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Internal Memo (Confidential)

To:		Saroop Bharwani, Amit Bhanot (Senso.ai)
From:		Allan Rayson, Finov8r Consulting
Date: 		Thursday, August 30, 2024
Subject:	Positioning and Messaging: New bank partnerships and our initiative to put ~5 U.S.-based, community banks together in collaboration and partnership with Senso.ai

“Problems and risk arise when the application of policy is inconsistent, overlooked and/or incomplete. The inaccurate or inconsistent application of policy is a significant contributor to loss and regulatory action. Senso LLM’s assist banks, the SBA and the business owner to interpret important polices and guidance around accessing SBA capital – which is obviously ideal for all involved. Said another way, this technology, integrated into the SBA use case, allows business owners to access capital more efficiently while understanding the specific eligibility parameters – at the same time, banks have more certainty around their guarantee, which allows them to deploy capital more efficiently with less risk, so everyone wins.” –Allan Rayson, Finov8r Consulting

Overview
The banking and financial services industry is highly policy and process driven primarily because consumer deposits are “at risk” on the balance sheets of financial institutions in the U.S. These deposits, backstopped by the FDIC Deposit Insurance Fund (which as of Q1 2024 stands at ~$125b, no depositor has lost a penny of FDIC-insured funds since 1933), largely represent individual consumer savings, certificates of deposit, money market and transaction accounts and need to be protected without being subject to any risk of loss in the event of a bank failure (5 bank failures in 2023 alone). In an industry so policy and process driven, there is significant reliance on how policies are developed, interpreted and put into practice in the industry. Often policy interpretation and application of policy can be inconsistent if not ignored, which leads to higher levels of risk and likelihood of loss for financial institutions across the U.S.

As a result of advances in computing power and data storage capabilities, financial institutions are now being presented with technology that enables them to ingest and interpret large amounts of data in the form of numbers and words. The technology is referred to as Large Language Models (“LLM’s”) and significant advances are being made in the quality of this interpretation as we have seen in recent years with OpenAI (ChatGPT) and Anthropic (Claude).  

Senso, backed by founders who have significant experience building AI technology for banks, is delivering this technology today with a retail application (ex. call centers handling inbound consumer and retail issues like late payments or account inquiries). Senso is now expanding, focusing on commercial use cases, including commercial lending and lending facilitated through banks and the Small Business Administration.

Risks and Benefits to the Bank
In an industry that is highly policy and process driven, the vast majority of what goes on inside a bank is regulated by a written policy, procedure or guideline designed to give bank associates explicit guidance or instructions on how functions need to be performed, and risk mitigated across the bank (ex. wires are an area where significant fraud occurs so there are written policies and procedures documenting how a wire request from a client is to be handled). Everything is documented for associates of the bank to be able to follow, and many banks require associates to periodically certify the same.

However, problems and risk arise when the application of policy is inconsistent, overlooked and/or incomplete. The inaccurate or inconsistent application of policy, or lack thereof, is a significant contributor to loss and regulatory action.

In the context of the Small Business Administration and the SMB lending that takes place through banks in the U.S., a critical issue emerges as it relates to the Standard Operating Procedures (“SOP’s) issued by the SBA and how the banks interpret and apply those SOPs to maintain their SBA guarantee on their loan portfolio. The issues are manifesting themselves in the following ways, which causes risk of loss to banks as the SBA guarantee could be reduced or lost in certain scenarios:
· Interpretation Challenges: the gap between intended interpretation and actual interpretation forces financial institutions to interpret nuanced policies in the context of new scenarios, leading to inconsistent application across the industry.
· Risk of Non-Compliance: banks may unknowingly operate outside of regulatory boundaries when trying to meet modern lending demands, increasing their risk exposure via a reduction or loss of their SBA guarantee.
Benefits of AI and LLM’s include:
1. Reduced risk of financial loss because policy is more consistently applied across the organization
2. Reduced risk of fines and regulatory action because policy is more clearly outlined, consistently applied and regularly updated to contemplate new issues. This takes place when each associate of the bank is provided with a mechanism to get policy insight and provide feedback to back office as to how clearly defined policy is and offer documented feedback as to how to improve written policy.
3. Beyond more consistent application of policy and procedure, the bank also gains efficiency where tasks are completed in less time because accurate information is more quickly and readily available (ex. enhanced client experience in the back-office where technology yields faster issue resolution and/or faster approvals). 
4. Beginning to develop internal competencies in the use of AI leading to industry standards, which enables banks to gain alignment across their organizations (via the consistent application of policies and procedures)

Potential Pricing for Initial Bank Group
Senso is seeking new annual recurring revenue in the range of $500,000 by FYE 2024. To accomplish this goal, Senso is seeking ~5 new bank partners to come together in a collaboration around how AI and LLM’s can be used to improve operational efficiency through the application of policy inside of a bank.
 
For the target market desired, which is banks in the $2-10b asset range, these banks are spending between $5-10MM annually on technology spend. $1-2MM of this spend is on core banking technology with another $1-2MM on digital banking capabilities (mobile and web). The remaining spend of $2-3MM is spent on remaining infrastructure (including risk and fraud management, data security, product and other mission critical technologies to run the bank). 

Spend of over $100,000 annually on any one technology can generally be considered the equivalent of an enterprise sale for a community bank from the standpoint that there will:
1) be a high level of diligence completed to adhere to third party risk management standards 
2) be numerous approvals and budget considerations 
3) likely be board approval required

When new technology is considered, banks generally go through a process (whether formally or informally) to understand:
1) are they fully utilizing the existing technology they have already purchased as there is a general perception that they are not fully utilizing because of the predominance of “point solutions” within the technology stacks of banks
2) are there alternatives to the technology being considered
3) where will total technology spend (including any new technology spend) put them in the context of their peer group, spend per $ of assets and spend per savings or transaction account (ex. total core spend per account).

Initial Recommendation Regarding Pricing
To speed the acceptance and implementation of Senso’s product and capabilities, Finov8r is recommending an initial price point in the $85-95K range annually. This represents under 5% of remaining spend beyond core and digital banking and will, in most cases, not trigger extensive TPRM and high-level approvals, which serves to increase scrutiny around technology purchases. 
Prepared for Client use only by Finov8r Consulting. Please do not distribute externally without prior, written approval. Memo may contain forward-looking statements subject to risks and uncertainties that could cause actual results to differ materially from those expressed or implied. These risks include, but are not limited to, Clients' abilities to utilize our services effectively, adverse legal or regulatory actions, negative publicity, and lengthy sales cycles. These statements reflect our current expectations but should not be relied upon as predictions. Updated August 2024.
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