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India’s Buy-Now-Pay-Later (BNPL) is positioned as a source of gateway credit SBICARD 875 928 BUY 1,100

and poised to grow to USD56bn by FY26 (~5% of digital P2M payments) on

the back of rising ecommerce and digital payments penetration. BNPL players DID YOU KNOW?
are exploring multiple business models (interest-free vs. EMI, distribution vs.

balance sheet lending) and are yet to establish economic viability with limited ! |
revenue drivers and high delinquencies (unsecured credit and higher mix of
NTC customers). Although FinTech BNPLs enjoy favourable regulatory
arbitrage, incumbents have an opportunity to expand their customer funnels
either through in-house offerings (HDFC Bank FlexiPay, ICICI PayLater) or
partnerships. We expect regulatory convergence on the back of the RBI's
recent narrative for digital lenders although FinTech BNPLs are likely to
sustain their superior user experience. Within a bouquet of BNPL options,
credit cards remain the most exhaustive and profitable and, in fact, offer an
up-sell opportunity for credit-tested top-of-the-BNPL-pyramid customers.

= USD56bn BNPL market by FY26; ~5% of digital P2M payments: India’s
BNPL is at an inflexion point with rising ecommerce and digital P2M
payments (FY21-FY26E CAGR of 28%/26% respectively) fuelling deferred
payments. BNPL GMV is poised to exhibit ~74% CAGR and account for ~5%
of digital P2M payments by FY26E.

® Multiple models at play; Zest and Slice emerge with early leads: BNPL
players are experimenting with different models (closed loop vs. open loop,
convenience vs. credit, offline vs. online, and partnerships vs. balance sheet
lending) in their efforts to discover viability. While the jury is still out on the
“ideal” model, Zest and Slice emerge with early leads on our proprietary

® BNPL has been in existence in i
India for a long time (Credit
cards and EMI financing) i

= BNPL is now the most
preferred mode of ecom :
payment in Sweden

® >50% of consumers in US have
used BNPL at least once,
according to Survey
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® Cumulative no. of BNPL :
accounts in India are already :
at ~50% of no. of credit card :
outstanding |

I
= ~45% of personal loans :
disbursements in  Q4CY20,
were done through FinTechs |

I
* Indian incumbents are better ,
placed compared to global
peers in confronting the BNPL |
wave |

I

BNPL Quotient, built on vectors such as platform scale, engagement levels,
revenue drivers, propensity to cross-sell, and risk management.

® Business viability gaps need addressing: With limited revenue drivers
(such as MDR and low customer-driven fees) and low per user spends, our
analysis suggests limited economic viability, particularly of the convenience-
led model and a need for customer-led fees (EMI financing, personal loans,
etc.). The BNPL model has a significantly high dependence on late fees (~3-
10% of spends), which also mirrors itself in elevated credit costs (unsecured

* Credit card remains the by far |
the most exhaustive form of
BNPL product in terms of)|
offerings to the consumer !

nature of credit, high share of NTC customers, limited recourse with digital
collections), although digitisation drives lower opex.

= Regulatory convergence ahead: BNPL FinTechs disproportionately benefit

from favourable regulatory arbitrage around the ease of onboarding, risk- Krishnan ASV

venkata.krishnan@hdfcsec.com

sharing, bureau-reporting, and customer disclosures, which we expect will
+91-22-6171-7314

converge on the back of the RBI's impending regulatory approach.

= Tablestakes for incumbents but differentiated approaches: Incumbents are Deepak Shinde
approaching “new-age” BNPL as tablestakes either through in-house deepak.shinde@hdfcsec.com
offerings or partnerships. We see two distinct approaches: private banks +91-22-6171-7323
with large carded base offer BNPL exclusively to ETB customers to raise
engagement, cross-sell and maintain profitability; on the other hand, those Neelam Bhatia
with a limited carded base have adopted the partnership route with FinTech neelam.bhatia@hdfcsec.com
BNPLs to tap into new-to-franchise customers. +91-22-6171-7341

= BNPL to add significant addressable market to credit cards: Credit cards,
the most exhaustive form of BNPL, in our view, are expected to benefit from Sahej Mittal
BNPL, as the format acts as a feeder engine, adding credit-tested and more sahej.mittal@hdfcsec.com
potentially cardable customers to the addressable market. +91-22-6171-7325
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Focus charts

Exhibit 1: No. of BNPL users already at ~1/3 of credit

cards user base
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Exhibit 2: Share of personals loans < INR 10K in
personal loans disbursals

(mn) . Volume —8— Value (RHS)

160 - 80% - - 4%
120 1 60% - - 3%

80 -
40% 1 - 2%

40

H = 0% =

0
Online Credit cards BAF EMIcard BNPL users i i
Shoppers users users 0% - 0%

FY17 FY18 FY19 FY20 Fy21

Source: Industry, Company, Transunion CIBIL, RedSeer, HSIE
Research

Exhibit 3: Vanilla BNPL - unviable business model;

Note: CRIF High Mark, HSIE Research

Exhibit 4: FinTech disbursals at ~5% of digital P2M

shift towards EMI financing imperative payments by FY26
(% of spends) ‘;‘ﬁ;{a EII;/II\IHI,“LI X ﬁnixling Cc:;g: Units  FY21  FY26E  CAGR
NII 0.9% 1.0% 2.1% 2.8% # Unique BNPL users mn 10 100 58%
Fee income 2.3% 2.2% 1.8% 3.7%
Total income 1.4% 3.2% 3.8% 6.5% Disbursals/user /month  INR' 000 22 35 10%
Opex 1.2% 1.1% 1.2% 3.8%
PPOP 0.2% 2.0% 2.6% 2.8% ' BNPL disbursals INR bn 260 4,187 74%
Credit costs 3.3% 2.3% 1.9% 1.5%
PBT 31% -0.3% 0.7% 1.2% P2M payments INR bn 22,984 91,585 32%
Tax 0.8% -0.1% 0.2% 0.4%
eat 23% oo osw 09% | | %of P2M payments % 1% 5% :

Source: Company, Industry, HSIE Research

Exhibit 5: Credit cards have wider customer value

Source: RBI, NPCI, Industry, Company, HSIE Research

Exhibit 6: BNPL models at play — Convenience vs. credit

proposition compared to FinTech BNPL model

Credit cards BNPL
Interest-free credit period Up to 50 days Up to 15 - 30 days Ticket Size
Credit limit High Low High i
Revolving credit facility ~42% APR x
EMI loans interest rates 0%-20%APR  0%-32% APR e
Rewards/cashbacks ~1% cashback Limited _
Cash advances ~30% APR x e
Merchant network Offline + Online Mostly online (f;ag(} ;;;rs)
International acceptance v x tow Tenure
Balance Transfer v x Low High
Complementary benefits Several NA
Source: Company, Industry, HSIE Research Source: Industry, HSIE Research
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Exhibit 7: BNPL userbase at ~1/3 of credit card users
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BNPL = Commerce + Payments + Credit

Old wine, re-branded: The proliferation of Buy-Now-Pay-Later (BNPL) as a
mode of credit-based payment is gaining significant traction, particularly
amongst the millennials and Gen-Z population (~51% of India's population)
within a short span of time. Proliferation of ecommerce (28% CAGR during
FY18-FY21), rising digital payments (26% CAGR during FY18-FY21), and
digital infrastructure (e-KYC etc.) have enabled seamless customer
onboarding, credit assessment, and usage in payments.

However, BNPL as a concept in India has been in existence for years, in the
form of "No-cost-EMIs" through merchant subvention. Merchants have also
been increasingly willing to pay “swipe fees” for commerce-enablement and
business-enhancement, higher authorisation rates and better end-to-end
management of the point-of-purchase or point-of-sale financing journey.

Credit cards are also technically a form of BNPL. However, this new form of
BNPL benefits from the sheer pace of adoption and the proliferation of
ecommerce, with technology being leveraged to blitzscale across multiple
categories of individual consumption. The number of unique BNPL users
has zoomed to 10mn in a span of a couple of years, compared to ~35mn
unique credit card users during this time.

Exhibit 8: BNPL-high on volumes, low on loans

outstanding
(mn) Volume
160 BNPL
[ ]
120 -
80 Consumer Personal
Durables loans
i °
40 Business
2 Wheelers loans Home
0 - - | ° P Auto loans
) ) © Joans [ )
Online Credit cards BAF EMIcard BNPL users
Shoppers 1sers users Value

Source: Industry, Company, Transunion CIBIL, RedSeer, HSIE
Research

Exhibit 9: BNPL contributed to ~37% of retail digital
lending by banks by volume in FY20

Source: RBI, CRIF High Mark, HSIE Research | Note: BNPL disbursals
exclude credit cards spends and cards-based EMI loans

Exhibit 10: Increasing share of UPI in P2M payments

M % share in digital loans disbursed

36% 37%
21%
2% 0% 3%
— |
Personal Auto Gold SME BNPL Others
loans loans loans loans

mUPIP2M mDCPOS mCCPOS m-wallets

W Net Banking

Fy22* 20 25 6 .4
FY21 29 27 7 .ZI

100%

Prepaid cards ENETC

0% 25% 50% 75%

Source: RBI, HSIE Research

Source: RBI, NPCI, HSIE Research | Note: * SMFY22
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What makes BNPL so unique? BNPL has proliferated at a furious pace in
the past couple of years, primarily due to two key reasons: relatively easy
availability of credit for NTC customers (albeit with lower credit limits) and
seamless user experience from onboarding to payments. BNPL players'
credit assessment relies on several parameters beyond bureau score and the
credit limits are fairly dynamic (based on spends and repayment history).

However, the biggest value proposition of BNPL over other payment modes
(including credit cards), is the seamless user experience. Most BNPL players
provide for onboarding of new customers during checkout (online as well as
offline) with turnaround time of a few minutes. Further, payments for online
purchases are made with a single click (choosing the BNPL option) with no
need for an OTP or any other authentication (regulatory arbitrage). Low fees
from the customer (0% interest products, low subscription fees etc.) and end-
to-end digitisation are some other features that are lucrative, particularly for
the younger generation and new-to-credit (NTC) cohorts.

Exhibit 11: BNPL’s customer value proposition in a nutshell

Easier access for

/ NTC customers \

End-to-end

Onboarding
during checkout

digital product

One-click
checkout (no
OTP etc.)

Source: Industry, HSIE Research
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Digital commerce-penetration driven growth: The Indian online commerce
market, comprising e-retail, online travel, online food delivery, education, e-
Health etc., is poised for stupendous growth in the medium-term, led by
economic growth and improving penetration of online commerce with more
use cases, deeper geographic penetration (tier 2/3 cities) and rising number
of online shoppers. India’s online commerce market is poised to grow at
~30% CAGR to reach ~USD184bn by FY2026.

Exhibit 12: India’s private final consumption expenditure

Category (% of Total) FY17 FY18 FY19 FY20
Food and non-alcoholic beverages 30.4 29.5 28.3 29.1
Transport 15.0 16.3 16.7 16.9
Housing, water, electricity, gas and other fuels 14.2 14.1 13.8 13.3
Clothing and footwear 6.7 6.5 6.4 5.7
Health 4.5 44 4.6 49
Education 4.0 43 45 47
Furnishing, household maintenance 3.0 3.0 3.0 2.8
Communication 2.1 24 25 24
Alcoholic beverages, tobacco and others 2.3 22 2.3 21
Restaurants and hotels 2.0 2.0 2.1 2.1
Recreation and culture 0.8 0.9 0.9 0.8
Miscellaneous 14.9 14.5 14.9 15.3
Mol (NRten) s 0t0 27 1237 |
]
Source: MOSPI, HSIE Research | 1 USD =1INR 75
Exhibit 13: India’s e-retail market-increasing share of Exhibit 14: Online commerce—poised to grow at 30%
Lifestyle, Food & grocery CAGR during FY21-FY26E
W Lifestyle m Food & Grocery M Electronics M Jewellery M Others (USDbn) me-retail @ Online food delivery M Online Travel
100% o g 240 -
75% 34% 180 - =
- < IR
O
50% 17% 120 4 oS
9%
25% 60 - 51
—
0% 0
FY21 FY26E FY21 FY26E
Source: RedSeer Report, Snapdeal DRHP, HSIE Research | Note: Source: Bain & Company, RedSeer report, Mobikwik DRHP, HSIE
Lifestyle comprises Fashion, general food and merchandise, Beauty Research

& Personal care and others

Rising online penetration across categories: Rising penetration of internet
and smartphones and increasing propensity towards online shopping are
likely to drive penetration in various categories of Indian retail. Further, the
rising investments in tech companies are driving online penetration in
several new categories such as Education (poised for USD5bn opportunity
by FY26) and e-Health (e-pharmacy, e-diagnostics and e-consultations).

Page | 5
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Exhibit 15: ecommerce penetration across segments-significant opportunity
(FY21E)

B e-commerce penetration %

60%
45%
30%
15%

0%

Overall F

Smartphones
Appliances -
Vet
Ciivery M
Pefzz;lz}l] C&atre .
Pharmacy I
Grocery

Source: RedSeer, Zomato, Nykaa, Snapdeal API Holdings DRHP, GfK Research, HSIE Research

® Digital P2M payments surging like never before: Digital P2M payments
continue to witness strong growth momentum after registering 26% CAGR
between FY18 and FY21. The surge has been led by increasing smartphone
and internet penetration, further catalysed by the pandemic and investments
by FinTechs, incumbents, and policymakers in the payments ecosystem. As
highlighted in our thematic report, P2M Payments — Surging pool,
dwindling yields, Digital P2M payments are expected to exhibit 34% CAGR
to USD1tr by CY25, driven by increasing digital penetration (~50% of
ecommerce transactions payments are done through cash-on-delivery) and
more use cases, with a disproportionate contribution from mobile payments
(UPI), which have emerged as the single largest mode of P2M payments.

Exhibit 16: % CAGR across payment modes: FY18 - Exhibit 17: P2M payments expected to grow to USD
FY21 1trn by CY25E
280% - 234% mFY18-FY21 CAGR (INR trn) H Mobile payments Card payments
100
210% - 84.5
o | 75+
140% 2 OQ»
<
70% i _ | OIIO
14% 13% 12% 11% 20 ®
0% -
_ 20.0
= [9p) &0 = ke (95} 12 [9p) 25 4
5 &5 £ 5 s8¢ 2 & 9
< ) = T <
< &85 v g @
= ~ () é o 0 -
CY20 CY25E
Source: RBI, NPCI, HSIE Research Source: Industry, RBI, NPCI, HSIE Research

® Increasing shift towards digital payments augurs well for BNPL: The
increasing penetration of digital payments on merchants (~25% penetrated)
and consumers (22% penetration) augurs well for the BNPL industry.
Delayed fulfilment (ecommerce) or in-store purchases are typically the last
use cases in a customer’s digital journey, P2P transfers being among the first
followed by ticketing and bill payments. The increasing pool of digital
payments creates a sizeable addressable market for credit-based payments
such as credit cards, BNPL, and checkout financing.

Page | 6
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Exhibit 18: Understanding the user’s digital journey

INSTITUTIONAL RESEARCH

Delayed fulfilment
Instant fulfilment
Trusted government platforms (electricity, water
bills), instant/ fulfilment platforms (services) and
value convenience of digital transactions
UPI / Wallets & Small
transaction amounts
. . Utility Bills / . . Offline Stores / E-Commerce / Other
P2P / Offline Retail Ticketi
/ e setat Mobile Recharge 1cketing Malls usecase
Source: Industry, HSIE Research
Exhibit 19: ecom as a percentage of total spends—cards- Exhibit 20: Average ticket size across payment modes
based payments (by value)
Credit cards = = = Debit cards (INR) W Average ticket size (FY21)
4,000 + 3,564
3,000 - 2,369
2,000 - 1,624
1,000 - 670 485

Dec-19
Feb-20
Apr-20
Jun-20
Aug-20
Oct-20
Dec-20
Feb-21
Jun-21
Aug-21
Oct-21

380 171

v vy gy B
32 & 88 5

Prepaid
cards

m-wallets

FASTag

Source: RBI, HSIE Research

Source:

RBI, NPCI, HSIE Research | UPI denotes UPI P2M

Page | 7



23 Horc s Y1)

FinTech Playbook: Buy Now Pay Later | De-mystifying the tablestakes Clic Tnvest. Grow. vEARs

INSTITUTIONAL RESEARCH

Proliferation of short-term consumer credit: Short-term consumer credit
(STCC, ticket sizes below INR 0.1mn) has witnessed rapid growth since
FY18, now contributing to >50% of total disbursal volumes in FY21, as per
CRIF Highmark. While the personal loans outstanding have grown at 25%
CAGR from FY19 to FY21, the volume share of STCC has risen from 54% to
71% during this period.

Deferred payment options driving high volumes: Rising penetration of e-
commerce and digital payments is now beginning to meaningfully reflect in
retail credit with increasing volumes of checkout financing (BNPL, EMI
financing, etc.). Beyond credit cards and traditional EMI financing options
by incumbents, challenger FinTechs and BigTechs, in partnership with
NBFCs and banks, are increasingly offering credit at the point of sale.

Exhibit 21: Retail credit outstanding in India (FY21) Exhibit 22: Personal loan originations by ticket size (by

volume)

Gold
Auto 5%
6%

LAP
8%
Personal

loans
9%

10%

Agriloans

Others E<0.1mn 10.1mn-0.2mn @ 0.2mn-0.5mn 0.5mn- Imn @ >1mr
21%

100% -~

75% -

Home loans 50% 1
31%
25% -

w
a1
o
3

U1

Y

X

0% -

FY17 FY18 FY19 FY20 FY21

Source: CRIF High Mark, HSIE Research

Source: CRIF High Mark, HSIE Research

Exhibit 23: Share of personals loans < INR 10K in personal loans disbursals

I Volume —0— Value (RHS)
80% - - 4%
60% - 3%
40% - - 2%
20% - - 1%
0% - 0%
FY17 FY18 FY19 FY20 FY21

Source: CRIF High Mark, HSIE Research

NBEFCs at the forefront of STCC disbursals: NBFCs, driven by standalone
lending and FinTech partnerships, are capturing the lion’s share in STCC
disbursals at 49%/66% by value and volume as of Mar-21 respectively,
followed by private banks at 20%/19%. Private banks have a higher share in
larger ticket sizes, where the unit economics is far more favourable.

Consumer durables financing (up to INR 50K) has been dominated by
NBFCs (largely Bajaj Finance) in terms of value and volume with over >75%
market share in disbursements, while private banks have focused on EMI
financing through their credit card and debit card EMI offerings.

Page | 8
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Exhibit 24: Value market share-personal loans and
STCC (Mar-21)
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Exhibit 25: Volume market share—personal loans and
STCC(Mar-21)

mPSBs Private Banks m NBFCs Others

100% - ioi -

75% 1 "

37%
0, -

50% 40%

25% -

0% -

STCC

Personal loans

mPSBs Private Banks m NBECs Others
100% -
50% -
27%
25% - 19%
0%

STCC

Personal loans

Source: CRIF High Mark, HSIE Research

Source: CRIF High Mark, HSIE Research

® CreditTech - a crowded space: The FinTech ecosystem is currently in a

sweet spot in terms of total addressable market opportunities, the problem
statements being redefined, migration and distribution of profit pools, and
availability of private (and increasingly public) equity capital that is chasing
exponential growth. ~30% of the FinTech funding has accrued to CreditTech.

Exhibit 26: ~25-30% of FinTech Funding towards digital
lending now

Exhibit 27: Increasing pool of BNPL and personal
loans FinTechs

E Value —®— % of funds raised by FinTechs (RHS5)

(USD mn)

2,000 - - 40%
1500 - - 30%
1,000 - - 20%

- _J I . -
0 - . - 0%

2017 2018 2019 2020 2021

(L)) Lateqm “'" pay Latel J/ WA= st

Flexmone [=. MONEYTAP
& Paytm IS LAZYPAY

I,-) B snapmint

@ S'mplk|§§
PIF

postpe -s mEorluSolaru' ePayLater

Source: VCCEdge, HSIE Research

Source: Industry, HSIE Research
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Sizing the burgeoning BNPL market

®  Low-stakes gateway to large addressable market: The BNPL market is
poised for explosive growth, led by improving penetration in customer base
as well as usage categories (merchant base). The surge in BNPL FinTechs,
along with rising focus by the incumbents and improving ecommerce
penetration, is likely to drive the customer as well as merchant base.

® Customer journey - cash to digital to deferred payments: The surge in
digital payments penetration is likely to provide a strong base for BNPL. A
typical user’s payments journey migrates from cash to P2P payments, utility
payments followed by merchant payments (offline followed on online). Our
conversations with industry participants suggest that deferred payments are
typically the last stage of evolution in a customer’s digital journey. With the
proliferation in digital payments, particularly mobile payments having low
ticket size (Average of INR 700) across tier 2/3 cities (~80% of PhonePe’s
monthly active users are from non-tier 1 cities), the digital payments
continues to expand, providing a larger potential customer base for BNPL.

Exhibit 28: ~35mn are credit carded compared to ~150mn Exhibit 29: India’s demographic distribution -
online shoppers and >500mn smartphone users ~700mn in the target segment of 20-54 years
People with age 20
-54 694 0-19 — 487
Smartphone users 525 20-29 240
Active Internet
425 30-54 454
users
Online shoppers 150 55-64 108 8%
Credit card users 35 (mn) > 64 91 (mn)
0 150 300 450 600 750 0 150 300 450 600
Source: Transunion CIBIL, RedSeer Report, TRAI, World Bank, HSIE Source: World Bank, HSIE Research | Note: Numbers in blue
Research boxes denote % of total population

" Creditworthy yet un-tapped - unit economics evolving: Multiple reports
across the industry categorically demonstrate the creditworthy market in
India. As per a BCG publication on India’s spending patterns, one-third of
the households earned >INR41K per month, while ~78% households earned
>INR12.5K per month. With the average BNPL spends per month in the
range ~INR2-3K, the addressable market is disproportionately large.

Exhibit 30: Target segment at ~215mn households (CY2019)

Annual household
income (INR mn p.a.)

# householdsin mn
% of total)

10(3%)

e ~215mn households

Source: BCG report — How India spends, shops and saves in the new reality?, HSIE Research
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® Increasing organised retail penetration provides large addressable TAM:
Organised retail (offline + ecommerce) is poised to grow to USD 380bn and
constitute ~28-30% of overall retail market by FY26 from ~15% in FY21,
driven by increasing digital penetration and consumer preference towards
better shopping experiences and pricing. Increasing penetration of
organised retail provides a larger addressable market for BNPL players and
provides relatively easy scalability as well (through tie-ups with payment
aggregators, card networks, stores franchises etc.) compared to general trade
segment.

® Merchant subvention-finding the sweet spot: Merchant categories with
high gross margins and high cost of customer acquisition are more likely to
provide higher subvention for POS financing, as per McKinsey Merchant
POS financing Survey. The cost of acquisition varies for merchants across
channels such as social media platforms, ecommerce marketplaces, etc., and
could be as high as in double digit percentage as well. While BNPL’s value
proposition in terms of increased sales velocity, higher average order value
etc. could be applicable to the entire merchant landscape, merchant
categories in the “high and medium willingness to pay” bracket are likely to
provide higher merchant subvention to the BNPL players.

Exhibit 31: Merchants with high margins and high CAC likely to provide high subvention for EMI financing

CAC - R
Hi e i s ~ .
gh ,° ® FastFashion Luxury retail
/! [ 2%
/ \
- ! \
{ Auntq repair i |
\ e~ \ !
\\ ) e \\ .‘"
Ay \‘ ~ /s
A Y » . 4
> ® Furnitulg ® Medicgl”
Vacatigns S @ Cruiselines -7
~ S~ - -
Hotels - 9@ @ AN SN T
~. ® Appliances .
~ ~ Y
Big box retailers  ~~ ® Home goods
o ? RN - \‘ Entertainment,
. Airlines ° ® O line travel R ! Ticketing
ow - -
Gross margin
Low High
Source: McKinsey Merchant POS Financing Survey, HSIE Research| {2 Z'High willingness to pay {2 >Medium willingness to pay
Exhibit 32: BNPL disbursals poised to reach USD 56bn by FY26
Units Fy21 FY26E CAGR Comments
India's population mn 1,380 1,577 3%
Smartphone users mn 550 800 8%
% of total population % 40% 51%
No of online shoppers mn 150 400 22% Rising penetration of e-commerce
% of smartphone users % 27% 50%
No of unique BNPL users mn 10 100 58% Improving penetration of deferred
payments on online/offline space
% BNPL penetration in online shoppers % 7% 25%
Disbursals per user per month INR' 000 22 3.5 10% Increase in use cases with widening
merchant base
BNPL disbursals INR bn 260 4,187 74%
{BNPL disbursals USD bn 35 55.8 }

Source: World Bank, TRAI, RedSeer Report, Paytm DRHP, Industry, HSIE Research
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" 5% of P2M payments by FY26: BNPL, as a mode of P2M payments, is likely
to contribute ~5% of total P2M payments by FY26. While the pace of growth
in the BNPL segment is staggering, mobile P2M payments (UPI) have been
growing at a staggering pace with widespread adoption amongst customers
and merchants. Going forward, the increasing pool of digitally paying
customers is likely to become the addressable target segment for BNPL.

Exhibit 33: BNPL disbursals to constitute ~5% of P2M payments by FY26E

Units Fy21 FY26E CAGR
BNPL disbursals INR bn 260 4,187 74%
P2M payments INR bn 22,984 91,585 32%
As % of P2M payments % 1% 5%

Source: RBI, NPCI, CRIF High Mark, Industry, HSIE Research
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BNPL-a global phenomenon

® Making inroads into well-carded countries: BNPL’s usage has surged in
well-penetrated credit card markets such as Australia, US, UK, Sweden, etc.
Similar to India, the adoption has been higher among the millennials and
Gen-Z with lower usage history with credit cards. Several firms have
achieved economies of scale and also tapped in the public equity markets
with a demonstrated business model.

Exhibit 34: Highly penetrated credit cards market- Exhibit 35: Surge in GMV (TPV) of leading global

with saturation in growth BNPL players
CIF CAGR Year P
o - C . Unit: CY18* CY20* | CAGR |
30% , CY16-CY20 ompany ending nits ! !
] 1
India Klarna Dec USDbn  29.0 530 1 35% |
20% o | |
® France 1% . I I
® Brazil Affirm Jun USD bn 2.6 8.3 i 78% i

10%
| |
® Russi
ussia Uk ® South Korea AfterPay Jun USDbn 3.7 158 | 107% |
0% o - * ® Singapore I I
Indonesia _ Aystralia . Zip Jun AUD bn 1.1 58 | 130% |
® CC per capita (x)

10% ® Sweden I I
0.0 0.9 18 27 36 Sezzle Dec USD bn 0.0 0.9 1 426% |
1 I
Source: BIS, HSIE Research | Note: * Data for CY19 Source: Company, HSIE Research | Note: * FY19 and FY21 for

AfterPay, Affirm and Sezzle

Exhibit 36: Surge in BNPL wusers in Australia, Exhibit 37: BNPL already constitutes >10% of ecom

compared to credit cards issuances ayments in select countries (CY20)
p pay
(mn) BNPLusers = = = Creditand charge cards - CIF
32 Sweden
Germany
24 4 m————— -= Finland
—~‘“~____ Australia
16 Netherlands
8 UK
// India
0 USA

FYl6 FY17 FY18 FY19 FY20 FY21
0% 6% 12% 18% 24%

Source: RBA, ASIC, HSIE Research | Note: * BNPL users for FY21 Source: WorldPay Global Payments Report 2020, HSIE Research
include only top 2 players

Exhibit 38: Users below 35 years contributed to ~60% Exhibit 39: ~60% of people in age group 18-34 had

of BNPL transactions in FY19 (Y/E June) used a BNPL product in US according to a Survey
3;:24 5?2-024 Age (in years) Jul-20 Mar-21
P i
55-64 18-24 38% i 61% i
% I I
\ 1 |
65+ 25-34 47% I 60% I
1% I 1
25-34 0 VNS o mmmmm e
38% 35-44 50% 61%
\ \L18-24 . .
239 45-54 42% 53%
Over 54 21% 41%
Source: ASIC, HSIE Research Source: The Ascent Survey — July-20 and Mar-21, HSIE Research
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®  Unit economics gradually evolving with economies of scale: Several
leading BNPL companies such as AfterPay, Affirm, Klarna, etc., on the back
of astronomical surge in GMV, have witnessed improving unit economics.

For AfterPay, high merchant service fees remains the most important
revenue driver, with small contribution from the late fees from the customer
(~10-15% of revenues). The company is now gradually diversifying into
other products such as bank accounts in partnership with banks (Westpac)
for higher customer engagement and driving profitability. However, the
profitability remains elusive as the marketing and promotion expenses,
along with higher tech and employee expenses are yet to normalise.

Exhibit 40: AfterPay unit economics (as % of GMV) — FY21 (Y/E June)
4.0% 0.4% 1.2%

| ,
0.8%
0.9%
1 =or
0.1% 0.2% 1.5%

0.6%
= U W G a0, =l P o 0 w )
g =t 2% 5 §2 & g4 g4
S8 A= @ g 8 = = u
1 o & .& o g2 g7 SR = g_‘ = g_‘ —
g v fe Ef g@ £y Of A
> S8 &% ¢ g g

A

Source: Company, HSIE Research

Affirm-diversifying revenue streams beyond merchant fees: Companies
such as Affirm have begun to diversify their revenue streams beyond
merchant fees in order to achieve profitability. Affirm is now issuing virtual
debit cards that generate interchange fee and buying out loan portfolio from
the banking partners. However, the profitability is elusive for Affirm as
well, with credit costs and tech expenses being the biggest cost drivers.

Exhibit 41: Affirm unit economics (as% of GMV) — FY21 (Y/E June)

1 q0r . 9 o
3.9% 1_-0,0 0.0% 09% 0.6% 31%

46% (o .
? 0.6% l 22% 450,

=
e
o
2
'
&
=]

&=
o

Merchant
fees
Card

network
Interest
income
Gain on
loans
Servicing
income
Processing
charges
Finance
costs
Credit loss
provisions
Loss on
loan purchases
Tech expenses
Sales &
marketing
G&A ©
EBITDA ;

Source: Company, HSIE Research
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Exhibit 42: Fashion contributed to ~60% of GMYV for

CY20 for ClearPay (AfterPay — UK)

EI HDFC securities zrj
Click. Invest. Grow. YEARS
INSTITUTIONAL RESEARCH

Exhibit 43: Fashion, Home/lifestyle and Sports goods
contributed top categories of BNPL usage for Affirm

(Q3CY21)

Beauty Others Fashion/

13% Beauty

Equipment/ 23%
Auto N
10%
Fashion
60%
Footwear Trave.l/ Home/
2% Tlcllz)e‘;mg Llfleész/yle
° Sports °
Others 1% Electronics - Goods &
7% 12%

Source: Company, HSIE Research Source: Company, HSIE Research

® Valuations driven by GMV, network effect: Several BNPL players have
already tapped into public markets in order to raise capital for the furious
pace of growth. While the conventional metrics are not applicable due to
negative earnings, the leading BNPL players are trading at ~9-12x FY23
EV/sales and ~1-3x their current GMV. The valuation premium for larger
players is likely driven by growth as well increasing scale that gradually
brings in network effect for larger players.

Exhibit 44: Global listed BNPL companies trading at ~0.3-2.5x GMV

Company Country (Ul\slllgﬁn) Sal:;i -CI?ZE;R EF]ZIlTDA marg::s lejV/Sales (x1:23 EV/IGMV (x)
AfterPay Australia, USA, UK 15,726 58% 11% 13% 14.4 9.4 1.0
Affirm USA 22,790 50% 7% -8% 17.1 11.6 2.6
Zip Australia, USA, UK 1,610 54% -37% 4% 54 39 0.6
OpenPay Australia, USA, UK 61 88% -175% -10% 15 0.8 0.2
Sezzle USA, Canada 401 48% -46% -24% 2.1 1.5 0.2
Splitit USA 91 86% -173% 29% 4.0 22 0.3
Source: Company, Bloomberg, HSIE Research | Note: Market capitalization as on 06-Jan-22

Exhibit 45: Some of the leading BNPL players globally

Company Country Year GMV Active customers Active merchants PAT
Units USD bn mn '000 (local :r:rency)
Klarna Sweden CY20 53.0 87.0 250.0 (129)
AfterPay Australia FY21 15.8 16.0 100.0 (159)

Zip Australia FY21 4.1 7.3 51.3 (166)
OpenPay Australia FY21 0.2 0.5 3.8 (63)
Affirm USA FY21 8.3 7.1 29.0 (431)
Sezzle* USA IMCY21 1.6 3.2 444 (41)
Splitit* USA IMCY21 0.9 22 26.6 (32)

Source: Company, HSIE Research | Note: * GMV annualized | FY21 - year ending June
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Different BNPL models at play

®  The proliferation of BNPL in India’s payments ecosystem has been fairly
diverse, with players following different models. These models could be
classified based on multiple parameters: purpose, target segment, merchant
ecosystem, distribution model, user type, and product categories. As the
ecosystem evolves, some of these models could integrate with one another
or the unviable ones are likely to get weeded out.

For the purpose of this report, BNPL is defined as the deferred payment
option available at checkout (online/offline) including interest-free credit
period (15d-45d), no-cost-EMI (Pay-in-3/4) and EMI financing. However, we
exclude personal loans/cash advances offered by a few BNPL players from
this definition.

Exhibit 46: Emerging BNPL business models

rcha Distribution .
Purpose S Type of user
ecosystem model

e-commerce
Marketplace

Standalone

White label

Source: Industry, HSIE Research
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1. Purpose-led - Credit models outperform: BNPL players offer different
modes of deferred payments, which could be classified under Convenience
(15-30d interest free credit period, with bullet repayment at the end of the
period) or Credit (3 months - 18 months interest-bearing/interest-free EMIs).
Convenience features are typically used to onboard NTB/NTC customers
with relatively smaller credit limits (~INR2K - INR10K). With sufficient
payments track-record, the customer can be migrated to credit model,
providing higher credit limits and longer-tenure loans.

Exhibit 47: BNPL model — convenience vs. credit

Convenience Credit

e Pay Later: Repay in full after n days (no interest) e No-cost-EMI: Repay the full amount in EMIs with no

Variants e Pay-in-3: Repay in 3 equal instalments with no interest
interest e EMI financing: Repay at approved interest rate

Tenure 15-45 days 3 months — 18 months
Monthly spends Small (~INR 2K - 10K) Higher (~10K — 100K)
Customer profile NTB/NTC/ETC/ETB ETC/ETB

e Merchant - MDR e Merchant - Subvention
Revenue streams .

e Customer - Late fees e Customer - Interest income
Delinquencies High Low
Bureau reporting Depends Yes

Source: Industry, HSIE Research

Several BNPL players are transitioning towards a hybrid model, with
Convenience model being used as a customer acquisition gateway and for
developing customer credit history, while the Credit model provides the major
upswing in revenue and profitability.

Exhibit 48: Various BNPL models

TicketSize

F N

High
Pay-in-3
Pay Later
(15-30days)

Low Tenure

| >

Low High
Source: Industry, HSIE Research
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Exhibit 49: Lower credit limits for PayLater products Exhibit 50: Higher credit limits for EMI loans
(excludes EMI credit limits)

Paytm Postpaid Slice
Mobikwik Zip ZestMoney
Simpl Mobikwik Zip
Olamoney Postpaid Paytm Postpaid
LazyPay LazyPay
Flipkart PayLater Flipkart PayLater
AmazonPayLater (INR'000) Amazon PayLater (INR' 000)
0 20 40 60 80 0 300 600 900 1200
Source: Company, HSIE Research Source: Company, HSIE Research

Exhibit 51: Interest-free credit period for PayLater product

Paytm Postpaid
Slice
Flipkart PayLater
AmazonPayLater
Olamoney Postpaid
Mobikwik Zip
Simpl

LazyPay (days)

0 10 20 30 40

Source: Company, HSIE Research
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2. Merchant ecosystem-led - Proprietary model the way to go: BNPL players

either tap into the open-loop merchant ecosystems already in place such as

cards rails (Slice, debit card EMI etc.) and UPI rails, or create a closed-loop

ecosystem through integration with the merchants. The open-loop network,

although easier to adopt and scale, provides little competitive moats to the

BNPL player, in terms of customer stickiness, as well as easily replicable by

other players. The merchant fees, consequently, is lower compared to the

closed-loop ecosystem.

Exhibit 52: BNPL model-open loop vs. closed loop

Open-loop Closed-loop
Payment rails Cards switch, UPI Wallets, merchant, Payment aggregators integration
MDR Lower Relatively higher
Customer stickiness Low High
Scalability Easy Difficult
Examples Credit cards, Slice, LazyPay, ICICI PayLater ZestMoney, Simpl, Paytm, FreeCharge PayLater

Source: Industry, HSIE Research

3. Distribution-led - Incumbents could hold an advantage: On a distribution
basis, BNPL models can be classified as incumbent-led, payment companies,
ecommerce marketplaces, standalone and white label service providers.
Each of these models is different in terms of the target customer acquisitions,
merchant ecosystem, etc. While incumbents, payment companies, and
ecommerce marketplace players tap into their captive customer franchises,
standalone FinTechs rely completely on open-market sourcing.

Exhibit 53: BNPL-based on distribution model

Incumbents Payments Ecommerce Marketplace Standalone White Label
11
Service provider Banks/NBFCs Wallet (pz?yments) Marketplace FinTechs FinTechs
provider
Customer profile Mostly ETB ETB ETB/NTC NTB/NTC NA
Merchant ecosystem Open/Closed loop Closed loop Closed loop Open/Closed loop Open loop
Balance Sheet Own Own/Partnership Own/Partnership Own/Partnership NA
Delinquencies Low Medium to High Medium to High High NA
ICICI PayLater, HDFC Paytm Postpaid, Amazon PayLater, ZestMoney, Simpl, X

Examples Bank FlexiPay Mobikwik PayLater Flipkart PayLater ePayLater PineLabs

Source: Industry, HSIE Research

Exhibit 54: BNPL-based on distribution model

Marketplaces Hybrid Banks/NBFCs
oy ZestMoney, Incumbents
Postpaid, Stice, LazyPay
ey KreditBee CapitalFloat
0% Balance sheet exposure 100%

Source: Industry, HSIE Research

Most BNPL players are essentially tech platforms and provide BNPL line of
credit or EMI loans through partnerships with banks and NBFCs. Several
BNPL players are gradually acquiring an NBFC license through a subsidiary
in order to take direct credit exposure (ZestMoney - Nahar Credits, Slice -
Quadrillion Finance etc.) - this is also reflective of multiple models searching
for regulatory compliance. While they absorb the “convenience” side of the
exposure on their own balance sheet (working capital financing), most of the
EMI loan financing is through partnerships with banks and NBFCs.
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Exhibit 55: BNPL model-B2C vs. B2B

EI HDFC securities zrj
Click. Invest. Grow. YEARS
INSTITUTIONAL RESEARCH

User type - B2B BNPL emerges as a blue sky: While the BNPL models are
predominantly focused on retail (B2C), B2B BNPL is also emerging a
deferred payment mode for wholesale customers (B2B).

B2B BNPL provides deferred payment options for small businesses/SMEs at
select merchants for wholesale purchases such as inventory etc. Typically,
the BNPL player provides credit to the vendors at marketplaces such as
Zomato, Flipkart etc., with the marketplace acting as a quasi-counterparty to
the credit line offered to the vendor. This model allows the BNPL player for

granular credit assessment and higher collection efficiency.

B2C

B2B

Customer profile
Monthly Spends
Revenue streams
Use cases
Delinquencies
Counterparty risk

Examples

Retail customers
Low
Customer and merchant driven
High
High
Retail customer

ZestMoney, Amazon PayLater

Wholesale clients
High
Merchant-driven
Low
Medium
Typically Corporate
Rupifi, ePayLater
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Revenue streams-limited but growing

®  The diverse BNPL models bring about multiple sources of revenue, from
customer as well as merchant side. The various revenue streams could be
categorized under: (a) subscription-based fees (zero for most BNPL players),
(b) spends-based fees (MDR, merchant subvention etc.), (c) instance-based
fees (late fees, processing charges for EMI loans etc.) and (d) interest income
on non-zero-cost-EMI products.

Exhibit 56: BNPL revenue streams

Revenues

Customer- Merchant-
driven driven

Interest

! Leto B Subscription/ Merchant
income Convenience

(~INR 50 - 500) - ~1.5% - 2% subvention

18% - 30%

Source: Industry, HSIE Research

1. Interest income: Being a checkout financing option, BNPL players provide a
short-term (15d to 30d) interest-free period to customers for their purchases.
However, they also provide higher-tenure credit over 3-12 months (as high
as 24 months as well) at zero interest cost (in case of merchant subvention)
or at an average APR of ~24%. The higher-tenure credit is typically available
for large-ticket size purchases such as smartphones, white goods etc.
(typically above INR 5K).

Interest income typically acts as a booster to the revenue and overall
profitability of the BNPL model. As the customer profile matures, interest
income should gradually start kicking in for the BNPL players to drive
overall profitability.

The interest rates on EMI loans offered by the BNPL players are typically
than that of credit card and debit card EMI due to higher risk profile of the
customer, higher cost of capital etc.

Exhibit 57: Interest rates on EMI loans offered by BNPL players

BNPL player EMI interest rates
ZestMoney 21% - 24%
LazyPay Up to 32%
Amazon PayLater Up to ~24%
Flipkart PayLater Up to ~24%
Paytm Postpaid Up to ~36%
Slice ~30%
HDEFC Bank FlexiPay ~28%
ICICI Bank Cardless EMI 10% - 22%
Kotak Cardless EMI 0% - 30%

Source: Company, HSIE Research
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2. Late payment charges: Most BNPL players charge late fees based on the bill

Exhibit 58: Late fees for BNPL players

amount and the overdue period. Although the charges are lower compared
to that of credit cards on absolute basis, late fees as percentage of spends is
on the higher side. With the absence of a revolve credit option, most BNPL
players temporarily freeze the accounts until the dues are cleared.

A high share of late fees in the revenue mix is an indicator of a sub-optimal
portfolio and not sustainable in the long run.

Olamoney Paytm Amazon Flipkart

Simpl LazyPay Postpaid Postpaid Slice PayLater PayLater Credit cards
Late fees INR12-118 INR59-590 IN 50 -500 LSS NSNS US INR 60 - 600 INR 1,000
500 per day 590
Spends threshold for 500 25,000 5,000 5,000 20,000 20,000 5,000 50,000
highest late fees
% of spends 23.6% 2.4% 10.0% 10.0% 2.5% 3.0% 12.0% 2.0%

Source: Industry, HSIE Research | Note: AXSB credit cards late fees taken for reference

Subscription/convenience fees: A few select BNPL players charge their
customers a subscription or convenience fee as well. Mobikwik charges a
one-time activation fee of INR 99, while Dhani app charges INR 199 for
every month of usage. Paytm Postpaid charges a convenience fee of ~1-3%,
depending on the BNPL variant (Lite/Delite/Elite). With most of the peers
providing BNPL services without fee, charging subscription fees diminishes
the value proposition to the customer to some extent.

Select BNPL players charge convenience fees to consumers for EMI loans as
well, based on tenure and ticket size. However, substantial portion of EMI
loans through FinTech BNPL players levy no processing fees, unlike card-
based EMI loans (up to ~2%).

Exhibit 59: Subscription/convenience fee by a few BNPL players

Company Customer base Charges Description

. . Charges for monthly bill
Flipkart PayLater 3 mn INR 10 per bill above INR 1,000
1S 3mn 1% —3% of spends+  Convenience fee based

GST on spends
Mobikwik ~1 mn INR 99 + GST One-time activation fee
. INR 199 - 200 per -

Dhani 1.3mn month + GST Monthly subscription fee

Source: Company, Industry, HSIE Research | Note: Active customers base for Paytm Postpaid;
No. of OneFreedom Card paying subscribers for Dhani as on Sep-21

Merchant fees-the holy grail: Merchant fees, in the form of MDR and
merchant subvention, is perhaps the most important revenue driver for
BNPL players. Merchants’ propensity to pay higher service fees is typically a
function of their gross margins and opportunity cost in terms of customer
acquisition (Exhibit 31). Bulk of the merchant subvention is for the three to
nine months tenure EMI loans for higher ticket sizes.
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Exhibit 60: Merchant service fees (% of spends) for various BNPL players
(FY21 - Y/E June)

8%

6%

4%
) I I I
[ L

Sezzle Affirm  AfterPay  Splitit* Wallets Credit
cards (on OD)

Source: Company, HSIE Research | Note: * Data for CY20; Interchange fees for Credit cards
issuers in India and UPI (on OD)

®  Offline BNPL - incumbents dominate: Offline retail still constitutes >90% of
the ~USD 0.8trn Indian retail market and is poised to reach USD 1.1trn by
FY26. The traditional offline BNPL segment has been dominated by banks
through credit cards (~40% of total spends on POS, Credit card EMI), debit
card EMI and NBEFCs such as Bajaj Finance (EMI card network).

However, except credit cards spends, bulk of the traditional offline BNPL
has been through EMI financing with higher ticket size (above INR 5K).

Exhibit 61: India’s offline retail market-large TAM

(USDbn) M India offline retail market
1,600 ~
1,095
1,200
ol‘,C
800
B J
0 -
FY26E
Source: Bain & Company report, HSIE Research
Exhibit 62: Credit card spends — going strong (except Exhibit 63: Bajaj Finance’s EMI card network and
FY21) volume of loans disbursed through EMI card
(INRtrn)  EEEEE POS spends —— % YoY (RHS) (mn) N EMI cards ofs ()
=—#— EMI card - no. of loans disbursed (RHS)
8 - r 42% 28 - - 16
6 - 27% 21 A T 12
4 - 12% 14 - -8
2 - 3% 7 - -4
0 - - -18% 0 - -0
525882332823 5228% 2 2 % 2 2 § &
CEEEREEREEREREE R KK [ [ [ = = £ i
Source: RBI, HSIE Research Source: Company, HSIE Research
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®  FinTechs - Scratching the surface, multiple models at play: FinTech BNPLs
are gradually tapping into the large offline retail market as well. Although
the TAM in offline retail market is significantly high, the ease of penetration
is much lower compared to online commerce. Most FinTechs are tapping
into either the open-loop ecosystems such as cards network (Slice, UniCard)
or UPI (LazyPay) to scale up their acceptance network. A few payments-
based BNPL players such as Paytm and Mobikwik are tapping into their
captive merchant network for offline payments, although the merchant
penetration within their own ecosystem remains low (Paytm at ~3% and
Mobikwik at <1%).

Scalability in the offline segment is likely to remain a challenge, particularly
for closed-loop ecosystems with heavy investments required in establishing
and integrating with the merchant network, while the open-loop ecosystem
provides lower customer stickiness.

Exhibit 64: BNPL offerings in offline space

_ _ QR Hallet PaVTnentA gregators Standaione

eFinTechs issue *Credit  on *Based on  wallet eIntegration with POS *Closed loop =
prepaid cards (with through PPI/OD ecosystem for service providers establishing network
OD) accepted at all account payments such as PineLabs, with merchants

POS terminals *Provides access to eHigher MDR Ezetap, MSwipe etc. *BAF - Over 0.lmn
*Open-loop ecosystem large QR-code compared to other *E.g. ZestMoney touchpoints, INR 126
*E.g. Slice, Unicard, acceptance network modes of payments bn loans o/s (B2B
PostPe etc. *ICICI Pay Later, *E.g. Paytm, sales finance)

LazyPay Mobikwik

Source: Industry, Company, HSIE Research
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Profitability-too much to conquer

®  BNPL model RoA-too early to assess: Most of the BNPL players are yet to
achieve critical mass in terms of number of users and per user spends, to
drive profitability. The limited revenue streams from customers and higher
credit costs seem to be the key impediments even as a few players are
breaking even at contribution margin.

We assess the profitability of various BNPL models with the assumption
that the BNPL players have achieved economies of scale.

" Low merchant fees, high cost of capital-a big drag on earnings: Merchant
discount rate (MDR) charged by BNPL players to the merchants remains in
the range of ~1.5-2%, as credit cards MDR is often taken as the benchmark.
Merchant subvention remains limited to high-margin products for relatively
higher tenure products (more than 3 months). Moreover, the high cost of
capital for the BNPL players (~10% - 20%) further makes the unit economics
unviable for Convenience models (pay-later and pay-in-3).

" CAC, credit costs-key cost drivers: Customer acquisition costs and credit
costs are the key cost drivers for a BNPL player. While the customer
acquisition costs are significantly lower compared to credit cards, the per-
user spends and revenue potential is also lower. With higher share of NTC
customers, along with lower thresholds for eligibility criteria and limited
recourse with digital collections (physical collections become cost
prohibitive at small ticket size), the delinquencies are likely to remain high
until the BNPL player reaches a critical mass and refines the credit filter
engine with multiple iterations. Having said that, the delinquencies are
likely to remain higher compared to credit cards.

Exhibit 65: BNPL vs. credit cards economics

Customer acquisition cost — lower compared to Spends per customer — BNPL vs. credit Average ticket size — Credit cards vs.
credit cards cards BNPL

Credit cards BNPL Credit cards BNPL Credit cards BNPL

Source: Industry, HSIE Research

® Transitioning towards a sustainable RoA a long journey: Our assessment
of the profitability of various BNPL models indicates the journey to a
superior profitability would be a long and arduous one. Due to a brief
tenure (~3-4 months), the receivables outstanding would be a fraction of the
total spends and, hence, earnings per user would be a better metric to
monitor instead of RoA.

We have assumed MDR at ~1.5%, cost of capital at ~11%, APR for EMI loans
at ~24% and merchant subvention for no-cost-EMI loans at ~3.5%.
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Exhibit 66: Assessing profitability of BNPL players

% of s ds) Vanilla EMI mix No-cost EMI Credit K s tions
o ot spen BNPL BNPL EMI financing cards €y asstmprion
Interest earned 0.0% 1.9% 0.0% 3.8% 3.7% @ 24% EIR
Interest expended 0.9% 0.9% 1.6% 1.7% 0.9% Cost of funds @ 11%
Net interest income -0.9% 1.0% -1.6% 2.1% 2.8%
Fee income 23% 22% 53% 1.8% 3.7% MDR @1.5% Late fees =INR 250
per instance

Total income 1.4% 3.2% 3.7% 3.8% 6.5%

L for BNPL with i i
Operating expenses 1.2% 1.1% 1.2% 1.2% 3.8% ow opextor chalewﬁ tmproving
Pre-provisioning profit 0.2% 2.0% 2.5% 2.6% 2.8%

El i for BNPL
Non-tax provisions 3.3% 2.3% 1.9% 1.9% 1.5% evatefd credit COSFS RIENIEL,
particularly vanilla BNPL

Profit before tax -3.1% -0.3% 0.6% 0.7% 1.2%
Tax expenditure -0.8% -0.1% 0.2% 0.2% 0.4% @ 25% effective tax rate
Profit after tax -2.3% -0.2% 0.5% 0.5% 0.9% !
Source: Company, Industry, HSIE Research
Note:

1. Average of SBI Cards performance during FY19 — FY21 considered for credit cards;

2. Mechant subvention @ 3.5% for no-cost-EMI financing; 50% EMI share for EMI mix BNPL model;
3. Credit costs @ 3.3% for vanilla BNPL, 1.9% for EMI financing;

4. Other income includes MDR plus late fees — 15% instances with average fee of INR 250;

5. Monthly spends of INR 5K for BNPL

Exhibit 67: Income statement of several BNPL players indicates profitability is still a while away (FY20)

(INR mn) Simpl ZestMoney PayU Finance Slice Capital Float
Net interest income (48) (61) 101 65 778
Other income 105 755 348 326 619
Total income 57 694 449 392 1,397
Operating expenses 401 2,503 927 372 1,612
Pre-provisioning profit (343) (1,810) (478) 20 (216)
Non-tax provisions 153 0 258 29 1,071
Profit before tax (497) (1,810) (737) (10) (1,286)
Tax expenditure 0 0 0 2 0)
Profit after tax (497) (1,810) (737) (12) (1,286)

Source: VCC Edge, HSIE Research | Note: ZestMoney — Camden Town Technologies Private Limited; Simpl — Get Simpl Technologies Private Limited, Slice —
Garagepreneurs Interent Private Limited (Consolidated), Capital Float — CapFloat Financial Services Private Limited

® Diversifying the business model imperative: We believe a healthy mix of
convenience and credit is imperative for driving the profitability of a BNPL
portfolio. While the convenience model helps in acquiring and engaging
customers on the platform, the credit piece offers a strong revenue model
either in the form of interest income (from the customer) or subvention
(from the merchant).

The model is similar to that of credit cards, where an optimum mix of
revolving and EMI portfolio is essential, along with transactor portfolio to
drive superior profitability (RoA and earnings per card).
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Exhibit 68: Credit costs as a percentage of revenues

INSTITUTIONAL RESEARCH

Exhibit 69: Credit costs as a percentage of GMV

FY17 FY18 FY19 FY20
Capital Float 18% 29% 55% 53%
Mobikwik NA NA 54% 67%
PayU Finance NA NA 44% 57%
Simpl NA NA 139% 152%
Slice NA 59% 26% 8%
ZestMoney NA 175% 106% 98%
SBICARD 12% 17% 16% 23%

4.8%

3.6%

2.4%

1.2%

0.0%

—=o— AfterPay - & =Zip Affirm
-~ S T
R
\‘\._—_*
FY18 FY19 FY20 FY21

Source: VCC Edge, Company, HSIE Research | Mobikwik: Only BNPL

segment considered

Source:

Company, HSIE Research
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What makes a robust BNPL franchise?

® BNPL models evolving; key ingredients likely to remain constant: We
have assessed the various FinTech BNPL models on our proprietary HSIE-
BNPL Quotient framework. The framework encapsulates six key
parameters: scale, customer value proposition, key revenue drivers,
customer engagement levels, cross-sell opportunities, and risk management.

A robust BNPL franchise, in our view, should have deep competitive moats
with a large merchant network (preferably closed-loop), with healthy
customer value proposition and an optimum mix of convenience and credit
products to drive overall profitability. The franchise should also have the
ability to onboard NTC customers enabling to target a large potential
customer base; however, its credit filtering algorithms and dynamic risk
management should keep the credit costs below the threshold level.

" Incumbents vs. FinTech BNPLs - different models, different objectives:
While incumbents have their own BNPL offerings as well, they are mostly
targeted at ETB customers with focus on improving customer stickiness and
provide further fillip to profitability. Hence, we benchmark these BNPL
players in two different categories.

® BNPL players scaling up: BNPL players in India are currently in the growth
phase, scaling up their customer and merchant base, along with driving up
their engagement levels. This is driving the higher burn-rates despite low
CAC for a BNPL customer and higher delinquencies, becoming a big drag
on profitability. As the BNPL players reach a critical mass, we expect the
operating losses to recede and unit economics to stabilise.

Exhibit 70: HSIE-BNPL Quotient framework — FinTechs

Amazon  Flipkart Paytm  Mobikwik Olamoney

Category Parameters Simpl  ZestMoney LazyPay Slice PayLater

PayLater

Postpaid

Zip

Postpaid

Customer Interest-free credit periOd* |I]|]|] |I]|]|] |I|| |I|| |I|| |I|| |I]|]|] |I]|]|]
value Subscription fee X X X X X v 4 v X
proposition Credit limit™ |I]|]|] |I|| |I]|]|] |I|| |I]|]|] |I]|]|] |I]|]|] |I]|]|] |I]|]|]

Engagement  Spends/active user/month (] [ ] ™ ® ™ @™ D @ O
levels # Transactions per month 2] (] ® ® ™ ™ [ ] 4 ] O

Risk Collection intensity O ® O [ ] 4 ] > i« 4] O
management ETB/NTB NTB NTB NTB NTB ETB ETB ETB ETB ETB

Source: Company, Industry, HSIE Research | Note: Full dark circle denotes highest, white circle denotes least; ETB denotes captive customer base; *
Interest-free credit period considered only for PayLater products; ** Credit limit for EMI loans; *** Other products include personal loans, cash
withdrawals, insurance etc.; Collection intensity includes different modes of collections for delinquent customers
B ZestMoney evolving faster than peers: As per our framework, ZestMoney
(Camden Town Technologies) seems to be scoring higher than peers in
becoming a robust BNPL franchise. The company has begun to gain scale,
while diversifying into interest-generating EMlIs, personal loans, insurance
etc. Slice, a card-based BNPL, also seems to be making healthy inroads into
the segment, emerging as a direct competitor to credit cards, with the
advantages of a FinTech.
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®  E-commerce-led BNPLs scaling gradually: While the ecommerce platform-
led BNPLs such as Amazon PayLater, Flipkart PayLater etc. have significant
advantages in terms of a large captive customer base, customer traction on
the platform and agility similar to FinTechs, the scalability has been lower
than our expectations. For example, Flipkart PayLater customer base is still
at ~15% of the Flipkart Plus customer base and ~1% of Flipkart’s customer
base.

® FinTechs - payments to lending journey a reality check: Several FinTech
players had ventured into payments as a steppingstone to financial services,
with the objective of acquired customers and their transaction data acting as
the pool for cross-selling other financial products (with incremental near-
zero CAC). While a few have ventured into lending as well through BNPL
such as Mobikwik, BharatPe, Paytm etc., the journey has met with little
success so far in terms of scaling up the portfolio and achieving profitability
along expected lines.

Exhibit 71: Cross-sell for payments and ecommerce firms: Large TAM, low penetration so far
Flipkart Amazon India Paytm

Amazon Prime
c Y

Source: Company, HSIE Research | Paytm statistics as on 30-Sep-21 (Postpaid includes only active users); Flipkart statistics as on 30-Jun-21;
Amazon Prime subscribers statistics as on Jun-21

® Card-based BNPLs-confluence of cards and FinTech BNPL: Card-based
BNPL players such as Slice, UniCard etc. are leveraging the open-loop card
rails with a product that is a mix of a BNPL and credit card. While the open-
loop merchant ecosystem provides little competitive moats with merchants,
the familiarity of the card product has been able to drive healthy metrics for
players such as Slice in terms of spends per active card (~INR10K per
month), transaction frequency (>4 transactions per month), etc.
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Regulatory arbitrage waning

® Diminishing regulatory arbitrage seems inevitable: Increasing scrutiny of
BNPL models in India and globally by the regulators could have
repercussions in terms of higher friction in the seamless customer experience
as well as higher costs of compliance impacting the profitability. However,
the increasing pace of digital adoption is likely to sustain some of these
competitive moats for FinTech BNPL with respect to customer experience as
well as opex.

® Customer onboarding: The stringent KYC norms laid down by the RBI
typically increase the compliance costs that reflect in higher TAT for
onboarding new customers and higher associated costs (CAC). While the
incumbents have to adhere to these norms, several BNPL players onboard
customers with either minimum KYC (only proof of identity) or through
OTP-based e-KYC, which is currently allowed by RBI for credit limit up to
INR 60K during a financial year.

Increasing parity in terms of KYC norms is likely to increase associated costs
and higher TAT for the BNPL players. However, the increasing digital
adoption with CKYC, Aadhaar offline KYC etc. is likely to lower the
customer onboarding costs for BNPL players as well as incumbents.

Exhibit 72: Regulatory norms-FinTech BNPL

Lending - Own/Lending partner ~ Reporting to credit bureau KYC - PayLater Income proof
Credit cards Own v Full KYC v
BNPL #1 Own, Lending partners v Full KYC v
BNPL #2 Own x Min KYC x
BNPL #3 Own v Min KYC x
BNPL #4 Own, Lending partners x Full KYC 4
BNPL #5 Lending partners v Min KYC x
BNPL #6 Lending partners v* Min KYC x
BNPL #7 Lending partners v Full KYC x
BNPL #8 Own v Min KYC x

Source: Industry, HSIE Research | Note:* Reporting to Credit bureaus through the lending partner for EMI loans

" “Rent-an-NBFC” model and FLDGs: The regulatory prohibition on FLDG
(first loss default guarantee) arrangements between a bank/NBFC and a
FinTech (non-regulated entity), if implemented, is likely to arrest the
unbridled growth of BNPL. FLDG arrangements typically provide a comfort
to the lenders with respect to credit risk of the disbursed portfolio. The
absence of such arrangements are likely to lead to stringent customer
selection criteria and lower credit limits, leading to lower disbursals.

Several BNPL providers have incrementally acquired an NBFC license,
through the subsidiary route, along with simultaneously entering into
partnerships with banks and NBFCs. We expect BNPL players to acquire an
NBEFC license for balance sheet lending or witness slower pace of growth as
incremental customer acquisition shifts towards better-rated customers.
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® Reporting to credit bureaus: BNPL players, who lend on their own balance
sheets and are not registered as NBFCs, are not covered under the CIC Act
(Credit Information Companies Act) and, hence, do not report loan defaults
to the bureaus. The primary rationale has been the volatility in the credit
score due to the very small-ticket nature of such transactions, which skews
the actual creditworthiness of a user. While the data-dark approach has its
merits, the non-reporting of defaults to bureaus masks the credit history of
borrowers from other lenders (banks and NBFCs) as well.

®  Fair disclosures: With the absence of a regulator and a wide self-regulatory
organisation, the demand for fair customer disclosures such as upfront
disclosures of all the charges and risks involved is muted.

®  RBI's discussion paper a precursor to impending regulations: The RBI's
working committee report on digital lending paves the way for the RBI’s
impending regulatory framework on digital lending (including BNPL), in
our view. While there is likely to be a negative near-term impact on pace of
disbursals, the proposed norms create a healthy regulatory environment for
such digital lenders. The recommendations suggest bringing digital lending
(including BNPL) under the credit and regulatory net, ensuring proper
reporting of credit to bureaus, authentic lending apps, and proper utilisation
of co-lending mechanism instead of FLDG mechanism.

Small-ticket unsecured credit proliferation (BNPL), if left unregulated, could
be a reminder of the 2010 AP micro-lending crisis, which had serious
implications for the entire MFI industry.

Exhibit 73: Key recommendations by RBI's working committee on digital lending

Existing norms Proposed regulations Impact

FLDG between lenders and FinTechs FLDG only among regulated entities (Banks, More FinTechs to adopt an NBFC license (co-

NBFCs) with upper cap at ~15-20% lending model)
BNPL not classified under short-term consumer Bringing BNPL under the ambit of short-term  Enabling bureau reporting to assess leverage
credit consumer credit per customer

Ensuring full KYC of customers, with proper
policies in place for customer data protection
Lack of comprehensive disclosures regarding Enhanced disclosures regarding APR, fees, late Enhanced customer awareness leading to lower
fees and penal charges, interest rates etc. charges etc. frauds etc.

KYC norms and Data privacy Higher CAC, TAT for customer onboarding

No certification of digital lending Apps Constitution of ]?IGITA - ir:ldependent agency, Weeding out of illegal/gn?rust-worthy l.erTc?ing
to authorise and certify legal apps app from market providing more credibility

Lack of a regulatory body for oversight Constitution of an SRO (Self-regulating
organization)

Algorithms for credit assessment Auditing of credit filter algorithms

Bringing neobanks under the ambit of

Neobanks not regulated R REL

Source: RBI, HSIE Research
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Exhibit 74: BNPL'’s seamless experience may witness some friction from enhanced regulations

Onboarding during checkout

Extremely low TAT

One-click checkout

End-to-end digital product

Low fees from customer

eFull KYC requirements may increase friction
*No FLDG arrangement may lead to lower approval rates

oFull KYC requirements may increase TAT

eIntroduction of additional factor of authentication will take away the
one-click experience

eIncreased friction will bring it nearly at par with cards

*NA

eFair and upfront disclosures may keep the customer fees low for a while
eBusiness viability may necessitate leving charges at some point of time

Source: HSIE Research

Seamless experience may witness some speed bumpers going ahead:
While the user experience in terms of convenience and ease of usage of
BNPL is far superior to that of credit cards, the enhanced regulations on
BNPL may narrow the gap between the two modes of payments. As can be
seen from exhibit above, all the key features of a superior user experience of
BNPL except end-to-end digitisation is likely to witness disruption to some
extent, if and when the regulations are enforced.

Globally, BNPL gradually coming under scrutiny: After a relatively free
run with high regulatory arbitrage, BNPL providers globally are
increasingly coming under scrutiny from the regulators. Regulators across
countries such as Australia, UK, US, Sweden and European Union are
increasingly contemplating bringing BNPL under the ambit of consumer
credit, thus narrowing down the regulatory arbitrage with the incumbents.
The primary concerns remain consumer protection from debt traps, opacity
of disclosures and bringing parity with respect to traditional lenders.
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Exhibit 75: FinTech BNPLs — Regulations around the globe

EI HDFC securities 2(;
Click. Invest. Grow. YEARS
INSTITUTIONAL RESEARCH

Australia

Sweden

European Union

*Mar-20: The California Department of Business Oversight charged
Afterpay for making illegal loans (engaged in the business of a finance
lender without obtaining a required license) (similar settlement with
Sezzle in Jan-20 and QuadPay in Apr-20)

eDec-21: CFPB (Consumer Financial Protection Bureau) has sought
information from 5 leading BNPL players regarding the risks and benefits
of BNPL. The Bureau is primarily concerned about accumulating debt,
regulatory arbitrage and data harvesting

*Regulated as credit under the ASIC act 2001

*Mar-21: AFIA announced "Code of Practice" for BNPL players - setting
best practices for the sector and strengthening consumer protection

*Oct-21: RBA allows merchants on BNPL platforms to pass on surcharge
for their services

®Oct-21: Design and distribution obligations to apply to BNPL players
requiring them to identify in advance the target consumer segment and to
direct distribution to that target market

*May-20: Amendment to Swedish Payment Services Act requires payment
service providers to present debit-based payments modes before the
credit-based payments and the credit-based payment mode cannot be the
pre-selected mode of payment

®July-21: Swedish FSA investigating BNPL firm Klarna for potential breach
of bank secrecy laws in connection with an IT incident in May (Klarna's
customers were able to see other customers' data for ~30 minutes)

*Feb-21: Woolard review report, published by the FCA, strongly
recommended the need to regulate all BNPL products to protect
consumers (improving product awareness, higher affordability
assessments) as well as to ensure its sustainability

*Oct-21: Consultation paper released by HM Treasury on the extent of
regulation of BNPL by the FCA

eJun-21: European Commission has proposed to revise Consumer credit
Directive to bring short-tenure interest-free credit such as BNPL under its
ambit. Implications could include tighter rules around upfront disclosures
on various charges, consumer adveritising and credit assessment.

Source: RBA, ASIC, FCA, CFPB, AFIA, DFPI, HSIE Research
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Incumbents and BNPL-threat vs. opportunity

" Incumbents gravitating gradually towards BNPL: Incumbent banks have
traditionally been providing BNPL offerings in the form of EMI financing
(including no-cost-EMI) through credit cards and debit cards EMI. A few
NBFCs such as Bajaj Finance (most formidable) and Home Credit Finance
have been very active in EMI financing,.

With the advent and surge of BNPL, leading private banks are upping their
game with their own BNPL offerings, broadly similar to FinTech BNPL
offerings. HDFC Bank's FlexiPay, ICICI Bank's PayLater and Cardless EMI,
Axis Bank’s FreeCharge PayLater, Kotak Mahindra Bank's Smart EMI and
IDFC First Bank’s Easy EMI card are aimed to provide seamless payments
experience without a debit or credit card.

Exhibit 76: Incumbents’ credit-based payments

Credit Cards - EMI & Pay Later Debit cards EMI Cardless EMI/BNPL PayLater

ePayLater: Interest-free period up to 50 *No-cost-EMI and Interest rate EMI (~12- *Pay Later: Interest-free period up to 15 -
days 18%) 45 days

eEMI: No-cost EMI and Interest-rate EMI ¢Offline (POS enabled) and online eNo-cost-EMI and at-cost-EMI at POS
(~12-24%) merchants (offline and online)

eOffline (POS enabled) and online ePe-approved ETB customers *NTB and ETB customers
merchants *Offered by most banks *Offered by very few banks only

*ETB customers currently

eReceivables (FY21): INR 1.7trn

Source: RBI, Company, HSIE Research

® Focus remains on ETB customers, profitability: While the incumbents' non-
card-based BNPL offerings are similar to FinTech BNPL offerings, they are
kept limited mostly to ETB customers. While cross-sell to an ETB customer
improves the profitability with low CAC and low delinquencies (transaction
history, right-of-lien etc.) along with increasing customer stickiness, it
doesn't serve the purpose of widening the customer funnel for the bank
through new customer acquisitions on the asset side.

Exhibit 77: Incumbents’ BNPL offerings

HDEFC Bank FlexiPay ICICI Bank PayLater > B;’:;f;f:fh“ge ICICI Cardless EMI  Kotak Smart EMI

Inte.rest-free credit 15 45 30 NA NA

period (days)

Launched in 2018 Nov-18 Q4FY21 Nov-20 Aug-21
Payment Rails Payment aggregators UPI Wallet Payment aggregators =~ Payment aggregators
Credit Limit

1-6 2 1 10-1 15

(INR’ 000) 0 0 0 0-1,000 500

EMI tenure 1-3 NA NA 3-15 6-24
(months)

________________________________________________________________________ 1

Pre- d CA and Pre- d ETB

IEligibility re-approved CA an ETB NTB, ETB re-approve NTB, ETB I
Y S .- 4
nterest rate - EMI ~28% NA NA 10% - 22% 0% - 30%

loans

Processing fees 0 0 0 0 INR 99 - 2,999

INR 2 Y% INR 7 %
Late fees 3% per month 50 + 3% per INR 10 per day INR 400 + 2% per month 50 + 3% per
month month
Source: Company, HSIE Research | Note: HDFC Securities is a subsidiary of HDFC Bank
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®  Partnerships with FinTechs for indirect lending: Incumbents have been
participating in the BNPL segment through direct offerings to customers as
well as indirectly through partnership with FinTechs. Most FinTech BNPL
players have entered into partnership with the incumbents, whereby the
disbursements, particularly EMI loans (no-cost-EMI and at-cost EMI), are
carried out by the incumbents, with the FinTech BNPL earning a sourcing
fee.

Exhibit 78: Lending partners for BNPL providers

BNPL Lending partners

amazon |/ || Later IDFC FIRS : CAPITAL

B — Bbok FLOAT
= “"’ o IDFC FIRST
Pay Later Bank

g : o AR
Flgxmoney 3 Horc sank [l OC kotak  ITT TSV SR S C Y FEDERAL BANK

AW FLRILE T EAREINT PARTRLE

C E -
‘ [=! MONEYTAP ‘r.-| HDB ot -Fullertor @

__________________________ RBLBANK—‘ India | N D | A DMIFINANCE

[ Fullerton
DMIFINANCE ,ncred =alll India

drobikwik

ADITYA BIRLA

S paytm R CLYX
p I F I AAXIS BANK Muthﬂance TVSCRED’.,‘

i h'l. VIvritl
e e " FAIRCENT W YL

2zest mcama IR o csan B

EMI FOR EVERYONE FINANCE

Formerly The Catholic Syrian Bank Ltd. | N

Source: Company, HSIE Research | Note: The list of lending partners is not exhaustive

Exhibit 79: Implications for incumbents

Segment Threat/opportunity Incumbents Implications
Credit cards Direct competitor to Credit card All credit card issuers
Widening th t funnel
1dening fe customer funne AXSB, KMB acquiring NTB Increased digitisation to reduce friction and
Customer funnel through NTB customer . . .
Acquisitions customers through BNPL offerings provide seamless experience to customers

HDEFCB, ICICIBC, KMB, AXSB,
IDFCFIRST have BNPL offerings as
of now

Improving customer stickiness
(PPC) through BNPL

Driving profitability with minimal CAC and
high IRR

ETB customer stickiness

Growth in disbursals and revenue, access to

Partnerships Portfolio/earnings growth IDFCFIRST, Leading private banks NTB customers

Source: HSIE Research
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Implications for credit cards | Collaborators or Competitors

®  Credit cards - the most exhaustive form of BNPL: Despite multiple business
models of various BNPL players, credit cards, by far, remain the most
exhaustive form of BNPL in terms of its value proposition to the customer.
A longer interest-free credit period, revolving credit facility, along with EMI
facilities make it a lucrative deferred-payment option. Moreover, the
cashbacks/rewards such as lounge access, reward points, club memberships
etc. further widen the gap in terms of offerings.

Exhibit 80: Credit cards vs. FinTech BNPL

Credit cards BNPL
Customer offerings
Interest-free credit period Up to 50 days Up to 15 - 30 days
Credit limit High Low for PayLater products
Revolving credit facility ~42% APR £
EMI loans interest rates 0% -20% APR 0% - 32% APR
Rewards/cashbacks Average of ~1% cashback Limited
Cash advances ~30% APR x
Merchant network Offline + Online Mostly online
International acceptance v x
Balance Transfer v x
Complementary benefits Lounge access, club memberships etc. NA
Fees & Charges
Subscription fee INR 0 - 10,000 Mostly nil
Late fees ~INR 250 - 500 ~INR 100 - 250
MDR (merchant) ~2% ~2%
Cash withdrawal charges ~2-2.5% NA
Balance transfer charges ~1% NA

Source: Industry, HSIE Research | Note: The average numbers are taken, the offerings vary from company to company | Revolving credit facility
currently only offered by LazyPay

As the above exhibit illustrates, credit cards value proposition to a customer
is far more exhaustive than FinTech BNPL. While BNPL models are still
evolving and may encapsulate more offerings, going ahead, it is likely to
further shrink the unit economics and viability of the product as well.

The key argument against credit cards has been the spiralling of debt trap
and very high revolving credit interest rates. However, the credit card
issuers filtering criteria in terms of income assessment and calibrated credit
limits seek to keep the delinquent customers portfolio under check.

®  BNPL scores higher on convenience: As discussed in the earlier sections, a
seamless user experience has been one of the key drivers for massive surge
in BPNL. Despite the increasing digital adoption and digitisation initiatives
by incumbents, credit cards usage is less seamless compared to BNPL.
However, the narrowing down of regulatory arbitrage is likely to close the
gap to an extent.

Exhibit 81: User experience for credit cards and FinTech BNPL

Credit cards BNPL
KYC Full KYC Min. KYC/Full KYC
End-to-end digital * (except for a few cases) v
TAT High Low (few minutes)
One-click checkout x v

Source: Industry, HSIE Research
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® Credit cards issuers’ FinTechs partnerships accelerating growth:
Leveraging the strengths of FinTechs, the incumbents are partnering with
FinTechs/consumer techs on issuances as well as acceptance side to grow the
credit cards ecosystem.

On issuances side, several credit card issuers have partnered with FinTechs
with a large captive customer base to launch co-branded credit cards with
curated offerings on their platforms (ICICI Bank-Amazon, Axis Bank-
Flipkart, HDFC Bank-Paytm). The partnerships aid the FinTechs in
increasing customer stickiness and throughput on their platform while the
incumbents are able to grow their profitable credit cards pool, with the
advantage of transaction history of the customer (although there is no direct
data sharing), leading to higher conversion rates, lower delinquencies, and
higher digitisation in the customer onboarding journey.

Exhibit 82: Incumbents and FinTechs’ partnerships in credit cards ecosystem

Bank FinTech/BigTech Customer base (mn) - FinTech Comments

Issuances

ICICI Bank Amazon >300mn >2mn cards issued

Axis Bank Flipkart 350mn >1.4mn cards issued

HDEFC Bank Paytm 333mn Launched in Nov’'21

Federal Bank OneCard NA Launched in Sep’21

RBL Bank MoneyTap NA

SBICARD Paytm 333mn

Acceptance

Axis Bank BharatPe 7mn Launched in Aug’21
HDEFC Bank Paytm 21mn Launched in Sep’21
Source: Industry, HSIE Research | Merchant base in case of acceptance partnerships
Exhibit 83: POS terminals penetration improving Exhibit 84: ecom share in card spends

(mmn) - POS terminals (x) Credit cards = = = Debit cards

6o - —=&— POS terminals per 1000 cards (RHS) s

45 o 6

3.0 A 4

1.5 o 2

30%
FEEEEEECECECE £ & &2 2 c6&8 % 8 26

Source: RBI, HSIE Research Source: RBI, HSIE Research

Mutually exclusive or mutually beneficial: While BNPL is perceived to be a
challenger to credit cards, the glaring differences in terms of target customer
segment and value proposition indicate the two products are likely to
coexist. With miniscule penetration of credit cards (0.004 cards per capita)

and BNPL (~10mn users), the addressable market opportunity for both the
products remains large.

Most of the credit card issuers focus on the salaried, ETB/ETC customer
segment (share of NTC at 18%), within the age group of 26-50 years. BNPL,
on the other hand, focus on Gen Z and millennials segment, NTC segment,
and lower credit limits.
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If the regulator brings BNPL under the ambit of consumer credit, it is likely
to provide greater credit history and data for the NTC segment, which
further expands the target customer segment for the credit card issuers.

Exhibit 85: BNPL customer pool-a credit tested pool for credit cards issuers

BNPL

*Credit facility for NTC customers
eGreater transactions and credit history

Credit cards

eLarger pool of ETC customers
eGreater bureau history

Source: HSIE Research

Exhibit 86: ETC share in new customer acquisitions—
credit card (FY21)

Exhibit 87: Customer age profile—credit card users (Mar-
21)

BETC mNTC
100% -
75% -
83% 79% 82%
50%
25%
0%
Private banks Others Total

26-35
46%

N\

Source: CRIF High Mark, HSIE Research

Source: CRIF High Mark, HSIE Research

Exhibit 88: Incumbents’ credit card portfolio comprises largely ETB salaried

customers (Sep-21)

ETB customers W Salaried customers ® CIF market share (RHS)

100% -

75% -
50% - - 14%
25% A - 7%

- 28%

21%

HDFCB  SBICard ICICIBC AXSB 11B

Source: Company, HSIE Research | Note: HDFC Securities is a subsidiary of HDFC Bank; KMB:
Salaried customer mix unavailable, IIB’s ETB customer mix unavailable
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® Indian incumbents seem well-placed compared to global peers:
Incumbents globally have gradually begun to counter the rising competition
from BNPL players by either tweaking their existing product offerings,
launching their own variant of BNPL product or through acquisitions (VISA,
Mastercard). Compared to global peers, Indian lenders, particularly leading
private banks, seem better placed in thwarting the BNPL threat.

Exhibit 89: New product offerings by incumbents globally

Country Incumbent Product Launched in Features
Credit card - My Chase My Chase Plan - convert spends above USD 100 into EMIs at
USA JPMorgan Chase Nov-20
Plan flat monthly fee (3 - 18 months)
Pay It Plan It - option to convert spends above US$ 100 into
USA American E Credit card - Pay It Plan It Aug-17
erican Express redit car ay an 18 EMISs for 3-24 months at 0% interest and flat monthly fee
USA Citi Credit card - Flex Pay Aug-20 Flex Pay - convert spends into EMIs at applicable interest
rates
Instalment 1 duct — t ds into EMI at 11% -
USA Goldman Sachs MarcusPay Apr-20 nistatment foan produc co-nver Spends into @ ’
26%, with no fees
Australia National Australia Bank Straightup Card Sep-20 Credit card with features similar to BNPL
Australia CitiGroup Spot Aug-21 Pay-in-4 option (over 2 months) at all MasterCard merchants
Australia CitiGroup Credit card Jan-21 Instalment loan at checkout on online retailer Kogan.com
Commonwealth Bank of Pay-in-4 options for ETB customers with credit limit of
Australi BNPL Mar-21
ustratia Australia ar US$ 1K at all MasterCard merchants
. Commonwealth Bank of CommBank Neo - no Pay Later options for credit limit up to US$ 3K with fixed
Australia . . Sep-20
Australia interest payment card monthly fee
UK Monzo Flex Sep-21 Pay-in-3 at 0% interest or with 19% APR over 9/12 months
USA CapitalOne To be announced
Source: Company, HSIE Research
Exhibit 90: Incumbents partnerships with BNPL firms
Country Incumbent BNPL/FinTech Features
USA Cross River Bank Affirm Cross River Bank provides Instalment loans on Affirm platform
USA Bl Amount (Whi.te—label BNPL  Barclays will provide poir?t—of—s.ale financing through Amount’s
provider) POS financing platform
USA VISA ChargeAfter POS financing option for VISA cardholders
USA Mastercard Vyze POS financing option for Mastercard cardholders
Apple Pay Later- Pay-in-4 and longer-tenure instalment plans
USA Gold Sach: Appl
oldman sachs ppie with Goldman Sachs as the lender (To be launched)
. Commonwealth Bank of . .
Australia Australi Klarna Klarna's offerings embedded into the Bank’s consumer app
ustralia

“Instalments” - EMI offerings for spends above GBP 100 on
UK Barclays Amazon .
Amazon.co.UK over 3 to 48 months at 11% interest rate

Source: Company, HSIE Research
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Key risks

Regulatory risk: The recent report by RBI's working committee on digital
lending has several implications for BNPL players, if implemented by the
regulator. While it is a positive step in terms of regulating the product
(lending to be done only through RBI-regulated entities, no FLDGs with
non-NBFCs etc.), the near-term implications could be muted disbursals
growth.

®  Credit costs-risk models: While the BNPL players are mostly focused on
achieving scale in its ecosystem, the risk management by keeping
delinquencies under check remains one of the major impediments in
achieving high profitability. With limited revenue drivers from merchant
side (MDR), the unit economics is yet to evolve completely.

Slowdown in retail consumption: India’s credit growth has been driven by
the consumption sector for several years as the industry credit growth
remained muted (lack of Capex cycle). Any slowdown in the consumption
growth could lead to lower consumer financing and, hence, impact the unit
economics (and subsequently business viability) of the BNPL players in the
near term.

Page | 40



FinTech Playbook: Buy Now Pay Later | De-mystifying the tablestakes

5 vor sores JUL

Click. Invest. Grow. YEARS
INSTITUTIONAL RESEARCH

Thematic reports by HSIE

Cement: WHRS — A key cog
in the flywheel

Autos

Autos: Where are we on “S”
curve?

FMCG: Defensive
businesses but not
valuations

Life Insurance

Life Insurance: Recovery

may be swift with protection

Retail: Whole flywheel is
broken?

Appliances: Looing beyond

near-term disruption

driving margins

Sexton Thesmatic

Indian IT

Indian IT: expanding centre
of gravity

I N—

Indian Chemical Sector

Indian Chemical: Evolution
to revolution!

Life Insurance

Life Insurance: ULIP vs. MF

Sector Thems

Indian microfinance

Quarterly flipbook

Indian microfinance: Should

you look micro as macros
disappoint?

India Equity Strategy:
Quarterly flipbook

St Thematic

Indian IT

Indian IT: raising the bar

Quarterly flipbook

India Equity Strategy:
Quarterly flipbook

Autos: Divergent trends in
PVs and 2Ws

FinTech Playbook: P2M
Payments | Surging pool,

Secton Them

Fashion & Lifestyle

s Ly Sty

Quarterly flipbook

Fashion & Lifestyle: From a
disruptor’s lens II

India Equity Strategy:
Quarterly flipbook

e
[rpT—

Holding Companies

P —
Cement

Holdcos for portfolio
diversification

Cement: A concrete road for
net-zero emissions

dwindling yields

Indian Gas Sector

Indian Gas Sector:
Resilience in the eye of the
storm

Secton Thematic

Autos : Two wheelers

Autos: A changed landscape

Banks: Double whammy for
some

Indian IT

Indian IT: Demand recovery
in sight

India Equity Strategy: Atma
Nirbhar Bharat

St Themati

Pharma

Pharma: Chronic therapy - A
portfolio prescription

Indian Gas Sector

Indian Gas: Looking beyond
the pandemic

Laquiry P —

arterly flipbook Real Estate

India Equity Strategy:
Quarterly flipbook

Real Estate: Ripe for
consumption

Sector Thesmatic

Infrastructu

Cement

Pharma
Life Insurance

Infrastructure: On the road
to rerating

India Internet: the stage is
set

Cement: Spotting the sweet
spot

Pharma: Cardiac: the
heartbeat of domestic market

Life Insurance: Comparative
annual report analysis

FMCG: Opportunity in
adversity - A comparative
scorecard

T

Logistics: Indian Railways - Industrials: Triggering a new
getting aggressive cycle

Healthcare

India Hospitals: capital
discipline improving,

Autos: Will EVs impact the
‘EV7?

sustenance is key

[ —

Consumer Durables

Consumer Durables: Fans - a
compounding story but
underrated

Quarterly flipbook

Quarterly flipbook: Q2FY22—
Demand environment
improves but input cost
inflation dents profitability

Cement: Riding High Power: Reforms essential for

rennaissance

Footwear

FinTech Playbook: Discount
Brokers

Footwear: No bargains here!

Page | 41



https://www.hdfcsec.com/hsl.docs/Fashion & Lifestyle - From a disruptor%E2%80%99s lens II - HSIE-202104261531068020230.pdf
https://www.hdfcsec.com/hsl.docs/Holdcos for portfolio diversification - HSIE-202112021525595803421.pdf
https://www.hdfcsec.com/hsl.docs/Banks - Double whammy for some - HDFC sec-202004202209470574518.pdf
https://www.hdfcsec.com/hsl.docs/India Equity Strategy- HSIE- Aatma Nirbhar Bharat- 8 June 2020-202006091100318962736.pdf
https://www.hdfcsec.com/hsl.docs/Indian IT - Demand recovery in sight - HSIE-202006242007142429874.pdf
https://www.hdfcsec.com/hsl.docs/Life Insurance - Sector Thematic - Jul20 - HSIE-202007110950116194258.pdf
https://www.hdfcsec.com/hsl.docs/Retail - Whose flywheel is broken - HSIE-202007150853126274624.pdf
https://www.hdfcsec.com/hsl.docs/Appliances - Looking beyond near-term disruption - HSIE-202007270912033099697.pdf
https://www.hdfcsec.com/hsl.docs/Pharma - Chronic therapy A portfolio prescription - HSIE-202007281818293576773.pdf
https://www.hdfcsec.com/hsl.docs/Indian Gas - Looking beyond the pandemic - HSIE-202008041805008416117.pdf
https://www.hdfcsec.com/hsl.docs/India Equity Strategy - Quarterly flipbook - HSIE-202008170548203916592.pdf
https://www.hdfcsec.com/hsl.docs/Real Estate - Retail - Ripe for consumption - HSIE-202008241604075170507.pdf
https://www.hdfcsec.com/hsl.docs/Indian IT - Expanding centre of gravity - HSIE-202008240618040912795.pdf
https://www.hdfcsec.com/hsl.docs/Indian Chemical - Sector Thematic - HSIE-202009040850150137062.pdf
https://www.hdfcsec.com/hsl.docs/Life Insurance - ULIP vs. AMC - HSIE-202009041919060391948.pdf
https://www.hdfcsec.com/hsl.docs/Infrastructure - On the road to rerating - HSIE-202009151319564568913.pdf
https://www.hdfcsec.com/hsl.docs/Cement - Spotting the Sweet spot - HSIE-202009222155484328679.pdf
https://www.hdfcsec.com/hsl.docs/Pharma - Cardiac-the heartbeat of domestic market - HSIE-202010051939022922613.pdf
https://www.hdfcsec.com/hsl.docs/Life Insurance - A comparative annual report analysis - HSIE-202010061213031117264.pdf
https://www.hdfcsec.com/hsl.docs/Autos - Divergent trends in PVs and 2Ws - HSIE-202012090730393114974.pdf
https://www.hdfcsec.com/hsl.docs/India Internet - HSIE-202012171711537408145.pdf
https://www.hdfcsec.com/hsl.docs/FMCG - Opportunity in adversity- A comparative scorecard - HSIE-202101110557069004846.pdf
https://www.hdfcsec.com/hsl.docs/Logistics - Indian Railways - getting aggressive - HSIE-202101151138017162311.pdf
https://www.hdfcsec.com/hsl.docs/Industrials - Triggering a new cycle-202101211443229879755.pdf
https://www.hdfcsec.com/hsl.docs/Cement - Update - Apr20 - HDFC sec-202004071221096174986.pdf
https://www.hdfcsec.com/hsl.docs/Auto - Where are we on the %E2%80%98S%E2%80%99 curve - HDFC sec-202004081346280788000.pdf
https://www.hdfcsec.com/hsl.docs/FMCG - Defensive businesses but not valuations - HDFC sec-202004130746349436873.pdf
https://www.hdfcsec.com/hsl.docs/Autos -Two wheeler - Changed landscape - HSIE-202005112159302848616.pdf
https://www.hdfcsec.com/hsl.docs/FinTech Playbook - %E2%80%98Nudging%E2%80%99 the long tail of standalone brokers - HSIE-202110210552515309434.pdf
https://www.hdfcsec.com/hsl.docs/Indian Microfinance - Should you look micro as macros disappoint - HSIE-202009300647229391996.pdf
https://www.hdfcsec.com/hsl.docs/India Equity Strategy - Quarterly flipbook Q2 - HSIE-202011191034522647414.pdf
https://www.hdfcsec.com/hsl.docs/India Equity Strategy - Quarterly flipbook Q3 - HSIE-202102191325052064521.pdf
https://www.hdfcsec.com/hsl.docs/FinTech Playbook - P2M Payments - Surging pool, dwindling yields - HSIE-202103220839213012016.pdf
https://www.hdfcsec.com/hsl.docs/India Hospitals - Capital discipline improving - HSIE-202104061417420581720.pdf
https://www.hdfcsec.com/hsl.docs/Autos - Will EVs impact the EV - HSIE-202104051411587118053.pdf
https://www.hdfcsec.com/hsl.docs/Cement - Riding High - HSIE-202104131600194165513.pdf
https://www.hdfcsec.com/hsl.docs/Power Sector - Reforms essential for rennaissance - HSIE-202104191512425758965.pdf
https://www.hdfcsec.com/hsl.docs/India Equity Strategy - 1QFY22 Quarterly Flip Book - HSIE-202108231727172696124.pdf
https://www.hdfcsec.com/hsl.docs/Indian Gas - Resilience in the eye of the storm - HSIE-202109200847176315430.pdf
https://www.hdfcsec.com/hsl.docs/Consumer Durables - Fans - a compounding story but underrated-202110141807459279550.pdf
https://www.hdfcsec.com/hsl.docs/India Equity Strategy - 2QFY22 Quarterly Flipbook - HSIE-202111230653164122457.pdf
https://www.hdfcsec.com/hsl.docs/Footwear - No bargains here! - Dec21 - HSIE-202112020800287678587.pdf
https://www.hdfcsec.com/hsl.docs/Indian IT - raising the bar - HSIE-202101291601342092950.pdf
https://www.hdfcsec.com/hsl.docs/Cement - A concrete road for net zero emissions - HSIE-202112221621248816749.pdf

5 vor sores JUL

Click. Invest. Grow. YEARS

FinTech Playbook: Buy Now Pay Later | De-mystifying the tablestakes INSTITUTIONAL RESEARCH

Disclosure:

We, Krishnan ASV, PGDM, Deepak Shinde, PGDM, Neelam Bhatia, PGDM , and Sahej Mittal, ACA authors and the names subscribed to this report, hereby
certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. HSL has no material adverse
disciplinary history as on the date of publication of this report. We also certify that no part of our compensation was, is, or will be directly or indirectly related to
the specific recommendation(s) or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or
HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the
date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does not have any material conflict of
interest.

Any holding in stock -No

HDEFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular basis of any
investment decision. The views herein are of a general nature and do not consider the risk appetite or the particular circumstances of an individual investor;
readers are requested to take professional advice before investing. Nothing in this document should be construed as investment advice. Each recipient of this
document should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in securities of the companies
referred to in this document (including merits and risks) and should consult their own advisors to determine merits and risks of such investment. The
information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to be reliable.
Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness
or correctness. All such information and opinions are subject to change without notice. Descriptions of any company or companies or their securities mentioned
herein are not intended to be complete. HSL is not obliged to update this report for such changes. HSL has the right to make changes and modifications at any
time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or
resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to
law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the
attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for any purposes or in any
manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or
price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively
assume currency risk. It should not be considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. This report
should not be construed as an invitation or solicitation to do business with HSL. HSL may from time to time solicit from, or perform broking, or other services for,
any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the
company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market
maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other
potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments
made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates,
diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in
the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations
described in this report.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject
company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the
date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage
services or other advisory service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation
of the research report. Accordingly, neither HSL nor Research Analysts have any material conflict of interest at the time of publication of this report.
Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HSL may have
issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of
the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the Research Report.

HDEFC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg
(East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066 Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022)
3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA
Corporate Agent License No.. CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI Investment Adviser Reg. No.. INA000011538; CIN -
U67120MH2000PLC152193

HDEFC securities

Institutional Equities

Unit No. 1602, 16th Floor, Tower A, Peninsula Business Park,
Senapati Bapat Marg, Lower Parel, Mumbai - 400 013

Board: +91-22-6171-7330 www.hdfcsec.com

Page | 42


mailto:complianceofficer@hdfcsec.com

