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KAR015: Virtualization in Financial Services 
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Knowledge Area Review 

KAR 

The KAR015 (Knowledge Area Review) on Virtualization in Financial Services is a document containing information 
rich slides which comprehensively describe the major trends around Virtualization and is certified by ICG to be based 
on publically and externally sourced information only, together with the authors industry insights. It comprises 75 
pages of power point slides that contain: 

•  A peerless synthesis of available information (public sources, applied science journals, research databases, public 
company records) 

•  Uniquely blends knowledge and insights from across the consulting industry, large and specialist, avoiding bias and NIH 
(not invented here) issues on your projects 

•  Several relevant case study descriptions, including background information and key insights 

•  Several frameworks describing the trends in Virtualization in Financial Services  

Main themes highlighted in this paper are: 

•  Incumbent FI’s are finding it increasingly difficult to deliver a universal set of needs 
•  Technology standardisation and commoditisation is increasing ability of suppliers to deliver focused scale offerings at 

lower cost 
•  Customers are becoming more demanding – they don’t care how the outcome is assembled only that they get the 

outcome 

KAR 015 is a companion 
resource to our monthly 
global periodical The 
Insights Review (TIR), 
deeper full dives on a 
specific topic – our Certified 
Case Study (CCS) and DKS 
- unique highly distilled 
synthesis of the newest 
thinking in an industry, sub 
sector or function 
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Virtualization in Financial Services - Content 
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Section Component Description 

1 Critical Frameworks 
•  What do we mean by Virtualization? 
•  Drivers of virtualization 
•  The decision to virtualise 

2 Key Case Studies •  Selection of Best Practices cases around the globe 

3 Key Articles  •  Key published articles 
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Sample 1: 
What is driving virtualization? 

Customers are becoming more 
demanding – they don’t care 
how the outcome is assembled 
only that they get the outcome 
 
•  Customer expectations rise, 

decreasing loyalty and 
increasing shopping 
behaviour (trading up/down) 

•  Customers better informed 
•  Value of incumbent brands 

diminishes 
•  Consumers and businesses 

gradually shift FS buying 
behaviour from consolidation 
towards open markets  

•  Customers looking for 
wrappers and packaging of 
solution components  

CUSTOMER BEHAVIOR 
TECHNOLOGY 

STANDARDISATION GLOBAL DELIVERY 

Technology standardisation and 
commoditisation is increasing 
ability of suppliers to deliver 
focused scale offerings at lower 
cost 
 
•  Increasing standardisation: 

technology, communication, 
device 

•  Building blocks for 
deconstruction of FS value 
chains largely in place, banks 
and attackers enabling free 
exchange of information & value 

•  Scale-free competition of 
smaller businesses with large 
incumbents;   

•  Emergence of major platform 
houses and interoperability 
standards 

Incumbent FI’s are finding it 
increasingly difficult to deliver 
a universal set of needs 
 
 

•  Regulation increasing in 
breadth & specificity 

•  Historical systems 
landscapes are challenged by 
faster pace of technology 
change 

•  Complex organisations 

•  Increasing capital 
requirements 

•  Increasing product and 
services breadth 

 

Source: ICG analysis 
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Industry 
Structure 

Business Model 

“Execution” 
Market 

Customer 
Centricity 

Channel 

Geographic 
scope 
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Improvement 
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B2B E2E 
Ecosystem to 

Ecosystem B2C 

Vertical Layered (end 
to end) Platformised Virtualised 

In-house Outsourcing Offshoring Extended 
Enterprise 

Agile 
Enterprise 

Products Solutions Advice Insights Outcomes 

Physical Copper Wireless / 
Digital Omni HAL 9000 

Context 
sensitive  

uni-channel 

Local Regional Multi 
Domestic 

Multi 
National Balkanised 

Anecdotal case 
studies 

Performance 
bench 

marking 

Capability 
Trajectories 

Platformised 
IP 

Open source 
brokered agile 

enterprise 

B2B2C 

P2P 

Global 

Sample 2:  
Business models in Financial Services are evolving from vertical to layered, to 
platformised to virtual 

Era Encyclopaedia for The Financial Services Industry 
Dimension 

Extract 
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Sample 3: 
Within business banking products high potential for virtualization across merchant 
acquiring, payments and trading products Size of bubble= 

intensity of change 
 

Depth & Breadth of Standardisation 

Tr
an

sa
ct

io
n 

In
te

ns
ity

 

Customer ID & KYC 

FX Account 

Standard Lending 

Domestic e-Payments 

Derivatives Trading 

Advisory 

Pensions & SuperAnnuation 

Specialised Lending 

Collections/Recoveries 

Traditional Trade Finance 

Foreign Exchange 

Credit Cards 

Global Custody 

Cash Management 

International Payments 

Exchange Traded Funds 

Merchant Acquiring 

Open Acct. Trade-Finance 

Equity Trading 

OTC Trading 



© Internal Consulting Group 2015 Virtualization in Financial Services – KAR – Product Brochure 

Sample 4:  
Screen to identify best improvement lever and estimate 
value potential for internal improvement 

Quality 
(Input/output error rate) 

If process quality is low improve 
through redesign 
 
2 models for redesign 
•  IF productivity variance is high, and 

source of quality issue is internal 
à identify & leverage best practice 

•  IF productivity variance is low  
à Conduct e2e lean redesign 
across boundaries to simplify and 
improve input quality including  

Plus change in ownership to 
consolidate under common 
governance 
 
Improve performance transparency 
through targets and metrics 

Labor Productivity 
(Range & σ2 ) 

Pool labour to address supply/ demand 
capacity mismatch 
 
•  If labor productivity var. is low à 

create center of competency, use 
workflow and BPR engine to 
automate simple tasks 

•  If labor productivity var. is high à 
pool labor, multi-skill to address 
supply demand mismatch; segment 
process flow and apply skills based 
routing to optimize highest skilled 
labor 

 

Process complexity 
(Task or skill ambiguity) 

Assess inherent complexity of 
process and tasks for STP and 
automation potential 

•  Clear, defined expected outcome  
•  Judgment or unique business/reg.  

knowledge required 
•  Documentation, training manuals 

exist? 
•  Inputs and interfaces between 

counterparties automated? 
•  Metrics to measure success? 

If complexity is low à 
•  Assess opportunity for STP 

automation (e2e), if not feasible 
move to next lever 

H
igh Q

uality P
rocesses 

C
om

plex Tasks 

Simplify, Standardize, Consolidate STP Automation 

1 2 3 

Pool & work  
based routing 

Workflow  
and BPR 

Whether to 
outsource?  

Source: ICG analysis 



© Internal Consulting Group 2015 Virtualization in Financial Services – KAR – Product Brochure 

Sample 5: Providers: The Bancorp 
Provides private label banking and technology solutions for non-bank 
companies 

8 

•  Creates customized banks for hundreds of affinity partners, setting a 
new standard in financial services innovation.  

•  Provides private-label banking and technology solutions for non-bank 
companies ranging from entrepreneurial start-ups to those on the 
Fortune 500 

•  The Bancorp's private-label programs focus on four main business 
segments: 

Ø   Healthcare Solutions 
Ø  Payment Solutions 
Ø  Payment Acceptance 
Ø  Institutional Banking 
 

•  These "branchless banking" programs enable members, employees 
and customers of affinity partners to access online banking services, 
customized for them, under the affinity partner’s brand 

•  In addition to these programs, The Bancorp offers a full array of lending 
services 
Ø Commercial Lending 

Ø  Fleet Management 

Ø  Leasing and Government Guaranteed Lending 

CLIENTS THE BANCORP 

Source: secondary research 

Case Study: DAWN Integrates Outsourcing Services into Treasury OperationsHanre 
Bester, DAWN - 7 May 2014South Africa’s Distribution and Warehousing Network, aka DAWN, 
is a major manufacturer and distributor of hardware, sanitary ware and engineering products. 
This case study describes how the group used a cost-effective, low-risk strategy for 
outsourcing elements of its treasury operations to support the growing demands of its core 
business and strategic goals. DAWN uses its outsourcing partner’s professional resources 
and expertise in a broad range of front and back office activities, and for hosting underlying 
technology.How useful was this article?(5=high)  Average 4 out of 5Share
Share on emailShare on printShare on linkedinShare on twitterShare on facebookShare on 
googleMore Sharing ServicesThe growth of DAWN’s domestic and international business has 
inevitably increased the scale and complexity of the group’s financial risk exposures. The 
business imports raw materials and finished goods, and has been growing its exports to 
several countries. Strategically, DAWN recognised the value of developing a treasury 
operation to deliver best practice results in cash, foreign exchange (FX) and debt 
management and also to provide a secure platform for future growth. South Africa has only a 
limited pool of qualified corporate treasury executives, so DAWN’s finance management team 
decided to evaluate a possible outsourcing solution to support its corporate 
evolution. Outsourcing is a common business practice in South Africa. In finance and treasury, 
it offers a solution for FX risk management by providing strategy design, advisory services and 
market execution. FX is a significant requirement for DAWN, but as the finance team’s 
experience and understanding grew, members determined that there is much more to treasury 
than FX. The group decided to seek an outsourcing partner who could support its objective to 
build a high-quality treasury operation that protected financial assets and earnings, managed 
its cash effectively, helped to rationalise bank relationships and enabled DAWN to progress 
from basic cash management into more effective working capital management - in turn leading 
to asset and liability management for the whole enterprise and ultimately the establishment of 
an internal bank. The finance team selected Pretoria-based TreasuryOne as outsourcing 
partner, having determined that it was best-placed to deliver the width and quality of treasury 
services to support DAWN’s needs and vision. The professional relationship with TreasuryOne 
is outlined below in three sections: basic treasury operations, technology support and strategic 
treasury development. Basic Treasury OperationsDAWN’s finance team and TreasuryOne 
work closely together, so that outsourced treasury activities are closely integrated with 
DAWN’s core operations. DAWN developed a treasury policy document over four years; with 
TreasuryOne’s assistance, the policy has now been implemented and provides the framework 
for all daily treasury operations. Required hedges are planned by both parties and then 
executed in the markets by TreasuryOne’s dealing team, who seek the best available 
rates. DAWN uses outsourcing for front and back office operations, which includes the 
transaction settlement process as well as issuance and management of confirmations. The 
team has further advanced this process to centralise all foreign payments and inflows within 
treasury, which also facilitates the compliance and regulatory requirements governing foreign 
payments and inflows.The process integrates the use of SWIFT to retrieve and download daily 
statements for all relevant domestic bank accounts and DAWN is now rolling out the platform 
for its international businesses. Outsourcing has enabled the team to take advantage of 
SWIFT’s robust and secure bank messaging facilities. The solution also uses SWIFT-based 
confirmation matching services, to provide a high level of control in the construction of 
DAWN’s daily cash position, and for general treasury operations. Automated use of SWIFT’s 
MT940 message format has accelerated the process, and eliminated error-prone manual 
efforts. A key part of the back office process involves reconciling the downloaded bank 
account information against transactions anticipated in the cash book. The process is also 
automated and rules-based, and allows the back office to identify, research and correct any 
differences between the bank’s records and DAWN’s. Reconciliation optimises treasury 
control, providing a sound basis for accurate cash positioning and for planning the day’s 
dealing. The cash forecasting solution adopted for liquidity management involves DAWN 
subsidiaries submitting their projected cash needs and surpluses to central treasury over the 
web. The intercompany relationship between the subsidiaries and DAWN and its treasury as 
internal banker is augmented by implementation of various intercompany loan transactions, 
i.e. long term loans, bridging finance loans and current accounts with the supporting legal 
agreements’ terms and conditions.Technology SupportDAWN’s executives enjoy 100% real 
time visibility of its treasury processes, positions and exposures through direct access to the 
supporting technology system - a critical factor. Outsourcing fees encompass all related 
technology costs, including hardware, maintenance, database management, back-up and 
recovery and upgrade management. Consequently, executives need not be concerned with 
day-to-day system operations, and can concentrate on finance management. Importantly, the 
system is securely hosted by Exordia. System access is web-based and available 24/7, 
allowing the finance team to manage and monitor according to its needs, and request reports 
as required. The system complies with high audit standards, in security, segregation of duties 
and lock-down of automated treasury processes. The audit trail captures each database 
change: the record for every event defines the change; identifies the specific individual 
responsible; and records the date and time of the action. Strategic Treasury DevelopmentAs 
the business relationship with DAWN’s outsourcing partner has evolved, the team has been 
able to focus on the more strategic issues of its longer-term treasury vision. Key to achieving 
this has been a semi-permanent senior treasury professional from TreasuryOne, with 
executive experience at several major South African banks and corporates, joining the team. 
She has added value in bank negotiations and the design and delivery of treasury strategy. 
She works as a team member, offering the group more than an outside consultant could. This 
involves, for example, expert understanding of DAWN’s position as a certain type of client for 
a specific bank, which is very valuable in negotiating the appropriate pricing arrangements for 
delivering different banking services. As much as the transactional relationship is valued 
between DAWN and its banker, treasury follows a ‘best product and best price’ approach in 
securing the most efficient financial product from the banking community.The outsourcing 
partner performs a range of operations, and is responsible for delivering high-quality results. 
Additionally, they can provide the team with other kinds of expertise, training and consulting as 
and when needed. DAWN’s operations are being streamlined and optimised, with the team 
looking to achieve further savings and efficiencies by closing more bank accounts, reducing 
the number from around 60 to 30-40. There is a controlled process to review and close bank 
accounts and the team is able to net the flows moving through bank accounts at appropriate 
levels for approval, thereby also reducing fees by reducing the number of physical flows and 
also aligning the account structure with improving cash forecasts.Overall, the group’s treasury 
positions are now easier to understand and the team can act on them effectively. Members 
have a clear view of the evolving cash position, and consider cash to be the primary health 
indicator for the business. They can interrogate the business model and navigate the way 
forward to the group’s longer-term objectives, including the establishment of an internal bank 
to provide treasury services across the business. DAWN is transitioning from basic cash 
management into longer-term working capital management, and from there to full asset and 
liability management for the entire enterprise. In this way, treasury can maximise the value it 
contributes to the group; and this is being achieved effectively as a direct result of the way 
outsourcing of some treasury operations and functions is used to complement in-house 
activities. DAWN’s Standard & Poor’s (S&P) credit rating has improved to A- long term and A2 
short term as it has been able to negotiate effectively and professionally to improve and 
restructure financing both for working capital and longer term capital expenditure, to support 
the group’s expansion. The management team is working on increasing use of the capital 
markets, through commercial paper and medium term note (MTN) issuance, and possibly also 
using private placements. DAWN is seeking to optimise financing through a combination of 
bank facilities and capital markets debt, and to reduce funding risk by diversifying its investor 
base. ConclusionOutsourcing as described has proved to be highly beneficial for DAWN, 
which now enjoys cost-effective and sophisticated front and back office treasury operations, 
supported by powerful technology, and backed-up by the high quality professional expertise 
and service width of our outsourcing partner. A key benefit of this arrangement is that the 
group has been able to accelerate the practical realisation of its vision for treasury 
development. Back to top 

120 established relationships with a variety of 
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