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Pensioner runs up £30,000 debt
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October 2004

e £100k debts reported
e 16 credit cards

e 20 credit lines
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Growing debt drove man to suicide

A forklift truck driver who
owed £100,000 took his own
life because he could no
longer face the debts.
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The death of Dereck Rawson,
51, has prompted calls for
tighter governmant contrals on
credit card companies

Cereck Rawson had debts of almost

The caroner in Huntingdon £100,000 on 16 credit cards
recorded a verdict of suicide on Mr Rawson who hanged
himself at his home in Yaxley, Cambridgeshire

He wrote a letter to his sister saying he was going to commit
suicide and asking for her forgiveness

The letter to Sheila Wade €& 1 can't pay the bills and

read: "Please forgive me far e i ere e ompanTes
what I am about to do and won't leave me alone
that is to commit suicide. ”

Dereck Rawson

"I've run up large debts with credit card companies and loans
for the last 15 years.

"Now I can't pay the bills and the different companies won't
leave me alone. Can you please get the police to come and

Search

51| WATCH BBE NEWS IN VIDEO

BBC Cambridgeshire
{ Travel, environrment
and more from the
BEC website for

A4 Cambridgeshire

+'T became st al aver del
03Jun 04 | Northern Ireland

RELATED BBC LINKS:
¥ Borrowing and Debt

TOP CAMBRIDGESHIRE STORIES.

NOW
+ Hawking tops Becks in boys' poll
» 'Further bar' an animal protests
+'Deadly ladybird' sighted in UK
+ Schoolgirl is found after appeal

TOP UK STORIES NOW

+ Tories take tough line on crime

+Winds hampering submarine
rescue

¥ UK aims to deport terror suspects
+ Blair in Sudan for peace talks

| &] Done:

istart ||| 1] & 31 || [Ssert ttems - ticr... | [E18BC NEWS | Eng... & Jintranet | Home -...| E]cats_novod

11:16

* Nearly every account at max utilisation

 Weekly income £340

* NoO serious arrears
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CCCS report February 2005

800 out of 60,000 had debts > £100,000

2,500 owed 66x monthly income

200 had > 15 credit cards

One had 48!

CCCS - Consumer Credit Counselling Service
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Westminster concerns

This House...

...I1s horrified to find that existing credit checking is not working;

...believes that there has to be full information sharing between all
financial institutions, clear credit to income ratios set for maximum
credit limits, agreed triggers for industry-funded independent debt
counselling and that such systems must operate across all lenders;

...calls on a self-regulated system to be agreed before the House rises
In the summer and to be seen to be working before the next Queen's
speech; and resolves that, in the absence of such a system,
Parliament must regulate the industry within the next year.

Early Day Motion 934 (30 March 2004)
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UK indebtedness
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Source: Bank of England, Experian Business Strategies
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The UK retail credit market

Bank of England Write-Off Rates (%)
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Over the last 10
years, average
write-off levels
across the UK have
increased on
average by 5.3%
p.a., with a marked
decline in mortgage
write-off levels.
However, credit
card write-off levels
have surged over
the last 5 years,
reaching 3.3% by
end 2004.
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The UK retail credit market

Debt Servicing Payment* as a Percentage of Income - Total
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* Debt servicing payment is the sum of capital and interest payments for mortgages, credit cards and other unsecured lending

Source: Bank of England, Experian Business Strategies
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The UK retail credit market

Write-Off Rate by Debt Servicing (12 Month Lag)
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Note: The graphs shows write-off % in a given year and debt servicing ratio in the previous year.
Source: Bank of England, Experian
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UK indebtedness: survey data

 Significant differences between owners and renters

* Renters are more likely to have problems but their share of total
debt is small

» The vast majority of debt is attributable to homeowners but very
few have current problems
» 40% of total household debt is owed by those spending over 25%

of gross income servicing debts

» The share of debt owed by those with current debt problems is
lower than a decade ago

B Heavy burden

% of debtors Bl Somewnhat of a burden
80 - 7] Not a problem
70 -
60 i

50 -

8

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Generally, UK
credit industry
Is very healthy

Isolated cases
of irresponsible
borrowing exist

Detection of
those cases can
be improved

Source : Bank of England and NMG Research. Figures up to 2002 are calculated
using the BHPS, 2003 and 2004 figures are from the NMG Research surveys.
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Industry initiatives

 Department for Trade and Industry (DTI) Task Force on
Indebtedness

* Financial Services Authority Financial Capability Initiative
« APACS agreement to share all available data

 Industry/DTI/Department for Constitutional Affairs — historical
consent

o Steering Committee on Reciprocity working group — new data
sources
= Student loans
= Utilities
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e Simple questions about personal financial circumstances

e Answers ‘scored’ to determine likelihood of indebtedness
problems

e Score drives ‘risk messages’
= Suggestions on how to improve the situation
= Sources of help — Citizen’s Advice etc

o Supports ‘What-if’ scenarios

e |nitial launch on BBC website
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Measuring consumer indebtedness

Full data . :
sharing wil = UK credit industry has committed to share full data on most products by 2006
help _ _
= Approximately 40 credit accounts that cannot be shared due to lack of consent
Need to _ : : :
= A more refined view of credit bureau data has led to better understanding of
properly e .
: individual commitments
guantify
individual -
T = Developed the Consumer Indebtedness Index (CIl) as a predictive measure of
risk based upon a more detailed view of indebtedness
True

= Developed Estimated Disposable Income models to assist in the assessment

siiio il of individual affordability.

requires some
knowledge of

income = Developed an Affordability Index (Al) as a predictive measure of risk based

upon a good understanding of individual affordability
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Research - existing credit card customers

G:B Odds
e Highly-committed customers
=> identified via current
Delphi block 10.4:1
-> now identified 2.6:1

e Customers with current payment
problems 2.4:1
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Segmentation

Total
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Valid
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All other
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Very High
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Uns Balance <=
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£2,000

Uns Balance >

Uns Balance <=

£2,000

Low
Balance

High
Balance

Low
Balance

High
Balance

Uns Balance >
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Consumer Indebtedness Index (ClIlI)

Key Predictors

* Number of active accounts in use

* Number of revolving accounts in use

» Limit utilisation across revolving accounts

* Type of neighbourhood

Strong Prediction

Index Bad Rate (%)
91-100 57.7
81-90 30.4
71-80 16.3
61-70 10.6
51-60 6.5
41-50 4.3
31-40 3.4
21-30 1.9
11-20 1.3
1-10 0.7
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Credit applicants with high balances (>£2k)
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Consumer Credit Counselling Service (CCCS)

e Consumers approaching CCCS in 1 month analysed (~3,000)

o Credit bureau data (including CIlI) attached retrospectively at 3
monthly intervals over previous year

* Analysis
= Compare CIl profile of indebted cases with general population
= Could lenders have made better decisions?
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Cll Comparison
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Affordablility-based methodology

o Standard Good/Bad Definition
» Bad - current delinquency 3+
current delinquency = 2 and overlimit
» Indet - current delinquency = 2

current delinquency = 1 and worst delinq L24> 1
overlimit

» Good - current delinquency =0
current delinquency = 1 and worst delinq L24 =1

o Affordablility-based Good/Bad Definition

» Bad - currently classified as 'bad' or Cll at outcome = 50+
» Indet - currently classified as 'indet' or Cll at outcome = 30 - 49
» Good - all other accounts
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Affordablility-based methodology

* Applicants very highly indebted at outcome (CIl 50+)

methodology

Accept Rate # Accepts Change
Current scorecard 25.9 659 _
Standard 14.8 378 -42.6%
methodology
Affordability-based 9.7 247 -62.5%
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Estimated Disposable Income

Taken from
application form

Derived from
credit bureau data

Models based on
application form
iInformation

Net
Monthly
Income

Monthly
Credit
Commitments

Estimated
Disposable
Income

Monthly
Expenditure

A
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Estimating Disposable Income

Supplied

Gross
Income

Tax

Rules

Maximum

Model

Net
Monthly
Income

& NI —

Income —

Monthly
Credit
Commitments

Monthly
Expenditure

Estimated
Disposable
Income
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Estimating Disposable Income

Personal Loan
(CAIS) monthly |— Net

repayment Monthly
Income

Proportion of
Credit Card m—

(CAIS) balance Monthly Estimated
—> Credit Disposable
Other Commitments Income
Accounts —
Monthly
New Account Expenditure
(including —

consolidation)
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Estimating Disposable Income

Mortgage CAIS

Mortgage/Rent

Estimated

or estimated —

Net
Monthly
Income

Monthly Estimated
Credit Disposable

Commitments Income

essential
expenditure

>

Monthly
Expenditure

© 2005, Experian-Scorex Proprietary and Confidential



Expenditure Survey Data

« Random sample of 12,096
Households with responses from

6,809 Households
 Response rate of 62%

 Weekly expenditure amounts
e Diary entries for 2 weeks

= Adults
= Children

 Household and personal level values
converted into totals for "Financial

Units"

WHAT THE AVERAGE HOUSEHOLD
SPENDS IN A WEEK

/I

Transport: £59.20
Recreation and culture: £56.40

® Food: £42.70

B Housing and energy: £36.90
Restaurants and hotels: £35.40
MisC goods and services: £33.10
Household goods: £30.20
Clothes and shoes: £22.30

® Alcohol and tobacco: £11.40

B Communication: £10.60

m Education: £5.20

m Health: £4.80

m Other: £57.90
TOTAL: £406.20
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Expenditure Models

Models
Financial Units | Sub-pops
Mortgage Rent Expenditure

Grown-up - X X v
Children
Pensioners Owners v X

Renters X v 4
Singles Owners v X

Renters X v v
Working Families | Owners v X

Renters X v 4
Low Income Owners v X
Households Renters X v v

Key Predictors

+ Age

+ INncome

+ UK region

+ Council Tax band
+« Time at address
+ # Children

+ Single parent
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Affordabllity Index

« Builds on ClIl using income and other
personal data

e Al Is score-based using:

Estimated disposable income

Consumer Indebtedness Index
Residential/Marital Status

Net Monthly Income (NMI)

Monthly Credit Commitments as a % NMI
Monthly Mortgage Payment as a % NMI
Applicant’s Age

« Al is tuned to ‘potential accepts’ — not
the through-the-door population

100

Unclassified

Very Low Affordability

Very High Affordability
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Affordability Index case study

Results - standard cut off

App. Score G:B Odds Accept Rate
Decile 1 5.5 1.3
Decile 2 7.2 2.0
Decile 3 9.7 7.2 Traditionally a cut-off
_ decision has been driven by
Decile 4 8.9 23.5 a requirement to accept a
- certain quality of applicant,
Dec!le 2 11.2 42.6 as defined by the GB odds,
Decile 6 13.4 51.6 or have an accept rate in
- line with the company’s
Decile 7 24.6 61.1 growth plans.
Decile 8 41.0 68.7
Decile 9 80.5 76.8
Decile 10 239.5 84.6

Gini Coefficient = 49.4
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Affordability Index case study

Results - Affordability Index

Al G:B Odds Accept Rate
Lo — 68 5.5 10.0
69 — 76 10.7 24.6
77 -89 18.5 335
90 — 94 40.4 55.5
95+ 112.1 79.9

The Affordability Index is a
highly predictive
characteristic in its own
right.

Gini Coefficient = 46.7
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Affordability Index case study

Results — G:B Odds misalignment

Al
App. Score | o 68| 69-76|77-89|90-94| 95+ | Total
Decile 1 3.2 8.0 6.9 1.5 - 55
Decile 2 4.4 4.5 10.7 5.8 4.4 7.2
DeCile 4 49 72 81 211 307 89 |ndex’ |t can be Shown that
llll?lelclill?l§lll lllél‘?llll llll8l-l4.lllllll]l-!-l.§lll ll!-lgl'lglll lll2ll6l.§lll ll]-l];.lzll at the given CUt-Off there are
Decile 6 5.5 8.8 118 | 213 | 90.8 | 134 large differences in the
Decile 7 5.0 124 | 235 | 329 | 833 | 246 quality of the population.
Decile 8 8.0 15.9 41.1 54.4 68.4 | 41.0
Decile 9 - 24.4 48.0 99.4 | 1385 | 80.5
Decile 10 - - 93.1 617.4 | 252.2 | 239.
5
Total 55 10.7 18.5 40.4 112.1 | 26.1

© 2005, Experian-Scorex Proprietary and Confidential



Affordability Index case study

Results - potential improvements

4.0
3.8 1 Same Bad rate -
Current Improved accept rate by 7%
Q
&‘B' 3.6 - ¢ ¢ Through the use of the
5 Affordability Index, we can
8 3.4 - significantly reduce the bad
rate or increase the accept
39 - ‘ rate.
40 42 44 46 48 50
Accept rate

© 2005, Experian-Scorex Proprietary and Confidential



Affordability Index case study

Estimated Disposable Income as a % of Net Monthly Income

EDI/ NMI % % New A/cs
< - 50% 1%
49 to - 1% 14%
0% 10%
1-10% 15%
11 - 20% 20%
>20% 40%

EDI/NMI % is not
predictive of good/bad, but
iIs another measure of
affordability.

Small group with very low
affordability. Large group
with high affordability.
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New credit application process

v

Delphi for New Business

Module
Credit *
Decision
CVM Module . .
Risk Models =P Decline - Risk

Potential Accepts *

© 2005, Experian-Scorex Proprietary and Confidential



New credit application process

v

Delphi for New Business
Module

v

CVM Module

Risk Models =P Decline - Risk

Potential Accepts *

Fraud Detect
Decision Module

Accepts *

=P Decline - Fraud
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New credit application process

v

Delphi for New Business
Module

v

CVM Module

Risk Models =P Decline - Risk

Potential Accepts *

Sgéeuﬁg =P Decline - Fraud
Accepts *
Up-Sell / Cross-Sell CVM Module
Decision Reward Models

v
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Using the Al with the credit risk score

High Credit Score
(Low Risk)

CREDIT SCORE

Low Credit Score
(High Risk)

Previous Refers with
high Al's can be
auto accepted

......... i..........i..........i..........i...........E.....-----E---/

SCORE ACEEPTS

n . =
......... Sssssssssnsussannnnnsmannnnnnnnannnnnnnnndannnnnnnnngunnnnnns
] [] " L] []

— - —;— — -'- = == Risk Score Cut-Off

......... e A S

SCARE REJECTS !

- - -
......... Pasnssssnsnlesnsnnanasannnnunanalannnnnnanahnnnunnnnngunnnunnns
]

AFFORDABILITY INDEX

Previous Accepts
now declined for low
affordability
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Conclusions

Sharper focus on indebtedness

Increased pressure to demonstrate responsible lending

Credit bureau data provides a more complete picture

More than just data sharing

Analytics will be vital in making sense of the data
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