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Central thoughts

The aspiration of co-lending is risk sharing and to facilitate synergies between CASA funded balance sheets to NBFCs/FinTechs
« Banks bring cost of fund advantage
« NBFCs bring efficient last mile reach with asset class specialization

In theory, the economics of co-lending can be sound and attractive
« 400-600 bps of potential value unlock across funding cost and opex efficiency

In practice, scaling up has been a challenge

There are three central hurdles

 Asset class selection / prioritisation:
- Banks and NBFCs lack financial / economic models that clearly establish cost-benefits
- Missing prioritization of asset classes that are best suited for market expansion via co-origination

 Organizational:
- Consequently, we don’t see dedicated organizational resources with the right skills and KPIs

» Operational and technical:
- Multiple wrinkles need to be ironed out - KYC, Common underwriting policies / score cards / rules, NPA recognition

norms, statement-of-accounts synchronization, de-duping logic etc...

We need to create an industry standard open platform for co-lending
Our recommendation can address these problems at a banking system level in the near term
In the long term the proposed solution could deepen co-lending market and drive even greater liquidity
« Current co-lending regulations (while not explicitly) but implicitly enable one Bank - NBFC pair
« Long term it is possible to have multiple banks partnering with one NBFC on the same transaction with risk sharing

Copyright © 2021 by Boston Consulting Group. All rights reserved.



9534 S3yYSL 1y "dnoug Surnsuo) uolsog Aq 1707 © SLAdOD)




There is natural synergy between Bank and

NBFCs/FinTechs
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Co-lending can be a win-win proposition

Banks

1 ROE increased
by 4-6%

AN \ Improved cost to
U income ratio by 150 -
200 basis points

\Tﬂ Better reach to

newer geographies

NBFCs / HFCs

Lower COF by 150-250
basis points &
additional fee income

Access to new
customer segments

Off balance sheet
leverage

Customers

ROI reduces by
100 -200 bps

Quicker & more
accessible loans

Access to enhanced
portfolio suite
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Key hurdles to
adoption of

co-lending
model

Identifying & onboarding the right NBFC Partner
 Incorrect risk-rewards sharing

IT systems integration
» Field mapping for Bank & NBFC LOS & LMS system

Alignment of operating model & ownership sharing
« Lack of clarity on ownership of customer

Alignment of accounting methodologies
 Interest calculation based on 360/365/actual days

Legal and compliance
e Misalignment in KYC standards & underwriting standards
« Ownership of NBFC's co-lending book in case of solvency
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Key impediments to a co-lending partnership

Upfront risk assessment &
alignment of strategic & 0
financial arrangements

Operating model Q
alignment

Lack of ownership from e
both entities

Difference in Accounting e
methodologies

Legal & compliance (>

Banks not able to assess risk they are underwriting

Absence of FLDG impacts process design - increase in checks during sourcing
Bank and NBFC not able to align on product, geographies & target segments
Alignment on post disbursement asset inspection & hypothecation

Floating rate vs fixed rate loan

Design of credit policy/ process disrupting normal field operations e.g. FoS preferring normal
sourcing over co-lending due to higher checks in co-lending

Lack of dedicated focus from internal teams leading to higher # of issues and resolution TAT

Interest calculation method
Overdue’s assignment order
IndAS vs IGAAP

Pari passu on assets
Right to initiate SARFAESI proceedings
Rights & procedure in case of bankruptcy of NBFC
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I'T

implementation
a major area of

concern for
Banks

Architecture &
configuration
alignment
across systems

Breakage in
integration due
to poor testing

Field team not
trained on new
processes &
journey

[e]
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LOS integration challenges: Different mandatory
fields, journey flow b/w Bank & NBFC

LMS integration challenges: Different charge
masters, interest computation mechanism, holiday
period treatment.

Multiple breaking points due to handovers across
systems of both entities; Rigorous end to end
testing required before launch

Significant effort required to onboard & train field
team to adopt new process

e Field inputs may be incorporated during design
to ensure seamless process flow
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Eight key steps to define a successful co-lending strategy for banks

Risk selection & management

Product selection (Business potential, Partner selection (Business potential,

synergy with existing business, risk risk assessment, corporate governance)
appetite) 5

Underwriting & risk management Disbursement

Opportunity
|ldentification

Post disbursement servicing,
portfolio monitoring & Collections

How to monitor the portfolio and
service the customer post
onboarding?

Business model
& operations

Capabilities to
be aligned

sharing alignment committee set-up

IT Integration & data e Commercial terms & legal 9 Governance & working
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NBFC / FinTech

Co-lending enabled LOS
Leverage OCEN framework

CLM 2.0 Market Place

Credit Assessment Module
Standardized formats by asset
class e.g. PL, CD, BIL, LAP...

Co-lending enabled LMS
RBI issued accounting norms, NPA
recognition...

Risk Scoring Module
Parameterized models by asset
class

Customer Service APIs
Complains, Escalations, Service
Requests, Joint Account Stmt....

Portfolio X-Ray Module
Automated segmentation of
portfolio into risk buckets

Customer Data APlIs
KYC, Demographics, Bureau...

Program Management Module
Program KPI tracking dashboard -
C-Sat, Credit parameters etc...

Portfolio Data APIs
Access to loan-tape data from
LMS...

NBFC - Bank Onboarding Module
Standardized integration
templates

Banks

Co-lending enabled LMS
PSL tagging, NBFC partner
tagging, NPA recognition...

Operating Risk Management
Module

De-dupe, AML, risk scrub etc...

Customer Data APIs
KYC, Demographics, Bureau...

Portfolio Data APlIs
Access to loan-tape data from
LMS...

Once 1 Bank to 1 NBFC format stabilizes,

this platform can be extended to multiple
Banks to NBFC format to deepen market
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Takeaways

1.
2
3
4
5
6.
7
8
9.
1

Deepen longer tenor products

. Dedicated business model

. Dedicated resources and org with new mindset

. New products custom built for co-lending

. Harmonization of policy

Advancements in origination but also collections and recovery

. Raise credit standards overall

. Use of tech critical

Journey - start with microcosm of CLM book...end state can be platform
0. Multi thousands crores of retail and MSME being targeted
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Disclaimer

The services and materials provided by Boston Consulting Group (BCG) are subject to BCG's Standard Terms

(a copy of which is available upon request) or such other agreement as may have been previously executed by BCG.
BCG does not provide legal, accounting, or tax advice. The Client is responsible for obtaining independent advice
concerning these matters. This advice may affect the guidance given by BCG. Further, BCG has made no undertaking
to update these materials after the date hereof, notwithstanding that such information may become outdated

or inaccurate.

The materials contained in this presentation are designed for the sole use by the board of directors or senior
management of the Client and solely for the limited purposes described in the presentation. The materials shall not be
copied or given to any person or entity other than the Client (“Third Party”) without the prior written consent of BCG.
These materials serve only as the focus for discussion; they are incomplete without the accompanying oral commentary
and may not be relied on as a stand-alone document. Further, Third Parties may not, and it is unreasonable for any
Third Party to, rely on these materials for any purpose whatsoever. To the fullest extent permitted by law (and except
to the extent otherwise agreed in a signed writing by BCG), BCG shall have no liability whatsoever to any Third Party,
and any Third Party hereby waives any rights and claims it may have at any time against BCG with regard to the
services, this presentation, or other materials, including the accuracy or completeness thereof. Receipt and review of
this document shall be deemed agreement with and consideration for the foregoing.

BCG does not provide fairness opinions or valuations of market transactions, and these materials should not be relied on
or construed as such. Further, the financial evaluations, projected market and financial information, and conclusions
contained in these materials are based upon standard valuation methodologies, are not definitive forecasts, and are not
guaranteed by BCG. BCG has used public and/or confidential data and assumptions provided to BCG by the Client.

BCG has not independently verified the data and assumptions used in these analyses. Changes in the underlying data or
operating assumptions will clearly impact the analyses and conclusions.
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