Why Peer to Peer Lending Will Replace American Banking
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Note: This paper was originally publis epost ‘Why Wells Fargo is Terrified of

Peer to Peer Lending’.
http://www.lendig

Introduction

Banking pro
most correspo
offered by Lending
this program through t
they release each three mon

of their latest statement we find the Toll@

information (Q4 of 2013):

Noninterest expense: $7,073M
Avg loans, net: $502.5B

dingMemo.com:

Community Banking

Net interest income $ 7,225 - % 1
Noninterest income 5,029 1 (24)
Provision for credit losses 490 n.m. (72)
Noninterest expense 7,073 - (12)
Income tax expense 1,373 (9) 50
Segment net income $ 3,222 (4) » 12

($ in billions)
Avg loans, net $ 502.5 1 2
Avg core deposits 620.2 - 2
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The above two numbers are Wells Fargo’s quarterly cost and value of outstanding loans. To determine
their operating expense ratio, we annualize this cost: $7,073M * 4 = $28,292M. Dividing this cost by their
total value of outstanding loans reveals the bank’s operating expense ratio for their last reported quarter:

$28,292M
s 5.63%

Here is Wells Fargo’s op

operating € 1ld be if they

continued ea

ses. These can be found
1ssion, line item “Total

Let’s begin by discové
on page 3 of the 10-Q for
Operating Expenses” seen
on the right (latest filing ~ Operating Expenses:

is Q3 of 2013): Sales and marketing (10,460)
Origination and servicing (4,996)

General and administrative (9,331

Total Operating Expenses (24,787)
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Similarly to Wells Fargo, we must annualize this quarter to discover Lending Club’s annual expenses:
$24,787,000 * 4 = $99,148,000

The other end of the equation, the denominator, is the total value of its outstanding loans. Finding this is a
bit more complicated. We need to fj hey issued for this quarter in these
same SEC forms and annuali Its of Operations section (pg.
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Here is the waterfall for Lending Club’s last reported quarter: $189M avg. issuance/month with 73% 3-
year loans (2013 Q3):

Outstanding Balance Waterfall

Period

Month 0
Month 1
Month 2
Month 3
Month 4
Month 5
Month 6
Month 7
Month 8
Month 9
Month 10
Month 11
Month 12
Month 13
Month 14
Month 15
Month 16
Month 17
Month 18

Month 48
Month 48
Month 50
Month 51
Month 52
Month 53
Month 54
Month 55
Month 56
Month 57
Month 58
Month 58
Month 60
Month 61

Outstandings

$51.0
$374.4
$556.1
$734.1
$908.7
$1,079.7
$1,247.1
$1,410.7
$1,570.6
$1,726.7
$1,879.0
$2,027.4
$2,171.9
$2,312.4
$2,448.8
$2,581.2
$2,709.5
$2,833.8

Month 1 Month 2 Month 3 Month 4 Month 5
36 Month |60 Month |36 Month |60 Month [36 Month [60 Month |36 Month |60 Month [36 Month [60 Month |36 Mo
$138.0 $51.0
$134.9 $50.5 $138.0 $51.0
$131.9 $49.9 $134.9 $50.5 $138.0 $51.0
$128.7 $49.3 $131.9 $49.9 $134.9 $50.5 $138.0 $51.0
$125.8 $48.8 $128.7 $49.3 51319 $49.9 $134.9 $50.5 $138.0 $51.0
$122.8 $48.2 $125.8 $48.8 $128.7 $49.3 $131.9 $49.9 $134.9 $50.5 S1
$119.7 $47.7 $122.8 548.2 $125.8 548.8 $128.7 $49.3 $131.9 $49.9 S1
$116.5 547.1 $119.7 547.7 $122.8 $48.2 $125.8 $48.8 $128.7 $49.3 S1
$113.4 $46.5 $116.5 547.1 $119.7 547.7 $122.8 $48.2 $125.8 $48.8 S1
$110.1 $46.0 $113.4 $46.5 $116.5 547.1 $119.7 $47.7 $122.8 $48.2 S1
$106.9 $45.4 $110.1 $46.0 $113.4 $46.5 $116.5 $47.1 $119.7 547.7 S1
$103.5 544.9 $106.9 545.4 $110.1 $46.0 $113.4 $46.5 $116.5 547.1 51
$100.2 5443 $103.5 544.9 $106.9 $45.4 $110.1 $46.0 $113.4 $46.5 S1
$96.8 $43.7 $100.2 544.3 $103.5 544.9 $106.9 545.4 $110.1 $46.0 51
$93.3 $43.1 $96.8 $43.7 $100.2 5443 $103.5 544.9 $106.9 $45.4 51
$90.0 542.4 $93.3 543.1 $96.8 543.7 $100.2 544.3 $103.5 544.9 S1
$86.6 $41.8 $50.0 542.4 $93.3 $43.1 $96.8 $43.7 $100.2 5443 S1
$83.1 541.1 $86.6 541.8 $90.0 542.4 $93.3 $43.1 $96.8 543.7

$79.6

This multiplier is differe
loans. Quarters where more 3-

year loans will have a larger multiplier.

multiplier; those with more 5-
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With the multiplier for Lending Club’s last reported quarter, we can return to projecting its total value of
outstanding loans for this quarter’s issuance:

Annualized originations ($2268.4M) * Run rate multiplier (2.1) = Pro forma loans outstanding ($4,763.6M)

Finally, we can calculate the operati b’s last reported quarter:

Here is the with the SEC
in the pa
Lending
Club QOperating  Annualized Loan Originations 36-month Run Rate Pro Forma Loans Operating
Expenses $Th Expenses $Th | Originations $Th Annualized $Th % Multiplier Outstanding $Th| Expense Ratio
2011Q1
2011Q2 $5,892 $23,568 $56,063 $224,252 62% 2.2 $493,354.40 4.78%
2011Q3 $6,750 $27,000 $68,528 $274,112 67% 2.1 $575,635.20 4.69%
$7,260 $29,040 $86,864 $347,456 66% 21 $729,657.60 3.98%
$9,188 $36,752 $137,366 $549,464 81% 2 $1,098,928 3.34%
$10,779 $43,116 $215,378 $861,512 83% 19 $1,636,872.80 2.63%
$16,211 $64,844 $352,900 $1,411,600 79% 2 $2,823,200 2.30%
$19,057 $76,228 $446,200 $1,784,800 75% 2 $3,569,600 2.14%
$24,787 $99,148 $567,100 $2,268,400 73% . $4,763,640 2.08%

refinement of bringin@#lown their business.
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Part III: The Efficiency of Wells Fargo vs. Lending Club

We can now hold the two companies side by side and see how the efficiency of each has performed over
the past three years:

2011Q1

&
Y Ny 4 Y X

AR N R
Wells Fargo

w

—o— Lending Club

things like sma
these additional pr
the mid 215t century, lo
global finance.

ng possibility that, by
enter of national and
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