whitepaper.
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Introduction

Since the COVID-19 pandemic started the world is getting more and more digital to ensure
as many conventional operations can be done remotely. The banks are no exceptions. Al-
though they are yet to discover their full digital potential, banks are slowly but surely enter-
ing a digital era.

In this whitepaper we will share with you our insights on how to build a digital bank and how
much it will cost you.

A true digital bank, according to McKinsey&Company, is

.a fully integrated mobile experience in which customers use their smartphones or tablets to
do everything from opening a new account and making payments to resolving credit-card bill-
ing disputes, all without ever setting foot in a physical branch.

Nowadays the industry is lacking such seamless experience, and in this whitepaper we
will not give the estimates for a full-scale digital banking solution that does not yet exist.
Instead, we will provide the know-hows and the estimates that are based on our real expe-
rience of developing digital banking solutions for our clients.

Thus, according to Qulix, a digital bank in 2021 is generally an innovative card product made
by a FinTech or a Bank, operating via an APl and using a backend of an existing brick and
mortar Bank.

Adigital bank in 2021 is an innovative card product made by a FinTech or a Bank, operating via
an APl and using a backend of an existingbrick and mortar Bank.

A modern digital bank project includes an above mentioned top-notch card product, a web
client, a mobile client and a call center. This is a very simple, but efficient solution that is cur-
rently in demand and that this whitepaper describes in detail (including the estimates). On a
later stage, loans, deposits, mortgages and other banking products may be added, though
it implies heavier administrative load and many successful digital banking products perform
greatly in the market without them.

Thus, in this whitepaper Qulix will share with you its insights on a digital bank and will answer
the following questions:

1. What is a digital bank and what cost components does it include?

2. How much does it cost to build a new-age digital bank?


https://www.mckinsey.com/~/media/McKinsey/Industries/Financial%20Services/Our%20Insights/Building%20a%20digital%20banking%20business/Building%20a%20digital-banking%20business.pdf
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3. What functionality a new-age digital banking project may include?

4. What strategic recommendations are out there to enable successful launch and further
development of a digital bank?

This whitepaper will be an insightful resource for everyone willing to better understand the
transformation of the financial and banking sector. However, it will deliver the most value for
the following actors:

+ FinTech start-ups who are planning to launch their own financial product(-s) to render
such financial services as account opening or cards emission, payments, transfers, crowd-
funding, tax reporting, loans, etc.

+ Banks willing to create and launch a top-notch brand-new digital product to better com-
pete under the ever changing market conditions.

Hence, this whitepaper answers all the typical questions that both FinTech companies and
banks are facing when planning and implementing their digital banking project.

314800+ BRNEXN® %.l23%2

1 3 0455

12.29/12.46 12.12-13.29

MACD(12,26,9) MACD:0.83



https://www.qulix.com

Quiix

What is a digital bank?

This Section provides an overview of the topic. It contains basic definitions, problem statement and the
high-level description of the solution.

1. What is a digital bank? Definition

A digital bank in a very broad context is

.the automated delivery of new and traditional banking products and services directly to cus-
tomers through electronic, interactive communication channels (FEIEC).

In 2021 we are yet far from such an all-encompassing digital product. Digital banking prod-
ucts available today are mainly card products that provide an array of services of the high-
est demand among the population (cards emission, payments, transfers, crowdfunding, tax
reporting). Only few digital banks extend loans and offer deposits or mortgages as those
services imply huge administrative burden, in contrast to card issuance and e-money ser-
vices where licensing regulations are more amenable and starting capital is lower.

Have a look at the Forbes and Veriff's lists of the best digital banks to grasp the idea. Al-
though some of the mentioned banks do offer deposits and even loans in some form or
another, this is yet to become an industry standard.

Hence, the most popular type of digital banking is that built around a card product and ren-
dering of the corresponding services. Nevertheless, some digital banking projects do grow
in time to include loans, deposits and other financial products.

2. How to build a new-age digital bank?

A new-age digital bank can be delivered in three ways:
1. Through collaboration of a FinTech and a Bank
2. By a Fintech (without a Bank's involvement)

3. By a Bank’s in-house IT team


https://ithandbook.ffiec.gov/it-booklets/e-banking/introduction/definition-of-e-banking.aspx
https://www.forbes.com/advisor/banking/best-online-banks/
https://www.veriff.com/veriff-times/the-7-best-digital-banks-in-europe
https://www.qulix.com
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1. FinTech-Bank cooperation

In case a digital bank is implemented through the collaboration of two actors - a FinTech
company and a Bank - a FinTech start-up builds a card product and operates on the basis
of an existing established Bank. The Bank in its turn exposes its APIs so that the FinTech can
use all the Bank's data it needs.

2. A standalone FinTech project

A FinTech canissue its own cards and render financial services on its own through the digital
banking that it has developed. In time, such a company may obtain all the necessary bank-
ing licenses and permissions and operate online as a full-scale bank.

3. Adigital banking delivered by a Bank’s unit

A Bank can build its own IT hub or a unit, grow its in-house expertise and develop a top-
notch digital bank. Also, it can buy a FinTech (together with its people, product and exper-
tise) which owns the product that is of interest to the Bank.

3. The two cost components of a digital bank

Whoever would be in charge of the product development - a FinTech start-up or a Bank,
and whichever services it is going to provide, any digital bank will have two cost compo-
nents. Those are:

1. Technological component
2. Organizational component (licensing, approvals, etc.)

Below we will mainly share our insights regarding the delivery of the technological compo-
nent and how a digital bank is built from a technical perspective. The organizational compo-
nent (as well as the corresponding costs) will be given only a brief summary, as operational
costs vary significantly depending on the jurisdiction and organizational form of the market
actor.

| Technological component

1. FinTech-Bank cooperation

The below picture illustrates the technological component of a digital bank where a FinTech
operates on the basis of an existing bank. The FinTech connects with the Bank via a public
or private APl and the two share the same backend system.


https://www.qulix.com
https://www.monobank.ua/
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A FinTech company

( Internet Bank > < Mobile Bank >

C Middle Layer 9 >

Bank

( API >
( Core Banking > ( Cards Processing > g Other Services 2

Backend

A FinTech-Bank cooperation

2. A standalone FinTech project

If a FinTech company launches a standalone project, without a Bank's backend, it needs a
piece of software to render core banking and card processing services. In such a case, a Fin-
Tech company buys the components it lacks (core banking and card processing software)
from a third-party vendor or uses existing cloud solutions (SaaS).

The below picture illustrates the technological component of a digital bank where a FinTech
buys core banking and card processing software or uses a cloud-based SaaS.
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A FinTech company

( Internet Bank > < Mobile Bank >

< Middle Layer 9 >

Core Banking Vendor Card Processing Vendor

C API > C API >
C Core Banking > C Card Processing >

- DN /

A standalone FinTech project

3. Adigital banking delivered by a Bank’s unit

This option is almost identical to the first one described above. The banks tend to organize
their own development hubs/units that function very similarly to the FinTech companies,
unless limited in their actions by the parenting company. See picture “A FinTech-Bank coop-
eration” above for details.

Raiffeisen Digital Hub and Alfa Lab run their own digital hubs and build and deploy in-house digital banking solutions.

4 N
ESTIMATED COST:

a. zero for Banks and FinTechs operating on the basis of an existing bank;

b. as per servicing agreement with a financial partner for FinTechs using third-party software.

- J

Il Organizational component

Licensing, approvals and regulations are subject to variations depending on jurisdiction.
Here we provide a brief overview of the organizational load typical for digital banking pro-
jects in Europe and the USA.


https://www.qulix.com
http://dh.dev.lizard.net.ua/index?language=en
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-~
E-money (card product) Banking services (card product,
loans, mortgages, etc.)
Europe - Capital requirements for - Starting capital requirement —
authorized electronic €1 - 5 million”
money institution —
£€350,000 + Legal and advisory fees —
£500,000 - 900.000 (£249.000 for
- EMI License — £€1.000 - specialized bank)
€5,000
- Compliance with general require-
+ Legal and advisory ments™ for a bank formation
fees — €50,000
‘starting capital varies depending on
- Cannot operate on its a banks type (specialized bank or full
own, requires a custo- service bank)
dian bank or a financial
institution to partner with " bank formation requirement are sub-
ject to variation across jurisdictions
USA + No initial capital re- - Starting capital requirement —
quirements for MSBs 12-20 million
or small starting capital
(US$25.000), depending - Legal and advisory fees
on the state of operation
- Licensing fees
- Licensing fees —
150 - 7500 - Requlatory procedures
- Legal and advisory fees
- Local regulations, de-
pending on the state of
operation
.
s
ESTIMATED COST:

a. e-money (card-product). €455,000 (Europe), $32,500 + advisory fees (US)

b. Banking services (card product, loans, mortgages, etc.): €2,000,000-6,000,000 (Europe),

$12,000,000-20,000,000 + licensing and advisory fees (US).



https://www.qulix.com
https://www.buckinghamcapitalconsulting.com/post/2019/08/07/how-to-apply-for-payment-institution-or-electronic-money-institution-emi-license-in-europ
https://www.buckinghamcapitalconsulting.com/post/2017/09/27/how-to-become-an-electronic-money-institution-e-money
https://www.buckinghamcapitalconsulting.com/post/2017/09/27/how-to-become-an-electronic-money-institution-e-money
https://finczech.com/electronic-money-institution-emi/
https://ecovis.lt/fintech/specialized-banks/
https://www.offshorepremium.com/2015/12/bank-license-how-much-does-it-cost-to-start-a-bank/
https://www.offshorepremium.com/2017/02/european-specialized-bank-license-1000000-euros-capital-only-updated-february-2017/
https://internationalwealth.info/en/services-and-products/banking-license-application-tips-expert-consultation/
https://internationalwealth.info/en/services-and-products/banking-license-application-tips-expert-consultation/
https://www.elibrary.imf.org/view/IMF072/01500-9781589065079/01500-9781589065079/ch20.xml?language=en&redirect=true
https://internationalmoneytransfers.org/the-licensing-process-for-becoming-an-emoney-operator/
https://www.elibrary.imf.org/view/IMF072/01500-9781589065079/01500-9781589065079/ch20.xml?language=en
https://howtostartanllc.com/business-ideas/bank
https://www.occ.treas.gov/topics/charters-and-licensing/index-charters-licensing.html
https://money.howstuffworks.com/start-bank.htm
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How much does it cost to build
a hew-age digital bank?

This Section briefly describes the budgeting process for the digital banking project. Here we also tell
how much it costs to develop an MVP and discuss further development costs. Additionally, this Section
compares an off-the-shelf customized product with the custom system and gives the approximate
estimates.

1. How to do the budgeting for a digital banking project?

A proper budgeting is a key to success for your endeavor. That is why here we outline a few
highlights that are crucial to do the budgeting for a digital banking project in the right and
consistent manner.

Thus, before you start building a team and designing your system, give a careful consider-
ation to:

+ Initial and follow-up costs

Although a digital banking era is considered to have started as early as in the 1960's, a true
digital banking era starts only in the 2000's, with online banking services becoming wide-
spread and easily available. Since then the industry has seen a significant shift toward a
customer-centric mindset (see the chart below), which is going to stay a focal point of future
digital banking development.

4 N
Early 2000’s 2020's
v Out-of-the-box/custom solution v Out-of-the-box/custom solution
v One-time investment v Further system improvements
(~ $200,000) and upgrades
v Minimum system support costs v New functionality
v Significant investments for years
to come
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Thus, what used to be a total sum of the system development, nowadays is only initial costs.
To stay a strong market player requires up-to-date digital banking which is evolving non-
stop and is client-oriented.

 In-house team (relevant for the banks)

To deliver a system, a vendor's team works together with a bank's in-house team. This en-
ables the synergy of expertise to build a truly impressive product. Moreover, after the sys-
tem goes live, it needs further development and support 24/7/365.

To be independent from the vendor in terms of development and support, banks should
build their in-house teams, which also implies month-to-month costs for years on end.

If you lack the proper knowledge as to how to build efficient in-house teams, contact us for an
expertise handover project.

Now as you know how to approach the budgeting process, let's move to the digital banking
cost items.

2. What costs does a new-age digital bank include?

Considering the above highlights, the cost items on your list will include as follows:
1. MVP

2. Further system improvement costs.

1. How much does it cost to develop an MVP?

To develop a Minimum Viable Product (MVP), a Fintech/ bank may choose from two alter-
natives currently available in the market: an off-the-shelf system + customization or a cus-
tom solution developed for you. In this whitepaper we mention both variants, as

a. The total cost of the two do not vary significantly;
b. Each alternative is a great option, they just serve different business needs.

The chart below illustrates the cost break-down of the two above mentioned options ac-
companied with the foot-notes for better comprehension.


https://www.qulix.com
https://www.qulix.com/contacts/
https://www.finextra.com/blogposting/17382/digital-banking-thriving-banks-tend-to-choose-co-development-instead-of-ready-made-software

Quiix

-
Off-the-shelf digital banking Custom digital banking
system + customization system

v Out-of-the-box system — 1 PM”
$100,000-200,000° 2 BAs
0.5 Ul/UX designer
v Customization (Ul/UX design, 1 architect
business processes, etc.) — 2-3 back-end developers
50-100% of the ready-made 2-3 front-end developers™
system cost 2 Android developers
2 i0S developers
v Backend integration — 2-3 QA engineers
$200,000
v Backend integration —
$200,000
Call center $100,000 (depending on your outsourcing company
rates or salary rates in your country of residence)
" The price tag varies depending ‘Minimum industry rate — $5,000-
on a vendor and may result as 6,000/empl/month; average
high as $500,000 (Misys, Back- MVP development project dura-
base, etc.) tion is 4-6 months.
" For front-end development,
React Native can be used, which
in some cases allows for parallel
development of web and mobile
clients.
Contact us for more on
cross-platform development
options.
-

Costs break-down for an off-the-shelf vs a cutom digital banking projects

The given estimates are true for the digital banking system built on the basis of an existing
bank or a Bank with an in-house development hub/unit where the backend cost is set by
the Bank/partnering bank. For standalone digital banking systems, add up the cost of core

banking and card processing software provided by third-party vendors.
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4 N
ESTIMATED COST:

a. off-the-shelf system + customization — $700,000 (up to $1,200,000)

b. custom solution — $840,000

\_ j

2. Further system development costs

Further system development cost depends solely on your vision of the further system evo-
lution. You can either add up loans, deposits, mortgages, etc. to your card product, or leave
the system as is and work on user-friendliness or existing functionality improvement.

The latter option will guarantee your market share growth without bringing additional ad-
ministrative burden or licensing costs (as compared to adding up other banking services).
Yet, keep in mind that the price tag may not be reducing each successive year. That being
said, if launching an MVP cost you $1M, your follow-up costs will be as high as $1M/year for
all the coming years of active development and support.

Basically, existing functionality improvement and system upgrades do not require as sub-
stantial investments as in the case with new functionality development. Yet, even though
the functionality remains the same, user-friendliness and clean designs require a lot of ef-
forts. Thus, the phase of development continues well beyond the deploy phase, and goes
in parallel with the support phase, which results in high bills to pay.

Significant expenditures are due to the parallel support and development activities. Even
though the functionality remains the same, the focus is on user-friendliness and clean designs.

ESTIMATED COST: $1M/year.
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A new-age digital bank’s functionality.
What do you get for the money you pay?

This Section provides a set of features and capabilities of a to-be system that you are going to get for
the money you pay.

1. Client onboarding

+ Collecting of vital information about the client;
- Identity checks as per KYC regulations;

+ Account opening.

ANG Bank

Registration

Welcome

By card number | By bank account number

Welcome Login

Solve financial issues without 1234 4567 8901 2345

leaving your home in the online
Jservices of ANG Bank.

/

Password

Sign in to account

Registration Forgol your password?

An example of an onboarding screen for mobile apps
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2. Card issue

Payments in national and foreign currency;
+ Money transfers between the client's accounts in various banks;

+ P2P payments;

Utility payments;

Account statements;

- Transactions history;

- Schedule of revenues and expenditures (break-downs as per products, period, etc.);
- Budget management (available for separate categories);

- Account statements, applications, certificates, etc.;

Add card from a different bank;

Geolocation (search for the bank branches and ATMs near me);

Interest on savings;

Organize your money into separate ‘pots’

« Other services.

Main  Products  Payments and transfers ~ History . John Smith E-

Payments and transfers

Favorites

1354 § 200 $ 13§ 108$ 20§
Payments
- Mobile Utility o
. connection g payments E Electricity
o W Tson s @ oo

e ————————————————————— .

An example of a web application screen
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3. Loans, Deposits, Mortgages, etc.

See Evans Bank for a great example of a mobile loan application

Radius Bank and Quicken Loans for mortgages apps.

9:41

@Ev.qﬂ;

© O ¢ ©

Accounts Recent Locations

. Y

Commercial-7060

$156,728.88

Current Balance

Commercial-7062

$623,924.46

Current Balance
Demand Dep-3000
$428,107.94

Available Balance

Demand Dep-3589

Evans Bank

@ Now LendingClub

RECENTLY USED ACCOUNTS

Rewards Checking

1000000001 | Checking $2,500.00 >
Rewards Checking

1000000002 | Checking $5,000.00 >
High-Yield Savings

2000000003 | Savings $15,000.00 >
View All Accounts >
RECENT ACTIVITY

Jan29

Radius Rewards $3.50
Maobile Deposit $500.00
External Transfer -$400.00
Interest Earned $19.79
See More >
H E < -]
Feed Deposit Transter & Pay Settings

Radius Bank

. For deposits, check out

%41 ° il = -
= ROCKET Mortgage

by Quicken Loans

Priority

The process for refinancing is easier than
you think. Just answer a set of gquestions
and we'll give you a personalized mortgage
solution.

Lower My Monthly Payment °
Payoff My Mortgage Faster

Take Cash Out Of My Home

Save and Continue

Quicken Loans

Mind that loans, deposits, mortgages and other banking products bring major profits, but im-
ply heavier administrative load and are still rarely available online. Check out Section |, p. Il
Organizational component for helpful insights. Also remember to consult your local legal advi-
sors before adding up more banking products.


https://www.qulix.com
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Conclusion

A quick summary on the topic, final estimates and strategic recommendations before you go.

In this whitepaper we shared with you our insights on the new-age digital banking
development and the costs associated with the delivery of such a project. Mind, please,
that the provided herein are appropriate estimates which are subject to variation depending
on the complexity of your project and the country of residence.

Below are some highlights and strategic recommendations from this whitepaper that we
would like to give extra focus before you go.

1. Overall costs

A new-age digital banking project developed on a basis of an existing bank will cost you
$700,000 - $1,000,000. In case you are a FinTech start-up operating as a standalone orga-
nization, add up to this an amount that your financial partner is billing you for core banking
and card-processing software. Mind that those are the MVP costs.

2. Off-the-shelf or custom?

Your digital bank may be an out-of-the-box solution tailored to your business needs or a
custom option, built specifically for you from the beginning. The price tags will not differ
substantially, so choose the option based solely on your business needs, not the costs to
expect, as they are literally the same.

3. Digital banking components and costs breakdown

Any up-to-date digital bank includes two cost components, which are Technological and
Organizational costs (those associated with licensing and approvals). The latter are going
to be substantial, especially for those willing to add loans,deposits, mortgages, etc. to their
digital banking services.

In terms of technical execution, a digital bank will incur an MVP and Further system devel-
opment costs. Development does not stop after the system goes live and costs are going
to grow in years to come, so be ready for thorough budgeting.
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4. Strategic Mindset
Last but not least.

A successful digital banking project in 2021 is the one that never stops its evolution, is cus-
tomer-centric and follows top trends. To cater to the client's needs and efficiently respond
to the market demands, one needs to change the paradigm of creating a digital bank.
Thus, building a digital bank is not going to be a one-time investment. Rather, it is a mara-
thon and to finish it successfully you'll need:

a. A solid in-house team of experts
b. In-house expertise
c. Proper budgeting with years of future development in mind.

The most successful banks and financial institutions today pay an enormous attention to the
development of digital products and innovation and technology (JP Morgan Chase, Bank of
America, BBVA). These leading market players agree to pay month-to-month costs that do
not end in 5-6 months, as a true visionary gets himself/herself ready for successive years
of active development.

Hence, answering the question which is the subject matter of this whitepaper - How much
does it cost to build a new-age digital bank? - we would say $1,000,000 (+licensing costs,
advisory fees and starting capital). Yet one should understand that where your MVP ends,
the further development phase starts, which is as demanding demanding both in terms of
efforts and investments.
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About Qulix

Custom Software Development Company Operating Globally

Qulix is an international custom software development company delivering high-quality
software solutions. Since 2000, we have been rendering top-notch development and QA
services to our 200+ clients from all over the world. Our expertise covers all the stages of
SDLC, which includes concept design, architecture design, code development, quality as-
surance, support and more.

Qulix delivers turn-key and custom software projects for banking, finance, insurance, mul-
timedia, loT and other areas. The list of the services that we offer includes backend and
web apps development, mobile and cloud apps development, QA services, Ul/UX design,
and DevOps.

Find more of our best practices by visiting our blog or website.

For any further questions, please contact us. We'll be happy to share
with you our insights on the topic to help your business grow.

tel: +44 151 528 8015 email: request@qulix.com

UK: Poland:

Oakwood, Dunstan Lane, Burton, Neston, Braniborska 40, 53-680
Cheshire, United Kingdom, CH64 8TQ Wroctaw, Poland
Uzbekistan:

130 Mustakillik Avenue, Mirzo-Ulugbek
District, Tashkent, Uzbekistan, 100077
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mailto:request%40qulix.com?subject=
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