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Kapronasia

« Aleading provider of market research covering banking, payments, capital markets, and
cryptocurrency.

« Offices: Shanghai, Hong Kong, New Delhi, and Singapore

» Provide clients across the region the insight they need to understand and take advantage of
their highest-value opportunities in Asia and help them to achieve and sustain a competitive
advantage in the market.

Independent Research Consulting

Card Payments — Processors — Offline POS — Fes Structure
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UN Report on Social Networks & Digital Payment Ecosystems in China

Social Netwerks,
e-Commerce Platforms,
and the Crowtn of Digita.
Payrmrenl Ecosyslerms in China:
~ What It Means for Other Countries
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China’s consumers are getting smarter

China’s shift to
smartphones happened

in the last five years
Smartphone as % of all
phones in China

Source: GSMA

Global smartphone

penetration lags China
Smartphone as %
of all phones globally

Source: GSMA
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Digital Payments are changing the way people shop and spend as they
move away from cash which will decline by half 2010-2020

China Retail Consumption Value by China Retail Consumption by Payment
Payment Type type
RMB billion (% of total payments)
200 000 100% 0% . —
180 000 90% I = fin B 191;) 2
160 000 80% —*I—I—I—@‘
140 000 70% (5100 =
120 000 60% Ly o mn BT
100 000 50%
80 000 40%
60 000 30%
40 000 20% %rl I I 41%
20 000 10%
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B Cards Cash M |nternet Mobile H Cards Cash H|nternet Mobile

Sources: Kapronasia Analysis, Euromonitor, iResearch
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Digitization

China’s digitization is actually more pronounced in 3@ and 4" tier
cities / provinces, which is helping financial inclusion

Expectedly, Alipay users

_ R Shanghai
from provinces with Zhejiang
larger incomes spend Beijing
more with the wallet Jiangsu
Top and bottom 5 provinces Fujian
by average spend with Alipay, Shanxi
USD, 2015 Ningxia
Guizhou

Source: Ant Financial, Tencent, iResearch, Kapronasia Analysis
Gansu
Qinghai

$o $5,000 $10,000 $15,000 $20,000

Mobile phones play Tibet
a larger role in Guizhou
payments in provinces Gansu
z - Shaanxi
with lower incomes Qinghai
Top c;)nd l;ottom 5 prowr;/cei Helbel
y phone usage as % o Shanghai

all Alipay payments, 2015

Source: Ant Financial, Tencent, iResearch, Kapronasia Analysis
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Banks are only involved if a user needs to fill their wallet

1. User selects pay on 2. User can choose to 3. If money is debited 4. Money moves to
online platform, picks debit their bank account from bank account, merchant’s WeChat Pay
mobile wallet directly or use wallet funds debit shows account and can be

immediately. moved to Merchant
bank account
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Source: Kapronasia
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Result #1: China’s banks lost RMB 205 billion (US$30 billion) in card fees
in 2016

Total fees lost to

Total non-cash potential )
Internet / Mobile payments

merchant fees (RMB billion)

(RMB billion)
1200
1 000
800 402 Transaction fee
- lost to 3™ party
600 players
985 152 205 )
400 —
547 645 583 - tranzr;;:glr??ee
200 395 377
o 193 _
2010 2015 2016 2020E 2015 2016 2020E
l<apr0n *assumes 0.78% transaction fee)

ASI ! Source: Kapronasia Analysis, People’s Bank of China



Result #2: Also a tremendous loss of transaction data...

Example of 'visible' WeChat/ Alipay Data

Transaction Settlement Merchant
Date Date Currency Code

15/02/2016 16/02/2016 AR M IT 3847 JHZE
15/02/2016 16/02/2016 AR M IT 3847 jHZ%
15/02/2016 16/02/2016 AR M IT 8609 JH#k

Example of ‘visible’ Apple Pay Data

21/02/2016 22/02/2016 ARM T 5476 4%
22/02/2016 23/02/2016 ARM T 5476 jE %R
23/02/2016 24/02/2016 AR T 5476 4%
Source: Kapronasia
kapron
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Merchant Name

RN 8RB R 2 7)/CHN
HRN T I8 R B R A J)/CHN
XA FEREX/CHN

1LBR T R AR F/CHN
IEEHEFRAS/CHN
EiaminxERERAST /CHN

Tenpay
Tenpay
Alipay

Lawsons
Family Mart
Shanghai Family Mart

Value

AR ™M7t99.85
AR M7t90.00
AR™Mt61.74

AEM99.85
AEM790.00
AERMIT11.80



Especially painful when Big Data is the key for the future

of finance in China
Baidu Baifa 100 Index Fund

10 — Baifa Index using Baidu financial
search and user behavior

— Data mined and analyzed
B 100 — Uses a quantitative model along with
f I~ TN\~ CSl index info to create a financial
ot e | ___cus product that has (until recently)

e N —— handily beaten the market

2
0/ 4
2

Alibaba / Ant Financial

« China’s has no comprehensive national personal credit
database => engaged tech companies to create one

« Alibaba already has micro-loan and credit rating experience
from Taobao, now launched sesame credit

Source: Kapronasia
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Big data + Platforms = Success

Although 1.4 B people using We Chat is a lot, it is
only 1.4 B

Imagine if you can get those 1.4 B to start booking
taxis too => 2.8 B customers

Functionality: Book taxis, Pay friends, Buy movie /
show tickets, Pay bills, Mobile top-up

Platforms are underlying innovation in China

Leveraging technology to provide a product or
service more effectively to a customer

Source: Kapronasia
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China Mobile Functionality

Comparison of

Key Mobile
Functionalities
MONTHLY MOBILE PAYMENTS
ACTIVE USERS PROCESSED
LAUNCHED VOICE CALLS VIDEO CALLS PAYMENTS (MILLIONS 2015) (USD BILLIONS 2015)
WeChat January 2011 July 2012 July 2012 August 2013 697 396
PayPal 1998 None None 1998 179 50 (est.)
Alipay 2004 None None 2004 450 1,316
WhatsApp 2009 April 2015 November 2016  None 1,000 Not Applicable
Facebook August 2011 April 2013 April 2015 March 2015 1,000 Not Available
Messenger
kapron
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WeChat’s Red Envelope Campaign was a game changer

Mobile Payments by Value
Yearly Total Mobile Payments, Billion USD
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integration of payments into WeChat
has helped Tencent capture mobile payment

market share from the market leader Alipay
PSP market share: mobile payments
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WeChat Ascended

Although we should see WeChat numbers top out in 2018, the integration of payments and social has

helped WeChat capture significant market share

Use of WeChat for
payments has grown
faster than the usage
of the platform itself
USS and millions

of active daily users
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61,527

2016

ANNUAL TOTAL
PAYMENTS PER USER

MILLIONS OF
ACTIVE DAILY USERS



What do the millennials think?

Which of the following describes your
feelings about your bank?

"| enjoy banking with them ™| do not enjoy bankingwith them

Source: Kapronasia
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Do not see any differentiation

Do you think your bank offers anything
different than any other bank?

Source: Kapronasia
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And privacy doesn’t seem to be an issue

kapron

ASIA

Would the following scenarios be acceptable to you?

3

* Your bank suggesting a wealth management product based on your salary and spending habits
* Dianping looking at your personal calendar tosuggest anewrestaurant onyour birthday.

* Baidu using your everyday baidu.comsearch habits to create a better financial product for you.
“ None of the above

Source: Kapronasia



Payments were only the start

Ali Yun - (Alibaba Cloud)

— (€Sl Taojin Big Data 100 Index

Information MYBank

Internet Loan Service Collection

Allbaba Small and Micro Financial Services Ant Finance

Internet Insurance Service e ]

Zhongan Insurance : ] . Yu'e Y

T Alipay ' Bao Sesame

Export and Investment Service : Payment Credit

One Touch Transfer I Interest
___________________________________________ . Marketization g ISsue Loan
+ Finance Service for Enterprise : .
- L o ' Financial ', . - '
i+ Monitor clients’ cash flow and cut off : \ Finance Service for Individual :
" in case of fraud : N : '
1 . . v * Collect data from payment transfer H
!« Obtain customer credit records, : : Support ' - L ) o '
' S - T ' : !« Assess Clients' credit performance and '
1 transaction detalls and complaints via . : L repayment abllity to Issue loan i
i multiple channels and surveys :— . H e .

: Alibaba E-Commerce
Product Alipay
Supplier
.......................................... INFOrmMAtION FlOW cevrererieerenrssssnsansssssnsnnsnnsnnnnns
+ B2B: Alibaba.com
: * B2C: Tmall.com ;
e — .CZC:Taobaocom S
- -

Source: Kapronasia
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Nearly every platform has a fintech play

FUNCTIONAL COMPARISON

Overview of the key functionality of various Chinese Digital Finance Platforms

PARTICIPANTS

FUNCTIONALITY ALIBABA TENCENT BAIDU PINGAN JD.COM XIAOMI
PAYMENT Alipay Tenpay, Baidu Wallet 1gianbao JD Payment Xiaomi Pay
WeChat
Pay

LENDING Ant Micro Loan, Weilidai, Baiduxiaodai Chengyi, JDIOU

Huabei Renrendai Puhui
BANK MyBank WeBank Baixin Bank  PingAn Bank
INSURANCE ZhongAn ZhongAn BaiAn PingAn JD Insurance

Insurance, Insurance Insurance Insurance,

Cathay Insurance ZhongAn

Insurance

SECURITIES Tebon Futu, PingAn Tiger

Securities Huatai Securities Securities
WEALTH Tianhong, Howbuy.com, Baifa, Lufax JD Xiaojinku Jijinbao,
MANAGEMENT AND YU'E Bao, Licaitong Baizhuan Huogibao
DISTRIBUTION Ant Jubao,

Shumi,

Taojin

100 Index
CREDIT SCORE Sesame Credit  Tencent Credit Qianhai Credit
CROWDFUNDING Taobao Tencent Lejuan PingAn JD Duocaito

1<apr0n Crowdfunding, Haofang Crowdfunding

ASI ! Antsdaq



Digital Platform Profitability

Although many of the platforms may have struggled to achieve profitability
earlier, Ant & Tencent are making significant digital revenue.

Comparison of 2015 Digital Finance Revenue
(USS million, estimated)

PAYMENT FEES FEES FROM FEES FROM TOTAL

FROM TOTAL TOTAL FINANCIAL SMALL AND DIGITAL

PAYMENTS PRODUCTS MICRO LOANS FINANCE

PROCESSED DISTRIBUTED DISBURSED REVENUE

Tencent $2,503 $16 $1,101 $3,620
Alipay $7,450 $221 $2,058 $9,730

Sources: Kapronasia Analysis, Credit Suisse, iResearch
* Baidu's market share in both payments and lending is negligible
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Situational Finance is the future...

)

...being able to offer the right financial service at the
right time.
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So why should you care?

What China Fintech is doing to banks in China is classic disruption and could happen anywhere

« Light regulation around fintech has helped the industry to develop in China, but current regulations
wouldn’t have hindered the development

« China Fintech is expanding internationally rapidly.

Understanding customer demands and needs is key
* You may not understand SnapChat, but you better understand SnapChat
* For many years the customer experience in China was awful — this changed

The answer may not be the obvious one

« Payments were loss-making for both Alipay and Tenpay initially — used big data and platforms to build out
the offering

« Balance of what the customers know they want vs. what we can tell them they want. No one knew that we
needed iphones or QR codes.
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Summary

« The business model of fintech is changing: fees => services as
fintechs are leveraging payments traffic and and mining data to
create value

« The current uptick in digital payments has left the banks behind:
they are losing payment fees, but more importantly, data

« China has bet big on blockchain, but unclear implications for the
financial services industry

« More regulation to come
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Visit or send us an email:
Twitter: @chinafintech
zennon.kapron@kapronasia.com
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