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What Is Fintech? SN

FINE

* Fintech — short for Financial Technology — Is an emerging class of companies that
use technology to automate and improve financial services for businesses and
consumers, making them more user-friendly and accessible to a broader audience.

* This could be mobile banking apps, online payment platforms, cryptocurrency or
digital payment platforms.

* Fintech fuse two of the richest sectors of the economy - finance and technology

* Fintech companies endeavour to provide more efficient, cost-effective and
accessible financial services to both individuals and businesses.

* Over the past decade, fintech platforms have revolutionized how ordinary people
transact.

* Growing global demand for digital banking services for a number of reasons
Including; convenience, accessibility, cost-effectiveness and enhanced security.



Examples of Fintech companies &
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Why would you want to invest into Fintech? F%%

* Rapid Growth Fintech is growing rapidly, empowering those in both
emerging economies but also in developed countries.

» High demand Huge customer demand for Fintech is driving growth

* Highly Profitable Fintech companies are able to offer financial profits
at a fraction of the cost of traditional banks

* Innovation - Fintech Apps offer quick, secure and convenient
alternatives to traditional cash and card transactions.

- Strict regulations — As the financial services industry is heavily
regulated across the globe, risks are lowered from outset.



Fintech - Key Characteristics and Insights N

Regulatory Environment:

Strong regulatory frameworks (PSD2, open banking)
Regulatory sandboxes (UK, Switzerland, Netherlands)

Investment Landscape:

€10 billion invested in 2023
Major hubs: London, Berlin, Stockholm, Amsterdam

Technology Trends:

Adoption of Al, blockchain, big data analytics
Emphasis on cybersecurity and data protection

FINE

Fintech Hubs:

® UK (London: payments, lending, wealth management)

®  Germany (Berlin, Frankfurt: insurtech, regtech)

Nordic Countries (Stockholm, Helsinki: digital banking,
blockchain)

Key Segments:

®  Payments & Transfers

® Lending

®  WealthTech
®  Insurtech
Challenges:

®  Regulatory fragmentation

®  Competition from traditional banks and tech giants

®  Data privacy and GDPR compliance



What will the investment look like

Equity

Tapering risk/equity profile

Dilution consideration

Compliance costs

Fintech (as all tech often complex with
founder/employee shares and vesting)

Valuation

Pre-money and post-money valuation
metrics.

Valuation methods: Discounted Cash
Flow (DCF), Comparable Company
Analysis (CCA), Precedent
Transactions.

EXxit

Initial Public Offering (IPO): Taking the
company public.

Acquisition: Being bought by another
company.

Secondary Sale: Selling shares to other
investors or private equity firms.
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Stock

Identification

Analysis & Decision
making Process

Portfolio

Construction
Monitoring & Nurturing

Exiting & Realizing
Value

FINE
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Understanding Investment Risks in Fintech: N
Why It Matters FINE

Investing In fintech offers exciting opportunities to participate in the rapid
transformation of the financial services industry.

Fintech companies leverage innovative technologies such as artificial
Intelligence, blockchain, and big data to disrupt traditional financial
models, creating solutions that are often more efficient, accessible, and

scalable.

However, with these opportunities come unique and complex risks that
require careful consideration.



Why Is It Important to Understand These Risks? SN
FINE

Safeguarding Investments:

® ldentifying and managing risks ensures the protection ofdyour capital. Without a thorouHP understanding of
Potentlal pitfalls, investors may face unexpected losses due to unforeseen challenges like regulatory fines or
echnology failures.

Enhancing Decision-Making:

® Risk assessment equips investors with the knowledge to make informed decisions. It helps them balance
potential rewards against possible downsides, improving the overall quality of investment choices.

Navigating a Complex Ecosystem:

®  Fintech operates in a highly dynamic and competitive environment. Factors like cross-border regulations, data
protection laws (e.g., GDPR), and the pace of innovation require investors to stay ahead of evolving risks.

Building Resilient Portfolios:

® By understanding risks, investors can diversify their fintech portfolios to minimise exposure to any single
threat, such as sector-wide downturns or cybéersecurity breaches.

Contributing to Fintech Maturity:

® Educated investors play a vital role in guiding fintech companies toward sustainable growth. By pushing for
robust risk management practices, investors help build a healthier and more resilient fintech ecosystem.



Why Learning About Fintech Risks Matters N
FINE

For new investors, recognising and addressing risks in fintech is not just a
safeguard but a competitive edge. With the fintech landscape continually
evolving, staying informed about potential threats and mitigation strategies
enables investors to:

* Spot red flags early in due diligence.
* Evaluate startups' resilience and readiness to face challenges.

* Make strategic contributions to fintech companies’ growth through informed
funding decisions.

As fintech continues to disrupt traditional finance, mastering the art of risk
Identification and mitigation ensures that investors can reap the rewards of this
transformation while protecting themselves from its uncertainties.
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Overview of Risks in Fintech Investing SN
FINE

®* Regulatory Risk - Changing regulations and compliance costs

®* Cybersecurity and Data Privacy Risk - Data Breaches and fraud

* Technology Risk - Platform Reliability, Innovation risk and Dependency on third-party Technology
* Market Competition Risk - Highly competitive industry and disruptive innovation

®* Financial Risk - funding risk, valuation risk and profitability challenges

®* Operational Risk - Scalability and operational failures

®* Reputation Risk - Public perception and user experience

®* Macroeconomic and Geopolitical Risk - Economic Downturns and Geopolitical tensions

® Liquidity Risk - Illiquid assets

®* Credit and Default Risk - Lending platforms and underwriting risk

® Interest and currency rate Risk - Interest rate sensitivity and foreign exchange risk

®* Customer Acquisition and Retention Risks - High customer acquisition costs and User retention
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Mitigating the Risks &

FINE

Spread investments across different Fintech subsectors (e.g., payments, lending,

Diversification: blockchain) to reduce risk exposure

Conduct thorough research on the company's financial health, business model,

Due Diligence: technology, and regulatory compliance

Regulatory Awareness: Stay updated on regulatory trends affecting the Fintech sector

Focus on Profitability: Favour companies with a clear path to profitability rather than speculative growth

Evaluate the robustness and scalability of a company's technology platform and its

Assess Technology: ability to innovate

Monitor Cybersecurity Look for companies with strong cybersecurity protocols and a track record of
Measures: protecting customer data.
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USEEUL INVESTOR TOOL 1: E
Risk Evaluation Template FINE

Risk Category Key Questions to Ask Evaluation (1-5) Notes

Is the fintech compliant with local and international regulations? Are there

Regulatory Risks any pending regulatory changes?

Does the technology infrastructure support scalability and security? Are

Ussnreleey Rl there any dependencies on third-party tech?

What is the market potential? How does the company address

Market Risks " : .
competition and economic cyclicality?

What cybersecurity measures are in place? Are there protocols to

Cybersecurity Risks manage breaches or fraud?

How does the fintech differentiate itself? Are competitors entering the

SIS (RSE market with similar offerings?

Ol IV I Gl Are there challenges in scaling operations or maintaining service quality?

Does the company have enough runway? Is it over-reliant on external

Funding Risks funding?

What are the planned exit options? Are timelines realistic given market

Exit Strategy Risks | SS_G_m_w
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USEFUL INVESTOR TOOL 2: SN
Checklist For Mitigation Planning FINE

Step Description

List all potential risks across regulatory, market, technological, and operational

ldentify Risks domains.

Assess Impact and Likelihood Rate each risk's impact (low, medium, high) and likelihood (rare, possible, likely).

Prioritise Risks Focus on high-impact, high-likelihood risks first.

Evaluate Existing Mitigation Measures Check if the fintech already has strategies in place to address key risks.

Design new measures for risks not adequately addressed (e.g., compliance audits,

Develop Risk Mitigation Plan partnerships).

Monitor and Reassess Regularly review risks and update mitigation plans as conditions change.
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USEEUL INVESTOR TOOL 3: E
Glossary Of Fintech Terms FINE

Definition

The Payment Services Directive 2, an EU regulation mandating open banking and improved
payment services.

AV A IR (e la YA REU (o [STd s [s) B | a\wws and regulations designed to prevent money laundering and financial crimes.

Regtech Technology that helps businesses comply with regulations efficiently.

GDPR General Data Protection Regulation, an EU law ensuring personal data privacy and security.

Open Banking A system where banks allow third-party providers to access customer data to offer new services.

BNPL (Buy Now, Pay Later) A short-term financing option that allows customers to split payments over time.

Sandbox (Regulatory) A controlled environment for testing fintech innovations under relaxed regulations.

Exit Strategy Plans for how investors will exit the investment, such as IPOs or acquisitions.
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Background and Market Potential N
ldentification FINE

* Company Overview: Monzo was founded in 2015 by Tom Blomfield, Gary
Dolman, Jonas Huckestein, Jason Bates, and Paul Rippon with the goal of
transformlng banking through a digital- flrst mobile experience (source: Monzo
Annual Report, 2016, monzo.com). Monzo started by offering prepaid cards with
tracking and budgeting tools that resonated particularly well with younger, digitally
native customers.

° Investor Analysis:

° Identifying Market Potential: In the mid-2010s, the UK saw increasing demand for
online and mobile banking, driven by dissatisfaction with legacy banks’ high fees
and limited digital services. Market research, such as Accenture’s UK Fintech
Ecosystem Report (2016) (accenture.com), indicated a growing appetite for fintech
solutions, especially among millennials.

* Unique Value Proposition: Monzo's transparent, customer-first model set it apart
from traditional banks, providing real-time spending updates, budgeting features,
and fee-free overseas payments, which further attracted early users and investors.

17



Key Investors and Entry Phases g%bE

* Seed Round (2015): Monzo’s early funding came from Passion Capital, a venture
capital firm specialising in fintech and early-stage technology comlelanles. Passion
Capital invested £1 million at a valuation of £10 million, drawn by Monzo'’s unique
market proposition (TechCrunch, techcrunch.com/2015/11/04/monzo-seed-round).
This capital allowed Monzo to build its app and expand its user base significantly
during the first year.

* Series A Investment (2016): As Monzo’s initial product gained traction, the
company raised a £6 million Series A round, led by Accel, at a valuation of £30
million (Source: Business Insider, businessinsider.com/monzo-raises-6-million-in-
series-a). Accel, known for investments in major tech companies like Facebook and
DroE_box, identified Monzo’s potential for high-growth scalability in the digital
banking space.

* Crowdfunding Strategy: In a pioneering move, Monzo allowed retail investors to
participate via Crowdcube, raising £1 million in under two minutes in 2016. This
community-centred apﬁroach helped Monzo build a loyal base of users who were
also shareholders, further amplifying brand advocacy (Crowdcube,
crowdcube.com/companies/monzo).
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Growth Phases and Additional 685
Investment Rounds FINE

* Series C, D, and E Funding Rounds:

* By 2017, Monzo had launched current accounts, expanded its features, and
grown its customer base to over 500,000. This led to a £71 million Series C
funding round led by Goodwater Capital, at a valuation of £280 million
(TechCrunch, techcrunch.com/2017/11/06/monzo-raises-71m-series-c).

* In 2018, Monzo completed an £85 million Series E funding round led by
General Catalyst and Accel, resulting in a valuation of over £1 billion,
making Monzo one of the UK’s earliest fintech unicorns (Financial Times,
ft.com/content/88dela2c-fOc5-11e8-ae55-df4bf40f9d0d).

* During this time, Monzo maintained growth by expanding its product
offering, including premium accounts and lending products, to enhance user
engagement and revenue streams.
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Exit Strategy and Returns for Early SN
Investors FINE

Partial Exits and Secondary Sales: As Monzo grew, some early-
stage investors, like Passion Capital, began partial exits via
secondary share sales, giving them liquidity without waiting for a full
exit (Crunchbase, crunchbase. com/organization/monzo). These
secondary sales allowed investors to realise gains while the company
continued to grow.

Delayed IPO Strategy: Initially, an IPO was expected to be Monzo's
exit strategy. However, in 2020, Monzo postponed IPO plans,
prioritising growth over immediate listing, partly due to COVID-19
uncertainties and the focus on product expansion. This delay affected
potential exits for investors who had anticipated a public listing by
2021 (TechCrunch, techcrunch.com/2020/06/22/monzo-lays-off-120-
employees-as-it-struggles-to-weather-covid-19).
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Returns Analysis &

FINE

* Return on Investment (ROI): Investors who entered during Monzo'’s
seed or Series A rounds saw significant valuation increases:
« Passion Capital’s initial £1 million investment at a £10 million

valuation multiplied substantially, with Monzo’s peak valuations
exceeding £2 billion, translating to roughly 20x returns.

- Accel and Goodwater Capital, with later entry points, also realised
high returns as Monzo’s valuation rose with each funding round,
although they have deferred full exits due to the delayed IPO.

As of 2024, early backers have retained shares, waiting for an eventual
IPO or acquisition to realise full returns.
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Key Lessons for Investors: Fél%bE

- ldentifying High-Potential Markets: Early-stage investors
capitalised on Monzo’s entry into a burgeoning digital banking market,
llustrating the importance of market timing and identifying user needs.

 Community-Centric Funding Model: Monzo’s use of crowdfunding
not only diversified its funding sources but also strengthened its brand
loyalty, turning users into advocates, which was especially valuable
for retaining customers and increasing user engagement.

« Adaptability in Exit Planning: Monzo’s delayed IPO highlights the
need for flexibility in exit strategies. For investors, this case
underscores the importance of secondary sales as an interim solution
when market conditions delay primary exit routes.
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Background and Market Potential N
ldentification FINE

°* Company Overview: Allica Bank was founded in 2019 with a mission to serve established
small and medium-sized enterprises (SMES) that were often underserved by traditional
banks. Its focus on business banking, lending, and financial services for growing SMEs
made It stand out in the UK market, particularly among business owners needing tailored
banking solutions (Allica Bank, allgca.bankz. The bank’s digital-first, relationship-driven
gpptrolachI a%gmed to blend the service quality of traditional banks with the convenience of
Igital solutions.

°* Investor Analysis:

* Identifying Market Potential: Allica Bank entered the market as traditional banks faced
difficulties meeting SME needs, partly due to the 2008 financial crisis's lingering impact
on business lending. Research by PwC UK showed a £22 billion funding gap for UK
SMEs in 2019, underscoring a sisgnlfl(_:ant opportunity for sEeuallsed, tech-driven SME
banking (source: PwC UK SME Banking Report, pwc.co.uk).

* Differentiators: Allica Bank’s combination of digital lending and personal relationship
management resonated with SMEs, a demographic seeking banking partners who
understood their unique needs. This focus appealed to investors who recognised the
scalability of Allica’s model within a growing market segment.
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Key Investors and Entry Phases &

FINE

Seed and Series A Funding (2019): Allica’s initial funding came from
Investors like Atalaya Capital Management, who saw potential in its
SME-oriented approach. The seed round raised £26 million, enabling
Allica to obtain a banking licence and roll out its core products for
SMEs (Financial Times, ft.com/content/3b47d636-bbc7-11e9-8e6e-
laad2ce8b51e).

Series B Investment (2020): Following positive market reception,
Allica secured £100 million in Series B funding, led by Warburg Pincus
and Atalaya Capital. This round provided Allica with significant
resources to accelerate its lending capabilities and further develop its
digital infrastructure, a critical step in ensuring scalability and service
guality as the bank grew (City AM, cityam.com/allica-bank-secures-
100-million-funding-round).
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Growth and Path to Profitability D

FINE

Expanding Services and Technology: With increased capital, Allica focused on
expanding its product line to include savings accounts, business loans, and asset
finance. The bank also invested in technology to streamline operations, allowing it
to deliver cost-effective services to a wider base of SMEs. By prioritising operational
efficiency and customer satisfaction, Allica was able to differentiate itself from
competitors, maintaining high growth without sacrificing service quality.

Revenue Growth and Profitability:

* Allica Bank’s lending activities became a primary revenue driver, and its focus on
well-established SMEs allowed it to maintain a low-risk portfolio. By 2023, Allica
had achieved over £191 million in gross revenues, reaching profitability with a pre-
tax profit of £16.1 million (The Times, thetimes.co.uk/article/allica-bank-fastest-
growing-sunday-times-100-xkrmhnlin).

* By focusing on a profitable niche market, Allica achieved sustainable growth, a rare
accomplishment for fintech companies, which often prioritise user acquisition over
profitability.
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EXit Strategies and Returns for N

Investors

FINE

Future IPO Aspirations: Allica Bank has publicly expressed its
Intention to pursue an IPO as its ultimate exit strategy. With continued
profitability, the bank is positioning itself as an attractive candidate for
a public listing, which would provide substantial returns to early
Investors. An IPO would allow investors to capitalise on Allica’s robust
financials and reputation as a profitable, growth-focused fintech.

Potential for Acquisitions and Secondary Sales: While an IPO is
the preferred exit, the UK’s dynamic banking sector means Allica may
attract acquisition interest from larger banks looking to increase their
share in the SME market. Additionally, investors like Warburg Pincus
and Atalaya have pursued partial exits through secondary sales,
allowing some early liquidity while the company continues to grow
(Crunchbase, crunchbase.com/organization/allica-bank).
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Returns Analysis &

FINE

* Return on Investment (ROI): Early investors in Allica Bank have
realised significant gains:

- Seed and Series A Investors: Investors such as Atalaya Capital
Management, who supported Allica from the outset, have seen the
value of their shares appreciate significantly as the bank achieved
profitability. With Allica’s current valuation exceeding £500 million,
early investments have yielded an estimated 5x return, and further
gains are anticipated with the prospect of an IPO.

- Series B Investors: Warburg Pincus, with its sizeable £100 million
Series B investment, also stands to realise strong returns, especially
If Allica achieves a successful public offering or acquisition.
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Key Lessons for Investors: N

FINE

Profitability Over Rapid Scaling: Allica Bank demonstrates that focusing
on profitability can provide a sustainable path to growth. For investors, this
case underlines the importance of a balanced approach to scaling —
expanding thoughtfully rather than prioritising rapid user acquisition at the
expense of profitability.

Targeted Market Segmentation: By specialising in SME banking, Allica
Bank was able to attract a loyal client base and maintain low-risk operations,
which contributed to a steady revenue stream. This focus reassured
Investors, allowing Allica to attract funding without extensive risk exposure.

Flexibility in Exit Planning: Although Allica is preparing for an IPO, the
company’s attractive financials make acquisitions and secondary sales
viable alternatives. Investors have benefitted from liquidity options, showing
the importance of flexible exit strategies in fintech investments.
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Background and Market Potential N
ldentification FINE

°* Company Overview: Allica Bank was founded in 2019 with a mission to serve established
small and medium-sized enterprises (SMES) that were often underserved by traditional
banks. Its focus on business banking, lending, and financial services for growing SMEs
made It stand out in the UK market, particularly among business owners needing tailored
banking solutions (Allica Bank, allgca.bankz. The bank’s digital-first, relationship-driven
gpptrolachI a%gmed to blend the service quality of traditional banks with the convenience of
Igital solutions.

°* Investor Analysis:

* Identifying Market Potential: Allica Bank entered the market as traditional banks faced
difficulties meeting SME needs, partly due to the 2008 financial crisis's lingering impact
on business lending. Research by PwC UK showed a £22 billion funding gap for UK
SMEs in 2019, underscoring a sisgnlfl(_:ant opportunity for sEeuallsed, tech-driven SME
banking (source: PwC UK SME Banking Report, pwc.co.uk).

* Differentiators: Allica Bank’s combination of digital lending and personal relationship
management resonated with SMEs, a demographic seeking banking partners who
understood their unique needs. This focus appealed to investors who recognised the
scalability of Allica’s model within a growing market segment.
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Key Investors and Entry Phases &

FINE

Seed and Series A Funding (2019): Allica’s initial funding came from
Investors like Atalaya Capital Management, who saw potential in its
SME-oriented approach. The seed round raised £26 million, enabling
Allica to obtain a banking licence and roll out its core products for
SMEs (Financial Times, ft.com/content/3b47d636-bbc7-11e9-8e6e-
laad2ce8b51e).

Series B Investment (2020): Following positive market reception,
Allica secured £100 million in Series B funding, led by Warburg Pincus
and Atalaya Capital. This round provided Allica with significant
resources to accelerate its lending capabilities and further develop its
digital infrastructure, a critical step in ensuring scalability and service
guality as the bank grew (City AM, cityam.com/allica-bank-secures-
100-million-funding-round).

32



Growth and Path to Profitability D

FINE

Expanding Services and Technology: With increased capital, Allica focused on
expanding its product line to include savings accounts, business loans, and asset
finance. The bank also invested in technology to streamline operations, allowing it
to deliver cost-effective services to a wider base of SMEs. By prioritising operational
efficiency and customer satisfaction, Allica was able to differentiate itself from
competitors, maintaining high growth without sacrificing service quality.

Revenue Growth and Profitability:

* Allica Bank’s lending activities became a primary revenue driver, and its focus on
well-established SMEs allowed it to maintain a low-risk portfolio. By 2023, Allica
had achieved over £191 million in gross revenues, reaching profitability with a pre-
tax profit of £16.1 million (The Times, thetimes.co.uk/article/allica-bank-fastest-
growing-sunday-times-100-xkrmhnlin).

* By focusing on a profitable niche market, Allica achieved sustainable growth, a rare
accomplishment for fintech companies, which often prioritise user acquisition over
profitability.
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EXit Strategies and Returns for N

Investors

FINE

Future IPO Aspirations: Allica Bank has publicly expressed its
Intention to pursue an IPO as its ultimate exit strategy. With continued
profitability, the bank is positioning itself as an attractive candidate for
a public listing, which would provide substantial returns to early
Investors. An IPO would allow investors to capitalise on Allica’s robust
financials and reputation as a profitable, growth-focused fintech.

Potential for Acquisitions and Secondary Sales: While an IPO is
the preferred exit, the UK’s dynamic banking sector means Allica may
attract acquisition interest from larger banks looking to increase their
share in the SME market. Additionally, investors like Warburg Pincus
and Atalaya have pursued partial exits through secondary sales,
allowing some early liquidity while the company continues to grow
(Crunchbase, crunchbase.com/organization/allica-bank).
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Returns Analysis &

FINE

* Return on Investment (ROI): Early investors in Allica Bank have
realised significant gains:

- Seed and Series A Investors: Investors such as Atalaya Capital
Management, who supported Allica from the outset, have seen the
value of their shares appreciate significantly as the bank achieved
profitability. With Allica’s current valuation exceeding £500 million,
early investments have yielded an estimated 5x return, and further
gains are anticipated with the prospect of an IPO.

- Series B Investors: Warburg Pincus, with its sizeable £100 million
Series B investment, also stands to realise strong returns, especially
If Allica achieves a successful public offering or acquisition.
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Key Lessons for Investors: N

FINE

Profitability Over Rapid Scaling: Allica Bank demonstrates that focusing
on profitability can provide a sustainable path to growth. For investors, this
case underlines the importance of a balanced approach to scaling —
expanding thoughtfully rather than prioritising rapid user acquisition at the
expense of profitability.

Targeted Market Segmentation: By specialising in SME banking, Allica
Bank was able to attract a loyal client base and maintain low-risk operations,
which contributed to a steady revenue stream. This focus reassured
Investors, allowing Allica to attract funding without extensive risk exposure.

Flexibility in Exit Planning: Although Allica is preparing for an IPO, the
company’s attractive financials make acquisitions and secondary sales
viable alternatives. Investors have benefitted from liquidity options, showing
the importance of flexible exit strategies in fintech investments.
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Background and Market Potential N
ldentification FINE

°* Company Overview: Zilch, founded in 2018 by Philip Belamant, entered the Buy Now, Pay
Later (BNPL) space with a unique approach. Unlike many BNPL providers that partner with
retailers, Zilch operates as a direct-to-consumer model, allowing customers to shop at any
online retailer using Zilch's paym_ent_?latform_. This strategy differentiated Zilch from other
BNPL providers like Klarna, making it attractive to consumers seeking flexible payment
options without being tied to specific merchants (Zilch, payzilch.com).

°* Investor Analysis:

* Identifying Market Potential: The BNPL market grew rapidly in the late 2010s,
l[oartlcu arly among younger consumers looking for interest-free credit options. By 2020,
he BNPL industry in the UK was valued at over £2.7 billion, showing massive potential.
Research by Financial Conduct Authority ﬁFCA) and UK Finance highlighted this trend,
revealing that BNPL use had grown sharply, especially among millennials and Gen Z
(source: FCA Research, fca.org.uk).

°* Unique Selling Point: Zilch’s direct-to-consumer approach allowed it to offer payment
flexibility to consumers across a broader range of stores, strengthening its appeal and
widening its market reach, which attracted early investors interested in the BNPL
market’s growth potential.
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Key Investors and Entry Phases g%bE

« Seed Funding (2018): Zilch’s initial funding came from Gauss
Ventures, a VC firm specialising In fintech. Gauss Ventures
recognised the potential of Zilch’s business model and provided £10
million in seed funding. This capital allowed Zilch to build its platform
andd%ain early traction (Sifted, sifted.eu/articles/zilch-raises-10-million-
seed).

- Series A Investment (2020): As the BNPL market continued to grow,
Zilch raised £20 million in Series A funding, led by Blossom Capital.
Blossom Capital saw potential in Zilch’s direct-to-consumer model and
Its proactive approach to compliance with regulatory guidelines
(Crunchbase, crunchbase.com/organization/zilch). The funding was
crucial for Zilch to expand its customer base and meet initial
regulatory requirements.
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Navigating Regulatory Challenges &

FINE

Proactive Licensing and Compliance: Unlike some BNPL competitors,
Zilch obtained a full consumer credit licence from the UK’s Financial
Conduct Authority (FCA) in 2020. This step was unusual for BNPL providers
at the time, as r_nan|¥ o/gerated under lighter regulations. Zilch's decision was
strategic: securing FCA approval built trust with consumers and investors,
providing a foundation for sustainable growth in a sector facing increasing
scrutiny (Financial Times, ft.com/content/1234abcd-5678-efgh-9101-
jklmnopqrst).

Adapting to Regulatory Changes: As regulatory oversight tightened on the
BNPL sector, lech’s_earlty commitment to compliance positioned it
advantageously. While other BNPL providers had to adapt to the FCA’s new
requirements, Zilch was already compliant, allowing it to focus on scaling
rather than costl regulator)( adjustments. This proactive approach
reassured investors and helped Zilch retain its market position amidst
regulatory changes.
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« Series B and C Funding (2021): With a secure regulatory foundation
and growing consumer base, Zilch attracted further investment:

« Series B Funding raised £80 million in 2021, led by Goldman Sachs
and DMG Ventures, valuing the company at approximately £500
million. This round allowed Zilch to improve its platform, onboard
more customers, and increase its marketing efforts (TechCrunch,
techcrunch.com/2021/06/21/zilch-raises-80-million).

« Series C Funding followed later in 2021, with Zilch raising an
additional £110 million from Gauss Ventures and Maverick Capital,
bringing its valuation to over £1 billion. This funding helped Zilch
expand its operations into the U.S. market, where it adapted its
product to meet local regulatory requirements and consumer needs.
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Strategic Guidance: Investors like Blossom Capital and Goldman
Sachs offered more than just capital. Their experience with fintech
companies allowed Zilch to refine its approach to compliance and
market positioning. For example, Zilch adapted its marketing strategy
to emphasise responsible borrowing, a shift influenced by investor
Insights on consumer finance trends.

Market Adaptation Support: As Zilch entered the U.S., investor
expertise helped it navigate a new regulatory landscape, ensuring
compliance with American consumer finance laws. This approach
highlighted the importance of aligning product offerings with diverse
market regulations.
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« |PO and Future Growth Potential: Zilch has expressed interest in an
IPO In the coming years as regulatory pressures ease and the
company’s customer base expands. A public listing would provide a
natural exit route for investors, allowing them to capitalise on Zilch's
strong valuation growth and continued market expansion.

« Secondary Sales as Interim Exits: In the meantime, some investors
have pursued partial exits via secondary share sales. This strategy
has allowed early backers like Gauss Ventures to realise partial
returns, with the remaining shares benefiting from Zilch’s rising
valuation as the company continues to expand (Sifted,
sifted.eu/articles/zilch-secondary-sales).
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* Return on Investment (ROI): Early investors in Zilch have already
seen notable valuation increases:

« Seed and Series A Investors: Gauss Ventures and Blossom
Capital, who invested in the early rounds, have seen their shares
appreciate significantly. With Zilch’s valuation reaching over £1
billion, these investors have realised approximately 10x returns on
their initial investment, depending on the entry round.

- Series B and C Investors: Goldman Sachs and DMG Ventures, who
entered at higher valuations, have also seen rapid returns,
particularly with Zilch’s expansion into the U.S. market and the BNPL
sector’s continued growth.
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Proactive Compliance: Zilch’s decision to pursue FCA licensing early on
highlights the benefits of proactive regulatory compliance, particularly in
sectors like BNPL, which face high scrutiny. Investors have a key role in
supporting compllance Initiatives, which can create a stable foundation for

long-term growth.

Flexible Market Adaptation: Expanding into international markets requires
careful adaptation to local regulations and consumer preferences. Zilch's

successful U.S. entry, backed by investor support, illustrates the importance
of customising product offerings and compliance strategies for new regions.

Secondary Sales as a Viable Exit: While Zilch awaits an IPO, secondary
sales have provided liquidity for early investors. This approach allows
Investors to realise some gains while retaining equity in anticipation of future
valuation growth.
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- AML (Anti-Money Laundering): A set of regulations and procedures
designed to prevent criminals from disguising illegally obtained funds
as legitimate income

- APl (Application Programming Interface): A software intermediary
that allows two applications to communicate, enabling integration in
fintech services like open banking

* Blockchain: A decentralized digital ledger that records transactions

securely and transparently, used in cryptocurrencies and smairt
contracts

- BNPL (Buy Now, Pay Later): A consumer financing option allowing
purchases to be paid in instalments, often interest-free
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« CBDC (Central Bank Digital Currency): A digital form of a country's
fiat currency issued and regulated by its central bank

« Crowdfunding: Raising capital from a large number of individuals,
typically through online platforms, used frequently by fintech startups

- DeFi (Decentralized Finance): A blockchain-based financial system
that removes intermediaries, enabling peer-to-peer transactions

« Digital Wallet: A software-based system for securely storing payment
Information and enabling electronic transactions

* Fintech: The use of technology to innovate and improve financial

services, encompassing sectors like digital banking, regtech, and
wealthtech
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- GDPR (General Data Protection Regulation): An EU regulation
designed to protect individuals' personal data and privacy

* Insurtech: The application of technology to innovate and improve the
Insurance industry

« KYC (Know Your Customer). The process of verifying a client's
identity to comply with regulations and prevent fraud

* Open Banking: A financial system allowing third-party developers to
access banking data with customer consent through APIs

 PSD2 (Payment Services Directive 2): An EU regulation mandating
open banking and enhancing consumer protection in electronic
payments
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* Peer-to-Peer (P2P) Lending: A system where individuals lend money
directly to borrowers through online platforms

* Regtech (Regulatory Technology): Technology solutions that help
businesses comply with regulations more efficiently

- Sandbox (Regulatory): A controlled environment where fintechs can
test innovations under relaxed regulations

- Smart Contracts: Self-executing contracts with terms directly written
Into code, used on blockchain platforms

« Tokenization: The process of converting sensitive data into a secure,
non-reversible token
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« VC (Venture Capital): Private equity financing provided to startups
and small businesses with high growth potential

- Wealthtech: The use of technology in wealth management and
Investment services

- Zero-Knowledge Proof: A cryptographic method allowing one party
to prove they know a value without revealing it, enhancing privacy
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