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Orchestration, Control, and Observability: A
New Framework for Sponsor Banking

At its core, sponsor banking has three fundamental responsibilities: launching FinTech and
embedded finance programs, governing those programs, and demonstrating that
governance is working. The technology architecture behind a sponsor bank should be
designed to support each of them.

As the Banking-as-a-Service (BaaS) market has evolved, so have the capabilities required
to accomplish those objectives. Early in the industry's development, the primary challenge
was connecting banks, non-bank companies, and technology providers quickly enough to
bring new products to market. As programs scaled, the focus shifted toward managing the
operational, compliance, and financial risks introduced by increasingly distributed operating
models.

Today, the challenge has shifted again. Banks must not only design effective controls, but
also generate ongoing evidence that those controls continue to operate as intended.

This evolution can be understood through three architectural capabilities:
e Orchestration enables banks and FinTechs to launch programs efficiently

e Control enables banks to govern risk across customers, partners, payments, and
operations

e Observability enables banks to continuously monitor and demonstrate that those
controls remain effective over time

Together, these capabilities provide a practical framework for thinking about modern
sponsor banking architecture. Building scalable BaaS programs is no longer just about
making banking programmable. It requires an architecture that enables banks to launch
programs, govern them effectively, and continuously demonstrate that governance is
working.
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Orchestration: A Faster Way to Launch

Early BaaS platforms focused on solving a connectivity problem. The introduction of
banking APl components made it easier to connect banks, non-bank companies, payment
processors, and other infrastructure providers, which significantly reduced the time and
cost required to launch new programs. In this model, success was measured by how quickly
a program could go live, how many capabilities were available, and eliminating friction
between systems.

Over time, both banks and vendors began building orchestration layers to abstract away
these integrations. But while orchestration made connectivity easier, it did not reduce the
underlying complexity of running a banking program. A typical sponsor banking program still
depends on a large number of systems, such as core banking, card processors, KYC/KYB
vendors, AML vendors, payment rails, ledgering systems. Each with its own interface into the
bank.

As these programs scaled, several operational breakdowns began to emerge:

Difficulty managing non-bank partner oversight

e Lack of controls for key workflows such as KYC/KYB and BSA/AML
e Reconciliation issues across multiple ledgers

e Inconsistent governance and risk management frameworks

e Program costs increasingly outweigh expected economic benefits

In several cases, the cost and complexity of managing these programs began to outweigh
the economic benefits. Over time, these issues became more visible through regulatory
scrutiny, consent orders, and in some cases, sponsor banks exiting or reducing their BaaS
programs entirely. Orchestration solved the connectivity problem, but not how to safely
operate a distributed banking system at scale.
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Control: Governing at Scale

Traditional banking control frameworks were built on a simple assumption: the bank owns
the full customer and transaction lifecycle. Here governance, execution, and accountability
all sit inside a single operating environment.

In Baa$, that assumption breaks. The bank is still accountable, but execution is now
distributed across banks, non-bank companies, and technology vendors. Controls no longer
live in one single system, they must operate across multiple systems with different owners,
workflows, and data models.

This creates four core areas where control must be explicitly designed and enforced:

e Compliance control — The bank remains ultimately responsible for CIP, KYC/KYB,
and BSA/AML. These controls must be defined by the bank and consistently
executed through non-bank partner workflows.

e Ledgering control — Money movement now spans multiple ledgers, processors, and
payment rails. Controls must ensure the bank can reconcile balances and
transactions across systems with a clear view of funds at all times.

e Fraud control — Fraud risk is shared across the ecosystem, but the bank is still
accountable for outcomes. Controls such as limits, monitoring, and investigation
workflows must operate consistently across both bank and partner surfaces.

e Partner control — In embedded banking, non-bank companies act as the interface
layer to customers. This makes onboarding, partner due diligence, and vendor
oversight critical to maintaining visibility into how programs are actually being run.

Each bank will implement these controls differently depending on its architecture, risk
appetite, and operating model. But the underlying requirement stays the same: controls
must be enforceable across systems that the bank does not fully operate.

In practice, the distribution of controls across a variety of vendors and owners is where
they often break. Policies are defined in one place, execution happens in another, and data
needed to validate outcomes often sits somewhere in between. Putting controls in place is
not the same as operating a controlled system. A control framework only holds if controls
are consistently applied, exceptions are handled appropriately, and outcomes can be
validated across the full program lifecycle. Even a well designed control architecture will not
stand up to regulatory scrutiny if a bank is unable to demonstrate and prove that the
controls are working as intended.
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Observability: Proving Effectiveness at Scale

As regulators examine a bank’s BaaS program, they are not only asking whether controls
exist. They are asking whether those controls are working.

Without an answer to this question, banks don’t have controls, they simply have policies.

Demonstrating control effectiveness is a much harder problem than it sounds. Controls
don't typically fail all at once, they tend to drift and degrade over time. A reconciliation
process that was completed daily slips to every few days. Manual overrides become
routine. Alert queues build faster than they are reviewed. Data quality erodes between
systems.

None of these changes are dramatic on its own, but over time they weaken the control
environment.

In traditional bank oversight, reviews are periodic, testing is almost always manual, and
evidence is reconstructed after the fact. Implementing an observability layer into a bank’s
BaaS architecture closes that gap by making control performance measurable. It gives the
bank the ability to continuously measure whether controls are operating as expected,
identify where they're beginning to degrade, and expose where intervention is needed
before issues become findings or operational failures.

Strong observability connects risks, controls, operational data, and evidence into a single
operating model. This enables banks to:

e Understand where risk exists across programs, partners, and workflows
e Connect risks to the controls designed to mitigate them

e Continuously verify that those controls are operating as intended

o Detect when control performance begins to drift

e Demonstrate control effectiveness through system-generated evidence

Observability does not require measuring everything. It measures the signals that tell a bank
whether its control environment is becoming stronger or weaker. At scale, performing
annual reviews and periodic testing are not enough. Control effectiveness has to be
monitored continuously, with evidence generated as a byproduct of operations.
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Building a Cohesive Architecture That Scales

The three dimensions of sponsor banking architecture all work together to form an
ecosystem that facilitates growth among their non-bank programs while simultaneously
protecting banks and end-users. Each layer builds on the last: orchestration enables
activity, control governs it, and observability proves governance is working.

Regulators & examiners Board & fintech partners

OBSERVABILITY

Continuous evidence that controls are working

[ Continuous control testing ] [ Evidence generation ] [ Regulatory reporting ]
[ Real-time dashboards ] [ Alert & escalation ] [ Audit log & lineage
\S \L 2
' CONTROL ‘
Governance over compliance, money movement, fraud, and partner oversight
[ Governance & policy } [ Rules & Risk J [ Compliance workflows ]
[ Money movement controls ] [ Partner oversight ] [ Approvals & workflow ]

)

ORCHESTRATION

Business domains and workflow orchestration

Core Ledger Card issuing service Payments orchestrator
Accounts, balances, postings, statements Lifecycle, processor, integration Domestic, and cross-border rails
Interest engine Fees and rewards engine Compliance engine
Accruals, rates, APR/APY Fees, rebates, rewards KYC/KYB, AML, disputes
S ’
THIRD-PARTY INTEGRATIONS
[ Card processors ] [ Payment rails ] [ KYC / AML vendors ] [ Card production ] [ ..and more ]

As banks onboard programs and those programs begin to scale, they likely find themselves
evaluating these 3 layers:

1. Layer 1- Orchestration: Enables the launch of multiple integrated systems, but
creates operational complexity that quickly becomes difficult to govern

2. Layer 2 - Control: Establishes governance, but requires measurement and evidence
of effectiveness
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3. Layer 3 - Observability: Enables continuous monitoring, testing, and demonstration
that controls are operating as intended

Implementing Layer 3 requires a shift in how banks think about their BaaS architecture.
Their architecture cannot be a collection of point solutions stitched together to fill
functional gaps; it must function as a single, integrated system where risk, controls, and
operational data are connected.

Today's sponsor banking challenge is ensuring distributed systems behave as a single
controlled operating model. Orchestration, control, and observability are not optional layers.
They are core to sponsor banking architecture. This is a complex systems problem that
does not work when assembled through disconnected tools or fragmented vendor
approaches.

Long term success will belong to the sponsor banks that can orchestrate activity, enforce
control, and continuously prove system behavior within defined risk boundaries. That
outcome depends on choosing the right ecosystem partners that reduce fragmentation
and maintain consistency across distributed infrastructure. As the industry matures, these
capabilities will become table stakes for operating sponsor banking programs at scale.
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