
Case Discussion: Case Discussion: 
RCBC SME Banking RCBC SME Banking 

4th Annual SME Banking & Finance Conference. 4th Annual SME Banking & Finance Conference. 
November 17November 17--18, 2009, Kuala Lumpur, Malaysia18, 2009, Kuala Lumpur, Malaysia



Outline

Company Brief: RCBC

Overview of Philippine Banking

The Philippine SME SituationThe Philippine SME Situation

Deciding to go into SME Banking

Key Elements of the Program

Recent Initiatives – Web Portal

Challenges



About RCBC

A member of the Yuchengco Group 
(YGC), one of the oldest conglomerates(YGC), one of the oldest conglomerates 
in South East Asia with resources of more 
than US$ 5 Billion
Part of a network engaged in a wide 
range of financial & non-financial services 
that includes investment, commercial & 
consumer banking, leasing, insurance, 
education, & services) 
A major player in the corporate loans 

t th t i di itsector that is now expanding its presence 
in the SME & consumer banking sector



About RCBC

RCBC has a consolidated total of 
327 local branches and 468 
ATMs located across theATMs located across the 
Philippines
Largest number of branches inLargest number of branches in 
export processing zone areas
Is the 5th largest private g p
domestic bank in the Philippines, 
in terms of both Capital and 
A tAssets 
Over 20 foreign offices/branches 
in Asia North America andin Asia, North America, and 
Europe



RCBC & Subsidiaries
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About RCBC

RCBC offers the following services:
Business Loans & Credits 

Project Financing

Thrift & Consumer banking servicesRCBC Capital 

Foreign Exchange 
Brokerage

RCBC Forex 
Brokers Corp.

Overseas Remittances
RCBC Capital RCBC Capital RCBC Capital 

Foreign Exchange 
Brokerage

RCBC Forex 
Brokers Corp.

Overseas RemittancesOverseas RemittancesOverseas Remittances

Thrift & Consumer banking services

Credit cards

Overseas remittanceRCBC Uni ersalBank

Thrift BankInvestment Banking

RCBC Capital 
Corp.

RCBC Uni ersalBank

Thrift BankInvestment Banking
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Corp.

Investment Banking

RCBC Capital 
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Investment Banking
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Foreign Exchange brokering

Stock brokering

T t S i & I t t B ki

Stock Brokerage
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Universal Bank
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Trust Services & Investment Banking

Life & Non-Life insurance

- Affiliate of RCBC

Life insurance
GREPALIFE.

Non-life insurance
MALAYAN INSURANCE.

Life insurance
GREPALIFE.
Life insurance
GREPALIFE.
Life insurance
GREPALIFE.GREPALIFE.

Non-life insurance
MALAYAN INSURANCE.

Non-life insurance
MALAYAN INSURANCE.

Non-life insurance
MALAYAN INSURANCE.
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Philippine Banking Update

Total assets of the Philippine Banking 
System amounts to about $123B
About 38 KBs account for 85% of total bank 
loans in the country ($54B out of $63B)
766 thrift & rural banks acct for the balance766 thrift & rural banks acct for the balance 
& focus on countryside & small credits
Interest rates & pricing are market driven & 
influenced by sourcing cost and otherinfluenced by sourcing cost and other 
market fundamentals
Larger banks compete aggressively for 
business from top tier & large middle market 
clients
Tight competition has forced banks to take a g p
closer look at the SME market 



Practical Comparisons

DBS (Singapore)DBS (Singapore)
T A t $262 9BT A t $262 9BT. Assets = $262.9BT. Assets = $262.9B
T.Capital =$28.7BT.Capital =$28.7B

Maybank (Malaysia)Maybank (Malaysia)
T Assets = $92 1BT Assets = $92 1BT. Assets = $92.1BT. Assets = $92.1B
T. Capital = 7.6BT. Capital = 7.6B

Largest RP BankLargest RP Bank
T Assets = $16 9BT Assets = $16 9BT.Assets = $16.9BT.Assets = $16.9B
T. Capital = $1.3BT. Capital = $1.3B



The Philippine SME Situation

Micro & Small/Medium Enterprises (MSME’s) 
make up about 99.6% of total registeredmake up about 99.6% of total registered 
businesses in the Philippines

About 780,000 MSME’s account for close to 70% ,
of total employment & 32% of GDP

IFC and BSP materials place total SME loans p
(from banks) at about $5-6B

Surveys estimated that loans obtained by SME’s 
from banks were only 12-21% of their total needs 
vs. reported 30-36% in other Asian countries  

Unserved loan requirements of this sector is 
estimated at anywhere between $1-3B



Why Bank Loans to SME’s remain Low

Bank organizations not structured to handle 
numerous small credits

Most origination processes and credit policies are 
it bl f i l & t ditmore suitable for commercial & corporate credits

Credit information is not readily available for small 
borrowersborrowers

Most small businesses do not maintain accurate 
and credible financial statementsand credible financial statements 

Lack of familiarity with how to manage & 
administer small loans makes the SME business 
of a bank more expensive 



Commercial vs. SME Loans

Commercial LendingCommercial Lending SME LendingSME Lending

o Customers normally ORIGINATION o Mass based marketing w/ no

pre-identified/targeted specific names in mind

o Analysis based on accurate CREDIT SCREENING & o Need to validate financial data

& credible financial records EVALUATION w/ other documents

o Emphasis on Corporate o More emphasis on principals

Organization & Structures

o Comprehensive write-up & o Use of template or scoringp p p g

credit proposals based evaluation

o Flexible & specific to the FINANCIAL PACKAGING o Standard packages with

requirements of the client pre-set terms & minimal requirements of the client pre-set terms & minimal 

deviation from normal structure

o Relatively few and large DAY-TO-DAY o Numerous & relatively small

transactions transactionstransactions transactions

o Account Management BUSINESS APPROACH o Portfolio Management



A Typical Situation…

Bank decides to Bank decides to 
lend to SME’slend to SME’s
(using same tools(using same tools Difficulty analyzing Difficulty analyzing 

& validating& validating
Client’s not familiarClient’s not familiar
w/ banking practicesw/ banking practices Controls tightened Controls tightened 

& processes)& processes) & validating& validating
financial datafinancial data

Info on the Info on the 
b /b ib /b i Too many smallToo many small

w/ banking practicesw/ banking practices
& processes& processes

Portfolio does not Portfolio does not 

gg
on SME lendingon SME lending

borrower/businessborrower/business
not readily availablenot readily available

Work load grows &Work load grows &
b lb l

yy
transactionstransactions

Credit AuthoritiesCredit Authorities
t f ili / li tt f ili / li t

grow or…contractsgrow or…contracts

Original targets & Original targets & 
Obj ti f thObj ti f thbecomes lessbecomes less

efficient efficient 
not familiar w/ client not familiar w/ client 
or SME lendingor SME lending

Objectives of the Objectives of the 
Program not metProgram not met

Operations becomeOperations become
expensive & lessexpensive & less
profitableprofitable

CollateralCollateral--lending/lending/
less focus on less focus on 
fundamentals/ loan fundamentals/ loan 
quality declinesquality declines Mgmt. reMgmt. re--thinksthinks

loan strategy or loan strategy or 
shelvesshelves
SME ProgramSME Program



Use a RAAC to Screen Credits

An effective Risk Asset Acceptance Criteria 

(RAAC) should contain, in simple form, the 

bank’s credit preference & minimum acceptance 

standards

Acts as initial screening and filter out less 

desirable applications at an early stage to 

reduce time wasted on ineligible credits

Should be consistent & easy to understandy

Accessible to all line personnel involved in the 

lending processg p

Provide over-ride process



Possible Contents of the RAAC

Set minimum & maximum loan limits to Set minimum & maximum loan limits to 

determine growth parametersdetermine growth parameters

Support Income goals through minimum Support Income goals through minimum 

pricingpricingpricing pricing 

Provide a safety net w/ collateral Provide a safety net w/ collateral 

conditionsconditionsconditionsconditions

Mold borrower profile by setting minimum Mold borrower profile by setting minimum 

sales, asset level, etc..sales, asset level, etc..



Possible Contents of the RAAC

Maintain quality through financial Maintain quality through financial 

hurdles (growth, ratios, etc…)hurdles (growth, ratios, etc…)

S i i i h h dS i i i h h dSet priorities through target and nonSet priorities through target and non--

target industriestarget industries

Expand your Negative listExpand your Negative list as needed as needed 



Shift to Credit Scoring

Allows staff to process business loans like Allows staff to process business loans like 

consumer credits w/o sacrificing credit consumer credits w/o sacrificing credit gg

standardsstandards

Standardizes evaluation process & eliminatesStandardizes evaluation process & eliminatesStandardizes evaluation process & eliminates Standardizes evaluation process & eliminates 

subjectivity in approvalsubjectivity in approval

LL d d ll t ld d ll t lLessens Lessens dependence on collateraldependence on collateral

Reduces effort  & shortens turnaround timeReduces effort  & shortens turnaround time

Should allow for development of a data base Should allow for development of a data base 

that will allow us to that will allow us to predict likelihood of predict likelihood of 

success or failuresuccess or failure of a loan in the futureof a loan in the future



Constraints of Credit Scoring in SME’s

Credit scoring more applicable when Credit scoring more applicable when 

variables can be quantifiedvariables can be quantifiedvariables can be quantifiedvariables can be quantified

Financial Records are less reliable &/or Financial Records are less reliable &/or 

dibl (l & i lid tidibl (l & i lid ticredible (long & expensive validation credible (long & expensive validation 

required)required)

Credit information on small businesses are Credit information on small businesses are 

not readily available from traditional sources not readily available from traditional sources 

Many critical considerations (for SME’s) may Many critical considerations (for SME’s) may 

be subjective & be subjective & difficult to quantifydifficult to quantify

Lack of documents drops the ratingLack of documents drops the rating



Scoring SME’s Scoring SME’s –– Conflicts & IssuesConflicts & Issues

When can we say that someone has aWhen can we say that someone has aWhen can we say that someone has a When can we say that someone has a 

“Good Character”?“Good Character”?

H d d t i & it likH d d t i & it likHow do we determine & score items like How do we determine & score items like 

succession or stability?succession or stability?

What business variables should we What business variables should we 

consider (i.e. type, number, location, supply consider (i.e. type, number, location, supply 

& demand, etc…)?& demand, etc…)?



Scoring SME’s Scoring SME’s –– Conflicts & IssuesConflicts & Issues

Should we use Audited or InShould we use Audited or In--house house 

financial data? Is it enough?financial data? Is it enough?

How useful are historical figures in How useful are historical figures in 

determining possible loan default (for determining possible loan default (for g p (g p (

SME’s)?SME’s)?

IsIs collateral the keycollateral the key to approval?to approval?Is Is collateral the keycollateral the key to approval?to approval?



Taking our program Taking our program 
to the next level:to the next level:
www.getaloan.com.phwww.getaloan.com.ph



Background – getaloan.com.ph

The MSME sector was identified by as a 

large untapped (i e “unbanked”)large untapped (i.e. unbanked )

Recent reports estimate only 12-21% of 

loans needed by MSMEs come from banks 

& that about P1-3B remains unserved

Many of the 780,000 MSME’s may not 

qualify but a small share will be enough to 

improve market share  

The challenge is how to harvest accounts g

from this sector w/o straining resources 



Challenge & Potentials

SME’s possibly 
eligible for

T t l SME’ 780 000
MSME Accts of  

Banks est between

bank loans
(i.e. 1% = 7,800)

Existing 
SME Clients Total SME’s = 780,000Banks est. between

150,000-200,000
SME Clients

< 2,000



Validation Survey included…

Small businesses w/ no borrowings

Small businesses w/ borrowings from informal 

sources (i.e. relatives, friends, informal 

lenders…)

S ll d di i d b i / tSmall and medium sized businesses w/ at 

least 1 credit line from a formal banking 

institution (no credit line from RCBC)

Small and medium sized businesses w/ a 

credit line/loan from RCBC  



Validation Survey Results

Over 85% felt that it takes a longer & 

was more difficult to get loans fromwas more difficult to get loans from 

banks

75% knew banks charged lower rates 

but relied on informal lenders 

because it was easier getting a loan 

from these sources

Over 67% feared that they will be told 

they are not qualified for loan from 

the bank 



Validation Survey Results

60% wanted to know if they will qualify for a 

loan, before making an actual visit to the 

bank 

Most small applicants felt intimidated by 

larger banks & found their requirements too g q

difficult & felt less welcome

Of th d 90% id thOf those surveyed, 90% said they were 

interested in our portal (even those with 

loans from banks)loans from banks) 



4 Action Framework:
Eliminate, Reduce, Raise, & Create

SELIMINATE 
 
- Barrier of originating loans from a 

sector that prefers to do business with

RAISE
 
- Awareness & Accessibility 

sector that prefers to do business with 
informal lenders and financial providers 

 

- Financial Advisory Services/data 
base 

- Cross-selling YGC 
/products/services

REDUCE 
 

CREATE 
 

- Cost of pre-screening potential loan 
applicants  

- Apprehension or reluctance on the part 
f t ti l b ) t l f

- A self-assessment and user-
friendly scoring tool that could 
bring RCBC closer to the huge 
untapped MSME sectorof potential borrowers) to apply for a 

loan because of the possibility of being 
embarrassed should their application 
be rejected  

untapped MSME sector

 

j

- Time and effort of loan officers wasted 
on unqualified loan applicants 



Benefits of the Web Portal

The website can bring smaller 
businesses to the Bank by makingbusinesses to the Bank by making 
their first contact less intimidating

Accessible via internet (no need toAccessible via internet (no need to 
drive to the bank/branch)

A f i dl iA user-friendly exercise many 
Filipinos are familiar with & may 
have usedhave used 

Allows RCBC to pre-screen 
applicants in large numbers moreapplicants in large numbers more 
efficiently     



Risks &  Challenges

Market may not take notice of our website 
(i.e. many prefer face-to-face contact)( y p )

If successful, other banks may duplicate it 
and cut our potential marketand cut our potential market 

Those that pass our self assessment may 
instead approach another bankinstead approach another bank 
(“stickiness”)

P t ti l i f thPotential gains from the program may go 
to waste if organization is not prepared to 
take on the big volume of applications wetake on the big volume of applications we 
expect



Initial Promo Concept



Final Ad Concept :Final Ad Concept :



End of PresentationEnd of PresentationEnd of PresentationEnd of Presentation

F i f ti l t tF i f ti l t tFor more information, please contact:For more information, please contact:

REYNALDO P. ORSOLINOREYNALDO P. ORSOLINO
Senior Vice Present Senior Vice Present -- Head of Commercial & SME BankingHead of Commercial & SME Banking
1111thth Floor, Tower 1, RCBC PlazaFloor, Tower 1, RCBC Plaza
6819 Ayala Avenue, Makati City6819 Ayala Avenue, Makati City
(Tel) 632(Tel) 632--89495548949554(Tel)  632(Tel)  632 89495548949554
(Fax) 632(Fax) 632--89494148949414
(Email) rporsolino@rcbc.com (Email) rporsolino@rcbc.com 



Thank You


