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A Prescription for

Debt Recovery Management Abstract

ABSTRACT

Debt recovery and collections managers are always looking for less costly and more efficient ways of
collectingonbad debt . This is especially bidgedand i 1 t oda:

pressures from restructuring. This paper reviews six debt recovery management best practices that ensure

swift and accurate recuperation of receivables for less operational cost than is usual within a typical

collections process. As well the workflow that enables the application of these best practices is described.

Finalyt hi s paper outlines the features and benefits
management software solution that incorporates the fully automated workflow and best practices

discussed.

The prescription suggested here focuses on the ability to uncover a N d  theSb@ieSH reality along with
the capability to detect, diagnose and action opportunities that center on TIME and MONEY:

1. What are the receivables and all associated carrying costs?

2. How long does a given customer account remain in the collections process and what are the
specifics of the account (payment) behaviour?

3. What is the actual value of the receivables or the net bad debt risk?

4. What is the real operational cost to actively collect on a customer?

In conclusion the FORCEE prescription enables knowledge acquisition around these critical questions
ensuring accurate account segmentation for optimum recovery of receivables and account management.
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A Prescription for
Debt Recovery Management Introduction

CURRENT STATE OF DEBT RECOVERY AND COLLECTIONS MANAGEMENT

While some companies have moved to more customer-centric billing platforms, many still operate on
legacy, product based billing systems. Those companies that have switched over to a single bill platform
have yet to align their legacy debt recovery systems with their new billing platforms. Conducting debt
recovery and collections operations is labour-intensive and costly enough without adding restructuring
pressures. As well, increasing write-offs, delinquencies and bankrupicies place debt recovery and
collections managers under ever more scrutiny as they continue to protect their companies from risk and
minimize loss.

Constrained by decreasing budgets, debt recovery and collections managers need strategies and tools to
better understand their business - including deeper insight info customer payment behaviours - so as to
target collections activities more precisely for improved bad debt mitigation and contribution to bottom
line results. They expect to achieve this while reducing operating costs and increasing overall efficiency.

Recent figures from the research firm Chartwell Inc. in its report Credit and Collections in the Ultility Industry
200dhi ghlights the escalating 6net bad debtd pro
that in North Americatodayd net bad debt & i s uwollecedrévéheftomUSS 1. 6
electricity and natural gas sales.

b
b

A SeeWind Design survey of major telecom players indicates that the ratio of Bad Debt to Revenue hovers
around the 3-4% mark.

The bad debt situation can be exacerbated during periods of change, either from external factors such as
economic downturn or market restructuring or from internal factors such as revamping customer services.
Companies can be swamped dealing with new transaction processes and exceptions and are often
unwilling to take a vigorous collections approach towards customers until their organizations have adapted
to the new business models. These situations can be ideal opportunities to employ Debt Recovery and
Collections Best Practices for maximum value.

In order for companies to address their bad debt risk they must focus on the Best Practices for Debt
Recovery using the following fundamental principles:

0TI MEO
Financial Model = age that the debt is outstanding and associated carrying costs,
Customer Experience Model = time customer remains in the collection process (payment behaviour).

0 MONEYO
Financial Model = value of debt outstanding, bad debt risk
Customer Experience Model = the operational cost to actively collect on a customer.

A description of these Operational Best Practices follows in the next section.
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A Prescription for
Debt Recovery Management Best Practices

BEST PRACTICES FOR BETTER DEBT RECOVERY

Determining how best to reduce the amount of accounts receivable within a specified time period is the
single most important challenge facing debt recovery and collections managers today. They are keen to
improve their day to day understanding of changes within their aged arrears portfolio and the time and
operational costs required to recover this money. They recognize value in designing and implementing
collections activities that require less resource dollars and are targeted towards the operational investment
most likely to net results.

In the past, predictive /interactive dialers have been used often without the desired payback. With
advanced technologies, it is possible to create dialer-based events with customized messaging that allows
managers to target a specified group of customers and get the desired outcome.

To address this challenge successfully, debt recovery and collections managers need to acquire better
predictive tools that facilitate these six best practices:

Use your understanding of customer payment behaviour to direct how you set up collection events
Segment your customer base to support customized collections activities

Use daily analysis techniques to support customized collections activities

Take advantage of low cost options for augmenting customer contact

Match treatment to a dynamic customer profile

Customize treatment for the optimum time

Too Too Too T Too o

Once these elements are incorporated into collections activities, the end result is a more robust end-to-end

process. With the utilization of context driven, predictive case-based analysis, debt recovery and

collections managers can gain, in a very short time, new insights into how to develop cost-effective business
modeling for debtrecovery/ c 0l | ecti ons management . Thi d9MEG nc | uc
andONEY® whi ch will enabl e the growt h oofeffestivelyw and
and efficiently minimize bad debt risk.

Customer Payment Behaviour Dynamics

Understanding when and under what conditions a given
AVERAGE COST OF TREATMENT customer is likely to pay is critical to the development of
collection activities that encourage sustained payment of
730.00 overdue accounts. lIronically, this is the information that is
often not available to the collection manager either due to
system limitations or because development and maintenance
of a behavioural predictive-model is highly manual and time-

$ 1 consuming.
75.00 TRUCK ROLL . .
. Tracking customer payment behaviour over the course of
B AGENT
several months to a year allows the debt recovery and
B FORCE

collections manager to get a handle on which collection
treatments result in the desired payment behaviours and

T 0.75

which have no effect.

Understanding the average cost of treatmente na bl es an organi zation to mal
around collection tactics.
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Debt Recovery Management Best Practices

Applying Customer Segmentation

Defining customer account populations solely on the base variables of MONEY® Dollars Sales Outstanding
($SO) and TIMEOS Days Sales Outstanding (DSO) is the simplest and most effective approach to customer
segmentation.

$SO is the total amount owing of any individual account or

( ) group of accounts. DSO is the total number of outstanding

days of any amount owing. Using these variables to
determine totals for specific segments by setting thresholds
(highs and lows) across both axes ($SO X DSO) is the first
step towards discovering areas of opportunity for debt
recovery.

MONEY
~~~
NS\

TIME

Access to Ne ar - Time Analysis

Debt recovery and collections managers who have the capability to view their business on a day by day
basis have a distinct advantage. They know what amounts are owed for a given account segment as these
accounts move through the collections process. They can determine exactly how much can be recovered for
the lowest cost, i.e. treat a specific group of accounts at the beginning of the collections cycle before the
operational cost accrues. By reducing the number of accounts that move on to the next stage in the
process, managers save money while increasing their recovery rate.

Early Detection Treatment - no analysis

00|C
OO C
® SO

TIME

a near-real-time or next day basis allows
managers to validate effectiveness
55% immediately and make any changes

YalVa
N’

) As well, access to treatment results on either

MONEY
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A Prescription for
Debt Recovery Management Best Practices

Low Cost Augmentation of Customer Contact Opportunities

Every debt recovery and collectionsmanager wants to O6touchd® customer
amount owed is substantial and carries over from month to month with no depreciable change. Every

6t ouc hod ;aiesbblécing datlolkeap c&ts low and predictable while increasing rate of debt

recovery and the dollar value of that recovery.

Automated ‘Touch’

d l’\'\essage 9?

Risk DSO $SO Risk DSO $SO

Pre-qualification for Dialer Message ~ Conditioning for Agent Transfer
Interactive dialing technology with Text 0 to - Speech message functionality provides a personal touch
while keeping costs down. Managers can increase the number of contacts

made by low cost dialers and use additional resource dollars to recover chronic accounts, i.e. transfer those
customers to customer representatives or an IVR in order to put a payment arrangement in place.

Matching Treatmentto Customer Profile

Customer Appropriate Message

at the Right Time
Managers who base treatment on the knowledge gained by tracking

g P customer payment behaviour, and who use primarily $SO and DSO
- @ ( ) ( ) to segment their account populations and then apply additional
- business rules as required to refine targeting achieve the best results
: ' ' at influencing future payment behaviour.
() () Subsequent analysis from previous day results further enables
(") () managers to more accurately match treatment to customer profile.

| TIME >

MONEY
4 \
N’

"’/
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A Prescription for
Debt Recovery Management Best Practices

Customized Treatment at the Optimum Time

One aspect of customized treatment that increases debt recovery with minimum resource expenditure is to
keep priority accounts ACTIVE until they are contacted.

Rolling over non-contacted accounts to next day or subsequent days enables LIVE customer contact. This is
especially important for those chronic customers who require additional support from a customer
representative to guarantee payment.

Call Roll-Over: Automated LIVE Routing

A variation of rolling over accounts is the practice of

contact persistence when a technical problem or
DAY 1 resource constraint on a given day disallows the
completion of treatment, i.e. a specific call event.
ACTIVE Accounts where a contact was not made are
6 i | ofitactgsihdids. uedd unt i |
NON-CONTACT °oPersistentlio
DAY; — SUBSEQUENT DAY
4 DIAL LIST

The next section describes a 3 stage workflow that incorporates all six best practices of debt recovery and
collections management.
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A Prescription for
Debt Recovery Management

A Three-in-One Workflow

DEBT RECOVERY MANAGEMENT: A THREE T INT ONE WORKFLOW

There are three basic continuums required to form a robust, recombinant debt recovery visible
workflow:

1. Business Diagnostics
2. Campaign Management
3. Event Management

VISIBILITY OF FLOW

\e PanE‘S to One pa

@\\)\"‘ ey

ot

e Re
T ea" Single SU/[S
T Navigator
((RGEMER
& s - &
Gk

Each of these is dependent on
the other; results tabled from
campaigns and related events
update the business data
through a SINGLE
NAVIGATOR, providing
information that is current and
therefore vital to enable
timely covergence of data
culminating in evidence-based
decision-making, ultimately for
less overall operational cost.

CCEL
ER W\
ATIoN o ACTIVITIES COMPRESSE® 2

1. Business Diagnostics

Within this stage, MONEY ($SO) and TIME (DSO) segmentation
parameters are developed, modified as required and implemented.
Business rules define the assignment of specific customers, i.e., account
data received from the Customer Information System (CIS) to specific
segment clusters, e.g. Credit Rating and then subsequently to more
complex segments, e.g. Credit Rating X $SO X DSO X geographic
location.

The BusinessDi agnostic workfl ow uses
0classifyd methodol ogy t hat a
assess (categorize) status changes within individual accounts (or data
pertaining to new accounts that have just moved from billing to
collections) and then assigns (classifies) each account to a specific
segment cluster.

Typically, segmentation is based on, but not limited to, Days Sales
Outstanding (DSO) elapsed time, balance outstanding and growth
($S0), risk assessment and other customer specific information. This
diagnostic workflow is continuous and re-enacted each day as
account data is received from the CIS; data used for analysis is
updated and current.

Business diagnostics can be applied to the entire enterprise,

individual products and business units or groups of products and business units.

Copyright © 2005 SeeWind Design Corporation. All rights reserved.
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A Prescription for
Debt Recovery Management A Three-in-One Workflow

2. Campaign Management

The Campaign Management workflow takes customer-segmented data and then applies the
specified parameters or business rules that define the campaign. The campaign parameters that
are typically applied to a targeted segment include: DSO elapsed time, balance outstanding and
growth, risk assessment and any customer specific information from CIS identified by the campaign
management team.

The Campaign Management flow followsa O Ti me/ Money Bal antteed6 strategy
development and growth of cost effective debt recovery campaigns. This strategy is driven by

flexible DSO thresholds portioned by 30/60/90 day intervals or other increments critical for the

collections cycle. It is this flexibility that is the leading attribute of a cost effective debt recovery

program.

Balance outstanding data is categorized

-
11

into similar thresholds specific to each

customer segment to further support I

effective decision-making for customer ‘

treatments and collections activity in the I :| —i

Event Management workflow, ultimately

minimizing the age of the outstanding I H:
debt. Also in the Event Management

workflow additional business rules are .

applied to the event, e.g. a dialer call, to Segment Flow. Time Events
ensure the event follows specific policies

and procedures that may be required.

The final action or treatment is selected ACTI O N

from a library of events, e.g. possible

contacts could include calls, letters or

email messages and applied to the targeted segment along a pre-determined campaign flow
across a given timeline, e.g. the collections process or specified DSO intervals.
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A Prescription for
Debt Recovery Management A Three-in-One Workflow

3. Event Management

The Event Management workflow allows events to be defined using specific dialing and/or contact
parameters. The creation of effective messaging and call flow patterns occurs through this
workflow process. At this stage, business rules match defined campaigns with detailed instructions
that automatically transmit specific dial or contact parameters for a specific event to a Contact
Manager, which could include an interactive dialer, a printer, a server or some other component,
for execution.

The end-to-end logical workflow of these three components is depicted in the diagram below.

DEBT RECOVERY MANAGEMENT - A 3 IN 1 WORKFLOW

( 3

_€d
IS

BUSINESS CAMPAIGN
A < MANAGEMENT

GEETT U GRS e

CLIENT

Client information or customer account data is used within the workflow environment to provide
business diagnostics. The debt recovery manager applies business rules through campaign
management and event management so that debt recovery activities can be optimized for specific
payment behaviour outcomes. All impacts to the customer account are stored in CIS by agents or
others and this updated information is transferred daily into the workflow environment.

A major benefit of this workflow is the intersection of 3 previously distinct process loops O
collections and debt recovery cycle, campaign and event cycle and the customer payment cycle.
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Debt Recovery Management A Solution that Delivers Results

A SOLUTION THAT DELIVERS RESULTS

Few Debt Recovery and Collections solution providers offer a holistic solution to provide a context

driven analytical tool set that customizes and managesc | i ent s® col | ecti ons pr oce
the clie N terthsSfor providing service to their end customers. Clients are in need of an end-to-end

tool set, which provides results the next day so that progress can be measured and tracked.

Accounts Receivable move every day; it is a huge asset to have the ability to daily assess this

movement and its associated results so that more effective and efficient collection campaigns can

be executed on the next business day.

FORCEE (Fully Optimized Receivables oasnd Coll ecti
optimization delivers a thin-client, customized, infegrated solution that complements the existing
mainframe Customer Information System.

FORCEE was ¢cheuse beta@epSeeWind DBsign recognized the growing need for
campaign management and predictive analytics software that complemented thick-client Customer
Information Systems. Previously most campaign management software applications were built to
support marketing initiatives.

F O R C EuEthe power to boost the collections process through context - driven analytics, which
allow clients to segment their customer base and effectively target outbound collection campaigns
using sophisticated Text-to-Speech outbound dialers in a hosted or in-house environment. Clients
are able to automate decision-making processes, and obtain feedback results the next business
day. F OR C Ekcbe implemented through ASP-based services that involve very little upfront
cost to fast track installation of the solution within a 2-month time frame. A three to six month
proof of concept is recommended to minimize risk and solidify the business case for adoption by
all stakeholders.

Debt collection tactics can vary depending on a range of criteria such as outstanding debt, days

the debt is outstanding, payment behavior, service type, payment method, payment frequency,
geography, and usage profile. With FORCE™, segmentation helps to differentiate between
customers who are not able to g¢&y/should be handled more sensitively, and customers who are
not willing to payind should be fast-tracked to the appropriate collections process. In this way,
costly debt collection activities can be avoided for small debt amounts.

Risk assessments are re-applied automatically to customers on a regular basis to ensure that any
change in customer payment performance is recognized within the system and the associated
customer risk data is up to date. FORCE™ enables clients to maintain a GOLDEN RECORD of its
accounts in collections, which means that debt recovery and collections managers can change the
collections process for those customers who migrate to lower risk categories through proactive
segmentation to further reduce costs.

Using FORCE™, clients are able to chart the tradeoff between the cost of debt recovery and the
savings from reduced debt. FORCE™ can manage the operational cost to collect. Having
segmented the customer base, customers who are not profitable can be identified and the cost to
collect for those customer types can be managed down to a minimum. To do this, the process costs
are mapped against each segment to provide the overall cost to collect. This identifies the
breakeven point for a particular customer type and, by minimizing or removing costs in the
process; the overall cost to collect can be reduced.

Implementing FORCE™ into the collections process provides businesses with an easy and cost-
effective way to upgrade outbound call performance and ensure consistent daily operations.
FORCE™ simultaneously delivers large volumes of pre-recorded voice messages to any size list of
targeted accounts, through live contact telephone messages, voicemail boxes and other answering
devices. This capability offers rapid, simultaneous delivery of recorded messages to anywhere

Copyright © 2005 SeeWind Design Corporation. All rights reserved. 12
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Debt Recovery Management A Solution that Delivers Results

around the world -- enabling one client to contact thousands of targeted people in the time it
takes to place just one phone call.

Benefits of FOR CE E

The Return on Investment (ROI) for interactive Contact Manager calls is excellent since the cost per

contact is a fraction of the costs associated with contact centres or direct mail collection notices.

Additionally, since the ASP service is available in a hosted environment, FORCE™ can be offered

as a managed service option, which helps clients keep their overhead costs down as well.

I'n addition, after an extended pecwkohsigelt 0of uUsing F
customer response patterns and payment behaviours that allow them to proactively prevent clients

from entering the collection process. Ultimately, a sustained reduction in the percentage of total
customers enter i ng -raachibgbendfils @redicdd bpleretig costsf at us has f
improved recovery of receivables, improved customer satisfaction and bottom-line performance.

ol )

The benefits of TetixtSpeech are clear:

FORCEE can quickly personal i z-lgaseyidounationn&sas ages by ¢
names of people whose accounts are delinquent, amount owing, etc, into speech that is

automatically inserted into the message delivered to ensure Right Party Contact.

The benefits of the analytics are clear:

Data compiled from FORCE™ can help Credit and Collections managers analyze account

populations and determine where the greatest opportunity lies for campaign activity. Analysis of

previous campaigns and call events revealswh i ¢ch accounts should be cont a
customer representative, which accounts should continue to receive outbound campaign events and

at what time of day, and finally which accounts are not recoverable and should be written off.

The begfits of the Interactive Contact Manager are clear:

More effective use of resources

Ability to prioritize accounts within a contact list

Enables completion of treatment for all accounts on a contact list

Identifies all accounts not contacted which ensures continuation for next day treatment or
more immediate action in the case of an emergency through the creation of a dispatch
report

Too Too T I

The benefits of implementing FOREE clear:

In addition, FORCEE serves as an effectiyv
a company06s existing Customer Relationshi
messaging is quite simple, FORCE™ offers an analytic tool that can have a bottom-line impact on

your business.

—
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SEEWIND DESIGN

SeeWind Design Corporation is a consulting firm and a leader in design and deployment of
technology solutions to a variety of industry sectors, including telecommunications, utilities, financial
services and government.

We deliver software-based technology solutions and professional services to enterprise, utility and
government clients. We specialize in the areas of Collections Management Software, Integrated
Telephony Solutions and Customer Support Applications. We are focused on delivering thin-client
integrated solutions that complement existing CIS systems. SeeWind Design has developed its own
proprietary software (FORCEA ) for collections and bad debt optimization. This application was
developed in-house because SeeWind Design recognized the growing need for campaign
management and predictive analytics software that complemented thick-client CIS systems; and
that most campaign management software applications were built to support marketing initiatives.

For more information about our solutions visit us at www.forcecentral.com or contact our Sales and
Marketing team at (416) - 801-7025
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