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Executive Summary - Overall State of Credit b August 2022
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The CC balances continue to increase in 2022 Q2 with the largest increase in YOY balances (13%) in 20+ years

A record 233M new credit accounts were opened (highest since 2008) as consumers increase borrowing to deal with
inflation. We see a drop in proportion of subprime customers as lender tighten their underwriting

After the increased PL originations in 2021 -2022Q1, we are seeing a drop in origination volumes (scaling back to pre
pandemic levels) and tightening of underwriting standards
We see an increase in average origination FICO and Income, and a drop in proportion of subprime customers

Delinquencies are creeping up but still below pre -pandemic levels

We are seeing increased risk (higher than pre - pandemic) in vintages from Q3 -Q4 2021. The gquestion remains if this
is an overall increase in risk or more due to the higher subprime concentration and loosened underwriting

An argument can be made that lenders who tightened their underwriting in 2022 would not expect as much

increase in risk for later vintages

We see at least some evidence that the increase in risk is isolated towards more subprime for now

Although the charge -offs are increasing, the severity continues to decrease. This is because of higher recoveries due
to inflation of underlying assets. This trend is expected to face headwinds as used vehicles start to decrease in value

This increased value of underlying assets is creating another incentive for consumers to make payments. For
subprime auto, we are seeing attributes like LTV (loan -to -value) ratio becoming even stronger differentiators of risk
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Executive Summary Continued

Inflation is disproportionately impacting lower income consumers as their effective income has reduced. We see a
much steeper increase in risk for customers with income < $50k

High inflation is forcing consumers to dip into their savings. The saving rate fell to 5.1% in June b lowest since 2009

Shift to lower Origination DTI suggests lenders are targeting customers that have lower debt ratio and will be more
resilient to impacts of inflation

We continue to see warping of risk scores due to suppression of various risk signals. Some contributors being:
Student Loan Deferrals
Buy - Now - Pay- Later (BNPL) trades
Credit builder trades
COVID data degradation
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Credit Card balances in Q2 increased 13% YOY b highest in 20+ years. Despite
the increase, CC balances remain slightly below pre - pandemic levels

Non-Housing Debt Balance

$5.0 trillion @ StudentLoan B Other M Credit Card M Auto Loan
$4.5
$4.0
$3.5
$3.0
$25
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Source: FRBNY Consumer Credit Panel/Equifax

75 I Source: NY Fed, data as of 2022 Q2
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A record 233M new credit accounts were opened (highest since 2008) as
consumers increase borrowing to deal with inflation.
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High inflation is forcing consumers to dip into their savings. The saving rate
fell to 5.1% in June b lowest since 2009

Personal saving as a percentage of disposable personal income
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Delinquencies are picking up but still below pre - pandemic levels. Student
Loan DQ remain heavily muted due to deferral programs

Transition into Delinquency (30+) by Loan Type

Percent of Balance Percent of Balance
16 16
14 1 14
12 Student Loan 1 12
10 F 4 10

8 Auto Loan 8

6 6

4 _ 4
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_ _ Note: 4 Quarter Moving Sum

Source: New York Fed Consumer Credit Panel/Equifax Student loan data are not reported prior to 2004 due to uneven reporting

13
I Source: NY FED 2022 -Q2 data

62



As lenders tighten their underwriting standards, we see a drop In
the subprime concentration

YTD Bankcard Origination Credit Limits

Year-to-Date Total Credit Limits in $Billions; Subprime Share of Total Origination Credit Limits (%); NSA
Subprime accounts defined as those with borrower’s origination VantageScore® 3.0 credit score less than 620

Billions Subprime Share
$105 - 8%
$91.2
$90 - $85.3 $85.6 - 7%
$79.7 $79.8
$75 - - 6%
$64.6
$60 - r 5%
$48.7
$45.8
$45 - - 4%
$35.3
$30 - - 3%
$15 - L 90
$0 T T T T T T T T T T T T 1%
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
mmm Total YTD Bankcard Origination Credit Limits ===Subprime Share of YTD Bankcard Origination Credit Limits
Source: Equifax Inc. Originations through March 2022 reported as of May 2022

ZS ! Source: Equifax Consumer Credit quarterly
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Tightening of
Underwriting
Standards

Avg origination FICO is
increasing and there is
a significant drop in
sub-660 FICOs

PL
Originations

Fig 3: MPL Originations by FICO

730
40%
720
30%
0
8] S
w
710
20%
700
10%

2018-01 2020-01 2022-01
Date

- Average FICO

Source: dv01, data through June 30, 2022

Fig 3.1: MPL Originations by FICO range

2018-01 2020-01 2022-01
Date

1) Sub 660 === 2) 660-700 === 3) 700-740 == 4) Over 740

Source: dv01, data through June 30, 2022

These FICO scores are also warped by COVID impacts and suppression of various risk signals

Source: dv01, data as of June 30, 2022

Copyright © 2022 by 2 " Order Solutions. All rights reserved.




Tightening of
Underwriting
Standards

Avg origination Income
is increasing and there
is a significant drop in
sub-$50k income

PL
Originations

Fig 7: MPL Originations by Income

130 000

120 000

income

110 000

100 000

2018-01

2020-01 2022-01
Date

—— Average Income

Source: dv01, data through June 30, 2022
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Fig 7.1: MPL Originations by Income range

A

2018-01 2020-01 2022-01
Date
= 1) Under 50k === 2)50k-100k === 3)100-150k === 4) Over 150

Source: dv01, data through June 30, 2022

The spike in April 2022 is a data quality issue

Source: dv01, data as of June 30, 2022
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Shift to lower DTI

This suggests lenders
are targeting customers

that have lower debt
ratio and will be more
resilient to impacts of
inflation

PL
Originations

40%

35%

o
= 30%

25%

20%

Fig 5: MPL Origination by DTI range

W

2018-01 2020-01 2022-01
Date

Source: dv01, data through June 30, 2022

Legend

= 1) DTI Average
= 2) DTl under 15
= 3) DTI 15-25

= 4) DTI over 25

Source: dv01, data as of June 30, 2022
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Performance
Figure 2.1: All Platforms: Total Delinquency %
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i Legend
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Source: dv01, data through June 30, 2022

Source: dv01, data as of June 30, 2022
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Due to the
loosened
underwriting with

a higher proportion
of subprime, we

see increased risk
(even higher than
pre -pandemic) in
vintages of Q3 &
Q4 2021

Impairment = DQ + Modification

PL

Performance
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Fig 7.1: Impairment % By Vintage
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Loan Age
Source: dv01, data through June 30, 2022

vintage for chart
— 2016:( 0 %)
— 2017 (0 %)
—2018(: 0 %)

—2019:( 0 %)

= 2020-H1 (0 ¢
— 2020-H2 (0 ¢
— 2021-Q1 (0%
e 2021-Q2 (0
— 2021-Q3 (0%
— 2021-Q4 (0 9

—_— 2022-Q1 (09

I An argument can be made that for the lenders that tightened their underwriting in 2022, we should not

expect as much increase in risk.

I The question remains if there is an overall increase in risk or if it is just isolated to subprime

Source: dv01, data as of June 30, 2022

Copyright © 2022 by 2 " Order Solutions. All rights reserved.




Overall
performance reads
provide at least
some evidence that

the increased risk
IS Isolated towards
more subprime for
now

PL

Performance
Impairment = DQ + Modification
Fig 4.3: Platform Impairment % By FICO
20%
15%
P
IS
(Y]
E 10%
2
E
5%
01/01/16 01/01/18 01/01/20 01/01/22

Date

— 1) Above 740 (22 %) — 2) 700 t0 740 (27 %) — 3) 680t

—  5) Below 650 (1

Source: dv01, data through june 30, 2022

A majority of recent delinquencies are concentrated towards sub

-660 FICO. Their risk appears to be higher
than pre -pandemic levels

Source: dv01, data as of June 30, 2022

Copyright © 2022 by 2 " Order Solutions. All rights reserved.




Inflation is
disproportionately
Impacting the
lower income. We

see a much steeper
Increase In risk for
customers with
Income < $50k

Impairment = DQ + Modification

PL
Performance

Impairment %

Fig 4.5: Platform Impairment % By income

12%

8%

4%

01/01/16

01/0'1/18

Date

01/01/20 01/01/22

Source: dv01, data through June 30, 2022

income_range

— 1) Above 200k ( 8 %)
- 2) 120k to 200k (22 %)
— 2) 50k to 70k (18 %)
—— 3) 85k to 120k (21 %)
— 4) 70k to 85k (13 %)

- 6) Below 50k (18 %)

There is an uptick in risk across the other income bands too

Source: dv01, data as of June 30, 2022

For commentary on inflationOs impact on lending, refer to our whitepaper

Risk-Quarterly -0Q1-2022 -in-Review.pdf

Copyright © 2022 by 2
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Although the
charge -offs are
Increasing, the
severity continues

to decrease
because of higher
recoveries due to
Inflation of
underlying assets

Chargeoffs

Severity

Fig 15.5: Auto: Default (CDR)

10.0%

Legend

— 3-M

Total %

= CDR
5.0%

0.0%

01/01/18 01/01/20 01/01/22
Date

Source: dv01, data through June 30, 2022

Fig 15.6: Auto: Loss Severity %
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30%
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Date

Source: dv01, data through June 30, 2022

Source: dv01, data as of June 30, 2022
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This lowered severity trend is expected to face headwinds as used
vehicles start to decrease in value

MANHEIM USED VEHICLE VALUE INDEX
Mid-July 2022

—— Value
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225 2215
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Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan.
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Impairment = DQ + Modification Subprime

: : Auto
Fig 16.1: Auto 60+ Impairment % By FICO
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differentiators of
risk as consumers

Source: dv01, data through June 30, 2022
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Source: dv01, data through June 30, 2022

Source: dv01, data as of June 30, 2022
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Impairment = DQ + Modification Subprime
Auto

Fig 15.3: Auto: Total Delinquency, Modification %

30%

Total %

Uptick In
delinquencies but

still below pre 10%
pandemic highs

0%

01/01/18 01/01/20
Date

01/01/22

Source: dv01, data through June 30, 2022

— 30+ delinquent
20%

Source: dv01, data as of June 30, 2022
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We continue to see warping of risk scores due to the suppression of various
risk signals

Student Loan Deferrals

We have seen evidence of higher score inflation for new to credit
& thin file (especially younger borrowers), one of the major
reasons being the large number of student loan deferrals (92%)

Historically, student loans have a relatively high delinquency rate
and the majority of them have been muted because of deferral
programs. This has caused lenders to put more young customers
on their books than ever before. We are already seeing signs of
stress in young cohorts at many of our partner banks

Buy -Now -Pay -Later (BNPL) trades

These products are continuing a fast upward rise in usage.
Unfortunately, these trades are not fully reported to the bureau
yet B as such, the risk of these customers is not fully captured.

This is leading to some muted risk signal among BNPL

customers, as in  -good - standing BNPL customers arenOt getting

credited for that performance while BNPL customers that go
delinquent arenOt seeing any impact to their overarching credit
profile

COVID -related Data Degradation

I Although a lot of the data degradation has alleviated, we still see

remnants as a majority of the policies and models currently in use
are still grounded on COVID  -impacted data.

This includes reduced delinquencies, foreclosures & bankruptcies

due to deferral programs. Sharp reduction in balances &
utilization, temporary increase in savings & deposit balances.
Inflated risk scores and higher temporary cashflows due to
unemployment benefits and govt stimulus

Credit Builder Trades

Risk signals on subprime customers are being warped by credit
builder tradelines as well. These new platforms (e.g., Chime)
create opportunities for subprime customers to get secured credit
cards that feature selective bureau reporting, which (similar to
BNPL) can both help and harm credit builder customers in
different ways depending on their behavior on the card. Both
credit builder & BNPL trades have also served as catnip for
fraudsters

For more commentary and insights, please refer to the following 20S whitepapers which discuss these in more detail

-risk -quarterly -gl1-2022 -in-review/
-risk -trends _-in-the -covid -era/

https://20s.com/insights/credit
https://20s.com/insights/credit

Copyright © 2022 by 2
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We are seeing the recent uptick in delinquencies across different
lender categories

Delinquencies MoM
140%

130%
120%

110%

100%

90%

80%
Apr-22 May-22 Jun-22

-—Subprime Lender Subprime ILs Subprime LOC
——=Subprime Lender=——Near Prime ILs =——Near Prime Card

S ! Source: anonymized, data as of June 30, 2022
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Increase in delinquencies but still below pre - pandemic levels Performance

Impairment = DQ + Modification

Metric June 2022 May 2022
Total Impairment 2.8% 2.4%
90+ Impairment 1.5% 1.4%

N .
ew Impairment 1.0% 0.6%
(Total)
New Impairment
0.4% 0.2%
(First-Time DQ)
Modification Rate 0.7% 0.7%

! Source: dv01, data as of June 30, 2022
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We are also seeing a decrease in cure rates and increased roll rates

Cure rates

Figure 2.3: All Platforms: DQ cure Rate %

MWW\W\

01/01/16 01/01/18 01/01/20 01/01/22

Source: dv01, data through May 31, 2022

S ! Source: dv01, data as of June 30, 2022
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Roll rates
Metric June 2022 May 2022
30-60 DQ Roll Rate 18.1% 18.1%
60-90 DQ Roll Rate 47.0% 43.6%
90+ DQ Roll Rate 72.5% 67.2%
DQ Cure Rate 35.8% 37.4%
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Younger cohortsO DQs are rising more sharply as the risk signal is
somewhat muted due to the student loan deferral programs

62

Source: NY FED 2022

Transition into Serious Delinquency (90+) for
Percent of Balance Credlt CardS by Age Percent of Balance

15 15

12 12

3 \‘/3
0 0
N N N N N S s
FFESTEESE WG WG F S S

Note: 4 Quarter Moving Sum.
Age is defined as the current year minus the birthyear of the borrower.
Age groups are re-defined each year.

Source: New York Fed Consumer Credit Panel/Equifax

-Q2 data

For more commentary on the impact of student loan deferrals, read our whitepaper

CC

Performance


https://2os.com/insights/credit-risk-trends-in-the-covid-era/

