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Serving SMEs can be profitable - a review of leading SME banks indicates
that ROEs from 20% to 40% can be targeted

SME segment return on equity, %
83
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Source: McKinsey Survey; Emerging bank interviews
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However, building proficiencies across 5 core areas is critical for
achieving a strong and sustainable performance
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SME business model design elements need to be holistic and well
structured since SME business has organisation wide implications

= Organization fit is a key
challenge - Retail, Corporate,
independent, split structures
have been observed

= Segmentation methodologies
are typically Clustering,
Demographics, Multivariate,
Need or Value based

= Coverage models aligned to
segmentation help deploy
People, Processes and
Proposition effectively

CIFC
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SME Business Model Examples

Example Model Type
o Standard Chartered, Global = Relationship-based
Wells Fargo, USA —>  Retail-based for mass market
“3 TEB Bank, Turkey — Advisory differentiated
$)Garant Garanti Bank, Turkey — Segment-based
Picrcrisns ICICI Bank, India —> Supply Chain linked
n WING, Cambodia — Mobile money-based
Westpac Westpac, Australia —> Niche markets positioned (e.g. WIN)
mg?m NAFIN, Mexico —>  Alternate financing models



SME Product & Services need to cover a cross section of SME needs and
unique segment solutions can help differentiate

= Product programs are needed
for SME lending, transactional,
deposit requirements

= Products programs should be
pilot tested, standardized and
need to remain dynamic with
regular reviews

= Value Chain Finance, Banking
on Women, Very Small
Enterprise Banking, Non
Financial Services are
increasingly being undertaken

CIFC

International :
Finance Corporation
WORLD BANK GROUP

SME Products and Services




Required scale and profitability in SME Banking can be achieved by
optimizing sales and customer management elements

= Sales and customer
management effectiveness can
potentially yield 3-4 times
standard baseline revenue

» Dedicated SME centers and
boosting branch performance
have proven to lift SME business
performance

= Alternate channels alignment
helps enhance customer
experience, manage costs and
increase wallet share

CIFC
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Customer & Sales Management

Difference between standard and best-in-class SME banking (ROE)

%

% |

%

Standard Sales Operations Improved Qptimized Active  Retention Collections Best-

force  optimi-  acquisition approval
skills zation rates/
pricing

(Source: IFC/Roland Berger research)
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strong SME team would deliver a strong performance; hence a balance
of skill, training, KPIs & incentives are needed

Human Resource management
= SME team roles need to be
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performance and results
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0 ... and ability to steer performance would also depend on ability to
capture, record, extract and analyse data and automate processes

Systems and Analytics
= Key system dependencies

are CRM, Data Warehouse and
Loan Origination system

o

management

= A dedicated Customer

Intelligence Unit is needed to CRITICAL " 5 ey

perform regular analytics, SUCCESS W g

reporting and build predictive FACTORSFOR

models IMPLEMENTAT Modeling Inputs Propensities

Wallet ' Cost | Risk  ctent  Cross-
sizing | data | costs  attifon el

|ON

= Standardized set of

reporting would help oversee B s an
sales, profitability, portfolio, organizaton
credit and risk management

performance
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Mastering the challenges in financing SME requires banks to

understand and take advantage of every step of the credit life cycle

Before portfolio Healthy portfolio Defaulted portfolio
entrance (management/ supervision / (simple and litigation recovery)
First recovery step)

Ordinary Sensitive s
Risks Risks Doubtful Litigation

Default Close out netting / Debt
waiver / write-off

Granting, Valuation a R S . Contentious
? - tandard recove .

administrative Risks follow-up y . recovery
management

Provisioning

» Historical distribution * Outstanding debts mapping EL - Impairment gaps Passage delay

profiles for credit » Off Balance sheet exposures » Contagion * Analysis of oldest contracts
granting by risk class »  Off Balance sheet draw-downs » Default’s exit treatment » Evolution of losses

» Political / granting (CCF) *  Average duration * Average age for write-off passage
conditions » Collective impairment by * Healthy reclassifying criteria .

*  Committees (New financing channel *  Comparison of LGD with provisioning
Products / Granting) » PD and defaults historical matrix

» Granting margins observations History of recovery flows

* Delegation and limits * Rerating Experts' adjustment on provisions

* EL-Impairment gaps

*  Methodology of warranties
valuation

* Provisioned clients’ base

* LGD and historical observations

* Nature of incidents (real or
technical)

Outstanding debts update

Recovery performance indicators

Historical observations for recovery flows
Recovery fees 'consideration and reprocessing
Consideration of warranties/ safeties / collaterals

Step 1: Step 2 Step 3
Before During After
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Capacity building in all the key areas would drive strong performance in
terms of revenue, risk, transaction and cost management

Sample best practice SME banking KPIs
are listed below:

SME
: 0 Banking
Return on Equity 25-40% Performance
Cost/Income 20-30%
SME Loans/ Deposits 25-50%
Average loan book growth 25%+ p.a.
Expected loss average 5 yrs 1-2% Revenue J Asset §Operating
Quality § Efficiency
Cross Sell Ratio 8+
% transactions in branch 20-30%
% SMEs with credits 35-40% Markets, § Sales & | Credit
TaT SME Loans - small 1-2 days and Delivery fRisk
TaT SME loans - Medium 4-6 days Productsf Channels § Management
Application form 2-3 pages Strategy, SME Focus and Execution Capabilities
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IFC’s Global SME Banking Advisory Services Program comprises over 80
projects spanning 52 countries
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IFC provides a combination of Investment and Advisory Services for

optimal results

 Build capacity of Fls in strategy, market segmentation, credit management,
risk modelling, product development, sales and customer management, staff
capacity building, value chain finance, through innovative approaches and
systems to scale up their financing for SMEs on a sustainable basis
Capacity
Building for Fls « Promote sub-sector focus: women-owned SMEs, sustainable energy SME
projects, agri SMEs, leasing, etc

E
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« Raise awareness on best practices in the SME Finance space through
knowledge forums, thought leadership and study tours

« Equity Investments in Financial Institutions / Equity Funds for SMEs

SME Financing « Funded lines to expand investment and working capital lines

& Investments

» Blended finance options to support the expansion of IFC’s risk appetite
(e.g. grace periods, performance based pricing, subordination, higher risk
/lower security or in limited cases, local currency positions)

INVESTMENT

« Risk Sharing Facilities / Partial Credit Guarantees to:

Risk Miéigation - Enhance risk taking capacity and provide capital relief

Enhancements - Avoid FX mismatches and encourage domestic resources for SME

CIFC
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Key Contacts

Wendy J. Teleki wteleki@ifc.org (Global Head SME Finance)

Qamar Saleem QSaleem@ifc.org (Global SME Banking Specialist)

Matthew Gamser mgamser®ifc.org (CEO, SME Finance Forum)

Akbar Zaman Khan akhan12®ifc.org (Business Model Design Champion)

Martin Hommes mhommes®ifc.org (Global Product Specialist)
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