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s Background & history

e Collaboration by major banks and Fair Isaac In
the 80’s

e First release in late 80’s validated to $150,000
e Mid 90’s validation raised to $250,000

e Release 6 (late 2005) will raise validation limit
to $750,000
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50 years modeling experience

Data neutral

Able to leverage
all of Fl capabilities

New Releases

Regulatory recognition

.. 15 years small business modeling

More than 500 clients
22 of top 25 small business

credit grantors

Predicts risk

Extended analytics
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Score Segmentation

14.2%

9.3%
0
I 5.8 & 4.5%

240 and 220-239 200-219 180-199 160-179 140-159 120-139 110-119 109 and
above below

Score Range

Release 5 historic score distributions w/o D&B —
score is a predictor of future performance
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2004 Industry Portfolio Facts
Average portfolio size $65 million
Average annual production is $16 million
Average loan life 50 months
Average borrower has 1.29 products
Average charge off rate is 48 basis points

2004 DQ data

30 Days Past Due

60 Days Past Due

90 Days Past Due

Underwriter

0.02%

0.00%

0.00%

$13,157

$0

$0

Dedicated Portfolio
Manager

0.16%

0.06%

0.10%

$105,259

$39,472

$65,787

Relationship Manager

0.86%

0.30%

0.43%

$565,768

$197,361

$282,884
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Principal 1 Data
ﬁ Application
el Consumer credit

bureau report

—— Total Score
Principal 2 Data
Application

Consumer credit ——

bureau report
Business Data / 160
Application

Information
Financials
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Characteristic Judgment  Credit Scoring
+ 36
+ 32
— 15
+ 23
Neutral 20
- 2
-
25

29
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s Scorecard data for release 5.0

e Two basic groups ‘derog’ and ‘non-derog’
= ‘non derog’ — no more than 2X30 on CB
= ‘derog’ — more than 2X30 or 1X60 on CB

e Eleven scorecards
e Scorecards predict behavior
e Collateral - not a scored field — regulatory issue

e By adding FICO score, acceptance rates can
change
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= Criteria that Is scored
= Principal’s DDA balance
= TIme as owner
Time In business
Principals’ income
Credit bureau data (7 factors
Business Financial data
Net Profit
Current Maturities of Long Term Debt
Cash
Earnings
Total assets
Total liabilities
Net Worth
SI1C Code /7 NAICS Code
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® (Odds and Predictability Tables (Proprietary to FlI)

Cutoff scores of 80-230 (Vvary per table)

Acceptance rate If cutoff score is the sole
approval criteria

“Bad Rate” — the rate expected to go 1X60 at
the cutoff score

Odds of Acceptance —how many apps score
In that range

Odds at Cutoff (odds of going bad, see bad
rate)
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s Scorecard characteristics (release 5)
« Based on 25,000,000 transactions

e Cutoff scores, combined with FICO score
manage predictability

« 20 Points doubles or halves ‘bad’ probability

e Odds at a certain score are the same from
card to card

e Top end score has 40 to 1 odds, low end
score has 1 to 1 odds

e Score (and odds) determine risk based
pricing
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» Critical Implementation Items
- EXperienced program supervision
- Users and user authorities
- Approval / decline cutoff scores
- Gray area strategy
- CU-defined fields / questions
- Restrictive override criteria
- Pricing matrix development
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Base rate — the rate ‘base’ such as WSJ Prime
Base margin — a fixed margin from the base
Risk tables — risk-based pricing
Loan interest rate = base rate + base margin

+ risk table margin

RISK
TABLE

CB score
<650
651-680
681-720
>721

Decline

Decline

Decline

Decline

Decline

3.00

2.00

1.50

Decline

2.00

1.50

1.00

Decline

1.50

1.00

0.00
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o Underwriting:
e Meets the market expectation
e Meets the MBL policy standard
e Meets regulatory standards

e Servicing
e Meets the competition (banks)
e Delinguency and problem loan management
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Scoring allows for automated portfolio analysis

Current Origination
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s Questions and answers
s Contact information:

Rick Slater, Chief Operating Officer

Northeast Member Business Services, LLC
603-355-8880 ext 105
Rslater@nembs.com




Northeast Member Business Services

THANK YOU!




