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Importance of collections management

U.S Banks charged off $ 9.2 billion in bad loans in
the second quarter of 2007, a growth of $ 3.1 billion
over the same period in 2006. If this is any
indication of the enormity of the issue of bad debts
in the Banking system, it also throws light on the
crying need for a strong collections management
system and the magnanimity of its role in
reducing Bank NPAs.

The US Collections Industry is a $15 billion dollar
industry, today. Making collections and recovery
management an important component of the
consumer financial services industry employing
several thousand professionals, directly and
indirectly. It also benefits the economy by
recovering billions of dollars in delinquent debt,
which in turn, affects the pricing and availability of
consumer credit in the market - leading to reduced
consumer prices and increased purchasing power.

With bottom-line results becoming increasingly
important in the highly competitive consumer
financial services industry, as well as the growing
volumes of consumer collections, there is a lot of
emphasis on lowering costs and increasing the
efficiency of the collections management process.
A well-managed and streamlined collections
management process is extremely critical for
establishing successful consumer financial
services practice.

Technology and consumer collections
management

While the key tactics to collect debt have not
changed in the recent years, the technology being
employed, certainly has.The industry has come a
long way from the ‘paper records, typewriters and
telephone’ days. Over the years, the industry has
moved from ‘no models’ to ‘predictive models’ to
the ‘decision models’ in use today. Time is of
primary importance in initiating collections and
the need for automated Technology that provides
speed with efficiency can’t be stressed upon
enough.

Consumers today want the freedom to select the
mode, channels, frequency and timing for their
payments. In light of this, many consumers are
turning towards electronic payment channels,
such as credit and debit cards for debt settlement,
which provide greater control.

In order to keep up with the changing trend of
consumers using modern, technologically
advanced modes of payment to suit their
convenience, the collections industry has upped
its pace of upgradation.There’s a large technology
industry supporting the collections business.

Technology trends

The latest collection systems integrate the
consumer’s accounts, key contact data, response
to earlier recovery attempts and other key
information. The industry also uses advanced
tools to actively pursue, follow-up and collect
funds. These integrated systems consolidate a
customer's A/R activity, provide up-to-date
information and empower collectors by
streamlining the entire collections process,
leading to an integrated, efficient and effective
collections environment. Some knowledge-based
technology software can also guide collectors
through  pre-determined collection scripts,
resulting in precise outcomes, depending on the
case.

The industry now also has use of better account
sorting technologies like predictive dialers, and
interactive voice solutions, computerization of
collection records and technologies like skip
tracing to make the process more efficient.
Techniques developed to quantify the risk of
borrower default (credit scoring) are now being
applied to evaluate the prospects for successful
collections of individual accounts and the pricing
of entire portfolios.
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Given that collectors are generally able to obtain
payments on only a small fraction of their
delinquent accounts, it is extremely important to
know how to allocate collection resources across
accounts. Thus, the ability to locate a delinquent
borrower and monitor changes in his or her
financial condition three or five years after the
initial default can be extremely valuable.

Some recent technology systems/workflow driven
software also includes online systems that
provide real-time status updates on collection,
and use powerful analytics to effectively control
the debt collection process and provide features
like user controlled parameters, online security,
limited access to specific accounts, and online
help facilities, among other tools to execute the
process. In fact, it even enables collectors to
create customized approach strategies for
debtors. Such technology provides the industry
with tools which make the collection process
faster, provides key management personnel with
strategic information and thus enables them to
make better informed decisions.

Using technology to optimise collections
strategy

Technology makes it possible to improve the
collections management process by monitoring
customer behavior, providing collection trends
and analysis and receiving feedback on a 24x7
basis. But, automation alone cannot ensure
efficiency and improvement in processes — you
need to implement it by optimizing technology
with incorporating the right strategies.

After all, Collections Management is about
converting outstanding amounts into cash, as fast
as possible. And, this is done in the most optimum
manner by leveraging the combination of
technology and strategy, which can provide
benefits like:

¢ Increased Visibility for the management,
enabling pro-active decisions making,
while improving reporting and predicting
volume and cycle times

¢ |Improved Systems can capture system
weaknesses, facilitate root cause analysis
and improve accuracy and enhance
organizational efficiency. It also allows

account assignment allocation to specific
collectors based on the type of customers
(high risk, low risk, medium risk, likely to
pay etc.) and the stage of the account
(follow up round 1, follow up round 2,
repeat follow up etc.).

Technologies being used

Skip tracing - Locating a current address or phone
number of accounts of a consumer.

Predictive dialers - The dialers are effective in
placing thousands of calls quickly. But, in a
number of cases when placing calls the
percentage of ‘left message’ situation was still
very high sometimes, as high as 80% (unverified
data). Even though the duration of these calls
were short they represent a large amount of time.
Thus, it is not 100% effective.

Interactive messaging solutions - This led to the
opportunity of using interactive voice messaging
solutions which are considered more cost
effective. Some of these solutions use
text-to-speech technology which deliver
personalized messages to the debtor and even
connect the debtor to call center personnel, if
required. This solution is effective even in a ‘left
message’ situation.

Evolution of technology in the collections
management process:

e 1960’s: Use of paper records, typewriters,
telephones etc.

e 1970’s: Advent of affordable long distance
services for the telephone permitted
collection over greater distances at a
lower cost

e 1990’s: Use of computers

e Post 2003: Automated dialers - A computer
dials the numbers of delinquent
consumers (more rapidly than humans
can) and routes the calls that are answered
to collectors organized into a call center.
Significantly increasing the number of
consumer contacts a collector can make
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e Over a period of time, collection systems
have become more and more
sophisticated e.g. the latest generation
machines are called predicative dialers.
Computers determine the number of calls
to make based on the time of day, the
number of collectors logged on to the
system, and variations in their average
time speaking with consumers

Consumer collections automation

The various technologies used for the collections
management process are clubbed under the term
Consumer Collections Automation (CCA). CCA
solutions help companies with large customer
base streamline the outstanding debt process by
collating information from diverse sources,

Application
Processing

Risk
Management

Analytical Tools

Collections

Case Resolution Workilow

Communications

Protocol

allowing for powerful analytics, and providing reso-
lution methodologies and actions according to each
individual. The emergence and growth of electronic
payment systems has made CCA an important com-
ponent of the collections process.

CCA solutions address various technology needs of
the companies involved in the recovery of debts,
including analysis of consumer risk, early identifica-
tion of fraud, IVR/VMS technologies, and effective
case resolution by maximizing the amount collected.
Broadly, the CCA universe consists of application
processing, risk management, collections workflow,
communications protocol, case resolution and
analytical tools.

Application Processing

This component evaluates consumer’s credit capac-
ity by mining and collating information from differ-
entinternal and external sources. The final score that
is generated helps in identifying the potential credit
risk, which could be used to accept or reject the loan
application.

Risk management

Early identification of bad debt can help increase the
chances of collecting the overdue revenues. This
needs to be done by regular monitoring of billing
statements, comparing customer profiles and
payment records to get greater visibility on the
repayment capabilities of the customer. This is also
instrumental in early fraud detection.

Collections workflow

This component helps create sophisticated decision
trees that can be applied to specific accounts based
on risk, account profile and payment track record.
The system works on a pre-defined set of rules that
can be used by the collections team across each
account.

Communications protocol

Usage of automated web-channels and other com-
munication protocols helps minimize the involve-
ment of collections agents at the call centers. Using
sophisticated technologies, such as IVR and VMS,
companies can automate outbound messaging.
New technologies also provide for inbound messag-
ing capabilities that help in case resolution without
agent intervention.
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