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Key Discussion Points

o Complexity of Risk is * New Demandsion Information
Growing

e The Imperfect World of « Attitudes and Infrastructure

Information |mpact Avaiabiity &
Reliability
e Overcoming the  Investment in Information
Information Deficit « The World Bank: Discovers

Information Pooling

Ly
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The ‘New World’ of Risk ...

Information; Risk

Government Infrastructure [

Information
Infrastructure

Credit ‘

Infr- structure BASEL I1

l \ Financial Risk

Legal

Questionable
Accounting

Conflict Lm

of Interest

' New
Fraud i_ Compliance
o Identity Theft
Lack of
Transparency

)
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Imperfect World of Information

o Attitudes: Information is Secret!
» Lack of Voluntary and Legal Disclosure
» Little Enforcement of Compliance

 No Transparency

 Infrastructure: Underdeveloped Public Records
» Lax Compliance
» Paper Based
e Poor Quality — Out of Date

 Difficult to Access
e Absence of Financial Databases for Benchmarking

Ly
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Overcoming the Information Deficit...

e |[nvestment in Information:

 \Who should Make the Investment?

e Opportunity Cost or Expense?

e |_essons Learned from the Past ...

Ly
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Investment in Information ...

e Opportunity Cost or Expense?

“The Arabian Sea in the 17t Century”

e Information ....

B e e Rather than Spices ...
4 6 — 8 Months « Demand & Supply

e, * Pricing
......... e Credit

/ e The Solution:

* [nvestment in Information
* Infrastructure
Round Trip e Rules
20 - 24 Months o Security
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Investment in Information

e Information was Secret ...

e |[nvestment In
e Encryption
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That Sinking Feeling ...
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Two Sets Of Books

o Off-Balance Sheet
Transactions

e |ack of

e Transparency
» Disclosure

e Conflict of Interest

* Management

o DIrectors
o AUAItOKS
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Overcoming the Information Deficit...

e Investment in Information

e The Unresolved ‘Two Sets of Books
Syndrome’

 Reliability of Financial Statements and the
Quality of the Audits?

e Alternatives?
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Overcoming the Information Deficit...

e Investment in Information

 The Unresolved “Two Sets of Books Syndrome’

e Fraud
e High Degree of Sophistication

 Legitimate Businesses and Communication
Lines
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Overcoming the Information Deficit...

e Investment in Information

 The Unresolved “Two Sets of Books Syndrome’
e Fraud

 ldentity Theft - Impact on
Transparency!
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Identity Theft

 The Case of ChoicePoint

« Company Maintains 19bn Records on Consumers
» Court Records; Addresses; Social Security Numbers
e Credit Information — other Public Data)

* Fraud Ring Infiltrates ChoicePoint (FT 2005-02-17)

» Obtained Access by using Legitimate Business Accounts

» Circumvented Rules which Require Consent from Subjects of
Inquiry

» Retrieved Data on 35,000 Consumers in California alone
» Nationwide Identity Theft could Total 100,000 Individuals

 Bank of America - 1.2 Million Records with Sensitive Consumer
Data Stolen

e LexisNexis and Westlaw - Databases with Sensitive Consumer
Data Compromised

Ly
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Low High
Low - Low
?ource: IMD Survey 4 5 6 7 8 9 10
y !1/} Low Data Security High
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Transparency and the Internet
 The New World of Obfuscation

Drivers:
« Regulatory: Disclosure
 Success of Market Economies and Globalization
 Technology: The Internet
 Employees
o Supply Chain Transparency
« Consumer Advocacy
« Shareholders

e |nstitutions

I'/ Source: ‘“The Naked Corporation’: Don Tapscott and David Ticoll
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Transparency and the Internet
 The New World of Obfuscation

Ly

Obstacles:
 Legal Inertia: Little Disclosure
» The Business Value of Secrets
o Cost of Openness
 Structural Obstacles - US Litigious Culture
» Transparency Fatigue and Paralysis

* Pseudo-transparency and Deceit - the New Power
for Obfuscation

» Corporate Parody Sites - Bogus Information

Source: ‘The Naked Corporation’: Don Tapscott and David Ticoll
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Key Discussion Points

o Complexity of Risk is * New DemanesieRMRicrmation
Growing

e The Imperfect World of < Attitudes and
Information Infrastructure Impact

Availability

j) FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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A Quantitative Analysis ...

(¢D)
-
>
o'
(&)
-
-
)
(7p)]
©
(-
c
=>
—
)
-
-
o
@)

And The Ugly ...

The Good ...
| Finland {4

L > Indonesia

Information Availability

&, |
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Infrastructure Criteria

IMD World Competitiveness Yearbook Analyzes and Ranks the
Ability of Nations to Create and Maintain an Environment
which Sustains the Competitiveness of Enterprises

Data on 60 Economies

323 Criteria Combining Hard and Soft Data

B Government

Infrastructure Factors

Impacting Credit and Legal
Information —_
Information
30 Criteria . LR

M Business

j FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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Country Infrastructure Criteria

Government

Legal

Infrastructure

« Parallel Economy . Legal Framework Information

Infrastructure

e Communication

Q

* Ne
Shareholders Bu

lity

» Data Security Enforced
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Country Infrastructure Criteria

Credit

Infrastructure

Financial Institution
Transparency

Central Bank Policy

Export Credit &
Insurance

Confidentiality of
Financial Transactions

Legal Regulation of
Financial Institutions

Flow of Credit from
Banks to Businesses

&,

Business

Infrastructure

_> + Ease of Doing Business Human

e Transfer of Know-how

Resources

* Venture Capital

» Insider Trading « Economic Literacy
e Cash Flow - Self .) * Education in Finance
Financing _> - Finance Skills
_> » Ethical Practices » Worker Motivation
_> * Credibility of Managers « Adaptability &
_> « Credibility of Corporate Flexibility of
Boards Workforce

» Entrepreneurship

» Adaptability of
Companies
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Low Human Resources High
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Education In Finance

Q'j Low Finance Skills High
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Information Availability

Government Legal

Availability of Information Requirement to Disclose

C Ellings o Eguivaient

RENICIIITyY;
ACCHIEIEAON B
: usiness
Attitudes and
Compliance

c)s D]stosure

Credit
Acceptance of the Concept of

Information Pooling \/GI e 2Ly Disclos
) ) c 5
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India and China: Centers of Globalization?

*

*

" *
¥

The Services Capital The Manufacturing
of the World Capital of the World

What will the Rest of the World Do?
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ASIA - Relative Size and Country Risk Scale: GDP
US $ 1,000bn
US$ 500bn
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World Competitive Scoreboard - 1MD Ranking 2004

0 25 50 75 100
USA * 1> 1
Australia. [ 7> 4
Germany | N 20> 21
Japan | 25> 23
Mainland China | 29 > 24
India | ——— 150> 34|
Korea __ 37 > 35
Russia __ 54 > 50
& B —— 52 > 53
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Infrastructure - vp Ranking 2004

» Extent of which Basic, Technological, Scientific and Human
Resources Meet Business Needs

0 25 50 75 100
P RN
Japan 3> 2

Germany |
Australia | 15 > 13
Korea :_I 30 > 27
Mainland China 41 > 41
Russia | 47 > 43

| Brazil __

‘;‘ India — 58 > 57
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Information-Society Index

Index Score
2004
1000
800 44
600 >
400 e SV &
I l I _
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{ ? (‘ \ N\ \(b' 6\
NN & @}\‘o & ¢
Q '5 Q & P
<K )
Source: 1DC Ranking in Terms of Use of Computers, the
- Internet and Telecommunication; including Social
tlj Factors that Make Countries open to IT
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Asian Supply Chain Pains

Source: Estimates by McKinsey Global Institute ﬁ
60 /
50 /

40
30 A
20 -
0
0 -

Debtors
(Days of Sales)

Finished Goods Raw Materials Stock-Outs %

Stock Stock
(Days of Sales) (Days of Sales)

B Asia W World Benchmar!
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Impact on Availability of Credit

ngh Moderate Credit
Losses —
Accurate Risk
Prediction

Avalilability of Information

None ---

< 33% 35 - 66% > 66%
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Impact on Availability of Credit

Positive and
Negative
Information
Sharing with
Credit Bureau

Negative
Information
only
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No Infermation

ClIhAaviv
Olflicl

*Overall China Credit Penetration app.. 5% < 33%

Japan:  aiwan

Singajp.*

KOor:

35 - 66%

> 66%

** Under Development

Source: McKinsey & Company 2002

36

Moderate Credit
Losses —
Accurate Risk
Prediction

FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved



China ) The Lack of Information

China

Lack of A .
ack of Adequate edit Manager

Decision Support

Lack of Timely &
Accurate External
Information

Underdeveloped
Public Records
Infrastructure
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China Discovers the Gains & *
Pains of Credit

“Imperfect Credit
System”

* 50% of Credit Transactions are Settled
» 20% are Disputed and Eventually Settled
* 30% are Never Settled

World Bank Beijing Conference Oct. 2004 Credit CL!“_:U Ire U
Transition

e Personal Contacts / Ethics

 Information Obtained through
Face to Face Contact

FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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* Personal Contacts /
Ethics

* Information
Obtained through
Face to Face
Contact

» Ethics, Legal,
Institutional Rules

o Analytics and Judgment
by a Third Party

FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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*
Credit Culture in Transition :

* Vendor Finance not Permitted — Strictly in the
Domain of Banks

* Lack of any Type of Central Credit Reporting by
Government

« Balance Sheets Filing - UCC Filing
» Unreliable Public Records

» Widespread Distrust of Financial Statements
o Corruption Exacerbates Lack of Transparency

* Opacity Index Places China behind Nigeria*

fEI
; ) * Economist
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*
*
,l *

Credit Culture in Transition :

Ly

« Commercial Credit Information Fragmented

e D&B Longest Experience in Operating in China
e D&B Trade Program

* Peoples Bank of China Operates a Central
L_oan Register — Access for Banks only

o Consumer Credit Bureau State Operated

o Timing of Transition Unclear!

FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved

41



42

China Discovers the Gains & *
Pains of Credit

“Imperfect Credit
System”

Government Edict:

Credit
Information

pmm———=——"  Develop “Social Credit
System”

» Legal Framework for I
Information Pooling * Legal Framework

« Emphasis on Information Usage * Educating Population in the Use
of Credit

* Punishment for Violations

Institutionalizing /

Credit Management

/j FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved



Country Scorecard Comparison

*
:
Economic Size Leading
Competitiveness eading
Infrastructure Poor Improving

Trailing

Value Added Trailing
I'T Exports / SKills Leading Trailing

~Credit & Information IEie0:e  Ineffective

) FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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Key Discussion Points

e Complexity of Risk is
Growing

New: DemandsienMniormation

e The Imperfect World of Attitudesiandynificastiucture
Information | mpact Avan ety & Reliability

Investment in Information
The World Bank Discovers
Information Pooling

e Overcoming the
Information Deficit
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Transparency: The Three Essentials ...

| Credit |

FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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Relevance of Credit and Credit Information

: Credit Creait
Credit : | e
Information VINEGEMERT

« Strong Positive Linkages between Financial
Sector and Economic Growth*

o A Well-functioning Financial Sector
Provides Individuals, SMEs and Companies
with Access to Credit

» Strong Linkage between Greater Access to
Credit / Higher Bank Borrowings and
Existence of Credit Bureaus™

. I/) * Source: World Bank www.econ.worldbank.org/programs/credit_reporting
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Relevance of Credit Information

Credit
Information

“One of the Most Institutional Elements Supporting a
Well-functioning Credit Market are Credit Reporting
Firms, which Provide Rapid Access to Accurate and
Reliable Standardized Information on Potential
Borrowers, Be they Individuals or Businesses”

World Bank Research — Credit Reporting Systems

EI} * Source: World Bank www.econ.worldbank.org/programs/credit_reporting
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The Relevance of Credit Management

Crealt

VicdaoemeEnt

e Trade Credit: Largest Source for Short
Term Capital

e Accounts Recelvables are often the
Largest Uninsured Asset of a Company

-

o Competent Credit Management is Essential
for the Survival of a Company

&,

FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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Regulators Promote Use of Credit Bureaus

World Bank* EBRD** BIS*** Central
s | Banks

« Asian Financial Crisis — Mandating Credit Bureaus
« Combating Fraud and Identity Theft

« SME Support Programs — Improve Credit Situation

e Initiates Changes in Legislation

e Seminars — Conferences — Standards Committees

e Empirical Studies on Benefits of Credit Bureaus

. World Bank
« ** European Bank for Reconstruction and Development (London UK)

« *** Bank for International Settlement (Basel Switzerland) - Joachim C. Bartels - All Rights Reserved
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http://www.econ.worldbank.org/programs/credit_reporting

The Problem of Obtaining Credit

49%

“The Difficulty of Obtaining

Credit is Consistently Rated
by SMEs as one of the

Greatest Barriers to

Operation and Growth”

51

28%

S
Ay

A A
World Bank 2003 Study on Credit Reporting High Financing Probability of
Estimates Based on Data on 5000 Firms in 51 Countries Constraints Obtaining a
Loan
] !ij} * Source: World Bank www.econ.worldbank.org/programs/credit_reporting
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Relevance of Credit Information

% of Firms Reporting
High Financing Constraints

49%

27%
y ]
A
Without With

Credit Bureau

Source: World Bank

FCIB EIS Conference -

Probability of Obtaining
a Bank Loan

40%

28%

AEESES AT A

Without With
Credit Bureau

www. Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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SME Characteristics in Regard to Credit

[Small and Medium Size Enterprises]

e Very Diverse in Nature

Owners Mingle Business and Personal Finances

Difficult to Identify Clear Success Factors

Independent Analysis (Ratings) Not Available

High Cost of Traditional Risk Assessment
Methods Make Lending to SMEs too Costly

SMESs are More VVulnerable to Credit Losses

) World Bank Report on SME Environment 2002
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SMEs and Credit

Bank and Supplier SME Customers
Credit Policy and 5 Demand for Liberal

Credit Processes Credit Terms

Cash Flow?
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The SME and Credit Bureaus

"

_I_

Credit

SME as a ™  Byreau « SME as a Credi
Borrower , Grantor

e Access to Accurate, Reliable
and Timely Information

Objective Credit Process
Better Access to Credit

Lower Cost of Borrowing » Availability of Decision

Faster Decision Process Support

e Accurate Loss and Fraud
Prevention

SME: Small and Medium Size Enterprises
SME Credit Bureau: Data Pool of Loan Performance, Trade and Public Record Information

FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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World Bank Initiative

o Data Pooling in 55 145 Countries still to Go
Countries

* Inertia of Legal Systems
e No Legal Framework Retards Implementation

e Resistance by Credit e World Bank urges
Sector Cooperation

e Large Banks Refuse to e World Bank pushes Central
Cooperate Banks to Mandate
Cooperation

FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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Empirical Studies: “Full File Data-Pooling™

“oanks | CredtCard || Utiites | oter |

Issuers

CHtcalViass

“Full File™ Usage » Restricted Data Usage
« Negative und Positive Data * Negative Data only
« 30-Day Reporting-Intervals * Sporadic Reporting
» Storing of Negative Data « Storing of Negative Data less

than 7 Years

over 7 Years Q Q

» Easier Access to Credit ¢ Lower Availability of Credit
» Lower Cost of Credit * Higher Cost of Credit

Source: Information Policy Institute

e Lower Delinquency m Higher Delinquency Rates
* Lower Credit Losses » Higher Credit Losses

FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved



The Impact of Regulators: Basel |1

Country Risk

Characteristics 11

Industry Position — Qualitative

Future Prospects Criteria

Competence of
Management

Quality and Timeliness of

Operating Leverage [ iqjie]gqglzti{o]glkzTaleWaNU[efjicle)

Financial Statements

Capital Structure _ |

— IntermaliRating

58

Quality of Quantitative
Earnings Criteria

11

Sustainable
Cash Flow

j) FCIB EIS Conference

- www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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More Rigorous Information Gathering ... ...

Industry Position
Future Prospects

Competence of
Management

Operating Leverage

Capital Structure

Quality of
Earnings

Sustainable Cash
Flow

 World-Wide Reaction:

 Many Countries Demanding Special
Conditions in Regard to SMEs

— L

e Qutcome:

» 85 Exceptions Now Written into the
Basel Il Accord

« SMEs with Exposures of less than $ 1
Million Will be Treated as a Pooled
Exposure

» Central Banks Expects Banks to
Implement Rigorous Information
Gathering and Timely Updating ... ...

FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved



Overcoming Information Deficit

Public Sector ‘ Central Banks

International / National

Registers Credit Information
Grantors A Suppliers #)

 Prats secor
|

/
e Change “‘Mind Set’
» Broadening Disclosure » Value of Transparency

» Encourage Voluntary Disclosure » Value of Information in Credit

e Improvement in Corporate Transactions
Governance » Value of Information Pooling

* Investments in Modern : . Partnering
Information Systems —
: : » Value Added
» Electronic Access to _—

Registers

v . /
» Data-Pooling
Credit Bureaus -

FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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The Business of Credit Information

Capital Bank & Consumer
Market Trade Credit Credit

Public Large Private
Corporations || Privately /SOHO Individuals
Owned
Corporations

Global Rating Ié_ ogal b2b Credit b2b. Consumer
Agencies . Infermation credit Credit Bureaus
ACJENCIES Bureaus
Manual Analysis Business Data gliicl Data-based User Groups
Credit il Positive & Negative
Knowledge Bases Scoring ol Payment Information
. Credit Scoring
Expert Systems Monitoring it Automated Risk Prediction
Software Teols Alert Services ICES and Loss Prevention

] hy
: FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved



SME Credit Assessment

Bank & Consumer
Trade Credit Credit

rofessional Private
/| SOHO Individuals

ISM Es

Capital
Market
Public Large
Corporations || Privately
Owned
Corporations
Global Rating Logal
Agencies Ratln_g
g ACJENCIES

b2b Cred}
Informati

~

= Mer
cuiL mureaus

Manual Analysis

Knoewledge Bases

EXpert Systems
Sofitware Trools

Business Data

Credit
Scoring

Monitoring
Alert Services

Data-based User Groups
Positive & Negative
Payment Information
Credit Scoring
Automated Risk Prediction
and Loss Prevention

4

FCIB EIS Conference

- www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved

62



SME Credit Information

Capital Bank & Consumer
Market Trade Credit Credit

Public Large rofessional Private
Corporations || Privately s/ SOHO Individuals
Owned
Corporations
Rating Agencies p2b Credit Consumer
Information Credit Bureau Credit Bureaus
Manual Analysis Business Data SME Consumer Data
ol e Credit Scoring Pata | Credit Scoring
Monitoring Credit Scoring Automated Risk
Expert Systems Alert Services Monitoring & Prediction and Loss
Software Tools Alert Services Prevention

] hy
- FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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The Three Essentials ...

: Credit Creait
Credit : | e
Information VINEGEMERT

« Strong Positive Linkages between Financial
Sector and Economic Growth*

o A Well-functioning Financial Sector
Provides Individuals, SMEs and Companies
with Access to Credit

» Strong Linkage between Greater Access to
Credit / Higher Bank Borrowings and
Existence of Credit Bureaus / Information*

-y
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Credit Information Serves Lender and

_I_

Borrower

SME as a - 4 SME as a Credi
Borrower , » Grantor
* Objective Credit Process » Access to Accurate, Reliable
e Better Access to Credit and Timely Information
« Lower Cost of Borrowing  Availability of Decision
» Faster Decision Process Support

e Accurate Loss and Fraud
Prevention

SME Credit Bureau: Data Pool of Loan Performance, Trade and Public Record Information

. !1/’ SME: Small and Medium Size Enterprises

FCIB EIS Conference - www.Intrepidex.com - Joachim C. Bartels - All Rights Reserved
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Economic Benefits of Credit Information

Econom

* More Stable Financial Sector

e Economic Growth with Lesser
Need for a ‘Bail-out’ of Banks

 Stabilizes Allocation of Capital

Consumers

e More Accurate
. ~

Information on N—
Health of Financial _ « Objective Assessment
Sector Credit Bureau  Better Access to Credit

e Quicker Reward for
Responsible Credit

| Behavior

—
B

SN B

« Accurate Risk Prediction
 Can Lend to Broader Risk Segments :
- ty  Pricing Reflecting Individual Risk Businesses
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State of Information in World Markets

Thank You
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