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EXECUTIVE SUMMARY

Small businesses play a critical role in job creation and building vibrant communities, yet they
face chronic challenges in accessing credit to bridge cash-flow gaps and expand their operations.
Addressing these credit market shortfalls has taken on new urgency as small business formation
in the United States has reached record levels since the COVID-19 pandemic. Growth among new
startups has been led by entrepreneurs of color and women who are likely to face additional obsta-
cles to credit access due to historical disparities in assets, credit scores, and other factors.

As stakeholders consider strategies for substantially scaling credit access to this vital but under-
served sector, two trends stand out: (1) the increasing use of electronic bank account data and lending
platform technologies to increase speed, efficiency, and inclusion’ relative to traditional underwriting
processes; and (2) the mission-based lending sector’s increasing capacity for and prioritization of
small business lending to address racial wealth gaps and protect communities against the impacts of
extractive lenders. While no one segment of lenders acting in isolation can be expected to meet the
cumulative needs of US small businesses, mission-based lenders such as community development
financial institutions (CDFIs) and minority depository institutions (MDIs) have demonstrated through
the Paycheck Protection Program and other initiatives that they can build strong relationships and
meet the needs of underserved entrepreneurs and smaller and younger businesses more generally. If
mission-based lenders can replicate a significant portion of the scale they achieved during pandemic
relief programs going forward, it could help to address long-standing market shortfalls.

This working paper explores the intersection of these two strategies by analyzing the experiences
of mission-based lenders as they adopt electronic feeds of bank account information and platform
technologies to increase the provision of unsecured or lightly secured loans to small businesses. It
draws upon dozens of stakeholder interviews and studies of five pilot initiatives by individual CDFls
and MDIs—Allies for Community Business, Ascendus, LiftFund, Ponce Bank, and Texas National Bank.
The paper is designed to speak to multiple audiences:

» Part 2 of the paper provides a practical, detailed discussion of how mission-based lenders
are accessing electronic bank account data and incorporating it into their small business
underwriting processes, implementing lending platforms to facilitate more efficient loan
originations, and approaching internal change management with their employees. This
content may be particularly helpful to mission-based lenders that are considering mak-
ing data or technology upgrades to their small business loan programs, recognizing the
diversity of lenders' goals, customer bases, and existing infrastructures. It may also be
useful to small community banks and to lenders considering new consumer lending initia-
tives based on electronic cash-flow data. The discussion also provides broader insights to
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funders, policy-makers, and other stakeholders about the potential value and challenges
of using data and technology improvements to help mission-based lenders better meet
the needs of underserved populations.

Part 3 broadens the lens to explore additional factors and initiatives that could impact
how mission-driven lenders can sustain and significantly grow their small business lending
programs. Topics include initiatives to facilitate technology adoption across larger groups
of lenders, efforts to increase customer acquisition pipelines, and programs to increase
lender liquidity in order to support higher origination volumes. The discussions also high-
light broader cultural and relationship questions that are emerging as mission-based
lenders work to adapt their traditional "high-touch” ethos as they embrace "high-tech”
processes and channels to support substantially larger lending footprints. These consider-
ations are relevant to mission-based lenders themselves, but also the broader ecosystem
of supporters and partners in this sector.

To date, our key findings with regard to the core processes of data and technology adoption include:

»

»

»

»

Electronic cash-flow data feeds and digital loan processing are expanding
mission-based lenders’ capacity to provide alternatives to high-cost online
loans to minority business enterprises and smaller and younger businesses
more generally. Mission-based lenders are already seeing significant inclusion and effi-
ciency benefits from using electronic bank account data in lieu of collecting formal financial
statements and tax returns. Such documentation can be burdensome and time consuming
for both applicants and loan officers to generate, collect, and analyze, and is often outdated
or incomplete. Pulling information directly from banks allows mission-based lenders to pro-
vide more applicants with a viable alternative to high-speed, high-cost online loans.

The extent to which lenders maintain manual processes as they transition to dig-
ital lending platforms increases inclusion but also impacts costs and efficiency.
Many lenders maintain dual systems to allow for manual document collection even as they
transition to systems built on electronic transaction data. This helps to continue meeting
customers where they are, for instance if owners do not want to authorize electronic access
or hold accounts with small institutions that do not provide online banking platforms or
other data access. But the volume of applications that involve manual uploads and other
less efficient processes over time has implications for lenders' efficiency and scale.

Many mission-based lenders are initially making modest changes to their under-
writing criteria and small business lending programs based on electronic cash-
flow data feeds, but hope to expand as they gain more experience. Many lenders
start by using cash-flow data to assess applicants’ capacity to repay and to determine loan
size, while continuing to rely on credit scores and credit reports to assess applicants’ pro-
pensity to repay. Challenges with technical capacity and limited amounts of historical data
make it difficult to conduct analyses to determine exactly what variables or approaches
are most effective for their customer bases. Unless they are able to secure substantial loan
loss reserves to facilitate faster experimentation, many lenders are taking an incremental
approach as they test and learn over time.

Technology options have improved but remain an obstacle for many mission-
based lenders. The range of vendors willing to work with mission-based lenders has
increased substantially over the past decade. In addition, some larger CDFls and intermediar-
ies have built or acquired platforms with an intent to open their systems to smaller lenders.
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Nevertheless, lenders need a certain baseline level of technology and leadership capacity
to select, connect with, and manage relationships with platform and data providers, and
the increasing range of choices brings its own challenges. The sector is spread along a wide
spectrum, ranging from small organizations that are contemplating transitioning away from
manual underwriting for the first time to organizations that have been using vendor plat-
forms for years, including a few lenders that were founded as or acquired fintech platforms.

Effective leadership and change management strategies are critical to the success
of technology adoption initiatives. Such initiatives are more likely to succeed when orga-
nizations define their needs and goals clearly at the outset, consider workflow improvements
holistically to identify both technology and process components, and assist employees in
adjusting to new ways of working. Clear strategic leadership can also be helpful to lay the
groundwork for future improvements, given that data and technology adoption is often an
incremental process that involves successive waves of improvements.

With regard to critical issues and initiatives to help mission-based lenders scale their small business
lending operations more broadly, we find:

»

»

»

»

Group technology adoption initiatives are helping smaller lenders navigate the
landscape more efficiently, but underscore the difficulty of identifying a single,
broad-based “utility” solution for the sector. Intermediary organizations and some
funder and investor initiatives are devoting increasing resources to helping mission-based
lenders navigate choices about data and technology adoption. These initiatives can provide
substantial efficiency benefits by pooling information, organizing peer cohorts, negotiat-
ing discounts, and providing subsidies. Yet mission-based lenders are so diverse in their
sizes, goals, operating cultures, and technology expertise that it can be difficult to coalesce
around a particular platform or initiative.

Improving digital marketing, working with small business loan marketplaces, and
expanding referral networks are challenging but potentially important strategies
for helping mission-based lenders expand their customer acquisition pipelines.
A number of individual lenders and broader initiatives are focusing on expanding digital mar-
keting capacity, participating in small business loan marketplaces, and developing technology
platforms and other infrastructure to facilitate more efficient referral processes. While prom-
ising, these early initiatives also underscore some of the challenges that mission-based lenders
face in moving to multi-state footprints, differentiating themselves from other types of loan
providers, and establishing and maintaining strong customer relationships through largely digital
communications channels.

Secondary market initiatives that are focused on helping mission-based lenders
recycle their funds more quickly into additional lending are particularly promising
for increasing liquidity. Total assets among CDFls and MDIs have mushroomed over the
past five years to over $660 billion, making them collectively the size of a top ten bank.2
However, most loans are held on lenders’ balance sheets until they mature, creating liquid-
ity challenges. A handful of initiatives are working to expand structures that would allow
mission-based lenders to recycle funds more quickly to support a greater volume of small
business originations.

Migrating to high-tech channels and substantially increasing small business
lending also raises important questions about mission-based lenders’ culture
and relationships. Most mission-based lenders start as placed-based organizations
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that combine high levels of technical assistance, personalized outreach, and relatively
flexible underwriting and servicing processes to develop deep relationships with histori-
cally underserved populations. As some lenders contemplate the prospect of originating
thousands of loans per year using largely digital channels, it raises a range of fundamental
questions about whether and how they can adapt their ethos and processes over much
larger footprints using more standardized processes and systems. Substantially increasing
the volume of mission-based small business loans also raises questions about how differ-
ent types of lenders interact with each other and other ecosystem stakeholders as well as
about default levels, pricing, and the need for subsidy within the mission-based system.
Answering these questions will help to determine how large of a role mission-based lend-
ers play in filling long-term shortfalls in the supply of small business credit.

FinReglLab intends to issue an updated version of this working paper in the first quarter of 2025.
The final version will reflect additional insights on data and technology adoption gathered from par-
ticipating pilot programs and other current initiatives, as well as broader stakeholder engagement on
both data and technology adoption and the particular role that mission-based lenders can play in
addressing broader market failures. Additional components of this broader project include empirical
analyses of the use of electronic cash-flow data by fintechs and platforms that typically work with
larger small business lenders (in conjunction with Sabrina Howell of New York University) and by the
mission-based pilot programs that were studied in the course of compiling this qualitative report
(in conjunction with Emmanuel Yimfor of Columbia University). FinReglab is considering additional
initiatives in 2025 and beyond to evaluate other issues at the intersection of data, technology, and
financial inclusion for minority business enterprises and other underserved small businesses.



PART ONE
THE IMPORTANCE OF SMALL BUSINESS LENDING

Small businesses are a critical part of the US economy and the communities in which they are
located. Independent businesses with fewer than 500 employees have generated two-thirds of net
new jobs since 1995, employ half the nation’s workforce, and contribute nearly half of its gross domes-
tic product.? They also hold significant potential for reducing the nation’s long standing racial wealth
gaps, which are estimated to cost the US economy up to $1.5 trillion per year in dampened consump-
tion and investment.* Entrepreneurship is a critical pathway to building wealth for minorities, as
self-employed minority households often hold 10 to 12 times more wealth and have higher economic
mobility than wage workers.® Minority Business Enterprises (MBEs) are also forming at rates ten times
the general average and have helped to drive business formation since the pandemic to the highest
levels seen in decades.®

Yet for all of their impact, small businesses often struggle to access credit both to cover short-term
liquidity needs and to expand their operations. Lending to small businesses is more challenging than
larger commercial or consumer lending due to several factors, including higher default risks, lack of
standardized information, greater heterogeneity among borrowers, and unfavorable economics. The
small business sector is extremely volatile, with about 20 percent of businesses closing in their first
year and about 50 percent within five years. Lack of adequate cash-flow reserves is a particularly
significant driver in business closures, particularly among younger companies and during economic
downturns, which means that timely access to credit or other funding can determine business surviv-
al” These factors often affect not only the availability but the pricing of credit, since lenders that use
risk-based pricing structures charge higher rates to borrowers that they deem more likely to default.

At the same time, standardized underwriting information for evaluating credit risk is often
difficult to obtain because commercial credit reporting systems frequently lack information about
smaller and younger companies. Given small businesses’ tremendous diversity with regard to
geography, size, age, industry, experience, growth, ownership structure, financing, and business
models, lenders have historically required them to produce extensive financial statements and
other documentation for underwriting. However, collecting and analyzing this information through
traditional manual processes can make underwriting small business loans nearly as expensive as
underwriting much larger commercial credit, which makes these smaller loans unprofitable given
the much lower potential returns.®

As a result of these and other factors, banks have increasingly imposed minimum thresholds for
the size and maturity of the businesses that they will lend to and the loans that they will make.
For instance, many require at least three years of business history, impose minimum annual reve-
nue thresholds of up to $250,000, and decline to make loans below thresholds such as $50,000 or
$100,000. This trend toward higher thresholds began in the aftermath of the 2008 recession, when
banks pulled back aggressively from the market given poor loan performance, market volatility, and
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regulatory and investor pressure to stabilize their portfolios. Large banks made the biggest shifts,
creating an inverse linear relationship between the size of a bank and their likelihood to lend to
small businesses.® This is especially true for unsecured or lightly secured "microloans,” which are
often defined as loans with balances under $50,000 although there is no single universal thresh-
old.™ While fintechs and some mission-based lenders have stepped into the gaps created by bank
retrenchment, there continues to be a long-term misalignment between credit supply and demand,
especially for younger and smaller businesses.™

Businesses owned by people of color, recent immigrants, women, and other socially and eco-
nomically disadvantaged individuals often face substantial additional obstacles in accessing credit
beyond those described above. Historical gaps in income, assets, and credit scores are important
factors, as they have impacted the ability of entrepreneurs to invest in new businesses, obtain sup-
port from friends and family, and qualify for loans.”? Differences in personal networks, geographic
access to banks, and language barriers can also make a difference for some disadvantaged groups.™
Even when financial factors are accounted for, applications by MBEs and female-owned businesses
are more likely to be denied or only partially funded compared to their peers, and those business
owners are more likely to report that they did not apply for funding in the first place out of fear
of rejection.™ As a result, research shows that MBE owners and other underserved entrepreneurs
often launch their businesses with substantially less capital and remain smaller over time.” This in
turn can affect the size and availability of loans, since many lenders limit loan size to twice monthly
revenue, which is often under $50,000 for minority firms."¢

As the nation recovers from the COVID-19 pandemic, addressing these chronic credit access
challenges is taking on a new urgency. Although small business formation and the share of gross
domestic product generated by small businesses declined after the 2008-2009 Great Recession,
post-pandemic trends have been markedly different.’” Research shows substantial increases in the
creation of both "necessity” and “opportunity” businesses, and of businesses with a high propensity
for job creation as well as among gig and side-hustle categories.” Business formation and growth
have also been particularly vibrant among MBEs and women-owned businesses.” Although recent
evidence suggests some cooling in formation and hiring as well as increases in business closures in
response to higher interest rates and other economic factors, levels of entrepreneurship still remain
significantly above pre-pandemic levels, particularly in high-tech sectors.?°

These trends are increasing hopes for long-term improvements in the nation's economy and
racial wealth gaps through business ownership. Historical experience suggests that access to credit
will become increasingly important over time for managing cash flows and potential growth as
recent cohorts of small businesses approach the five year mark. The decisions that lenders and
other stakeholders make about whether and how to increase the scale of credit access for younger
and smaller businesses could thus help to determine the extent to which the post-pandemic resur-
gence produces long-term financial benefits for entrepreneurs, their communities, and the broader
US economy.
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BACKGROUND

In response to the market challenges of lending to younger and smaller businesses, stakeholders
are focusing on technology and alternative data, as well as mission-based lenders, to increase access
to credit among historically underserved entrepreneurs. This section summarizes the potential for
more streamlined underwriting processes based on electronic cash-flow data and increases in the
scale of small business lending by mission-based organizations. It also describes the research project
and scope of this report, which explores these topics in depth.

Potential benefits of cash-flow data and supporting technologies

As stakeholders look at strategies to address the informational and economic challenges of
underwriting smaller loans, expanded access to data sources and improvements in technology
platforms have substantial promise. Traditionally, banks and other lenders have collected exten-
sive documentation for underwriting, including detailed cash-flow and other financial statements,
business plans and revenue projections, tax returns, and bank statements in paper or PDF formats,
in addition to pulling credit reports for both businesses and their owners. Manual underwriting
processes require extensive engagement by loan officers or underwriters, for instance in collecting
documentation and interviewing applicants for additional context, computing key metrics, and
pulling together loan packets and recommendations for final review by a senior loan committee
based on both financial analyses and in some cases subjective judgment.

As bank account data have become more accessible in electronic form, however, lenders have
begun to recognize the potential benefits of increasing their use of such information relative to
other traditional sources for a mix of efficiency, accuracy, and inclusion reasons. Fintech lenders have
gone the furthest down this path by jettisoning traditional financial statements and basing their
underwriting on electronic banking account data, credit reports, and other digital information that
can be collected and evaluated in a matter of hours or days rather than weeks or months. Other
lenders are also evaluating the potential for such information to support greater lending to small
businesses through two primary means:

» Reducing application burdens and timelines: For younger and smaller businesses,
requiring detailed financial statements and other extensive documentation creates a sub-
stantial up-front obstacle to those seeking credit, in part because such businesses often have
limited accounting experience and staff resources. A 2014 Federal Reserve Bank report found
that it took small business owners an average of twenty-four hours to research and complete
financing applications.? Following up with applicants and extracting key data from paper or
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PDF materials can also consume substantial time and resources for lenders, increasing costs
and making it difficult for them to respond quickly to applications from small business owners
that are facing cash-flow disruptions or time-sensitive opportunities for expansion.

» Providing more timely, comprehensive, and inclusive insights: Although traditional
financial statements and tax returns can provide a very detailed picture of a business's
operations in theory, lenders say those sources can be stale, incomplete, or inaccurate in
practice. This is particularly true when the statements are produced by less established
companies given their accounting limitations. Such documents often lag real-time by six to
eighteen months, and research by the Internal Revenue Service shows substantial income
underreporting among small businesses, especially for sole proprietorships.??

Traditional credit reports and scores also have limitations. Because the commercial credit
reporting system often lacks data on smaller and younger businesses, lenders tend to rely
relatively heavily on the personal credit history of their owners. However, about 20 percent
of US adults lack sufficient traditional payment history to generate credit scores under the
most widely used models, and many entrepreneurs find that their personal credit scores
suffer while their companies are in start-up phases. Immigrant entrepreneurs are particu-
larly likely to lack traditional credit bureau data. There are also substantial racial disparities
in traditional credit scores, with only about 33 percent of Black and 50 percent of Hispanic
adults having prime or near prime scores compared to nearly two-thirds of White adults.?

In contrast, surveys suggest that roughly 95 percent of households and 90 to 95 percent
small businesses use bank or other transaction accounts.?* When delivered in an electronic
format to facilitate analysis, account records can provide a real-time, detailed picture of
inflows and outflows for many businesses that may complement or even exceed the value
of information available from other traditional sources.

Publicly available research on the use of electronic cash-flow data in small business underwriting
is limited but promising. In 2019, FinReglLab published an analysis of loan performance results from
several lenders using cash-flow information from bank account data and other sources, including two
small business lenders.?* The findings suggested that cash-flow-based variables and scores can pro-
vide meaningful predictive power where traditional credit history is not available or reliable. In some
cases, they can also differentiate credit risk among borrowers that otherwise present similar risks
of default according to traditional scoring systems. The report also found evidence that the lenders
were able to serve substantial numbers of borrowers who likely struggled to access traditional credit
based on credit scores and other metrics. The degree to which the cash-flow data was predictive of
credit risk appeared to be relatively consistent across borrowers from different demographic groups.
Research published by the Bank for International Settlements comparing two fintech lenders that use
alternative data sources to banks' small business credit card lending found that the fintechs' internal
models produced more accurate results than traditional credit scoring approaches, particularly in areas
with high unemployment. Some fintech models also facilitated lending at lower prices to business
owners with credit scores below 675 compared to bank credit card lending, though fintechs were also
more likely to charge rates above 25 percent than banks.2®

Inlight of these developments, other types of lenders are also looking more closely at the potential
for electronic feeds of bank account data or other sources of cash-flow information to substantially
improve the scale and economics of lending to smaller and younger businesses. While many banks
have been slow to adjust their underwriting processes, some traditional banks and mission-based
lenders began piloting and experimenting with the data in the years prior to the pandemic, often in
conjunction with fintech partners or vendors.?” Technology and market developments since COVID-19
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have spurred further interest, as the pandemic lockdown prompted substantial technology adoption
by both small business borrowers and lenders, and economic relief and racial justice initiatives called
greater attention to the challenges that MBEs and other small businesses face in accessing credit.?®

BOX1 FINTECH LENDERS' ROLE WITHIN SMALL BUSINESS LENDING MARKETS

Fintech lenders' early adoption of electronic data sources and digital platforms has had a profound effect on
small business lending markets over the past fifteen years by increasing the speed and convenience of their lend-
ing programs, helping them to respond more quickly to the needs of cash-strapped small businesses, and capture
significant market share at a time when many banks were restricting their small business lending. By 2014-2019,
Federal Reserve surveys show that about 40 percent of small business borrowers were turning to fintechs and
other "alternative” lenders for credit.?®

However, fintechs are not meeting the full spectrum of small business credit needs. The extent to which indi-
vidual companies are willing to lend to applicants with substantially lower credit scores and higher risk profiles
than traditional banks vary. Many also charge much higher fees and interest, in part due to their focus on smaller
loan sizes, differences in risk appetites, and the fact that they rely on more expensive and impatient sources
of funding than banks because they lack access to customer deposits.?® Providers of merchant cash advances
(MCAs)—which collect repayment either through daily withdrawals from business bank accounts as a percent-
age of historical revenues or by taking a percentage of each credit or debit card payment the small business
receives—have been particularly criticized for high costs, opaque pricing, and extractive business practices.?'

Fintechs have also experienced substantial turmoil and consolidation in the years since the pandemic due to
significant increases in capital costs, interest rate pressures, spikes in applicant risk, and changes in loan demand.
In addition to direct lending, many surviving fintechs are also partnering with banks and mission-based lenders
as a way of leveraging their lending platforms and reaching additional customers.3?

The increasing importance of mission-based lenders to small business lending

A second and somewhat overlapping area of focus among stakeholders who are seeking to
expand credit access for MBEs and younger and smaller businesses more generally is mission-based
lenders’ increased capacity and prioritization of small business lending initiatives coming out of
the pandemic. Mission-based lenders have a proven track record of focusing on particularly under-
served entrepreneurs, and have increased their lending activity substantially at a time when banks
and fintechs have been constrained in part by broader economic and market dynamics.

This paper uses the term mission-based lender primarily to refer to community development
financial institutions that are certified by the US Treasury Department and minority depository
institutions, though some general community banks and credit unions are similar in size, experience,
and strong place-based cultures. While mission-based lenders include a mix of bank and non-bank
entities and non-profit and for-profit structures, they share a commitment to connecting histor-
ically underserved populations to the broader financial system. Traditionally, most mission-based
lenders were established to serve specific geographic communities through relatively “high-touch”
business models that provide substantial education and support programs for individual clients in
addition to low-cost financial services. They rely on subsidies provided by government programs,
philanthropic foundations, banks seeking credit under the Community Reinvestment Act for com-
munity development lending and investments, and other funding sources.

Although many mission-based lenders have historically concentrated on larger-scale community
development projects and business loans due to some of the same lending challenges described in
Part 1,2 microlending programs focusing specifically on the needs of younger and smaller businesses
first started to emerge in the 1970s. The international nonprofit Accion began working to expand
US microlending programs in the 1990s by licensing its brand to several lenders, and CDFIl programs
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further expanded their operations after traditional banks retrenched in response to the 2008
financial crisis.®®

FIGURET HISTORY OF MICROFINANCE IN THE US
o o o |

1970s-1980s 1990s 2000s-2010s 20205

ShoreBank Corporation and Accion launches its micro- Grameen Bank launches its first  The COVID pandemic drives
Women's Economic Development  lending model in the U.S. branch in New York, bringing unprecedented volumes of
offer some of the earliest starting in New York. its reputation in international emergency capital through
examples of lending and investing microfinance to the US. micro-finance organizations into

In 1994 Congress establishes

in small businesses that cannot the CDFI Fund to support Accion becomes the largest

access credit from mainstream

the hands of small businesses.

I . community development microlending network in the US  In 2021 the Accion Network
’ financial institutions. with five members. breaks up, prompting various
The Community Reinvestment member CDFls to rebrand.

By 2007, there are 500 micro-

finance organizations in the US.  Renewed interest in supporting
the work of CDFls leads to
growth in CDFI formation and
funding, with nearly 1,500 CDFls
in the US as of 2024.

(CRA) Act passes in 1977, requiring
federally regulated depository
institutions to respond to the
needs of their communities.

Data Source: Modified from Opportunity Fund and Pollinger et al.

Events since the COVID-19 pandemic have triggered substantial further expansions in mission-
based lenders’ focus on lending to younger and smaller businesses, as well as their profile among
borrowers. Though not all mission-based lenders participated in the Paycheck Protection Program,
those who did played an outsized role in helping to funnel funding to MBEs and other severely
underserved segments. The share of PPP loans distributed by MDIs and CDFls rose from 4 percent
in the first phase of the program to 24 percent in the third phase, and they served substantially
higher proportions of MBEs, businesses in low- to moderate-income neighborhoods, and other
underserved entrepreneurs than program averages.*¢ Mission-based lenders also received substan-
tial injections of long-term capital as part of other economic stimulus programs and racial justice
initiatives sparked by the killings of George Floyd and others, helping to triple the size of CDFI assets
to over $450 billion and grow MDIs assets to over $330 billion.3” For example, MDIs and CDFI banks
participating in the Treasury Department’'s Emergency Capital Investment Program (ECIP) nearly
doubled their originations to small businesses with annual revenues under $100,000 between 2022
and 2023 alone, demonstrating their ability to scale delivery of financial services to these hardest-
to-serve small businesses.?® The number of CDFIs in the US has also increased substantially over the
past five years, rising from about 1100 to nearly 1,500 driven in significant part by certifications of
credit unions.?®

Interest in closing racial wealth gaps and helping community businesses find alternatives to
high-priced online loans such as MCAs and payday loans have been particularly strong motivators
in recent small business initiatives. A number of mission-based lenders that had not emphasized
microlending prior to the pandemic have gone on to launch or expand small business programs,
and longer-time lenders are continuing to innovate with regard to underwriting data, technology
adoption, and diversifying their product offerings. Many mission-based lenders are also starting to
pivot to technology-enabled lending in order to provide faster application processing and in some
cases to diversify their product offerings to provide more viable alternatives to high-interest online
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lending products, as they experience first hand the detrimental impacts of those products on small
businesses in their communities.

BOX2 TECH-HEAVY MISSION-BASED LENDERS

While atypical for the sector, a few mission-based lenders have either started as fintechs or acquired proprietary
technology platforms. Camino Financial started in 2014 as a fintech focusing primarily on Latinx entrepreneurs, was
certified as a CDFI in 2021 and merged with another fintech small business lender, Fundation, in 2023.4° Lendistry is
a minority-led neo-CDFI and SBA lender founded in 2015 that also runs Amazon's Community Lending Program.*!
Accion Opportunity Fund, a large mission-based lender, partnered with Lending Club, which opened its platform
to the CDFl in 2019 and then began routing all small business originations other than Small Business Administration
loans to Accion Opportunity Fund in 2020.42

Having their own digital platforms allows these lenders to serve broader geographic areas compared to tra-
ditional CDFls that started with a specific brick-and-mortar presence, though they do not necessarily offer all
products and programs nationally. These organizations present a promising model with regard to maintaining
community-focused missions while scaling operations through technology, and there are lessons to be learned
from them that could be applicable to the broader sector. However, they are not the primary focus of this report
as most mission-based lenders are still in the process of building out platform capabilities.

Recent data and technology developments are playing a significant role in conversations around
the future growth of mission-based lending to smaller and younger businesses. While mission-based
lenders have historically faced resource constraints around technology adoption, they increasingly
view it as an important tool and have accelerated digitization and use of technology in recent years.
The vendor landscape available to mission-based lenders has increased in both quantity and diver-
sity, although minority depository institutions often face particular constraints due to their reliance
on core processors as discussed more in Section 5. The COVID-19 pandemic substantially accelerated
the use of technology among mission-based lenders and their customers, driven by such factors as
lockdowns, the need to expedite distribution of pandemic relief funds, and shifts in customer pref-
erences and behaviors.#* The pandemic also heightened interest among funders in supporting digital
capacity building among mission-based lenders, spurring many technology-focused grant programs
for CDFIs and MDls.

However, even with the substantial improvements in capital, borrower awareness, and tech-
nology infrastructure over the past five years, mission-based lenders’ overall footprint in small
business lending remains relatively limited. The percentage of applicants seeking small business
loans that report applying to CDFls has tripled since 2019, but totals just six percent.** While some
mission-based lenders originate many hundreds or thousands of loans annually, the Aspen Institute
reports that even as recently as 2023, the vast majority of CDFIs that made microloans to small
businesses were originating fewer than 100 loans per year.** While the experiences of the past
five years have convinced a broad range of mission-based lenders that technology can help them
better leverage resources to meet their missions and increase their impact on smaller and younger
businesses, lenders differ in their aspirations as to how far and how quickly they seek to grow as
discussed further in subsequent sections.

Overview of the research project

With growing attention to both the use of electronic cash-flow data and the potential for
the mission-based lender sector to increase access to credit for MBEs and other small businesses,
FinReglLab is evaluating the potential for data and technology innovations and new underwriting
approaches to help mission-based lenders scale their lending programs. The project is funded by a
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grant from the Minority Business Development Agency (MBDA) and support from Visa and Plaid.
Plaid is providing free account connectivity services to participating mission-based lenders to allow
loan applicants to authorize their account data to be accessed for underwriting. In light of racial
wealth gaps and other considerations, the project is focusing on unsecured or lightly secured loans.*¢

The first report in the series, “From Crisis to Opportunity: Financing for Underserved Small Busi-
nesses Since COVID-19" surveyed the evolving market landscape of small business lending since
the pandemic and identified trends that are impacting the availability of credit. This report dives
deeper into the specific experiences, challenges, and considerations of mission-based lenders as
they approach data and technology adoption. Our findings are based on semi-structured interviews
conducted with thirty mission-based lenders and intermediaries, ten technology vendors, and sev-
eral other stakeholders, as well as sustained engagement with a cohort of mission-based lenders
that have launched pilot programs involving the use of electronic cash-flow data.

The pilot lenders for this research include:

» Allies for Community Business: A non-bank CDFI based in Chicago that focuses exclu-
sively on business lending, serving lllinois and Indiana. Allies for Community Business
has considered cash-flow data as part of its underwriting process for some time, but
is continuing to make refinements to its underwriting criteria as it implements a line of
credit program and lending platform improvements.

» Ascendus: A non-bank CDFI that is based in New York City and serves communities primar-
ily along the Eastern Seaboard, primarily in New York, Massachusetts, and Florida, focusing
exclusively on business lending. Ascendus has also long relied on bank account data as part
of its underwriting but is now testing it in the context of a line of credit program.

» LiftFund: A non-bank CDFI based in Texas that serves communities across fifteen states,
focusing exclusively on business lending. LiftFund relies on bank account information for
most lending through its website and is beginning to offer a cash-flow based lending prod-
uct on national marketplace platforms.

» Ponce Bank: An MDI and CDFI located in the Bronx, New York, serving the greater New
York metropolitan area. Ponce is piloting smaller, shorter-term business loans based on
cash-flow data with transaction account customers that have accounts at Ponce as well as
other local banks. It is opening applications locally and nationally to non-customers based
on the pilot's success.

» Texas National Bank: An MDI and CDFI, based in the Rio Grande Valley, Texas. Texas
National Bank is also piloting smaller, short-term business loans based on cash-flow data
with existing transaction account customers before opening applications to non-customers.

Although the findings in this report are heavily informed by FinReglab's interactions with the
individual pilot programs—including site visits, periodic check ins, and preparations for the empir-
ical analyses—they also draw upon broader stakeholder interviews and a range of other data and
technology adoption initiatives. In particular, FinReglab focused on several stakeholder initiatives
to scale technology adoption across large groups of lenders and to establish the infrastructure and
support to facilitate significant scaling of small business lending programs.

Subsequent reports will include empirical analyses of the use of electronic cash-flow data by
fintechs and platforms that typically work with larger small business lenders (in conjunction with
Sabrina Howell of New York University) and by the mission-based pilot programs (in conjunction with
Emmanuel Yimfor of Columbia University).
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Although mission-based lenders often face resource constraints in adopting new technologies,
a number of organizations have begun testing the potential of electronic cash-flow data and plat-
form systems to increase their lending to smaller and younger businesses. Some organizations began
this process in the aftermath of the 2008 financial crisis to respond to retrenchment by banks and
counter the growing impact of high-cost online lenders in their communities. Although the pan-
demic temporarily shifted the focus to emergency relief programs, a new generation of initiatives
has launched over the past few years as additional mission-based lenders have decided to offer
smaller business loans and long-time actors have worked to expand their geographic footprints and
improve their product offerings.

These historic and current initiatives can be a rich source of lessons learned both for mission-based
and community lenders and the broader ecosystem as stakeholders consider the potential to substan-
tially increase the scale of their small business programs. While some projects to integrate electronic
cash-flow data into lenders’ underwriting processes are relatively modest in scope, others are part of
much broader and more ambitious efforts to launch brand new products or technology solutions that
will support substantial increases in the scale of originations. And many of the lenders that are taking
relatively incremental steps now have ambitions of making additional changes over time. Even where
lenders are not immediately focused on changing the types of information they rely upon in their
underwriting processes, many are considering the adoption of lending platforms for efficiency, user
experience, and other reasons.

This part of the report provides an overview of how mission-based lenders are approaching sev-
eral interrelated tasks for their small business programs, including:

1. Obtaining electronic feeds of bank account data—Section 3
2. Incorporating cash-flow data into underwriting processes and criteria—Section 4

3. Implementing new platforms and contracting with vendors to support lending activities, as
well as to automate other aspects of their application and origination processes—Section 5

4.Managing strategic planning, staffing, and other aspects of internal change management
related to technology adoption—Section 6

While Section 3 and Section 4 focus more specifically on the use of electronic cash-flow data
(providing an overview of how lenders are approaching data acquisition and underwriting, the
benefits they are reporting from these changes, and considerations and challenges that they are
encountering and working through in each context), Section 5 focuses on platform adoption more
generally. Section 6 also focuses more broadly on organizational dynamics and strategic leadership
in overseeing significant process and systems changes.
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FIGURE2 ELECTRONIC CASH-FLOW DATA FEEDS AND TECHNOLOGY IN LENDING

This report explores how mission-based lenders are adopting electronic cash-flow data across three key steps:
accessing digital transaction data, incorporating it in underwriting, and building it into broader loan processes
and systems. Sections 3, 4, and 5 follow this framework.

.~ DATA ACCESS

L l ~e Establish a connection to applicant's digital transaction account data through
an aggregator platform. Customers use a link during the application process to
authorize permission for the lender to access their transaction records across one
or more accounts. Amount of history provided depends on the account provider.

UNDERWRITING ANALYSIS

O\ Categorize, interpret, and analyze digital transaction account data to assess
applicant's creditworthiness and loan affordability during underwriting. As
lenders build comfort with electronic cash-flow data, they can implement
more flexible underwriting criteria, potentially replacing traditional financial
statements and tax returns and accepting lower credit scores.

LOAN PROCESSING

Set up loan processing platforms and systems that incorporate electronic
cash-flow data. Lenders are increasingly standardizing and automating lending
procedures to realize benefits in efficiency and scale. This may be through a
single end-to-end platform or a group of specialized systems interconnected
by application programming interfaces (APIs).

Data Source: FinReglab; visual framework based on interviews with lenders and technology vendors




FinReglLab

!

~o

o’l\o

Data Access

COLLECTING ELECTRONIC CASH-FLOW DATA

In part due to the factors outlined in Part 1, many mission-based lenders have historically relied
on paper financial documents and bank statements to underwrite small businesses. As they turn to
electronic data collection methods, lenders are generally dependent on intermediaries called data
aggregators to collect and deliver the information from other financial institutions on behalf of loan
applicants, except in cases where MDIs, credit unions, and other depositories are underwriting appli-
cants who are already transaction account customers. A growing number of mission-based lenders
are establishing connections with aggregators, either directly or through lending platforms or other
software vendors. Where lending platforms are providing integrations with aggregators, they may
also provide access to credit report data and other electronic information sources, as well as support-
ing underwriting and other loan processing functions, as discussed further in Section 4 and Section
5. Although historically aggregators and lending platforms have tended to focus on offering their
products to larger lenders, technology options for smaller organizations are continuing to improve.

While there can be friction with regard to connectivity and formatting of the data depending
on the underlying technologies, these “open banking" systems, when working as intended, result
in an almost instantaneous feed of electronic data via application programming interfaces (APIs)
that can be routed directly into the lender's underwriting system. Accessing the data through elec-
tronic channels offers substantial advantages in verification, timeliness, and efficiency over paper
or scanned documents for credit underwriting. Some lenders are also considering use of the data to
support financial coaching, portfolio management, and outcomes measurement. Automated data
feeds have quickly become the preferred method of information collection for lenders that have
established open banking connections, although nearly all mission-based lenders that we have
interviewed continue to allow applicants to provide information through other channels, such as
sharing manually downloaded PDFs of monthly bank statements, or even bringing in paper copies.

The degree to which moving to electronic bank account data feeds impacts mission-based lend-
ers' operations will depend on a number of factors, including the extent to which they change
underwriting criteria and maintain parallel manual processes. For instance, efficiency gains tend to
be smaller where lenders continue to require the submission of traditional financial statements or
tax returns, and where large numbers of applicants opt out and continue to provide bank account
documentation in paper or PDF formats. While mission-based lenders are making different decisions
about these requirements due to risk, inclusiveness, customer relations, and other considerations,
they increasingly view electronic cash-flow data as critical to their ability to provide applicants who
are highly sensitive to processing timelines with a viable alternative to high-cost loans.
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BOX3 WHATIS A FINANCIAL DATA AGGREGATOR?

Data aggregators first developed in the late 1990s to support various types of wealth advisory and personal
financial management services by obtaining permission from consumers to use their log-on credentials to financial
institutions’ website platforms to “screen scrape” information about their credit, payments, and asset management
accounts.”” Over time, financial institutions began using data aggregators’' feeds for a range of other activities,
including credit underwriting. The pandemic shutdown significantly accelerated use and awareness of aggrega-
tors such as Plaid, Finicity, Envestnet/Yodlee, and MX by both customers and financial institutions.*® By 2022, the
Consumer Financial Protection Bureau estimates that aggregators made 50 billion to 100 billion access attempts on
behalf of consumers, approximately double 2019 volumes.#®

Particularly where data is being collected from larger banks and other institutions, technologies for data
access and collection are evolving toward more reliable and secure formats as this open banking ecosystem is
maturing. For example, use of dedicated application programming interfaces (APIs) can provide cleaner feeds of
information, and some institutions are beginning to use tokens that do not require applicants to provide their
bank log-on credentials. As of 2022, the CFPB estimated that about 50 percent of data access attempts involved
the use of dedicated APIs, and that about 25 percent involved tokenized authorizations.s°

The CFPB is engaged in rulemakings that will establish standards for accessing consumers’ transaction and
credit card account information and clarify the status of data aggregators under existing federal financial services
laws, but has not specifically addressed to date whether and how those standards would apply to small business
accounts or lending activities. The new standards may shape general industry practices and infrastructure even
where they do not apply by law.®

How mission-based lenders collect electronic transaction data from applicants

Where mission-based lenders have established connections with a data aggregator directly or
through lending platforms or other vendors, the lenders provide applicants with a link to the aggre-
gators’ interface in the course of their application flow. The aggregators' interface typically prompts
applicants to select one or more financial institutions from a list and use their login credentials to
grant permission to share their financial data with the lenders.5? Applicants have the ability to select
which accounts they want to grant access to at each institution. Aggregators then obtain the data
via screen scraping or APIs, encrypt it, and transmit it to the lenders without providing access to the
applicant’s login information.

Lenders that choose to receive a direct feed of electronic cash-flow data from aggregators
must have some technological expertise and architecture in place. Taking Plaid as an example given
that it was the most widely used among the lenders we interviewed, lenders can choose between
alternatives that vary in the depth of engineering and coding experience needed. The full technical
implementation option requires lenders to embed Plaid’s user interface widget ('Plaid Link") within
their digital application and build an APl integration to retrieve the cash flow data upon a success-
ful connection. At minimum, lenders must have the coding expertise to be able to configure an API
connection to Plaid's network to access, organize, and manage transaction data from applicants, as
well as an application running on a server to accept and store the data. In fall 2024, Plaid released a
no-code alternative designed for lenders with less technical expertise. This option provides lenders
access to a browser-based dashboard from which they are able to send invitations to applicants
via SMS or email to link accounts and review the permissioned cash-flow data upon successful con-
nection.®®* Plaid offers many tutorials online to help lenders get set up, and may also provide direct
technical support to establish the APl connection.

Once the aggregator connection is established, lenders have access to the applicants' banking
transaction history. Although different aggregators offer different data products that may provide
varying levels of information, they typically can provide one-time “lookbacks” with three to twenty-
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four months of transaction data that is generally similar to what can be seen on paper statements,
though the length of history and availability of some data elements depends on the individual
applicant’s financial institution. Particularly where lenders are relying on bank account data as a
substitute for financial statements, some lenders prefer longer history to assess trends in busi-
ness finances, especially for seasonal businesses that may have large fluctuations within each year.
However, some lenders we interviewed were primarily interested in the most recent few months of
data because they want to get a current snapshot of the business. As discussed further in Section 4,
mission-based lenders also vary in the extent to which they seek information about business own-
ers’ personal finances, beyond the information available in their business transaction accounts.

FIGURE3 HOW LENDERS ACCESS CUSTOMER TRANSACTION RECORDS VIA DATA AGGREGATORS

 Lender receives up
to 24 months of
transaction data
from the data
aggregator

Data aggregator
l pulls account data

from applicant’s
bank accounts

FINANCIAL INSTITUTION FINANCIALINSTITUTION
(LENDER) APPLICANT DATA AGGREGATOR @ (TRANSACTION ACCOUNTS)
] Lender directs loan ) Applicant uses data
applicant to data aggregator portal
aggregator to share to permission bank
bank account data account data

Data Source: FinReglab; analysis based on interviews with lenders and technology vendors

BOX4 DEPOSITORIES, PREQUALIFICATION PROGRAMS, AND DATA AGGREGATOR USE

MDIs and credit unions that offer transaction accounts can potentially build underwriting models based on
their existing account holders' data, rather than having to obtain it from other financial institutions for individual
applicants. Some depository institutions have decided to build prequalification programs, where they reach out
to transaction account holders who meet certain criteria to determine whether they have interest in a working
capital loan.

Such programs depend on accessing the transaction account data that is held on the MDIs or credit unions'
“core processor” platforms, which are typically used to maintain deposit accounts, produce financial records, and
perform other basic functions for the bank or credit union. Such data must often be exported to other platforms
that are used for underwriting functions, which can be challenging where the core processor’s systems and pric-
ing structures do not facilitate easy access. (See Section 5.1 for additional discussion.)

Some MDIs that we interviewed have established relationships with data aggregators even in stages where
they are working exclusively with existing transaction account customers, in part to be able to access informa-
tion at other banks where the customers may hold additional accounts. They are also using data aggregators
to be able to see how the data delivered through the aggregator compares to what they can see on their own
systems and to begin to prepare for later stages where they plan to accept applications from small businesses
that are not already transaction account customers.
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Some lenders also use aggregator services to validate the account to which loan funds will be
disbursed after closing via an automated clearing house or wire transfer. Aggregators can also allow
them to monitor consenting borrowers' finances over the course of time, particularly where they are
offering revolving products such as lines of credit. In the latter case, maintaining connections allows
lenders to process requests for additional credit draws by reviewing customers’ bank account data
without having to obtain supplemental documentation from the borrower.

Benefits of electronic feeds

Lenders that we interviewed that had previously relied on manual document collection were
enthusiastic about the efficiency gains they saw from using aggregators to collect cash-flow data.
Manual processes inevitably involve starts and stops throughout the application process as they wait
for applicants to compile and share documents. For many lenders, loan officers had to individually
read and type in data from the documents to loan processing systems. Although some mission-based
lenders have invested in optical character recognition (OCR) technologies to extract information from
digital or scanned documents, that approach still requires tracking down documents and there can
be quality limitations on individual scans.®* Removing manual steps greatly reduced the time spent
chasing down and processing documents and increased the speed of decisioning. As one CDFI exec-
utive put it, this change “shifted the work of loan officers from gathering and compiling information
to analyzing and thinking, giving us productivity and efficiency gains.” Lenders also like the fact that
they do not have access to applicants' account credentials and can rely on aggregators to manage
the security of the network or connection.

Lenders also noted that being able to access real-time transaction information directly from
banks reduced the chance of relying upon stale or inaccurate data in underwriting. In contrast to
materials supplied by an applicant that may be altered, incomplete, or out of date, open banking
integrations offer a direct connection to real time bank data at a more granular level than annual
financials, providing a detailed, timely picture of small business cash flows and reserves.*> As one
lender stated: "We want real-time data to see what is going on in the last few months of the
business, not long-term balance sheets and financial statements." As discussed further in Section
4, particularly for smaller and younger businesses, lenders report that real-time data can provide
a more precise understanding of whether a business is generating sufficient cash flow to cover its
existing debt obligations and whether it can afford to take on additional debt.

When lenders have shifted away from relying on tax returns and traditional financial statements,
they report user experience and inclusion benefits for applicants, especially among owners who do
not have accounting experience. Although some mission-based lenders offer technical assistance to
help applicants put together financial statements, the process can be time intensive and may prompt
some applicants to turn instead to faster, higher-cost online lenders. One lender noted that with
their traditional approach, they “discovered that clients have a hard time putting together financial
statements. Applicants do not know what they are being asked for and provide documents in vary-
ing formats.” Another lender said that with the new focus on bank account data “customers love not
having to provide financial documents.” Even when small businesses use tools such as QuickBooks,
lenders have found that their financial reports frequently lack structure or contain errors and thus
require time and experience to format and clean up for use in loan applications.

Lenders report that reducing decision-making timelines and application burdens is particularly
important in trying to provide small businesses with an alternative to high-cost lending products
such as merchant cash advances. Several lenders mentioned that these products are prevalent in
their communities, and their negative impacts on small business's financial health were a major
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driver in shifting to more digital application processes. One lender reported seeing average "real”
APRs on business payday loans and MCAs as high as 500 to 600 percent, once factoring and fees are
added. This can drive vulnerable small businesses to get bogged down with high-cost debt. Relying
on bank account data collected via open banking integrations helps mission-based lenders to give
applicants a quicker sense of whether they will qualify for a loan, even if completing origination
processes and disbursing funds may take a few days longer than some online lenders.

Additionally, lenders that offer revolving products such as lines of credit can use open banking
connections for ongoing customer account monitoring and proactive portfolio management. With
an ongoing connection, lenders can monitor the cash flow of borrowers during the loan period and
process additional draws or make other adjustments without having to request additional doc-
uments. For this reason, one lender we interviewed that offers a revolving line of credit requires
maintaining an ongoing aggregator connection in the product terms, while encouraging but not
mandating ongoing connections for other loan types. Lenders that have ongoing visibility into the
cash flow of borrowers are also exploring ways to set up automated triggers and alerts when there
are concerning trends in the cash flow of a business, such as declining revenue over several months,
or average balances under a certain threshold. If a borrower shows early signs of distress or misses a
payment, the lender can look deeper into their cash-flow data to help determine if it is a short-term
cash crunch, a more permanent shift in their business, or a “fatal” situation. This could help them
proactively reach out to customers to adjust repayments or even restructure the loan before the
borrower goes delinquent or defaults. By giving the lender insight into the financial health of the
business, they are empowered to work with the borrower to improve loan outcomes.

BOX5 ONGOING ELECTRONIC CASH-FLOW DATA TO FACILITATE CLIENT COACHING AND OUTCOMES MEASUREMENT

In addition to using electronic cash-flow data in loan originations and servicing, some mission-based lenders
are exploring the potential benefits of electronic bank account data for coaching and outcomes measurement.

The kinds of financial and cash-flow analyses lenders produce during loan underwriting using detailed trans-
action data can also enable mission-based lenders to provide tailored coaching to business owners. This can
include coaching in areas such as separating personal and business accounts and transactions, understanding
business revenues and expenses, conducting debt analysis to assess capacity for future loans, and identifying
and addressing risky or negative financial behaviors such as overdrafts, negative balances, and use of merchant
cash advances. This service is particularly beneficial for smaller and younger businesses that may lack the
resources to produce their own financial statements or conduct financial analysis themselves.

Some lenders are also beginning to evaluate electronic bank account data as a means of gauging the impact
of their loans and other services, for instance by evaluating growth in business revenues and payroll over time
rather than focusing simply on loan repayment. As with underwriting, they hope that developing a common set
of metrics with which to gauge outcomes could help to make outcomes analysis both insightful and more effi-
cient, though it would hinge on maintaining connections to borrowers’ accounts over time.

BOX6 DIGITAL CUSTOMER PORTALS

As mission-based lenders are upgrading various aspects of their technology infrastructure some are placing
increasing importance on customer-facing digital portals that can not only facilitate efficient and secure intake
of application information but provide a platform for engaging with customers throughout the application pro-
cess and over the life of their business loans. For example, in addition to accepting applications and document
downloads, such portals can be used by both lender employees and applicants for follow up communications
and to monitor application processing in real time. After origination, portals can support payments, servicing
communications, and requests for additional credit extensions. While such technology may be routine at large
commercial lenders, it can be a significant advancement for many mission-based organizations and a vehicle for
providing "high-touch” service in new ways as their operations expand.
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(onsiderations and challenges for establishing electronic cash-flow data connections

While the benefits can be substantial, mission-based lenders reported encountering a number
of considerations and challenges in adopting electronic cash-flow integrations, including selecting
aggregators and technology infrastructure to receive and organize the transaction data, customer
permissioning and education, and data quality and coverage. To manage these issues, most mission-
based lenders are working with loan processing systems or other vendors that can help to imple-
ment APIs and structure the information for underwriting review. They have also stepped up
coaching and education initiatives to build trust and encourage applicants to authorize electronic
feeds wherever possible. However, due to concerns about both customer acceptance and data
coverage, mission-based lenders typically maintain back-up options to use downloaded or paper
bank account records in their loan processing workflows. As lender and customer comfort levels
evolve, the extent to which such back-up systems continue to be used or not could become a
major driver of efficiency benefits.

Mission-based lenders faced a number of issues in evaluating which aggregators to work with,
including the number of banking institutions that aggregators can link to, pricing structures, cus-
tomer service, and reputation, among other considerations. No aggregators offer perfect coverage,
especially when mission-based lenders’ customers use very small community banks that are less
likely to have online platforms and aggregator connections. Smaller lenders have found aggregators
that offer "pay as you go" pricing tiers with no required minimums to be friendlier and more acces-
sible, though aggregator costs can still be a barrier. Lenders that use lending platforms to manage
multiple types of data in underwriting may also be limited in which aggregator they work with
depending on preferred vendor integrations.

As described earlier, setting up a direct connection with an aggregator requires a certain base-
line level of engineering, coding, and technical expertise. Lenders must generally configure an API
connection to the aggregator and—if they are not working with an APlI-compatible loan operating
system or vendor already—set up an application to ingest, manage, and store data. Many CDFls
and MDIs do not have teams of software engineers or developers on staff, and must turn to
other vendors to execute this. As one intermediary described it, “Vendors essentially need to build
consumer-grade interfaces for [very] small lenders to be able to use them. Although aggregator
products tailored to smaller lenders are increasing, mission-based lenders who worry their servic-
ing calls will not be prioritized due to their scale find it helpful to have an experienced vendor to
help with troubleshooting and support.

As discussed further in Section 4, organizing transaction data to permit financial analysis requires
underlying technology support. While the content of electronic cash-flow data feeds is similar to that
provided by paper-based statements, digitally and even automatically categorizing and structuring
the information greatly increases its utility. This is particularly relevant when lenders decide to look at
longer time frames than they did when reviewing paper statements. Small businesses can have hun-
dreds of transactions in a single month, so categorization is important to facilitate detailed analyses of
income, expenses, and other patterns. Some aggregators and vendors offer transaction categorization,
distillation of particular variables, and other processing services, but lenders that decide to process the
full snapshots on their own must develop processes for analyzing the data.

When replacing traditional bank statement requests with an electronic cash flow connection,
lenders may also run into concerns about customer data permissioning and impact. While the
lenders we talked to mentioned that customers have become more familiar with and trusting of
data aggregators particularly post-COVID, sometimes they must still provide substantial informa-
tion and coaching. Many lenders hear concern and hesitancy from customers about giving a third
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party permission to access their bank accounts, especially those that have experienced fraud. As
one lender described, "It requires a tremendous amount of trust from the borrower not only in the
lender but also in [the aggregator]. Being required to grant full digital access across multiple bank
accounts with up to one or two years of data and/or providing continuing access over the life of
a loan may also feel intrusive and impersonal to some customers. Submitting data online for the
lender's interpretation and analysis constitutes a significant change from discussing transactions
and business finances on paper during face to face conversations with a loan officer.

Lenders that faced skepticism from customers about authorizing data access found that clear
communication and coaching were helpful in addressing these concerns. Since mission-based lenders
often have a loan officer or financial coach assist small businesses in preparing their loan applications,
they are able to use that personal relationship to provide information about why they are asking for
electronic cash-flow data, and how it will help the borrower get access to capital. Lenders emphasized
the importance of transparency in building trust, explaining clearly to applicants what transaction
data they need and exactly how they will use it. They also found it helpful to explain the benefit
to the customer up front—such as a higher chance of loan approval, a faster decision, a higher loan
amount, or access to a revolving product such as a line of credit.

Lenders are also very intentional about when in the application process they seek permission
to access account data, both to reduce paperwork burdens and to account for potential privacy
sensitivities. For instance, some non-bank CDFIs have structured their programs to conduct initial
screens based on information supplied by the applicant (including information about revenues
and recurring obligations) and credit bureau information (usually a “soft pull,” which will not affect
the applicant’s credit score), seeking permission to access electronic bank account information
only from those applicants who pass the initial screen. Lenders also differ in the amount of cash-
flow information they require, depending on loan size, applicants’ risk profiles, and whether they
are repeat customers.

One lender found that these techniques helped to increase authorizations from under 20 percent
to above 50 percent over time. Other lenders report that the percentage of loans involving electronic
bank account data pulls has increased to as much as 75 percent. As open banking continues to become
more ubiquitous, lenders expect that borrowers will have fewer hesitations about sharing their data
to obtain a loan.

Some stakeholders have also suggested that mission-based lenders may face lower resistance to
cash-flow data permissioning from loan applicants than other lenders, due to the deep relationships
they develop with their customers. Additionally, underserved small business borrowers typically face
denials from other financial institutions, so when mission-based lenders are willing to work with them
to offer access to affordable capital, it generates goodwill and trust that may translate to willingness
to share data.

Another factor for lenders to consider in implementing open banking integrations is how to
ensure that full data is captured from all of the applicant’s relevant accounts. Lenders sometimes
have to provide additional coaching to ensure that applicants link all critical deposit accounts so
that the lender can confidently assess aspects such as profits, savings, revenue, liquidity, debts, and
payroll. When applicants have multiple bank accounts across multiple institutions, aggregator con-
nections and data processing can get more complicated to navigate.
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BOX7 WORKING WITH INFORMAL, CASH-BASED BUSINESSES

Many mission-based lenders receive applications from informal, cash-based businesses—especially businesses
that start as side-hustles or income supplementation—that either do not have bank accounts or tend not to run
all of their inflows and outflows through their accounts. (See Section 4 for more discussion of commingling both
personal and business expenses in the same account.) Lenders often view such situations as coaching opportuni-
ties and emphasize the importance of creating account and tax documentation to business owners so that those
income streams can be accounted for in underwriting.

While most lenders will not consider income streams that are not documented through bank account or tax
records, at least one CDFI we interviewed has experimented with offering smaller loans based on applicants'
stated financial information and credit report data because it did not want to categorically deny access to credit
to less formal businesses. The lender continues to require the provision of bank account data for larger loan
requests. Some lenders noted that consumers' increasing adoption of new electronic payment channels is push-
ing more businesses to establish transaction accounts to be able to accept more types of payments.

Even when lenders establish open banking integrations and customers authorize data access,
there will still be edge cases that result in poor data coverage and quality. In addition to coverage
limitations for some community banks as described above, there can be sporadic issues with con-
nection breakdowns or limitations imposed by data sources. Aggregator connections also cease to
work after an applicant changes their username or password with their financial institution, which
can become a concern for lenders that require an ongoing connection to customers’ accounts.

Based on these considerations, most lenders we interviewed are continuing to allow borrow-
ers to share bank statements manually for at least some loan products. While lenders discourage
applicants from doing this (for instance by emphasizing that it slows down underwriting) and may
limit product or loan amount eligibility accordingly, manual submission generally remains an option
when applicants refuse to authorize data access, financial institutions share fewer months of data
than required by the lender, or there is a temporary APl issue. Lenders believe this flexibility helps
to advance their financial inclusion goals, but it does have tradeoffs since maintaining multiple
systems creates additional organizational costs and can lead to complications if lenders want to
access information from loans underwritten based on paper documentation for backtesting and
future analysis. For lenders that want to progress rapidly in digital adoption and scaling their loan
volumes, these dynamics raise questions about where exceptions to their digital processes consti-
tute a substantial efficiency drag.

Although some very small mission-based lenders have decided not to proceed with open
banking integrations at this stage of their development, most of the mission-based lenders that
we interviewed reported that establishing connections with data aggregators produced effi-
ciency gains and improved experiences during the application process. They also point to positive
feedback from applicants and loan officers who no longer have to manage the collection and
processing of paper bank statements. Section 4 details how lenders are using electronic cash-flow
data in their underwriting processes, and Section 5 and Section 6 discuss broader issues regard-
ing working with lending platforms and other technology vendors and managing change within
lenders’ organizations.
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Underwriting analysis

INCORPORATING ELECTRONIC CASH-FLOW DATA
INTO UNDERWRITING PROCESSES

The manner in which MDIs and CDFls are incorporating electronic cash-flow data into their
underwriting processes depends on their prior history, current capacity, and future goals. Use cases
are also shifting over time as lenders progress from simpler applications of the data to more compli-
cated ones. For instance, lenders that have long used financial statements or tax returns primarily as
a means of determining loan size for small businesses may switch to using electronic bank account
data for the same purpose without making substantial adjustments to their other processes or cri-
teria. Other lenders are seeking to develop programs to serve younger, smaller businesses for the
first time, with electronic cash-flow data integrated as a core part of the underwriting from the
beginning in order to make the economics of the program more efficient.

Interviews suggest that most mission-based lenders that are using electronic cash-flow data feeds
are working with loan processing platforms to analyze the data and manage other aspects of under-
writing and originations. Some lenders may migrate to such platforms as part of an initial move away
from manual underwriting processes, while others have been working with such systems for several
years as discussed further in Section 5. While many mission-based lenders lack the data and analytical
resources to build automated predictive scoring models that incorporate cash-flow information—
including potentially even machine learning models—some have partnered with vendors to do so or
have interest in building such models over time.

The fact that mission-based lenders are starting from different places and moving at different
paces toward larger changes in underwriting inputs and processes creates a variety of practices
as described further below that will likely continue to evolve over time. Even where lenders are
focused on relatively small adjustments in the immediate term, it can be helpful for them to con-
sider how best to lay the groundwork for larger future changes.

How mission-based lenders are using electronic cash-flow data in underwriting

One of the most common uses of cash flow data among lenders we interviewed was to determine
borrower capacity to repay and to size loan amounts. For example, where lenders are calculating met-
rics such as debt to income (DTI) ratios or debt service coverage ratios (DSCR) based on tax returns,
financial statements, or paper bank statements, they may begin using electronic feeds to help gen-
erate the same or similar metrics. To perform this analysis, lenders often categorize account inflows
and outflows to evaluate the business'’s net capacity to make monthly repayments on a new loan. For
instance, to determine loan affordability, some lenders calculate DSCR as a measure of the business's
available cash flow to pay its debts, along with other recurring business expenses. The DSCR ratio is
based on the determined revenue calculated from account records and debt amounts as reflected in
credit reports or transaction account records.
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Some lenders also use transaction history to create their own longitudinal picture of the business,
calculating average monthly deposits and debits and average cash ending balances. Other lenders
consider average daily, weekly, or monthly balance amounts to determine whether the loan product
is appropriate for the cash-flow volume and size of the business. Several mission-based lenders we
interviewed also evaluated longer-term trends in business revenue to determine whether the busi-
ness was shrinking or growing. For example, three consecutive months of declining revenue would
affect the assessment for a non-seasonal business.

A second common use of electronic bank account data among the lenders we interviewed was to
evaluate whether and how applicants had managed past periods of instability or insolvency. This is
similar conceptually to what lenders often look for in credit bureau data and credit scores that focus
heavily on the repayment of past debts. In the cash-flow context, common metrics include a count
of low or negative balance days and account overdrafts or not sufficient fund (NSF) events. However,
while many mission-based lenders consider such history as part of underwriting, they vary as to how
they factor it into their decision-making. Some apply a policy to decline applications if the average
number of negative balance events exceeds a set threshold, which may range from 1to 3 depending
on the particular lender, while others consider such incidents as part of a broader risk model or qual-
itative eligibility analysis. Some lenders also consider evidence of use of merchant cash advances or
other high-priced products in evaluating applicants’ financial capacity and stability.

BOX8 ABILITY VS. PROPENSITY TO REPAY AND THE FIVE ('S OF CREDIT UNDERWRITING

Lenders apply a range of approaches in determining whether to approve credit applicants, how much credit to
extend, and what pricing to offer. At a minimum, the process often involves assessments of both the applicant's
ability to repay (e.g., available resources to meet new loan payments in light of other obligations) and propensity
to repay (e.g., character and past history of repaying debt). Other factors that can affect lenders’ assessments
include: whether the loan is secured by assets or guarantees that could be used to cover defaults, whether the
borrower is contributing resources of their own (such as a down payment), the terms of the loan, the intended
use of loan proceeds, and general economic conditions. The relevant factors are sometimes grouped together
and described as the 5 C's of underwriting: capacity, character, collateral, capital, and conditions.

Information in credit reports and electronic bank account data can potentially be used to assess multiple crite-
ria. For example, credit scores are generally thought of as predicting borrowers' propensity to repay, based largely
on their past history of paying credit obligations, but credit reports can also help lenders determine the extent
of applicants' current debt obligations for purposes of assessing their capacity. Electronic bank account data can
provide information about capacity as reflected by income, recurring obligations, and balances/reserves, as well
as the applicant’s history of payments and financial stability or volatility.

Some mission-based lenders are starting to move away from the 5 C's formulation by dropping or de-
emphasizing elements that they are concerned may disadvantage historically underserved populations or adapt-
ing them to new data sources and alternative approaches.®® However, they typically maintain some framework
to assess applicants’ ability and propensity to repay a loan.

A number of lenders have decided to rely on bank account data or tax returns in lieu of tra-
ditional financial statements for loans below certain size thresholds. With regard to credit reports
and scores, some of the lenders we interviewed have decided to stop using traditional credit scores
as part of their underwriting processes because of inclusion concerns. In such cases, however, they
do still check credit reports for past history of bankruptcies, substantial past-due debts, or other
factors that may indicate that the applicant is in financial distress and would be unlikely to repay
a new loan. Other lenders consider credit scores where they are available. Some have set minimum
score requirements, often in the low 600s, and in some cases have reduced the thresholds over
time as they grow more confident with regard to loan performance. Some are also willing to make
loans to applicants who may have so little traditional credit history that they cannot be scored
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using the most common scoring models. Relying on cash-flow data and history in such cases allows
lenders to extend credit to small business applicants that they would not have approved using past
underwriting criteria, and lenders hope to expand loan sizes as they get more experience. In cases
where applicants do not qualify for loan products under these criteria, several lenders offer smaller
credit building loans with more flexible underwriting thresholds that they often partner with more
hands-on technical assistance. The objective is to grow the borrowers’ credit history and cash flow
so that they can qualify for larger small business loan products in the future.

The processes used to conduct these analyses vary substantially based on the particular lender,
product, and platform in question. Lenders that still rely substantially on manual processes often
have loan officers or other employees heavily involved in reviewing the cash-flow data. Lending
staff may interview applicants for additional context, compute key metrics, and then put together
a loan packet that documents all of the information they have reviewed. The loan packets include
a proposed decision to a senior loan committee based on both financial analyses and in some cases
subjective judgments. Other lenders are increasingly moving to rules-based credit policies and more
automated analytical processes. In such systems, platforms may calculate particular metrics and
apply particular rules according to a scorecard, permitting faster processing for applications that
clearly meet or fail core lending criteria. Employees can then focus most of their attention on appli-
cants that fall in the "messy middle," that would require a deviation from the standard criteria, or
that lack fully automated data feeds, while performing streamlined validations of more straightfor-
ward applications. For these lenders, the role of the loan committee often changes to concentrate
on functions such as adjusting the standard underwriting criteria in the first instance, approving
new pilot programs, reviewing applications that exceed certain size or risk thresholds, or focusing
on exceptions to standing policies. Many CDFlIs no longer have loan committees comprised of board
members or outside experts—a past practice that used to be almost universal.

FIGURE4 EVOLUTION OF LENDING SPEED AND VOLUME VS. RISK MANAGEMENT IN UNDERWRITING

UNDERWRITING RELATIONSHIP-BASED UNDERWRITING PREDICTIVE MODELING
APPROACH AND Manual underwriting often Moving to more heavy reliance  As predictive credit risk models
RISK MANAGEMENT  incorporates soft information  on rules-based systems can get more sophisticated over

from community knowledge. increase consistency but time and data inputs grow, their
It can build trust and loyalty leaves less room for soft margin of error decreases. The
among borrowers, potentially information. Where historical lender learns how to manage,
increasing likelihood of data are limited or conditions maintain, and update models to
repayment. are changing, there may be adjust for ongoing risk.

trial-and-error periods as
lenders refine their criteria.

LENDING SPEED SLOW AND SMALL FAST AND LARGE
AND VOLUME Loan processing takes weeks Loan processing uses some Loan processing can be nearly

with multiple manual steps. automated analysis but may instantaneous as it is based on

Loan volume is limited in still include some manual automated credit risk analysis

part by the number of loan elements. Reviews and models. Manual underwriting

officers and underwriting sign-off by lending staff is reserved for exceptional

staff. Sometimes a loan may be intensive as they cases, and review processes

committee reviews and test and revise new systems. are more standardized.

makes decisions on individual Where underwriting criteria Application pipelines and

loan applications. are changing, lenders may liquidity are the major
constrain the size of their constraints on loan volume.

pilot programs as they
evaluate performance.

Data Source: FinReglab; based on analysis of interviews
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While not yet common, some mission-based lenders have developed or aspire to develop sophis-
ticated predictive models incorporating cash-flow data, credit bureau information, and other inputs
to allow automated decision-making for the full range of applicants. Due to data, technology, and
resource constraints, however, mission-based lenders typically must work with vendors to develop
and implement such systems. While some mission-based lenders aspire to move toward such systems
over time as a way to scale their programs and compete more effectively with higher-cost online
lenders, other mission-based lenders are more hesitant due to capacity constraints, skepticism about
the efficacy of automated systems to replicate loan officer judgment, and concerns about potential
bias and exclusion risks. Part 3 further discusses broader debates about scale and automation.

Benefits of cash-flow data in underwriting

As they accrue more performance data, mission-based lenders are continuing to evaluate the
extent to which using electronic feeds of bank account data can substantially improve their ability
to predict loan repayment by riskier applicants relative to more traditional information sources.
As discussed in Section 3, many lenders note the potential advantages of the information relative
to tax returns and financial statements, given the risk that such documentation may be stale or
incomplete particularly for younger and smaller businesses. However, they are continuing to assess
the utility of the data relative to traditional credit reports and scores as they get more experience
with new programs and initiatives. Future FinReglab empirical analyses will probe these issues in
greater detail.

Similar to the impacts discussed in Section 3 with regard to data intake, lenders also highlighted
productivity and efficiency gains from moving away from manual analytical processes by adopting
platforms that can process electronic feeds of bank account information, credit bureau data, and
other sources. Reducing the amount of time loan officers spend on data entry and computing basic
metrics allows the lenders to respond more quickly to customer applications. When integrating
cash-flow data with loan processing platforms, lenders saw application to closing timelines shift
from over 100 days to just two weeks or from several weeks to a few days, depending on what
other data inputs the lenders required, the degree of automation, and the lenders’ technological
capacity throughout the rest of the lending process.

Adopting platform technologies for underwriting also allowed employees to process more appli-
cations and to shift time to "high-touch,” strategic, and forward-looking activities, such as evaluating
edge-case or complex applications, providing financial coaching and technical assistance, and iden-
tifying ways to better serve the existing customer base. One MDI expressed excitement about “no
longer having board members reviewing stacks of paper loan files

Cash-flow data and digitized lending workflows can also drive product innovation. For instance,
mission-based lenders are relying particularly heavily on open banking connections and supporting
platforms when launching revenue-based lending products and lines of credit. These products are
much more difficult to manage with manual bank statement processing and less sophisticated plat-
forms that do not easily support additional financial checks as borrowers make repeated draws over
time or changes in payment amounts as revenues fluctuate. Among lenders we interviewed, we
observed experimentation with various alternative credit products, including industry-specific lines
of credit tailored to businesses with steadier or more predictable cash flows, customized repayment
and amortization structures, and short-term lines of credit that convert into term loans. Technol-
ogy and standardized processes can lower the infrastructure costs to set up new products in agile
and iterative ways that allow for testing and feedback. For instance, one lender experimented with
tailored DTl and DSCR thresholds for different loan size tiers. Having access to real-time cash flow
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and loan performance metrics through integrated loan platforms facilitated the analysis of these
adjustments on loan approvals and initial performance. Lenders can then refine requirements over
time as they get feedback from application and loan outcomes.

BOX9 LINES OF CREDIT, REVENUE-BASED FINANCING, AND OTHER PRODUCT INNOVATIONS

Mission-based lenders have historically tended to offer small business borrowers long-term installment loan
products with flat monthly payments. Such loans are relatively easy to administer, but are not always appealing
to businesses who want shorter-term, open-end products that allow them to make repeated credit draws as their
needs evolve and/or would prefer flexibility on payment amounts as revenues ebb and flow. As mission-based
lenders have seen the impact of high-cost lines of credit and revenue-based products such as MCAs on their
local communities, many believe that diversifying their product offerings is a critical step toward increasing the
effectiveness of their lending programs.

Access to electronic cash-flow data and more sophisticated technology platforms help to facilitate product
innovation by facilitating faster information access, automating analyses, and executing payment adjustments
over time. Without strong infrastructure, lines of credit and revenue based products would be burdensome to
administer for both lenders and borrowers due to the need for repeated information updates and adjustments
to payment amounts.

Mission-based lenders are also working to ensure that their loans' features and terms are sustainable and
responsive to businesses' needs, while also managing the lenders' risks as they gain more experience with the
new structures. For lines of credit, some lenders are offering grace periods or interest-only repayment periods for
a specified time before repayment begins. Some lines of credit are evergreen, allowing entrepreneurs to tap into
them as needed, while others convert to term loans with amortization after a specific time.

Revenue-based finance, either in the form of loans or equity, has also been gaining traction among mission-
based lenders seeking to offer alternatives to structures such as merchant cash advances. While such offerings
were rare among mission-based lenders prior to the pandemic, more than 20 CDFIs are now offering some form
of revenue-based loans.?” Some lenders structure payments as a percentage of revenues for a specified period
(generally under 10 percent monthly) with a cap usually set at 1.5 to 2 times the loan amount. While these share
structural similarities with MCAs, they are designed to be non-extractive and to support the growth of the
business by capping payments at a level that is not excessively high during poor revenue months or dispropor-
tionately large during particularly good revenue months. They also typically require weekly payments, whereas
many MCAs and other revenue-based or factoring products extract payments on a daily basis or even multiple
times per day. By aligning repayment with business performance, these loans are designed to provide a more
flexible and sustainable financing option for small businesses.

Other lenders are focusing on installment loans for relatively short terms (sometimes 12 to 24 months) that
also require payment on weekly or biweekly schedules. They report that many borrowers find it easier to budget
for smaller but more regular "bite sized” loan payments. Customers often select the day of the week for the pay-
ment up front, which gives them flexibility based on their specific business needs and operational cycles. Weekly
payment terms also provide the lender with additional insights on loan performance, as there is an early warning
signal on missed payments. While these payment terms do not constitute revenue-based financing, some mission-
based lenders may still refer to these as “revenue-based” programs since they are more responsive to the weekly
cash-flows of businesses.

Some of these product innovations are better suited for certain small business industries or verticals and may
require new partnerships to be viable. For example, some lenders are finding that revenue-based financing is a
natural fit for businesses with swipe-based payments and revenue that fluctuates over short time periods, but
emphasize the importance of partnerships with payment processing platforms such as Toast to maintain visibil-
ity into payment flows as a strategy to reduce risk.
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(onsiderations and challenges for underwriting and loan processes

Incorporating electronic cash-flow data into mission-based lenders' loan processes is often part of
broader initiatives to adjust underwriting analyses and criteria. Depending on the goals and scale of
the particular initiative, mission-based lenders must make major decisions about new underwriting
standards along with technology selection and implementation, as discussed further in Section 5.

Mission-based lenders that are seeking to deepen their analysis of electronic bank account data
as part of underwriting have to consider factors such as: developing new processes to categorize
transactions and distill data insights; determining the extent to which lenders focus on entrepre-
neurs' finances in addition to their business; and managing limitations in historical data and analytical
resources. Depending on how they are seeking to use the data, lenders are learning to dig more deeply
into transaction records in a variety of ways:

» When lenders are relying on bank account data to assess small business revenue as a substi-
tute for information that might otherwise be derived from tax returns or financial statements,
some categorization and analysis of account deposits is required in order to separate out sales
receipts from account transfers, loan proceeds, and other non-revenue sources. However, the
resulting information can potentially be incorporated into metrics such as DTl or DSCR with
relatively few other process or criteria changes. One potential challenge for lenders is deriving
useful insights from transaction data across various small business industries, which can vary
significantly in their cash-flow profiles. It may take time and experimenting to understand
what different account transactions mean for different industries, and how they should fac-
tor into cash-flow analysis.

» Bank account transactions can also provide insights on a broader range of recurring expense
payments than credit bureau data can, because bureau data is often limited to payments on
loans, leases, and credit cards rather than items such as rent and utilities. However, capturing
these insights requires additional transaction processing, and while the bank account history
can show amounts that have been paid, it does not reflect what is owed or past due. There-
fore many lenders are continuing to rely on credit report data where it is available to measure
debt loads via metrics such as DTl or DSCR and to evaluate applicants’ repayment history at
least for the short term. Over time, lenders may develop more detailed analyses of recurring
and variable expense patterns in bank account data.

» How to factor in low balance, negative balance, and overdraft or NSF events also requires
careful analysis, as the data elements captured may vary depending on individual banks'
information systems. In addition, the frequency of events can be affected by differing bank
payment processing policies. For example, when an account balance is low and several trans-
actions occur on the same day, applicants may have a different number of overdraft or NSF
charges depending on whether their banks process the largest or smallest transactions first.

Lenders differed on how frequently loan officers follow up with individual applicants throughout
these calculations and analyses. Some routinely have loan officers conduct follow up conversations
with applicants. These conversations are often part of assessing what type of loan products may best
meet their needs, obtaining a global view of the business owner's finance, and seeking clarity where
applicants have commingled personal and business finances in a single account (see Box 10). Others
only reach out to applicants in the case of particularly unusual patterns or commingling issues, but not
on a routine basis. Some lenders expect their practices may change as they gain greater experience
with electronic cash-flow data and supporting technologies.
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BOX10 COMMINGLED FINANCES AND CONSIDERATION OF GLOBAL VERSUS BUSINESS FINANCES

One consideration for mission-based lenders looking to incorporate cash-flow data into underwriting is
whether and how to analyze the finances of a small business owner versus the business itself. While it is gener-
ally a good accounting practice for small business owners to separate their personal from their business finances,
for smaller startups and sole proprietorships outside sources of income and personal assets may be relevant in
underwriting a business loan.

Where business owners are routing both personal and business transactions through the same account, it may
present a challenge for lenders working to develop more sophisticated or automated analyses of small business
applicants' bank account data. Transaction data can be messy and difficult to interpret when personal and busi-
ness activities are not separated. One lender stated, "Often bank accounts are a mixed bag of information across
personal and business accounts, with transfers being made willy-nilly. It is hard in those instances to see what
the trends are."

In such cases, some lenders work with the applicant to classify transactions manually before proceeding with
underwriting. Others have a policy of not extending loans until business finances have been separated and a
minimum business account history has accrued, but treat such situations as a moment for coaching and rela-
tionship building. One lender stated, “When our loan officers see a lot of commingling of personal and business
finances in the [account] data, they recommend a coaching session before moving forward with the application
to help them become [eligible for small business loans].” Another lender used its financial courses to teach the
importance of separating personal and business banking up front, coaching participants to shift their business
activities to strictly business accounts before participants might apply for funding. Most lenders also require
borrowers to have a separate business checking account to disburse funds into, so coaching smaller businesses
that have been using their personal accounts can help get them ready to access capital later.

While separating the two pools of finances is helpful, some lenders believe that understanding business owners'
personal finances can assist in underwriting loans to smaller, younger companies. For example, having visibility into
personal financial inflows and obligations may be particularly important for “side hustle” businesses where the entre-
preneur has other sources of income. However, other lenders focus strictly on business transaction account data.
They view teaching owners to separate their finances and building a self-sustaining business as an important best
practice, and in some cases cited discomfort about consideration of income from spouses or relatives in a household
who are not co-borrowers. To the extent that lenders consider a global view, they may take a variety of approaches
based on personal account records, owner interviews, and other data sources, for instance by considering global debt
coverage or assessing what “wages" owners need to be paid from their business to cover personal expenses.

Whether they focused on global finances or just business flows, the mission-based lenders we interviewed
emphasized the importance of considering both revenues and expenses. Some emphasized that this is an import-
ant distinguishing characteristic of their underwriting approach relative to companies that provide merchant cash
advances and some other revenue-based products that are underwritten based largely on income flows only.

Although many mission-based lenders rely on aggregators and vendors in their underwriting
processes, they often still lack sufficient historical data to test which variables are most effective in
underwriting their specific customer bases. This issue is most severe where mission-based lenders
are launching a new program or product, since they may not have any historical data at all. But even
in cases where lenders have historically required applicants to provide paper or PDF bank state-
ments for more limited purposes, lenders may not have retained the information in formats that
easily permit a backwards looking comparison to test the potential for new underwriting criteria to
better predict loan performance.

As a result, absent special funding for loan loss reserves and particularly when starting brand new
programs, many mission-based lenders start quite small and work incrementally, waiting to obtain
loan performance data over time before substantially expanding the scope of their operations. To the
extent that lenders are working to develop shorter-term loan products, performance data will accrue
more quickly over successive generations of loans. However, for traditional installment loans that may
last up to five years, full performance evaluations can take substantially more time.
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BOX11 DEVELOPING HIGHLY AUTOMATED DECISION-MAKING MODELS

As discussed in Section 4.1, many mission-based lenders are seeking to use automation to streamline the
processing of applications that are clear cut acceptances or rejections under their lending policies, but believe
that personal interaction and evaluation is critical for applications in the middle. A smaller group is focusing on
developing predictive models that can be used to automate analysis and decision-making for their full spectrum
of applicants, including in some cases use of machine learning models.

Developing such models can be difficult for individual mission-based lenders due to several challenges, includ-
ing both limited analytical resources and the fact that many lenders do not have a large pool of historical
application and performance data for use in building and testing models. Working with vendors or secondary
market initiatives that pool data across lenders could help to overcome this challenge, despite some variations
in customer bases.

Some lenders are also hesitant due to skepticism about whether an automated system can replicate human-
based interaction, judgment, and risk management for their customer segments, in addition to concerns about
managing bias and other risks in automated systems.

At the same time, larger mission-based lenders are increasingly recognizing the value of their historical data
and the potential benefits of being able to deploy faster and more sophisticated analytics to evaluate changes in
market and loan performance and new products and parameters. A handful of lenders already use sophisticated
modeling regularly in decisioning, account monitoring, and relationship management. Some are just beginning to
test and deploy machine learning models, which can potentially identify more nuanced data patterns but can
be more challenging to manage and explain due to complexity and other factors. Other lenders expect to make
decisions about whether to invest in developing more sophisticated analytical models at later stages of their
evolution, after implementing smaller changes and testing less complicated underwriting systems.

BOX12 THIRD-PARTY CASH-FLOW SCORES AND ATTRIBUTES

One option for lenders that do not want to develop an individualized predictive cash-flow model (by them-
selves or in conjunction with a vendor) is to consider purchasing derived attributes or a score developed by a
third party. Most of the nation's largest credit bureaus and data aggregators have started offering attributes
distilled from bank account data, and a growing number of companies have created cash-flow scores to predict
applicants' propensity to repay new loans. For instance, UltraFICO and VantageScore 4 Plus combine traditional
credit bureau data with bank account information, while Prism's CashScore and Nova Credit's NovaScore Cash
Flow (also called Cash Atlas) are based solely on bank account data.®®

However, these scoring products are focused primarily on consumer credit and have not been specifically
tested to date in the small business context. In this respect they are similar in concept to personal credit scores
based solely on traditional credit bureau data, which small business lenders frequently obtain for business own-
ers and rely upon as part of their underwriting processes. Some mission-based lenders also reported the costs
and pricing structures of some of these new scoring products can make them difficult to access, particularly
where they are already paying for traditional credit reports and scores. The Credit Builders Alliance recently
announced an initiative to pilot VantageScore 4 Plus with some of its CDFI members to study its application in
consumer underwriting, especially for underserved and "thin file" consumers, providing a $10,000 grant as well
as technical assistance.®®
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As suggested in Section 3 and Section 4, selecting vendors is a critical step for mission-based
lenders transitioning to the use of electronic cash-flow data and lending technology to increase the
efficiency and scale of their underwriting processes. Platform adoption decisions can have significant
implications for future lending program efficiency, transparency, and innovation. The following section
outlines important considerations for lenders—both those using electronic cash-flow data and those
relying on traditional data sources—as they select and implement technology platforms. Section 6
focuses on internal change management, including strategic decision making, staffing, and helping
employees adjust to significant changes in processes and systems.

Technology selection and implementation

Whether mission-based lenders are moving away from manual underwriting systems for the first
time or have been working with lending platforms for years, resource and information constraints
increase the stakes of technology adoption decisions. While it is encouraging that the landscape of
vendors and platforms available to mission-based lenders has expanded substantially in the past few
years, having more choices can bring its own complications. Several research reports have profiled
the landscape of technology vendors available to mission-based lenders,¢® but the space continues to
evolve and there is currently no one-stop shop where lenders can obtain up-to-the minute informa-
tion to compare functionality, pricing, and technical specifications across all loan processing vendors.
Some intermediary organizations have started to fill this gap by compiling vendor capabilities assess-
ments as discussed in Section 7, though they may be limited in their ability to offer their findings
broadly and to update them regularly.

The vendor search, selection, and implementation process can also be challenging for lenders
with limited internal technical expertise. In the absence of dedicated technology staff, executives
and loan staff typically help to conduct due diligence and evaluate potential vendors. This can be
an intensive process for staff without engineering or coding skills, as vendor vetting requires out-
lining technical requirements and assessing vendors' claims against their capabilities. Some lenders
we interviewed recalled experiencing buyer's remorse and disappointment after contracting with
vendors and then finding out that the functionality or technical support was much clunkier and less
sophisticated than initially described, in part because they were unable to test the technology or
fully evaluate the implementation specifications at the outset.
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BOX13 FREEPLATFORM ADOPTION DURING PPP

Following the launch of the PPP program during the pandemic shutdown, technology provider Finastra devel-
oped a special software application to facilitate faster program originations. With support from Vista Equity
Partners and outreach through the National Bankers Association and Association of African-American CDFI CEOs
among other channels, Finastra offered to waive all upfront costs to onboard mission-based lenders and other
community institutions onto its loan origination and processing platform so that they could use the software.®
However, the initial cohort of lenders who expressed interest ultimately did not use the technology.

A number of factors complicated adoption, including the fact that Finastra did not yet offer a cloud-based
option that could be implemented remotely during the pandemic shutdown and the need for staff training
and IT infrastructure to use the new system. Although Finastra's offer to waive upfront costs was meaningful
given the cost barriers to technology adoption, the experience underscores some of the broader challenges
that mission-based lenders face in adopting technology, including the lack of in-house technology teams to
manage technology transitions and difficulties in assessing the most suitable technology options for their
needs and capabilities.

Drawing on lessons learned during the shutdown, Finastra was able to complete preparations for launching its
cloud-based platform in 2021, created a subsequent initiative with Vista and the Kellogg Foundation to support
broader technology adoption by a cohort of mission-based lenders, and later launched as a “Total Community
Lending" program that is targeted specifically to CDFIs and MDIs.62 As of 2024, Finastra is actively onboarding
additional mission-based lenders onto its platform. The company is continuing to consider ways to streamline
onboarding and cost structures for new mission-based lenders as it deepens its work with lenders in this sector.

In addition to questions about using electronic bank account data, mission-based lenders face
several key decisions in choosing technologies to support more efficient underwriting and origina-
tion processes generally. These include (1) whether to adopt a comprehensive loan origination system
(LOS) designed to provide integrated support for the entire end-to-end process or to use more spe-
cialized platforms that may provide greater functionality but have to be linked together for data
flows; (2) whether to work with larger vendors that are often better established but not as attuned
to the needs of mission-based lenders or with newer companies that are more flexible and focused
specifically on the mission-based ecosystem but may face capacity constraints; and (3) the extent
to which lenders invest in customizations that may provide greater flexibility or convenience for
their particular operations but require greater time and resources to build out and update.

1. Whether to adopt a comprehensive system: In a vacuum, mission-based lenders we
interviewed would generally prefer a single end-to-end platform that seamlessly supports
all stages of the lending process, and cite the degree of data integration and visibility offered
by such systems as one of their most appealing aspects. However, lenders note there are
often tradeoffs in functionality and cost. One organization representative noted, "One of
the biggest challenges we face is that many of the platforms claim they can handle the pro-
cess from loan originations through servicing, and often they might offer a little bit of each,
but they are usually stronger in one. There's no one platform [that is equally strong] for
everything." Larger, end-to-end platforms are also likely to be more expensive and complex,
presenting larger onboarding challenges. While bigger platforms such as Salesforce may
offer many functions, for instance, they typically require a specialist to understand how to
set up, customize, and then maintain features specific to the lenders’ needs.

In light of these tradeoffs, a number of lenders have decided to seek out separate platforms
for a variety of functions—such as customer relationship management (CRM), finance, loan
servicing, portfolio monitoring, and reporting—and build connections between them as
a means of building a customized “tech stack." For such a system to work well together,
however, it is critical that platforms offer the ability to integrate with each other through
connections such as APIs to allow efficient data flows from one system to another. Lenders
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may also find it helpful to consider creating a centralized data lake or repository to pool the
information from the different systems together. Absent these kinds of data connections,
combining different systems can pose significant efficiency challenges for process flows
and cross-cutting analyses and planning. Lenders report that some platforms that advertise
seamless integration with other tools do not play nicely together in reality, for example by
having incompatible input and output data requirements. APIs and connections also may
take time and resources to build out. While connections are in the process of being built or
where there are glitches, data must often be manually transferred and sometimes modified
to fit the next platform. This interrupts workflows and negates many of the benefits of
automation and nimble data analysis that lenders are seeking to gain from the technology.

FIGURES CDFI WORKFLOW AND CORRESPONDING ROLE OF TECHNOLOGY
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BOX14 CONNECTING TO CORE PROCESSORS AND OTHER LEGACY TECHNOLOGIES

MDIs and credit unions face a particular challenge in vendor selection and integration, as they also have to
consider how any new digital lending platform may integrate with the core processing systems that maintain
their customer deposit accounts and produce financial records. Core processor vendors first developed in the
1960s to 1980s to provide basic systems functionality for transaction accounts and other central financial insti-
tution functions. They tended to be siloed and product-specific, usually run on mainframe computers and local
servers. While their systems have improved in recent decades and some new cloud-based options have emerged,
many banks are still working with processors that have limited capacity for integrations with loan processing
platforms and other vendors. Core processors' lack of support for APl connectivity and restraints on data for-
matting can make implementing new lending programs more difficult, for instance by, forcing the depository
institutions to either manually pull records from their core and transform them to work with the new platforms
or to build custom extensions that are tailored to each vendor's needs.

Some MDIs have been so frustrated by their core processors’ limitations on integrations and other function-
ality that they have decided to search and transition to a new provider—an intensive process that can take
years—before launching small business lending programs that will rely upon electronic cash-flow data. Others
are creating relationships with more technology-forward “side cores” to support new digital banking products
and programs and monitoring developments among international providers as potential future options.
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Whether lenders select a single end-to-end platform or a number of tools that work together
can also impact the ease of accessing data across different teams. Different steps of the
lending process from customer acquisition, to underwriting, closing, repayment, and report-
ing, may be performed by different teams that have distinct purviews, priorities, and data
requirements. Consolidating data into a system that all teams can access and use to pull
customized reports that capture their necessary information saves time and touchpoints
with clients. It can also generate clearer insights that were not easily visible using processes
with disparate information flows. Where lenders have implemented data management sys-
tems such as universal data lakes, data can also easily flow into other platforms being used
across the lending cycle.

. Larger vs. specialized vendors: In addition to deciding what type of lending platform

structure to adopt, lenders face a choice between working with vendors that serve a wide
variety of sectors (such as Salesforce), vendors that serve other parts of the financial services
sector (primarily banks or fintechs), or vendors focused specifically on the mission-based
sector (including larger mission-based lenders that license their platforms to smaller peers).
Prior vendor experience with small business versus consumer lending can also be a differ-
entiating factor.

Established technology providers have more mature systems with robust infrastructure
and testing that supports scale and a variety of use cases. However, these vendors may not
be as attuned to working with smaller, non-bank organizations that often want significant
flexibility and customization to better meet the needs of historically underserved custom-
ers. By contrast, vendor startups that are focusing specifically on the mission-based space
are more familiar with their lending constructs and customer base, and are more willing to
work on customizations. However, they can face staffing and system constraints as they
work to scale their own operations.

Lenders are taking a variety of approaches to this question. Some expressed a preference
for working with more established companies after seeing stories of fintech failures. In
contrast, some lenders have gone out of their way to build relationships with start-up
vendors. Acting as beta testers for younger vendors with new platforms can be a way to
ensure they receive attention and can contribute input on the functionality to meet their
specific needs. At least one lender we spoke to has gone so far as to make investments
into technology vendor start-ups as a means to ensure responsiveness and attention,
though not all mission-based lenders are positioned to adopt this strategy. The lenders
we talked to are working with vendors across the spectrum, and have figured out what
works best for their own circumstances and level of comfort.

. Customizations: Questions about customization strategies often arise after the initial ven-

dor selection phase as implementation plays out. Mission-based lenders that already have
substantial experience with technology platforms have found customization a challenging
topic. While it can help systems work more efficiently for a particular lender or its customers,
there are potential tradeoffs including: additional time and expense required during initial
programming, difficulties with general systems updates where a lender has substantial mod-
ifications in place, and the need to account for heightened transition challenges when moving
from a customized older platform to a newer system. While approaches to this issue vary
widely depending on the context, for these reasons some lenders have consciously decided to
reduce customizations as they adopt newer platforms.
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The cost of vendor services is a key consideration in lenders’ selection decisions and technology
strategies, both the upfront investment required to make initial connections and customizations
and the ongoing maintenance and subscription or service fees. Cost structures vary greatly among
vendors, with some offering sliding scale or pay-as-you-go tiering that allows lenders to adapt
pricing to their needs, and others that have higher base costs but may provide more sophisticated
capabilities. Although the number of vendors specifically catering to CDFIs and MDIs has increased,
many of the vendors operating in this space ultimately have a wider customer set than just non-
profit lenders, and may not offer pricing affordable to mission-based lenders. Lenders also have
to consider the tradeoffs inherent in deciding whether to sign multi-year contracts. While vendors
typically offer steep discounts and price locks for customers to sign two-, three-, or even ten-year
contracts, lenders sometimes face greater front-loaded costs in such arrangements and must weigh
the risk that the provider may not meet their needs several years down the road. Shorter renewal
periods provide greater flexibility to switch providers depending on service levels or changes in
organizational finances but less certainty about future price increases.

For lenders contemplating moves from existing LOS or vendor platforms to new partners, sev-
eral additional considerations come into play. New systems can potentially offer more sophisticated
services that address prior pain points and position the lender to significantly improve customer
experiences, scale, and data integrations. Mission-based lenders facing such choices often start with
greater experience and knowledge of their needs and technological options. On the other hand,
mission-based lenders and consultants that we interviewed emphasized that the challenges of
migrating data and managing related process changes are often more intensive than lenders expect.
For example, as part of transitioning platforms, lenders often have to run both systems concurrently
for at least a few months to allow for fallbacks in case of bugs or issues, and to ensure all data and
processes are transitioning correctly. Consultants who specialize in working with mission-based
lenders through technology migrations report that they often urge their clients to take a hard look
at whether there may be additional functionality in their existing systems that they are not fully
exploiting before going down the path of changing systems. While it is important to not stick with
a legacy system simply because of sunk costs, they emphasize that the organizational costs of
repeated systems migrations can be substantial.

BOX15 VENDOR RISK MANAGEMENT

While selecting technology vendors is a high-stakes decision for all mission-based lenders given the consider-
ations described above, MDIs and credit unions face more formal regulatory expectations under the Bank Service
Company Act and other regulatory guidance. The basic premise of these regulatory expectations is that regulated
entities are free to outsource particular functions but are liable for ensuring that their vendors comply with the
requirements that apply to the primary institution. Banks and credit unions are therefore expected to conduct
both initial due diligence and ongoing oversight of all third-party relationships.

For smaller lenders outsourcing technology functions because of limited internal resources, conducting due
diligence on external technology vendors can be challenging. Some depositories report that they are feeling
more constrained with regard to partnerships in light of the fact that federal banking regulators have prioritized
investigating "banking as a service” partnerships in the wake of issuing new guidance on third-party relation-
ships in June 2023.%2 Banks that partnered with fintechs made up one third of federal banking regulators' public
enforcement actions in 2023, even though they only represent 3 percent of US banks as well as issuing general
guidance and checklists to assist smaller institutions.®* Working with vendors that have contractual relationships
with other banks or credit unions and maintaining clear communications with examiners can be helpful for MDls
and CDCUs in navigating these expectations.

Another consideration for vendor partnerships is the risk of cybersecurity attacks and incidents.®s Accordingly,
discussions about cybersecurity insurance have become more common in the mission-based lending sector. Reg-
ulators are also encouraging smaller lenders to set up comprehensive security programs and to ensure third-party
vendors have cybersecurity controls in place and that connections are routinely monitored for suspicious activity.
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To navigate these choices and challenges, many mission-based lenders are turning to knowledge
sharing and collaboration with peers across the sector. CDFIs and MDIs use both informal and formal
networks (discussed more in Section 7) to build and learn from each others’ experiences. Many of
the executives we spoke with regularly connect with other executives about their technology stacks,
sharing feedback and lessons about vendors they have interacted with. Another common informal
tactic is to use reference checks while vetting vendors to interview other mission-based lenders that
have worked with their platform or tools and learn about challenges they have encountered.

Developing customized platforms

Over the years, some larger mission-based lenders have built lending platforms in-house or with
substantial vendor support with a specific eye toward offering the systems to smaller lenders that
are at earlier stages of development. However, participants report that the dynamics can become
complicated as the organizers of such initiatives have to balance how much time and resources
they want to spend on technology builds and maintenance versus other mission-based activities,
including their own lending programs. They also can run into challenges with the degree of stan-
dardization versus customization that smaller organizations want in their systems.

One of the earliest examples of this approach was the Microloan Management System launched
by Accion Texas (now called LiftFund) in 2007 and made available to other lenders the following
year, at a time when few technology vendors were willing to work with the sector. The MMS sys-
tem provided a platform to allow subscribing lenders to accept online loan applications as well as
underwriting support through an internally developed risk model. LiftFund found that some very
small lenders did not want to standardize their processes to match the platform parameters. Mean-
while, the largest lenders wanted systems that they could customize to meet their own needs. In
response, it changed some of its pricing and system parameters to focus on lenders “in between”
that were looking to grow their programs over time. However, managing upgrades, fundraising and
pricing decisions, and other systems administration tasks became more complicated as technologies
evolved and more vendors began to enter the space. In particular, LiftFund found that the degree
of customization they allowed in the platform made it too burdensome to maintain and upgrade
over time. In 2023, LiftFund shut the system down so that it could focus on its core lending activities
supported by platforms offered by outside technology vendors.¢¢

More recent initiatives have often involved lenders or intermediaries working closely with tech-
nology vendors to build platforms that are specifically calibrated to the mission-based lending
space, with an intent to offer the platforms to multiple lenders. These include lending platform
initiatives by the National Community Reinvestment Coalition's Community Development Fund and
by Prosperity Now working with Credytu and Change Machine.®” The Community Reinvestment
Fund has also launched several platforms for purposes such as facilitating loan reporting and sales,
using electronic cash-flow data for portfolio monitoring and various other purposes, though these
initiatives are not focusing on underwriting at the current time.®® However, initiatives to develop
technology platforms specifically for mission-based lenders have also faced challenges meeting the
needs of lenders that vary significantly in their technology sophistication, talent, and interest and
openness to change lending practices. This is discussed in further detail in Section 7.
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An early focus on strategic decision-making and change management can be critical to the
success of technology and data initiatives. Mission-based lenders we interviewed underscored the
importance of defining organizational needs and goals clearly at the outset of initiatives, adapting
internal processes to effectuate mission goals, and assisting employees in adjusting to new ways of
working. Without intentionality and leadership on these topics, they cautioned there is a risk that
technology solutions start to dictate lender processes and program parameters instead of the other
way around. Keeping the focus on an organization's long-term goals can also be helpful in structur-
ing smaller initiatives with an eye toward facilitating later projects.

Many of the mission-based lenders we interviewed emphasized the importance of developing
a clear vision for their small business lending programs and implementation planning that extends
beyond technology itself. Having a good understanding of the status quo unit economics is also
critical in order for leadership to effectively determine priorities, sequence incremental changes, and
gradually maximize staff focus on activities that require human judgment while automating others.
Some lenders completed process mapping exercises to outline their current processes, policies, and
procedures across teams and identify opportunities to optimize workflows and improve customer
service, efficiency, performance, and inclusion before turning to technology needs and prioritization.
These exercises also helped lenders identify internal improvements that did not necessarily require
technology upgrades and sharpened their vetting and communication processes with vendors. As
one lender put it, “Technology doesn't come first—it is there to help you deliver your vision, it alone
is not your vision/

These approaches are also helpful for assessing whether there are ways to lay the groundwork
for longer-term initiatives. Such analyses can be particularly important in thinking through how to
organize and retain data that may be valuable for future initiatives. For example, where lenders are
focused on calculating fairly traditional metrics in the immediate term but want to explore underwrit-
ing improvements over time, it can be helpful to develop data retention and formatting practices early
on to expedite subsequent testing and analysis. As discussed in Section 5, some lenders are beginning
to give thought to constructing data repositories that help them connect information from different
systems to help with analysis, reporting, and systems improvements across a range of functions.

Managing the human side of process and technology changes is also important. This includes identi-
fying the full range of internal stakeholders that will be affected by potential changes in data, technology,
and workflows. Overhauling lending workflows, embracing automation and innovation, decentralizing
decision-making, and experimenting with new underwriting policies can trigger a range of reactions
among employees, from enthusiasm and excitement to skepticism and concern about overload, and
even resistance or fear. Lender interviews revealed that addressing staff concerns, maintaining strong
communication channels, and building buy-in are important to navigate these responses to change.
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While some staff may be excited about the efficiency and productivity benefits from technol-
ogy transformation, others may feel reluctant to change given the resources required to learn new
systems and processes. Unless they are standing up a new lending program, lenders have existing
systems and workflows that staff are accustomed to and feel comfortable operating. Implementing
new technology requires investments of time and human resources for training and skill-building.
Since mission-based lenders are typically lean non-profit organizations, lending staff are likely to be
performing multiple roles and functions at once with high workloads. Therefore, staff may feel wary
of balancing these new demands with ongoing operations and can sometimes feel overwhelmed
about finding the capacity to learn and test new systems and technological tools.

Shifting to digital approaches requires changes in mindsets, workflows, and customer communica-
tion that will inevitably impact the organizational culture. If all teams are not involved in the build out
of a new process or technology, some may develop concerns about whether parts of their functions
will become more difficult. For example, if financial teams access certain performance metrics on a
monthly or quarterly basis for reporting, they may be concerned about how new systems will impact
their ability to easily compile all of the relevant data. In addition, mission-based lenders tend to have a
strong customer-centric culture that prioritizes meeting customers' needs through face-to-face inter-
actions and bespoke solutions. Migrating to more standardized and automated processes that have
fewer or different touchpoints with clients and allow less room for one-off policy exceptions may lead
to resistance from lending staff. The cultural shifts associated with technology adoption and scale are
addressed in further detail in Section 10.

Mission-based lenders have by necessity navigated these challenges using approaches that
balance technological advancement with their organizational cultures. Successful change man-
agement requires strong leadership, and the most successful cases we observed involved execu-
tives championing innovation and driving technology initiatives forward with significant personal
investment. Leaders that lay out a clear strategic vision for the future of the organization can bring
along other leaders, staff, funders, and boards to support organizational innovation and learning.
It is important for leaders to articulate the mission impact of the initiative and the long-term pay-
offs. Leadership also goes beyond the initial implementation phase, when the new technology is
still “shiny," to overcome the real hurdles that may come up later.

Lenders also emphasized the importance of fostering engagement and buy-in at the ground level.
Rather than just the loan originations team or a central technology-focused team championing and
piloting new platforms and underwriting methods, it is often critical to involve multi-disciplinary
teams in implementing new technology so that all parts of the lending workflow are represented.
Broader implementation across departments was particularly important for integrated platforms
that have to communicate with other existing systems. It is key to build buy-in and adoption from
any teams that may interact with data on either end of a platform, such as boots-on-the-ground
community relationship managers or finance and accounting. Some lenders we talked to built entire
staff experiences around their initiatives, fostering a culture of innovation and celebration of the
new platforms. This included setting aside regular time at staff meetings to encourage staff to share
stories of success and the impact of new technology across departments.

Implementing digital tools and workflows often creates a skills gap that requires training, sup-
port, and sometimes new staff to fill. Mission-based lenders have historically hired for underwriting
and loan officer roles, prioritizing experience evaluating creditworthiness and building client relation-
ships, but new technology-driven processes require different skills. Lenders may need to hire for roles
such as IT managers, database or network administrators, engineers, software developers, security
officers, cloud architects, business analysts, and data scientists. However, with limited resources to
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hire technical roles, lenders may just hire one or two employees with technical backgrounds to man-
age a broad range of functions and vendors.

While this may be a practical necessity in early stages, lenders warn that it is important to
consider succession risks given the potential impacts if only one person is trained on a particular
platform or is charged with driving a lender's technology strategy. Attracting and retaining techni-
cal talent at multiple levels in the face of competition from for-profit entities is a critical strategic
priority. Failure to retain technical talent can be a limiting factor in mission-based lenders’ ability
to execute on initiatives to improve data analysis, implement more efficient platforms, and launch
more innovative projects. One of the most common reasons we heard for delays in implementing
new initiatives was the departure of critical executive “sponsors” or the primary technical points
of contact.

In order to address staff skills gaps, some lenders we talked to have implemented broader shifts
to their staffing models. For example, as underwriting processes are standardized and absorbed
into digital platforms and processes, some lenders have started to focus new hires more on project
and product management instead of functions typically associated with loan officers. Instead of
needing staff with the underwriting skills to analyze financial statements and verify documents,
these lenders need staff who can manage relationships with clients, coach them through digital
applications, and oversee processes and lending platforms. Some lenders have also repurposed staff
from other departments to bolster the number of employees who assist with technology functions.
Where resources permit some have begun to separate IT and strategic technology roles, so that rou-
tine operation and maintenance of current systems and development and implementation of new
systems are separate functions. While outsourcing to vendors can be a significant force multiplier,
maintaining a critical mass of internal resources is important to provide strategic oversight, maintain
continuity, and execute progressive upgrades and improvements over time.

To assist mission-based lenders in building up their internal technology human resources, several
large banks have launched secondment programs that lend senior bank staff specifically to MDlIs
for technology and innovation initiatives. Mission-based lenders have reported positive impacts
from these programs, though it remains to be seen whether they will continue and even scale to
non-bank lenders in the future.

* % %

As outlined above, the extent to which mission-based lenders are engaging with electronic cash-
flow data and platform technologies is shaped by their unique histories, current capabilities, and
future aspirations. Their objectives and adaptability in pursuing technology-enabled small business
lending programs shape which considerations are most relevant to particular stages of their imple-
mentation journeys. Some lenders have experienced "hockey stick” levels of growth after making
these changes over the past few years, increasing their small business lending volumes from 2-3 per
month to over 100 per month, and total lending from around $10 million to over $60 million per
year. As they adjust to such rapid growth, they are now considering next steps to continue meeting
additional unmet demand.

As individual lenders and other stakeholders contemplate what it would take to produce fur-
ther substantial increases in lending to younger and smaller businesses, some are focusing on group
initiatives to help more lenders navigate data and technology adoption as well as complementary
programs to deepen customer acquisition pipelines and lender access to liquidity to support larger
origination volumes. Part 3 delves into these considerations, offering insights for lenders aiming to
scale and exploring the wider implications for the mission-based sector. It also considers potential
roles for supporters, funders, partners, and other stakeholders to address these challenges at scale.



PART THREE

BROADER CONSIDERATIONS AND LARGER INITIATIVES FOR
SCALING MISSION-BASED SMALL BUSINESS LENDING PROGRAMS

The experience of mission-based lenders punching so far above their weight in distributing pan-
demic relief funding has fueled broader discussions about their potential to become a much more
substantial source of funding for smaller and younger businesses in the future. Replicating the vol-
umes of small business loans originated by mission-based lenders during PPP would be difficult,
given that the program functioned more like a grant than a loan and that it had unique visibility and
liquidity components that made it far easier to scale than normal lending. Nevertheless, the program
gave many mission-based lenders a sense of what would be involved in operating at a much larger
scale, and its structure helps to highlight several key components needed for the sector to sustain a
substantially larger footprint and impact.

Demand for mission-based small business lending is also likely to expand, as the significant
surge in entrepreneurship since the pandemic has created a large number of startups that will
need external funding to survive and grow their operations but may not yet meet banks’ minimum
thresholds. According to the Small Business Credit Survey conducted in 2023, nearly 60 percent of
employer firms sought out some form of financing in the previous 12 months, and 60 percent of
those were looking for less than $100,000 in funding.®® Women and minority business owners in
particular are more likely to need small dollar loan amounts, with half of women, Black, and His-
panic entrepreneurs that applied for financing seeking out less than $50,000.7° The rate of small
businesses seeking funding through loans, lines of credit, and merchant cash advances specifically
is also significantly higher among minority-owned firms than their White counterparts.”

Mission-based lenders’ profile in small business lending markets has continued to expand since
the pandemic. The percentage of small business applicants who reported applying to CDFls in annual
surveys has roughly doubled since 2021 and now approximates the volume of applications to general
credit unions. However, applications to CDFls remain far smaller than to any category of for-profit
lender, with only 6 percent of respondents having applied to them for some form of credit.”?

Although not all 1,500 of the nation’s CDFIs would need to substantially increase their small
business lending for the sector to have a significant impact on the market, such growth will likely
require both changes by individual lenders and broader sectoral initiatives to reach critical mass.
While the number of initiatives to facilitate technology adoption or build capacity among lenders
is continuing to grow, large-scale technology adoption by the sector as a whole would require sig-
nificant collective action. For growth-oriented lenders, alternative data and technology adoption
are also only one aspect of the financial, operational, and cultural changes implicated in substan-
tially scaling their small business lending programs. At a practical level, these changes will require
significant shifts in approaches to customer acquisition, communications, and funding. But they
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also raise broader questions about how the customer-centric ethos of mission-based lending can
be translated to new digital channels and balanced against the potential economic and efficiency
benefits of moving toward more standardized lending approaches. While “high-tech” infrastructure
can improve connections between lenders and borrowers and help mission-based lenders serve
borrowers who are not looking for "high-touch” approaches, operating at a significantly larger scale
would have important implications for mission-based lenders' relationships with their customers
and other stakeholders.

FIGUREG6 GROWTH IN CREDIT APPLICATIONS BY LENDER TYPE
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The following sections explore these issues in more depth, starting in Section 7 with efforts to
assist larger groups of mission-based lenders through the technology adoption process. Section 8
highlights the importance and challenges of expanding customer acquisition in tandem with data
and technology infrastructure to support a greater volume of loan originations. Section 9 focuses
on the importance of liquidity access and subsidy in enabling lenders to scale lending, including
promising recent initiatives. Finally, Section 10 lays out forward-looking questions for mission-based
lenders about the cultural and relationships implications of operating at greater scale. Each of these
sections considers the role of other stakeholders and partners in helping these lenders fill critical
gaps in the existing market.


https://www.fedsmallbusiness.org/reports/survey/2024/2024-report-on-employer-firms
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SCALED LEARNING AND TECHNOLOGY ADOPTION

Given the challenges that individual mission-based lenders face in navigating data and tech-
nology adoption as detailed in Part 2, intermediary organizations—usually networks of CDFI and
MDI members—have stepped in to provide resources, capacity building, and training to groups of
mission-based lenders to push the industry forward. However, they have encountered their own
challenges in standardizing approaches to technology adoption across diverse groups of lenders.
These experiences underscore the potential need for additional broader efforts and mechanisms to
help the mission-based sector move up the technology curve.

(ollectivized technology adoption

Intermediary organizations such as CDFI and MDI networks and industry trade associations are
devoting increasing resources to building the internal capacity of their members through support
services and capital. Some intermediaries have set an explicit goal of fostering growth among their
members in order to maximize their impact and reach. Many are negotiating discounts and provid-
ing subsidies as well as offering various informational services to help their members navigate data
and technology adoption.

Intermediaries evolved to help mission-based lenders in furthering their collective missions and to
provide critical financial and organizational support that individual organizations may have difficulty
accessing on their own. They are typically structured as membership-based organizations and trade
associations (see Box 16 for more details). Historically they have helped members build operational
capacity in a broad range of functions, including strategic leadership, talent development, capital
access, lending programs, CDFI certification, access to state and federal government programs, and in
some cases policy advocacy.

Intermediary organizations report that both members and philanthropic funders have recently
increased their focus on technology adoption, accelerated by the pandemic lockdown and other devel-
opments. For example, the National Bankers Association, which represents MDIs, launched the MDI
ConnectTech digitization program in 2022 to support their members in technology modernization.”
Some intermediaries we interviewed noted that even when they set out to develop initiatives or pro-
gramming on other topics such as capital access, they have ended up spending substantial resources
on the use of platforms and tools, as technology has become so integral across many aspects of
lending operations (see Box 17 for details). This growing momentum around intermediary technology
initiatives offers a potentially promising opportunity to address some of the challenges that individual
small lenders face in digitization.
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BOX16 TYPES OF INTERMEDIARY ORGANIZATIONS

National organizations such as Opportunity Finance Network (OFN) provide services to a broad range of
lenders across the US, while other affinit groups and networks cater to lenders serving specific geographies or
communities, such as the California Association for Micro Enterprise Opportunity (CAMEO) or the National Asso-
ciation for Latino Community Asset Builders (NALCAB). Trade groups typically represent specific categories of
lenders, such as credit unions for Inclusiv (formerly the National Federation of Community Development Credit
Unions), and community banks through the Community Development Bankers Association (CDBA).

Intermediaries also vary in their structure and financials. Some organizations are membership-based, with
lenders paying annual fees to receive services, though they often still raise external funding from donors and
investors to support their initiatives and programming. Some intermediary organizations—such as NALCAB,
Community Reinvestment Fund, and National Community Reinvestment Coalition—also operate their own CDFls
to fill gaps in capital access while providing services to help smaller peers grow.

BOX17 LOAN PARTICIPATION PROGRAM BECOMES TECHNOLOGY COACHING INITIATIVE

The National Association for Latino Community Asset Builders (NALCAB) is a CDFl and membership organization
that has developed a flexible small business loan guarantee product to provide greater liquidity to participating
lenders.” When NALCAB received funding from the Minority Business Development Agency to on-board several
more lenders to the program as a strategy for expanding capital access to minority business enterprises, it offered
capacity building grants to help the lenders with associated operational needs. The demand for assistance on tech-
nology infrastructure specifically was so high that NALCAB ended up doubling the size of the grants and bringing
consultants on board to help work with each lender individually.

Different beneficiaries had different technology needs—all were microlenders with average loans ranging
from under $10,000 to $100,000, geographically diverse with rural and urban representation, and at different
stages of technology adoption. Therefore hiring a consultant helped offer individualized technology support to
meet the lenders where they were. Generally, beneficiaries were looking for help on how to leverage CRM soft-
ware for loan origination, platform integration and linking different systems, and mobile applications to increase
approval speed to compete with online lenders.

The consultants coached beneficiaries, using technology guides to assess needs and identify core focus
areas. They also worked on developing a comparative analysis of platforms to assist members with technol-
ogy platform decision-making and vetting. Stakeholders say consultants can potentially be helpful in offering
specific technology recommendations for lenders’ individual circumstances where intermediaries may not feel
comfortable doing so. With increased focus on capital access for small businesses, some intermediaries have
also started offering initiatives to help their members stand up small business lending programs. These include
training and resources around designing small dollar lending products, best practices in underwriting and credit
policies, and approaches to financing scaled lending. As more lenders explore the use of electronic cash-flow
data, intermediaries play an important role in helping establish technology integrations to allow for connec-
tions to third-party data aggregators and sharing approaches to interpreting transaction data and calculating
standard metrics for use in evaluating applicants.

Intermediaries add value by leveraging their collective power and resources to lower barriers to
entry for lenders to pursue technology-enabled lending programs, whether small business specific
or more generally. Depending on the size and structure of the intermediary, they offer members a
spectrum of different services that can help facilitate technology adoption, including:

» Generalized educational and informational services. Intermediaries frequently offer
centralized training and resources to lenders, which can include digital guides, in-person
learning sessions, webinars, and even extensive online academies with a variety of curric-
ulum. These resources help lenders navigate technology and underwriting approaches, as
well as emerging issues such as cybersecurity and artificial intelligence and their applications
in lending.
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BOX18 INTERMEDIARY VENDOR VETTING

A few intermediary organizations provide curated lists of recommended vendors that they consider to be
most relevant and friendly to smaller lenders, in some cases based on the experiences of past cohorts of mem-
bers that have tested the technology. For example, CAMEO organized several cohorts of lenders over the course
of a decade to test and vet a variety of lending platform options. As a result of that experience, the organization
eventually identified a platform it felt comfortable recommending to their members going forward.

Even where intermediaries are not recommending one specific vendor to their members, they may still
provide individual guidance and support in selecting among them. For instance, NALCAB has recently worked
with external consultants to compile vendor capability guides for its members on specific systems, focusing
on CRM and lending platforms. In evaluating vendors, intermediaries commonly consider factors such as: cost
and infrastructure accessibility, ease of technology integrations, customer experience focus, past experience
with mission-based lenders, and third-party legal, risk, and compliance management practices.

» Vendor screening and recommendations. Some intermediary organizations screen
and recommend vendors for their members, conducting initial due diligence activities and
making introductions to vendors. Intermediaries may also secure an internal license for a
platform or software, creating a sandbox environment with sample data that members can
explore and test out before committing to purchasing it for themselves.

» Consultation services and fractional staffing. Some intermediaries provide tailored
advice and guidance to individual members about the platforms and systems best suited
to their specific needs, either themselves or through consultants. Consulting engagements
are often structured as coaching sessions and start with assessing the lender's current state
and capacity, specifying future objectives, identifying particular needs that technology can
address, and then jointly developing an implementation roadmap. Some intermediaries go as
far as to loan out centralized staff to fill certain roles that lenders may not be able to support
on their own, such as fractional Chief Information Officers or Chief Technology Officers.

» Collective implementation and learning programs. It is also common for intermedi-
aries to organize cohorts of five to fifteen lenders that follow a shared curriculum related to
technology or small business lending. They may prescribe a specific platform for lenders to
implement or let the group select a platform that best suits their collective needs.

» Negotiating contracts and discounted pricing. Intermediaries can also harness the
collective voice of multiple lenders as leverage to negotiate better pricing, contracts, and
feature development prioritization with vendors. This helps address the lack of leverage
that individual smaller lenders can sometimes face when working with larger vendors.

» Providing grants and other subsidies. Some intermediaries offer free or discounted ven-
dor pricing by paying for platform licenses or giving out technology grants to their members,
significantly increasing technology accessibility. Technology subsidies and grant programs are
usually covered by philanthropic funding or investments received by the intermediary.

(hallenges for intermediaries

Intermediary programs are invaluable to facilitating faster and broader technology adoption
across the mission-based sector, yet still face challenges with regard to standardization, individual-
ization, and efficiency. The more lenders are involved in a particular initiative, the more difficult it
can be to recommend a standard approach or subsidize a single technology solution that can meet
all of the group members’ needs. As a result, some intermediaries are turning to a la carte program
structures and individualized consultant services that individual lenders can tailor to their needs.
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BOX19 TECHNOLOGY PROGRAMS ORGANIZED BY FUNDERS AND INVESTORS

Funders and investors of mission-based lenders sometimes also offer capacity building initiatives themselves
or in partnership with intermediary organizations. These can include general operational capacity building, but
recently have also started to include technology implementation.

Calvert Impact, a global nonprofit investment firm, in partnership with Elizabeth Park Capital Management
and several other investors and funders, launched the Mission Driven Bank Fund (MDBF) in 2023.7* MDBF has
committed to investing in MDIs and CDFls to contribute to closing the racial wealth gap. To complement the
capital investments, MDBF has launched a technical services program to provide organizational capacity building
and resource sharing for the banks. MDBF has a network of referral organizations for technical services and can
provide introductions to their portfolio banks to support the banks' goals. MDBF also provides an annual subsidy
to portfolio banks to support a technical services project of their choice.

Another example is the Wells Fargo Diverse Community Capital (DCC) program, which launched in 2015 a
$75 million commitment and was later expanded by an additional $100 million to extend the program through
2020.7¢ Similar to MDBF, the program had a specific technical/capacity building support component in addition to
providing capital, though it was not organized on a cohort model and did not focus exclusively on credit under-
writing. Wells Fargo partnered with the Opportunity Finance Network to implement the program and deploy
funding to CDFls. Many of the lenders ended up developing technology platforms to originate loans, collaborat-
ing with fintechs, or buying technology platforms to strengthen or expand their lending systems. Some of these
lenders, such as DreamSpring, Community Reinvestment Fund (CRF), and Metropolitan Economic Development
Association (MEDA), invested in building or buying technology platforms to support various types of activities,
with the goal of making them available to other CDFls in the long-term. Several lenders were able to play a larger
role in PPP due to the DCC technology investments.”

Participants in these and other programs emphasize the value of longer-term programs that may last for
five or more years to give lenders time to test options and work through the implementation process. They also
emphasize the importance of funding not just initial implementation but ongoing maintenance and improve-
ments over time. For instance, MDBF has integrated technology funding for the technical services program into
the structure of the fund so that as the fund's committed capital grows, so does the budget for the technical
services. Lenders particularly value unrestricted funding because it provides maximum flexibility to support both
program and infrastructure improvements, though such funding is relatively rare.

While intermediaries may organize around certain affinities such as lender type or geography,
they still tend to be made up of a diverse set of mission-based lenders. Intermediary members
vary in characteristics such as size, lending programs, underwriting processes, funding sources, and
technology use, which directly impact their needs and readiness to adopt technology. It can be dif-
ficult for intermediaries to overcome this by characterizing lenders according to a single dimension
such as asset size. Even in cohorts of similar-sized lenders, some still need more hands-on training
and technical assistance to help with their programs based on their unique levels of infrastructure,
staffing, and internal capacity. One intermediary described their decision to stop offering cohorts as
driven in part by the fact that "each CDFI wants a technology solution tailored to their own needs,
so having similar systems for everyone is a challenge”

These challenges have led some intermediaries to shift the timelines and approaches of their
technology adoption programs. Several recent initiatives have run into delays in implementing tech-
nology platforms among members, leading intermediaries to narrow their scope or even abandon
initiatives prescribing specific platforms altogether. In response to their members, some intermediaries
have started moving to bottoms up and “a la carte” approaches. This gives members more autonomy
in selecting the technology solutions that align with their unique needs. Some intermediaries use
grassroots approaches to technology support that start with surveying their members to understand
their greatest challenges and priorities and then design their initiatives around them. However, these
approaches can have drawbacks when it comes to collective learning and pricing discounts, as inter-
mediaries are not able to offer resources and discounts on a wide selection of platforms to appeal to
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individual lenders. The challenges that intermediaries have faced in collective technology adoption
efforts reflect the broader cultural shifts required to facilitate large-scale growth among the CDFI and
MDI sector, which we will address further in Section 10.

These dynamics also affect individual lenders, intermediaries, and vendors that offer platforms
to mission-based lenders. It is difficult for a single technical approach to meet the needs of lenders
that vary significantly in their ability to process, ingest, or manage data across their lending processes.
In the commercial world, software providers tend to focus on a smaller segment of the market and
specialize in building for their needs to avoid the maintenance associated with serving such a broad
customer group. Some lenders offering technology platforms to the mission-based space may require
their own form of subsidy to serve the full spectrum of mission-based lenders, including those with
lower baseline technological capacity.

Forward-looking solutions to build infrastructure

While intermediaries’ efforts to expedite technology adoption by their members are yielding sig-
nificant benefits, both lenders and other stakeholders emphasize the need for additional resources to
support broader sectoral solutions. One approach would be for a broad-based government initiative
through the Treasury Department's CDFI Fund to provide a technology adoption “moonshot” for the
sector as a whole, adding significant capacity building funds to complement programmatic support.
Additional ideas include regularizing the practice among all funders more generally to provide a stan-
dard set-aside for infrastructure improvements when providing grants, investments, or loans to support
mission-based lenders' credit programs, and further expansion of lender-owned platforms and vendors.

Mission-based lenders typically fundraise for new technology initiatives through philanthropic or
private sector supporters. Some initiatives specifically set out to build technology capacity through
a specific platform or tool across a group of participating lenders. However, many lenders then
later struggle to pay for the recurring maintenance, infrastructure, and platform subscription costs.
Funders often prefer to support programming that will have a direct, measurable outcome in increas-
ing lending to small businesses, even though supporting CDFI and MDI infrastructure investments
can help leverage program dollars more effectively over time. Even the CDFI Fund, which offers
substantial grant programs for mission-based lenders, focuses primarily on supporting direct lending
activities, rather than organizational capacity building. This raises a potential tension as stakeholders
continue to want mission-based lenders to expand their services to communities in need.

In addition to increasing targeted funding for initial adoption and investment, another potential
structure to help address these dynamics would be for funders to align on a standard set-aside for
technology. This could include allocating a set threshold of dedicated funding—such as 10 percent-
in addition to direct programming and routine administrative expenses to specifically support
technology and infrastructure initiatives. This funding would go towards technology platforms
and tools, training, staffing, data infrastructure, and other ongoing costs. Such an approach would
help to ensure that each programmatic initiative leaves the infrastructure of mission-based lenders
better off than it started, so that lenders can continue to build and upgrade capacity supporting
their programming on an ongoing basis.

Some stakeholders are also exploring models that would permit lenders or intermediaries to
invest in and operate their own technology vendors, rather than purchasing platform services from
external vendors, as a way to increase control over systems architecture and pricing. As discussed in
Section 5.2, several CDFIs have experimented with building and selling their own lending platforms
to other lenders. Examples include LiftFund's MMS platform (now defunct), as well as more recent
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initiatives by the National Community Reinvestment Coalition’s Community Development Fund and
Prosperity Now that are supported by technology vendors. Experience with the unique dynamics
and constraints of mission-based lending positions lenders well to design solutions tailor-made for
their market. They can also support the programs through a combination of philanthropic funding
and user fees to help cover platform development and ongoing operations. At the same time, such
undertakings are substantial, and require ongoing resource, expertise, and technology support that
organizers have to balance against other aspects of their mission and business models.

Credit unions have adopted a unique model to facilitate internal ownership over technology solu-
tions through credit union service organizations (CUSOs). Because they are owned by one or more
credit unions, CUSOs not only help to pool resources and create economies of scale, but are also
familiar with applicable regulatory requirements, give lenders extensive input on their technology
platforms, and ensure that any net revenues accrue to the CUSO owners (see box for more details).
Inclusiv, an intermediary focused on supporting Community Development Credit Unions (CDCUs),
helps its members develop small business lending programs by providing overall training on small
business lending, access to a loan loss fund, a loan participation platform, and—thanks to a partner-
ship with a CUSO—a loan origination platform and back-office support for underwriting and pro-
cessing loans. The CUSO manages the technology platform, handling integrations with several digital
lending tools and performing maintenance on behalf of the credit unions. Inclusiv is also offering its
members an internal license to explore the CUSQO's services on a trial basis before deciding whether
to sign up for their own license. Inclusiv chose the CUSO in part because its initial fee was affordable
for smaller members and its loan processing model could adapt to the needs of smaller credit unions.

BOX20 CREDIT UNION SERVICE ORGANIZATIONS

Among credit unions, it is common to use CUSOs—organizations owned by credit unions wholly or in part—
to provide specialized services that individual credit unions may lack the capital, resources, or expertise to deliver
on their own. This can include technology, consulting, and operations support. Typically, CUSOs are owned by
more than one credit union, allowing them to pool resources across institutions to handle more complex and
resource-intensive challenges than any one organization could manage individually. CUSOs create economies of
scale by sharing costs across lenders, so that each organization does not need to pay for services such as tech-
nology infrastructure, marketing, and back-office processes on their own. They also help foster innovation by
focusing collective resources on large-scale solutions that individual lenders may not be able to fund.

The service organizations, which must primarily serve credit unions or their customers in addition to having at
least one owner that is a credit union, were started originally primarily to help credit unions increase revenues
by offering certain investment-related services that credit unions were prohibited by federal law from providing
directly to their members. Over time, however, many of the organizations have shifted to focus on reducing oper-
ational costs and providing shared resource infrastructure. These shared resources can include general back-office
and compliance related functions, customized technology and digitization services, and management of other
vendors such as core processors that support the provision of credit unions' transaction accounts (see Section 5.1).

CUSOs that focus on providing shared resources are typically owned by multiple credit unions and may serve
additional non-owner credit unions through contractual arrangements. Although they can potentially be a way for
very small organizations to leverage common infrastructure, some research finds that smaller CUs do not always
have capital to invest in such organizations and sometimes dislike having to conform to more standardized systems.”®
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CUSTOMER ACQUISITION

Beyond adopting data and technology infrastructure, building robust customer acquisition
pipelines is critical to support larger loan origination volumes. Mission-based lenders’ traditional
approaches relying heavily on local outreach and community partner referrals can be resource
intensive and difficult to scale as they expand their geographic footprints. While the unique circum-
stances of the pandemic and government relief programs raised the profile of mission-based lenders
and drove large loan volumes, lenders are now working to develop new digital growth strategies
and flexing new marketing muscles in the aftermath of COVID programs.

Building robust customer acquisitions pipelines

Achieving efficiencies in lending processes is helping mission-based lenders provide alternatives
to high-cost online products, but it does not automatically guarantee sustained growth in loan vol-
umes. Beyond their existing geographic and community footprints, lenders have to consider how
to raise awareness of their organization and offerings, build trust from customers, and differentiate
themselves from other lenders.

Traditionally, most mission-based lenders have used a "boots-on-the-ground” approach to
acquiring customers, attracting clients primarily through word of mouth, neighborhood or com-
munity-centered direct marketing, partnerships with local and state entities, and referrals. To be
responsive to community needs and build strong relationships, mission-based lenders have often
embedded themselves within the communities they serve. They leverage proximity to various
affinity groups for outreach, and loan officers typically dedicate most of their time to cultivating
new relationships and partnerships. In some cases, loan officer relationships play such a significant
role in lender outreach that borrowers develop personal trust of these staff while remaining less
familiar with the associated institution. Mission-based lenders have also typically relied heavily on
referrals for new customers from sources such as community partners, local and state governments,
and banks. In fact, for some lenders, referrals have historically accounted for the majority of their
new customers.

While these localized strategies for client acquisition have been effective at serving specific
geographies and communities, they are time and labor intensive and thus difficult to replicate
with equal intensity as lenders expand to serve multiple markets. As lenders consider expanding to
more communities and states, they are having to adapt their marketing activities as well as their
approaches to establishing and maintaining relationships with both community partners and indi-
vidual customers.
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BOX21 REPEAT BORROWERS AND THE MODEL OF “GRADUATING” CUSTOMERS TO BANK LOANS

Both CDFIs and their funders have historically viewed CDFls as playing a transitional role to assist customers
that have difficulty accessing traditional bank loans. CDFIs often provide financial services, technical assistance,
and other support to help customers “graduate” to such loans over time.

However, making this transition has become more challenging over time as larger banks have increasingly
imposed higher minimum thresholds for small business lending as to the length of time in business, minimum
revenues, and loan size. A single loan from a CDFI may not be sufficient to position a small business to qualify
for larger bank loans going forward, and not all businesses aspire to grow or succeed in growing to the size that
is likely to qualify for loans from larger institutions. Accordingly, mission-based lenders are increasingly finding
a need to extend multiple subsequent loans to the same borrower, creating higher degrees of repeat business.
In some cases, they are also developing larger loan products to meet borrowers' needs as they progress beyond
small loans and focus on rapid growth or expansion. Some mission-based lenders’ revenue-based products are
targeted to this segment, for example.

Email marketing is a common starting point, particularly for depository institutions that are
focusing on their current transaction account holders and lenders of all types who have invested in
CRM platforms. Many mission-based lenders have built strong community email lists over years of
offering technical assistance classes, networking opportunities, and participating in local and state
programs. Email marketing is a good marketing channel for lenders with less marketing experience,
because it still allows some degree of internal control over the audience lenders are reaching. With
limited sophistication, lenders can send simple messages to their entire listserv to provide updates on
their product and service offerings. With more sophisticated tools, lenders can use their internal data
to build more complex marketing journeys that target specific customers with customized outreach
messaging and follow-ups. Building the systems to support this level of tailored marketing requires
upfront investments in data collection, cleanup, and testing to figure out the most effective messag-
ing approaches, but once it is stood up can be much less expensive than one-on-one outreach.

Marketing through websites and social media platforms is another potential channel for digital
customer acquisition. However, many of the lenders we spoke to that are exploring this method
expressed concern about building the expertise to be effective in reaching broader audiences. Lend-
ers report varying degrees of success with various social media strategies such as YouTube videos
and Facebook marketing. Larger advertising platforms offer a variety of complex functionalities to
customize campaign content for different audience segments and specifically target and retarget
certain populations based on factors like geography and personas. Just having access to marketing
platforms does not guarantee lenders will be able to use them effectively, however. For instance,
Google once offered its advertising services to mission-based lenders as part of a capacity-building
initiative, but participating lenders could not utilize the offer due to a lack of experience working
with the Google Ad suite. Additionally, while some lenders have seen an increase in the volume of
inquiries as a result of social media marketing, they often report a decline in conversion rates and
the quality of clients relative to other channels. Lenders believe that many of these potential cus-
tomers are merely "window shopping” and are not necessarily committed to getting a loan.

As they experiment with digital marketing, lenders are encountering additional challenges. First,
going digital can be costly, and many mission-based lenders lack dedicated marketing budgets for
investing in cutting-edge techniques. Digital channels can also be noisy, for instance where custom-
ers assume e-mail communications are spam or fraudulent or have a difficult time differentiating
mission-based lenders from other market actors. Lenders also grapple with the potential loss of per-
sonal touch in customer interactions. As a result, many mission-based lenders we spoke to believe
it is critical to continue with on-the-ground non-digitized communication channels and to invest
in educating borrowers about their technology infrastructure improvements to gain and maintain
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their trust. Similarly, some lenders believe it is important to maintain direct customer acquisition
channels as a complement to specialty programs and referrals, which can drive high digital appli-
cation volumes in some periods but may fall off as particular programs conclude. Word of mouth,
community partnerships, and customer education thus continue to be important tools for client
acquisition in small business lending, even if the lending process itself is digitized.

Several lenders also emphasized the importance of sharpening the positioning of their tech-
oriented products as alternatives to high-cost online products. As described above, many mission-
based lenders have developed new products and programs with a specific goal of providing more
sustainable alternatives to customers who often turn to high-cost online loans. However, it can
be challenging for mission-based lenders to develop the right messaging for their products that
clearly explains why their offerings are different and better. Merchant cash advance providers and
some other online lenders do not report the APRs their products carry. Instead they present the
costs in ways that make them seem less unfavorable or even less expensive than loans offered
by CDFIs and MDIs.” Due to regulatory expectations and mission considerations, mission-based
lenders emphasize the importance of presenting their costs clearly and transparently using tradi-
tional metrics and terms. This means applicants that make a cursory comparison of advertised rates
may not fully understand the underlying differences in cost and product structures. Some lenders
are starting to rethink approaches to position themselves more effectively vis-a-vis high-cost
online lenders, but have not yet found a surefire solution to build trust in their products with new
customers learning about them through online channels.

BOX22 COMBATING FRAUD AND CLOSING THE DEAL

As lenders consider opening up online applications to borrowers from broader geographies through new mar-
keting channels, they may be faced with an increased risk for fraud. While lenders report substantial advantages
to adopting digitized processes for lending, many have reported experiencing a surge in fraudulent applications as
they implemented pandemic related programs and shifted to online channels. As more applications are submitted
without partner referrals or in-person loan officer contact, the lenders are having to adjust their data sources,
systems, and processes to verify identities and screen for fraud risk in different ways.

Today, increased fraud risk ranks among the biggest challenges digital lenders are facing across the board
as fraudsters are leveraging technology innovations and becoming more sophisticated.2® Some mission-based
lenders we spoke with reported an increase in the submission of fraudulent financial documents. Phishing scams
targeting borrowers are also on the rise, which can complicate lenders’ attempts to use digital marketing to reach
new customers with legitimate offers.

In some instances, mission-based lenders are able to leverage new technologies to address particular issues. For
example, recent developments in identity-verification platforms make it easier for lenders to complete customer
and small business verification checks to ensure applicants have real identities. Direct open banking integrations for
cash flow analysis may also prevent applicants from submitting falsified bank statements.

In addition to investing in more sophisticated detection systems, some mission-based lenders are also increasing
personal interaction through virtual channels prior to loan closing, even where the application process is entirely
digital. As discussed in Section 10, in addition to the potential benefits for fraud reduction, they believe such meet-
ings are important to establishing stronger customer relationships, confirming that the loan product really does
meet the customer’s needs, and probing whether there are other support services that could be helpful.
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BOX23 DIGITIZING AND SCALING TECHNICAL ASSISTANCE (TA)

Mission-based lenders often view technical assistance (TA) as a critical way to effectuate their broader mis-
sions by helping small businesses navigate the financial services ecosystem and building management capacity
more generally. TA covers a variety of topics, including assistance with business plan development, cash flow and
financial management, loan applications and debt counseling, and more generalized marketing and operational
support. In addition to the potential benefits to participants, these programs can benefit lenders by creating
a substantial pipeline of potential customers and by helping them to mitigate risks and prioritize resources by
identifying which customers are motivated and ready for credit. As a result, many mission-based organizations
have historically required participation, either prior to or after receiving a loan.

If a business does not initially qualify for a loan, lenders can offer analysis and coaching to guide the business
toward qualification. Once the business is ready, the lender can then provide capital. This approach allows lend-
ers to cultivate a pipeline of businesses preparing for future financing, while also providing a valuable service to
the businesses themselves.

However, though TA is often described as the “secret sauce” that sets mission-based lenders apart from fin-
techs and traditional banks and has helped them build strong relationships and trust with clients, it can be time
consuming, expensive, and difficult to replicate or scale. In addition, requiring TA prior to or immediately upon
receiving a loan can also have tradeoffs. Small businesses that are facing cash-flow constraints may decide to
seek out online lenders that do not delay or condition lending on participation in such programs. Especially when
front-end TA involves an intensive time requirement of several weeks or even months, there also can be a risk
that applicants will view participation as guaranteeing eventual funding, which may result in dissatisfaction or
weaken trust in the institution should they end up not qualifying.

As lenders think about scaling their programs, approaches to TA are diversifying both as to channel and timing.
Higher-volume lenders do not generally require TA as a step before loan application, though they offer informal
assistance to help people through the application process and often offer robust coaching and educational pro-
grams for borrowers who want them or who are experiencing difficulties repaying their loans. Some higher-volume
lenders are experimenting with offering TA on an as-needed basis or at critical moments, rather than requiring
completion of a full program upfront. For instance, some lenders using cash-flow data in underwriting take advan-
tage of these insights to offer personalized training on managing business finances for borrowers. Some lenders
are even starting to outsource high-touch TA services to embedded community providers so that they can focus
on their core lending activities.

There is also increasing interest in using technology to facilitate scale and more convenient delivery for time-
crunched entrepreneurs, particularly after many programs shifted to virtual delivery during COVID. Some mission-
based lenders have begun opening their TA platforms to other lenders. For example, Northern Initiatives uses its
technology platform, Initiate, to provide TA to their small business clients and also offers the platform, at a cost,
to other organizations.#” However, some lenders report since the pandemic that a number of participants prefer
returning to in-person opportunities to network.

The label TA itself is a subject of ongoing debate within the mission-based lending sector, as there is no univer-
sally accepted definition. TA can include a wide range of activities offered at various stages of the lending process.
This ambiguity makes measuring TA very challenging. Typically lenders rely on simple metrics such as staff hours
spent on TA, which may not be very meaningful, or qualitative measures that are difficult to standardize or com-
pare across the industry. Some lenders are also transitioning to terms such as “financial coaching” or “financial
mastery” instead of TA. The term “technical assistance” and even "financial literacy” can sometimes be seen as
reinforcing power imbalances and implying illiteracy, especially when working with underserved businesses.

Forward-looking solutions to support customer acquisition

As lenders experiment with place-based, community-embedded approaches to customer acqui-
sition, broader partnerships may help facilitate the customer acquisition mechanisms needed for
mission-based lenders to achieve scale. Establishing relationships with large-scale loan marketplaces,
platforms to expedite referrals, and other networks may be able to drive a high-volume supply of
new customers to mission-based lenders.
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Some mission-based lenders are starting to experiment with offering their products on commer-
cial loan marketplaces to reach broader customer audiences. Small business loan marketplaces act as
a form of intermediary, connecting small businesses seeking loans with potential lenders. For small
businesses, loan marketplaces can provide a convenient, one-stop shop for comparing loan options
from multiple lenders and in some cases streamlining the time and effort of applying to multiple
lenders. From the lenders’ perspective, some marketplaces operate simply as lead generators while
others help to match applications to the credit policies of the lenders upfront, facilitating better
conversion rates and reducing processing costs. While marketplaces have been heavily used by fin-
tech lenders historically, some include banks and other lenders as well.

Participating in a marketplace requires mission-based lenders to have a certain amount of
capacity to process and close loans, since marketplaces vary in their ability and willingness to
work with lenders that have significant geographic or technology limitations. While most mar-
ketplaces charge fees to both participating lenders and borrowers, their individual practices vary.
Some lender fees are based simply on leads generated rather than loans closed, and some market-
places have been criticized for rank ordering options displayed to applicants based on which loans
would generate the most revenue for the platform. Customers who apply through marketplaces
may also be substantially different in their profiles and shopping behaviors than customers who
apply through mission-based lenders' websites or physical locations, meaning lenders may need
time to understand which applications convert into originations and gauge new fraud and default
risks. Accordingly, where some mission-based lenders and marketplaces are beginning to explore
partnerships, there are a number of potential issues to work through.

Some stakeholders are developing new technologies and processes to drive referrals to mission-
based lenders from banks, fintechs, and other sources. These initiatives help to funnel small businesses
that would not qualify for traditional bank or fintech products to mission-based lenders that offer
more flexible policies. Historically, much of this referral activity has been relatively informal and local,
for instance bank branch staff let rejected applicants know that local CDFIs might be able to meet
their needs. But there are naturally scaling limitations of this approach, as banks must maintain knowl-
edge of the ecosystem of CDFIs around them that have different coverage areas and unique products
and offerings. Some banks thus prefer working with larger mission-based lenders that cover most or
all of their geographic footprint. Another challenge is that data-sharing and privacy limitations pre-
vent banks from sharing applicant information with mission-based lenders, absent formal contractual
partnerships to provide “second look” evaluations. Having to start a completely new application over
with a mission-based lender after being denied by a bank can be frustrating and time-consuming for
small business owners.

Online matching networks are a potential strategy for scaling referral programs, though a single
large-scale solution has not come to fruition to date. Building automated platforms to facilitate
referrals is attracting interest but can be difficult to execute in practice for a variety of reasons. In
2018, CRF launched the Connect2Capital program (now CRF Connect) as a network where banks can
make applicant referrals to mission-based lenders at scale. Since then, CRF Connect has evolved into
a broader platform for small businesses looking for capital, leveraging a matching algorithm to pair
applicants with a network of nearly 100 lenders and TA providers. However, CRF Connect does not
enable banks to consistently pass applicant data to mission-based lenders, leading small businesses
to duplicate application processes with different providers. Banks may also be unwilling to partici-
pate in a formal referral program if they have not vetted the mission-based lenders' compliance and
customer service programs. If the scale of referrals were to grow to a truly national network with
many banks, fintechs, and mission-based lenders, individual participants would not have the ability
to vet local partners.
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Government programs could also be a viable channel to drive customers to mission-based lend-
ers. Pandemic relief programs substantially increased many mission-based lenders’ visibility and
customer acquisition pipelines, illustrating what it could look like to have substantial volumes of
new customers acquired outside of CDFIs' traditional community engagement channels. Part of the
success of PPP was driven by the substantial marketing efforts by city, state, and federal govern-
ment of pandemic relief programs, which increased the visibility of the CDFI sector and referred
small businesses to specific organizations offering funding. The gravity of the pandemic also offered
a unique level of attention from the public on the various press conferences, announcements, and
other communications from government officials. Follow-on programs such as the State Small Busi-
ness Credit Initiative are building on some of this momentum by fostering collaboration between
states, local governments, private sector actors, and mission-based organizations. However, the
structure of these programs and their emphasis on marketing activities vary from state to state, and
they do not have the same level of brand recognition among small businesses as PPP.
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GREATER LENDING VOLUMES

A third critical component to scaling mission-based lenders’ small business programs is ensuring
sufficient access to liquidity to support greater origination volumes and justify the cost of more
ambitious technology investments. The unique structure of the PPP and other state-driven pandemic
relief programs solved this challenge for participating lenders in the short term, but mission-based
lenders and other stakeholders are now having to develop new strategies for accessing and main-
taining sufficient liquidity to support scaled lending. Post-pandemic, there is greater attention on
loan participation programs, guarantee programs, and other structures that would help to facilitate
the development of a secondary market as vehicles to get loans off mission-based lenders’ balance
sheets. These initiatives are yielding promising results but are also raising questions about the degree
of standardization in data collection, underwriting and servicing processes, and reporting across
the industry.

liquidity needs

As in other respects, the PPP experience provided a glimpse into the potential impact that
greater liquidity could have on the scale of the mission-based lending sector’s small business origi-
nations. The Federal Reserve's PPP Liquidity Facility (PPPLF) made $10 billion in liquidity available to
SBA-qualified mission-based lenders as long as they had a relationship with a depository institution
in the Reserve Bank system. AlImost overnight, the PPPLF gave mission-based lenders who had the
necessary technology infrastructure and partnerships in place access to the capital they needed to
originate hundreds or even thousands of loans per month. As one CDFI with a large backlog of loan
applications explained, “It's not that we couldn't do a higher volume of lending previously, but we
just didn't have the capital to do it

However, the PPPLF terminated in 2021 and, despite multiple government and private sector
programs to inject capital into this space, small business lenders are increasingly having to return to
more piecemeal strategies to expand their access to liquidity. Outside of deposits for bank CDFls,
mission-based lenders typically rely on three primary sources of capital: income from fees and inter-
est on loans, government and philanthropic funding, and bank loans or investments to obtain CRA
credit.® Some lenders we spoke with reported that they had not been able to participate in subse-
quent small business lending initiatives because they could not line up sufficient funding through
traditional capital stacks in time to meet deadlines. Several lenders reported experiencing periods
during which they were not able to meet their internal goals for loan turnaround times because
of delays in incoming funding. At their worst, these issues can stretch timelines out for weeks or
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months and make it difficult for mission-based lenders to position their programs as an appealing
alternative to high-cost online products.

In addition to investing more energy into general fundraising, mission-based lenders and other
stakeholders have begun developing larger scale vehicles to recycle funds more quickly into new
lending. One promising approach is to create a marketplace where mission-based lenders can sell
loans to interested buyers. Banks in search of Community Reinvestment Act credit have already
shown an appetite for these loans—and in many cases are willing to pay attractive premiums—and
the hope is that these marketplaces will attract impact investors as well. Although mission-based
lenders have traditionally held most loans on their balance sheets, these vehicles allow them to
sell entire loans or portions of their loans to free up capital for further lending. Recently, several
organizations have been working to implement large-scale loan participation programs and other
related initiatives.

Calvert Impact has been actively involved in developing secondary market initiatives for small
business loans in partnership with CDFls and through the State Small Business Credit Initiative (SSBCI).
During the pandemic, the organization, alongside its program partners, piloted five secondary market
initiatives, known as the Small Business Recovery Funds, that functioned as centralized loan purchase
facilities, increasing CDFI small business lending capacity by purchasing 95 percent of eligible small
business loans from community lenders. Following the Recovery Funds programs, Calvert Impact has
continued to build on the success of the initiative to support small businesses across the country. In
July 2024, Calvert Impact launched the Access initiative, a public-private partnership that leverages
funding from the SSBCI along with private investments to provide access to capital for small business
owners from socially and economically disadvantaged backgrounds through CDFls.® The initiative
aggregates business loans to be sold onto the secondary market. It was designed with support from
the Citi Foundation and Wells Fargo, and was launched with a $140 million warehouse credit facility
from Goldman Sachs. To date, Calvert Impact has launched four state-wide SSBCI-supported loan
participation programs in New York, New Jersey, Washington State, and Nevada, with eleven par-
ticipating CDFI lenders, and is looking to expand to other states. This model addresses key historic
limitations for CDFIs to scale, including access to off-balance sheet liquidity, a source of consistent
lead generation to identify small businesses seeking capital, and sources of earned revenue. While the
program is designed to be replicable, one obstacle that has slowed down the scaling of this approach
is that states must undergo a procurement process in order to justify the selection of Calvert Impact
as a partner in administering SSBCI programs.

More generally, the Aspen Institute has released detailed suggestions for states that want to
increase CDFI participation through a number of different SSBCI program structures as a means of
increasing loans below $100,000 and serving more minority business enterprises, women-owned
companies, and other particularly underserved groups. Scale Link is also working on an initiative to
drive standardization in loan guarantee programs, which mission-based lenders view as an appeal-
ing structure to help reduce their provision expense for loan losses as well as make loans more
appealing to potential secondary market investors.

Scale Link has also been focusing on opportunities for banks to purchase loans originated
by CDFls as a way to meet their obligations under the Community Reinvestment Act. Scale Link
serves as an intermediary, offering a centralized technology platform to standardize transactions
and aggregate loans across markets. Bundling microloans from different lenders and pooling them
together for banks to purchase allows banks to more efficiently acquire a diverse portfolio of com-
munity development loans rather than having to negotiate CRA deals individually with each lender.
Scale Link has also built in additional incentives for participating community lenders. It charges a
premium on the loans sold to banks with 75 percent going back to CDFls in retained earnings.



FinReglLab Transforming Small Business Credit: Technology and Data Adoption in Mission-Based Lending

Section 9: Supplying Liquidity to Support Greater Lending Volumes

These initiatives are helping to address liquidity and balance sheet constraints for mission-based
lenders. One lender reported a threefold increase in volumes from joining loan participation programs.
To make sure that participating lenders can continue to work with distressed borrowers after loans are
sold, both initiatives have been designed so that the mission-based lenders retain the servicing rights
and maintain relationships with their borrowers. Additionally, the programs are starting to provide
the infrastructure and incentives to pool information across multiple mission-based lenders and to
standardize some aspects of origination, servicing, and reporting. These efforts are aimed at making
it easier for potential investors and loan purchasers to compare information across different lenders,
assess risk, and move closer to a conventional secondary market. However, the current programs are
still quite small; while traditional capital markets would use millions of transactions to build a second-
ary market, the current initiatives are using data on tens of thousands of CDFI loans.

Forward-looking solutions to address liquidity

In addition to helping lenders recycle current capital more quickly, stakeholders are excited
about the current initiatives’ potential to scale over time into vehicles that attract substantial fund-
ing from large-scale institutional investors. The ultimate scale and nature of these initiatives will
depend in significant part on how stakeholders balance investors' desire for volume, conformity,
and standardization against the mission-based sector's focus on flexibility and creativity in meeting
underserved borrowers where they are. Standardizing the collection and reporting of data elements
is one aspect of this dynamic, but there are deeper questions about the standardization of product
structures, underwriting processes, and servicing practices as well.

Existing small business secondary market initiatives have served as critical proofs of concept
for establishing sector-wide practices. Calvert's post-pandemic secondary market initiatives are still
early on and have not yet reported outcomes, but there are broader efforts underway to build on
them. This includes efforts to pool small business loans from mission-based lenders into a portfolio
to issue and sell asset-backed securities into mainstream capital markets at a larger scale, beyond
SSBCI programs.®* To this end, Calvert has also been leading efforts to obtain formal ratings for a
small business CDFI secondary market, building on the precedent of establishing ratings for small
business loans among fintechs and online lenders.2* Several CDFls have independently sought out
Standard & Poor's (S&P) credit ratings in order to securitize and sell loans to outside investors, but
this has primarily been concentrated in the mortgage sector.®® Calvert is hoping that its experience
can lead to an out-of-the-box solution that could be scaled to facilitate a robust secondary market
for small business lending.

Mission-based lenders and intermediaries supporting these initiatives face several challenges to
driving large-scale secondary market participation for small business loans: gathering transaction-level
data and historical performance data across loan pools, creating sufficiently standard asset pools to
attract investors while still allowing lenders to meet the needs of their diverse communities, and
managing a servicing model that works for borrowers even after a loan is sold off the books of the
originating lender.®

To satisfy secondary market investors, loans typically have to be approved based on standard
terms and require robust datasets that detail underwriting and performance. Some organizations are
starting to work on solutions to these challenges, for example by helping mission-based lenders stan-
dardize performance reporting to provide investors with the data needed about loan pools available
for sale. Calvert Impact’s initiatives are relying on the Community Reinvestment Fund's CRF Connect
and CRF Exchange platforms for loan intake and loan sales and data reporting, respectively. These
platforms simplify reporting and loan participation and create substantial additional data to help
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attract institutional lenders to the market. Calvert Impact has also contributed to the development of
SSBCI programs with more standardized loan products and documentation, in an effort to facilitate
capital markets access for CDFl-originated small business loans at scale. As more lenders adopt metrics
built off electronic cash-flow data in underwriting, it will also be important to facilitate more robust
and standardized reporting of that data as part of these broader processes.

While deeper standardization of products and underwriting practices is potentially more chal-
lenging, stakeholders that are involved in current liquidity initiatives believe that there is enough
convergence to support a significant market. While mission-based lenders place a high value on
meeting loan applicants where they are and may have highly bespoke programs and processes for
the most high-need customers, years of shared learnings across the sector and efforts to increase
greater efficiency have also encouraged some trends toward more consistent criteria, practices, and
product terms. Participants in the pandemic-era loan funds also report that standardization initia-
tives in that context worked out better than they initially expected. These potentially provide a
core for at least some mission-based loans to be grouped for purposes of investment, even if the
individual lenders consider additional factors and data sources—including electronic cash-flow data,
particularly where they go beyond relatively common metrics such as DTl and DSCR. While highly
customized products would likely need to stay on mission-based lenders' balance sheets, focusing on
these common elements and potentially identifying additional ones as lenders' practices continue to
evolve could help lenders free up significant liquidity by selling their most conforming loan products.

A further consideration for establishing large-scale secondary markets is structures and norms
around loan servicing. In addition to the lack of secondary market options, the current prevalence
of retaining loans in portfolio gives mission-based lenders maximum flexibility in working with
borrowers that encounter financial difficulties during repayment. While mission-based lenders are
typically retaining servicing rights as secondary market initiatives evolve, defining those rights to
preserve the same level of flexibility may be difficult given investors' desire for certainty and pro-
tecting their investments. Again, this may lead to a pattern where mission-based lenders keep
higher risk loans on balance sheet, where they can take a more hands-on approach and work indi-
vidually with borrowers, while having the optionality to sell a significant volume of more routine
loans to create greater liquidity.

Some stakeholders are also looking to government funding programs as both a potential source
of additional liquidity and a catalyst to generate the kind of data collection and reporting needed
to encourage secondary market growth. While SSBCI programs are advancing these goals to some
extent, the fact that each state is developing its own program creates a significant contrast to PPP,
which involved a unified, nationally available program with consistent processes and documenta-
tion in addition to the dedicated liquidity fund. More fragmented or specialized programs—such
as both SSBCI and the Greenhouse Gas Reduction Fund—would require significant intentionality to
drive standardization in lending, data collection, and reporting requirements in order to achieve the
same objective. Other potential vehicles include programs by the CDFI Fund and federal programs
to support MDIs. Given the heterogeneity of the mission-based lending sector, any initiatives that
have the potential to touch many lenders at once could be a mechanism to drive change at scale.
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As mission-based lenders work to improve their technology platforms, customer acquisition
strategies, and liquidity access to support further increases in small business lending, they also
face substantial questions about how these changes, and significant growth in market share more
generally, could affect their organizational cultures as well as their relationships with customers
and other stakeholders. Historically, most mission-based lenders have built their operations around
high-touch approaches to customer interaction, bespoke and flexible underwriting and servicing
practices, place-based knowledge and partnerships, and funder-subsidized affordable pricing. This
approach has helped them reach and serve high-need small businesses that have trouble accessing
other forms of financing, but it is resource intensive and may be challenging to replicate through
digital channels. Handling larger loan volumes and working on broader sectoral initiatives also
creates pressures to standardize processes and data flows and may require shifts in interactions
with funders, other lenders, and other stakeholders. This section highlights some of those ques-
tions about customer relationships and relationships with other stakeholders in small business
lending markets.

High-tech meets high-touch customer relationships

One factor that typically differentiates mission-based lenders from mainstream lenders is their
"high-touch” model of building individual relationships with borrowers. While mission-based lenders
want to make sound loans, which is good for them and their clients, their primary focus is typically
the mission of producing positive social and economic outcomes in their communities. This usually
involves the high-touch practices discussed above, such as meeting with prospective borrowers
face-to-face to get to know them and their businesses, providing extensive amounts of technical
assistance to entrepreneurs even if they are not (yet) borrowers, and embedding loan officers on the
ground in the community and with partner organizations. These approaches are meant to help build
deep relationships and foster trust. Many of the clients that mission-based lenders serve appreciate
the high-touch approach because they have faced rejection from other lenders and financial trauma
in the past. As one lender described it: "Our culture is unique. Our customers call us on our mobile
phones, on weekends. They know we'll pick up the phone. People gravitate to us because we take
pride in helping them individually. Our reward is seeing them succeed”

Mission-based lenders’ grounding in specific communities also provides them insight into appli-
cants’ circumstances and helps strengthen their relationships with borrowers and other ecosystem
actors. CDFIs and MDIs typically start off serving a particular county, city, or even neighborhood.
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They form deep partnerships with local government agencies, community service providers, cham-
bers of commerce, and other organizations. These partners often refer new clients to mission-based
lenders, transferring trust among organizations.

Mission-based lenders’ knowledge of local markets and ecosystems may also help them manage
risk. For example, lenders frequently complete site visits either in person or virtually during loan
application processing. This helps them to assess the viability of the business by examining factors
such as nearby competing businesses and anticipated foot traffic. Place-based lenders will know if
there are other similar businesses in a particular neighborhood that may outcompete a new startup.
These approaches are challenging to scale across larger geographic service areas. Mission-based
lenders’ community-based approaches also increase loyalty among their customers in ways that
can increase the likelihood of repayment and therefore help to reduce charge-off or default rates
in their portfolios.®® This may be particularly true for MDIs, which experience deep loyalty from
their customer base as part of broader movements to support building minority wealth and assets,
including among MDI owners.®® Several lenders we interviewed pointed out that their customers
know there is a person with a name and a face on the other end of their loan, rather than just a
big institution, which makes them more likely to prioritize repayment and reach out when they
are facing financial challenges. Mission-based lenders are also likely to adopt customer-centric
approaches if borrowers run into financial difficulties and have trouble making loan payments. Typ-
ically mission-based lenders offer more flexible restructuring and financing options for loans than
mainstream lenders—including extended payment deferral—which can contribute to reduced total
charge offs across their portfolios.?°

As mission-based lenders seek out technology-enabled growth, they are considering whether
and how various aspects of their traditional approaches and culture can translate into new channels
and modes of operation. This includes experimenting with different strategies to strengthen cus-
tomer relationships through digital communications and offering training and business advising
virtually. They are also thinking about how to balance the efficiency benefits of standardization
against the potential inclusion and relationship benefits from continuing to provide customers with
a degree of flexibility concerning particular requirements and processes. To the extent that partic-
ular elements of traditional mission-based lenders’ “secret sauce” cannot be replicated in largely or
entirely digitized systems, lenders are also considering alternative approaches to managing risks and
effectuating their broader missions.

Results to date suggest that digital channels can be quite effective in some circumstances, but
that there can be value to maintaining a variety of options to meet customers' preferences despite
the associated costs. Throughout the pandemic, many lenders transitioned their coaching and
technical assistance programs online. Online video conferencing technology such as Zoom became
critical in delivering education content and meeting with clients remotely. Many lenders found this
more effective in reaching small business owners who in the past found it difficult to make time to
attend in-person events and classes. One lender described the benefits of this new approach, “We
can schedule weekly Zoom hours at a time that's convenient for the owner, even on weekends, and
the participation rate in our programs is much higher now." Even as the pandemic waned, lenders
have maintained, and in some cases expanded, these virtual TA offerings, while in some cases also
adding back in-person versions for borrowers who are strongly motivated by in-person networking
opportunities.

Beyond remote interactions, some mission-based lenders are offering comprehensive online
financial education programs. In these cases, the content is all pre-recorded or pre-written and
users can complete interactive modules that sometimes feature gamified elements. However,
these high-tech financial education and coaching approaches remain largely untested. In fact,
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some evidence suggests that online financial literacy content may not drive long-term behavioral
changes, at least among consumers,®" and there is some broader skepticism about the efficacy of
online financial education overall. This is an area of potential future growth and experimentation
for mission-based lenders. There are also other actors in the lending ecosystem experimenting
with digital coaching and financial literacy initiatives from whom mission-based lenders could
learn, and that they could potentially partner with. For example, in the past five years, sev-
eral "mission-oriented” fintechs have emerged that build behavioral nudging into their financial
coaching and credit building products for consumers.??

In the interest of digitization and scale, some mission-based lenders are experimenting with
differing levels of face-to-face interactions with borrowers. One CDFI that offered online loan appli-
cations tested removing a mandatory conversation with a loan officer prior to loan closing, with
the idea that they would “not make entrepreneurs spend one more second on securing capital than
absolutely necessary. However, after the rate of missed payments and delinquencies increased, the
lender quickly reinstated a required fifteen-minute conversation, and later extended it to thirty
minutes based on feedback from both borrowers and employees. Beyond reducing early fraud and
missed payments, employees believe the conversations are creating a stronger human connection
that will make it more likely that borrowers will call the lender as their circumstances change for
good or bad over time.

As highlighted in previous sections, another dimension of cultural change mission-based lenders
are grappling with concerns the degree to which they standardize requirements and allow excep-
tions. This includes reexamining issues ranging from the provision of paper bank account statements
to application of underwriting criteria to servicing troubled loans. One example is the extent to
which lenders using more manual underwriting systems have historically allowed loan officers and
loan committees to make exceptions to policy based on the circumstances of individual applicants.
For instance, they might show flexibility if an applicant with a credit score below the lender’s
threshold explains their circumstances in a way that justifies an exception. While the same borrower
would get automatically declined by a large bank that does not allow for exceptions, such pro-
cesses potentially allow applicants with lower credit scores to access capital through mission-based
lenders. However, as lenders implement technology and adopt the explicit goals of increasing the
volume and speed of lending, they must standardize their underwriting policies or see dramatic
increases in their costs and need for subsidy. Standardization through lending algorithms and mod-
els offers the greatest consistency and efficiency in processing large numbers of applications, but it
creates friction with the mission-based sector's cultural norms and raises the question of how much
variation individual lenders are willing to tolerate.

Some lenders are choosing to continue providing greater optionality to applicants and bor-
rowers than mainstream lenders are willing to tolerate, for instance by providing greater flexibility
in accepting paper bank statements. This has disadvantages in reducing efficiency and increasing
operational costs, but many lenders are reluctant to adopt policies that would potentially narrow
credit access. As the mission-based sector continues to move up the technology adoption curve,
internal cultures around meeting borrowers where they are and maintaining “high-touch” relation-
ship management practices will necessarily need to adapt.

Relationships with marketplace actors

The internal changes and broader initiatives that could support mission-based lenders in sub-
stantially scaling their small business lending programs may also have important implications for
their interactions with other mission-based lenders, mainstream lenders, fintechs, funders, and other
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marketplace actors. These changes potentially affect both collaborative and competitive dynamics
between different organizations and may require stakeholders to recalibrate their expectations for
how the mission-based sector operates. As the broader ecosystem looks for ways to address market
shortfalls in small business lending, stakeholders may need to consider new ways to work together
towards this joint objective.

One example of these kinds of shifts is that larger mission-based lenders moving to online lending
originations are beginning to operate in significantly more states, so that their geographic footprints
increasingly overlap with each other as well as with smaller and more community-focused CDFls.
Friendly competition among mission-based lenders is not new—for example, there has often been
a degree of competition for funding, and some large institutions that are operating as intermedi-
aries to support smaller lenders still maintain their own direct lending operations. Nevertheless,
increasing competition fueled by geographic expansion will inevitably create more complicated
inter-sector dynamics.

At the same time, the initiatives to develop stronger cross-sector technology, referral, and fund-
ing platforms are offering new opportunities and methods of collaboration within the sector. To
highlight one example, stakeholders we interviewed noted that loan participation programs can help
mission-based lenders smooth ebbs and flows in local loan demand by making it easier to access
additional liquidity to serve borrowers when demand is strong and potentially provide liquidity
to help other lenders when local business is slower. Some growth-oriented mission-based lenders
are also beginning to develop partnerships with smaller, more specialized lenders and technical
assistance providers to give more intensive support to applicants who need or want particularly
high-touch services.

Substantial growth in mission-based lenders’ small business credit programs could also have
implications for their relationships with banks, fintechs, and other lenders, who have often welcomed
opportunities to work with CDFIs and MDIs through investments, grants, technical assistance, and
technology and referral partnerships. These larger lenders are motivated to form these partnerships
because they want to be responsive to applicants who currently fall outside their credit policies and
because they hope the customers may eventually return to them as their businesses mature after
obtaining credit elsewhere. As discussed in Section 8.1, however, the likelihood of borrowers “graduat-
ing” to traditional bank loans after obtaining a single round of credit from a mission-based lender is
decreasing as bank thresholds change. In response, some mission-based lenders have begun offering
more sophisticated and digitally enabled lending products to a broader spectrum of borrowers.®
Mission-based lenders view such changes as being responsive to unmet needs and a way to improve
the economics of their programs as they work to fill market shortfalls, but they may cause larger
lenders to question the borders between different market segments.

Mission-based lenders are also finding that attempts to scale their small business lending programs
raise complicated questions with regard to risk levels, pricing, and subsidy for the sector. These lenders
see potential for expanding their programs with the right combination of infrastructure for efficient
loan processing and underwriting, customer acquisition, and liquidity vehicles. While these develop-
ments can drive greater efficiency and lower costs, they do not resolve the challenges posed by the
underlying economics of making small loans to historically underserved populations. For instance,
due to the challenges in underwriting smaller businesses who lack collateral, self-sufficiency ratios
tend to be lower for non-bank CDFI lenders that specialize in small business lending as compared to
lenders that focus on real estate lending. Additionally, loss levels among some of the nation's largest
non-bank CDFI small business microlenders tend to be higher than they are for CDFls offering other
loan products.®* Risk-based pricing is also relatively rare among mission-based lenders. Lenders and
their funders are concerned that such pricing structures may have a disproportionate effect on more
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financially vulnerable borrowers, even though the higher revenues can help cover the costs of extend-
ing credit to populations that have somewhat higher default rates. Thus, to the extent that funding
sources have particular expectations as to what pricing and default levels are "acceptable” for mission-
based lenders, those expectations shape how many customers the organizations can serve and how
much subsidy their programs require.

Although changing those expectations could potentially broaden the credit box for mission-based
lenders, lenders also caution that more subsidy is likely required as they strive to reach additional
applicants who are progressively more difficult to underwrite using standardized approaches. More-
over, even with substantial reductions in operational costs in underwriting some populations, some
sector stakeholders note that differences in relative profitability create pressure for lenders to move
up market, either to increase profitability or to reduce subsidy over time.®® This raises important
questions about how various funding sources and multiple lender segments work together to address
the systemic issues that constrain small business credit access. For instance, rather than borrowers
"graduating” to mainstream lenders after a loan from a mission-based program, the mission-based
sector could potentially develop internal pipelines to help the highest need borrowers progress from
specialized high-touch organizations to larger and more generalized lenders.

While the prospect of these kinds of changes may be uncomfortable for many stakeholders who
embrace the mission-based sector’s traditional emphasis on high-touch and heavily collaborative
operations, they are important issues for the entire small business marketplace to grapple with.
This is particularly relevant in light of chronic shortfalls in access to credit and the record levels of
business formation over the past four years. As outlined in Part 1 of this report, this can be even
more challenging for entrepreneurs of color and women, who face additional barriers to credit.
Addressing the market inefficiencies and failures that drive these dynamics will require increased
effort, collaboration, and innovation not just by mission-based lenders, but the entire small busi-
ness lending ecosystem, including banks, fintechs, investors, donors, and government actors.
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CONCLUSION

As small business formation continues at a robust pace and interest rates start to ease, surveys
suggest that demand for small business loans is already increasing.?® Mission-based lenders are
in a stronger position than they have ever been to improve credit access for small businesses and
for entrepreneurs of color and other historically disadvantaged groups in particular. External open
banking developments and mission-based lenders’ investments in their own technology capabili-
ties are increasing their ability to provide access to capital to the small businesses most difficult
to serve by increasing lending efficiency and economics. However, despite tremendous growth in
assets among mission-based lenders and significant data and technology adoption over the past
five years, much more is needed to meet the needs of pandemic-era startups and chronically under-
served parts of the market.

As detailed in this paper, lenders that are adopting electronic feeds of bank account data and
platform technologies are already seeing substantial benefits from streamlining paperwork burdens
and processing time to offer more small business borrowers viable alternatives to high-speed, high-
cost online loans. But as lenders get more experience, many are hoping to make further adjustments
to their lending criteria and processes to further expand credit to underserved borrowers. This test
and learn process has important implications not only for individual lenders but for the mission-based
sector as a whole and its future role within the broader small business lending ecosystem.

FinReglab expects to publish a final version of this paper in early 2025 that will reflect additional
lessons learned from the results of pilot initiatives using electronic cash-flow data as their lending vol-
umes grow and loans mature. It will also share insights from deeper stakeholder engagement around
the strategic questions discussed in Part 3 of the paper about the future shape and direction of the
mission-based finance sector. Forthcoming empirical reports will provide an analysis of the impacts of
cash-flow data on lending predictiveness and inclusion, both from fintech lenders and mission-based
lenders. We are also evaluating research workstreams for 2025 and beyond to continue probing
solutions to the market failures impacting access to credit among the nation’s smallest businesses,
particularly among minority business enterprises and other historically underserved populations.
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