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Introduction

Like many in the industry we read this recent 

statement from Credit Service Association (CSA): 

“The decidedly small, and indeed falling, number of 

complaints relating to debt collection activities, 

particularly against a backdrop of rising complaints 

elsewhere, illustrates the level of commitment 

from CSA members, and other financial services 

creditors, to treating their customers fairly when 

collecting outstanding debts. It also demonstrates 

the effectiveness with which they do so.” 

Is this right? Because of the nature of our industry 

wouldn’t we expect customers complain? Of 

course! We would however expect, given the level 

of commitment of the industry to treating 

customer fairly as noted by the CSA, the number of 

up held complaints to fall. But, not unfortunately, 

the number of outright, both founded and 

unfounded, complaints.  

Following the financial crisis of 2007/8 the UK 

regulators and particularly the Financial Conduct 

Authority (FCA) have sort to put consumers of 

finance at the centre of their regulatory response. 

Arguably, this has had unintended consequences 

for both customers and the collections industry. It 

threatens to further marginalise truly vulnerable 

customers and reduce competition in a collections 

industry increasingly dominated by large 

purchasers.  

Account servicers, large to small, are currently 

unable to fully validate income and expenditure 

(I&E) statements. This provides dishonest 

consumers with the opportunity for falsification. 

This, in addition to other external factors, has 

meant that recovery rates have decreased.   

Increased costs of compliance as well as the I&E 

process itself have further compounded these 

reduced recovery rates leading to a significant 

squeeze in margins. The few remaining smaller 

purchasers and recovery agents which do not have 

the efficiency benefits of larger firms may be 

forced out of the industry.  

Smaller firms currently operating on these tight 

margins do not have the capacity to return to 

customers on longer payment plans and large 

purchases are not incentivised to do so. There is 

the potential for truly vulnerable customers on 

such plans being masked by those that aren’t. 

Truly vulnerable customers are therefore not 

getting the support they need. Those that are not 

vulnerable but have set themselves up on longer 

term payment plans may struggle to get financing, 

e.g. a mortgage, in the future. This has all the 

hallmarks of future miss-selling claims.  

Fortunately, the FCA has recognised this [1] and, as 

detailed in the March 2019 thematic review [2], 

expects firms to make significant improvements in 

how an individual’s vulnerability might affect the 

delivery and suitability of the debt advice given in 

relation to their best interests. This will further 

increase the financial costs of the recovery 

agencies, many of whom are managing a large 

volume of low value payment plans.  

On the current commercial model there is no 

financial incentive for the lower paying payment 

plans to be properly re-assessed. This is because it 

is unlikely that any net increases to the repayment 

rates will off-set the operational costs of re-

assessment for several months. The risk is that the 

lower paying payment plans will be the last to be 

re-assessed. Furthermore, it is unlikely that 

customers on a long-term low value repayment 

plans will not notify the agency when their 

circumstances improve.  

Has the desire for better consumer protection 

without a full consideration of what is financially 

and technologically placed both customers and the 

industry into a position which in the long-term is 

untenable?  

So how did we get here?  
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The state of the (credit) union

Since the 2007/2008 financial crisis the consumer 

credit market has changed significantly. This 

change has been defined by the actions of 

governments and regulators in providing on-going 

support to the UK’s retail banking industry and 

reacting to perceived short falls in regulation that 

pre-dated the crisis.  Within the banking industry 

these changes have been almost universal across 

all business lines with post crisis regulations 

curbing risky behaviour and reacting to demands 

for better conduct. 

Post crisis, the traditional high street banks have 

retreated from subprime lending finding it as 

unfashionable as the term itself. The resulting gap 

in the market has been filled by specialist lenders 

who are utilising technological innovation to 

engage with customers. Challenger banks, also 

adopters of such technology, have entered the 

market responding to the desire of governments 

for increased competition. These new entrants 

have been readily supported by investors 

benefiting from the results of quantitative easing 

seeking higher returns in a low interest rate 

economy.  

Payday lenders have come and gone. High 

servicing costs and charges levied by traditional 

banks granted an opportunity to internet enabled 

payday lenders. They offered short term loans at 

high interest rates that provided a cheaper 

alternative to bank overdrafts for responsible 

customers needing access to short term credit. 

However, many payday lenders allowed loans to 

be rolled rather than requiring outstanding 

balances to be repaid prior to providing further 

credit. This activity and the associated high 

interest rates lead to an outcry and the FCA 

reacted by increasing regulation and introducing a 

pricing cap [3]. As a result, the payday loan market 

shrunk ten-fold from 2013 to 2017 [4]. Observers 

are now concerned that the resulting squeeze on 

credit supply has forced marginalised borrowers to 

go to more unscrupulous lenders [5]. 

In the early 2000’s the political desire [6] to see an 

increase in homeownership, lax mortgage lending 

criteria and flawed securitisation models with 

associated disproportionately favourable credit 

ratings created a “real-estate bubble” in the US 

and UK. This situation was compounded by low 

interest rates which when they were raised to 

control inflation caused the bubble to burst. Banks 

stopped lending to each other as there was no 

clarity on the size of their exposures. Governments 

had to step in to ensure liquidity in the financial 

markets.  

In response, loose financial regulation has become 

significantly tighter. Banks hold more capital 

particularly for credit risk which is surprising given 

that the Crisis was founded on a systemic 

operational risk failure (lax lending, flawed models 

etc) and given that banks have retreated from the 

subprime market. Undeterred, staffing within 

credit risk departments has ballooned supported 

by professional service firms and changes to 

accounting standards. And all this is priced in with 

rates for credit being significantly above the base 

rate! 

Although regulators have failed to fundamentally 

reform operational risk capitalisation bar some 

planed tweaks [7] they have placed significant 

focus on the conduct of lenders. Compliance 

departments have grown accordingly. Subsequent 

regulatory changes have been focused on the best 

interests of the customer throughout their “life” 

with the account holder. The regulatory response 

also extended to post charge-off debt which by 

definition contains a high proportion of individuals 

that are financially vulnerable and require proper 

and fair assessment of their circumstances. This 

further increasing the conduct and operational 

risks associated with managing these portfolios. 

The extended operational requirements and 

responsibilities in managing the conduct risk 

throughout the life of the customers’ account 

meant many UK lenders looked to the debt sale 

model. This is an alternative to the contingency 
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debt collection model which sees recovery agents 

paid on a commission basis to collect debts for 

lenders. Debt sale allows the seller to transfer the 

conduct risk associated with longer term customer 

management to the purchaser, as the new account 

holder. Under contingency debt collection the 

conduct risk is not transferred. The lender remains 

responsible for conduct risk compliance and the 

associated costs of ensuring this, such as the 

auditing of the recovery agent.  

The move to debt sale has transformed the 

collections and recoveries sector. The fall in 

demand for recoveries agents to support lenders 

has been significant. Furthermore, many of the 

larger agencies have been acquired and 

assimilated by debt purchasers. This has given 

purchasers an increase in operational capacity 

needed to service the debt they purchase and 

meet associated regulatory requirements. As a 

result, the debt service sector has consolidated as 

larger firms have benefitted from their economy of 

scale. Smaller recovery agents do exist servicing 

purchasers and/or niche lenders. However, their 

future is uncertain as ensuring continued 

profitability in this tightly regulated sector which 

favours a few dominant players, is a challenge.
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We are all vulnerable

We, albeit indirectly, considered the access of 

customers to credit in the previous section but, 

what of the individuals that have defaulted and 

been charged-off? These consumers are now 

considered by the FCA to be customers of the 

account holder (e.g. debt purchaser). At the point 

that the defaulted account holders become 

“customers” of the account servicer (i.e. debt 

purchaser or recovery agent) they receive a letter 

providing details of the transfer of the debt and 

contact details to arrange payment. Details of debt 

charities are also provided. This is ostensibly the 

mechanism by which the account servicer 

outsources the conduct risk of providing such 

advice.  

Approximately 20% - 40% of customers engage 

with the account servicer to arrange a payment 

plan or, if they are unable to pay, may enter an 

insolvency process. Consumer focussed regulatory 

changes have introduced greater flexibility into the 

provision of payment plans. The account servicer 

offers standard payment terms i.e. a set number of 

monthly instalments. If the customer can’t afford 

these they are able to reduce the instalment size, 

and correspondingly increase the plan term, by 

providing an I&E statement. This self-certification 

mechanism is used by the account servicer to 

determining the customers payment 

“affordability”.  

Monthly instalments can be lower than £1 and 

plan terms can extend to decades. As a result, the 

account servicers costs have increased due to 

provision of I&E and the ongoing costs managing 

bespoke customer journeys. Correspondingly this 

has reduced monthly recovery sizes and rates 

further squeezing monthly revenues. The average 

payment now being under £20 with those 

accounts on a repayment plan having projected 

payment terms of over 3 years, which is on 

average a 40% reduction on the average payment 

for similar accounts four years ago. 

For the recovery agent, the costs of penetrating an 

account and setting up a plan are significant as are 

the costs associated with satisfying the audit, 

control and governance requirements of the 

account holder. This contrasts to commission 

payments based on a percentage of the £20 

monthly plan. Therefore, recovery agents are likely 

looking at 5 to 6 months before the investment in 

a new payment plan returns a net gain. Whilst the 

agencies are working on such tight margins there is 

little resource available to re-visit customers on a 

long-term repayment plans in case there has been 

a change in their circumstances. The problem is 

further exacerbated by account holders that use 

benchmarking across their panel of recovery 

agents to try to drive recovery performance. 

For the large purchasers issuing these accounts, 

this isn’t a problem per say. Economies of scale 

mean that short term inflows continue to keep 

their business viable whilst the knock-on effect of 

extending their recovery curves is attractive to 

investors looking for long term return such as 

pension funds. In turn they are able to secure 

more favourable interest rates on their financing 

giving them additional market advantage 

Furthermore such purchasers are able to use their 

cash flow as liquidation to buy more accounts.  

The use of I&E statements as a mechanism for 

determining affordability relies on the customers 

providing an accurate record. Currently there is no 

routine way for account servicers to validate the 

accuracy of I&E statements. PSD2 and Open 

Banking which came into force on 13 January 

2018, are as yet to find mainstream adoption as a 

validation or control point in the I&E processes. 

Being able to validate specific claims such as “my 

monthly rent is £4,500” is the exception rather 

than the rule.  

Many account servicers have embraced digital 

communications and tried to the automate 

customer journey with the aim of increasing 

customer engagement and providing a less 

resistance route to resolution. However, digital 

communications whilst convenient for the 

customer and the account servicer, do not actively 
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reduce conduct risk. You can put as any messages 

on the screen as you wish, but can be sure that the 

customer has read and understood them? 

Furthermore, whilst convenient it can offer less 

protection, than a well-trained call agent, to the 

risk of inaccurate I&Es. 

The ever technology savvy customer now has 

access not only to reliable and sound advice on the 

internet but also unregulated bulletin boards. Such 

bulletin boards are full of advice on how to falsify 

an I&E and establish a minimum repayment plan. 

Such “creative” I&E statements grant customers 

the opportunity to limit the impact of their debts 

on their life style. This is the real reason why the 

CSA is reporting less complaints! 
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Miss-selling vulnerability

Let’s quickly recap on the current situation within 

our industry: 

• Consumers can set their repayment plans at 

levels to suit their near-term circumstances 

and, or lifestyle, with little consideration or 

understanding on the potential long-term 

impacts. There is the potential for payment 

plans to be falsely lenient. 

• Purchasers and account holders don’t care 

about the liquidation rates, since they value 

their business and their capital funding using 

extended recovery curve models. 

• Recovery agencies don’t have the resource to 

re-visit all repayment plans. 

Regulatory requirements now mean that each 

consumer is properly signposted and the terms of 

their repayment plans and arrangements are 

communicated with them. Furthermore, such 

increased regulation has helped improve the 

culture within our industry and driven out more 

unscrupulous account servicers.  

However, how many of the circa third of a million 

per annum [8] sub 40 year-old customers, who will 

currently end up paying their debt over the next 10 

to 15 years, realise that they are unlikely to be 

suitable for a mortgage until six years after their 

debt has been repaid and their credit rating has 

been cleared by the bureaux?  

Fortunately, the FCA has realised the potential for 

mis-selling with regard to extended timeframe of 

debt management plans [1]. However, the key 

findings from the FCA’s thematic review of the 

debt management sector [2] issued in March 2019 

continue to give concern with regard to these 

extended timeframes and the identification and 

treatment of vulnerable customers.  

Accordingly, Regulator expects firms to make 

significant improvements in how an individual’s 

vulnerability might affect the delivery and 

suitability of the debt advice given in relation to 

their best interests. This will further increase the 

financial costs of the recovery agencies, many of 

whom are managing a large volume of low value 

payment plans.  

On the current commercial model there is no 

financial incentive for the lower paying payment 

plans to be properly re-assessed. This is because it 

is unlikely that any net increases to the repayment 

rates will off-set the operational costs of re-

assessment for several months. The risk is that the 

lower paying payment plans will be the last to be 

re-assessed. Furthermore, it is unlikely that 

customers on a long-term low value repayment 

plans will not notify the agency when their 

circumstances improve.  

Unless the contingency business model changes to 

support the forthcoming FCA focus, there is a real 

risk that customers will not receive the proper 

advice they need, and be held in a “bad credit” 

status for the rest of their economic lives. There is 

also a risk that customers whose circumstances 

may have worsened since their initial assessment 

are deprived of invaluable signposting and 

guidance towards “Vulnerability” status or 

insolvency. 

The current business model of the UK’s recovery 

agency sector is on a knife edge. Whilst welcoming 

the FCA’s expectation that the industry reviews 

the suitability of repayment plans we recognise 

that it will place additional costs on the already 

thin margins of recovery agents.  

Should we and our industry body be proud of the 

declining complaint rate? Has the desire for better 

consumer protection without a full consideration 

of what is financially and technologically possible 

placed both customers and the industry into a 

position which in the long-term is seemingly 

untenable?  
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About elanev

elanev offers cloud based real-time analytical 

solutions for purchasing, managing, selling and 

servicing businesses and portfolios in the UK, 

EU and US.  

We are a consortium of industry specialists 

with more than 20 years of experience 

working in the financial services industry 

successfully delivering models and analytics to 

the banking, asset management and insurance 

sectors in the areas of risk management, 

arrears management and portfolio pricing. Our 

clients include well known leading banks, 

challenger banks, asset managers and arrears 

management firms. 

Our real-time cloud based products are 

purposefully designed to save you money; 

wherever possible we price on an OPEX basis. 

We are a fully GDPR compliant company; none 

of our products require personal data. We use 

highly secure commercially available cloud 

computing platforms, such as AWS or Azure, 

which reside in your region.  

 

 

 

 

 

Our risk analytics products  

Dialler optimisation. Optimise your outbound 

contacts centre and call campaigns through 

the latest machine learning tools and benefit 

for a 30% increase in operational capacity. 

Increase your right party contact time by 20%. 

Financial vulnerability screen. Reduce your 

regulatory and conduct 

risks by screening your 

portfolios for the financially 

vulnerable. Our award 

winning GDPR compliant 

financial vulnerability screen is the only true 

approach when it comes to identifying which 

of your customers are financially vulnerable. 

Credit bureau data and acquisition scoring is 

only effective at identifying customers when 

they are close to insolvency, or default, and 

cannot comprehensively identify those that 

are financially vulnerable. 

Propensity Scoring. Build and deploy bespoke 

sloping scores that are fully GDPR compliant 

and are supported by the latest machine 

learning technologies.  

Daily Decisioning. Next best action 

determined each day. Strategies determined 

at the customer / activity level. Best 

communications channel and content segment 

determined each day. Shows an increase in 

penetration rates by 14% compared to non-

daily segmentation. 

Our wider product suite 

• Debt pricing and valuation tool 

• Debt pricing optimiser 

• Debt evaluation tool 

• Extended recovery curve valuation 

• Predictive MI 

• Operational risk capital modelling 

• Cyber risk scenario modelling 

• Credit concentration risk calculator 

  

For more information: 
 

Email: 
Tel: 

enquiries@elanev.com 
+44 (0) 203 318 2174 

 
www.elanev.co.uk 
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