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BANKS ARE BUNDLES

Banks Traditionally Provided a “Bundle” of Related
Financial Services to Customers

DDA (Checking) Accounts
Lending—Commercial, Consumer, Leasing etc.
Savings Accounts

Payments & Related Services

Customer Access (branches, online, telephone)
Insurance and Investment Management

[In Large Banks--Investment Banking, Sales & Trading]



THE PREMISE OF FINTECH DISINTERMEDIATION STRATEGIES WAS

UNBUNDLING TRADITIONAL BANK OFFERINGS

Unbundling of a Bank
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EXAMPLE I—2014 LENDING UNBUNDLING VIA MARKETPLACES

Perfect Timing

Venture Capital Thesis—Scale Tech Play
Because of Marketplaces

Benign Environment

Traditional finance companies largely wiped out

Banks shy about credit risk taking and focused on
operating costs

Bank IT budgets overwhelmed by Dodd-Frank

Large areas of demand in lower end of consumer and
small business unmet

Yield starved investors

Financial benefit of deposits hidden in low-rate world

" Foundation Capital—Charles Moldow--Marketplace
Lending will be a “trillion dollar market by the people
for the people” by 2025

Replacing intermediary banks with end-to-end experiences
connecting latent supply with latent demand, and adding
critical functions in the middle

Using technology to enable scale and operating leverage.

Taking significant share from banks while simultaneously
growing overall markets.

Credit and Funding Risk Viewed as Irrelevant due to “Magic
of the Markets”

Pure Play Specialty Lending Companies Using Marketplaces to Disintermediate Banks




EXAMPLE 2— 2015 CUSTOMER RELATIONSHIP UNBUNDLING VIA

MOBILE
enture Capital I hesis—cale lech Play

Mobile Millennials Hate Banks and Love
Mobile Tech Because of Mobile Millennial Adoption

= Fintech Startups Creating Superior Mobile Customer = Various surveys find 70-90% of millennials use and
Experiences to Lure Customers away from Bank Front : . L :
End prefer mobile banking over traditional options
= Aligning interests with consumer ®  Mobile is scalable

= Simple, useful tools to manage finances = Getting Customers is what matters
= No legacy IT problems
= Piggybacking off bank data through aggregators

= Still dependent on Bank backbone to do more than
financial advice

= Big issues on control of financial data

Pure Play Mobile Front-Ends Seek to Disintermediate Banks




BUT AN UNBUNDLED PRODUCT IS NOT NECESSARILY A BUSINESS

MODEL

Early Stage VC Approach Today’s VC Approach
= Build Product = Time to grow up
= Grow Customer Base = Where’s the revenue?
= Show High Net Promoter Score =  No more money without profit potential

= Add Brand Value

®  Spend our money and worry about revenue and
profitability later



TODAY—2017—REBUNDLING AND THE RISE OF US-STYLE

NEOBANKS

Fintechs are Rebundling Examples Abound

s Later is Now: Bringing on core Bank = Fintech Lender SoFi is becoming the first scale “NeoBank’ in US

products/services in order to generate revenue,
secure funding and stabilize business models .

= NeoBank today = Fintech provider of deposit, lending & other
financial products but not yet a “real bank”

NeoBank tomorrow= Pinocchio is a “real boy”-- SoFi ILC bank
application

= DDA (Checking) Accounts
= Other Emerging US NeoBanks taking different segment approaches but

= Lending—Commercial, Consumer, Leasing etc. all rebundling

= Savings Accounts = Varo Money—the “new middle class” combining DDA and lending

= Aspiration—"millennials” combining DDA and Investments
®  Payments & Related Services
= Chime Banking---DDA and savings management

m  Customer Access (branches, online, mobile, telephone) = The Fintech Centerpost—Even Responsible Finance

®  Insurance and Investment Management m  Use strength of customer base, brand and delivery channel to add
capabilities and rebundle
= Funding-strapped Lenders adding mobile deposit and = Adding financial management tool to core offering and eventually

deposits, savings etc!?

A VIAFrOQ  chime

financial management capabilities




TODAY—2017—A CLOSER LOOK AT SOFI

A One Product Company Now a Neo-Bank
m  SoFi exploited a market anomaly to take leadership = Fintech Lender SoFi is becoming the first scale
in student loan refinancing “NeoBank” in US
= But market was limited and competition fierce ®  Bought core system in Zenbanx deal
®  Funding capacity inherently fragile = Now pursuing ILC charter

" Single product company—very low cross-sell = Core DDA Capacity for relationship control

®  Long-term goal became to create “private bank for
the new rich”’--HENRY's

®  Added investments and other lending capacity

®  Entering credit card business

®  Unacknowledged funding advantage of deposits is

key to long-term financial success

= But couldn’t shift core relationship to SoFi from
banks f P f = Another Fintech Centerpost

= Needed to become full relationship owner ®  Using the strength of a customer base, brand and
delivery channel to add capabilities and rebundle



ILLUSTRATION—THE SEARCH FOR REVENUE IN FINTECH

COMPANIES SERVING LOW-INCOME WORKING FAMILIES
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