Equipment Finance Credit Risk Modeling
A Case Study in Creative Model Development & Nimble Data Engineering
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Channel Partners Capital

Here foday from Channel's Risk Analytics & Decision Sciences (RADS)-@bthree from the SDSU
Math/Staftistics graduate program

 Ed Krueger — with Channel since 2018

 Landon Thompson — with Channelsince 2020

* Josh Moore — with Channelsince 2021 & first of the Channel internship program
* Currently at SDSU finishing his MS in Statistics

» Currently searching for candidates — 2 open paid internships, summer 2022

A little about Channel
e FEstablished in 2009

e Smallbusiness lender
« Equipment Finance & Working Capital;, $10,0008250,000

 Headquarters in Minnetonka, MN
» Brookings office location at Brookings Innovation Center currently being furnished

CHANNEL



Channel Credit Risk Scoring

Current Model Versions

* Working Capital — version 4.0
» 3-model ensemble

* Equipment Finance — version 1.4
« 8-model ensemble

* Smple interpretation — like FICO
» 3-digit scores
» Higher scores are less risky

 Targetmg probability of default
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Equipment Finance Model

Launch &

C Collaborated with third\ Obse rve f- Business feedback & )
party providers to data engineering
construct proxy data for * Scorecard version 1 enabled our nimbleness
modeling launched with the and iterative approach

equipment finance to model enhancement
business unit in August throughout 2021
2020

W Building the
Dataset

N

Description of the problem
 Wanted to launch an equipment finance product at Channel—with a model driven approach to pricing
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ROC Performance Benchmarks
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—— CPEF vipt4 (AUC = 0.8417, Gini Index = 0.6834)

— FICO Score (AUC = 0.6687, Gini Index = 0.3374)

— CPEF v1pt0 (AUC = 0.763, Gini Index = 0.526)

PayNet Masterscore (AUC = 0.7066, Gini Index = 0.4132)
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Data Engineering — Building the Pipeline

Analytics Work
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_ Transform Load
saL " Third Party Dlata *  Flatten JSON - 4k+ columns * SQL Server limitations on
QL server Account Level Data * Join between sources column width
\___ *  De-duplication »  fstfile type compresses
Sources files to save space

Deliver
*  Model Enhancements
*  Ad Hoc Analysis
. Power Bl Reporting
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Data Pipeline Enabled Solutions

Product Source Variable

. EF @ 1 ' Average Months Since Open Revolving Bankcard Trades Opel

o) O 2 @ Bankruptcy Plus :l

@ wc ' Count of Credit Cards 75%+ Utilized Last 6 Months . .
' Count of Revolving Trades 75%+ Utilized Last 6 Months
' Debt to Income
T =T

~

Broker N (

| 10-4 Financing, LLC |
 1st Commercial Credit, LLC

. 1st Priority Acceptance, LLC

 ABC Leasing & Financing

Bankruptcy Plus

® Count @ Average Variable Value
1.400

Industry

| Automotive

 Care Providers

| Construction (Commercial)
. Construction (Residential)

Deal Size h [Annual

. $100K+ Revenue
| $75K to $100K _ $850,000+
< 875K - <$850,000

~ NA _ NA
AN

Average Variable Value

Time in Business ) [Pricing Tier

| < 5years _ NA

~ 5to 8 years _ Select
. | 8+ years | Tier 1
_ | NA | Tier2

 Tier3 0
D T Al Jan, 2021 Feb, 2021 Mar, 2021 Apr, 2021 May, 2021 Jun, 2021  Jul, 2021 Aug, 2021 Sep, 2021 Oct, 2021 MNov, 2021 Dec, 2021 Jan, 2022




Data Pipeline Enabled Solutions

Variable
' Total Balance on Open Revolving Trades Last 6 Months :l I:
@ Total Inquiries Made Last 3 Months
 Total Inquiries Made Last 3 Months (no dedup) I . .
' Total Number of Bankruptcy Trades
 Total Number of Bankruptcy Trades Last 12 Months
\_ © Tetal Momabar Af Charoaa A Tradae
~

(Broker N\ ( Total Inquiries Made Last 3 Months
| 10-4 Financing, LLC |
 1st Commercial Credit, LLC
st Priority Acceptance, LLC

| ABC Leasing & Financing
\ =

® Count @ Average Variable Value
1,400

[Induslr"y

| Automotive
| Care Providers
| Construction (Commercial)

.| Construction (Residential)
\_—

/Deal Size h /Annual

 $100K+ Revenue

 $75K to $100K  $850,000+

. < §75K < $850,000
_ NA _ NA

o o

Average Variable Value

[ﬁme in Business\ (Pricing Tier

. <5years _ NA

. 5to 8 years ~ Select
| 8+ years  Tier1
I NA  Tier2

 Tier3
L] Tier4 Jan, 2021 Feb, 2021 Mar, 2021 Apr, 2021 May, 2021 Jun, 2021 Jul, 2021 Aug, 2021 Sep, 2021 Oct, 2021 Nov, 2021 Dec, 2021 Jan, 2022




Questions

Summer 2022 paid internships available on Channel's career page!
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