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1. BRIEF LITERATURE OVERVIEW

•Importance of profit scoring: Andreeva et al. 2007 ; Oliver and Wells 2001; Keeney 
and Oliver 2005; Finlay 2008; Ma et al. 2009; Thomas 2009

•Use of absolute measures in profit scoring: Stepanova and Thomas 2001; 
Verstraeten and Van den Poel 2004; Seow and Thomas 2006; Andreeva et al. 
2007; Banasik and Crook 2009; Ma et al. 2009; Finlay 2010; Lieli and White 2010. 
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2. THE DATA SET

 

Observation period: 30 
months

T-test for means equality between cohorts 1 and 15

N=35,565 customers

(47,955 purchases)
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3. SUGGESTED MEASURES
PER CUSTOMER

CUMULATIVE                                                   AVERAGES
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2.Coverage against default

3.Percentage coverage against default

1.Cumulative variable contribution

6.Average return on assets

5.Average profit

4. Average variable contribution

Where t=time in months
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4. PROFITS vs. RETURN MEASURES: 
CUSTOMER LEVEL

RESULTS from Spearman correlation test and Chi-Square test
(based on customers’ ranks according to each of 6 me asures)

•Cumulative measures are less correlated than average measures

•ROAcum and AVROA are less correlated as time goes on. 

•It can be inferred at a 1% S.L. that profit scoring and return scoring yield different 
distributions. 

•Any of the four measures could be equally used to score customers. 
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5. ASSESSING PORTFOLIO RESULTS
5.1 Cumulative profits and returns

T=12 T=24 T=30

EBITcum, non-defaulters EBITcum, defaulters

ROAcum, non-defaulters ROAcum, defaulters
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5. ASSESSING PORTFOLIO RESULTS

RESULTS

•This is a profitable business

•Low dependence and subsidisation 

•Corporate returns are even less concentrated than profits

•Higher values for defaulters

MEASURE T

COMPLETE SAMPLE NON-DEFAULTERS DEFAULTERS

STC VF STC VF STC VF

EBITCUM

12 17.1% 0.3% 16.9% 0.2% 22.4% 3.7%

24 17.1% 0.6% 17.0% 0.6% 26.6% 4.3%

30 16.5% 0.3% 16.4% 0.2% 24.6% 3.8%

AVEBIT

12 17.1% 0.3% 16.8% 0.2% 22.4% 3.7%

24 17.1% 0.6% 16.9% 0.6% 26.6% 4.3%

30 16.5% 0.3% 16.3% 0.2% 24.6% 3.8%

ROACUM

12 9.8% 0.3% 9.4% 0.2% 19.3% 3.7%

24 2.7% 0.6% 2.3% 0.6% 20.4% 4.3%

30 1.9% 0.3% 1.7% 0.2% 17.1% 3.8%

AVROA

12 89.6% 0.4% 90.7% 0.4% 19.3% 3.3%

24 58.5% 1.6% 59.0% 1.5% 24.4% 4.7%

30 69.1% 1.3% 69.6% 1.2% 21.1% 4.0%

STC=Stobachoff coefficient        VF=Vulnerability factor
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6. PROFITS vs. RETURN MEASURES: 
PORTFOLIO LEVEL

PORTFOLIO EBIT PROFITS >   PORTFOLIO EBIT RETURNS 

IMPACT OF USING PROFIT MEASURES ON PORTFOLIO EBITcu m

50 60 70 80 90 95

CUTOFF

EBITcum(12) ROAcum(12) EBITcum(24) ROAcum(24) EBITcum(30) ROAcum(30)

Acceptance rate
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6. PROFITS vs. RETURN MEASURES: 
PORTFOLIO LEVEL

PORTFOLIO ROA RETURNS >    PORTFOLIO ROA PROFITS

IMPACT OF USING RETURN MEASURES ON PORTFOLIO ROAcum

50 60 70 80 90 95

CUTOFF

ROAcum(12) EBITcum(12) ROAcum(24) EBITcum(24) ROAcum(30) EBITcum(30)

Acceptance rate
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6. PROFITS vs. RETURN MEASURES:
PORTFOLIO LEVEL

At t=30:

MARGINAL COVERAGE RETURNS >     MARGINAL COVERAGE PROFITS

OPPORTUNITY COST ANALYSIS (CUMULATIVE MEASURES)

tt COVERAGECOVERAGEt OCOCVERAGEMARGINALCO 21 ++++====

ttt ROACUMEBITCUMCOVERAGE AGEPORTFCOVERAGEPORTFCOVEROC −−−−====1

ttt ROACUMEBITCUMCOVERAGE COVERPORTFOLIOCOVERPORTFOLIOOC %%% −−−−====

ttt acceptrateCOVERAGECOVERAGE cefinalbalanOCOC ××××==== %2
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6. PROFITS vs. RETURN MEASURES:
PORTFOLIO LEVEL

OPPORTUNITY COST ANALYSIS (AVERAGES)

At t=30:

MARGINAL PROFIT RETURNS >     MARGINAL PROFIT PROFITS

tt PROFITPROFITt OCOCOFITMARGINALPR 21 ++++====

ttt AVROAAVEBITPROFIT TPORTFPROFITPORTFPROFIOC −−−−====1

ttt AVROAAVEBITROA OAPORTFOLIOROAPORTFOLIOROC −−−−====2

ttt acceptrateROAPROFIT cefinalbalanOCOC ××××==== 22
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7. MARGINAL COVERAGE OR
MARGINAL PROFITS?

RESULTS

•Cost of enhancing the social scope of the programme

•Role of time to trade-off between marginal coverage  and profit

Acceptance rate range = [min social scope  , max coverage] 
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8. OPPORTUNITY COST OF
DEFAULT SCORING
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8. OPPORTUNITY COST OF
DEFAULT SCORING

Ln(P/(1-P))= α+β1dumINSPR2+ β2dumLOANPR3- β3dumAGE6+ β4dumHOM1
+ β5dumFURN1+ β6dumHARDW1- β7dumACL3))

SIGNIFICANT VARIABLES

•Instalment proportion

•Credit limit usage

•Age

•Type of product

•Approved credit limit (stratum)

*default= 3 missed consecutive payments 

Pr (default)* within 12 months
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8. OPPORTUNITY COST OF 
DEFAULT SCORING

Opportunity cost analysis
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netprofitloss
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OC

HOLDOUT SAMPLE

ACCEPTANCE RATE 52% 60% 61% 65% 66% 89%

PREDICTIVE ACCURACY 0.52 0.60 0.61 0.64 0.66 0.88

52% 60% 61% 65% 66% 89%
EBITCUM12 81 65 60 46 43 11
AVEBIT12 81 65 60 46 43 11
ROACUM12 81 65 60 46 43 11
AVROA12 74 59 54 42 39 10

ACCEPTANCE RATE

OC

RESULTS
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9. CONCLUSIONS

PORTFOLIO EBIT PROFIT   > PORTFOLIO EBIT RETURN

PORTFOLIO ROA RETURN   > PORTFOLIO ROA PROFIT

At t=30:

MARGINAL COVERAGE RETURN   > 
MARGINAL COVERAGE PROFIT 

Customer
level

PROFIT
MEASURES

At t=30:

MARGINAL PROFIT RETURN   > 
MARGINAL PROFIT PROFIT

Portfolio
level

Coverage or Profit?

Acceptance rate range =
[min social scope  , max coverage]

•Dilemma 1: Profits vs. returns

•Dilemma 2: Marginal coverage vs. marginal returns

•Social implications

•Role of time

RETURN 
MEASURES
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