Table 5: Decomposing Inference

@) B ®) @)
Gamma Gamma Low Cat Gamma High  Low = High
(1-4) Cat (5-7) p-value
All Listing Content (y) 0.328%* 02440 T 04170 T 0.001
(0.027) (0.044) (0.028)
Decomposition of y
1. Standard Banking Variables 0.312%** 0.210*** 0.421** 0.000
(0.020) (0.020) (0.034)
1.1 Number of Current Delinquencies 0.079*** 0.110™* 0.045*** 0.000
(0.006) (0.010) (0.007)
1.2 Number of Credit Inquiries, Last ¢ 0.054 *** 0.073™* 0.034*** 0.000
months (0.003) (0.004) (0.003)
1.3 Amount Delinquent 0.051 *** 0.085 *** 0.015*** 0.000
(0.006) (0.010) (0.006)
1.4 Debt to Income Ratio 0.048™* 0.001 0.099™* 0.000
(0.007) (0.008) (0.0112)
1.5 Amount Requested -0.005 -0.124*** 0.122*** 0.000
(0.005) (0.006) (0.009)
1.6 All Other Standard Banking 0.085*** 0.065*** 0.106*** 0.226
Variables (0.016) (0.017) (0.028)
2. Non Standard Variables 0.016 0.034 -0.004 0.557
(0.032) (0.045) (0.044)
2.1 Borrower Maximum Rate 0.064*** 0.083*** 0.043*** 0.000
(0.004) (0.005) (0.007)
2.2 Listing Category -0.026™* -0.048™* -0.002 0.000
(0.003) (0.005) (0.005)
2.3 Member of Group -0.016 % -0.028 ** -0.003*** 0.000
(0.002) (0.004) (0.001)
2.4 Group Leader Reward Rate -0.015*** -0.028*** -0.002 0.000
(0.002) (0.004) (0.002)
2.5 All Other Non Standard Variables -0.031*** -0.042*+* -0.019*** 0.025
(0.005) (0.008) (0.006)
2.6 Other (Residual) Inference 0.040 0.096** -0.020 0.066
(0.032) (0.045) (0.044)

This table decomposes our estimate of inference presented in Table 3, Column (2) into sources of inference. The
decomposition is based upon the baseline censored normal specification with the addition of 216 control variable
interacted with seven credit category dummies, such that the coefficient on each control variable is allowed to va
credit category. For the sake of brevity, we only present the estimate of inference parameter, gamma, and its
decomposition. Column (1) presents the overall combined gamma, while the next two columns, (2)-(3), present tt
combined gamma separately for the lower credit categories (C, D, E, and HR) and the higher credit categories (.
B). Column (4) presents the p-value from a test of whether the combined gammas for the lower and higher credit
are equal. The top row presents our estimate of gamma. The rows below decompose the gamma in the top row i
groups: 1. standard banking variables and 2. nonstandard variables, and further break those down into subgroug
and 2.1 - 2.6. Please refer to the Appendix for the full decomposition results. Standard errors are allowed to be c
borrower (some borrowers apply for more than one loan) and are in parentheses with * significant at 10%; ** sign
5%: and *** sianificant at 1%.
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endix: Decomposing Inference, Part | (Standard Banking Variables)

(1) (2) (3) (4)
Gamma Gamma Low Cat Gamma High Low =
(1-4) Cat (5-7) High
p-value

Standard Banking Variables
No. of Current Delinquencies 0.079 (0.006) *** 0.110 (0.010) ***  0.045 (0.007) ***  0.000
No. of Credit Inquiries, Last 6 Months 0.054 (0.003) *** 0.073 (0.004) ***  0.034 (0.003) ***  0.000
Amount Delinquent 0.051 (0.006) *** 0.085 (0.010) ***  0.015 (0.006) ***  0.000
Debt-to-Income Ratio 0.048 (0.007) *** 0.001 (0.008) 0.099 (0.011) ***  0.000
Amount Requested -0.005 (0.005) -0.124 (0.006) ***  0.122 (0.009) ***  0.000
No. of Delinquencies, Last 7 Years 0.033 (0.004) *** 0.043 (0.006) ***  0.023 (0.005) ***  0.006
No. of Public Records, Last 10 Years 0.023 (0.002) *** 0.018 (0.004) ***  0.028 (0.003) ***  0.056
Total No. of Credit Lines -0.004 (0.005) -0.008 (0.009) 0.001 (0.005) 0.391
Bank Card Utilization Ratio -0.003 (0.011) 0.008 (0.006) -0.015 (0.021) 0.290
No. of Public Records, Last 12 Months 0.000 (0.002) -0.001 (0.002) 0.000 (0.003) 0.896
No. of Current Credit Lines 0.004 (0.008) 0.006 (0.015) 0.002 (0.006) 0.807
No. of Open Credit Lines -0.002 (0.008) -0.001 (0.014) -0.002 (0.006) 0.945
Revolving Credit Balance -0.011 (0.007) -0.025 (0.010) ***  0.005 (0.010) 0.028
Homeownership Dummy 0.024 (0.006) *** 0.011 (0.005) ** 0.039 (0.010) ***  0.013
Credit History Age 0.007 (0.005) 0.010 (0.007) 0.004 (0.007) 0.558
State of Residency (52 Dummies) -0.013 (0.005) ***  -0.024 (0.007) ***  -0.002 (0.006) 0.024
Employment Status (5 Dummies) 0.002 (0.002) 0.007 (0.004) * -0.004 (0.001) ** 0.009
Length of Current Employment Status -0.003 (0.001) ** -0.005 (0.002) ** -0.001 (0.001) 0.059
Personal Annual Income (7 Dummies) 0.014 (0.005) *** 0.012 (0.006) ** 0.016 (0.009) * 0.711
Borrower Occupation (62 Dummies) 0.011 (0.006) ** 0.011 (0.008) 0.011 (0.007) 0.990
Missing Data (2 Dummies) 0.001 (0.002) 0.003 (0.002) 0.000 (0.003) 0.464

This table shows the decomposition of our estimate of gamma presented in Table 111, Column (2). The decomposition results
are divided into standard banking variables, presented here, and non-standard variables, presented in the next page. The
decomposition is based upon the baseline censored normal specification with the addition of 216 control variables, each
interacted with seven credit category dummies, such that the coefficient on each control variable is allowed to vary by credit
category. All controls except for dummy variables are entered as quadratics. Amount delinquent and revolving credit balance
are introduced as logs with dummies for values equal to zero and values less than or equal to 100. Missing Data consists of
two dummies equal to one when subsets of the standard banking variables are missing in the data (observations with missing
standard banking variables account for less than one percent of our sample). For the sake of brevity, we only present the
estimate of inference parameter, gamma, and its decomposition. Column (1) presents the overall combined gamma, while the
next two columns, (2)-(3), present the combined gamma separately for the lower credit categories (C, D, E, and HR) and the
higher credit categories (AA, A, and B). Column (4) presents the p-value from a test of whether the combined gamma for the
lower and higher credit categories is equal. Standard errors are allowed to be clustered by borrower (some borrowers apply for
more than one loan) and are in brackets with * significant at 10%; ** significant at 5%; and *** significant at 1%.
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Appendix: Decomposing Inference, Part 11 (Non-Standard Variables)

1) ) ®) (4)
Gamma Gamma Low Cat Gamma High Low =
(1-4) Cat (5-7) High
p-value

Non-Standard Variables
Borrower Maximum Rate faleial falale kel

0.064 (0.004) 0.083 (0.005) 0.043 (0.007) 0.000
Listing Category (8 Dummies) -0.026 (0.003) *** -0.048 (0.005) ***  -0.002 (0.005) 0.000
Member of Group Dummy -0.016 (0.002) *** -0.028 (0.004) ***  -0.003 (0.001) *** 0.000
Group Leader Reward Rate (9 Dummies)

-0.015 (0.002) *** -0.028 (0.004) ***  -0.002 (0.002) 0.000
Duration of Loan Listing (4 Dummies) Fxx

-0.011 (0.002) *** -0.009 (0.003) -0.012 (0.003) *** 0.447
Bank Draft Annual Fee Dummy 0.000 (0.001) 0.000 (0.001) 0.000 (0.001) 0.924
Borrower Lists City Dummy -0.001 (0.001) -0.001 (0.002) 0.000 (0.000) 0.623
Borrower Provides Image Dummy -0.002 (0.001) ** -0.004 (0.001) *** 0.000 (0.001) 0.044
HTML Character No. 0.000 (0.002) -0.001 (0.002) 0.001 (0.002) 0.542
Text Character No. -0.005 (0.002) *** -0.006 (0.004) -0.005 (0.001) *** 0.808
Average Word Length 0.002 (0.001) 0.004 (0.003) -0.001 (0.001) 0.075
Average Sentence Length -0.003 (0.001) ** -0.007 (0.002) *** 0.002 (0.001) ** 0.001
No. of Numerics -0.003 (0.004) 0.000 (0.003) -0.006 (0.008) 0.510
Percent Misspelled -0.001 (0.001) -0.001 (0.002) 0.000 (0.001) 0.502
No. of Dollar Signs -0.003 (0.004) -0.003 (0.003) -0.003 (0.008) 0.983
Percent of Listing as Signs 0.003 (0.002) ** 0.004 (0.003) 0.002 (0.001) 0.570
No. of Characters in Listing Title -0.001 (0.001) -0.002 (0.001) 0.000 (0.001) 0.292
No. of Friend Endorsements -0.007 (0.002) *** -0.016 (0.003) *** 0.003 (0.003) 0.000
Other Residual Inference 0.040 (0.032) 0.096 (0.045) ** -0.020 (0.044) 0.066

This table shows the decomposition of our estimate of gamma presented in Table 111, Column (2). The decomposition results
are divided into standard banking variables, presented in the previous page, and non-standard variables, presented here. The
decomposition is based upon the baseline censored normal specification with the addition of 216 control variables, each
interacted with seven credit category dummies, such that the coefficient on each control variable is allowed to vary by credit
category. All controls except for dummy variables are entered as quadratics. For the sake of brevity, we only present the
estimate of inference parameter, gamma, and its decomposition. Column (1) presents the overall combined gamma, while the
next two columns, (2)-(3), present the combined gamma separately for the lower credit categories (C, D, E, and HR) and the
higher credit categories (AA, A, and B). Column (4) presents the p-value from a test of whether the combined gamma for the
lower and higher credit categories is equal. Standard errors are allowed to be clustered by borrower (some borrowers apply for
more than one loan) and are in brackets with * significant at 10%; ** significant at 5%; and *** significant at 1%.
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Appendix: Sample Listing

*‘ PROSPER’ Lot'sbankon &

Home Get a Loan Bid on Loans Community My Account Help

Search Listings Portfolio Plans Advanced Search About Lending Rates Performance Watch List

help me pay off credit cards and propose to my girlfriend

(Listing #208364) « Back to search results
LISTING SUMMARY @ Help BORROWER. INFO @ Help
g - - hedn2
$8,081.00 @ 8.90% Frre
Bid down from 13 88% A
Members and Friends of the
Boston Area College
‘Comrmumity
JArde o (33)
1D friend bids
Funding: 100%% funded 0 guestions & answers
Bide- 291 bide 0 friends, 0 verified
= Ended 1 loan total, 1 active
Listing became a loan
Borrower APR: 5.58% FORECAST COMPARE D Hzlp

Mo. paymenit: $258.80 (3y loan)

_#@ Watch B Email W Report this listing I I I I
Forsesst
0 Funded

Oay
CREDIT PROFILE D Help
A credit grade Homeowmership not verified 10% debt to income ratio
How delinguent: 1] First credit lme: Mar-2001 Employment status:  Ful-time employes
Amount delinquent: 30 Current | open credit lines: 3/3 Length of status: 1y Om
Delnquencies in last Ty: o Total credit lines: 4 Stated income: $25.000D-540 000
Public records last 12m | 10y: aio Revolving credit balance: 53,50 Occupation: Computer Programmes
Inquiries last &m: 1 Bankecard utilization: 20%
Cregit and homegwnership Information provided by Expertan. Employment and Income provided by DorTowsr.
DESCRIPTION

Furpose of loan:

P using this loan to pay off my 33,531 credit card bill currenthy at 14% at a lower interest rate and to buy my girfriend, Jennifer, an engagement
ring costing approx 34,550, Up wntil about 3 months ago, | would revolve all my purchases through my credit card and | ended up letting it get
slightly away from me. As a result, I've devised a plan to pay off as much debt as possible per month (currently, | pay $550 to my credit card
company) and live on a necessity only budget. The next phase of my plan after eliminating my credit card debt was to immediately go back info
almost as much debt as | have now to buy Jenn a ring. Then aleng came prosper. With your help, Ml be able to ask Jenn to mamy me sooner
than expected and maybe not even be in debt when | do it

My financial situation:

Currently, | work as a software engineer in Wellesley, MA | make a prefty good living and enjoy what | do. The people | work with like and
respect me and | feel my job is very secure and also portable (iLe. | can work from anywhere with an intemet connection) should | need to move
(Jenn is in her 4th year of med school and is looking at residencies). Below, you can see my monthly expenses which will be going down come
May/June since Jenn and | will be moving in together. | invest in the stock market and | am also using Prosper on the lender's side. 1have a
litthe bit of cash set aside for a rainy day and a bit more available (though not as quickly attainable) in case of a financial humicane. | also put
away 12% of my gross pay into a 401k which my company contributes to with profit shanng.
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Appendix: Sample Listing - Continued

Monthly net income: % 2084

Monthly expenses: § 1705
Haousing: § 535
Insurance: § 200
Car expenses: § 125
Utilities: 5 40
Phone, cable, intermet § 85
Food, entertainment: 5 400
Clothing, household expenses § 50
Credit cards and other loans: being paid with this loan
Orther expenses: 0
Prosper Loan: 5270

FRIENDS AND FAMILY WINNING BIDS & Help
Thiz member has no winning bids from friends and family.
CIUESTIONS & ANSWERS
Thiz borrower has not publicly answered any questions from lenders.
BID HISTORY Legend: B =ingroup S =Friend " = Winning " = Partially winning 3 = Outhid g Help
Bidder | Relaty ip Rate Amount Bid Winning Status & Bid Date (PT)
wolfpacTg 2.00% $50.00 $50.00 v Oct-08-2007 8:28 AM
us=rild 8.00% $50.00 550.00 ( Oet-08-2007 8:13 AM
JDLanier 2.00% $50.00 $50.00 ( Cot-09-2007 8:11 AM
steamboatgal 8.80% $100.00 $100.00 ( Owct-089-2007 8:00 AM
lender1853 2.00% F100.00 3100.00 ‘f Cot-09-2007 7-:56 AM
Porsche? 8.80% 350.00 350.00 ( Oet-08-2007 752 AM
MImImaney 2.00% F100.00 $100.00 ‘f Oct-09-2007 7-47 AM
IMITIMonEY 8.890% 100.00 3100.00 ( Oct-08-2007 7-40 AM
universe 2.00% $75.00 $T5.00 ( Cot-09-2007 7-35 AM
swissbanker 8.80% $100.00 $100.00 f Oct-089-2007 728 AM
OGS Capital 2.00% 55142 35142 ‘f Oct-09-2007 7-24 AM
MO0Se Spencer 8.80% 350.00 350.00 ( Oet-089-2007 716 AM
an2007 2.00% $50.00 $50.00 ‘( Oct-08-2007 6:54 AM
whk 8.890% $50.00 $50.00 .‘f Oct-08-2007 6:50 AM
LoanChimg 2.00% F100.00 3100.00 f Cot-09-2007 6:20 AM
Gromila1d 8.80% $200.00 5200.00 f Oct-08-2007 6:01 AM
Badgeri 2.00% $50.00 $50.00 ‘f Oct-08-2007 5:53 AM
Goodthings2you 8.00% $50.00 $50.00 v Oot-08-2007 5:28 AM
stevedavis444 2.00% $50.00 $50.00 ( Cet-09-2007 5:13 AM
Dieal Flow 8.80% 350.00 350.00 ( Oct-08-2007 5:08 AM
Curingman 2.00% s50.00 550.00 ( Cot-09-2007 4:50 AM
55tar 8.80% 350.00 350.00 ( Oct-09-2007 4:48 AM
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