Beyond the
Credit Score

Propelling consumer finance
into the future with income data

Creatin ing a fairer financia ial system forunderserve dconsumers an d
fosterin ing innovationin the financial services industry.
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Section01 // Keytakeaways

Key takeaway #1

Consumers are unhappy with the
traditional credit scoring system.

g Nearly 8in10 respondents (75%) agree that credit scores
: should not be the only criteria for getting aloan.
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Section01 // Keytakeaways

Key takeaway #2

They are willing to grant access to their
income data to prove their creditworthiness
and access better financial products.

--------- Almost 7 out of 10 (67%) respondents say they would like
@ theirincome to contribute to their creditworthiness.

More than half of consumers also agree that credit scoring methods lack transparency and that credit scores are not
updatedinreal time. The consequences of a poor credit score are naturally more severe forlow-income consumers.

With no other options, they take on high-interestloans that increase their financial strain. In the worst-case scenario,
borrowers are trappedin a cycle of debt, forced to take out new loans to repay others. In abetter and fairer financial
system, these consumers can prove their creditworthiness with alternative data, data that shows they are excellent
candidates for credit despite their credit score — income data.

Insightsinto a consumer’sincome provide an additional layer of data that can demonstrate their ability to repay, even if
their credit score indicates otherwise. Additionally, ongoing real-time access to income data enables lenders to lower risk,
proactively respond to any changes in the borrower’s income, and offer personalized financial services, such as:

@ Seamlessidentity verification @ Financial management tools @ Cash flow underwriting

@ Earned wage access @ Proactive remediation plans

Naturally, all of the above benefits hinge on consumers’ willingness to grant access to theirincome data.
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Section01 // Keytakeaways

Key takeaway #3

Based on ourresearch, a vast majority of respondents (82%)
are comfortable sharing theirincome and payroll data.

. 340/ are willing to share it if it more accurately reflects their financial
O picture and allows them access to better financial products.
27 O/ of respondents are willing to freely share their
O incomeand payroll data.

l 2-I o/ considerit aninvasion of privacy for financial institutions to

access their data without their knowledge, suggesting they
would be open to data-sharing with their consent.

Consumers’ openness to sharing theirincome and employment
information represents a window of opportunity for financial service
providers to reach new consumers and offer better financial services to
low-income households that need them most.

Regardless of theirincome, consumers today expect more from their
banks and fintechs — and rightfully so. The technology that can build
better financial services already exists, and it’s only a matter of time
before we see greater adoption. Financial service providers who fail to
take a holistic view to evaluate creditworthiness risk losing clients.
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What are the attitudes
of US workers toward
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Section02 // What are the attitudes of US workers toward credit scoring?

US workers struggle with unfairness, exclusion, limited control,
and lack of transparency in the current credit scoring system.

bbb Over half (57%) of respondents agree that credit scoring
s methods are not transparent, which should raise significant
concerns for the financial services industry.

Considering the importance of the credit score in the credit-decisioning process,
alack of awareness of how it’s calculated indicates consumers are excluded from
a system that exerts a significant influence on their financial health.

53% percent of respondents believe the credit scoring 42% percent of respondents also agree they don’t feel
system s unfair. includedin the current credit scoring system and have
limited control over their personal financial data.

RECEEPES 49% of respondents believe the current credit scoring
s systemis missing information that shows they are
financially responsible, demonstrating the demand for
additionalinsightsinto their creditworthiness.

However, it’s not just consumers who experience the negative impacts of
aninefficient credit scoring system. Financial service providers must also
turn away customers who would potentially make good lending
candidates. Because the credit score offers only a partial insightinto a
consumer’s financial situation, it’s harder to understand theirindividual
needs and offer the right tools and services.
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Section02 // What are the attitudes of US workers toward credit scoring?

What do US workers want to contribute
to their creditworthiness?

Credit scores are unable to provide a comprehensive picture of
anindividual’s financial standing. Consumers believe other

information should also be used to determine creditworthiness.

75% of respondents agree that credit scores

should not be the only criteriato get aloan.

Traditional credit scoring models like FICO are made up of factors such as payment history and credit history length.
They don’tinclude data onincome, employment, and other assets. But consumers also see other factors as being
crucial in evaluating their financial responsibility, including income and bill payments.

Factors that US workers would like to contribute to their creditworthiness

Income

Paying utility bills

Paying phone bills

Bank account balances

Other on-time payments

Spending habits

Otherrecurring payments

A considerable number of consumers would also rather qualify for
loans with theirincome. Fifty percent of consumers say they prefer
income as alending qualifier over their credit score, while 34%
prefer both. Only 16% have a preference for their credit score, and
those with a very good (740-799) and exceptional (800-850)
credit score are most likely to preferit.
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While credit scores provide insight into a person’s willingness to pay,
theirincome datais anindicator of their ability to pay. By taking into
account bothincome insights and the credit score, financial
providers create a holistic picture of anindividual’s financial needs
and creditworthiness while benefiting consumers who have been
excluded from accessing affordable credit products.
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Who do credit scores
impact most?
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Section03 // Who do credit scores impact most?

A more equitable financial systemis a

pressing need for millions of US workers

whose credit scores have limited theiraccess
@ tolow-interest credit products.

------ Alarge majority of respondents (75%) report that their credit
scores were impacted by factors such as late payments of
credit accounts, aninsufficient credit history, and applying for
multiple loans or credit cards within a short period of time.

Insufficient credit history is more likely to impact
the credit scores of low-income workers.

Only 14% of respondents making $75,000-$100,000 were
impacted by insufficient credit history, compared to 29% of
respondents with a yearly income of less than $30,000.

Worryingly, the dataimplies that individuals who try to stay out of debt
due to theirlowerincome are being punished for making responsible
decisions, hindering their ability to get creditin the future.

Credit scores also contain inaccurate information that often affects

historically marginalized groups. Nearly 1in 10 (9%) respondents report

thatinaccurate personalinformation has impacted their credit score - a

concerning fact considering that credit reports have such an outsized @
impact on aperson’s ability to qualify for credit. Otherresearch by the

Consumer Financial Protection Bureau has also discovered that

inaccurate information is more likely to affect younger people, those with @

poor credit, and people living in majority Hispanic and Black communities.

$75,000 - $100,000 <$30,000
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Section03 // Who do credit scores impact most?

e Alow credit score is the biggest hurdle to accessing credit,
. with 52% of respondents who were recently rejected fora
loan namingit as the reason their application was denied.

Again, lower-income individuals earning less than $50,000 were
more likely to have a poor credit score (300-579) than those in the
higherincome brackets. Additionally,consumers with a poor credit
score are most likely to have had to make a choice between paying
bills and paying back bank creditors.

-------------------- More than half (54 %) have taken out a payday loan.

----------------------- 22% have taken out a payday loan for debt
consolidation purposes.

As aresult of theirinability to access credit by traditional means,
individuals with poor credit scores resort to high-interest payday loans.

Taking out a payday loanis also not a one-time occurrence, with 48%
of consumers borrowing from payday lenders anywhere from two to
five times. Considering annual percentage rates (APR) for payday loans
canbe as high as 664%, consumers are paying a premium and risking
debt trapsjust to make ends meet.

Nearly eightinten (79%) respondents with a poor credit
score have also had to ask family members or friends for
money because of limited access to affordable credit.

............................................................................

At the same time, 77% paid their family or friends back, indicating @
that these consumers are potentially good candidates for various
lending products but are underserved by the financial system.
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Section04 // The consumer demand forreal-time income data

The creditreporting system as we know it
today has been around for more than 30 years,

evolving from a reputation-based model where lenders would approve
customers based on word of mouth and previous payment history.
After three-plus decades, consumers are ready for an upgrade.

Despite the weight credit scores carry in the credit decisioning

process, they are not updated inreal time. Typically, credit reporting

agencies update consumer credit reports once amonth or every 45

days. Forexample, if an applicant needs animmediate re-evaluation to

qualify foramortgage, the lender would have to request a rapid rescore

onthe applicant’s behalf — and pay a fee to do so. @

This slow, manual process is the exact opposite of what consumers
want — real-time data updates.

Real-time access toincome datais possible with payroll data
connectivity APIs that retrieve this information from payroll systems,
and consumers are open to the idea of granting access to additional
information to demonstrate their creditworthiness.

Around seveninten (71%) respondents

With more insights into the borrower’sincome, lenders can overcome eXp(_aCt the '_ncome usedto eYaluate their
the limitations of the traditional credit scoring system and access real- creditworthiness when applying foraloan
time data to lower risk. to be up to date within the last 24 hours.

@ considerit aninvasion of
privacy for financial

institutions to have access to
their data without their
knowledge, suggesting they
would be open to data-
sharing with their consent.

2%

of respondents are open
to sharing theirincome
and payroll data under
certain conditions

........ @ are willing to shareiitif it
more accurately reflects

their financial picture and
enablesthemaccess to
better financial products.

are willing to share it feely.
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The income data
opportunity
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Section05 // Theincome data opportunity

Income datais the missing link to a more inclusive financial
system and innovative, personalized products and services.

@ Income data offersinsightinto tax contributions, 401(k) distributions and more.

@ Payroll data connectivity APIs also enable ongoing access toincome data.

When applying for aloan, applicants submit documents to prove
theirincome and employment status. Documents may include
paystubs, taxreturns, bank statements, and an employment
verification letter. While this type of manual income verificationis
sufficient to prove the bare minimum (that the applicantis
employed and getting paid), it offers nothing more than a
snapshot of the applicant’sincome that can change at any time.
It’s also susceptible to fraud.

Toimprove this process, some lenders have recently implemented
APIs that connect to the applicant’s bank account andretrieve
transaction data. However, this method is also limited. For one,
employees might have more than one bank account that they
direct depositinto. Furthermore, transaction data offers zero
insights into the employee’s tax contributions, 401(k)
distributions, or flexible spending accounts (FSA).

When lenders connect to a consumer’s income data via a payroll data
connectivity API, however, they gain access to all of the above-
mentioned data points, in addition to verified identity, income, and
employment data from payroll platforms. And the access is ongoing,
allowing them to respond to any changes and proactively offer
personalized financial tools and services.

How Pinwheel’sincome datainsights support better financial services.

Developing innovative ways of assessing creditworthiness is key to
propelling consumer finance into a more accessible future. As more
financial service providers adopt alternative credit data to assess
creditworthiness, fintechs and traditional financial institutions that
stick to the status quo risk being left behind.

Pinwheel

Pinwheel Verify is Pinwheel’sincome and employment
verification solution that connects financial service
providers with their customer’s user-permissioned payroll
data, so they canreduce fraud andrisk, expedite
application processing, and enhance underwriting models

with more data. The API features recurring access,
meaning that financial providers’ access to payroll datais
ongoing, with alerts when any changes take place.

\"‘ Ready to discover what Pinwheel can do for you? Schedule a meeting »

Pinwheel supports innovation in the financial industry with Verify and
Earnings Stream, two APl solutions that use payroll data connectivity
to enable financial service providers to access real-time income data
and supportimproved processes and new services.

[ Pinwheel Earnings Stream

Pinwheel Earnings Stream takes payroll data, analyzes
itusing advanced machine learning and modeling
techniques, and returns real-time insightsinto a
customer’s earnings. It displays actual historical cash
flows, accrued earnings in the current pay period, and
projected earnings and pay dates. With these insights,
financial providers can lower risk, increase customer
engagement, and support new financial products.
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Section05 // Theincome data opportunity

Financial services built onincome data.

@ Income datainsights are a powerful tool for both improving existing processes and launching new tools and services.

2
Seamless identity verification

Manual identity, income, and employment verification
processes are outdated, time-consuming, and prone to
fraud. Access to income data removes paperwork and
creates a seamless experience. The user only needs to log
into their payroll provider to authenticate the APl to retrieve
the data on their behalf, and the rest of the process is handled
automatically. Nearly sixin 10 US workers would be willing to
connect their payroll provider for identity verification when
applying for aloan. Additionally, 57% would have a more
positive perception of their financial service provider if they
were to implement this solution.

Earned wage access

Consumerinterest in earned wage access (EWA), or the ability
to withdraw their earnings before their scheduled payday, is
considerable. 77% of consumers said that they would use an
earned wage access service if offered by their bank. Despite
the consumer demand for EWA, most consumers do not have
access to on-demand pay. Income data insights provided by
payroll data connectivity APIs are able to automatically
connect financial providers to the data they need to power
EWA and dramatically reduce time-to-market.

&

&

Financial management tools

‘0

Proactive remediation plans
and credit line management

Anindividual’sincomeisn’t static, and the financial services
they’re using shouldn’t be either. 62% of US workers are
interested in automatic credit line increases based onincome
growth and 63% have aninterest in proactive loan repayment
planrecommendations if there is a sudden decrease in
income. Ongoing API-enabled access to income data is
essential for enabling real-time alerts to any income or
employment changes, allowing banks and fintechs to offer
personalized tools and services.

3
Cash flow underwriting

Cash flow underwriting allows consumers to get access to
credit based on cash flow data rather than their credit score.
Around a third (31%) of US workers have used a cash flow
underwritten loan. To underwrite these loans, lenders canrely
onincome data from payroll platforms to create a holistic
view of anindividual’s earnings and receive real-time alerts to
changesinincome or employment status.

Better financial management skills are crucial for helping low-income households improve their financial health. More than a third (36 %)
of US workers are interested in personalized financial literacy tools from their bank or fintech. Income data insights enable banks and
fintechs to power personalized financial management tools. For example, providing consumers with an overview of their accrued and

projected earnings helps them spend and invest their money more wisely.
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Section 06

Looking to the future
of consumer finance

A consumer’s credit score is undoubtedly animportant
indicator of their financial well-being. Butit’s not the only one.

Today, thanks to open finance technologies that connect payroll systems and
financial institutions, we canlook at a consumer’s financial picture more holistically.

With more data and insights, we’re in a position to build financial tools and services
that are inclusive and help consumers enter a virtuous rather than vicious financial
cycle. Meanwhile, financial service providers can get a precise understanding of
consumer needs, boosting innovation and aiding with the process of developing
new products that are exactly what their customers need.

Patrick H. Pay Stub 07/16/2022 - 07/29/2022

Patrick H. Income Snapshot
Gross Pay: $2,125.63
Reimbursements: $50.00

Salary:  $102,500.00
Deductions: $246.46

Earnings: $56,200.20
Taxes: $10,681.37 Taxes: $272.82

Net: $42,787.95
‘ Net Pay $1,656.35 76.1%
. Federal Taxes $223.76 10.3%
State and Local Taxes $49.06 2.3%
Deductions $246.46 1.3%
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Section07 // Research methodology and objectives

Pinwheel conducted a 12-minute online survey run through anindependent and accredited market research firm (Savanta) from September 16
to October 3, 2022, to understand consumers’ attitudes and challenges with credit scores, creditworthiness, and alternative measures to the
credit scoring system. Responses were collected from 2,000 US workers, mix of full-time, part-time, freelance, and self-employed, financially

responsible individuals. Below is an overview of survey participants. Numbers may not add up to 100 due to rounding.

Gender

48.5% 50.8%

Male Female

Age

Nn.2% 30.2% 32.5% 26.1%

56+

18-24 25-40 41-55

Employment

74.3% 14.1% 3.4% 12.6% 0.5%
. ° 0 °
Full Part  Freelance Self Student

time time employed

Ethnicity

African American

American Indian or Alaska Native

gz o
@,
)
=S

Caucasian

Decline to answer

Hawaiian or Pacific Islander

Mixed or “Other”

Annual Hosehold Income

A
£3
W
o
o
o
o

s

$30,000 - $49,999

e9'

50,000 - $74,999

6>|

75,000 - $99,999

$100,000

\%

Credit Score

300-579

N o o
2 3 ®
o o o
N N

0 I &
v} ) 2

800-850

Respondents who don’t know their credit score or don’t have one
made up 3.7% and 0.7% of survey participants, respectively.
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0.7%

1.4%
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18.2%

20.5%

16%

27.7%

14.8%

21.1%

21%

21.5%

17.3%
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*~ Pinwheel

Income data engineered for fintech innovation

Pinwheel makes sense of real time income and employment data so
you can become the primary bank, reduce risk, and activate users.
Our products power use cases like direct deposit switching, income
and employment verification, earned wage access, and more.

pinwheelapi.com >


https://pinwheelapi.com
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