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Consumer credit does not have a good reputation. It often
conjures images of intimidating loan sharks, nefarious payday
loan providers or, worse still, the Wall Street originators of the
‘credit crunch’ in 2007. Despite its shadowy reputation, credit
(or lending) has played an influential role in the rise of civilisation
ever since its recording in Mesopotamia in 2,000 BC, where
farmers borrowed seeds issued against a later payment. From
loans for consumers to buy their own home, carry out repairs,
or a car to take them to work, prudent borrowing and lending
can facilitate the efficient use of capital and accelerate
economic progress when offered responsibly.

Four thousand years and 12,000km away from ancient
Mesopotamia, Affirm, the San Francisco-based digital financial
services company, is looking to restore the meaning of credit

to its Latin origins, to ‘trust or believe’, with a simple mission

of ‘delivering honest financial products that improve lives.’

The consumer credit market is laden with misaligned incentives.
Lenders can increase profits through opaque charging
structures, late fees and by keeping their customers indebted
for longer. It’s easy to disregard this mission as a mere marketing
spin. Affirm, however, has walked the walk since its founding in
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2012, by never charging late fees, providing transparency of
costs, and pricing its products simply. Its commitment to the
customer experience sets it apart from its peers. It is one of
several reasons why we took a holding in the company in
November 2021. we have followed Affirm with interest since
investment manager Mark Urquhart first met CEO and

ex PayPal co-founder Max Levchin in Sun Valley in 2016.

Affirm’s offering is reassuringly straightforward for both
customers and merchants. When a customer finally decides to
take the plunge and buy the Pottery Barn bed, Expedia holiday
or Samsung tablet that’s been in their online basket, Affirm is
a payment option alongside Apple Pay, PayPal and others.

It provides the opportunity to split this payment over a few
weeks to five years at rates starting at 0 per cent. With over

40 per cent of the sales it currently processes given at 0 per
cent interest, one might rightly be wondering: “what’s in it for
Affirm?”. The answer is simple: adding Affirm as a payment
method delivers larger order sizes and converts more
customers from viewers to buyers, so merchants are inclined
to give them a cut of up to 15 per cent of the purchase price.
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Beyond the obvious value proposition it offers at purchase,
Affirm’s enduring edge may lie in its technological expertise.
CEO Max Levchin is a software engineer by trade and has built
Affirm’s technology stack and payments infrastructure from
scratch, providing convenience for both consumers and
merchants while giving it the ability to add new features and
iterate at pace. An advantage that its partners, such as Shopify,
have openly lauded. Its role in transactions also positions it to
benefit from a rich flow of data that feed its proprietary credit
models, optimising its lending criteria and minimising loans
that are not repayable. Once secured, customers can see their
balance on the Affirm app or website, where transaction data
tailors product recommendations. In this way, Affirm turns
from a payment option to an ecommerce platform with a
quarter of all the Gross Merchandise Value (GMV) initiated

via Affirm channels.

This recipe of mission-led founder, distinct culture, disruptive
business model and a case for enduring competitive advantage
makes for an enticing investment opportunity; propelled by
self-reinforcing network effects. As Affirm woos more merchants
and consumers, the value to both grows. The increased data
flow improves underwriting and recommendation models,
increasing scale improves margins. It’s a compelling case;
some of the recent numbers reinforce it. Merchant partners
have grown from 6,500 a year ago to 102,000 today, primarily
driven by a partnership with Shopify (another with Amazon is
just beginning). Year-over-year growth in GMV (84 per cent),
active consumers (124 per cent) and revenue (55 per cent) are
all impressive. The potential for extreme upside is clear in our
blue-sky case: that Affirm takes 25 per cent of the US credit
card market in 10 years, resulting in $1tn of GMV. At a blended
take rate of 3 per cent (lower than today), 30 per cent operating
margins and 20 per cent tax rate circa $7bn in earnings.

A conservative 20x multiple would mean a valuation of >9x

that of today.

Despite our optimism, Affirm’s share price was hit by stock
market concerns about inflation and interest rates, as well as
being recently named as one of the ‘buy now pay later’
companies investigated by the US consumer watchdog.
Encouragingly, CEO Levchin has welcomed regulation that he
thinks will bring a ‘wild west’ industry into the mainstream. We
will continue to monitor these developments but believe the
fundamentals of our investment thesis for the coming decade
are intact. We embraced recent share price weakness to add to
the holding in November last year and again in January. For a
company set to transform the consumer credit industry and
restore the meaning of credit to its Latin origins, we believe it
deserves a place in the LTGG portfolio. We will continue to
exercise trust and patience in the strength of the investment
case from here.
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Important information and risk factors

Past performance is not a guide to future results. Changes in
the investment strategies, contributions or withdrawals may
materially alter the performance and results of the portfolio.
All investment strategies have the potential for profit and loss.

Risk factors

The views expressed in this article are those of the authors and
should not be considered as advice or a recommendation to
buy, sell or hold a particular investment. They reflect personal
opinion and should not be taken as statements of fact nor
should any reliance be placed on them when making
investment decisions.

Any stock examples and images used in this article are not
intended to represent recommendations to buy or sell, neither
is it implied that they will prove profitable in the future. It is not
known whether they will feature in any future portfolio produced
by us. Any individual examples will represent only a small part
of the overall portfolio and are inserted purely to help illustrate
our investment style.

This article contains information on investments which does not
constitute independent research. Accordingly, it is not subject
to the protections afforded to independent research, but is
classified as advertising under Art 68 of the Financial Services
Act (‘FIinSA’) and Baillie Gifford and its staff may have dealt in
the investments concerned.

All information is sourced from Baillie Gifford & Co and is
current unless otherwise stated. The images used in this
article are for illustrative purposes only.

Important information

Baillie Gifford & Co and Baillie Gifford & Co Limited are
authorised and regulated by the Financial Conduct Authority
(FCA). Balillie Gifford & Co Limited is an Authorised Corporate
Director of OEICs.

Baillie Gifford Overseas Limited provides investment
management and advisory services to non-UK Professional/
Institutional clients only. Baillie Gifford Overseas Limited is
wholly owned by Baillie Gifford & Co. Baillie Gifford & Co and
Baillie Gifford Overseas Limited are authorised and regulated
by the FCA in the UK.

Persons resident or domiciled outside the UK should consult
with their professional advisers as to whether they require any
governmental or other consents in order to enable them to
invest, and with their tax advisers for advice relevant to their
own particular circumstances.

Financial Intermediaries

This communication is suitable for use of financial intermediaries.
Financial intermediaries are solely responsible for any further
distribution and Baillie Gifford takes no responsibility for the
reliance on this document by any other person who did not
receive this document directly from Baillie Gifford.

Europe

Baillie Gifford Investment Management (Europe) Limited
provides investment management and advisory services to
European (excluding UK) clients. It was incorporated in Ireland
in May 2018 and is authorised by the Central Bank of Ireland.
Baillie Gifford Investment Management (Europe) Limited
provides investment management and advisory services to
European (excluding UK) clients. It was incorporated in Ireland
in May 2018 and is authorised by the Central Bank of Ireland.
Through its MiFID passport, it has established Baillie Gifford
Investment Management (Europe) Limited (Frankfurt Branch) to
market its investment management and advisory services and
distribute Baillie Gifford Worldwide Funds plc in Germany.
Similarly, it has established Baillie Gifford Investment
Management (Europe) Limited (Amsterdam Branch) to market
its investment management and advisory services and
distribute Baillie Gifford Worldwide Funds plc in The
Netherlands. Baillie Gifford Investment Management (Europe)
Limited also has a representative office in Zurich, Switzerland
pursuant to Art. 58 of the Federal Act on Financial Institutions
(‘FinlA’). It does not constitute a branch and therefore does not
have authority to commit Baillie Gifford Investment
Management (Europe) Limited. It is the intention to ask for the
authorisation by the Swiss Financial Market Supervisory
Authority (FINMA) to maintain this representative office of a
foreign asset manager of collective assets in Switzerland
pursuant to the applicable transitional provisions of FinlA.
Baillie Gifford Investment Management (Europe) Limited is a
wholly owned subsidiary of Baillie Gifford Overseas Limited,
which is wholly owned by Baillie Gifford & Co.

Hong Kong

Baillie Gifford Asia (Hong Kong) Limited #i &Rl (k) A TRAF
is wholly owned by Baillie Gifford Overseas Limited and holds
a Type 1 and a Type 2 licence from the Securities & Futures
Commission of Hong Kong to market and distribute Baillie
Gifford’s range of collective investment schemes to professional
investors in Hong Kong. Baillie Gifford Asia (Hong Kong)
Limited #iJ&aaul () AR can be contacted at Suites
2713-2715, Two International Finance Centre, 8 Finance Street,
Central, Hong Kong. Telephone *852 3756 5700.

South Korea

Baillie Gifford Overseas Limited is licensed with the Financial
Services Commission in South Korea as a cross border
Discretionary Investment Manager and Non-discretionary
Investment Adviser.

Japan

Mitsubishi UFJ Baillie Gifford Asset Management Limited
(‘MUBGAM’) is a joint venture company between Mitsubishi
UFJ Trust & Banking Corporation and Baillie Gifford Overseas
Limited. MUBGAM is authorised and regulated by the Financial
Conduct Authority.
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Australia

Baillie Gifford Overseas Limited (ARBN 118 567 178) is
registered as a foreign company under the Corporations Act
2001 (Cth) and holds Foreign Australian Financial Services
Licence No 528911. This document is provided to you on the
basis that you are a ‘wholesale client’ within the meaning of
section 761G of the Corporations Act 2001 (Cth) (‘Corporations
Act’). Please advise Baillie Gifford Overseas Limited immediately
if you are not a wholesale client. In no circumstances may this
document be made available to a ‘retail client’ within the
meaning of section 761G of the Corporations Act.

This document contains general information only. It does not
take into account any person’s objectives, financial situation or
needs.

South Africa
Baillie Gifford Overseas Limited is registered as a Foreign

Financial Services Provider with the Financial Sector Conduct
Authority in South Africa.

North America

Baillie Gifford International LLC is wholly owned by Baillie Gifford
Overseas Limited; it was formed in Delaware in 2005 and is
registered with the SEC. It is the legal entity through which
Baillie Gifford Overseas Limited provides client service and
marketing functions in North America. Baillie Gifford Overseas
Limited is registered with the SEC in the United States of America.

The Manager is not resident in Canada, its head office and
principal place of business is in Edinburgh, Scotland. Baillie
Gifford Overseas Limited is regulated in Canada as a portfolio
manager and exempt market dealer with the Ontario
Securities Commission (‘OSC’). Its portfolio manager licence
is currently passported into Alberta, Quebec, Saskatchewan,
Manitoba and Newfoundland & Labrador whereas the exempt
market dealer licence is passported across all Canadian
provinces and territories. Baillie Gifford International LLC is
regulated by the OSC as an exempt market and its licence is
passported across all Canadian provinces and territories.
Baillie Gifford Investment Management (Europe) Limited
(BGE’) relies on the International Investment Fund Manager
Exemption in the provinces of Ontario and Quebec.

BAILLIE GIFFORD

Calton Square, 1 Greenside Row, Edinburgh EH1 3AN
Telephone *44 (0)131 275 2000 / bailliegifford.com
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Israel

Baillie Gifford Overseas is not licensed under Israel’s Regulation
of Investment Advising, Investment Marketing and Portfolio
Management Law, 5755-1995 (the Advice Law) and does not
carry insurance pursuant to the Advice Law. This document is
only intended for those categories of Israeli residents who are
qualified clients listed on the First Addendum to the Advice Law.

Oman

Baillie Gifford Overseas Limited (‘BGO’) neither has a registered
business presence nor a representative office in Oman and
does not undertake banking business or provide financial
services in Oman. Consequently, BGO is not regulated by either
the Central Bank of Oman or Oman’s Capital Market Authority.
No authorization, licence or approval has been received from
the Capital Market Authority of Oman or any other regulatory
authority in Oman, to provide such advice or service within
Oman. BGO does not solicit business in Oman and does not
market, offer, sell or distribute any financial or investment
products or services in Oman and no subscription to any
securities, products or financial services may or will be
consummated within Oman. The recipient of this document
represents that it is a financial institution or a sophisticated
investor (as described in Article 139 of the Executive Regulations
of the Capital Market Law) and that its officers/employees have
such experience in business and financial matters that they are
capable of evaluating the merits and risks of investments.

Qatar

The materials contained herein are not intended to constitute
an offer or provision of investment management, investment
and advisory services or other financial services under the
laws of Qatar. The services have not been and will not be
authorised by the Qatar Financial Markets Authority, the Qatar
Financial Centre Regulatory Authority or the Qatar Central
Bank in accordance with their regulations or any other
regulations in Qatar.
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