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Agenda

A NEXT Awards and Consumer Financial Services

A Consumer Finance Landscape
i Chall enges for todayods consumer
I Financial shocks and well  -being
I Payday and auto loans

A Better Options in the Consumer Finance Marketplace
I Product Innovations
I Implications for products and policy
I Product features and sustainability

A Q&A
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Reminders NEX

A This webinar is being recorded and will be posted
at nextawards.org/webinars

A During the webinar, you can type your guestions
Into the GoToWebinar question box



Wells Fargo

2016 NEXT Awards

A Year-long awards program
A Awarded more than $70 million since 2007

A 2012 -2016 theme of expanding coverage
T 2016 subtheme: consumer financial services

A Goals
I Take CDFIs to the next level of growth and impact
I Increase visibility of CDFIs and the work they do

A Combines financial support, visibility, learning,
and sharing



B Wells Fargo

2016 NEXT Awards

A Key dates
I Application open: 1/21/16
I Application close: 3/2/16

A Two Awards

I NEXT Opportunity Award
A $7 million for up to 4 CDFls

A Combination of debt and grant for strategies ready to
implement within 6 months

I NEXT Seed Capital Award
A $100,000 grant for 1 CDFI for a developing strategy

A Intent to Apply
I Please send e -mail to info@nextawards.org by 2/22/16
If you plan to apply
I indicate which award you plan to apply for



mailto:info@nextawards.org

- B Wells Fargo
For More Information

A nextawards.org
I Application guidelines
AEligibility and selection criteria
I Online Application
I Recording of information session

A Webinar series to support the theme of
consumer financial services



CONSUMER CHALLENGES

Credit: Need and Access



Four Need Cases of Small-Dollar Credit Users

Need Case % of Borrowers*

Unexpected Expense 0
Borrowers access credit infrequently for larger expenses 32 /O
related to an unexpected or emergency event

Misaligned Cash Flow 0
Borrowers access smaller credit amounts frequently to pay 32 /0
bills when income and expenses are misaligned

J—

Exceeding Income -~

er s -- 30%8ca
Borrowersdo expenses rieanangthe | vy ed in
heaviest users of credit

Ny
Planned Purchase

Borrowers use SDC to make a relatively large, planned 9%
purchase, often related to a personal asset |

,\\\-/___,.

CFS' AKnow Your Borrower :-Dd’lhlearFo@rredNietedC@gisue

*Includes multiple reporting of credit needs.


http://www.cfsinnovation.com/Document-Library/Know-Your-Borrower-The-Four-Need-Cases-of-Smal-(1).aspx

Lack of Access to Formal Credit

53 million
U.S. consumers do not have traditional credit scores due to
thin or non-existent credit files

A good credit rating saves the average borrower an
estimated $250,000 in interest over a lifetime.

SourceFlveThirtyEigh



Informal Borrowing

46% 15%

of SDC users have  of SDC users would k;g:fg@;;
borrowed from family  borrow from family or | fiexibility and
and friends in the last friends in an convenience
12 months emergency

' Source: CFS
CFSL ROr - ices Innovatio ce



CONSUMER CHALLENGES

Income Volatility
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Income Volatility

1 of 3 Americans encounter significant variation in their
iIncomed over half of these Americans are employed full-
time

Day to Day
Management

&)
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3 of 4 SDC users juggle monthly bill payments

Source: Board of Governors of t he-Brddhgr aolf RlesSer
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CONSUMER CHALLENGES

The Role of Savings
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Ability to Save

49% of SDC users do not save.

Opportunity
66% of SDC users have less

than $1,000 in liquid assets.

Resilience

B O .. S
L Source: CFS
c Fs ' Center for 15
Financial Services Innovation



CHARITABLE TRUSTS

Financial Shocks and Financial Well-
being

February 11, 2016
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60% of households experienced a financial shock last year

The median cost of househol ds 62,000 st

750 Percentile

250 Percentile | Median

$800 $2,000 $6,000



.« PEW
More than half of households strugagl

their most expensive financial shock

Most Households Struggled Financially After a Shock

Percentage reporting difficulty as a result of a shock, by demographic group

Millennials 69%

Gen X

Boomer

Generation

Silent

$85K or more

$50K-<$85K

$25K-<$50K

Under $25K

Annual household income

Hispanic

Black 62%

White 53%

Race

Other race 60%

All 55%

o

10% 20% 30% 40% 50% 60% 70% 80%

Notes: Respondents to the Survey of American Family Finances were asked, about their most expensive shock, “Did this event make it harder
for your household to make ends meet for a while, or did it not affect your household's ability to make ends meet?” Answer choices were: "It
made it harder to make ends meet” and "It did not affect our ability to make ends meet.”

Source: Survey of American Family Finances

© 2015 The Pew Charitable Trusts
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The impact of shocks was long lasting

;"'r“.

AN

All households with a destabilizing Households who reported having
shock recovered

A few weeks 6% A few weeks 10%

About a month 12% About a month 22%

A few months 24% A few months 49%

Six months or 10% Six months or 18%

longer longer

Still not normal 50%

prE: 2F GK2aS gK2 KIFIZSyQi NBO2OSNBR
experienced their shock 6+ months prior
to the survey

www.economicmobility.org 19
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Typical savings balances (overall)

_____liquidsavings

Percentile 25 50O 75N

Dollars $400 $3,800 $17,000
Days of 4 23 90
Income
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Payday and Auto Title Loans

www.pewtrusts.org/smalloans



How Payday Loans Work

At O1F3ISRUBBYXY&AK2NY FT2NJ aGSY
T Obtained from storefrontand the Internet

A Little to no underwriting

I Borrower has an income source and checking account; no history of f
A Lender can debit bank account to collect (deferred presentme

A Short repayment period, tied to borrower pay cycle

I If borrower cannot pay in full, pays fee to renew, or borrows again

A Avg.loanis $375

I Fee per 2 weeks: $55 store, $95 online, $35 bank (now discontinued)

www.pewtrusts.org/small-loans 22
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Renewing is Affordable, But Paying Off is Not = PEW

(N CHARITABLE TRUSTS

Amount Due in Two Amount to Renew

Weeks to Pay Off a or Re-borrow

Loan of $375 Loan for Two

More Weeks,
Average borrower Without Paying
can afford Down Principal
(per two weeks)
—>  $430 OR $55

$50 (principal + fee of $55)

& SIS
SIS
P

&

www.pewtrusts.org/small-loans 23



Extended, Consecutive Usage Is the Norm

ACeLIAOItT 21y O2yadzySa ociz 2°
I Typical borrowers can afford 5% of paycheck

A Unaffordable payment leads to repeat borrowing, with avg.
borrower in debt for half the year

A Consecutive usage is the norm

I 80% of loans originate within 14 days of a previous loan

A Average borrower pays $520 in fees per year to repeatedly
borrow $375 in credit over half the year

i 12 million consumers pawore than $7 millionn fees annually

www.pewtrusts.org/small-loans 24



A Market Lacking Price Competition

CHARITABLE TRUSTS

How much does &500 payday loartost for 2 weeks?

Advance |Ace Cash Checknto
: heckW¥
-
Cooado [s22__ Js22 s |-

wigan [sesas |- lsesas [sesas

The prices charged reflect fee limits in all states except Texas, which has no i

www.pewtrusts.org/small-loans 25



Overview of Title Loan Market

A Title lenders operate more than 8,000 stores in 25 states
A 2.5 million borrowers annually, paying $3 billion in fees

A Average borrower:
I Usuallynasclear title tothe car (no outstanding car loan)
i Has income of abow#30,000 perear
I Often struggles to make ends meet

i Spends $1,200 in fees annually to repeatedly borrow $1,000 in
credit

www.pewtrusts.org/small-loans 26



Prepaid cards

CHARITABLE TRUSTS

A Prepaid cards let consumers transact electronically
A 9% of adults using; 72% of users also have a checking accot
Consumers’ Reasons for Using Prepaid Cards

Major reason (%) | Total reason (%)

Control spending

Avoiding credit card debt 52 e
Helping you not spend more money than you actually have 51 e

Dividing your spending into budget categories 30 54
N

Avoiding overdraft fees 46 e

Avoiding check cashing fees 38 57

S

Making purchases online and other places that don't accept cash 51 72
S o liteh WMH-\AWH‘“ #“mf -

WwWw.pewtrusts.org/prepaid 27



Product Innovations




