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Presentation Notes
WHAT IS GOING ON IN THE WORLD THAT IS IMPACTING THE INDUSTRY – WHAT DO WE NEED TO CONTEND WITH

The financial services sector plays a key role in the growth of the entire Australian economy as the largest single value add sector and contributing to approx. 9.3% of GDP. However, the strength of Australia’s financial services capabilities and the dominance of Asia in Australia’s trade relationships has not led to greater financial integration in the region. 

In a broad sense, the key global and domestic drivers are:

1. Technology disruption and enabling technology efficiencies led by both incumbent financial firms and outsiders – technology companies and start-ups. 
2. Ageing populations in developed economies (the ‘silver economy’) and a growing middle class in developing economies, with the later seeking sophisticated financial products and services. 


Key funds management drivers include:
Specific mutual recognition agreements such as the Asian Regional Funds Passport (Passport)
Asset protection – capital from developed economies seeking higher yields and lower volatility, with alternative assets such as infrastructure sought. 
Pace and sequence of China’s financial sector reform and liberalisation. 






FINANCIAL SERVICES IN AUSTRALIA

BACKGROUND - GENERAL

ECONOMIC CONTRIBUTION

In 2015/16 the financial services sector
accounted for A$146 billion of Australia’s A$1.7
trillion economy

One of the nations’ largest employers
providing for over 416,000 jobs

Sector contributes 10.4% Gross Value Added
to the economy.

4t Jargest pool of contestable funds worldwide
at A$2.8 trillion

Over 350 FinTech companies in Australia, many
with global ambitions operating within a world
class regulatory and policy environment

$2.8

TRILLION
INDUSTRY

[ SUPERANNUATION

1458 i e

to Australian economy

a= 416,500

Total Funds under management

FINANCIAL ADVICE

@
$2.1 trillion D 583,924 a:a: 249
SMSFs APRA requlated funds with
more than 4 members
[—= LIFE INSURANCE
Q@ 28 W 515500 B $8.1 bien
LIFE companies in-force premium claims paid
= INVESTMENT
@ $2.8 trillion @ 3.6('y0

of funds exported

[ 25,363

active financial advisers

= TRUSTEES

2,764

Australian financial services licensees

= 1,500

Charitable Trusts

—* EXCHANGE TRADED PRODUCTS

$4.37iion

Charitable Trust market capitalisation

$24.6 wion

total market capitalisation

Source: 2017 FSC/UBS Asset Management State of Industry Report
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FINANCIAL SERVICES - FINTECH

BACKGROUND

* Fintech is the number one industry
subsector in Australia targeted by
startup founders and investors.

» Australia had a total fintech
investment of $656m across 25 deals
in 2016. This represented a major
increase on 2015, which saw $185m
invested across 23 deals.

» Australia is the world leader when it
comes to the adoption of contactless
payment systems. Through
Standards Australia & Treasury we
are setting the global standards for
blockchain transactions for the
International Standards Association.
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FINANCIAL SERVICES - FINTECH

BACKGROUND

Fast facts: Sector profile

Business based Biggest competitors Number of employees (median)

Incumbents ﬁ
—
5

Other fintechs in Australia
with a similar offering

oOverseas fintechs with a

ST ST O T Full-time Part-time

Other

Type of fintech End customers (multiple response - excl. don't know)

Lending . A
Retail consumers i

Personal finance/asset
Age of company (excl. Don't know) management

Payments / billing Sophisticated

1 year or less investors

2 years Data analytics / Big data

SME and/or other
3 years Institutional tools J’startups

4 years 6%
5 years A%
>5 years - 11% Money transfer f remittance

Insurance 72%
Banks and other
Cyber security FSIs

RegTech

Corporate e

Company stage
Distributed ledger

- Digital currency Government
9 0
s ST% Digital identity
Pre-revenue Post revenue

Other

Source: E&Y/FinTech Australia Census 2016
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FINANCIAL SERVICES - FINTECH

ISSUES

Internal impediments

Product development

52%

Creating suitable systems and processes a7%

attracting qualified or suitable talent 43%

Product and market fit A41%

Business model viability 37%

Maintaining a high performance culture _ 31%
Convincing investors of start-up potential _ 29%
Insufficient time to devote to the business _ 21%
Managing adherence to systems _ 0%
and proCesses

Managing investors - 14%
Our organisation is yet to face any
internal challenges - 12%

Lack of domain expertise

u]
E

]
o

Difficulties with running a business

—]
Ea

Co-founder politics

[
iy
Ea

Managing your board

Other

i
=

Source: E&Y/FinTech Australia Census 2016

External impediments

customer acquisition

Building relationships with channels
to market

Building partnerships with banks and
other Fis

Government or regulatory issues
A lack of funding

Accessing to private funding/investors

Accessing government scholarships
and grants

Finding quality suppliers

Lack of adequate mentoring

A suitable working environment/facility
Other

vet to face any challenges

]
K
R
3%
I -

4%

11%

20%

20%
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FINANCIAL SERVICES - FINTECH

ISSUES

Key elements of Australia’s potential
competitive advantages are:

1. Regulatory environment — Australia’s
sophisticated and trusted regulation of
financial services provides a solid foundation
for the development of solutions.

2. Advanced financial services industry —

advanced financial services and wealth However — Fintech as per
management sector drives commercial financial services is highly
expertise and develops opportunities. regulatory and policy driven.

3. Access to Asia — develop solutions then AS|a_ IS dllffIF:UI'F t(_) navigate with
export to Asia multiple jurisdictions, opaque

4. Th | of Australia — high liveability of regulations coupled with long
: e appeal of Australia — high liveability o :
Sydney and Melbourne as financial capitals lead times and need for greater

attracts and retains global talent. scale.
Source: EY/FinTech Australia Census 2017
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FINANCIAL SERVICES - FINTECH

ISSUES

* Current ASIC agreements — Kenya,
UK, and Singapore.

* Interesting and potential Australian
Government financial sector
relationships within Fintech —
Indonesia, Vietnam, Malaysia
Thailand, S.Korea, HK, China and
Japan.

 Australian Government Programs -
Mekong Business Initiative & Australia
Indonesia Economic Governance
Partnership.

Financial Services 9



FINANCIAL SERVICES - FINTECH

IDEAS

* Promote and lead the regional harmonization or best
practice of fintech regulation and policy with financial
sector government counterparts in Asia.

* Work with key industry associations to promotion \ /
alliances, especially within Asia. \

« Provide the Australian fintech sector with market insight -
and opportunities from the Asia region, especially from
more progressive financial institutions.

* Work with State governments, FinTech Australia, \
Australian Digital Currency & Commerce Association,
Standards Australia and industry to promote a Team

Australia approach to fintech promotion. \\
A~

» Develop material and content to improve the
international image of Australian fintech’s sector using
traditional and new media.

Financial Services 10



FINANCIAL SERVICES — MANAGING ASIA’S WEALTH

FUNDS MANAGED BY AUSTRALIAN MANAGERS CONTINUE TO GROW
B A C K G R O U N D From $20.3 billion at 1 January 2010 to %45.0 billion at 31 December 2015

17.8% pa compounded

e Trade in financial services is
small at just 3.6% of

Australia’s $2.8 trillion is from 9 9 9 6

foreign funds.

e Demographic changes in Asia
incl. ageing population, and ¢

demand for pension and savings  seestromoutsos LARCESTEON S PACIC.  DOMNANT RESION
I’OdUCtS tO matCh aSSGt _ Ilablllt E%EHOPEIINCUK{H.Q BILLIONY II‘}: HEWZEALAHD-:$S.2)BILLION) ($28.4 BILLION)
P Y  ewsageouon o7 siowmagssauon o

requirements. 18% REST OF THE WORLD

($8.4 BILLION)

MAIM ASSET CLASSES OVERSEAS ASSET CLASSES

* Regional trade agreements with —
Financial Services chapters and =0 @ 38%

OF ALL INVESTMENT

the Asia Regional Funds S o 22% 10% each SasBiiion
Passport providing platforms for e O TR
engagement. KEY INVESTMENT SOURCES
48% 16% 9% 9%
OTHER FUND PENSION SOVEREIGN WEALTH OWN OVERSEAS
MAMNAGERS FUNDS & ENDOWMENT FUNDS GROUP

2016 FSC/Perpetual Australian Investment Managers Cross-Border Flows Report
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FINANCIAL SERVICES — MANAGING ASIA’S WEALTH

ISSUES & COMPLICATIONS

Funds under management on behalf
of overseas investors as a proportion
of funds under managementin
Australia

40%
35% |
30% |
25% |
20% f

15% \

1.0% |

0.5% |

Source: ABS and FSC

1 1 1 1 1 1 1 1 1 1 1 1 1 L
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9 40%

4 35%

1 30%

4 25%

4 20%

= 15%

4 1.0%

= 0.5%

Sources of funds in Australia
as at December 2015

2.7% — United «—— 5.6% — Middle East
Kingdom

59% —USA »———

18.3% — Other
ions

Reg
5.1% — Europe j

62 4% —
Asia Pacific

Source: FSC/Perpetual Cross Border Flows
Report

Financial Services
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FINANCIAL SERVICES — MANAGING ASIA’S WEALTH

ISSUES & COMPLICATIONS

APEC Asia Regional Funds Passport (ARFP)

 Mechanism to facilitate cross-border distribution
of retail managed fund products across the Asia
region. Key countries are: Japan, Korea, New
Zealand and Thailand. Excludes China.

e Issues remain around implementation include
withholding tax agreements and an appropriate
Collective Investment Vehicle (CIV) that can
counter the widespread UCITS vehicle, and high
US$500m threshold that excludes wholesale
funds.

New World Order with ongoing disruption and
nations seeking new dance partners.
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FINANCIAL SERVICES - MANAGING ASIA'S WEALTH

ISSUES & COMPLICATIONS

Supply & Demand issues

« Perception of Australian fund management
capability by foreign institutional funds as well as
competition by foreign asset managers.

« Lack of understanding of doing business in Asia
as Australia’s financial services sector is heavily
domestic focused.

« Domestic taxation and fund vehicle structures
considered either unfavorable or poorly
understood — BUT recent Treasury
consultation paper on Withholding Tax
options very positive!

14



FINANCIAL SERVICES — MANAGING ASIA’S WEALTH

ISSUES & COMPLICATIONS

Asia-Pacific Asset Management Growth Metrics by Investor Type, 2014-2018E

Cumulative Net New Flows (US$T)

— $15 —
- $1.0
Local Retail &
Private Bank
i 23%
oo | = | s -
ensions Insurance
Australian )
i Australian
Superannuation 75l Seif Managed
. Superannuation
Japan Retail DC Pensi
Global Private Bank $0.0 2% IFNFgrrllfillgnﬂsﬁice

Legacy Segments

Rising Segments

Cumulative Revenue Opportunity* (US$B)

— $40
Local Retail &
5288 L %30 Private Bank
Sovereign | 34%
- $20
DB Pensions
State-Sponsored
ensions 23%
Australian - 810 - 14% | Insurance
Superannuation
- Australian
: O Self Managed
Japan Retail Superannugalion
Global Private Bank " L 8% | D e rice

Legacy Segments

Rising Segments

*Note: Revenue apportunity includes fees from manager turnover and net new
flow. Source: Casey Quirk by Deloitte Analysis

Financial Services
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FINANCIAL SERVICES — MANAGING ASIA’S WEALTH

ISSUES & COMPLICATIONS

 Fund managers are approaching Asia Asia Pacific Fund AUM by Regulatory
with outdated growth strategies. Structure
« Future commercial opportunities are o st

shifting towards insurers, retalil
investors, regional private banks, and
defined contribution pension schemes.

$47

$37

* Regional fund structures will dominate

Assets Under Management (USST)

by 2018. 7
» Australian fund managers will need to T £ Ats Vehicles (Non-Asian)
have a strong geographic focus, muCITS
| M Local Fund Structi
targeted engagement models and sor | — — ocal Fund Structures
operating models that suit local and Source: Casey Quirk by Deloitte

international requirements incl.
regulatory
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FINANCIAL SERVICES — MANAGING ASIA’S WEALTH

ISSUES & COMPLICATIONS

Australia needs to
leverage the current
and under negotiation
FTA's and the Asia
Region Funds Passport
to raise the profile of
Australia’s asset and

funds management
sector

Financial Services

A

“We do have a competitive
edge in REIT’s, listed
infrastructure, unlisted
infrastructure ... we are at
the leading edge in the
industry because of
managing unlisted assets”

Australian investment
manager

0

il




FINANCIAL SERVICES — MANAGING ASIA’S WEALTH

IDEAS
 Leverage the ARFP and FTA's to engage in high level
dialogues with financial sector counterparts in Asia. \
* Provide the funds management sector with insight and \ /
market intelligence from key Asian markets especially /
Greater China, Japan, Korea, India and Middle East —
e

* Work with State governments and the Financial
Services Council to promote a Team Australia approach
to promoting the export of the funds management. \

« Engage with DFAT, Treasury, and other stakeholders to '\
promote Australian corporate educational capability in \
.
funds management.

* Improve the brand and/or international image of
Australian infrastructure fund managers in Asia using
traditional and new media.
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FINANCIAL SERVICES

SUMMARY & CONCLUSION

Go Team Australial

Financial Services
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