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Making the Right Collections Calls
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Traditional behavioral scoring has filled the bill for many years by providing a basis for making decisions
about which delinquent accounts to call. But with millions of dollars in uncollected delinquent dollars, many
financial institutions are supplementing their behavioral scoring approach with action-specific modeling
solutions that predict the response to particular actions — such as sending a letter, making a call, and
placement with an agency — on specific accounts. The most appropriate and profitable action may then be
taken for each account.

The benefits of action-specific modeling include: an improved cure rate, resulting in more dollars collected
along with lower roll rates and fewer chargeoffs; reduced call volume, making better use of collections call
center resources; improved customer retention, by eliminating collections calls to those likely to pay
without a call; and fast return on investment, with payback typically in just a few months.

In the early stages of delinquency, the percent of self-cures (those likely to pay even without a call) can be
30% to 50% or higher. By accurately identifying self-cures, action-specific modeling helps collections
centers focus activity. For late stage delinquency, it can help identify accounts that will not pay unless a
collections agency calls. An early decision to place these accounts externally could mean collecting while
the debtor still has funds available.

Behavioral scoring uses a statistical method to predict the likelihood that an account will make a payment,
reach a later stage of delinquency, or eventually chargeoff. The traditional strategy classifies delinquent
accounts into high-risk, medium -risk, and low-risk categories based on the value of a behavioral score.
Collections call centers focus their efforts on high-risk accounts. As a result, high-risk accounts are called,
while low-risk accounts are not.

However, behavioral scoring is limited. First, it does not identify which accounts will respond to a call and
which will not. Models are developed on an average set of actions without considering which actions are
effective on a particular account. Second, traditional behavioral scoring uses a group-based approach. All
accounts in a high-risk group are assigned a specific action, such as a phone call, while all accounts in a
low-risk group are assigned another action, such as no call. The collections call center misses the
opportunity to call low-risk accounts that need agent assistance to pay, while needlessly calling those who
will pay without a call or those who will not pay no matter what actions are taken. These inefficiencies limit
the amount that can be collected, and waste call center resources.

Action-specific modeling, on the other hand, allows collections call centers to see the whole picture by
predicting the response to collections actions on each account. Both self-cures and non-cures are
identified, so resources can be directed to responsive accounts.

Action-specific models are built using the creditor’s data, such as:

» Account master file: delinquency history, geography, time on file, balance
* Relationship: breadth and depth of relationship

« Collections activity: payment history, calls, promises, broken promises.

Models that predict the outcomes of certain actions are developed using an experiment to eliminate the
bias in data. Each action (call vs. don't call; low intensity calls vs. high intensity calls; settlement offer vs.
agency; active skip trace effort vs. letter) is applied to a random sample of accounts, and the responses
are tracked over the performance period. Since the samples are random, the models can be applied to

accounts across the population.
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Action-specific modeling software continually captures new and updated data. Periodic experiments and
model rebuilding ensure that changes in the portfolio are captured and new predictive characteristics are
included.

Through this ongoing process, collections call centers can continually test new actions and new
populations to refine and enhance their strategies and resource allocations. n
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