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CREDIT SCORING

Summit Utilities, Inc. contracts with the credit service provider, Online Utility Exchange.  This provider uses a utility sector specific scoring model, the Experian National Risk Model, to generate a score that ranges from 0-1,000.  This score is then converted into a percent value to determine the “Potential Delinquency Risk Percentage.”  Lower scores/percentages of this type are considered better than higher scores/percentages.  For example, if a customer has a score of 844 under the Experian National Risk Model, their Potential Delinquency Risk Percentage would be 84.4%.
Summit Natural Gas of Missouri, Inc. would apply the following criteria in determining whether to require a deposit from a residential customer: 

	
	Experian National Risk Model Score
	Potential Delinquency Risk Percentage

	No Deposit Required
	0-100
	0-10%

	Deposit Required
	101-1,000
	10.1%-100%


No deposit would be required if the Company is unable to obtain a credit rating from Online Utility Exchange and the customers meets any of the following criteria: 

a. Owns or is purchasing a home

b. Is and has been regularly employed on a full time basis for at least 1 year

c. Has a regular source of income

d. Can provide letter of credit 
Should adverse action be taken on an account resulting from the use of their credit score, a score disclosure notice is required to be mailed to the customer under the Dodd-Frank Act.  Attached is a sample of an adverse action letter. 
SAMPLE- Adverse Action Letter
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SAMPLE- Adverse Action Letter (cont.)
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Experian National Risk Model

Experian National Risk Model- Powerful credit risk prediction

The Experian National Risk Model is a powerful, cost-effective tool that can help you determine which accounts are most likely to be profitable and which pose the greatest credit risk. 

Developed with the comprehensive information from the Experian consumer credit database, the Experian National Risk Model is an indispensable tool for creating lending strategies that accomplish your portfolio objectives.

How the National Risk Model predicts account performance

The National Risk Model calculates a numerical score on each Experian Credit Profile report that indicates the likelihood an account will become seriously delinquent in the next 24 months. 

The model arrives at this score by analyzing nearly 70 characteristics that Experian identified as most predictive of future derogatory account performance, based on a comparison of hundreds of thousands of credit reports at an interval of 24 months. 

How the scores are calculated

There are many sources of credit scores. Credit reporting agencies are one source; some companies specialize in developing credit scores for credit grantors; and many credit grantors develop their own computer programs that create credit scores. 

To develop credit score computer programs (also known as credit score models), analysts review hundreds of thousands of credit reports over a period of at least two years. They determine which types of credit information - such as past payments and current balances – reliably project future credit performance.

Studies of credit scores by credit bureaus, score developers, private companies and government agencies confirm that credit scores do their job, which is to predict with extreme accuracy the future credit performance of a consumer.

Designers of credit scoring models review a set of consumers - often over a million - who opened loans at the same time, and determine who paid their loan and who did not. The credit profiles of the consumers who defaulted on the loans are examined to identify common variables they exhibited at the time they applied for the loan. The designers then build statistical models that assign weights to each variable, and these variables are combined to create a credit score. 

Models for specific types of loans, such as auto or home, more closely consider consumer payment statistics related to these loans. Model builders strive to identify the best set of variables from a consumer's past credit history that most effectively predict future credit behavior. 
Source: www.experian.com/catalog_us/models_consumer/nationalrisk.html

 

