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In today'’s fast-paced financial
landscape, traditional banking
systems need help to keep up with
the ever-changing demands of
customers and market challenges.

That's where composable banking comes in - a revolutionary approach
that enables financial institutions to seamlessly propose and update the
required business services to their customers into one fully adapted IT
solution, either in the public cloud or as a hybrid model.

From customer engagement to processing across all business domains,
including deposits, payments, cards, savings, and loans, composable
banking empowers banks to optimize added value to customers and
master their IT costs.

Indeed, the main advantage of composable banking is that it is an agile,

flexible, and cost-effective system that can be adapted to the individual
needs of each bank.

Composable banking can help
financial institutions

business mo

business ser

software prc

their IT lan at a speed and
scale previously impossible with
legacy infrastructure.
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1 Composable banking background

. . its implementation is still in its infancy. There
From an IT pOlIlt OfVIeW’ are several reasons why composable banking is

banks’ existing legacy essential today:

mns are no longer * Macroeconomic and geopolitical

uncertainties, such as global inflation
ble’ as they are too and the Russia-Ukraine war, remain high,

ible to respond to limiting the ability of banks to anticipate

et demand what to expect next.
+ Competition between banks and non-

banking players - such as Google, Apple,
The “composability” of banking solutions is not a Facebook, Amazon, and Microsoft (GAFAM),
new topic. Since the early 1990s, major banking fintechs, and other start-ups - is intensifying,
establishments have invested in standardizing particularly in the open banking, open.
their information systems (IS) architecture and finance and payments spaces, making it
defining future-proof reference models. increasingly difficult for banks to retain

customers and acquire new ones.
These reference models notably include:

A sharp increase in financial risks for

+ Abusiness capability and service model banks, such as mastering build and run
(see, for example, BIAN's standards). costs, maintaining solvency, and the
ever-increasing pressure of regulatory
+ Aglobal banking data model. constraints.

* An application architecture model, . )
bp One reason is that numerous small, medium and

including: . .
& large banks have chosen integrated solutions -
o The inventory and granularity of the either an “all-in-one” or “monolith” system - that
application components' repository. have not been adapted to their specific needs

and development requirements.
o The link with the service model (which P q

application components are involved in

Largest banks have also built their legac
which application service?). 5 Y - l gacy

with a complexity that is difficult to maintain

> The connection with the global banking due to specialized components supplied by

data model (which data ownership of various software providers, causing numerous

each application component?). developments to be added in-house to meet
their needs.

Since the outbreak of the COVID-19 pandemic in ) ) ) )

2020, the acceleration of digital bankingand new ~ This legacy mindset has failed to give technology
use cases for banking services has highlighted leaders an actlpnable understanding of how. to
the advantages of composable banking. This ~ assemble the right technology to serve banking
has led to numerous reports by global research customers in every channel and touchpoint,
consultancies such as Forrester or Gartner, according to a report by Forrester®.
encouraging retail banks to take the composable

banking issue seriously.

Today, composable banking has become
increasingly critical for retail banks, even though



https://www.forrester.com/report/understanding-the-architect-of-your-digital-experience-platform/RES178363
https://www.forrester.com/report/understanding-the-architect-of-your-digital-experience-platform/RES178363

Meanwhile, our
research on Key
Trends in the Core
Banking market

identified commoditization, composability, cloud
adoption, ecosystems, and the standardization
of architecture as the five key trends that will
shape the future of core banking systems (CBS).
Here, we explain why:
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According to Forrester ™, legacy architectures
make digital transformation slow and risky for
retail lenders.

However, the switch to composable banking has
been slow, as evidenced by Gartner's CIO and
Technology Executive Survey @, which found that
only 7% of banking respondents can be defined
as working in a highly composable enterprise.

Established financial institutions increasingly
need to move at digital speed to deliver start-up-
like innovations.

As fintechs seek to scale their businesses,
this will increasingly lead to partnerships and
collaborations with banks, as well as boosting the
use of third-party providers to deliver solutions
in weeks and months as opposed to the legacy
“annual innovation deployment method”.

Yet one could argue that banks should refrain
from considering building or buying software
solutions to drive innovation in core banking
systems (CBSs). Instead, banks have two choices:
customizing or composing their CBSs.

“Today’s typical legacy
banking applications are
still monolithic, a mixture
of systems of engagement
and systems of record

- and not cloud-ready.
Legacy core banking, for
example, is the antithe-
sis of end-to-end digital
banking: It is neither
flexible nor fast enough to
cope with the agility and
real-time needs of ‘true
digital’ - seamless, end-to-
end - banking”

FORRESTER

It also found that 63%
of ClOs and technology
leaders of high com-
posability enterprises
rate their overall
business performance
as ahead or far ahead
of their peers.

elerate and Derisk Digital Transformation in Banking

In comparison, 73% of
those polled said they
planned to move to
become a composable
enterprise within three
years.

%



https://www.forrester.com/report/use-forresters-digital-banking-platform-architecture-to-accelerate-and-derisk-digital-transformation-in-banking/RES177143
https://www.forrester.com/report/use-forresters-digital-banking-platform-architecture-to-accelerate-and-derisk-digital-transformation-in-banking/RES177143
https://www.gartner.com/en/chief-information-officer/insights/cio-agenda?utm_source=press-release&utm_medium=press-release&utm_campaign=RM_GB_2024_ITCIO_NPP_PR1_24CIOAGENDA&utm_term=hubpage

O 2 Composable banking defined

When we talk about “composability,” we should
consider several angles of analysis:

+ A global understanding of the underlined
“meta-model,” key concepts, and the link
between them. For instance:

> Aninternational definition/
understanding of all the needed
business capabilities/features, all the
required business services/processes,
and the different business domains
covering engagement or processing that
could or should be necessary for any
financial institution.

> Aglobal definition and understanding
of all the needed application services
(functional view) to cover a given
business scope (business services/
processes).

> An identification of the application
components (IT view) that contribute to
the scope of each application service.

o Depending on each financial institution’s
chosen business scope, identify the
needed application services and the
related application components.

+ The question of the building blocks’
granularity, both at a functional level
(application services) and at an IT level
(application components). Indeed, one of
the main advantages of composability is to
facilitate reusability: Build to reuse, reuse
to build.

+ The question of data: How to conciliate
data ownership, which is a key criterion in
composable banking and data usage in the
context of data and analytics needs that
are, by definition, transverse.

+ The question of services within a SaaS and
“Pay per Use” business model. Thanks to
the new cloud era, banks can benefit from
new offerings proposed on the market,
especially on two main aspects:

> Via what we could call a “Service Store”
approach. Instead of having to choose
between different “all-in-one” integrated
solutions that are available on the
market, they can select only the needed
services in a composable manner (full
adaptability/flexibility to the bank’s
needed scope).

> Based on cloud native and flexible
micro-services architecture, and
thanks to new pricing models, their
consumption of services is also
composable and fully adapted to the
bank’s variable activity, providing strong
results in the reduction of run costs.

Itisalsoimportant to note that the “composability
perimeter” applies to the entire IS and all its
business domains and is not limited to the
traditional CBS scope. These include:

* Transverse repositories, for example:

> Abank’s organization, legal entities,
employee profiles, identification and
authorizations.

o Third parties (individuals or legal
entities) plus customers and prospects
related to these third parties.

Legacy banking systems
have been likened to
jigsaw puzzles, but the

s of these puzzles

ot be moved or

ped out, limiting

s’ agility - and

y - to improve their

ms when needed.




o Partners, whatever their roles, in
distribution (brokers, for example) or in
the bank’s offering, such as insurers.

o A bank’s offering catalog (products and
services, tariffs), including partners'
offerings (life insurance, for example).

o Customers’ contracts repository.

* Customer engagement (also known as
distribution):

o Sales to new or existing customers
equate to new contracts differentiated
according to the banking product or
service concerned, such as deposits,
savings, payments, cards or credit.

o After-sales, including the management
of contract amendments or mandates

and of the day-to-day orders/operations.

Processing (also known as production):
The execution of daily operations,
regardless of the type of products or
services to be covered (deposits, savings,
payments, cards, and credit), including the
production of event and inventory reports
for the accounting system.

* Enterprise Management, primarily:
> Accounting (general and auxiliary).
o Regulatory reporting.
o Internal reporting.

o Data and analytics for better bank'’s
performance (revenues and costs).

Keep in mind that the data and analytics domain,
as well as the reporting domains (regulatory
or internal), raise a key question on the
composability topic when considering the data
ownership criteria: How can we conciliate it with
the need to combine and aggregate data from
multiple sources to provide relevant dashboards
or real-time recommendations?

This requires a data mesh approach that is able
to cope with these contradictory objectives.
There are three main parts to consider in this
global approach:

* Data source capabilities: This ensures
the “data ownership” criteria and which
application component is responsible for
managing and providing data.

+ Data platform capabilities: This provides
the capabilities to ingest, process, and
serve data.

» Data use cases: Based on the data
platform capabilities, this provides the
needed analytical business use cases.

Meanwhile, product leaders must be conscious
of using the application product interface (API)
as an integration approach to enable their
products to be more easily implemented in a
bank’s complex IT infrastructure, according to a
recent report*.

However, composability demands that product
leaders do more than make their products easy
to integrate.

Composable business is a concept in which
leaders can quickly build new business

capabilities by assembling digital assets, in
an organization that is “architected” for real-
time adaptability and resilience in the face of
uncertainty.



https://www.forrester.com/report/understanding-the-architect-of-your-digital-experience-platform/RES178363
https://content.cdntwrk.com/pdf_viewer/web/viewer.html?file=https://content.cdntwrk.com/files/aT0xNDU5NTI3JnY9MSZpc3N1ZU5hbWU9YmFua2luZy1wcm9kdWN0LWxlYWRlci1pbnNpZ2h0LXRoaW5rLWJleW9uZC1hcGlzLXRvLWFkZHJlc3MtY29tcG9zYWJpbGl0eSZjbWQ9ZCZzaWc9ZjU4ZmY4OTUxNmExNTIzZWFiMmMwZWFhODBlOTJjZjA%25253D

According to
Gartner, three key
characteristics come
under the concept
of composable
business:

er engagement,
nerships, and all

UL
0
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O 3 The challenges faced by retail
banks: Which topics to address?

The significant topics for retail banks,
regardless of their size, customer demographics
(individuals, mass affluent, professionals, SMEs,
corporates), and product offerings, are multiple
and need a global approach to cope with their
key challenges:

* Maintain or increase their market share,
revenues and profitability.

* Reduce their costs.

+ Control both operational and regulatory
risks.

We have identified several essential topics for
banks to address these challenges:

Faced with a highly uncertain market
environment and a volatile customer base, banks
can strengthen their agility from three angles:

* Time-to-market: A bank can offer new
products and services to existing and
potential customers in real-time, including
promotional offers.

» Day-to-day services for their customers:
hyper-personalize services for managing
current accounts, payments, savings, and
outstanding loans.

* Incremental changes: The ability of an IT
solution to evolve incrementally, rather
than the “Big Bang"” logic of cancelling and
replacing. This avoids the tunnel effect that
is incompatible with the challenge of agility.

Depending on a bank’s needs, this integrates
the necessary businesses or technical partners
in a collaborative approach - think ecosystems
or marketplaces. Examples of collaboration
include:

+ Enlarge the offering catalog (such as
insurance or investment products).




Open banking / open finance.
Digital access (mobile or home banking).

Cyber-security.

Master the needed business scope to limit
costs (no more, no less).

Optimize the transformation program,
considering the bank’s business model
and priorities and avoiding the “Big Bang”
model, which is highly uncertain regarding
final results and overall cost controls.

Consider cloud solutions in a SaaS
approach that could permanently maintain
the bank’s needed solution through regular
and seamless updates.

Consider cloud solutions in a “pay as you
use” approach that could optimize the
bank’s consumption costs, according to the
variability of its day-to-day activity.

One key 2027 trend
which has been
identified is that

will increasing
partner with start
ups, tech giants, and
vendors to create
and market new co-
developed products.

*The Financial Brand - The Future o

Deal with the systemic risk of a non-
resilient, non-upgradeable IT platform by
introducing sustainable or future-proof
architecture.

Deal with cyber-security issues.

Deal with the risks of non-compliance with
regulatory constraints.

+ Think about the global data architecture
that will allow data ownership as well as
the needed transverse analysis, including
Al tools.

+ Consider all the needed use cases,
such as customer knowledge, customer
satisfaction, the bank’s offering, its
operational efficiency, and regulatory
constraints.

These key topics involve all Bank's C-suite
executives:

* Business managers: CEO, CMO, CSO, CFO,
and CRO.

+ Organization and IT managers: COO, CIO,
CTO, and CDO.

Financial institutions are increasingly looking
towards building-block-style solutions that
are interchangeable based on market needs*.

Indeed, our research found that technology as
a strategic financial services business priority
surpassed growth among CEOs and senior
business executives for the first time in a decade.

This has resulted in technology investments
being split between improving the digital
experience for customers to drive revenue
growth and making employees more efficient.

That said, CIOs and technology executives say
that mastering business composability makes
them better prepared to maximize business



https://thefinancialbrand.com/news/banking-technology/the-future-of-banking-composable-partnership-solutions-161070/

“The complexity
and volume of
partnerships and
alliances will
increase as the
1king industry
reasingly uses
)systems and
ves new revenue
ough banking as
ervice model.”

value delivery during this period of volatility and
beyond.

This will see software products implemented by
banks becoming more modular, which means
that they can be assembled and orchestrated for
easily composable solutions.

According to Forrester*, financial institutions
must cope with several pressures, including
demanding customers; highly competitive
fintechs; increasing levels of supervisory
regulation; emerging banking ecosystems in the
APl economy; and the need for greater process
efficiency, cost management, and business

agility.

Forrester adds that banks increasingly recognize
banking ecosystems as a critical future business
model: “The related fragmentation of the
banking value chain drives the need for highly
componentized, individually deployable banking
applications that can collaborate and seamlessly
exchange data and functionality between banks,
their partners, and their application landscapes”.

The report also echoes our argument that “Big
Bang" transformations are typically unsuccessful
as they exceed deadlines, blow out budgets,
and often deliver unreliable solutions. Indeed,
we propose that banks introduce composable
banking step-by-step by deploying a transition
stage that co-exists between the existing legacy
platform and the composable target.



https://www.forrester.com/report/use-forresters-digital-banking-platform-architecture-to-accelerate-and-derisk-digital-transformation-in-banking/RES177143
https://www.forrester.com/report/use-forresters-digital-banking-platform-architecture-to-accelerate-and-derisk-digital-transformation-in-banking/RES177143

04 Attention points

Even if it is theoretically suitable for any solution assembly, it does not necessarily correspond to a
business objective defined by a financial institution in its strategic plan.

The “cost/revenue” dimension must also be considered for both the bank and its suppliers, such
as software providers or operators, regardless of the chosen service model (on-demand or not).
Replicability and reusability are, therefore, key issues for all stakeholders.




How Sopra Banking
Software can help

The composable banking approach is
now a “must-have” for retail banks. Over
the long term, it's a critical success factor
banks regarding competitiveness,
d risk control, even if it's not yet
d as a top priority.

ftware offers a composable banking solution adapted
ial institution, regardless of its size and composable

t a business service, a domain or sub-domain, or the
for the business model to be served.

Jp our composable banking Service Store focused
xecution, including deposits, savings, payments,

d to include all the services required by banks'

nt: All products and services, from catalog
 and after-sales activities.

Credit management (servicing and collection,
t).

ent: multi-domain data management for
tional use cases (optimizing sales, optimizing
ction, optimizing costs, and reducing security

1able our clients to optimize and prioritize their
ormation decisions and deadlines.

banking market for more than 50 years, we can
composable banking transformation, backed by
eria and Sopra Banking Software, as well as our

artners.

1t on industry outlooks and innovation:

Subscribe to our Newsletter

#® Sopra Banking
¥4 Software

Insights page
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https://go.soprabanking.com/preference-center?referrer=/insights/data-visualization-transform-regulatory-reporting/&_gl=1*1pfda2o*_gcl_au*MjAzNDI1NDQ4LjE3MDg5NDA2NjU.*FPAU*MjAzNDI1NDQ4LjE3MDg5NDA2NjU.*_ga*NjY2NzEyNzM1LjE3MDg5NDU2NTg.*_ga_YTLR3WBQ6Y*MTcxMzE3MzI4My4xMDMuMS4xNzEzMTczMjg3LjAuMC4xOTEyNzA4OTAz*_fplc*Vmt6aHBrZ0JwOWglMkZHd0Q4Z2xBZXFsa1ZvbDZDVTlaUkw4dkxKWU84bjV6TmZkS09nMDF6TnIweFBvdW1UeHhtMDN0ZSUyRmxTaTI4aUJXTDRueGtqbEVtYVRNODNKUUVtR3glMkZOb3cyMmZXUHdnQ0RSU3lrRUxTc1JaajVmSnpnJTNEJTNE
https://www.soprabanking.com/insights/

Sopra Banking
Software

Sopra Banking Software is the partner

of choice for more than 1,500 financial
institutions worldwide. The rich variety of
our solutions, the strength of our conviction
and our passion for innovation enable us to
support our clients on a daily basis and in
their future projects, as well as in their goals
regarding financial inclusion.

Our customers, based in over 80 countries
around the world, benefit every day from
our technologies and software, as well

as the expertise of our 5,000 employees.
Sopra Banking Software is a subsidiary

of the Sopra Steria Group, a European
leader in consulting, digital services and
software development. With more than
56,000 employees, the Sopra Steria Group
generated a turnover of €5.8 billion in 2023.

To find out how we
can help your bank
to create market-
beating digital
transformation
strategies:

—  www.soprabanking.com

& hello@soprabanking.com

Andrew
Steadman

Chief Product Officer,
Sopra Banking Software

Steadman started his career

in retail banking in the UK
before transitioning to financial
services technology providers
and now has over 25 years

of experience in the sector,
having lived and worked across
the globe with a broad variety
of financial institutions. He

has managed global product
portfolios for leading global
companies driving innovation
and change as the industry

has transitioned to the digital
world. Steadman also spent
three years as a Senior Director
Analyst in Gartner’s Financial
Services practice, leading the
firm’s payments research focus.




