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INTRODUCTION
Thirty years ago, the financial services sector looked nothing like it does today. Services
offered were different. Technology underpinning those services was different. Customer
expectations could not have been more different.
Nowadays customers expect constant and secure access via their mobile devices, their
interactions with providers happening less and less within the four walls of a bank.
Meanwhile, financial services companies have to contend with an ever-growing list of
regulations that govern these interactions. Perhaps most significantly, the huge
abundance of data now gathered has become an important an asset as currency.
As a whole, the financial services industry has been slow to adapt to this new landscape.
Many companies have resisted capitalising on the innovation benefits offered by SaaS,
mobile and social technologies and cloud adoption, in favour of sticking with tried-andtested legacy systems. Currently, particularly in the UK, too much money is being spent
on too little work because of slow, costly and error-prone processes and a hesitance
about going outside the firewall.
But as the modern economy continues to change at an unprecedented pace, financial
institutions will not survive with closed systems. To stay competitive, they must
modernise their systems and processes through the incorporation of the sort of
technology that is causing widespread disruption across the wider marketplace.
This white paper evaluates the critical drivers for financial services firms to reinvent
themselves and how they can go about doing so.
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ABOUT QBA
QBA is the IT partner businesses turn to for help and guidance on transforming and
continuously improving business processes with modern technology. We align the
commercial and technical within client organisations, to achieve a unified approach. Think
“modernisation, with a head for numbers”
Headquartered in Luxembourg, QBA is technology-agnostic and offers forward-looking
bespoke solutions across software, infrastructure and knowledge platforms, with a
particular focus on financial services.

ABOUT THE AUTHOR
Sumit Roy is the chief projects officer for QBA Europe. A
certified Scrum master and Agile practitioner, Sumit builds
and deploys IT service and development teams and fuels
dynamic business transformations across the full spectrum of
IT concerns.
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THE INESCAPABLE
INEVITABILITY
www.qbadvisory.com
OF MODERNISATION
The very thought of moving away from a long-established way of working can reduce many to a
quivering wreck and yet, like death and taxes, modernisation is inevitable. Those with the authority to
invoke such a move tend to fall into two categories; those who “rip off the band-aid”, and those that
cling onto a flawed, unwieldy legacy operation, under some misguided affection for the better-known
devil.
Whichever pot you fall into, let’s start with some points of justification...

REALITY CHECK: THE PRIMARY
DRIVERS FOR CHANGE
From banking to lending to insurance, many financial institutions continue to use decades-old
technology to manage their day-to-day processes.
It might seem surprising that the pace of technology-fuelled change across the wider marketplace has
not had a bigger impact on financial services. But the reason is that they never needed to change,
because all their competitors were using the same core systems.
Until now. In the last few years, the opportunities offered by integration, connectivity and cloud
adoption have tempted a number of financial services companies to take that crucial step forwards.
And as soon as some start doing it, so must all the rest. Otherwise they risk becoming irrelevant.
So, what’s driving the push to transform legacy IT systems with a modern technology stack?
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1. RISING CUSTOMER EXPECTATIONS
Technological advancements are constantly improving the customer experience. That, in turn, is
making customers expect more from their providers. They want faster, easier, more secure and more
personalised solutions premised on implicit assumptions that their providers know them well from
prior interactions. Meeting these increasing expectations is extremely difficult when relying on legacy
systems.

2. RISING COSTS
According to a 2018 report by EY, banks spend 75% of their IT
budgets on maintaining legacy systems. This includes technical
patches and workarounds to supplement the limited capabilities of
their existing platforms, as well as general maintenance activities to
keep old software soldiering on. With the hardware, software and
people needed to keep the older systems online in ever-shortening
supply, these costs are only going to increase.

3. LIMITED SCOPE FOR INTEGRATION
Different departments within a business often require specific software to operate. To enable
effective cooperation between departments and a seamless flow of accurate, consistent and timely
data across the business, these programs need to be capable of integrating with one another. But
unlike modern software platforms, which are integration-ready by default, legacy systems typically
lack compatibility and require a significant amount of custom code to be connected. There’s also every
chance it won’t work, creating silos and a lack of communication and transparency. This can lead IT
teams to get blamed for numerous problems, such as when projects go over budget.
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4. CONCERNS ABOUT COMPLIANCE
Financial services is already a heavily-regulated industry. Now regulatory scrutiny has increased
thanks to companies monetising huge quantities of data and having to comply with new data
governance restrictions. Legacy systems beset with manual interventions and process gaps and
vulnerable to human error can have an incredibly detrimental effect on a company’s ability to adhere
to compliance requirements.

5. CONCERNS ABOUT SECURITY
Legacy systems are less resistant to cyber attacks, malware and other harmful programs since
attackers have had plenty of time to learn the code and find out where it’s vulnerable. Security
patches can help but in a lot of cases the system’s a leaky bucket. As soon as you patch one hole, it’s
not long before you find another.
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6. PRODUCTIVITY LOSSES
Legacy systems are often steeped in paperwork, spreadsheets and duplicate data entry. This is just
the administrative grunt work designed to make all the disparate parts of the system work in
harmony, but it needs doing before any billable work can start. This is where the process limitations of
legacy systems are inhibiting productivity.

7. OPPORTUNITY LOSSES
Companies that use up most of their IT budget on maintaining legacy systems leave less room
for innovation. This gives competitors a chance to outperform them. For example, a study by
Fiserv revealed that mobile banking solutions can result in 72% higher revenue for banks. A 72%
hike in revenue for the bank that provides a lightweight mobile app is equal to the cost of the
missed opportunity for the bank that doesn’t.

8. SKILLS SHORTAGES AND LACK OF SUPPORT
Many legacy systems used by financial services firm’s date back 40 years or more. IT employees who
are skilled in those systems are often baby boomers nearing retirement, and there are few younger
employees with the same skills who can take their place. Furthermore, outdated software is typically
no longer supported or maintained by the vendor. This increases operational risk because it means
that there is no one to provide patches or fixes and no one to ensure that the system conforms to the
latest security requirements.
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9. A FRAGMENTED VIEW OF THE CUSTOMER
A lack of integration between legacy accounting systems and newer applications in other departments
leads to data silos and thus a fragmented view of the customer. For example, not knowing that a
homeowner applying for a mortgage should get a homeowner’s insurance promotion can lead to a
missed opportunity for new revenue. At the same time, the customer experience is disjointed and
unsatisfying when, for example, a customer service representative is unable to access the status of a
loan application.

WHAT ARE THE BENEFITS OF
MODERNISING?
The aforementioned drivers of change are the reasons why the tide is starting to turn. A 2018 report
by IDC says that worldwide IT spending by financial services firms will be nearly $500 billion by
2021, growing from $440 billion in 2018. Most of this will go towards improving the customer
experience and modernising legacy core systems such as payments, claims, lending, core
processing, policy administration and trading.
The following seven benefits prove that modernising existing legacy solutions with new software is
certain to generate a huge and readily visible return on investment.
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1. COMPETITIVE ADVANTAGE
The financial services industry is still dominated by providers using decades-old technologies. This
gives the most innovative providers a chance to outperform their more conservative peers.

2. HAPPIER CUSTOMERS
The last few years have a significant evolution in design standards and user experience. By
introducing sleek, intuitive and personalised user interfaces, providers can improve customer
satisfaction and loyalty, thereby increasing revenue. A survey from 2018, KMS Technology stated
39% of IT decision-makers reported an increase in customer satisfaction after the completion of their
platform modernisation projects.

3. HAPPIER EMPLOYEES
Streamlined workflows enable employees to dedicate more time to billable work and less to
administration. They get to do their jobs without getting bogged down in paperwork, data entry,
training and other routine tasks, thereby completing more jobs in a day.
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4. LOWER SUPPORT COSTS
Most modern software is cloud-hosted and offered on a SaaS basis, shifting the responsibility for
maintaining it from the firm to the vendor. Fixes, upgrades and new functionality are shared instantly
with each user, eliminating the usual IT support costs, with the average company spending 60 to 85%
of its IT budget maintaining legacy applications and systems.

5. REDUCED SECURITY AND COMPLIANCE
RISKS
Most modern software is managed and continuously updated in-house by the vendor. This
significantly reduces the risk of systems failures, security breaches and compliance problems that
outdated beset with manual interventions and process gaps have a knack of causing. According to
Proviti’s Top Technology Trends in Financial Services Organisation, 76% of organisations decided
risk mitigation was the primary catalyst when replacing their core systems.

6. INTEGRATION CAPABILITIES
Modern software is integration-ready by default and capable of interfacing with numerous third-party
applications. This facilitates better communication and collaboration between IT and other
departments whilst empowering firms to offer new and better solutions to customers. A 2018 survey
by Whishworks revealed 71% of IT leaders see legacy systems modernisation as key to becoming a
connected business.

7.IMPROVED EFFICIENCY, PRODUCTIVITY
AND AGILITY
By automating routine administrative processes, streamlining workflows and mobilising
workforces, firms increase worker productivity, speed up the provision of IT services by 30 to 50%
and lay solid foundations for future evolution and expansion.
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LESSONS FROM A DARK AND
STORMY PAST
History tells us that software reengineering comes with a high risk of failure. However, there are clear
reasons for failure that can be mitigated.
Back in 1999, researchers from Carnegie Mellon University put together a list as part of their report,
“Why Reengineering Projects Fail”. Some of their reasons still apply today, in particular:
The organisation adopts a flawed or incomplete reengineering strategy.
The organisation uses outside consultants or contractors that lack expertise.
The organisation does not have its legacy system under control.
There is no notion of a separate and distinct “reengineering process.”
There is inadequate planning or inadequate resolve to follow the plans.
Management lacks long-term commitment.
Management predetermines technical decisions.
What’s clear is that any successful reengineering project requires a strong modernisation strategy and
profound attention to detail. Partnering with a firm like QBA is a way of ensuring this. Our teams are
with you every step of the way, from understanding your pain areas to scoping out the solution to
supporting you through and after implementation.
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SEVEN APPROACHES TO
MODERNISATION
TOTAL TRANSFORMATION
This means retiring your old software and replacing with an entirely
new system. This approach offers the highest return in terms of
efficiency, productivity and agility gains; maximum flexibility in that
you are no longer constrained by old components; and the best
competitive advantage. Although it is the most risky, with your
entire functionality at stake, it is also the most rewarding if
successful.

GRADUAL REPLACEMENT
Functional blocks of your IT system are separated one at a time from the rest
of the system and replaced with a new application. This continues until the
entire system is rebuilt. Compared with total transformation, this is lowerrisk, easier on budgets and delivers results quicker, although the system can
become disjointed if the process is not carefully planned and monitored. In
general, success rates with this approach are high.
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STICKY PLASTER APPROACH
New technology is used to make small-scale changes that address specific issues in the legacy system,
while the core architecture of the application remains the same. These small changes don’t require
huge investment but offer comparatively big returns when done properly. However, using this
approach too much will lead to patchwork apps and poor design. Costs can rack up and end up
wasted if the firm undertakes a future total replacement. Although it is common and often successful,
it is a stopgap solution rather than a long-term one.

IMPROVEMENT
The existing system is improved with new code and sometimes minor additions, though the core
technology stack remains the same. This extends the lifespan of the technology and doesn’t require
procurement of new applications or technical skills. However, legacy systems will not continue
indefinitely even with improvements. This approach is often used to inject a few more years of life into
a system while a decision is being made about a future one.

AS-YOU-WERE APPROACH
This is a wait-and-watch approach, which happens when a firm is not ready to, not able to, or does not
feel it needs to, modernise. However, unless the firm’s systems are agile enough to support its growth,
this approach can be injurious if followed for too long.

BLENDED
Firms forge their own unique path to modernisation that sits somewhere in between the
aforementioned approaches, combining elements from each.
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TRANSFORMATION AS A SERVICE
The distinction here is not what but how. This can be exactly like one of the aforementioned
approaches except than an IT services partner like QBA will manage the entire modernisation process
for you. This reduces pressure on your IT teams. The approach involves the partner designing and
planning your best-fit solution, managing your IT infrastructure, and securely migrating your data and
apps to their new environment.

WHO'S MODERNISING
A number of well-known financial institutions have embarked on core modernisation efforts. Some
are big success stories. Others are cautionary tales highlighting the importance of strategic planning
and careful monitoring.
BBVA Compass, the US arm of Spanish banking giant BBVA, recently completed a decadelong legacy systems modernisation and digital transformation at an estimated cost of more
than €2.4 billion.
In 2018, supply chain management software giant Nimbi developed a new core system that
improved business productivity by 42 percent and saved $20 million in development costs.
Zions Bancorporation became one of the largest US banks to replace its core banking
platform in 2013, going on to win the Celent’s Model Bank award for Best Legacy
Transformation in 2018.
In 2016, investment bank Goldman Sachs launched a “greenfield” fintech subsidiary,
Marcus, to make consumer loans. In 2018, Marcus began expanding to other products and
services as well.
During an effort by UK bank TSB to migrate from a legacy system in 2018, a catastrophic
glitch interrupted service and compromised customer data, leading to an investigation by
the Financial Conduct Authority.
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MODERNISATION SUCCESS
CHECKLIST
A legacy systems modernisation is a high-risk project but it’s one that is becoming increasingly
necessary in today’s financial services marketplace. Here is a checklist of key factors that can help
firms mitigate their risk and facilitate a successful and future-proof transformation.

Build your business case early. Involve key stakeholders and develop a realistic
business case as early as possible, analysing the benefits, costs and risks.
Align your executives. As a project can take years to complete, the leadership team
needs the unwavering personal commitment of all impacted parties for it to be
successful.
Use your most knowledgeable resources. Free up your subject matter experts to focus
exclusively on the transformation program and hire temporary resources to cover their
day-to-day activities.
Assess the current state of your legacy systems. Undertake a detailed and systematic
assessment, looking at everything from code and architecture to visual look and feel.
Look for potential issues that may arise in the future.
Evaluate capabilities. Be honest about your existing employee skill set and resist the
tendency to go it alone without proper outside support from experienced professionals.
Select partners and vendors carefully. Find partners and vendors you can rely on to
help facilitate your transformation and take advantage of their expertise.
Select the best-fit modernisation approach. With the help of your external IT partner,
choose the approach that best meets your needs and will empower you to deliver results
fast.
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Establish strong governance. Robust standards and a clear cadence for the
transformation program are essential for driving decisions and creating transparency
between teams and stakeholders.
Appraise technology stacks. Consult with your external partner as well as your internal
IT staff about the most optimal solutions for your purposes, both now and in the future.
Adopt a strong quality assurance and testing process.
Map out a support and retirement schedule for your legacy systems. Create a plan
for retiring your legacy system only when your new products are up and running, and
archive your old system just in case you need to access or refer to it.
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