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Information and Data Points \)

A Although by no means exhaustive, this section offers an
overview of some of the most significant innovations and
developments in access to finance for SMEs that have
emerged in recent years, und#ree headings:

0 Newlending and equity funding initiatives
0 Innovativefinancing structures anghstruments
0 Newproxies for creditnformation
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Ant Financial \\))

To

o To Do I»

Spun off from Alibaba, the largeGhinese ecommerce company

Alibaba foundedlipay10 years ago as an online payment and escrow
ASNIBAOST U2 | RRNBaa / KAyYS sppd@iy a dz
Taobagthe O 2 Y LJI oyflidendarketplace (similar teBay)

In June2010,AlipayFinancialaunched to offetoans toSME users of its-e
commerceservices

Initially offered 3Gday working capital advances of up to RMB500,08D
82,000)with largerloanssecuredoy groups of three SMEs standing as
guarantors for eaclother

Ant Financial spun off in 2014 and hougdipay as well as a mutual fund
business, a credit scoring business, and a digital bank

SMHoan portfolioestimatedat USD65 billion with 1.6 million borrowers

Bases creditlecisionontime as a seller, sales, returrdglfillment,
customer ratingsandcomplaints

Recently entered India and has plans for further international expansion
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Amazon Lending \\)J

A Has offeredoans to small businesses sirg@12

A Currently offers USD 1,0@0600,000 loansprimarily so
merchants can buy stock to sell to theurstomers

A Sofar, has onlypeen available to small business owners in the
United States andapan, by invitation only!

A Nowexpanding to 8 more countries, including the UK, France
and Germany, again by invitation only, and later open to more
companies

A Smallbusinessepay back loan througbwn sales proceeds
with the marketplace
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SME Access tBinance(A2F) "))

Although the situation can differ among countries and individual
businesses, the financing gap for SMEsewveloping countries
has a few welhccepted causes. These include:

A Information asymmetrieshetween investors and
entrepreneurs

A Higher risksassociated with sma#icale activities
A Sizeabld@ransaction costsssociated with SME financing
A Lackof collateralheld by SMEs for loans

September 10, 2015 © Enclude 2015 7



Kabbage \\))

A
A

Atlanta-basedonline lender that offers small businesde®es of credit
from USD 2,000 t&00,000with drawdowns payable over smonths

Obtainsd 2 NN2 ¢ SNE Q O 2 y-tirte faiia fron2theliban® S & & |
account, ecommerced S f ficBoNdEs(PamazomreBay Hsy andothers)

PayPal accounts, UPS shipping accounts, SME accounting software
packages (chkBooks Stripe afato), credit card processors (Square),
and sociamedia accounts (particularly Facebook divdtter)

Y | 6 0 [fimlisgRBusinessethat are active on social media, have good
communication with customers, and respond quicklgtmcerns argood
payers

A Uses algorithm to process data to decitibusinesses are eligible for

loans and credit line increases @&creases

A Does not charge an interest rate but a fee on the amount used any

particular month (equivalent of an interest rate that ranges from 10% to
130% depending on the risk and the length of the loan)

No paperwork, no tax returns, and no financial statements. Decisions are
made in minutes and money is disbursed the following business day
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Pay Pal Workingapital | )

A Available to businesses that have worked with the company for at
least one year and have at least $20,000 per year in sales via PayF
will lend a maximum of 15% of annual sales

A Loan has no maturity date; instead, business have a percentage of
their daily sales (between 10 and 30%) taken per choice by PayPal

A This is a full revenue loan, except that 10% of the original loan

amount must be paid down every 90 days (to ensure a target
maturity)
A Approval is within minutes, and loan funds immediately are
RSLI2aAGSR (02 GKS odzairySaaQa ¢t
A No interest rate, but a fixed percentage of the loan amount
determined by the loan amount, repayment percentage, and PayPa
sales history

September 10, 2015 © Enclude 2015 9



Other alternative lenders \\)

A Manyother examples: Open decnapcapCan Capital
A{AYyOS HAMHZ 20SNI mnn a! f 0SNJ
A'Y Sy é Mxwaris an interesting exampléut they are

microloans not SME loans

0 Uses an algorithm based on cash flow (deposits and withdrawals) to
determine loan size

September 10, 2015 © Enclude 2015 10



Peer to PeeNetworks \\))

A Peerto-Peer NetworksWeb portals that act as marketplactsat
connectestablished businesses lookiftg credit with investors

A These marketplaces try to cut tlwests and complexity of dealing
with banks

A Many sites focus on the auction of receivables, though a few
provide a range of loans

A Interest rates tend to be much lower than direct lenders

A Process takes approximately two weeks, as it entails crioasbd
duediligence which involves potential lenders looking at business
Information and being able to question borrowers during the
auction process, with answers posted for all potential lenderse®

A In 2013 the total amount lent was only USD 500 million in the UK,
but growing rapidly in portfolio as well as geography

A Marketplaces are popping up in the US, UK, continental Europe, ar
Asia
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Peer to PeeNetworks (Continued) \\)J

A Some of the largest marketplaces:

Funding Circle: UK and USA; USD 1 billion in loans
ThinCatsUK and Australia; USD 300 million in loans
Marketinvoice UK; USD 800 million in loans
PlatformBlack: UK; USD 300 million

Funding Knight: UK; USD 50 million

Assetz UK; USD 150 million

Lendinvest UK; USD 800 million in mortgage financing for commercial
properties

Lendico German company lending in 5 countries
Capitalmatch Singapore; USD 5 million
o China has a significant number of lenders

O O OO O O O

O O
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The most basic \\)J

A As in traditional SME lending, these companies are still
assessing willingness and capacitpay

A Main difference: Theyse mathematical algorithms to make
decisions fronvarying data points

A Use new data points to gather information (reduce
Information asymmetries) and mathematical algorithms for
credit scoring
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Information Asymmetries \\)J

A Informationasymmetries are probably the biggdbut not
the only) reason thaBME lendingpas been accused of over
collateralization.

A Exist when the borrower has information about his own
willingness and capacity to pay, including cash flow, project
risk and benefits, that he or she is unable or unwilling to share
with the lender

A Larger companies present less risk because they tend to have
audited financial statements, ample project documentation,
assets for collateral, long credit histories, and banking
relationships
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Information on SMEs \\)J

A Historically, this was a very real issue, with limitations on the
capacity to gather, parse and use data

A This does not have to be so, as the general characteristics of
SMEs, particularly those in developing countries, present hug

Information opportunities

0 Generally have very few principals whose willingness to pay tends to be the
same as the SME

0 Social connections tend to be important

0 Generally have one main banking relationship, and often just one bank
account

o Tend to prefer and require lines afedit over asset or projedinancing due to
the often variable nature of theitashflowsand fewer alternatives for rapid
financing
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AssessinVillingnessto Pay \\)'

Traditional Assessment Newer Assessment

A References: commercial, customer, | | A Psychometri¢ools

personal A Online presence
A Interviews: staff, neighbors A Customer feedback via social medis
A Relationships A Online manner of dealing with

A And in the absence of these (or as & negative comments
complement): a third party guaranteg| A Logistics information: returned
merchandise

A Credit Scoring

e
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Assessing Capacitg Pay \\)',

Traditional Assessment Newer Assessment

A Financial ®tements, including cash flow | | A Build cash flows from information we haye
A Busines#®lan or can get access to
A Visit to Business A Sales Information from
A Collateral Merchant Accounts
Online sales
Bank deposits
Receivables
Purchasing Orders
Mobile payment systems
A Expense information:
A From accounting packages or ERP

To Joo T T To Do

Traditionally we asked for information. software

Now we try not to ask for information, A Online Utility records (shows

but rather to gather it ourselves from operational levels

verifiable sources. A Valuechainsfrom relationships to other

customers of ours
A Profitabilityfrom stabledepositbase
(Average balances)
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Case Study G \)J

A A bank in a less developed country

A Realized that amallo dza A yaiage OBA (demand
deposit, checking, current argightsavings account) balance
IS a reflection of theashflowand cashflowvolatility that the
businesexperiences

A The bank had this information withotite need for the
business to providé

A Therefore, built arhistoriccashflowon a business from the
transactions in theiDDA that can be used as a predictor
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History: TheBestPredictor ofthe Future \\)J

A Can extrapolate the historic cash flow on a firm to determine
what the cash flow will look like for tHellowingyears

A Banco de América Central (BAC)

0 Autocredproductbasedon creditcardreceivables
o BAC knows the income, and can build a credit line basddis

A EncludenelpedBAC Nlcaragua expand this by building a
cashflow tool i K I RSNAGDSR F2NY AYT:
determines:

Income = Deposits into the accounts

Expenses = Withdrawals from the accounts

Profits =Averagebalanceover the term

Volatility and Stationality dihcome =Statisticaland Graphical interfaces

Capacity to pay = Including the cash flows the loan will demand and the
impact on the projected casiiows

O O O O O
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Cash Flow Tool \\))

A Upon entry into the system the loan officer sees tiveragebalanceor the profitablity of
the business over the period (24 months at a minimum should be the norm), and can
graphs on deposits, withdrawals and stationaility per year or period by clicking on the
appropriate tab.

Dashboard Flujo de Caja Consolidado 2014 - 2015 CIF No - 303760

Saldo Inicial Debitos Creditos Saldo Promedio Creditos Debitos Debitos Creditos
Situacion Real
$2,030 $402,425 $400,734 $1,343 $402,425 $579,835 $400,734 $578,991
USD TOTAL USD TOTAL USD TOTAL USD TOTAL USD TOTAL 2015 ¥ USD TOTAL USD TOTAL USD TOTAL
2015 2015 2015 2015 2014 2015 2014 Proyecciones
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Cash Flow Tool \\))

A Another tab allows the loan office to access cash flow projections, in this case two: or
based on historic percentages, and the other on linear regression. This is done so the
officer has to think through what h&ees as they are after all projections.

A The officer can input the proposed loan and determines the impact on the cash flow.

be extra conservative, additional proceeds the loan may generate are not incorporatec
cash flow projections show ample excess cash, the loan decision is made easier.

PGOS MENSUALES 1,000.00

DETALLES DEL PRESTAMO

MONTO DEL PRESTAMO BANCARIO 6,000.00 Situacion Real

TOTAL INTERES Y CAPITAL
INTERES NOMINAL DEL PRESTAMO

PLAZO DEL PRESTAMO BANCARIO
PERIODICIDAD PAGO PRESTAMO
GASTOS BANCARIOS

MONTO A DESEMBOLSAR

E1: 0.97% DE CRECIMIENTO CLIENTE

+ SALDO INICIAL DEL MES

+ TOTAL CREDITOS DEL MES

- TOTAL DEBITOS DEL MES

- CUOTAS DEL PRESTAMO

- OTRAS DEDUDAS FINANCIERAS

= SALDO FINAL DEL MES
GRESION LINEAL

+ SALDO INICIAL DEL MES

+ TOTAL CREDITOS DEL MES

- TOTAL DEBITOS DEL MES

- CUOTAS DEL PRESTAMO

- OTRAS DEDUDAS FINANCIERAS

= SALDO FINAL DEL MES
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Cash Flow Tool

A Full information is included in other pages, where month by month real data can be
seen, including the types of deposits (cash, check, transfer, loan disbursements,
merchant accounts) and withdrawals. Evidently the quality of this information depen
2y K2g Of S|y dadérterally bayiks @éilesfkdoadlat cdrrictly identifying
the transaction.

A Volatility and stationality are evidenced here as well and graphed separately.

DATOS MENSUALES GLOBALES ANO ANTERIOR - 2014 - CIF No - 303760

STATUS : CONSULTA 1 2 3 4 5 6 7 8 9 10 11 12
+ SALDO INICIAL DEL MES 6,134.42 1,552.92 2,128.24 1,865.35 1,542.07 143.34 156.57 2,567.54 8,109.48 3,536.15 575.91 8,270.79
+ TOTAL CREDITOS DEL MES 84,172.02 68,572.29 41,785.88 37,217.17 31,681.46 23,857.60 40,292.45 55,717.92 23,587.52 96,048.52 38,625.13 38,282.97
- TOTAL DEBITOS DEL MES 88,753.52 67,996.98 42,048.76 37,540.46 33,080.20 23,844.37 37,881.49 50,175.98 28,160.85 99,008.76 30,930.26 44,458.81

SALDO PROMEDIO 3,894.30 3,394.25 890.96 1,663.43 638.75 560.37 1,750.13 1,648.66 1,186.07 2,105.25 1,691.26 1,286.41
SALDO FINAL DEL MES 1,552.92 2,128.24 1,865.35 1,542.07 143.34 156.57 2,567.54 8,109.48 3,536.15 575.91 8,270.79 2,094.94

DATOS DETALLADOS
+ SALDO INICIAL DEL MES 6,134.42 1,552.92 2,128.24 1,865.35 1,542.07 2,567.54 8,109.48 3,536.15 8,270.79

£l CREDITOS 84,171.57 68,571.83 41,785.55 37,216.81 31,680.97 23,857.14 40,291.98 55,717.28 23,587.04 96,047.87 38,624.49 38,282.40

DEPOSITOS EFECTIVO 12,621.44 8,955.44 8,211.53 8,450.33 17,908.71 7,459.04 15,373.25 18,187.91 6,611.61 15,328.01 12,532.46 16,982.10
DEPOSITOS EN CHEQUE 701.06 825.51 266.61 159.92 703.85 48.13 9,708.57 17,351.80 1,529.77 13,585.99 7,670.98
TRANSFERENCIAS CR 20,479.15 29,161.74 5,701.85 2,717.96 1,991.14 1,160.05 1,290.02 2,961.27 1,693.91 4,127.28 3,186.63 5,949.16
PRESTAMOS 30,000.00 20,000.00 15,000.00 10,000.00 o = = = = 49,349.00 o

INVERSIONES - - - - - - - - - - - -
NOMINA - - - - - - - - - - - -
OTROS CREDITOS 20,369.92 9,629.14 12,605.56 15,888.60 11,077.27 15,189.92 13,920.14 17,216.30 13,751.75 13,657.59 15,234.42 15,351.14

- 88,220.82 67,908.89 41,962.79 36,494.21 33,055.01 22,190.86 37,242.74 28,147.98 98,280.49 30,929.56 44,457.86

RETIROS EFECTIVO 8,830.92 9,499.98 7,499.97 5,721.85 11,178.25 6,262.65 7,707.40 8,859.98 11,502.31 9,747.37 8,399.32
RETIROS EN CHEQUE 54,423.92 34,523.65 20,490.03 16,588.67 8,662.52 6,187.33 10,854.63 17,646.08 pERIENL] 9,762.77 17,841.37

TRANSFERENCIAS DB 22,984.88 18,357.05 13,544.58 11,347.02 8,725.24 9,730.88 9,829.27 13,388.01 b 11,492.80 11,397.47 18,207.17
PAGO NOMINA - = = = = = = - = =

PAGO PRESTAMOS BAC - 310.00 193.21 516.67 3,806.23 - 8,839.48 10,193.69 - -

PAGO INTERESES BAC o © = = = o ©

PAGO TARJETAS DE CREDITO - - - - - -

SOBREGIROS 506.54 36.99 45.21 1,652.72 637.75 726.87

TRANSFERENCIAS AL EXTERIOR 25.00 49.99 = = = = = =

OTROS DEBITOS 1,981.10 5,218.21 2,320.00 10.00 11.96 51,382.19

DIFERENCIAL CAMBIARIO DEL MES 532.25 87.63 85.64 1,045.88 1,653.04 638.27 75.62 12.38 0.06 0.38
SALDO FINAL DEL MES 1,552.92 2,128.24 1,865.35 1,542.07 156.57 2,567.54 8,109.48 3,536.15 8,270.79 2,094.94
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Easyto-Build, LowCost Solution \\)J

A As high tech or low tech as the bank may want to do it
0 Simple Excel system
0 { LISOATFAO LI AOFGA2Y GKIFO NBIFRa TFTNEZ

A Issue:

0 While transaction data is obviously correct, the identifying codes are not
YySOSaalFNAt e az2d {2 Ay UGUSN¥Xa 2F GNIy
much larger than it should be.

0 This does not alter the benefit of the system

A Data can easily be incorporated into a credit scoring system.

September 10, 2015 © Enclude 2015 23



Food for Thought \\)J

A Who is best placed to gather information?

A Currently, alternative lenders and peer to peer networks
(Fintech) heavily invested in technology are doing the
gatheringc in developed markets

A Should banks become or use Fintech? What is your strategy
In terms of information? Are you gathering, parsing and using
it?

A Do customers want banks?

A Remember the rise of credit bureausgetherersof credit
historiesc will we soon see themr othersexpand as
gatherers of reatime capacityto payinformation? Such
companies already exist.
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Hurdles in the Developing World
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Financial Education \\)J

A Trust is critical in lending doth sides of dransaction

A When lending is adversarial, tlests of doing business
Increase substantially

0 Many times borrowers see collateral as a mechanism banks use to take their
assets

o Or accuse us of charging very high interest rates, then take on loans from
informal lender at a multiple of our rates, seemingly without an issue.

o Often, these issues arise because of a lack of financial education
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Financial Education (Continued) \\))

A

Each market is different, but one maxim holds true: we need to
educate our customer.

o When SMEs perceive banks to be on their side, instead of against them, the gains
can be immense

oalyeée FtOGSNYlIIAGS ft SYRSNE R2 y2i0 OKI NI
understand the true financial cost?
Borrowers need to understand the what product best fits their

need, and how to best use the products

Less educated borrowers may be reluctant to access formal
financing, take up loan officer time, or present payment issues

Financial education has become much less expensive through
techniques including:

0 Board games

0 Apps

0 Short animated films

0 Modules forming part of broader capacity development
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Capacity Building (Business Development Servir\@

A Business skills are critical for management and growth of
SMEs

A Yet typically SMEs have little access to capacity building
0 Awareness
0 Cost
o Time
0 Services related to the stage of the business

A Capacity building reduces lending risk

0 Better managed companies tend to pay better
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Capacity Building \\)

A Hard skills

0 Cash Flow

0 Accounting

0 Marketing and Sales
0 Growth strategy

A Soft skills

0 Personablevelopment and leadershiyvorkshops
0 Peer support
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Regulation \\)J

A Banking regulations were made for a world where information

was restricted or compartmentalized

0 Riskier loans carry heavier demands on capital
0 Alternative lenders do not have the weight of these regulations
0 Access to banking data (on the asset side) is restricted in many jurisdictions

A Information requirements generally do not consider the
realities of the borrower, but set regulatio&ross the board

A Moveable asset registries and laws on moveable collateral lag
way behind technological and best practice realities.
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Business Models
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The Role of Financial Intermediation \\)J

A To allow indirect lendingnd borrowing betweersavers and
borrowers

A Indirect lending performs 5 functions that individuals
historically have been unable to perform with scale and

reasonable cost

1. Poolingthe resources of small savers

2. Providingsafekeeping, accounting, and payments mechanisms for resources
(with economies of scale)

3. Providingliquidity
Diversifyingisk
5. Collectingand processing information

B
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Changing Role of Financial Intermediation \\)J

A Trap: Thenature ofbanking remainshe same under all
conditionsandat alltimes
0 What worked before will work again

A Peer to Peer networks
0 An example of how these same functions can be achieved in a different way

A Impact Investors:

0 Investments'made into businesses, companies and organizations with the
intention to generate a measurable, beneficial sooial
environmentalimpactalongside a financial return”
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Impact Investment \\)J

A As banks, these businesses are our daily reality

0 Create jobs in less developed areas
0 Fund minorities
0 Environmentally friendly

A Approximately 200 impact funds now exist

A JP Morgan Rockefeller Foundation estimates that USD 1
trillion will be invested in the sector over the next 10 years
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Impact Investment (Continued) \\)J

Three keychallenges:

1. Lackof efficientintermediation
0 Highsearch and transaction costs
0 Fagmenteddemand andsupply
o Smalland complexdeals
0 Lackof understanding ofisk

2. Lack of enablinmfrastructure
o Howdo investors identify and function as part of the industry

3. The lack of sufficient absorptive capacity éapital

0 Lack of impact investing opportunities into which large amounts of capital
O2dzf R 6S LI IFOSR 0 mtyimdSaid2NBRQ NI dzi
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Business Models: Conclusion \\)J

A Banks will be around for a long time

A Banks can and should adapt to the opportunities
0 The marriage between impact investors and banks can be powerful
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CaseStudy: VPO Programme \\)J

A Enclude, Agor®artnerships (Agora), thdiller Center for
Social Entrepreneurship at Santa Clara University (The Miller
Center), and Banco de America CentBAC)

A The Variable Payment Obligation (VR@grammeseeks to
AYONBFAS {YI{ff | yR dudeEsdobofd
credit and business developmesgrvices by showing that:

o Atraditional commercial bank can expand financial access to SGBs by lendinc
primarily based on cash flow rather than collateral

0 SGBs can obtain financing with payment terms that are clearly linked to cash
flow and/or revenue

0 Third party investors can invest alongside local banks
o/ F LI OAGE o0dzAf RAY3 AYLI O0a {D.aqQ LI
and reduces risk for investors
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Case Study: VPO Programme (Continued) \\)/
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