The State of
Digital Lending ﬁ '
= s K

Readiness

EEEEEEEEEEEE AMOUNT



The State of
Digital Lending
Readiness

WHAT IS DIGITAL LENDING READINESS?

Digital lending readiness refers to the technological and
operational capabilities that enable financial institutions
(Fls) to process, approve and disburse lending products to
end borrowers through efficient and secure digital lending
processes.
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WHAT'S AT STAKE

id-sized financial institutions (Fls), including commu-
nity banks, regional banks and credit unions (CUs), are
struggling with their digital lending readiness. Many
decision-makers believe that lending process digitiza-
tion and automation are key to unlocking operational efficiency and
creating better application experiences. However, competing with
larger Fls in meeting the needs of consumers and small to mid-sized

businesses (SMBs) remains a challenge.

9%

of FIs worry about
automation’s impacts on the
customer-banker relationship.

AMOUNT

What's at Stake

While most Fls rate their lending processes as very good or excellent,
only 1 in 4 can fulfill the loan process — from application through
approval to disburse funds — for both consumers and SMBs in the
same day. Just 7% of Fls have an average application-to-fulfillment
time frame of a few minutes for consumer loans, and even fewer can
do so for SMB loans. These gaps in digital lending readiness hinder
operational efficiency and limit an FI’s ability to stay competitive.

Digital lending platforms promise faster fulfillment times, improved
accuracy and potentially better customer experiences. However,
community and regional banks and CUs continue to face challenges.
Organizational reluctance and technical limitations, especially for
smaller Fls, have slowed the adoption of digital lending platforms.
Only 36% of Fls rely on digital lending platforms for more than half
of their lending processes. Integration issues also persist, with nearly
half of community banks and CUs citing difficulties in adopting auto-
mated systems. While digital lending readiness varies across Fls, the
importance of overcoming internal and external challenges to fully
digitize lending operations is undeniable.

These are just some of the findings detailed in the State of Digital
Lending Readiness, a PYMNTS Intelligence and Amount collaboration.
This edition examines how ready Fls of various types and sizes are to
innovate their lending products and platforms. It draws on insights
from a survey of 45 senior executives at Fls of various types and
sizes conducted from Aug. 7 to Aug. 22.

This is what we learned.
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AUTOMATION
AUTOMATION ¢ DELINQUE

Digital lending readiness varies significantly across Fls, Automation in lending processes is linked to faster
with consumer lending processes far more automated loan fulfillment and lower delinquency rates,
than SMB lending processes in most cases. especially for Fls using digital platforms.
Share of Fls that report Delinquency rate for consumer
having mostly automated loans from Fls relying less on digital
consumer lending, but only lending platforms, compared to
around one-third have done 1.2% from Fls relying more on digital
so for SMB lending lending platforms
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1.

INTERNAL ROADBLOCKS AUTOMATION PLANS

Organizational reluctance, technical integration
issues and budget constraints hinder many Fls’
adoption of digital lending platforms.

Fls are starting to focus on expanding automation to
improve both consumer and SMB lending processes.

$186M 61%

Estimated amount the average
mid-sized Fl plans to invest in lending
innovation over the next 12 months

Share of Fls highly interested in
moving to fully automated lending

processes, with half aiming to do so
within two years

PYWNTS
INTELLIGENCE AMOUNT



10 | The State of Digital Lending Readiness

PYMNT:
INTELLIGENCE

ligl=
FULL STORY

Leaders at mid-sized Fls view
lending digitization as essential

for boosting efficiency and improving
customer interactions.

AMOUNT

Digital lending readiness varies
significantly across Fls, with
consumer lending processes more
automated than SMB lending
processes in most cases.

The digital lending landscape reveals a clear divide between con-
sumer and SMB lending. While 70% of Fls have mostly automated
consumer lending processes, only one-third have done so for SMBs.
Regional and digital-only banks lead in automation, with 91% auto-
mating consumer lending and 38% doing so for SMBs. Community
banks and CUs are more likely to rely on manual processes.

Three-quarters of mid-sized community banks, regional banks and
CUs rate their digital lending readiness as very good or excellent.
However, only 28% can fulfill loans to both consumers and SMBs the
same day. Just 7% of Fls can fulfill consumer loans within minutes,
on average, while only 2.4% do so for SMBs. For 74% of Fls, SMB loan
fulfillment takes two or more days, reflecting significant delays.
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FIGURE 1: Both consumers and SMBs within a day

How qUiCkly Fls can fulfill consumer and SMB loans . Consumers within a day, SMBs more than a day
Share of Fls reporting average time from loan application to fulfillment for both

consumers and SMBs, by demographic @® Both consumers and SMBs more than a day

28% 65% 8% 21% 79% 0% 31% 58% 12% 1M1% 84% 5% 43% 48% 10%
Sample $3B-$10B $10B+ Community Regional or
bank or CU digital-only bank
Asset size Financial institution

Source: PYMNTS Intelligence
The State of Digital Lending Readiness, October 2024
N varies based on the number of Fls that provide lending products to select types of borrowers, fielded Aug. 7, 2024 — Aug. 22, 2024
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As Fls look to improve efficiency, the need for digitized lending
grows. Fls with higher levels of automation report faster loan fulfill-
ment times, which likely leads to improved operational performance.
Consumer lending processes are significantly more automated than
those for businesses. This suggests SMB lending is more complex.
SMB loan approvals currently require additional verification, which
slows the automation process for this category of lending.

FIGURE 2A:

Levels of lending process automation
Share of Fls, by level of automation of the lending process for consumers

Sample

70% 23% 7%

Community bank or CU

45% 45% 10%

Regional or digital-only bank

91% 4% 5%

Source: PYMNTS Intelligence
The State of Digital Lending Readiness, October 2024
N varies based on the number of FIs that provide lending products

Entirely or mostly automated

Both manual and automated
to select types of borrowers,

@ Entirely or mostly manual fielded Aug. 7, 2024 — Aug. 22, 2024
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While 70% of Fls have mostly or fully automated consumer lending,
only 33% have achieved similar automation for SMBs. Community
banks and CUs are particularly reliant on manual processes, with
29% using manual or mostly manual systems for SMBs. In contrast,
91% of regional and digital-only banks have fully or mostly automated
consumer lending, and 38% have automated SMB lending. Notably,
only 20% of FIs with assets between $3 billion and $10 billion have
mostly automated SMB lending, compared to 41% of those with $10
billion or more in assets.

FIGURE 2B:

Levels of lending process automation
Share of Fls, by level of automation of the lending process for SMBs

Sample

33% 48% 19%

Community bank or CU

29% 43% 29%

Regional or digital-only bank

38% 52% 10%

Source: PYMNTS Intelligence
The State of Digital Lending Readiness, October 2024
N varies based on the number of Fls that provide lending products

Entirely or mostly automated

Both manual and automated
to select types of borrowers,

® Entirely or mostly manual fielded Aug. 7, 2024 — Aug. 22, 2024
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Automation in lending processes
is linked to faster loan fulfillment
and lower delinquency rates,
especially for Fls using

digital platforms.

Fls that automate their lending processes gain several key
advantages. For example, those using digital lending platforms
to automate more than half of their lending are three times
more likely to fulfill loans to SMBs within minutes, compared to
those with less automation. Specifically, 13% of Fls using digital
lending platforms for most of their lending can fulfill consumer
loans in minutes, on average, compared to just 4% for those
relying on manual systems.

Moreover, Fls with automated lending processes are 54% more
likely to fulfill loans to both consumers and SMBs within the
same day. For example, 31% of Fls that heavily rely on digital
platforms fulfill loans faster, compared to only 26% of those
that rely on digital tools less.

AMOUNT

The Full Story | 17

AUTOMATED LENDING ALLOWS Fls
TO DISBURSE FUNDS FASTER

8%

of FIls with mostly or entirely automated

lending processes can approve and disburse
to both consumers and SMBs within the
same day, on average.

9%

of Fls with mostly or entirely manual lending

processes can approve and disburse to both
consumers and SMBs within the same day,
oh average.

© 2024 PYMNTS All Rights
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More automation and faster, more streamlined lending
Share of Fls with select lending efficiency metrics,
by digital lending platform utilization

7%

of Fls that rely on a digital lending
Less than 50%  More than 50% platform for most of their lending
of lending using  of lending using . ..
a digital lending  a digital lending can offer an en’ure[y d|g|ta[
platform platform ] . .
consumer apptlcatlon experience.

SHARE WITH AVERAGE Consumers 4% 13%

APPROVAL-TO-FULFILLMENT
TIME FRAME OF

A FEW MINUTES SMBs 0% 8%

Higher digital lending readiness allows Fls to perform all the steps
involved in approval and fulfilment quickly without compromising

Consumers 61% 60% accuracy. Digital lending platforms help reduce errors in credit eval-
APPROVAL RATES uations, ensuring risk is effectively managed. As more consumers
and businesses expect their Fls to offer fast and frictionless loans,
SMBs 60% 58% . ) i .
automation becomes essential for staying competitive.
Approval rates are similar regardless of an FlI’s automation level.
Consumers 21% 1.2% PP g

However, delinquency rates reveal a clear difference. FIs with more
manual lending processes for SMBs report delinquency rates higher

SMBs 1.6% 0.9% than those with automated systems. For consumers, the delinquency
rate is 2.1% for Fls relying less on digital lending platforms, compared
to 1.2% for those automating at least 50% of their processes. For SMB
lending, the delinquency rate is 1.6% for less automated Fls, but 0.9%
for those with greater automation. This suggests digital readiness
has a positive impact on risk management.

DELINQUENCY RATES

PYWNTS
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Organizational relUCtance, Fls need to commit to digital transformation, which requires more

than investing in the technology. Balancing concerns about automa-

teChnical integra‘tion issues tion with the operational benefits of digital lending platforms is key
. . to unlocking their full potential. Budget constraints still pose signifi-
and bUdget ConStralnts hlnder cant obstacles, particularly for community banks and CUs. Fifty-five

percent of these Fls say budget limitations restrict their reliance on

, o [ ] o
many FIS adoptlon Of dlgltal digital lending platforms. Additionally, 29% of Fis use digital platforms
lending platforms. for less than one-quarter of their lending, while only 36% automate

more than half of their lending. Beyond budget concerns, technolog-
ical constraints (41%), organizational reluctance (45%) and concerns
about platform performance (27%) further hinder adoption, particu-

larly among community banks and CUs.

5%

Despite the potential benefits of automation, barriers
remain, particularly for community banks and CUs. Orga-
nizational reluctance presents a significant obstacle, with
79% of Fls concerned that automation could disrupt the
personal connection between bankers and customers.

Smaller Fls also face unique challenges, including limited
budgets and the difficulty of integrating new technologies

into existing systems. Forty-three percent of community

banks and CUs struggle integrating automated systems O]C COmmUﬂity baﬂkS aﬂd CUS

into legacy infrastructure, making it harder to transit.ion Say OrgaﬂizatiOﬂa[ reI.UCtaﬂce Umlts
away from manual processes. Regulatory and technical _

concerns, though present, are less pressing compared to the degree tO V\/h|Ch they use

an organization’s cultural and financial obstacles. dlglta[ Leﬂdiﬂg pLaUCOrmS
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FIGURE 4:

The Full Story | 23

Regional or digital-only bank

Reasons Fls continue to use manual lending processes ©® Community bank or CU
Share of Fls citing select reasons for relying on manual lending processes,

by type of FI

T7% 81%

Value the
benefits of
customer
to banker
relationship

INTELLIGENCE /% AMOUNT

73% 76% 59% 57% 36% 14% 9% 43% 18% 29% 9% 29% 14% 14% 9% 19% 9% 10% 5% 5%
Better efficiency Some customers' Easier to meet Difficulties Difficulties Costs and fees More automation Manual Lack of technical Lending
or accuracy preference for  regulatory and integrating measuring associated with  not being top processes staff to monitor  program being
doing some tasks  some of the compliance automated  expected ROl from automation priority taking too much and manage too small to
manually processes to requirements processes into automation time to replace automated invest in
happen manually existing systems processes automation

or in-person

Source: PYMNTS Intelligence
The State of Digital Lending Readiness, October 2024
N = 43: Fls whose lending processes include some manual handling, fielded Aug. 7, 2024 — Aug. 22, 2024
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FIGURE 5:

Fls are starting to focus
on expanding artificial

How Fls are boosting their lending preparedness
Share of Fls citing strategies they rely on to improve lending readiness,
by type of FI
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intelligence (Al) and

Regional or Community
H H digital-only bank bank or CU
automation usage to improve
b h d Utilizing digital lending platforms 83% 64%
Ot Consu mer an SMB EF%‘;‘?;CZ'\?:'S'D— Streamanrjggr%\r?t?:;d;:gCaer;(: 74% 45%
lendlng processes. AUTOMATION Utilizing automated process 61% 50%
TeNSINGET 30% 23%
S ODUCT AND Improving alignmenzv?ghtiw::rlzgtpc;g?nuac:j 57% 73%
MARKETING Adding more products to the 48% 45%
. . L. . lending portfolio ° °
While most Fls view the use of digital lending plat- ALIGNMENT
o . ) Engaging with third-party providers 22% 14%
forms as a cornerstone of digital lending readiness,
. o Utilizing Al technologies 48% 41%
just 36% currently use these platforms for 50% or in risk management/underwriting ° °
more of their lending. However, we find that most plan RISK AND ERAUD Reducing fraud 26% 36%
to move to fully automated lending processes, with MANAGEMENT e R 17% 399,
many planning to do so within the next two years. Improving management of 299 18%
. . . lat l ° °
Al technologies play a significant role, with 74% of reeviatony compance
) o ) Utilizing Al technologies to improve 74% 45%
regional or digital-only banks and 45% of community customer experience
banks and CUs viewing adopting Al as a key strategy improving staff skills and training 35% 32%
to improve the customer experience. Likewise, 48% of e e e 4% 0%

regional or digital-only banks and 41% of community
banks and CUs view adopting Al as a way to improve
risk management and underwriting.

AMOUNT

Source: PYMNTS Intelligence
The State of Digital Lending Readiness, October 2024

N = 45: Complete responses, fielded Aug. 7, 2024 — Aug. 22, 2024
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The reliance on digital lending platforms underscores the banking
industry’s commitment to technology as a strategic tool for improving
their lending processes. Fls that adopt Al in both customer experi-
ence and risk management position themselves to handle lending
more efficiently, speedily and accurately.

Fls are focused on streamlining their lending processes while
expanding their digital capabilities. Adopting sophisticated auto-
mated tools that assess consumer and SMB risk profiles can improve
decision-making processes. As Fls embrace these technologies, they
position themselves to serve both consumers and SMBs more effi-
ciently and at scale.

of community banks or CUs plan
to innovate in digital lending in
the next 12 months.

of regional or digital-only banks

plan to innovate in digital lending
in the next 12 months.

AMOUNT

The Full Story

“ AUTOMATED SYSTEMS MINIMIZE DATA
ENTRY ERRORS AND IMPROVE ACCURACY.

— Director of finance of a commmunity bank
with $10 billion to $20 billion in assets

“ DIGITIZATION WOULD ALLOW MEMBERS
TO APPLY FOR LOANS AND CHECK STATUS
ANY TIME, IMPROVING ACCESSIBILITY.

— CFO of a CU with $3 billion to $5 billion in assets

We find that 61% of mid-sized Fls — including community and regional
banks as well as CUs — are highly interested in fully automating their
lending processes, with 44% planning to partner with digital lending
platforms to address existing challenges. Although 51% of FlIs plan to
achieve full automation in the next two years, only 7% expect to fully
automate within the next 12 months. Regional and digital-only Fls
lead the charge, with 68% having concrete plans to pursue automa-
tion within two years, while 52% of community banks and CUs lack
specific timelines. The average Fl plans to invest 1.4% of its assets
in lending innovation, prioritizing efficiency over portfolio expansion.

© 2024 PYMNTS All Rights Reserve
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\ =
Fls risk falling behind in SMB lending if they wait to automate key
processes. Currently, only 33% of Fls have automated SMB lending,
compared to 70% for consumer lending. By closing this automation
gap, Fls can reduce fulfillment times, as only 28% can deliver same-
day fulfillment for both consumers and SMBs. Fls that increase

automation can improve their operational efficiency and competi-
tiveness, especially in SMB lending.

a®o

G{@
Fls should transition away from manual processes to improve efficiency.
The belief that manual systems provide better accuracy can hinder long-
term growth. Data challenges this assumption. Approval rates remain similar
regardless of automation, but delinquency rates are higher for Fls relying on
manual processes for both consumer and SMB lending. Fls must consider

the advantages of digital lending platforms and overcome organizational
reluctance to improve outcomes.

PYWNTS
INTELLIGENCE AMOUNT

g

Fls need to accelerate their automation plans to meet market
demands and customer expectations. Sixty-one percent of Fls
are interested in moving to fully automated lending processes
within the next two years. In the near term, Fls should weigh the
costs and benefits of investing more than the industry average
of 1.4% in assets to achieve full automation.

&

04

Adopting automation in lending by leveraging digital lend-
ing platforms can improve decision-making and reduce
fraud while enhancing the customer experience. Embrac-
ing digital lending automation technologies will allow Fls
to enhance loan quality and operational performance. With
most FIs planning to fully automate lending in the next two
years, Fls that let institutional inertia slow the process of
digitization risk falling behind their competitors.

024 PYMNTS All Rights Reserve
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METHODOLOGY

he State of Digital Lending Readiness, a PYMNTS Intel-

ligence and Amount collaboration, is based on a survey

conducted from Aug. 7 to Aug. 22. The survey captured

responses from 45 senior executives across mid-sized
Fls — including community banks, regional banks and CUs —
with assets ranging from $3 billion to $30 billion. Respondents
represented various functional areas, including credit under-
writing, lending, customer acquisition, consumer banking and
commercial banking.

THE PYMNTS INTELLIGENCE TEAM THAT PRODUCED THIS REPORT:

Scott Murray Yvonni Markaki, PhD Adam Putz, PhD
SVP and Head of Analytics SVP, Data Products Senior Writer
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PYMNTS Intelligence is a leading global data and analytics platform that
uses proprietary data and methods to provide actionable insights on what’s

now and what’s next in payments, commerce and the digital economy.
Its team of data scientists include leading economists, econometricians,
survey experts, financial analysts and marketing scientists with deep expe-
rience in the application of data to the issues that define the future of the
digital transformation of the global economy. This multi-lingual team has
conducted original data collection and analysis in more than three dozen
global markets for some of the world’s leading publicly traded and pri-
vately held firms.

Amount is a global digital origination and decisioning SaaS platform pow-
ering high-velocity consumer and SMB deposit and loan origination for
financial institutions. Developed by lending industry experts, Amount helps
banks and credit unions drive profitability and achieve a performance
advantage with a fully integrated and flexible platform underpinned by
enterprise bank-grade infrastructure and compliance - enabling financial
institutions to deliver new and differentiated offerings within months, not
years. With Amount, banks and credit unions can optimize performance
across product categories while tapping into various service offerings
including customer acquisition, funnel and performance assessments, and
risk analytics. Amount clients include financial institutions collectively
managing just over $3.1T in US assets and servicing more than 50 million
U.S. consumers. Visit www.amount.com for more information.

We are interested in your feedback on this report. If you have questions, comments or would like

to subscribe, please email us at feedback@pymnts.com.

The State of Digital Lending Readiness may be updated periodically. While rea-
sonable efforts are made to keep the content accurate and up to date, PYMNTS
MAKES NO REPRESENTATIONS OR WARRANTIES OF ANY KIND, EXPRESS OR
IMPLIED, REGARDING THE CORRECTNESS, ACCURACY, COMPLETENESS,
ADEQUACY, OR RELIABILITY OF OR THE USE OF OR RESULTS THAT MAY BE
GENERATED FROM THE USE OF THE INFORMATION OR THAT THE CONTENT
WILL SATISFYYOUR REQUIREMENTS OR EXPECTATIONS. THE CONTENT IS PRO-
VIDED “AS IS” AND ON AN “AS AVAILABLE” BASIS. YOU EXPRESSLY AGREE THAT
YOUR USE OF THE CONTENT IS AT YOUR SOLE RISK. PYMNTS SHALL HAVE
NO LIABILITY FOR ANY INTERRUPTIONS IN THE CONTENT THAT IS PROVIDED
AND DISCLAIMS ALL WARRANTIES WITH REGARD TO THE CONTENT, INCLUD-
ING THE IMPLIED WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A
PARTICULAR PURPOSE, AND NON-INFRINGEMENT AND TITLE. SOME JURIS-
DICTIONS DO NOT ALLOW THE EXCLUSION OF CERTAIN WARRANTIES, AND, IN
SUCH CASES, THE STATED EXCLUSIONS DO NOT APPLY. PYMNTS RESERVES
THE RIGHT AND SHOULD NOT BE LIABLE SHOULD IT EXERCISE ITS RIGHT TO
MODIFY, INTERRUPT, OR DISCONTINUE THE AVAILABILITY OF THE CONTENT
OR ANY COMPONENT OF IT WITH OR WITHOUT NOTICE.

PYMNTS SHALL NOT BE LIABLE FOR ANY DAMAGES WHATSOEVER, AND, IN
PARTICULAR, SHALL NOT BE LIABLE FOR ANY SPECIAL, INDIRECT, CONSE-
QUENTIAL, OR INCIDENTAL DAMAGES, OR DAMAGES FOR LOST PROFITS, LOSS
OF REVENUE, OR LOSS OF USE, ARISING OUT OF OR RELATED TO THE CON-
TENT, WHETHER SUCH DAMAGES ARISE IN CONTRACT, NEGLIGENCE, TORT,
UNDER STATUTE, IN EQUITY, AT LAW, OR OTHERWISE, EVEN IF PYMNTS HAS
BEEN ADVISED OF THE POSSIBILITY OF SUCH DAMAGES.

SOME JURISDICTIONS DO NOT ALLOW FOR THE LIMITATION OR EXCLUSION
OF LIABILITY FOR INCIDENTAL OR CONSEQUENTIAL DAMAGES, AND IN SUCH
CASES SOME OF THE ABOVE LIMITATIONS DO NOT APPLY. THE ABOVE DIS-
CLAIMERS AND LIMITATIONS ARE PROVIDED BY PYMNTS AND ITS PARENTS,
AFFILIATED AND RELATED COMPANIES, CONTRACTORS, AND SPONSORS, AND
EACH OF ITS RESPECTIVE DIRECTORS, OFFICERS, MEMBERS, EMPLOYEES,
AGENTS, CONTENT COMPONENT PROVIDERS, LICENSORS, AND ADVISERS.

Components of the content original to and the compilation produced by
pymnts is the property of pymnts and cannot be reproduced without its prior
written permission.
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