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What is scoring? 

Approve Reject 



What kinds od “scoring” models can 
we use? 

 

• Random approach 

• Simple and expert models 

• Scoring models  

– WOE models, logit, probit, regression trees… 

• Combination of scoring models (targets) 

• Profitability based models 



Concept of profitability 

Client A 
Prob. of default = 5% 

Term = 12 months 
Interest rate = 20% p.a. 

Client B 
Prob. of default = 5% 

Term = 24 months 
Interest rate = 30% p.a. 



Loan cycle 

0 

50 

100 

150 

200 

250 

1 2 3 4 5 6 7 8 9 

principle interest 

• p(t) – probability of default at tth installment  

• u(t) – interest amount of tth installment  

• x(t) – unpaid principal after tth installment  

• r(t) – recovery rate for tth installment  



Expected profit 
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• p(t) – probability of default at tth installment  

• u(t) – interest amount of tth installment  

• x(t) – unpaid principal after tth installment  

• r(t) – recovery rate for tth installment  



Profitability vs. probability of default 
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Fraud score 



What does the management know 
about all of this? 

SCORING 



Conclusions 

• Credit underwriting is an interesting area  

• There are various mathematical models 
involved 

• There is a lot of space for rational thinking on 
the top of mathematical modeling 



Thank you for attention 


