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Introduction
This white paper explores some of the key challenges in today's
credit market, and presents tools to help you respond more
quickly to managing risk in this fast-changing economy. You will
learn how the latest technology tools allow you to more quickly
implement aggressive risk-management strategies for loss
mitigation and how these tools will enhance your existing account
management processes.

The U.S. business environment is in the midst of unprecedented
times. In just the last year, we have seen:

• Fannie Mae and Freddie Mac become government-controlled
conservatorships.

• The nation’s largest bank absorb the largest mortgage provider
and the largest brokerage house. 

• Two of the country’s stalwart brokerage houses disappear.

• The world’s largest insurance company and the nation’s largest
S&L teeter on the verge of collapse. 

• The stock market regress to levels last seen in 1997.

As macroeconomic conditions have deteriorated, the need for
improved risk-management tools has never been greater. The
U.S. consumer is under considerable payment stress.  Here are
recent metrics from Equifax and Moody's creditforecast.com for
the month of February 2009:

• General credit risk scores are trending toward a higher risk
distribution.

• First Mortgage 30+ DPD dollar rates increased 14 basis points
(bp) to 6.98% from the prior month, January 2009. 

• Home Equity Revolving 30+ DPD dollar rates increased 3 bp to
3.42%, from the prior month, January 2009. 

• Bankcard 60+ DPD dollar rates increased 32 bp to 4.49% from
January 2009 due to the Sub Prime dollar rate increase of 80
bp to 14.04%. 

• Auto Finance 60+ DPD dollar rates decreased 4 bp to 1.87%,
and Auto Bank remained at 0.92%, from January 2009. 

• Consumer bankruptcies continue to increase with February
2009 bankruptcy filings 27% higher than February 2008, led by
Chapter 7 filing increases of 39%. 
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One of the more concerning changes in the credit industry is that
there is a significant increase in consumers that are walking away
from their primary mortgage obligations. These so-called “rational
defaults” involve consumers in a negative equity situation with
regard to their home values. With no near-term horizon for
reversing the decline in housing prices, consumers are making
the decision to default on their mortgage obligations. This
decision is often made with little or no advanced warning, and
with the intention to maintain good credit standing on the rest
of their debt obligations. 

The implication of these rational defaults is troubling for credit
lenders. The traditional payment hierarchy, the priority that a
consumer places on their credit obligations, is fundamentally
changing.

This phenomenon has implications on how lenders manage their
portfolio risk. Traditionally, credit grantors have used early-stage
delinquency for lower-priority credit obligations as a harbinger for
increased risk in a consumer portfolio. But as consumer behavior
changes relative to their payment of credit obligations, existing
policies and processes built on the thesis of the old payment
hierarchy must be re-examined. Equifax has written an entire
white paper that analyzes the changes in payment hierarchy. For
additional research and reading on payment trends, please see
“Who’s Getting Paid During the Subprime Crisis?,” an Equifax
white paper by Jennifer Christensen and Yara Rogers-Silva.

Changes in consumer behavior, coupled with the limitations of
existing information systems, have given rise to the need for better
account management solutions. 
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Best Practices in Account Management
Some of the ongoing priorities around account management
include:

• Identify customers that are an increasing risk to your business

• Improve retention rates by identifying customers who are
attrition risks

• Better management of spending limits and credit lines

• Consistent policy treatment across multiple channels

• Better prioritization of monitoring and collection strategies

Equifax has identified four key areas where technology helps
lenders more effectively manage risk within their portfolio. These
activities should be orchestrated together to provide maximum
benefit:

1. Implement Rapid Change Management

2. Build a Comprehensive View of the Customer

3. Leverage Behavioral and Credit Data Together

4. Make Use of Advanced Modeling Techniques

Implement Rapid Change Management

Changes in the economy and credit markets have fundamentally
changed the consumer payment hierarchy. Making policy
changes more quickly is of strategic importance to meet changing
market conditions. This endeavor is not without challenges:

• Implementing a change to policies often requires IT engagement

• Testing of new business rules to support policy changes is
difficult

• Lack of modern infrastructure and resources lead to slow
strategy implementation

Given the increased risk and quickly changing dynamics of the
credit marketplace, quick adoption of change is extremely
beneficial. A best practices way to gain more control over change
management is through the use of a business rules management
system (BRMS). Traditionally, when new strategy decisions are
made, and credit policy changes need to be updated in the
automated system, the IT department must go in and make
changes to the code. It can take weeks or months for a change in
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credit policy to get updated in the system(s). This is no longer a
feasible way of doing business in today’s fast paced business
environment. A BRMS breaks down the walls between the Risk
Manager and IT by allowing the risk manager to go in and easily
edit the business rules that reflect an organization’s credit policies.
Using the editing functions in a BRMS, business users can
typically update and test their changes to score cuts or policy
rules in a matter of hours. A BRMS also allows for running
Champion-Challenger scenarios to test the effectiveness of
business strategy changes on a small portion of the business
transactions. A BRMS rides on top of your existing processes,
so it compliments the investment in your existing infrastructure.

Implementing a business rules management system that integrates
with your existing account management processes can give you
the flexibility to implement policy changes much more quickly. For
further research on business rules management solutions, please
read Equifax’s white paper “Using Automated Decisioning and
Business Rules to Improve Real-time Risk Management,” by
Sandeep Gupta, and James Taylor of Smart (Enough) Systems.

Build a Comprehensive View of the Customer

A full understanding of each existing customer is essential to
managing risk. This comprehensive understanding typically
includes aspects such as product and account level profitability,
total exposure, usage patterns, payment patterns, and marketing
information. Most lenders encounter several challenges in getting
the full picture:

• All relationships with customers are often not understood, as
data exists in siloed parts of the organization.

• Customer performance data often resides in multiple disparate
systems.

• Existing account management activities are often not
comprehensive and may only effectively measure a subset of
the overall risk.

• Data warehousing projects designed to create a more
comprehensive view of the consumer are expensive, time-
consuming, and often fall short of expectations.

A comprehensive view of the customer is critical in building an
effective account management strategy. Foremost, a complete
understanding of all relationships with an individual consumer or
household is needed to identify and rank overall risk. Secondarily,
this risk assessment helps prioritize the treatments that are
applied against the segmented accounts. 
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Let’s look at a simple theoretical example. In this example, a retail
lending institution provides multiple retail lending products
(secured and unsecured) as well as credit card products. Within
their credit card portfolio are four consumers that all exhibit very
similar characteristics regarding their credit card usage.

Layering in additional detail for each record provides insight
into much different characteristics for these seemingly similar
accounts:

This additional detail gives a more robust view of the consumer,
and allows for multiple segmentations. In this example, one
customer missed their payment altogether. Actionable treatment
plans might include a phone call to customer #3, while customers
#2 and #4 are high utilization that may be cross-sell candidates,
and #1 is a revolver.

If we continue to add additional detail about last month’s
utilization, the following picture emerges:

The additional detail for purchases from the previous month helps
create a segmentation between customers that carry a balance
and those that do not, and between those that are high-utilization
customers and those that are not.
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Record # Current CC Balance Available CC Credit Limit

1 $5,000 $8,000

2 $5,000 $8,000

3 $5,000 $8,000

4 $5,000 $8,000

Record # Current CC Balance/Limit Last Payment

1 $5,000/$8,000 $100

2 $5,000/$8,000 $5,000

3 $5,000/$8,000 $0 (missed payment)

4 $5,000/$8,000 $5,000

New technology allows for
accurate and frequent
segmentation of risk. These
new tools are the scalpel to
more appropriately adjust
ongoing account-level risk. 

Record
#

Current CC
Balance/Limit

Last Payment New Purchases

1 $5,000/$8,000 $100 $0

2 $5,000/$8,000 $5,000 $5,000

3 $5,000/$8,000 $0 $5,000

4 $5,000/$8,000 $5,000 $2,500



Let’s add additional detail, this time building a picture of other
products that the customers have with the bank. We’ll add a view
of an existing Home Equity account and total deposit accounts
(checking, savings, CDs).

Adding the additional account information provides much more
insight. This additional information shows that record #3 has
traditionally been a very good customer. Is the missed payment
an isolated instance or a harbinger for future risk?

Let’s convert the HELOC data to a utilization %, which is a
derived attribute from available information:

Each additional detail brings more perspective on the customers
within the portfolio. The detail on other retail products owned by
the consumer offers both potential risks and opportunities that
may exist within the portfolio. It is critical to have the ability to
see how a customer is performing across all products held within
an organization. This comprehensive view of the customer allows
for an accurate assessment of total contingent liability at risk.
As the credit climate improves, lenders can leverage a more
comprehensive view of the customer to better weigh individual
risk, and better assess the overall ROI associated with an
account. This comprehensive risk view allows for using a scalpel,
and not the hatchet to reduce credit lines.

Leverage Behavioral and Credit Data Together

The above examples illustrate the value of understanding all
relationships that a customer has within a financial institution.
To gain even more insight, we can analyze how customers are
meeting their credit obligations with other lenders. Appending
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Record #
Current CC

Balance/Limit
Last Payment

New
Purchases

Deposit Account
Balances

HELOC
Balance/Available

1 $5,000/$8,000 $100 $0 $1,500 $30k/$35k

2 $5,000/$8,000 $5,000 $5,000 $3,000 $20k/$65k

3 $5,000/$8,000 $0 $5,000 $15,000 None

4 $5,000/$8,000 $5,000 $2,500 $4,000 $15k/$75k

Record #
Current CC

Balance/Limit
Last Payment

New
Purchases

Deposit Balances
HELOC Utilization
% Current/Prev

1 $5,000/$8,000 $100 $0 $1,500 85%/87%

2 $5,000/$8,000 $5,000 $5,000 $3,000 30%/23%

3 $5,000/$8,000 $0 $5,000 $15,000 N/A

4 $5,000/$8,000 $5,000 $2,500 $4,000 20%/25%



this additional information, which is contained within the credit
file, provides even more strategic analysis for effectively managing
portfolio risk. 

Integrating additional credit information into a single customer
view is not without challenges:

• Account management solutions can limit the amount of data to
be managed within the system.

• Integration to third-party credit information can be problematic
due to the nature of the information and the IT support
required to update such information.

• Many customers are only leveraging internal data assets so the
implications of adding and working with credit data is not
understood within the organization.

• Retrieving and loading other data assets, such as credit
information, in a timely fashion may represent challenges.

The benefits of incorporating credit assets into an account
management solution are significant. Let’s continue with our
previous examples and look at how additional scores and data
elements provide much deeper insight into the four fictitious
accounts. 

For our example we’ll use the VantageScore®, and two months of
historical score information. Also, we’ve appended the number of
30/60/90 days past due on all credit obligations:

In our example, the additional detail available from the consumer
credit file has added tremendous insight into the individual
records. Additionally, changing the HELOC information to a
utilization percentage provides deeper insight into these records.
Additional attribution, such as showing the relative change from
current and previous months’ HELOC % and VantageScore,
would also provide additional insight.
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A comprehensive view of all
product relationships gives
both a risk and ROI view of
the customer. 

Record
#

Current CC
Balance/Limit

Last
Payment

New
Purchases

Deposit
Balances

HELOC
Utilization %
Current/Prev

Vantage
Score

Current/Prev
30/60/90

1 $5,000/$8,000 $100 $0 $1,500 85%/87% 660/660 1/1/0

2 $5,000/$8,000 $5,000 $5,000 $3,000 30%/23% 650/690 2/2/0

3 $5,000/$8,000 $0 $5,000 $15,000 N/A 760/770 1/0/0

4 $5,000/$8,000 $5,000 $2,500 $4,000 20%/25% 770/770 0/0/0



While record #3 did miss this month’s payment, this consumer
does not appear to be under financial stress and the missed
payment appears to be an isolated instance. Also, while records
#2 and #4 have very similar characteristics regarding credit card
behavior and deposit balances, there is considerable difference
regarding the risk associated with each account. The point of
these tables is to show the value of getting a more comprehensive
view of overall contingent liability for all products within the
organization, as well as other trade line performance reflected on
the credit report. Leveraging both behavioral and credit data
allows for fine-tuning your credit strategy. As you add more and
more data to improve the risk view into each account, you can
also begin to assess the ROI for each customer. This allows for
refining and optimizing strategies around cross-sell, collections,
and credit line changes.

We have shown how incorporating behavioral and credit data can
provide a much more comprehensive view of the customer.
Additionally, lenders can access and incorporate other, non-
traditional data sources that also provide deeper insight into the
borrower’s capacity to pay:

• Employment Information

• Income Information 

By incorporating new data sources such as employer-reported
consumer income and employment information, lenders will have
deeper insight, fully understanding a consumer’s debt load relative
to income. Lenders can improve their credit line strategy,
treatment prioritization, and debt recovery strategies due to
insight not only into a consumer’s willingness to pay, but also
their capacity to pay. 

Make Use of Advanced Modeling Techniques

Creating a comprehensive view of the customer provides
tremendous insight into the risk associated with each of our
fictitious records. Each additional element of information, whether
appended or derived from the customer system or the credit
report, provides deeper insight into customer behavior. But simply
appending data does not allow for predicting the future behavior
of each individual account. And for large portfolios, using a
subjective determination may be effective but it’s largely
dependent on personal experience and may be too time
consuming. 

For these reasons, a generally accepted best practice is to
leverage modeling techniques to derive the most power from all
the available data. Modeling allows for using all the current
information to best predict future actions. 
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Leveraging modeling techniques is not without challenges: 

• Model development is a complex process involving specific
intellectual property.

• Access to data, both performance data to be modeled and
historical information required to develop a model, can be
problematic.

• Implementation of custom models can be a challenge for
customers within their existing account management solutions. 

Users can leverage models from two categories: Generic Risk
models and Customer-specific models. In the previous examples
the VantageScore was used. The VantageScore is a generic
industry score that was developed to predict the likelihood of an
account being 90+ days past due within a 24-month performance
time period. The use of generic scores has many positive benefits.
Generic scores are readily available, are extremely effective at
rank-ordering risk, and can be validated against customer
populations to determine how well they can predict other
performance measures.

Customer-specific behavior scores and models, when available,
provide an even more powerful analytical tool. A customer-
specific model will use specific account information, including the
performance to be modeled, in order to develop the model. These
customer-specific models are typically more effective because
they are built on the same general population that a
customer can expect to serve. Your solutions provider can help
you build and test new predictive models, and provide you with
technology for easily deploying these new models within your
automated risk-decisioning process. The ability to test and deploy
new models more quickly is another key element to improving the
timeliness of your change management.
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Effective Account Management Solutions

The following are components, features and capabilities that form
part of a Best Practices Account Management solution:

The role of technology is to streamline and accelerate the process
of applying lessons learned into your production environment.
With these tools, you can more accurately segment your portfolio,
and automate the application of new credit strategies to reflect
changing market conditions and organization strategies.

Finally, since the implications of the above items are information
technology centric, sound principles should be used in selecting a
flexible solution. These principles include evaluation of scalability,
modularity, support costs, operations, infrastructure impact, and
the ability to enhance and complement existing solutions. 

Summary

Though increasingly sophisticated technology and data solutions
are available to manage risk, many financial institutions have been
slow to make use of these new resources. The pressures of our
new economy require utilizing the latest data, analytics and
technology to effectively reduce risk.  Any size institution can
benefit from accessing the latest data sources and analytics to
gain deeper insight into the borrower’s capacity to pay.

While technology plays a critical role in risk management,
technology alone will not win the battle for reduced risk and
increased profitability. Systems and software must be coupled
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Activity Benefit

Automated
segmentation

Accurate segmentation allows for early spotting of
trends and more effective judgmental review

Credit bureau refresh Accessing new and differentiated data sources allows
greater visibility and improved segmentation of risk

Change control (BRMS) Easily update credit policies or business rules to react
quickly to changing market conditions

Champion-Challenger Test new policy strategies on a small portion of live
transactions to evaluate the effectiveness of new
business rules

Reporting Spot emerging trends more quickly within your portfolio,
and visually view results of Champion-Challenger testing

Link multiple records
for a 360-degree view
of consumers

Accurately manage all consumer and household product
relationships across the portfolio

What-if analysis Strategy testing in an off-line (archived) environment
to evaluate what would have happened using new
business rules



with time-tested, best practices to effectively protect your
portfolio. In addition to helping lenders select and implement
appropriate technologies, a superior solutions provider will help
you to incorporate risk management best practices into your
overall workflow processes. An effective solutions provider offers
expertise in tools and insight into best practices to allow users to
apply their own expertise in effectively managing risk within their
own portfolio. 

Equifax offers the data, analytics, technology and professional
services that lenders need to upgrade their account-management
processes to the next-generation solutions outlined in this paper.

For more information on Equifax solutions, please call
(888) 987-1687 – ext. 5, or visit www.equifax.com/consumer/risk
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