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Since 2015, OakNorth has been on a mission to empower growth businesses to
make the world a more interesting, dynamic, and diverse place to live.

Growth businesses are the change makers, the job creators, the productivity
drivers, and the home builders who with $1 of funding, will put another $4 back
into the economy. They are the backbones of economies and communities
globally.

We want to ensure that every one of these businesses is able to obtain fast,
flexible debt finance and that banks are equipped with the technology to do this

at speed, at scale and securely.

We work with visionary banks around the world, including our own bank in the UK,
OakNorth Bank plc, to build the future of commercial lending and help hundreds
of thousands of growth businesses scale.

To explore this further, OakNorth has partnered with Celent — a leading research
and advisory firm specialising in Financial Services — to produce a ‘Solution Brief’,
detailing how OakNorth is doing this through deploying the OakNorth (ON)
Credit Intelligence Suite.

The research breaks down the three central components to the ON Credit
Intelligence Suite — Portfolio Insights, Credit Analysis and Loan Monitoring,
before detailing how each of these enables lenders to Lend Smarter, Lend Faster,
and Lend More.

The report then concludes by specifying what the opportunities are for banks
who are looking to deploy the software moving forward and how the ON Credit
Intelligence Suite differs from other legacy credit analysis and portfolio monitoring

tools.

In addition to Celent’s findings, Sean Hunter, OakNorth's Chief Information Officer
shares his latest insights on how and why a data driven approach is the key to
profitable growth in commercial lending. In addition, he also touches on how

we're currently seeing fast movers already anticipating the bounce-back of the

economy, with more demand and competition to provide business loans than ever.

As Sean Hunter details on the next page, for profitable growth, banks need to
differentiate themselves and go where the competition is not. That doesn’t mean
taking on more risk, it means having the ability to lend to overlooked market
sectors and business types - ones which are good credits but may be difficult for
other lenders to confidently take on as they don't have the data or analytics to

make an informed decision.
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A data-driven approach to profitable growth in
commercial lending

Fast movers are already anticipating the bounce-back
of the economy: we've heard from one bank that there

is more demand for business loans than ever. The catch,
they said, is that there is also more competition than ever.
That doesn’t make much sense unless you realize that,
while demand may have grown substantially, the demand
from banks willing to address that demand has not. Banks
are still chasing the same pool of borrowers with all the
negative consequences that implies. For profitable growth,
banks need to differentiate themselves and go where the

competition is not.

That doesn’t mean taking on more risk, it means having
the ability to lend to overlooked market sectors and
business types - ones which are good credits but may
be difficult for other lenders to confidently take on as
they don't have the data or analytics to make an informed

decision.

The opportunity begins with the bank’s own portfolio -

ON Portfolio Insights helps banks identify borrowers
that may represent opportunities for growth within
their current book. For example, borrowers that have an
immediate need for liquidity to reboot and rebuild, but that
have businesses which have additional debt capacity and
should be strong and profitable through the recovery. By
providing these businesses with debt finance, a bank can no
only help the business thrive but also achieve more growth
itself. Because these are existing customers, the investment
in time and effort of acquisition and onboarding has already
been made, meaning this growth should be immediately
profitable.

The ON Credit Intelligence Suite also provides sector
insights to give a rich, data-driven picture of the factors
driving revenues, costs and market size for each of the
sub-sectors in the existing portfolio or for any given
borrower. A bank can use this understanding to choose where
to invest further, pursuing momentum in sectors where the

macroeconomic tail winds are already building in their favor.

BY SEAN HUNTER,
ClIO AT OAKNORTH

OakNorth also helps banks achieve growth in other ways.
For new loan origination, ON Credit Analysis provides
automatic financial forecasts (allowing intelligent
covenant-setting) and peer analysis (giving a good sense

of how a new opportunity stacks up against comparable
businesses in the existing portfolio and in external data). As
this and the credit report is all automatic, the operational
efficiency can help the bank get in front of the prospective
borrower with indicative terms and a bespoke facility before
the competition. The additional insight given by forecasting
can show where the bank can be flexible in structuring

the finance to meet the needs of the borrower where
competitors may be forced into a “one size fits all” race to

the bottom on rates.

The ON Credit Intelligence Suite automatically updates
forecasts as new financials are produced, and provides
early warning signals when monitoring borrowers, so
banks are alerted if a borrower is forecast to miss KPIs that
were set or breach covenants. This allows the bank to stay
proactive and deal with issues early so that growth remains
profitable. The evolving “baseball card” view showing the
current state of the borrower and their financials provides
an ideal point of reference for a relationship manager. This
means that before any meeting with the client, they are fully
informed and able to act as a true financial partner. This in
turn, will help the bank build a deeper, more consultative

and ultimately more profitable relationship over time.

Finally, ON Portfolio Insights helps credit officers keep
their finger on the portfolio pulse and spot any areas
that are starting to soften before they truly become a
genuine cause for concern. As it provides forward-looking
stress tests that can be run on a regular basis, it can help

a bank spot risks up to12 months earlier than they might
otherwise be able to, allowing them to double down on
areas of growth, while being able to take pre-emptive steps

where things are not going so well.
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WHY IT MATTERS

Commercial loan origination has historically been complex and inefficient,
requiring many disparate, disconnected steps to be completed, starting from
initial discussions with the potential borrower and ending with booking the closed
loan on the bank’s loan servicing system. While automation and digitization tools
have been available for a long time, investments in commercial loan technology
are often postponed in favor of higher priority regulatory compliance projects or
improving profit margins on high-volume small business credit products. The ON
Credit Intelligence Suite seeks to help banks make better informed commercial
credit decisions through portfolio insights, credit analysis, and loan monitoring.

When it comes to small business loans of $500,000 or less, big banks and platforms
such as Kabbage, Ant Financial, and Lending Club offer several credit options,
including small general-purpose business loans, asset financing, and invoice
financing. To make higher-volume, smaller-dollar loans commercially viable, lenders
typically base credit decisions on highly automated credit models that allow lenders
to process loans quickly and efficiently. Instead of seeking to understand each
business’s unique needs and growth capacity, borrowers may end up with
standardized and inflexible terms.

Banks can justify allocating significant amounts of time and resources to
underwriting loans at the other end of the commercial lending spectrum (loans of
$25-plus million) because the potential returns are substantial. These firms benefit
from bespoke underwriting and deal terms. Typically, loans that fall between the
lower and upper bounds, i.e., those between $500,000 and $25 million, are also
traditionally underwritten, increasing costs and lowering the expected net profit
margin. Figure 1 depicts the large number of handovers, extended waiting time for
client information, extensive time spent in committees, many areas of rework, and
other inefficiencies present in traditional commercial loan origination and
monitoring.

© CELENT 3
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Figure 1: End-to-end corporate lending process example?
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Several levers, both process and technology-driven, can be pulled to improve the
effectiveness and efficiency of corporate lending (e.g., process redesign, client
interface re-engineering, data rework, increasing straight through processing (STP).
Figure 1 also depicts some of the data and analytics pain points facing bank lenders.
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Company and Solution Overview

Founded by entrepreneurs Rishi Khosla and Joel Perlman, OakNorth seeks to
empower the Missing Middle: growth businesses that significantly impact economic
and employment growth but still struggle to secure fast, flexible debt financing.

The idea for OakNorth began in 2005 when Rishi and Joel were looking for a working
capital facility to support their growing business at the time, Copal Partners, a
financial research firm they'd founded three years prior.

Despite being a profitable business with solid cash flow and retained clients, none of
the commercial banks were willing to lend to them. The facility was too small to
offset the bank’s costs for assessing and analyzing their financials and structuring a
credit offering for their needs. A few months later, through one of their institutional
client’s special situations desk, they managed to secure funding. So, an institutional
division of a bank was able to support them, but the commercial lending part of the
bank was not.

After scaling Copal Partners to a 3,000-employee business and selling it to Moody's
Corporation in 2014, the partners set out to address the funding gap they had
experienced firsthand and help growing businesses achieve their potential.

The ON Credit Intelligence Suite, Celent’s 2020 Model Bank winner for Lending as a
Platform, was their solution to this challenge. OakNorth Bank in the UK, Celent’s
2017 Model Bank winner for Banking in the Cloud, was the first bank globally to
deploy the technology. Launched in September 2015, the bank provides commercial
loans of £500,000 up to tens of millions of pounds. The ON Credit Intelligence Suite
has helped propel OakNorth Bank into the top 1% of commercial banks globally in
terms of Return on Retained Earnings (RORE) and efficiency, enabling it to manage a
multibillion-dollar commercial lending portfolio profitably.

The technology is now being deployed at a number of banks, primarily in the US,
including PNC Bank, Capital One, Fifth Third Bank, Sumitomo Mitsui Banking
Corporation (SMBC), Old National Bank, and Customers Bank.
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KEY BRIEFING TAKEAWAYS

Built over five years by a team of 250 credit scientists and software engineers, the
ON Credit Intelligence Suite is a data-driven, cloud-hosted technology that gives
lenders a bottom-up, granular, forward-looking view at both the borrower and
portfolio levels, based on rich and dynamic data sets and subsector-specific
scenarios. It deploys automated, continuous analysis of multiple drivers across a
borrower’s business and peer group as well as the broader economy. This view
provides an independent, consistent, detailed framework that offers deep
contextual insight and enables rapid underwriting, immediate stress testing, and
more agile and targeted strategic lending.

The ON Credit Intelligence Suite, designed to meet the needs of lending
professionals, whether relationship managers, credit analysts, underwriters,
portfolio managers, or credit executives, currently counts approximately $1 trillion in
loans underwritten, analyzed, or monitored with the suite by its clients.

Positioning

OakNorth positions the ON Credit Intelligence Suite as enabling lenders to Lend
Smarter, Lend Faster, and Lend More.

Lend Smarter
Lenders can manage their loan books more efficiently with data-driven credit
intelligence that provides deep insight across the credit value chain.

Lend Faster

Lenders can make rapid credit decisions—up to 10 times faster than with traditional
lending approaches—that help them win more business while minimizing defaults
and delivering industry-leading customer delight.

Lend More

With more and better data, lenders can find the “right path to yes,” expanding the
range of businesses they lend to and uncovering new opportunities with existing
clients. Furthermore, lenders gain better risk-reward—not because they are taking
on more risk, but because they have a deeper understanding of the businesses worth
lending to, driving growth across a broader and more profitable loan portfolio.

There are three central components to the ON Credit Intelligence Suite:

© CELENT 6
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ON Portfolio Insights

The ON Portfolio Insights module instantly segments portfolios and rates loans based
on the level of vulnerability. Using just 15 to 20 key data points from banks’
spreading and core banking systems, ON Credit Intelligence produces over 200
proprietary, subsector-specific stress scenarios with regional overlays. These
scenarios incorporate assumptions for impacts on key financial metrics such as
revenue, operating costs, working capital, and capital expenditures.

Lenders can dynamically customize financial metrics to reflect the lender’s credit risk
criteria and appetite. The point-in-time analysis runs when a borrower’s financials
are first uploaded and will refresh whenever new financial information is provided,
ensuring the bank always has the most up-to-date overview of its portfolio. This
ability enables the bank to quickly determine the subsector-specific impact from
events such as climate change or COVID-19, for example.

The tool can be run in 72 hours with a simple data export from existing systems,
allowing an entire loan portfolio to be quickly stress-tested while flagging those
individual obligors that require closer analysis.
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Key Briefing Takeaways

Figure 2: ON Portfolio Insights
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ON Credit Analysis

The ON Credit Analysis module provides a 360-degree view of the borrower with
financial forecasting, sector insights, and peer analysis. The bespoke credit analysis
performs obligor-level scenario testing at the origination point, balancing rich,
objective data with subjective relationship manager insights.

The tool augments financial forecasts with graphical charts on sector and macro
drivers to highlight the most important external factors affecting the borrower’s
financial performance. The tool also augments peer benchmarking across millions of
relevant companies, comparing the borrower’s financials against those of similar
firms.

The module accepts obligor data and refreshes the analysis automatically as new
data points become available. The automated analysis results in a data-driven,
consistent, traceable justification for a “yes” or “no” credit decision, in addition to a
relationship manager’s assessment.
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Figure 3: ON Credit Analysis
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ON Loan Monitoring

The ON Loan Monitoring module monitors billions of data points, allowing the bank
to easily track industry trends and set early warning alerts as the software detects
anomalies. This capability helps to protect against default in real time via proactive
notifications on obligors, covenants, and other predictive signals underpinned by
granular data drivers.

As updated financial data becomes available, the relationship manager or risk officer
can perform near-continuous portfolio reviews and forward-looking scenario
analysis. This capability provides relationship managers with the information they
need to counsel customers and continue lending confidently.

11
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Figure 4: ON Loan Monitoring
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Underlying Technology
ON Credit Intelligence is driven by machine learning, including:

¢ OCR/NLP to ingest financial documents

* Detecting anomalies in financial statements

*  Finding and ranking peers

* Driver selection to identify predictive factors of growth, revenue, and costs

*  Monitoring portfolios for potential problems

The ON Credit Intelligence Suite categorizes borrowers into 1,600 granular
subsectors and applies one of 262 domain-specific models to the business that is
specific to a cluster of subsectors. For example, the Consumer Cyclicals sector breaks
down into several subsectors, such as auto retail, home improvement retail, and
apparel and accessory products. The ON software breaks out subsectors further into
several “scenarios,” as depicted in Figure 5.

Figure 5: ON Suite Sectors and Subsectors
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Source: OakNorth

OakNorth points out that the financial drivers and outcomes of subsectors, within
broader sectors, can vary significantly. For example, within the hotel sector, the
dynamics of luxury hotels differs considerably from business-centric hotels. The
scenarios framework is designed to assume that scenarios remain dynamic instead of
static. OakNorth’s models are also constantly updated with the most recently
available data, including high-frequency third party data sets, to ensure that stress
scenarios, like COVID-19, are providing institutions with the most accurate view of
risk, at any point in time, across all subsectors in their loan portfolios.
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Analytical frameworks, using Al and machine learning, allow the software to look for
drivers of revenue or cost in each sector/subsector, cluster time series, and perform
price prediction, sentiment analysis, geospatial analysis, peer comparison, and many
other techniques, enabling a lender to very quickly understand a business and test
how it will respond to different stress scenarios.

The ON Credit Intelligence Suite uses data science to create unique models that
provide a granular level of analysis on each borrower. It looks specifically at the
borrower’s geography and their sector in that region to glean insights about the
borrower’s business. By combining borrower-provided data with the suite's vast
repository of external data, lenders can add depth to point-in-time analysis and
monitoring.

In addition to traditional external data sources, the ON Credit Intelligence Suite
incorporates nontraditional data such as footfall data, online reviews, and social
media posts to provide an even richer picture of the landscape in which the
borrower is operating.

Implementation

As a cloud-based solution, the ON Credit Intelligence Suite works alongside banks’
other lending systems and operations, enabling them to go live within 72 hours. A
Proof of Value approach (or soft launch) is offered as an initial stage, followed by a
broader enterprise-level engagement.

The ON Credit Intelligence Suite is web-based and fully cloud-hosted, and it can be
integrated with existing systems that lenders may already have put in place or
operate in a fully stand-alone configuration. OakNorth states that the suite gives
relationship managers and credit professionals a granular, 360-degree view of the
borrower based on historical data and a comprehensive, forward-looking view using
automated, continuous analysis of multiple drivers across the business, its peer
group, and the wider economy.

The ON Credit Intelligence Suite does not replace existing Probability of Default (PD)
or Loss Given Default (LGD) risk rating models. It acts as an additional source of
information that complements traditional historical, backward-looking models with
view forecasted vulnerability scores. That said, OakNorth is undergoing a formal
model validation exercise with an independent third party and should provide
outcomes of those when complete. OakNorth mentioned that some clients have run
their own model validations, comparing OakNorth outputs to internal risk ratings
over time, and have seen positive results.
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Regulatory Approach

When asked about engagement with regulators, OakNorth responded that it has,
and will continue, to engage with regulators worldwide regarding the ON Credit
Intelligence Suite and will continue to do so. It has met with senior regulators and
their technical teams to explain its approach to credit intelligence, its detailed
methodology, and the benefits that its software can bring to banks both individually
and more holistically.

OakNorth states that conversations with regulators to date have been well received.
The company says that it has taken the time to go through its glass-box approach in
detail, demonstrating how it is able to provide full transparency and enable its clients
to input their own stress test parameters as well as use OakNorth’s scenarios.
OakNorth continues to engage and work with regulators around the world and
contribute to key discussions on regulatory policy in its fields of expertise.
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OPPORTUNITIES FOR BANKS

Banks can undoubtedly leverage various Al tools and off-the-shelf Al-enabled
credit scoring solutions to analyze internal commercial loan performance and
borrower data purchased from business credit bureaus. OakNorth's unique
approach to applying machine learning to traditional borrower-supplied financial
statements augmented by numerous data sets, including unconventional and
previously unavailable data, sets the solution apart from legacy credit analysis and
portfolio monitoring tools.

OakNorth also benefits from using its sister company, OakNorth Bank, as a proof-of-
concept testing ground for its software. During the pandemic, the bank approved
over £1 billion in new loans to support UK businesses through the COVID-19
pandemic, including £385 million through the Coronavirus Business Interruption
Loan Scheme (CBILS) and the Coronavirus Large Business Interruption Loan Scheme
(CLBILS). During the pandemic, the bank experienced a dramatic increase in lending
volume compared to the previous year and handled the surge with its ON software.

The ON Credit Intelligence Suite was tested during the COVID-19 pandemic.
OakNorth developed its COVID Vulnerability Rating (CVR) framework, integrating 133
proprietary subsector-specific COVID-19 stress-test scenarios with regional overlays
to create forward-looking credit loss forecasts. The CVR framework allows lenders to
re-underwrite loans based on the projected impact of the pandemic, a granular
approach that rated loans from 1 to 5 based on their vulnerability.

Banks like US-based PNC Financial Services used the CVR tool to identify at-risk loans
and bring consistency to their credit approach during the crisis and closely monitor
their overall loan portfolio. PNC deployed OakNorth across its commercial and
industrial (C&I) and commercial real estate (CRE) loan books, mapping individual
borrowers to 130 domains. In addition, PNC and OakNorth will run Portfolio Insights
periodically to factor in rapidly evolving pandemic scenarios.

OakNorth also recently deployed its software at SMBC to drive process automation
and portfolio monitoring efficiency in the US and Asia. SMBC also participated in a
secondary purchase of OakNorth shares, making a $30 million investment in
OakNorth Holdings Limited.

OakNorth claims that it can conduct an ON Portfolio Insights Proof of Value exercise
in less than a week, which can allow a bank considering the suite to more quickly
evaluate its business value alongside existing analysis tools. Although OakNorth
states that ON Portfolio Insights only needs 14 data elements, additional integration
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and ingestion of borrower data from other bank systems and accounting software
can strengthen credit analysis and portfolio monitoring.

About Solution
Briefs

© CELENT 17



COPYRIGNOTICE

Copyright 2021 Celent, a division of Oliver Wyman, Inc., which is a wholly owned subsidiary of Marsh &
McLennan Companies [NYSE: MMC]. All rights reserved. This report may not be reproduced, copied or
redistributed, in whole or in part, in any form or by any means, without the written permission of
Celent, a division of Oliver Wyman (“Celent”) and Celent accepts no liability whatsoever for the actions
of third parties in this respect. Celent and any third party content providers whose content is included in
this report are the sole copyright owners of the content in this report. Any third party content in this
report has been included by Celent with the permission of the relevant content owner. Any use of this
report by any third party is strictly prohibited without a license expressly granted by Celent. Any use of
third party content included in this report is strictly prohibited without the express permission of the
relevant content owner This report is not intended for general circulation, nor is it to be used,
reproduced, copied, quoted or distributed by third parties for any purpose other than those that may be
set forth herein without the prior written permission of Celent. Neither all nor any part of the contents
of this report, or any opinions expressed herein, shall be disseminated to the public through advertising
media, public relations, news media, sales media, mail, direct transmittal, or any other public means of
communications, without the prior written consent of Celent. Any violation of Celent’s rights in this
report will be enforced to the fullest extent of the law, including the pursuit of monetary damages and
injunctive relief in the event of any breach of the foregoing restrictions.

This report is not a substitute for tailored professional advice on how a specific financial institution
should execute its strategy. This report is not investment advice and should not be relied on for such
advice or as a substitute for consultation with professional accountants, tax, legal or financial advisers.
Celent has made every effort to use reliable, up-to-date and comprehensive information and analysis,
but all information is provided without warranty of any kind, express or implied. Information furnished
by others, upon which all or portions of this report are based, is believed to be reliable but has not been
verified, and no warranty is given as to the accuracy of such information. Public information and
industry and statistical data, are from sources we deem to be reliable; however, we make no
representation as to the accuracy or completeness of such information and have accepted the
information without further verification.

Celent disclaims any responsibility to update the information or conclusions in this report. Celent
accepts no liability for any loss arising from any action taken or refrained from as a result of information
contained in this report or any reports or sources of information referred to herein, or for any
consequential, special or similar damages even if advised of the possibility of such damages.

There are no third party beneficiaries with respect to this report, and we accept no liability to any third
party. The opinions expressed herein are valid only for the purpose stated herein and as of the date of
this report.

No responsibility is taken for changes in market conditions or laws or regulations and no obligation is
assumed to revise this report to reflect changes, events or conditions, which occur subsequent to the
date hereof.



For more information please contact info@celent.com or:

Patricia Hines phines@celent.com
Americas EMEA Asia-Pacific
USA Switzerland Japan
99 High Street, 32" Floor Tessinerplatz 5 Midtown Tower 16F
Boston, MA 02110-2320 Zurich 8027 9-7-1, Akasaka
Minato-ku, Tokyo 107-6216
+1.617.262.3120 +41.44.5533.333
+81.3.3500.4960
USA France Hong Kong
1166 Avenue of the Americas 1 Rue Euler Unit 04, 9t Floor
New York, NY 10036 Paris 75008 Central Plaza
18 Harbour Road
+1.212.345.3960 +3314502 3000 Wanchai
+852 2301 7500
USA Italy Singapore
Four Embarcadero Center Galleria San Babila 4B 138 Market Street
Suite 1100 Milan 20122 #07-01 CapitaGreen
San Francisco, CA 94111 Singapore 048946
+39.02.305.771
+1.415.743.7960 +65 6510 9700
Brazil United Kingdom
Av. Dr. Chucri Zaidan, 920 55 Baker Street
Market Place Tower | - 4° Andar London W1U 8EW

Sao Paulo SP 04583-905
+44.20.7333.8333
+55 11 5501 1100


tel:+16172623120
tel:+41445533333
tel:+81335004960
tel:+12123453960
tel:+33145023000
tel:+85223017500
tel:+14157437960
tel:+3902305771
tel:+6565109700
tel:+551155011100
tel:+442073338333
mailto:info@celent.com

	OakNorth_Celent_Wrapper
	OakNorth_Credit_Intelligence_Reprint_v2
	Why It Matters
	Company and Solution Overview

	Key Briefing Takeaways
	Positioning
	ON Portfolio Insights
	ON Credit Analysis
	ON Loan Monitoring

	Underlying Technology
	Implementation
	Regulatory Approach

	Opportunities for Banks
	Copyright Notice




