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MSME credit remains under-penetrated

MSME credit has been challenging

5-year CAGR (FY18-22) Industry NPAs (FY21)

Retail Overall MSME Retail Overall MSME

1. Overall NPA figure is based on all scheduled commercial banks in India as disclosed in their financial results
Source: TU CIBIL - MSME Pulse Aug22, Oct’20, Jan20, BCG MSME Survey 2022 - 1000+ MSMEs

High reliance on informal funding
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Structural changes enabling formalization of MSMEs

Rapid digitization of MSMEs
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Bank statements will become
“thick files” for credit appraisal
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B No. of transactions per
active SB account

Assumption: 80% of active SB account will use UPI by 2026 compared to 10-15% in 2021; 50% of active SB account will use Mobile banking by 2026 compared

to 10-12% in 2021; number of transaction per UPl and mobile banking enable account has increased in line with past trends

Source: GST Council, TU CIBIL, NPCI Statistics, RBI Payment Indicator, FIBAC Trends and Benchmark Report 2021, World Bank, PhonePe, BCG Analysis
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Expanding public digital infrastructure and digital access

AA and OCEN

e Lending layer on India Stack
« Consent-based data sharing

Public digital infrastructure

« Agri Stack, Health Stack, ONDC,
GeM, Education Stack etc.

Ecosystems and Marketplaces

« E-commerce, B2B Marketplaces
» Growing supply chain ecosystems

Analytics capabilities

» Talent (e.g., data scientists)
o Computing capability & tools

Digital access

o Lowest data cost in the world
o 50+%digital penetration

FinTech'explosion
o Digitization of journeys
e Fraud assessment

Source: BCG and PhonePe analysis



Customer expectations remain unmet

Digital journeys not preferred by MSMEs Low satisfaction with product choices

Preference Satisfaction

for digital with products
[ (Product holding
owins beyond CA)

Top 3 challenges while availing digital loans Top 3 reasons for choice of lender

High rework rates 20% Flexible re-payment option 37%
Lots of documentation 19% Better interest rates 13%
Lack of clarity 19% Low processing fees 12%

Source: BCG MSME Survey 2022 - 1000+ MSMEs
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Points for

Discussion

e Is India ready for a lending disruption in MSME
segment?

« What opportunities does AA/ OCEN and digital
infrastructure open up for MSME lenders?

e Large amount of authentic, digital data is available
for MSMEs - are banks/ NBFCs geared to utilize this
effectively?

» Customer expectations have evolved - how can
lenders use this to their advantage and grow
profitably?

 What are the challenges with this framework?
How do we ensure customer behavior changes?

erved.
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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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