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Introduction

A challenging economy fundamentally changes the underlying risk profile of credit card customers. Most issuers
are experiencing rising delinquencies across all segments of their portfolios, even segments that were historically
comprised of predominantly good performing customers. Issuers are actively looking for ways to control their
latent credit risk exposure, and those efforts include closing or significantly reducing credit limits on semi-active
accounts. Traditionally it has been very difficult to access the risk on accounts with limited activity, as only sparse
usage and payment data is available. When an inactive or rarely active account reawakens and shows new
purchase activity, this activity can be a blessing or a curse for the issuer. Is this new purchase activity the result of
smart, targeted marketing to stimulate profitable usage, or is it a running up of a balance by a desperate
customer in need of more credit? Unfortunately, there is evidence that during an economic downturn traditional
tools, such as credit bureau and behavior scores, do not perform as well as needed to predict risk in this quickly
changing marketplace, especially with second in wallet or semi-active accounts. Fortunately there are new,
complementary ways to help issuers make this risk determination, confidently and accurately.

The economic situation makes it more important than ever to identify risk at the individual level and target specific
treatments based on the risk and profitability profile of each reactivating customer; taking into account the depth,
breadth, and overall quality and value of each relationship, as well as their credit profile and transaction activity.
This includes identifying what actions will result in payment, and what interactions will be most profitable to the
issuer using advanced analytics and optimization.

Preemptive Risk and Customer Management

In a challenging economy we see new people with new credit problems — customers becoming delinquent who
never have been before — customers with good historical credit profiles who are suddenly unable to pay due to
job loss or other life events causing them to be more heavily reliant on credit to get by. The key to success in this
environment is an issuer’s ability to identify at-risk customers before they miss a payment. And this is especially
challenging with second in wallet and semi-active accounts, due to limited data availability on usage and payment
performance. This is where preemptive risk management — early, accurate risk detection of pre-delinquent at-risk
customers coupled with effective treatment policy can help. Those organizations that can identify looming credit
problems first, before their competitors, and have the ability to not only correctly assess the risk but act quickly
and appropriately to mitigate it, and gain competitive advantage in obtaining scarce payments come out ahead.
These are also the organizations that will be in the best position when the economy recovers; doing the best job
managing good customers without jeopardizing the long-term relationship will result in higher retention rates and
capturing the greatest levels of spend, thus revenue, from good customers going forward.

Many issuers are challenged in dealing with traditionally good customers who are experiencing life events that
are creating credit problems and these issuers are looking for new ways to more quickly identify and assess that
risk. The key is also to be able to identify these at-risk accounts early and define preemptive treatment strategies
to manage risk and optimize profit. This is especially challenging with second in wallet or semi-active accounts.
These accounts have been on the books for a while but have limited and sporadic purchase activity; typically
insufficient activity to generate a traditional behavior score — or at least one that provides the accuracy needed to
take action. Semi-active accounts often have high credit limits, but few transactions per year. They frequently go
months without any purchase activity, which limits the effectiveness of traditional behavior scores. Accurate risk
assessment and effective treatment strategies are required, especially when new activity arises on the account,
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without much recent transaction activity or behavior history on which to gauge risk. Often, these accounts are
characteristic of a second (or even third, or fourth or more) wallet position to a primary card preference. Properly
treating low risk semi-active accounts with usage stimulation offers, credit limit increases or improved pricing can
boost an issuer’s profitability and create brand loyalty moving a card from the secondary to the primary wallet
position.

Pre-emptive risk management for semi-active accounts helps issuers:

Reduce exposure and associated Loss Given Default (“LGD”) by identifying at risk accounts pre-
delinquency and reducing available credit.

Increase contact rates as it is typically easier to reach pre-delinquent customers.

Improve the chances of remedying the situation, as pre-delinquent customers generally have more options
to rectify the issue including refinancing, repricing, etc.

Identify newly active/reactivating accounts where intervention is required to prevent or reduce loss.

Identify low risk newly active/reactive accounts where usage, pricing, credit limit and loyalty treatments can
increase relationship profitability by driving more good spend.

The Solution

How can issuers identify at risk newly reactivating customers and take preemptive action? ALI Solutions (“ALI")
has developed a solution that leverages three main components Data, Analytics, and Decisioning.

Data

One of the key components of successfully assessing the risk of reactivating accounts is the use of transaction
data in additional to masterfile data, credit bureau data, and data from other accounts held by the customer with
the organization. Masterfully using all of the data in an analytic model can be a challenge. ALI's Action
Optimizer™ solutions aggregate and fuse all of the relevant data around the customer activity to make the optimal
risk assessment and treatment recommendation. The solution collects and integrates many disparate data
sources both internal to the organization and from third-parties such as credit bureaus or other data providers.
The data is normalized and standardized and characteristics are generated automatically from the fused data for
use in the analytic modeling. This fusing of data ensures a superior view of the customer at the relationship level.
The Action Optimizer solutions have a unique ability to seamlessly fuse this disparate data into one or more
scores, which are used to monitor for transaction patterns or behavioral change. This enables issuers to drill into
transaction data very deeply, to see specific purchase details and understand transaction data in a way that other
solutions cannot, and which is especially valuable in the case of semi-active accounts where transaction history
and behavioral data is sparse. The data used for preemptive risk assessment and determining optimal treatments
can also easily incorporate rules, velocity, and credit bureau or internal triggers.

Analytics

ALl has developed a suite of analytic models that include masterfile, transaction and credit bureau
characteristics. These models are built to solve a specific problem. For example, there is a model designed to
effectively predict high risk accounts as early as the first day of new authorizations for reactivating accounts. This
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dramatically closes the gap for semi-active accounts where traditional behavior scoring can be challenging.
When a semi-active account has authorization activity, the score assesses risk and, using the lenders objectives
and constraints, determines the appropriate strategy and action at the customer level. The preemptive risk
actions taken on high risk accounts, as identified by the score, can include revoking unused credit line to reduce
latent credit risk, blocking overlimit transactions, suspending accounts, and/or queuing for a credit analyst review
and possible outbound customer communication. Models can be used on semi-active accounts to:

Reduce losses by early identification of high-risk newly reactivated accounts.
Stop fraud immediately.

Grow revenue by identifying low risk customers and rewarding them with appropriate account level line
management and usage stimulation treatments.

Issuers also use analytic models to monitor transaction patterns looking for behavioral change that are indicative
of risk. This is an enhancement to an issuer’'s behavior scoring strategy for accounts with low or infrequent
transaction volume. ALI's Action Optimizer solutions utilize sophisticated analytics for identifying the most
advantageous treatments, including NPV optimization to ensure the best possible action is taken on each
account given the lenders objectives and business constraints.

Decisioning and Deployment

The Action Optimizer solutions utilize an event-based analytic platform to facilitate the data aggregation,
predictive analytic model execution and treatment decisioning. This platform supports the fusion of data available
and the complex automated treatment optimization process. Deployed in either real-time or batch mode, within
your datacenter or as a hosted solution, this is an ideal platform to support automated preemptive risk
management initiatives in a rapidly changing environment. Legacy systems cannot operate quickly and nimbly
with this fine level of accuracy. Typically issuers are constrained by a monthly billing cycle process and do not
have the ability to analyze transaction information daily without an enormous undertaking by the IT team.
Reacting faster to individual changes in a customer’s behavior and spending patterns is a crucial benefit of the
preemptive risk and customer management approach. It enables issuers to catch risky changes early, be
prepared to act quickly, and to recognize profit generating opportunities before competitors.

ALI Supports posting scores to a customer database, an existing Adaptive Control decisioning application, or for
use within Action Optimizer for Reactivating Accounts. Action Optimizer for Reactivating Accounts drives rapid
scoring of accounts with new transaction activity. This solution aggregates traditional and non-traditional data
sources to determine the credit risk and/or fraud risk of reactivating accounts, as early as the first day of new
purchase transactions. This event-based detection can evaluate transactions and other customer data to
determine underlying risk, fraud, revenue, or retention issues or opportunities. The scores can be used in
conjunction with business rules, policy rules, decision trees, or an optimization process to determine the
appropriate treatments for each account. This may include business constraints such as the cost of a particular
treatment. ALI's event-based analytic platform can also be used to run simulations to understand the likely impact
of the action prior to executing the treatments in production.
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Conclusion

In a challenging economy lenders are actively seeking opportunities to more quickly and accurately assess risk
and take appropriate actions for both high risk and low risk customers accordingly. There are new solutions that
can be leveraged to optimize treatment at the individual account level and maximize the effectiveness of risk
management policies. These solutions for preemptive risk management are especially helpful in assessing risk
and assigning treatment strategies for newly reactivating accounts to control exposure from at-risk accounts and
to nurture and stimulate low risk newly active accounts. ldentifying those newly activating accounts that are low
risk provide lenders with a targeted audience for cross-sell offers and activation and usage stimulation
promotions to increase customer spend, revenue and loyalty. In many ways, increasing the activation and usage
from an existing account that has demonstrated limited spending in the past is more cost effective and less risky
than acquiring a brand-new account.

These sophisticated preemptive risk and customer management solutions are complementary to traditional
scores such as credit bureau and behavior scores, and can leverage transaction data and other nontraditional
data sources from the lender or available externally, including demographic data, better income predictors, etc.
The Action Optimizer solutions utilize an event-based analytic platform that facilitates data fusion, analytics
execution, and decisioning and deployment.

Operational execution of the customer treatment is easily integrated into the solution. The Action Optimizer
solutions improve customer management decisions on reactivating accounts by accelerating the risk assessment
using transaction data, proactively identifying delinquency risk, fraud risk, and revenue potential opportunities —
months ahead of traditional behavior scoring approaches. And they provide the flexibility to easily operationalize
the optimal treatment for each customer.

ALI's Action Optimizer solutions help ensure that issuers can assess risk early in the customer reactivation cycle
and take appropriate action to cost-effectively control risk while gain new wallet share from previously inactive or
semi-active accounts. And the solutions are highly flexible and can be easily refined to suit an issuer’s
environment and specific needs.

Copyright © 2009 - ALI Solutions - All Rights Reserved Worldwide Page 6 of 6



