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Beyond Origination: How Early Warning, Collection Scoring, Roll Rate Modelling,
and Recovery Analytics Transform Portfolio Performance

Introduction
Credit risk management has traditionally focused on a single question:

"Should we lend to this customer?"

Origination scorecards, affordability assessments, bureau data, and application fraud
controls have received significant investment over the past two decades. Yet many
lenders continue to overlook a major source of value hidden within their existing
portfolios.

Once a loan has been booked, risk management does not stop. In many respects, itis
only beginning.

Economic uncertainty, inflationary pressures, changing customer behaviour, and rising
funding costs have increased pressure on lenders to manage portfolios more effectively.
As net interest margins tighten and impairment costs increase, organisations can no
longer afford reactive approaches to collections and recoveries.

The lenders that consistently outperform their peers are increasingly deploying
analytics across the entire customer lifecycle:

¢ Early Warning Models

* Behavioural Scoring

¢ Roll Rate Models

¢ Collection Scoring

e Champion-Challenger Strategies
¢ Recovery Models
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Together, these capabilities create a proactive framework that helps lenders reduce
delinquency migration, lower NPLs, improve collections efficiency, and maximise
recoveries.

The financial impact can be substantial.

Well-designed analytical frameworks have demonstrated the ability to reduce roll rates
into worsening delinquency buckets by up to 20% while delivering improvements in NPL
performance of approximately 10%.

This article explores how these techniques work and why they have become essential
components of modern portfolio management.

The Hidden Cost of Delinquency Migration

Many organisations focus heavily on default rates while paying insufficient attention to
how accounts progress toward default.

This is a critical mistake.
Default rarely occurs suddenly.
Customers typically migrate through a sequence of delinquency stages:

Current~> 30 DPD > 60 DPD ~» 90 DPD - Default
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Each transition represents increasing risk, increasing collection costs, and declining
recovery prospects.

The economic consequences are significant.

As accounts migrate into later-stage delinquency:

¢ Collection costs increase

e Customer engagement declines
* Recovery rates deteriorate

¢ Capital requirements increase

* Impairment provisions rise

The cheapest default is always the one that never occurs.

Preventing deterioration is generally more valuable than improving recoveries after
default has already occurred.

This is where early warning and roll rate analytics become powerful.

Early Warning Systems: Detecting Risk Before Delinquency
Traditional collections processes often begin after a payment has been missed.

By then, opportunities have already been lost.
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Early warning models seek to identify customers exhibiting signs of financial stress
before delinquency occurs.

These models analyse a wide range of information including:

¢ Transaction behaviour

* Bureau trends

* Open Banking data

e Utilisation patterns

¢ Payment behaviour

¢ Income volatility

¢ Account activity indicators

The objective is simple:

Identify emerging risk while intervention remains relatively inexpensive and highly
effective.

Examples of early warning indicators may include:

¢ Increasing credit utilisation

¢ Declining account balances

* Reduced income deposits

* Increased borrowing elsewhere
* Changes in payment behaviour
* Rising indebtedness
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Early intervention can then be initiated through:

¢ Customer engagement

¢ Payment reminders

* Restructuring options

* Hardship programmes

¢ Alternative repayment plans

This benefits both lenders and customers.

The lender reduces losses while the customer receives support before financial
difficulties escalate.

Behavioural Scoring: Understanding Portfolio Risk Dynamics

Unlike application scorecards, behavioural scorecards assess customers based on
their ongoing behaviour after booking.

These models continuously evaluate changing risk profiles throughout the customer
lifecycle.

Behavioural scoring provides insights into:

¢ Probability of future delinquency

* Changes in risk profile

¢ Exposure management opportunities
e Customer treatment strategies
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Because behavioural data reflects actual customer performance, these models
frequently outperform application scorecards when predicting near-term risk.

Behavioural scores often become a foundational component of both early warning and
collection scoring frameworks.

Roll Rate Modelling: Predicting Delinquency Migration

Roll rate models represent one of the most valuable yet underutilised tools available to
lenders.
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Rather than predicting default directly, these models predict movement between
delinquency states.

Examples include:

e Current to 30 DPD
¢ 30 DPD to 60 DPD
* 60 DPD to 90 DPD
¢ 90 DPD to Default

This provides significantly greater operational value than simply identifying high-risk
customers.

Collections teams can focus specifically on accounts most likely to deteriorate during
the next cycle.

The resulting benefits include:

* More efficient resource allocation
e Earlier intervention

¢ Reduced collections costs

* Improved customer outcomes

e Lower NPL formation

The impact of reducing roll rates is often underestimated.

A relatively small reduction in migration rates can produce substantial improvements in
portfolio profitability because losses compound as accounts move through
delinquency stages.
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In many portfolios, reductions of up to 20% in movement into worse delinquency
buckets have been achieved through targeted analytical interventions.

Collection Scoring: Directing Resources Where They Matter
Many collections operations still rely heavily on static segmentation and business rules.
This creates several problems.

Some customers receive excessive collections activity despite being likely to self-cure.

Others receive insufficient attention despite being at high risk of deterioration.
Collection scoring addresses this challenge.

These models predict outcomes such as:

* Probability of self-cure

* Probability of repayment

¢ Likelihood of customer contact

¢ Expected recovery value

¢ Expected treatment effectiveness

The result is more intelligent collections prioritisation.
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Instead of treating all delinquent accounts equally, organisations can deploy resources
where they generate maximum financial return.

This improves both operational efficiency and customer experience.
Champion-Challenger Frameworks: Creating Continuous Improvement
A model alone does not deliver value.

Value emerges when analytical insights drive action.

Champion-challenger frameworks enable lenders to continuously test and refine
collection strategies.

Potential areas for experimentation include:

e Contact frequency

e Communication channels

e SMS versus telephone approaches
* Payment arrangements

e Settlement strategies

* Restructuring programmes

The objective is not simply to predict outcomes but to discover which interventions
produce the best results.

Over time, winning strategies become champions while new challengers continue to be
tested.
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This creates a self-improving collections environment driven by evidence rather than
assumptions.

Recovery Modelling: Maximising Value After Default
Despite best efforts, some customers will ultimately default.

Recovery modelling helps organisations maximise value from these accounts.

These models estimate:

¢ Probability of recovery

e Expected recovery amount
* Recovery timing

¢ Cost-to-collect

e Litigation suitability

¢ Portfolio sale suitability

This information supports strategic decision-making.
High-value accounts may justify intensive recovery efforts.

Low-value accounts may be better suited for early sale or alternative treatment
strategies.

The result is improved capital efficiency and stronger recovery performance.
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Building an Integrated Analytics Ecosystem

The greatest value emerges when lenders integrate multiple analytical capabilities
rather than treating them as isolated tools.

An integrated framework may include:

Early Warning Models
N

Behavioural Scores
¢

Roll Rate Models
N

Collection Scores
¢

Champion-Challenger Strategies
v

Recovery Models

This creates a continuous decisioning ecosystem spanning the entire customer
lifecycle.

Every stage informs the next.
Every intervention becomes measurable.

Every decision becomes data driven.
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The Commercial Impact

For lenders operating in increasingly competitive environments, these capabilities are
no longer optional.

They represent core strategic infrastructure.

The benefits include:

v Lower delinquency migration

v Up to 20% reduction in roll rates into worsening delinquency buckets
v Approximately 10% improvement in NPL performance

v Reduced collections costs

v Improved resource allocation

v Better customer outcomes

v Stronger capital efficiency

v Enhanced profitability

The organisations adopting these approaches are increasingly separating themselves
from competitors still relying on static segmentation and manual processes.
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Conclusion

The future of credit risk management extends far beyond origination.

The greatest opportunities often lie within existing portfolios rather than new lending.
Early warning systems identify emerging problems before payments are missed.
Behavioural scoring monitors changing customer risk.

Roll rate models predict deterioration.

Collection scoring optimises interventions.

Champion-challenger frameworks continuously improve performance.

Recovery models maximise value when default occurs.

Together, these capabilities transform collections and recoveries from reactive
operational functions into strategic drivers of profitability.
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In an environment characterised by rising NPLs, tighter margins, and increasing
regulatory scrutiny, lenders that embrace portfolio analytics will be best positioned to
protect profitability, improve customer outcomes, and achieve sustainable growth.

The question is no longer whether lenders should adopt these techniques.

The question is whether they can afford not to.
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