Digital Finance



Why Do the Most Popular FinTechs Lose the Most Money?

The Growth Paradox

Revolut (UK/Lithuania, 2015, 45M users, EMI licence) has 45
million users but was unprofitable for years. N26 (Germany,
Berlin, 2013, full banking licence) raised billions yet recently hit
breakeven with a fraction of that user base. FinTechs grow 10x ®
faster than banks but monetize 10x slower. Why?

“But..
the revenue?”
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What investors see:

® Exponential user growth curves vC aunde CFO
® Multi-billion-dollar valuations FREE BANKING

® “Total addressable market” measured in trillions 50M users

°

Technology stacks that make banks look like museums
The most popular business model
in FinTech is “grow now, profit later.”

What accountants see:
® Customer acquisition costs that exceed lifetime revenue
® Interchange fees capped at 0.2-0.3% in Europe
® Free tiers that 80% of users never upgrade from
® Compliance costs that scale with every new market

The most downloaded financial apps in Europe are also the most money-losing — the question is whether growth eventually converts to profit.



How Much Did You Pay for Your Last Financial App?

Reflection Prompt

Count the FinTech apps on your phone right now. Payment apps, banking apps, investing apps, budgeting tools. How
many do you have? Now ask yourself: how much do you pay per month across all of them?

If the answer is close to zero, you are not unusual. Most FinTech users are free-tier customers who generate almost no direct revenue.

Try this calculation for one app (e.g., Revolut):

® How many transactions did you make last month?

® At 0.2% interchange per transaction, what did Revolut earn from you?

® Compare that with the CHF 5-10/month your traditional bank charges in account fees alone — before any transactions
® Now multiply your revenue contribution by 45 million users. Is that enough to cover 8,000 employees across 38 markets?

The uncomfortable truth: If you are not paying for the product, your data and your transactions are the product. FinTechs monetize
your behavior — spending patterns, location data, credit signals — even when you pay nothing directly.

Bring your count to class: How many free financial apps do you use, and what do you think each one earns from you per year?

If you are not paying for the product, your data and your transactions are the product.



What Are the Five Ways a FinTech Can Actually Make Money?

Model Revenue Source Example Margin

Platform Transaction fees, match-  PayPal, Stripe High
making

Freemium Free base + paid premium Revolut, N26 Low-Med
tiers

Infrastructure (BaaS) APl access fees, per-call Plaid, Solarisbank High
pricing

Embedded Finance White-label financial ~ser- Shopify Capital Medium
vices in non-financial apps

Data Monetization Insights, scoring, analytics  Credit Karma High

sold to third parties

The key insight: stacking models
No successful FinTech relies on a single revenue stream.
The pattern across the industry:

® Revolut: Freemium + interchange + FX markup +
crypto trading fees + business accounts (5 streams)

® Stripe: Platform fees + treasury + issuing + fraud
prevention + billing (5 streams)

® PayPal: Transaction fees + FX + credit +
merchant services + Venmo monetization

® Companies that depend on only one stream (e.g.,
interchange alone) face a margin ceiling that makes
profitability nearly impossible at European fee caps

Rule of thumb: Sustainable FinTechs combine at least

Firm anchors: PayPal (US, Palo Alto, 1098, peer-to-peer + checkout); Stripe (US/Ireland, 2010, developer-first p_aémmgd/ﬁlﬁ Efnﬂ%?té’ ranlgé'cs&"ze’bsﬁgiaﬁ[%aftraaa%g%ation API);
Solarisbank (now Solaris, Germany, Berlin, 2016, full Baa$ banking licence); Shopify (Canada, Ottawa, 2006) Capital (embedded merchant lending, 2016); Credit Karma (US, 2007, now Intuit;

free scores + data monetisation); Adyen (Netherlands, Amsterdam, 2006, merchant-acquirer platform).

No FinTech survives on a single revenue stream — the survivors stack thin margins across multiple models.



Follow One Euro Through Revolut from Deposit to Revenue

1. Customer
Deposits EUR

2. FX Conversion
(0.4% markup)

3. Card Payment
(0.2% interchange)

4. Premium Sub
(EUR 8-14/mo)

(5 revenue streams?

EUR 0.00

EUR 0.40/100

EUR 0.20/100

EUR 3.5%+ on float

Unit economics of one premium customer

Customer Acquisition Cost (CAC): Approximately EUR 30
including marketing, referral bonuses, and onboarding
Monthly revenue (premium): EUR 8-14 subscription plus
interchange plus FX fees. Roughly EUR 15-20/month total
Payback period: Approximately 2—-3 months for a premium
subscriber

Lifetime value (LTV): Estimated EUR 134 /year for an
active premium user (Revolut 2023 annual report)

The problem: most users are free-tier

Only 8% of Revolut users pay for premium

Free-tier users generate EUR 10-15/year from interchange
and FX alone

At EUR 30 CAC, a free-tier user takes 2+ years to break
even

The business model depends on converting free to paid —
and most never convert

Key insight: One customer, five revenue streams. The model

works by stacking thin margins — but only if the customer is active

enough to generate them all.

One customer, five revenue streams — the FinTech business model works by stacking thin margins, but only for active users.



What Machine Turns Users into Revenue?

Traditional Bank

Net Interest
Margin (NIM)

80% of revenue

One engine, thick margin

FinTech

[ Interchan{ FX Markk{ Premium ]
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Five engines, thin margins

Two fundamentally different machines

® Traditional bank: A single, powerful engine. Net interest

margin (the spread between deposit rates and lending rates)
generates roughly 80% of revenue. Simple, proven, and very
hard to disrupt from outside.

FinTech: Five smaller engines running in parallel. Each
generates thin margins, but together they can match or
exceed bank revenue per customer — if the customer is active
enough to spin all five.

The B2B infrastructure play

® The most profitable FinTechs are often invisible to

consumers: Stripe (payment processing), Plaid (data
connectivity), Adyen (merchant acquiring)

These infrastructure players earn revenue from every
transaction on their platform — regardless of which
consumer-facing app wins

B2B FinTechs have 40-60% gross margins vs 5-15% for
consumer FinTechs

Key insight: The most profitable FinTechs are not the apps you

use — they are the infrastructure underneath.

The most profitable FinTechs are not the apps you use — they are the infrastructure underneath.



What Happens When a FinTech Grows Fast but Never Profits?

When Growth Masks Fundamental Problems

Wirecard (Germany, Aschheim/Munich, 2020 insolvency): Reported

EUR 1.9 billion in revenue that did not exist — the largest post-war German
corporate fraud, CEO Markus Braun arrested, auditor EY fined. Auditors
missed fabricated bank statements for years. The company had 5,800
employees and a EUR 24 billion market cap before collapse. Lesson:
growth metrics without auditable revenue are meaningless.

Greensill Capital (UK/Australia, 2021 administration): Lent against
future invoices that were speculative or fabricated. Grew to $143 billion in
“assets” before discovering the underlying receivables were fiction. Founder
Lex Greensill; Credit Suisse exposure $10bn; lobbying scandal reached UK
PMs. Lesson: financial innovation without sound underwriting is
speculation.

The zombie FinTech pattern:

Raise capital on user growth metrics

Spend on customer acquisition, not monetization

Each funding round requires higher growth to justify valuation
When funding markets tighten, the music stops

Forced to cut costs, which degrades the product, which drives users
away — a death spiral

Growth without a path to profitability is not a business model — it is a countdown.

Death Spiral . Virtuous Cycle

Metrics Funding 1 Unit econ Revenue
worsen dries up ' improve grows
Users K/Cut costs,! Users \./‘ Invest in

leave cut produc{ stay + pay product
1
Wirecard, Greensill Stripe, Adyen

The difference is not technology —
it is whether revenue exceeds cost.



How Do Five FinTech Business Models Compare on Six Dimensions?

FinTech Business Model C ison: How to read the chart o
Six Dimensions Further from center = stronger on that dimension.

Regulatory Revenue °
Moat Margin

Networ]

P alability

Platform: scalability + network effects, but
winner-take-most dynamics

Infrastructure (BaaS): highest margin + moat (sticky APls)
Freemium: fastest acquisition, lowest margin (90% free
users)

Embedded finance: widest reach, but third-party dependent
Data: high margin, rising regulatory constraints (GDPR =
General Data Protection Regulation, EU 2016/679, enforced
May 2018, fines up to 4% global revenue)

No single model wins all dimensions.

Capital Time to
Intensity Profitability

— Platform  — Freemium Infrastructure  — Embedded Finance — Data Monetization

lllustrative comparison. Each model excels on different dimensions — the strongest FinTechs combine two or three.



Who Wins and Who Loses When FinTechs Disrupt Banking Revenue?

Winners

t

Infrastructure
9 Providers

vc

Consumers
%
o

Bank
Employees

Consumers: Lower fees, faster service, better user
experience. Competition forces banks to improve their own
digital offerings.

Infrastructure providers: Stripe, Plaid, and Adyen profit
regardless of which consumer-facing FinTech wins the
market.

Investors Losers

— Traditional banks: Lose the most profitable customer

segments (young, digital, high-transaction) while keeping the
least profitable.

Bank employees: Branch closures and automation reduce
headcount. EU banks have closed 20,000+ branches since
2015 (ECB Banking Supervision data, Statistical Data
Warehouse).

Regulators: More competition benefits consumers but
creates fragmented supervision challenges.

VC investors: A few winners generate outsized returns; most
FinTech investments lose money.

FinTech disruption redistributes value — lower fees come at the cost of bank profitability and increased market concentration.



Four Questions That Reveal Whether a FinTech Business Model Is Real

When evaluating any FinTech — as an investor, regulator, or job applicant —
ask these four questions:

1. Do the unit economics work?

Does each customer generate more lifetime revenue than they cost to acquire and
serve? If CAC exceeds LTV, the company is paying people to use it — that is a subsidy,
not a business.

2. What is the moat?
Can a competitor replicate this product in six months? Network effects, switching costs,
proprietary data, and regulatory licenses are real moats. A pretty app is not.

3. Who actually pays?
Follow the money. If end users pay nothing, the revenue must come from merchants,
data buyers, or cross-subsidies. Every “free” product has a paying customer somewhere.

4. What happens when funding stops?

If the company cannot fund operations from revenue alone, every quarter of losses is a
bet that the next funding round will arrive. When interest rates rise, many bets are
called in.

These four questions separate companies that create value from those
that redistribute investor capital.

What VCs measure
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Margin

Moat
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VALUE
Growth without value creation
is just spending.

Every FinTech claims to create value — these four questions separate the ones that do from the ones that redistribute investor capital.



Your Challenge: Evaluate a FinTech Business Model

Mini-Challenge (15 minutes)

N26, the Berlin-based neobank, has approximately 8 million customers across 24 European markets. After years of
losses, it reported its first annual profit in 2024. Revenue comes from premium subscriptions (EUR 9.90-16.90/month),
card interchange, and FX fees. It holds a full German banking license.

Your deliverable: Apply the four-question framework:

Question Your Assessment

1. Do the unit economics work? Hint: 8M users, recently profitable. What does that imply about revenue per
user vs. cost per user?

2. What is the moat? Hint: Full banking license, brand in 24 markets. Is that defensible against Revolut
or local banks?

3. Who actually pays? Hint: Premium subscribers, merchants (interchange), customers exchanging cur-
rency. What share is each?

4. What happens when funding stops? Hint: Profitable now. But is profitability structural or a result of cost-cutting?

Would growth resume losses?

Discuss: Is N26 a sustainable business or a smaller Revolut that happened to hit breakeven first? Defend your position.

The best FinTech business models are boring: charge a fair price for a valuable service.

The four-question framework works for any FinTech — from neobanks to payment processors to embedded finance providers.



