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Introduction

After three successful months leading the nascent fintech bnc10, Albert Llorens (CEO) and Will
McCahey (COO) were preparing for a meeting with Reus Capital Partners, the biggest investor
in the company. The purpose of the meeting, scheduled for March 11, 2020, was to prepare all
necessary documents for a Series A founding round. Albert and Will were discussing the main
strategy lines of the business, as well as the competitive advantage of bnc10 with respect to the
main neobanks operating in the market (specifically N26, Revolut and BNext).

Founded in July 2018, bnc10 sought to “offer essential financial products that can expand upon
user needs,” says the executive director. Bnc10 was, however, not yet a bank, as it did not have a
banking license. The issuer of the bncl0 MasterCard was Prepaid Financial Services (PFS), an
electronic money entity based in London and regulated by the Financial Conduct Authority of the
United Kingdom. Operating through electronic money entities is a common way for challenger
banks to offer financial products without having a banking license. Working in such a way allowed
bncl10 clients to have a bank account and a prepaid Mastercard with which you can make any
payment, national or international. The benefits of joining bnc10 included being able to withdraw
money from any ATM in the world without paying any commission, as they made the currency
exchange without commissions and at market price. Bncl0 planned to offer investment and
savings products in the future. To achieve this, they needed product development and user
acquisition, and for that, money is king. Therefore, bncl0 carried out an investment round to
obtain €1 million.

At this point, bnc10 had closed a €1 million-bridge round, in which 50 investors participated,
exceeding 10,000 customers in three months, following its launch in late September. This is on
top of the €2 million seed round of business angels and founders in June 2018. Its users were
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generally young, between the ages of 25 and 50. The application had been well received among
traveling users, who benefited from instant mobile payments and the non-commission for the
currency exchange. In this particular case, most banks charge between 4% and 8% hidden
commission.

In 2020, it planned to conduct a Series A round of €5 million, with the entry of international
funds that would allow the value proposal to be scaled up and accelerate its international
expansion. With a team of 15 people, whose ages spanned from 27 to 35, bnc10 planned to
generate a revenue of €1 million in 2020 and attract 100,000 customers.

Fintech in Spain

Spain had experienced a substantial increase in fintech. The Fintech Radar report, published by
Finnovista, indicated that fintechs in Spain grew by 16% in 2019. Spain ranked fifth in Europe for
fintech investment in 2019, after raising €245 million. However, it continued to lag behind its
European counterparts: the United Kingdom, with €3.492 billion (42%); followed by Germany,
with €2.322 billion (28%); Sweden with €584 million (7%) and France, with €503 million (6%).

At the moment, there were almost 400 fintech startups, a significant increase from the
50 fintech startups in existence five years earlier. The annual growth rate of the neobank and
digital banking sector in Spain had reached 120%, followed by enterprise technology at 58%,
wealth management at 52%, and insurance 50%. Madrid was at the center of Spanish
innovation, with 51% of the country's startups, followed by Barcelona and Valencia, with 12%
and 10% of startups, respectively. According to the same Finnovista report, 52% of the Spanish
fintech startups operated in a different country besides Spain.

B2B over B2C

PSD2, the new European directive, had fuelled a significant rise in business-to-business (B2B)
fintech, even though much of the Spanish fintechs were consumer-centric (B2C). In fact, over
half of Spanish fintechs (52%) were operating in the B2B market. Primarily tapping into the
unmet needs of SMEs, a number of startups were developing more cost-efficient and convenient
open platforms.and APIs that addressed everything from B2B payments, SME lending, invoicing
and accounting. They had become one-stop-shops for all the banking and administration needs
of any business.

Tracxn, a deal discovery platform, included 69 alternative lending startups operating in Spain in
September 2019. Some of the Spanish fintech companies raising funds included online lender
and credit scorer ID Finance, which raised £4.95 million. Moreover, many Spanish startups that
began serving consumers now were moving into the B2B area. As the barriers of entry
decreased, this trend was likely to continue. A tendency to concentrate financial services into a
single platform had emerged.

Funding Context

In Spain, most investment rounds raised between €1 and €5 million euros. Around 8.5% raised
between €25 and €50 million, and only about 7.3% exceeded €50 million. Roughly 11% produced
€1 million euros; 17.65% between €5 and €10 million euros; and 13.1% between €10 and
€25 million euros.
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The biggest round of financing completed in the country in 2019 was Pagantis, which raised
€65 million from Credit Suisse, Prime Venture and Rinkelberg Capital. Pagantis was followed by
BNext, which raised €22 million; and then Fintonic and Returnly with €19 million. Nevertheless,
these figures are overshadowed by those of Europe, where the German Wirecard starred in the
biggest round with €900 million. The five investment areas that received the most investment
were payments, loans, neobanks and challenger banks, savings and investing tools, and tax and
accounting solutions.

The Upcoming Round

While Albert and Will were doing the due diligence and the valuation of the project, they were
discussing when they would be able to break even. It was clear that in the short term there
would be a few years with negative profit, but surely the numbers would turn positive.

To better assess the viability of the project, they decided to value the company using a DCF. First,
they would have to estimate the growth in the number of clients. Recently, a competitor N26 had
announced reaching the milestone of 5 million customers (probably not all of them active). Bnc10
had 25,000 of active clients, and wanted to reach 100,000 clients by the end of 2020.

The next important thing they will have to estimate is revenue per client. So far, they have thought
of three basic sources of revenue: account transactions (with perhaps an average consumption of
€300 per client per month), for which they will make aninterchange fee of 0.25%. The other source
of revenues will come from premium cards (following the example of other neobanks like N26 and
Revolut). Albert thought they could charge around €10 per month for this premium service, while
Visa/Mastercard was charging around €60 per card per year. One last option for revenue would
be excess withdrawals, where they could charge €2 per extra withdrawal.

Looking to the future, they were thinking of cross-selling other products, such as loans and
wealth management services. Initially, they would start with an average of €5,000 per loan,
charging an interest rate of 8%, where the cost of risk would be 3%. In the area of wealth
management, they thought they could enter the business by connecting with a robo-advisor and
charging an intermediation fee of 1%.

In terms of costs, there were mainly three sources: technology and operations, the cost of
acquiring a new client, and employees. In tech and operations, they had an estimate from
incumbents that was close to €15 per client (but they wanted to double check this with their own
estimations). The costs of client acquisition was more difficult to estimate. Five years ago,
successful online banks were spending up to €160-200 for acquiring each new client. This had
probably gone down, but was probably still along the lines of €50 and €100. Moreover, it was
difficult to estimate the outcome of marketing campaigns, as well as the probability of a
company/product become viral. Finally, as for the employee base, they wanted to be conservative,
in order to keep costs low. They currently had 12 employees and would soon need more people.
Their idea was to increase to 50 by the end of 2020, to 250 when they had 1 million clients, and to
try to stay under 1,000 in the future. Other neobanks (like Revolut, N26, Monzo, and Starling) were
in the range of 1,100 to 1,800 employees.

They estimated that investors would ask for around 15-20% of IRR.
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