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Credit Rating can be a Competitive Advantage

Core business areas at Volkswagen
Financial Services AG are its fleet busi-
ness with major clients and vehicle
financing. In order to evaluate proba-
bility of default for its clients, dealers
and fleet clients are assessed using
Volkswagen‘s own internal rating pro-
cedure, which was implemented using
an application from Innovations Soft-
ware Technology. The balance sheet
and corporate data required for credit-
worthiness evaluation are delivered to
the rating platform via Xl interfaces.
Volkswagen Bank GmbH has applied for
approval of its IRB approach.

The Volkswagen group has delivered
more than 5.7 million vehicles over the
past year, of which around 3.9 million were
Volkswagen models and 1.3 million Audis.
That means that vehicle financing repre-
sentsanimportantinstrumentdriving sales
and market loyalty to the corporation.

Financial services are offered through VW
subsidiary Volkswagen Financial Services
AG, the largest automobile financial ser-
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vices corporation in Europe, and by other
subsidiaries, such as Volkswagen Bank
GmbH and its branches,
Volkswagen Leasing
Supports Sales | GmbH, Volkswagen

Versicherungsdienst in-
surance provider, and other German and
international subsidiaries.

Automobile
Financing

Volkswagen Bank decided to replace its
Basel Il standard approach with the basic
IRB approach, which means it will be ab-
le to put its vast specialized know-how to
better use in this area. For the evaluation
of creditworthiness in the corporate area,
Volkswagen has replaced its old MS Ac-
cess-based application with a Web-based
Basel Il rating platform. Christened CARAT
(Corporate Assessment and Ratingmodel
Application Administration Tool), this ap-
plication has been deployed since Novem-
ber 2007.

Creditworthiness evaluation of the client
is made through a complex rating proce-
dure. It entails both annual report figures
as well as qualitative factors, such as
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future business prospects, assessment
of management quality, and market and

industry environments,
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Corporate as well as payment
Clients | practices —allare drawn

into the evaluation.

CARAT employs data from a variety of
sources. This meant that the various sup-
pliers of data had to be connected, and they
included some who use SAP applications.

Joint use of data also required comparing
data from different sources with each other
for redundancy - data sets had to be as-
signed to each other, duplicates detected
and corrected. The result is a permanent
improvement in data quality that serves all
users well.

The analysts at Volkswagen Financial
Services AG do the research and evaluate
corporate data and calculate a rating with
the aid of CARAT. Every rating event is
archived in the corporate Business Ware-
house, including all input and output data.
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An extract from the Web-based CARAT rating application

Every analyst has personal work lists
he uses to manage his rating events. The
status of a rating can vary. In the simplest
case, the analyst changes the status of
the rating after it is finished from “draft”
to “confirmed,” which
means that the newly
Transitions calculated rating is va-
— lid as of that date. But
complex work flows with graduated status
transitions also are possible, such as the
release of completed ratings by an autho-
rized superior.

Release Process
with Status

In addition to automatic archival and
documentation within the system, a rating
report also can be generated for a comple-
ted and released rating. This report will list
the most important key figures, sub-scores
and rating classes.

As a rule, a rating retains its validity for
twelve months. When a default event oc-
curs, such as the customer applies for in-
solvency, CARAT automatically recalculates
and recategorizes a default class.

In corporate business, corporate struc-
tures have a direct impact on default risk
- often subsidiaries
are secured through
the parent corporation.
These corporate linkages also will influence
ratings.

Inheritance
of Ratings

An individual rating is generated for

every borrower and lease client, regardless
of inheritance or corporate structure. |If
the borrower is part of a larger corporate
structure, the individual rating will then
be adjusted depending upon the degree of
linkage.

Business changes, such as adapting a
rating model, are implemented with the
Visual Rules’ BRMS (Business Rules

) Management System).
gamtenance and 1he  completely gra-

evelopment of X
New Models phical approach of
—_— Visual Rules simplifies
the handling of models to such an extent
that the business unit at Volkswagen Bank
with responsibility for developing and en-
hancing rating models, can maintain and
continuously develop new risk models on
its own.

Changes in factors that influence the
model (such as expan-
dingittoinclude additi-
onal rating factors) are
automatically reflected in the application
interface. The result? Maximum flexibility
in both the model and the interface. The
business unit retains full responsibility and
generally needs no assistance from IT in
normal operation.

Audit-proof
Ratings

Rainer Faller, Innovations project manager,
explains the advantages this offers in terms
of time. “The Visual Rules architecture of-
fers the advantage that responsibility for the

entire life cycle of a rating model, from mo-
deling and documentation, through testing
up to production, is all
in the hands of the busi-
ness unit. That makes it
quick as well as simple.”

International
Integration

In addition to this flexibility that allows for
easy modification of new key figures or fac-
tors, the rating platform pursuant to Basel Il
also remains audit-proof. Not only are the
ratings archived, but the transparent ver-
sioning of rating models allows you to trace
how every credit rating was developed.

After their successful introduction at
Volkswagen Bank GmbH Germany, the risk
models at the branch in the United King-
dom were brought in as well. Connecting
the branches in Italy, Spain, Belgium and
France is planned for 2008. l
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A whole range of balance sheet
data, soft facts and complex sub-
scores all go into a rating (excerpt):

e Quality and meaningfulness of
the available annual financial
statement

e Earnings position since the
last available annual financial
statement

e Equity development
e Sales prospects

e Earnings prognosis and liquidity
outlook

e Payment practices
e Management quality
e Corporate structures

e Automobile market situation in
the specific market area

e Dealer-specific characteristics





