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CASE STUDY

Automating the Borrower Credit Assessment
Process at a Universal Bank

THE CLIENT A Commercial bank in Southeast Asia
USERS The Credit Risk team

This long-established commercial bank in Southeast Asia provides individual, Small and Medium-
sized Enterprises (SME), and corporate clients with a range of consumer and wholesale banking
loans. The credit risk team is responsible for assessing the creditworthiness and debt servicing
capacity of company borrowers, and wanted to take the process that was in place to a new level.
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Pain Points

The credit risk team felt its existing credit risk frameworks
was outdated, and required validated and ready-to-use
scorecard solutions to assess potential credit risk across
different industry segments. Together with these
scorecard solutions to assess associated companies, the
team also needed a tried and tested credit assessment
application to automate spreading-rating in the main bank
as well as its subsidiaries. Further needs were:

e Forcredit risk data to be subsequently warehoused
so that the resulting loan portfolios could be
proactively monitored and analyzed. This data was
to be supplemented by that held in the core
systems.

e To meetcentral bank’s regulations as well as
International Financial Reporting Standards 9 (IFRS
9) requirements that included the calculation of
Expected Credit Loss (ECL) on a per borrower-facility
basis.

Longer term plans included extending automation to loan
origination, so the credit assessment application had to
be flexible enough to integrate with the selected platform.
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Currently using
outdated credit risk
frameworks, the
credit risk team
required validated
and ready-to-use
scorecard solutions
to assess potential
credit risk across
different industry

segments.
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The Solution

There were two parts to the solution provided, jointly supported by S&P Global Market Intelligence
(Market Intelligence) and Fidelity National Information Services (FIS).

The first part of the solution was Market Intelligence’s Credit Assessment Scorecards:

effective framework for identifying credit risk, especially for

Scorecards low-default portfolios that lack the extensive internal default
data necessary for the construction of statistical models that
can be calibrated and validated.

éa Credit Assessment Marketintelligence Credit Assessment Scorecards provide an

Over 70 Scorecards are available®, which would enable the credit risk team to choose those most
relevant to identify and manage potential default risks of private, publicly traded, rated, and
unrated companies across sectors of interest.

Scorecards are delivered in Excel® format that use qualitative assessments and financial ratio
analysis to derive stand-alone implied credit scores?. These are further supported by historical
default data back to 1981.

Figure 1: Sample Market Intelligence Generic Corporate Credit Assessment Scorecard

Company Name Office Direct, Inc. _ HNone ‘ Analyst Beatriz Tuig ‘

Country of Domicile Philippines Industry / Sub-Industry Office Services & Supplies ‘ Date of Analysis 183-Mar-20 ‘
‘Competitive Position

‘Sovereign FC Rati BBE+ Services and product focus

Group Profile (CPGP) ‘

CICRA 7.4 4

Group or

Government Support
6.7 Business Risk Profile Fair Diversification/Portfolio
Effect E
6.4 Fair Capital Structure #
b g b
Assess it above =
Financial Palicy D g
the Sovereign T

Liquidity

Financial Risk Highly
. Profile Leveraged Management and
Governance

‘Cash Flow/ Leverage Assessment

Source: S&P Global Market Intelligence. For illustrative purposes only.

]

"As of October 2019
2S&P Global Ratings does not contribute to or participate in the creation of credit scores generated by S&P Global Market Intelligence. Lowercase
nomenclature is used to differentiate S&P Global Market Intelligence PD credit model scores from the credit ratings issued by S&P Global Ratings.
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As shown in Figure 1, the combination of business risk and financial risk determines the entity’s
‘anchor’ Stand-Alone Credit Profile (SACP) 2. This anchor acts as a starting point for calculating the
actual SACP for a firm. It essentially represents the baseline creditworthiness of a representative
company operating in that market.

The assessment of business and financial risk is based on an analysis of several credit risk factors.
The anchor score is then adjusted upwards or downwards based on credit risk modifiers that
measure aspects such as management and governance, liquidity, and financial flexibility. Once the
SACP of the entity is derived, it is possible to factor in any explicit external support that might come
from a group or government.

The IFRS 9 standard requires firms to use Probability of Defaults (PDs) to calculate expected credit
losses. Given this, the bank needed to adjust the long-term, through-the-cycle PDs, which are
smooth, using different macroeconomic scenarios to create point-in-time and lifetime PDs, which
move up or down depending on the credit cycle. The credit risk team utilized Market Intelligence’s
Credit Cycle Projection Overlay to make this adjustment. This overall approach using Market
Intelligence’s Scorecards along with the Credit Cycle Projection Overlay enabled the bank to meet
two reporting needs: one that adhered to the regulatory capital requirement, and one that adhered
to IFRS 9. For regulatory capital, the long-term PDs using the Scorecards determined the
provisioning that was necessary. For IFRS 9, the additional step of the credit cycle adjustment using
the Overlay captured the potential impact on the bank’s profitability to provide a clearer view of
provisioning needs.

Importantly, the Scorecards can be integrated into the bank’s loan origination system once
selected. This will enable credit risk information to be captured as part of a borrower’s credit
profile to provide important details for subsequent data analysis. In addition, training workshops
help users understand the methodology behind the Scorecards and how they can add value to the
credit assessment process.

3The SACP is S&P Global Ratings' opinion of an issuer's creditworthiness in the absence of extraordinary support or burden.
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The second part of the solution was Fidelity National Information Services (FIS) modular credit
assessment application — Optimist.

Credit Assessment FISofferedits modular credit assessment application -

> - Optimist — to the credit risk team to facilitate the automation
Automation process.

Optimist provided the credit risk team with the ease to automate their process by:
e Spreading over multiple financial statement periods, and to local standards.

e Rating through use of the Market Intelligence’s scorecards housed in a purposely designed
engine.

e Warehousing of captured credit and risk data for subsequent portfolio monitoring and
analysis.

This was made possible through the inherent flexibility built into Optimist, which is through
configuration (i.e. parameters) rather than by way of coding. Optimist was delivered to the bank in
standard or non-customized software form reducing the time that the credit risk team spent on
testing.

Optimist risk assessment has replicated the Market Intelligence’s scorecards, including all
guantitative variables automatically calculated from the spread financial statements. While risk
assessments can still be run on a borrower-by-borrower basis, it is now possible to “batch” rate
an entire portfolio when the need arises.
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Figure 2: Sample Generic Corporate Optimist Risk Assessment

~ 1S | Ambit Optimist 8 -]

A& My Workspace @ Portfolio Analysis A Office Direct, Inc. x

Risk Reporis
New Risk Assessment

Template: General Corporate 2019 (1.0.0)

SUMMARY - -
CICRA

Scaore 74

Advisory 4

Competitive Position

Score 6.4

Advisory NIA

Excellent

Strong

Satisfactory
= Fair

Weak

Vunerable
Business Risk Profile

Score 67

Source: FIS. For illustrative purposes only.
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Key Benefits

Market Intelligence’s Credit Assessment Scorecards

The credit risk team is benefitting from using Credit Assessment Scorecards in the following
manner:

e Anapproach that is useful and relevant for low default portfolios when there is a lack of
internal data available to construct statistical models that can be calibrated and validated.

e Arigorous methodology and annual review process that validates that the Scorecards are
analytically sound and that the User Guide is up to date.

e The ability to integrate the Scorecards in third-party systems to support digitization
initiatives and big data analysis.

e Training and on-going support to help groups understand the range of available capabilities
and continue to get the most out of the solutions.

To learn more about Credit Assessment Scorecards, please visit our website.

FIS’s Credit Assessment Automation

A DataMart has been created for the risk team into which core banking data is being fed. Optimist
dashboards have been configured to monitor this data, which will shortly be supplemented by
financial and risk data to provide an all-round credit and risk view of the loan portfolios.

The credit risk team is benefitting from using Optimist in the following manner:

e Storage of spreading and rating data stored in a central transaction repository rather than
individual files.

e Framework upon which further automation projects can be successfully pursued inclusive
of loan origination, and digitalization.


https://www.spglobal.com/marketintelligence/en/solutions/credit-assessment-scorecards
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e Creation of a Credit Risk DataMart containing information pertinent to the monitoring and
analyzing the resulting portfolios more successfully. Additionally, for regulatory
compliance inclusive of subsequent IFRS 9 provisioning.

e Comprehensive training and support to maintain the application and Market Intelligence’s
scorecards deployed therein.

To learn more about FIS, please visit our website.


https://www.fisglobal.com/en-sg/banking-solutions/lending/commercial-lending/fis-commercial-lending-suite/fis-ambit-optimist
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Contact Us

Asia-Pacific
+852-2533-3565

Europe, Middle East & Africa
+44-207-176-1234

The Americas
+1 877 863 1306

About S&P Global Market Intelligence

S&P Global Market Intelligence is a leading provider of financial and industry data, research, news
and analytics to investment professionals, government agencies, corporations, and universities
worldwide. S&P Global Market Intelligence integrates news, comprehensive market and sector-
specific data and analytics into a variety of tools to help track performance, generate alpha,
identify investment ideas, understand competitive and industry dynamics, perform valuation and
assess credit risk. For more information, visit www.spglobal.com/marketintelligence.

About FIS

FIS is a leading provider of technology solutions for merchants, banks and capital markets firms
globally. Our more than 55,000 people are dedicated to advancing the way the world pays, banks
and invests by applying our scale, deep expertise and data-driven insights. We help our clients use
technology in innovative ways to solve business-critical challenges and deliver superior
experiences for their customers. Headquartered in Jacksonville, Florida, FIS is a Fortune 500®
company and is a member of Standard & Poor’s 500® Index. To learn more, visit
www.fisglobal.com.
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Disclaimers

S&P Global Market Intelligence, a division of S&P Global Inc.

Copyright © 2020 by S&P Global Market Intelligence, a division of S&P Global Inc. All rights reserved.

The views expressed by Fidelity Information Systems, Inc are their own and not necessarily the views of S&P Global
Market Intelligence.

These materials have been prepared solely for information purposes based upon information generally available to the
public and from sources believed to be reliable. No content (including index data, ratings, credit-related analyses and
data, research, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system,
without the prior written permission of S&P Global Market Intelligence or its affiliates (collectively, S&P Global). The
Content shall not be used for any unlawful or unauthorized purposes. S&P Global and any third-party providers,
(collectively S&P Global Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content.
S&P Global Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained
from the use of the Content. THE CONTENT IS PROVIDED ON “AS I1S” BASIS. S&P GLOBAL PARTIES DISCLAIM ANY AND
ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY
OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE
OR HARDWARE CONFIGURATION. In no event shall S&P Global Parties be liable to any party for any direct, indirect,
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of such damages.

S&P Global Market Intelligence’s opinions, quotes and credit-related and other analyses are statements of opinion as of
the date they are expressed and not statements of fact or recommendations to purchase, hold, or sell any securities or
to make any investment decisions, and do not address the suitability of any security. S&P Global Market Intelligence
may provide index data. Direct investment in an index is not possible. Exposure to an asset class represented by an
index is available through investable instruments based on that index. S&P Global Market Intelligence assumes no
obligation to update the Content following publication in any form or format. The Content should not be relied on and is
not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients
when making investment and other business decisions. S&P Global keeps certain activities of its divisions separate
from each other in order to preserve the independence and objectivity of their respective activities. As a result, certain
divisions of S&P Global may have information that is not available to other S&P Global divisions. S&P Global has
established policies and procedures to maintain the confidentiality of certain non-public information received in
connection with each analytical process.

S&P Global may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of
securities or from obligors. S&P Global reserves the right to disseminate its opinions and analyses. S&P Global's public
ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge) and
www.ratingsdirect.com (subscription), and may be distributed through other means, including via S&P Global
publications and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.


http://www.standardandpoors.com/
http://www.ratingsdirect.com/
http://www.standardandpoors.com/usratingsfees
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Fidelity Information Systems, Inc (FIS)

THE INFORMATION, MATERIALS AND CONTENT ON THIS DOCUMENT ARE PROVIDED SOLELY FOR GENERAL
INFORMATION AND DO NOT CONSTITUTE LEGAL ADVICE. As legal advice must be tailored to the specific circumstances
of each case, and laws are constantly changing, nothing provided herein should be used as a substitute for the advice of
competent counsel. If legal advice or other expert assistance is required, the services of a competent attorney should be
sought. Information, materials, and content are generally designed to be of general applicability. Particular state laws,
regulations, and special contractual provisions can impact rights, responsibilities and legal obligations. Only a
competent attorney or other professional looking at all the pertinent facts and circumstances of a particular situation
can provide specific and definitive guidance.

The material, information, and content on this document are copyrighted property of FIS and may not be copied,
distributed, republished, uploaded, posted, or transmitted without express written consent. Any reproduction,
modification, or other use is expressly prohibited.

The materials displayed on this document, including but not limited to all text, images, photographs, illustrations,
artwork, and other graphics, and names, logos, trademarks and service marks, are property of FIS or affiliated
companies or its licensors and are protected by copyright, trademark and other intellectual property laws. This
documents may be downloaded and/or printed solely for your personal, non-commercial home use, provided that you do
not delete or modify any copyright, trademark or other proprietary notices. Any other use of the material without the
prior written consent of FIS is strictly prohibited.

FIS makes no claims, promises or guarantees about the accuracy, completeness, or adequacy of the information,
materials, or content provided on this website. ALL INFORMATION, MATERIALS, AND CONTENT ARE PROVIDED “AS 1S”
AND WITHOUT ANY REPRESENTATION OR WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, INCLUDING BUT NOT
LIMITED TO THE IMPLIED WARRANTIES OF MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE, TITLE OR NON-
INFRINGEMENT. FIS MAKES NO WARRANTY OR REPRESENTATION REGARDING THE ACCESSIBILITY OF THIS
DOCUMENT.

TO THE EXTENT PERMITTED BY APPLICABLE LAW, FIS DOES NOT ACCEPT LIABILITY FOR DIRECT, INDIRECT, SPECIAL,
CONSEQUENTIAL, EXEMPLARY, PUNITIVE OR OTHER LOSSES OR DAMAGES OF ANY KIND, INCLUDING WITHOUT
LIMITATION, ANY LOST PROFITS, BUSINESS INTERRUPTION, LOSS OF DATA OR PROGRAMS OR OTHERWISE, EVEN IF
EXPRESSLY ADVISED OF THE POSSIBILITY OF SUCH DAMAGES, THAT MAY RESULT FROM USE OF THIS DOCUMENT AS A
CONSEQUENCE OF ANY INACCURACIES IN, OR ANY OMISSIONS FROM, THE INFORMATION PUBLISHED.

FIS reserves the right to suspend, discontinue, and/or modify this document, and any of its content, at any time and
without notice at the sole discretion of FIS. Content found herein should be considered current only as of the initial
publication date and not the date on which the content was accessed
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