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Michael Pearson reports on the rapid growth of RegTech now that the financial sector has 
to place a much greater emphasis on regulatory issues since the financial crisis

A helping hand for fintech

RegTech

Interest in RegTech, the use of new technology to facilitate 
the delivery of regulatory requirements, has been growing 
dramatically over the past five years and investors have 

poured increasing amounts into RegTech start-ups around 
the world. According to Fintech Global, $4.5bn was invested 
in 2018 and a further $1.3bn was invested in the first 
quarter of 2019. This article is about RegTech start-ups, but 
more established suppliers are also developing innovative 
products in this area.

The UK is an important base for RegTech start-ups and two 
of the top 10 global investments in the first quarter of 2019 
were in UK companies: Tessian, an email security enterprise, 
raised $42m, with venture firm Sequoia as lead; and 
Featurespace, which provides technology for fraud and risk 
management, attracted £25m, with Insight Venture Partners 
as lead.

In the second quarter of this year, Onfido, which is involved  
in identity management, raised $50m from investors 
including Softbank. The UK’s Financial Conduct Authority 
(FCA) has provided a supportive environment and several 
RegTech companies have been through, or are going 
through, the FCA’s sandbox.

According to the FCA, the term “RegTech” applies to 
new technologies developed to help overcome regulatory 
challenges in financial services. It is usually considered to 
be a sub-sector of fintech but not all the clients of some 
RegTech companies are in financial services, although the 
sector is one of the main targets for RegTech solutions. The 
sector is very diverse and includes companies that provide 
services such as credit risk analysis, due diligence, anti-
money laundering (AML) and Know Your Customer (KYC), 
regulatory reporting and data privacy. Some analysts and 
commentators also include cybersecurity in their definition 
of the RegTech space.

Four leading RegTech start-ups from the UK illustrate 
this diversity and are described in the box on the next 

page: Quantexa (AML and KYC); Privitar (data privacy); 
Credit Benchmark (credit analysis); and Onfido (identity 
management). These companies have all received substantial 
equity funding. 

Two main factors have combined to spark the growth in 
RegTech investment: the greater, and ever-increasing, focus 
on regulatory issues since the financial crisis, and hence the 
growing demand for services; and the emergence of new 
technologies that can be deployed to address the challenges 
in the complex, global financial services business.

Focus on regulation

According to BCG, the management consulting firm, the 50 
largest European and North American banks paid $372bn of 
regulatory fines from 2009 to 2018 inclusive. This massive 
sum highlights the need to focus on the issue. As recently 
as April 2019, Standard Chartered was fined £102m by the 
FCA for poor money-laundering controls.

The consequence is that regulatory and compliance 
operational costs are rising and are significant for most 
banks. BBVA, the Spanish bank, has suggested that 
10-15 per cent of employees at financial services firms are 
engaged in governance, risk management and compliance 
activities – a huge cost. 

Technology innovation

The development of fintech solutions in general has been 
underpinned by new technologies that are being deployed in 
innovative ways. RegTech is no different from other fintech 
sectors in that respect and some of the key technologies 
being used are:

• big data analytics; 
• data visualisation; 
• artificial intelligence and machine learning; 
• cloud computing; and 
• biometrics.

For example, Onfido is combining machine learning, 
biometrics and advances in smartphone technology in an 
identity-as-a-service business model that provides KYC 
checks for the industry. These services, in turn, have helped 
to fuel the rapid uptake of new digital banking and payment 
services where easy customer onboarding differentiates 
them from the incumbents.

“
The development of 
fintech solutions has 
been underpinned 
by new technologies
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The large number of start-ups in the RegTech sector is 
attracting investment from a variety of sources, including 
specialist fintech investment firms such as Passion Capital, 
traditional technology investors such as Accel, and corporate 
investors such as HSBC. Investors are also attracted by the 
fact that these start-ups are often global in scale and do not 
need as much equity investment as other fintech start-ups 
such as digital banks. But although RegTech is an interesting 
sector for investors, there are many small start-ups that are 
yet to receive much funding or achieve any market traction.

The role of corporate investors is particularly significant. 
In fintech as a whole, they accounted for around 40 per 
cent of investment in 2018, according to KPMG analysis 
quoted in UK FinTech: state of the nation, published by 
the Treasury in May 2019. Just looking at a sample of the 
larger RegTech start-ups in the UK that have raised more 
than £5m, a similar percentage have corporate investors. 
Examples include Quantexa (HSBC), Privitar (Citi) and Elliptic 
(Santander). 

But it is not just banks that are investing in RegTech – 
Salesforce, the US cloud-based software company, has 
invested in Privitar and Onfido, indicating the broader 
interest in this sub-sector of fintech.

Where a financial institution is deploying a solution from 
a RegTech start-up in a critical area of its business, it is 
important they know that the company is well funded 
and on a sound footing. This is one of the reasons for an 
established player to invest in a start-up – for example 
with HSBC and Quantexa where a small initial investment 
was followed by a pilot deployment and then a larger 
investment. In cases like this, the corporate investment and 
business relationship can be a critical success factor for the 
long-term development of the start-up. 

Michael Pearson is an independent consultant 
and author who is a recognised expert on fintech 
and has worked in strategy consulting and 
financial services for more than 30 years. He is 
also a non-executive director of Tanmeyah, an 
Egyptian microfinance company

“ Firms deploying a solution 
from a start-up need to know 
the company is well funded 
and on a sound footing

Quantexa: Quantexa was founded 
in 2016. The company uses big data 
analytics to help financial services 
companies manage risk. HSBC 
became a strategic investor in 2017 
when the company raised £2.7m in 
its first round. Following a successful 
pilot, HSBC then announced it would 
integrate Quantexa technology 
with its systems to help identify 
money-laundering activity. With a 
second round of financing in 2018, 
Quantexa has raised £16m in total, 
and the valuation at the last round 
was £104m.

Privitar: Privitar was founded in 2014 
and provides software for enterprise-
wide data privacy protection. 
With increasing regulation in this 

space, such as the EU General Data 
Protection Regulation, and growing 
amounts of data, companies are 
struggling to ensure compliance with 
privacy policies at the same time as 
making use of data, internal and 
external, for business decisions. The 
company has raised a total of £18m, 
with the latest valuation being £64m 
in 2018, including from corporate 
investors Citi and Salesforce.

Credit Benchmark: Credit 
Benchmark, founded in 2012, 
aggregates credit risk analysis from 
more than 40 banks on more than 
30,000 companies and produces 
consensus credit assessments for 
these companies. Using internal 
credit data from the participating 

banks means that companies with 
no external credit ratings can be 
analysed. The company has raised 
a total of £23m and the latest 
valuation was £83m in 2018.

Onfido: Onfido was founded in 
2012 and provides identification-as-
a-service. Using machine learning, 
government-issued ID is checked and 
compared with facial biometrics to 
enable rapid KYC from smartphones. 
This enables financial services 
companies to sign up new customers 
efficiently and remotely while 
meeting regulatory requirements. 
The company has raised a total of 
$100m at an undisclosed valuation. 
Salesforce and Microsoft are investors 
in the company. 

Selected Examples of UK Regtech Start-ups

RegTech


