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Sponsoring Lending Tontine Style Perhaps
by Steve Brown

Louis XIV, the French King from 1774 until 1792 couldn't fund his army with traditional bank loans. So, thinking
outside the box, his majesty decided to create a tontine with some help from some smart bankers. For those who
weren't around in the 1700's, a tontine is a way for a government (or corporation) to raise capital. The structure takes
investments from subscribers, who receive annual dividends based on their investment amounts. Then, as each
investor dies, his or her share is reallocated among the surviving investors (which get bigger and bigger dividends).
While structures could vary, the lone surviving investor is ultimately paid out in the end, and ends up wealthy.
Although monarchs of the world later found other ways to finance their strategies, the tontine concept survived for
centuries. Ironically, it is still alive and thriving in parts of Africa and Asia as a means for modest and middle class
families.
We bring this up because this ancient financing concept appears to be at the origin of an alternative loan model
concocted by a financial technology start up called Vouch. From their website, Vouch seems to be leveraging
technology and social networking concepts.
As all of our readers know, the typical bank loan has an interest rate (fixed or floating) attached to it (over a set
maturity and amortization schedule) that the borrower agrees to pay. Under Vouch, loans are based on an email from
the platform to people you invite to sponsor you. Your name is sent out to sponsors along with an amount of money
they can choose. If the borrower for some reason does not pay the money back, the sponsors have agreed to step in
to make that happen. The founders seem to be betting that while FICO is a good tool for checking out a given
borrower, the trust of family and friends may be yet another one with which to evaluate credit worthiness.
The platform offers loans of $1,500 to $25,000 with fixed annual percentage rates from 10.68% to 29.99%. However,
unlike online lending platforms, Vouch allows borrowers to reduce their interest rate by 1% for every qualified sponsor
(up to 5). For example, they indicate borrowers could see a rate of 20.99% drop to 15.99% with 5 qualified sponsors.
Loans can be made for up to 3Ys and the origination fee is 2% of the loan amount.
The company also lists minimum requirements for borrowers that include: being 18Ys old; a legal US resident; having
a verifiable bank account; a FICO score of 600 or higher and must be current on all existing accounts and not in
bankruptcy or foreclosure.
According to its website, Vouch is available to residents in all 50 US states and has partnered with two banks: Cross
River Bank ($452mm, NJ) and Silicon Valley Bank ($44B, CA).
We aren't entirely sure how this will all work, how it could be gamed by the bad actors, and whether or not it will grow
quickly or slowly. However, given co-signing as a concept has been around for some time and that this allows people
to borrow without placing a co-signer on the hook for the entire loan, it is intriguing. At a minimum, it is an interesting
twist on lending that community bankers may want to monitor or adopt if it makes sense, so we thought we would
share it.
Community banks have long been a primary source of credit to small business entrepreneurs and more and more
online platforms seem to be encroaching on that turf. Perhaps it is time to really examine who your friends are and
who are your frenemies. Perhaps it is also time to consider expanding to alternative methods of credit scoring and
lending here and there in order to boost whatever business you are targeting. A tontine may not be the way to go
ultimately, but maybe it is worth discussing at the next strategic planning session anyway to see if any lending
options surface that can give you an edge.
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ECONOMY & RATES
Friday
Yields rose 5bp as investors speculated over whether an interest rate increase is likely to occur in June.
Rates As Of: 03/14/2016 08:08AM (PDT)
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BANK NEWS
Disruption
An Info-Tech survey finds 82% of companies surveyed say they do not have a formal process for evaluating new
disruptive technologies.
Response Plan
A survey of 300 directors by Deloitte finds top elements of response planning include: clear alert and mobilization
plans (45%), clearly defined governance or chain of command (44%), clearly defined roles of who should act in what
instances (42%), clearly defined coordination or communication plans (41%) and clear declaration protocols to
identify that this is indeed a crisis (39%).
Loan Funding
Fed research on small businesses with less than 500 employees finds small banks approved at least some of the
loan amount requested for 76% of applicants, while large banks approved 58% of applicants. Further, small banks
earned a satisfaction score (the net percent satisfied with their overall experience) of 75 among approved firms
compared to a score of 51 for large banks.
Job Cuts
Bank of America announced employment staffing levels of 213,000 employees worldwide at the end of 2015, down
about 25% since 2010.
Inside Job
Research by executive search firm Spencer Stuart finds about 80% of S&P 500 companies that picked a new CEO in
2015 promoted an insider to the job, marking the highest level since 2004. The increase likely indicates boards are
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getting better at CEO succession planning.
Marketing Priorities
Research by Financial Brand found bankers say the top marketing priorities for the next 12-24 months are: cross-sell,
deepening relationships, improving share of wallet, increasing products per household (49%); loan growth (48%);
customer acquisition (42%); deposit/checking growth (27%) and growing/increasing business banking relationships
(24%).
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