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Research overview

Objective

To explore what matters most to small business banking
customers in their banking relationships.

More specifically to examine the key challenges facing
small businesses today and key priorities/areas of focus
as they look to grow in the future.

The research also explores small business sentiment
about their banking experiences with an eye towards
identifying opportunities for banks to better serve this
important customer segment.

Source: Arizent/American Banker, The State of Small Business Banking, 2022

Methodology

Online survey conducted during July and August 2022.
A total of 358 small business stakeholders responded.

Qualified respondents lead or actively participate in their
businesses’ banking relationship.



What's on the minds of small business stakeholders?
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Overall small business stakeholders, particularly larger small businesses,
are feeling optimistic about the future of their businesses

How are you feeling about the future of your business?

Very pessimistic , 1% Not really sure at the moment, 3%
Somewhat
pessimistic " % very/somewhat
10% optimistic
Less than 20 employees 77%
Very
Somewhat optimistic , _ .
optimistic , 46% 20-99 employees 89%
40%
100+ employees 93%

Source: Arizent/American Banker, The State of Small Business Banking, 2022
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For the coming year, small businesses are most often focused on customer
acquisition, fighting inflation and building customer loyalty

What are your company’s most important business priorities for the next 12 months?

Acquiring new customers

Reducing costs/fighting inflation

Retaining existing customers/building customer loyalty
Improving operational efficiencies/productivity
Improving cash flow

Talent recruitment/retention

Increasing online sales

Increasing brand awareness/market position
Innovating/bringing new ideas to market

Expanding into new geographic regions/territories

Accelerating cross-sell and upsell opportunities

Attracting investors to grow the business

Facilitating real time payments _ 1%

Source: Arizent/American Banker, The State of Small Business Banking, 2022



AMERICAN BANKER

The State of Small Business Banking:

New insights into what matters most in small business banking relationships

Priorities being tested by challenges with inflation, supply chain disruption,
finding/keeping good employees, and technology

Please rank in order of importance, the degree to which each of the following is a challenge for your business today, where 1 indicates it is the
biggest challenge you are facing at the moment and 10 indicates it is the least challenging aspect of the items listed

top three percentage

Rank (sorted by top 3; with 1 being most important and 10 being least important) m] m2 3 4 5 6 7 8 9 10
Inflation/rising costs 73%

Supply chain disruption

Trouble finding/keep good employees

Changing or increasing technology needs

Time management (e.g., balancing short-term needs/tasks with long-term goals/priorities)
Establishing/maintaining an online presence

Managing and providing benefits to employees

Marketing/advertising

Lack of capital/cash flow

Administration (e.g., bookkeeping/accounting, payrall, efc.) I 128 _

0% 20% 40% 60% 80% 100%

Source: Arizent/American Banker, The State of Small Business Banking, 2022 Labels for values less than 5% are not shown
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Small businesses are taking action, with many increasing investments in
technology, a step that could help mitigate top challenges and advance key goals

In which of the following areas is your company planning to invest more over the next 12 months?

Technology 63%

Customer experience 47%

Employee benefits 46%

Employee compensation 45%

Innovation 36%

Professional development/training for employees 34%

Data and analytics 33%

Customer loyalty programs 22%

Diversity, equity and inclusion initiatives 17%

Source: Arizent/American Banker, The State of Small Business Banking, 2022



What does it mean to be a small business bank?
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Small businesses of all sizes most often establish primary banking relationships
with global, national and regional banks

62%

51%
42%

48%

Global/National bank

What type of financial institution is your company’s primary banking provider?

33%
28% 279
° 2% 23%
12%
0 9% 10%
. - o 5% % S 6% 6% 5% °% 3% 3%
Regional bank Community bank Credit union Online only bank/digital bank
(e.g., Ally Bank. Discover Bank,

Marcus by Goldman Sachs)

Total Less than 20 employees  ®m20-99 employees ® 100+ employees

Source: Arizent/American Banker, The State of Small Business Banking, 2022
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Small businesses engage with their primary banking provider for the long haul
and are unlikely to switch to a different institution

How long has your company had a relationship with your
primary business banking provider?

Less than 2
years, 7%

10 years or
more , 33%

2 years to less than
3 years , 12%

62% for
o years 3 years to less
or more than 5 years ,

19%

5 years to less than
10 years , 29%

Source: Arizent/American Banker, The State of Small Business Banking, 2022

How likely are you to switch your primary banking
relationship to another institution in the next two years?

Very likely ,
Don't know, 3%
4% Somewhat likely,
" 17%

76%
Very unlikely, unlikely
43% to switch

Somewhat
unlikely, 33%
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Yet, the majority of small businesses rely on more than one financial institution
to support their business needs

How many different financial institutions, including banks, credit unions, industrial loan corporations, card processing
banks, etc. does your organization use to support its business needs?

One, 22%

Three or more, 41%

Two , 37%

Source: Arizent/American Banker, The State of Small Business Banking, 2022
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In fact, small businesses are taking a more expansive view of banking with many
considering non-bank entities to support future banking needs

Which of the following entities or services is your company using to support its banking needs today?
Which would your company consider using to support its banking needs in the future?

PayPal AT 45%
An online bank THEEE— 1%

Square A" 30%
A credit union TR 25%

Venmo NN 20%

Google NN 8%

Apple W 4%
Amazon B 4%

67%

53%
40%

Facebook B 3%
Walmart 2%

Source: Arizent/American Banker, The State of Small Business Banking, 2022 | Currently using Would consider using
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Other Fls, beyond the primary banking provider, may be well positioned to address
small business needs for services beyond business checking and credit/debit cards

Which of the following business banking products/services does your company currently use?

Credit and debit cards

Payroll

Payment processing

Retirement account setup and maintenance
Automated Clearing House (ACH)/wire transfers
Treasury/cash management

Investment banking

Money market accounts

Working capital loans

Fraud insurance coverage
Equipment/Autoffleet leases

Personal wealth management

Commercial mortgage loan

Earned Wage Access services

Foreign exchange services

Lockbox and e-Lockbox

Source: Arizent/American Banker, The State of Small Business Banking, 2022
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Designing from the outside in versus the inside out will help banks deliver on the
attributes small businesses value most in their banking providers

Importance — Performance gap analysis

80% {
Focus Areas
Wide range of buginess
Bank reputation banking productsi/sprvices
°© - Digital business banking tools
3 60% ® - e
‘00-) Number of physical Individualized service — Easy access to{bank personnel
= branches &-- Proximity /
1 N\ Access to a / ‘
n business banker __ . . ~Cyber/fraud resources
E; ‘ . T Competitivepricing/low fees
) Personal wealth . )
> o management services , / .\ Integration with accounting software
2 40% ivestment banking ™
vestment banking services " ~
- w nHing ser Knowdedge of regional  gxperience in industry
3 market conditions
g ‘Familiarity with federally subsidized
- small business loans
7
S
£ 20%
0%
0% 20% 40% 60% 80%

Investment: % critical

Source: Arizent/American Banker, The State of Small Business Banking, 2022



What is the risk of not taking action?
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When a small business visits your bank, what do you have to offer
to help them accept digital payments?

Consumer banking Commercial banking
is too basic & lacks payment _ is too complex & the payment
acceptance tools acceptance tools are not the right fit
Your Bank

(/ \‘. Consumer Commercial
' ! Banking Banking
/,/ AN
1
\
/’/ _________________ \\\
( jJ} Transfer Money
/,/ _________________ \\\ /,/ ___________ \\\ o
{ " ) Pay Bills

Source: O autobooks
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Third-party app providers are targeting banks’ revenues

) Treasury
Credit - Term Services, 1%

Card, 6% Loans, 10%

Other

Cards, 31%
Deposits, 10% °

Credit - Merchant
Cash Advance, 14% Merchant

Acquiring, 45%

Banks’
Credit - Lines, Revenues

6%

Merchant

Software, 35% Acquiring, 18%

Checking, 24%

NEARLY
8 0 0/ of small business
/0 revenue is at risk

Source: Celent analysis, Oliver Wyman revenue pools, and Square
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# of Accounts % of Account Total Monthly Deposit
. . Asset Range per FI Penetration Amount per FI
Financial

Institution
Benchmarks 162 12.2% $3,174,238.81

This analysis represents

per Fl averages based o

D total oming 566 11.2% $11,793,528.76
deposit activity from
PayPal, Square, and

Venmo. 1,726 10.5% $30,425,154.64
# of Transactions Average Deposit Average Total Monthly
Asset Range per Account Amount Deposit Amount per Account
Account
Benchmarks 20.56 $953.63 $19,604.15
This analysis
represents per account
e e 21.53 $967.53 $20,832.53

total incoming deposit
activity from PayPal,
Square, and Venmo.

20.70 $851.90 $17,632.09

Source: OO autobooks
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# of Average
Accounts # of Transactions # of Transactions Deposit Average Total Deposits
Asset Range per FI per Fl per Account Amount per Account
Benchmarking the
Competition - < $1B PayPal 52 433 8.29 $1,952.96 $16,188.62
Account Averages Square 60 2,412 39.97 $872.38 $34,868.93
This analysis represents
per account monthly Venmo 49 484 9.80 $464.35 $4,551.51
averages of incoming
deposit activity per third-
party app provider. PayPal 192 1,659 8.64 $2,168.40 $18,733.95
Square 238 9,240 38.80 $817.09 $31,699.42
Venmo 136 1,290 9.49 $500.54 $4,750.84
PayPal 592 4525 7.64 $1,392.78 $10,641.05
Square 690 2,6881 38.98 $808.19 $31,500.35
Venmo 444 4,309 9.71 $556.65 $5,406.19

Source:

O autobooks
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When SMBs get paid through third party apps, most of the $$

stay in the app ecosystem

For every $7 stayed
$1 deposited in the third-
into the FI from party app

a third-party app...

$80,000 a month deposited

Based upon deposit analysis of
308 accounts that adopted Autobooks

Source: OO autobooks

An analyzed bank
experienced

87.5%

deposit growth from
existing accounts

$580,000 a month
not deposited



Final thoughts
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