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Silicon Valley start-up branch raises funding for lending venture in developing markets

Tim Bradshaw

Branch international, a Silicon Valley start-up that offers loans to first-time
borrowers and customers without bank accounts in Africa, India and

Mexico, has raised $170m in new financing.

The deal, made up of a combination of equity and debt, forms part of a

new alliance with payments group Visa.

“It' s tough to convince VCs in Silicon Valley to invest in something for
Africa, and it’ s tough to get lenders to lend due to the risk;” said Matthew

Flannery, Branch founder.

Branch is vying with its California-based rival Tala to become the first pro-
vider of financial services to the emerging middle class in developing mar-
kets, who are underserved by traditional banks. This latest round rings
Branch’ s total financing to $260m, comprised of $100m in equity and
$160m in debt.

The company started operating in Kenya in 2015, led by Mr. Flannery,
who had previously co-founded Kiva, the microfinance non-profit

platform.

Branch collects data from potential borrowers’ Android smartphones,
including the contents of their text messages, address books and
other apps they have installed, to assess their likely creditworthiness.
Interest rates can range between annual rates of 12-180 per cent,
with rates highest for first-time borrowers then falling as customers

repay more loans.

“To use a few buzzwords, we literally are using deep learning to do
the underwriting,” Mr. Flannery said, referring to one form of artificial
intelligence that also analyses how borrowers use the Branch app
and contact networks. “If people are careful using the app, if they

look at the financial screens, the repayment plans, the terms and con-
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ditions, then they almost never default”

Branch expects to lend about $350m this year, usually in loans of
$20-$40, which are primarily financed by its own borrowings. The new
venture round, which was led by Foundation Capital and Visa with par-
ticipation from existing investors such as Andreessen Horowitz and

Formation 8, will be used to develop new markets after expanding from

L& (Uber Technologies) 8%iF& 7 XAZA L
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HBEEERFEFAXRRME F B (Warrington College of
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Africa into India and Mexico.

“We want to set an example that this is a good market,” said Mr. Flan-

nery. “You can invest in low-income people in India”

(Financial times Monday 8 April 2019)
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Maybe Uber Technologies waited a little too long to go public

Uber Technologies Inc.” s stock market debut on May 10 was the biggest,
most eagerly anticipated U.S. initial public offering in years. The ride-hail-
ing company raised $8.1 billion through the share sale and at the moment
of going public was valued at more than $75 billion. After years of watch-
ing from the sidelines as Uber grew, ordinary investors finally had a chance

to buy in.

Just not at the price Uber and its bankers thought it was worth. On the
stock’ s first days of trading, it fell as much as 19% before narrowing the
loss to about 8% as of May 15. Now, across Wall Street, questions are
flying. When they were vying to lead the IPO last years, banks including
Morgan Stanley had privately told Uber that it could be worth as much as
$120 billion. Why did they set expectations so high? When it came time to
finally determine the IPO’ s price, was the syndicate led by Morgan
Stanley too aggressive? And did it steer too much stock to big investors

that made hollow pledges to hold it for the long term?

“In retrospect, the underwriters should have done a better job at figuring
how strong the true demand was,” says Jay Ritter, a professor at the Uni-
versity of Florida’ s Warrington College of Business who specializes in
IPOs. “But underwriters in general have a hard time finding out how much

buy-and-hold demand there is, vs. flippers.”

For long-term investors, a few days of trading won’ t matter if Uber grows
from there. But when companies go public, they and their bankers gener-
ally hope to see the stock pop. Although that would mean the company
left a little money on the table when it sold the shares, it shows investors
are excited about its prospects. It' s also good news for investors who got
to buy at the IPO price. But with Uber at about $41 a share, none of those
who bought at $45 will feel like they got a deal.

The debate over how well Morgan Stanley and the banks handled the
marquee offering is complicated by a lot of bad luck, including an abrupt
flareup in U.S.-China trade negotiations that drove markets down around
the globe, as well as the dismal performance lately of Uber’ s rival, Lyft
Inc. There’ s also a broad, gnawing concern about Silicon Valley’ s
penchant for delaying public listings until startups are already multibil-

lion-dollar companies.

In recent years, the line between public and private has blurred. Long
before a company is listed on an exchange, it may already have raised a
lot of money selling private shares to investors including hedge funds,
mutual funds, and the family offices of rich individuals. Many top-tier
investors owned shares of Uber before the IPO, potentially curbing

demand.

Still, people with knowledge of the situation have said the order book for
Uber was at least three times oversubscribed. Morgan Stanley, which is
slated to get about $41million in fees from the deal, led the offering with
Goldman Sachs Group Inc. and Bank of America Corp., which are sharing
a total of about $32 million. A spokesman for Morgan Stanley declined to

comment.

One investor says he grew suspicious days before the pricing because
the syndicate of banks kept seeking reassurances that his firm wouldn’ t
quickly sell the stock- that is, flip it. Yet the bankers also kept suggesting
there were ample retail investors hoping to buy in after the debut, which
could cause the price to rise at least briefly, offering a chance for a quick
and easy profit, the investor says. His firm ended up slashing its final

order.

Uber, perhaps the player whose opinion matters most, hasn’ t faulted the
bank. In a letter to employees, Chief Executive Officer Dara Khosrowshahi
blamed the poor opening on the overall market mood: “Today is another
tough day in the market, and | expect the same as it relates to our stock”
The early trading trouble may be temporary: Facebook Inc., which Morgan
Stanley also handled, initially fell before embarking on a steep climb.
Uber looks “kind of like what happened after Facebook,” says David
Erickson, a finance professor at the University of Pennsylvania’ s
Wharton School. “The balloon got deflated on the first day”——Eric

Newomer, Sonali Basak, and Sridhar Natarajan.

THE BOTTOM LINE When a company is already owned by many top
investors, it may be hard to build excitement for the day it goes on the

market.

(Source: Bloomberg Businessweek May 20, 2019)
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