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Your Collections Strategy Depends on Getting
Communications Right

Debt collection is challenging even during times of economic expansion, but with interest rates
ticking upward and pandemic relief programs ending, lenders and debt servicing organizations are
under more pressure than ever to automate collections processes to improve efficiency, minimize
internal losses, and help customers resolve their debts, while staying compliant with regulators.

As the cost of credit rises, getting default management right has become an even more important
priority across financial services — and effective customer communications are a pivotal part of the
process. After all, when borrowers default, they are often in a critical time of need in their lives.
Treating them well during a “crisis” or a loan collections process can have a huge impact on their
long-term loyalty. And unlike other transactions, typically the process lasts weeks or months.

“The most critical reasons to accelerate collections technology spending are
customer retention and profit protection. Most delinquent customers are great

customers that are going through job loss, medical emergency, divorce, or other
difficulties. Collections engagement is often the most important conversation a
customer will have with your institution.”

Following are some of the key themes driving change in 2023, and advice on how your organization
can improve borrower communications and the overall customer experience around default and
collections, supporting your overall collections automation strategy. But first, let’s take a step back
and look at key trends shaping the default and collections landscape.

Craig Focardi, Principal Banking Analyst, Celent. September 2023.
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Pandemic Relief Is Gone, Consumer Debt Is on the Rise

Due to economic stimulus provided by federal and local governments around the world during the COVID-19
pandemic, consumers were relatively flush with cash and able to defer spending in areas like federal student loan
payments. However, many have had to spend whatever cushion they accumulated to keep up with the higher cost
of goods and services driven by historic inflation.

The data supports this difficult situation for many. In the US, delinquency rates across credit cards, auto and other
personal loans all rose above pre-pandemic levels through the first half of 2023, according to TransUnion dataZ.
TransUnion’s forecast for the year® was that credit card delinquencies would rise from 2.1% to 2.6%, and personal
loan delinquencies would increase from 4.1% to 4.3%, from 2022 through 2023. Credit card balances are up 17%
year over year in the US alone.

On the mortgage front, rising interest rates are creating pain for many customers —and banks — especially outside
the US where adjustable rates and short-term loans are more common. The Bank of England in the UK reports many
mortgage customers are highly anxious about rising rates on tracker, or variable rate mortgages, which represent
approximately 20% of the total®. In Australia, the situation has been coined the “mortgage cliff>,” marking one
of the biggest challenges for the economy, with cohorts of borrowers needing to come up with an estimated 65%
more money per month when their interest rates reset in July. Along with 880,000 expiring fixed loans in 2023,
another 450,000 are due to expire in 2024 and beyond.

Lastly, while the ecommerce shopping boom of the pandemic is showing signs of faltering®, the effects of using
alternative credit products like Buy Now Pay Later (BNPL) are compounding. Buying those shoes, purses, or even
more expensive items, might have seemed like a good idea at the time when stuck at home shopping online
during the pandemic. But now, consumers (who surveys show may not fully understand these products) have to
deal with the consequences as reqgular payments stack up and overlap in dangerous ways. The conditions are ripe
for consumers to need more help with dealing with their debt in various ways. If your business involves servicing
these loans, at the center of all of those interactions are your communications.

2. American Banker, “Rise in consumer loan delinquencies signals end of pandemic trend.” May 2023.

3. TransUnion, “More Pronounced Changes Expected in Consumer Credit Market in 2023 Even as More Than Half of Americans Remain Optimistic About Their Financial Future.” December 2022

4. CNN, "UK mortgage borrowers are in for a nasty shock from soaring rates.” September 2022.

5. The Guardian, “$15,000 more a year: Australia’s homeowners brace as interest rate hikes bring ‘'mortgage cliff’ closer.”

6. World Economic Forum, “E-Commerce revenue to shrink for the first time ever.” August 2022.
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https://www.americanbanker.com/news/rise-in-consumer-loan-delinquencies-signals-end-of-pandemic-trend
https://newsroom.transunion.com/2023-consumer-credit-forecast/
https://www.cnn.com/2022/09/27/economy/uk-mortgage-rate-increase/index.html
https://www.theguardian.com/australia-news/2023/jun/08/15000-more-a-year-homeowners-brace-as-interest-rate-hikes-bring-mortgage-cliff-closer
https://www.weforum.org/agenda/2022/08/e-commerce-revenue-shrink/
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Regulators Focusing on Collections Communications

Loan servicing communications have always been regulated, but in many countries, regulators
are increasing their scrutiny on lenders and credit agencies, while implementing new consumer
protections. Here are just two examples in the UK and the US.

The Financial Conduct Authority (FCA) in the UK has established new Consumer Duty’ regulations,
following on the heels of Vulnerable Customer? rules. Going into effect for most products in July
2023, the regulation requires financial and insurance organizations “to act to deliver good outcomes
for customers.” Specifically, to ensure consumers receive communications they can understand, that
products and services meet their needs and offer fair value, and that they get the support they need.

This means the FCA expects businesses to focus on the digital user experience as well as the disclosure
of contract terms. Customers should not have to wait hours due to reduced access to in-person
service availability. Read our summary of the impact of Consumer Duty for more details on this topic.

In the US, the Federal Trade Commission (FTC) and Consumer Financial Protection Bureau (CFPB)
share authority to enforce the Fair Debt Collection Practices Act (FDCPA), which makes it illegal for
organizations to use abusive, unfair, or deceptive practices to collect on debt.

An amendment called Regulation F°, which went into effect in late 2021, puts restrictions on the
frequency and channels through which companies may communicate about a debt. And that consent
must be renewed every 60 days. It also puts guardrails around required disclosures and other content
in those communications.

Interested in learning more about FCA compliance and the impact
on financial services communications? Read the blog for more.

7. Financial Conduct Authority, Consumer Duty publication.
8. Financial Conduct Authority, “Guidance for firms on the fair treatment of vulnerable customers.”

9. Consumer Financial Protection Bureau, “Debt Collection Rule (Regulation F)"
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If a consumer prefers to communicate
with a debt collector through email but
not text messages, then Regulation F
requires the debt collector to respect
that communication preference, subject
to certain exceptions.


https://www.smartcommunications.com/resource-center/security-compliance/fca-compliance-consumer-duty-and-the-impact-on-financial-services-communications
https://www.fca.org.uk/firms/consumer-duty
https://www.fca.org.uk/publications/finalised-guidance/guidance-firms-fair-treatment-vulnerable-customers
https://www.consumerfinance.gov/rules-policy/debt-collection-practices-regulation-f-compilation/
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Customer Communications for Collections Shift to Digital

Not only are customer communications channels like SMS texts and emails a more gentle and compassionate way to
nudge delinquent customers to repay their debts, but an American Banker article' also found that communications
sent via digital media are more effective.

McKinsey research from 2019 - before the pandemic - found that digital-first customers who are contacted
through electronic means make 12% more payments than those sought out through traditional channels.

“Older collections technology doesn’t equip banks to scale the kind of personalized
service required in loan collections. Newer systems that include digital channel

customer engagement further enhance financial institutions’ ability to offer
personalized, proactive customer engagement. It is engagement, not transactional

10

processes, that largely drive customer retention, satisfaction, and expansion™.

Banks such as PNC Financial Services Group and KeyCorp are leaning on digital outreach in their collections
communications due to the fact that customers increasingly avoid answering calls from unknown numbers. A phone
call can also feel confrontational and embarrassing, and digital outreach is more efficient and cost-effective than
working through human agents. About 85% of PNC's delinquent customers receive some sort of digital outreach,
according to a conference session' in March 2023.

10. American Banker, “PNC, KeyCorp upgrade collections tech as CFPB deadline nears.” November 2021.
11. Celent, “Retail Loan Collections Solutions, 2019 ABCD Vendor View,” November 2019.

12. March 2023, Bank Automation News, "PNC Financial ups digital outreach to delinquent customers.”
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https://www.americanbanker.com/news/pnc-keycorp-upgrade-collections-tech-as-cfpb-deadline-nears
https://bankautomationnews.com/allposts/retail/pnc-financial-ups-digital-outreach-to-delinquent-customers/
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It's no secret that communicating digital-first is particularly important for the younger generation of
borrowers, who are increasingly only reachable via mobile device. They're also experiencing the cost
of credit for the first time, while checking out fintech and non-bank competitors like SoFi or Apple. If
you're not exploring newer digital solutions like chatbots, you may not be reaching customers at all.

In terms of digital channels, it's interesting to note that personal email is the preferred channel
for 50% of auto loan customers, according to a recent JD Power study'3. But text, calls or
mail may be the preference for others — and that preference is likely to change over time.
The key is to ask for and honor those customer preferences and communicate accordingly.

5 Ways to Improve Performance & Efficiency
in Collections Communications

So how can you level-up the way you communicate with borrowers, especially in collections scenarios?
Through SMARTER engagement, you can not only mitigate the risk of financial losses, but you can
drive longer-term loyalty. If you treat a customer well during financial difficulties, that can form a
lasting impression that can lead to additional revenue down the road.

Smart Communications clients around the world use the Conversation Cloud™ platform to produce
everything needed for debt-related customer engagement. From millions of billing notifications
and statements every month, to letters and other correspondence generated in batch or ad-hoc -
these communications contain highly personalized information and typically follow an interaction
between a customer in a contact center or a branch office.

Here are five recommendations based on their success stories to consider as you evaluate ways to
automate and level up your own default management operations and strategy.

13. J.D. Power via The Financial Brand, "How Auto Lenders Can Help The Growing Ranks of Troubled Borrowers.”
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https://thefinancialbrand.com/news/loan-growth/how-auto-lenders-can-help-growing-ranks-of-troubled-borrowers-158068/
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Embrace Digital and Move Away From
Microsoft Word for Correspondence.

More than a decade after the development of Customer Communications Management (CMM)
platforms, many companies are still using Microsoft Word letter templates, with embedded macros,
to manage credit and collections correspondence. Let’s put aside the fact that a Microsoft Word
template can’t support output to HTML or SMS output.

Using Word often means the business is managing hundreds or even thousands of templates,
instead of using shared content fragments and business rules to generate documents in the
right language, brand or jurisdiction.

Regulatory changes like those described above happen all the time in financial services. If it takes
weeks to make a change to regulatory language, let alone rebrand your templates, that's too long.

Finally, without internal controls over user editing permissions, and lack of an audit trail, the
organization is at greater risk. Regulatory fines can be significant. That's why enterprises have moved
from basic Word to CCM platforms, purpose-built to support omnichannel (and especially mobile)
output. This creates enormous efficiencies for the business and provides improved auditability for
regulatory compliance.

Our Ultimate Guide to CCM goes into detail on these topics and more. To

broaden your knowledge and understanding of how customer communications
in collections can help reduce risk and enhance CX, read the guide.
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https://www.smartcommunications.com/resources/guides/the-ultimate-guide-to-customer-communications-management-software/

Centralize Communications
on a Single Platform.

Too many organizations today still have redundant communications platforms for email,
text notifications, chatbots, traditional letters, and batch statements. Or worse, they have
siloed systems across different lines of business, such as one for mortgage and another for
auto finance or credit cards. They might have different systems in the contact center for
correspondence and then another for billing statements and disclosures.

The better approach is to choose a single cloud-native platform to deploy across every
channel, for every communications use case, from loan origination and onboarding through
to collections. This reduces IT costs and reduces complexity for your business.

t advisory report to dig deeper into
ancy is so costly in financial services.
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https://www.smartcommunications.com/resource-center/financial-services/playing-offense-in-a-recession-how-banks-are-reducing-costs-while-shifting-to-the-next-phase-of-digital-customer-engagement
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Connect Communications to Automated
Workflows and Credit Systems.

Automating collections processes means looking at your communications. When you connect your
CCM solution to core CRM systems of record like Salesforce, default management systems like CGl
Credit Studio, or process automation platforms like Pega or Appian, you can automatically trigger
the right communication at the right time, in the customer’s preferred output channel (or the one
that fits your defined customer journey).

Pulling in data across the organization and automating key steps can create massive internal efficiencies
while helping to improve repayment rates. This is particularly important as customers expect real-
time responses to service or payment inquiries.

Take a look at how SmartCOMM integrates with CGl’s Credit Studio CACS X

platform as another example of these technologies working together seamlessly.

This is particularly important as organizations look to use new sources of data and Al to coordinate
outbound communications based on customer behavior. IDC's FutureScape predictions' for lending
in 2023 speak to that shift. “These decision analytics, aided by Al/ML, can help steer the collections
department’s operations, including queuing tactics, probabilities of securing promises or payments
from delinquent customers, and most practical ways to contact the customer,” according to IDC.

14.1DC, "IDC FutureScape Webcast: Worldwide Digital Lending 2023 Predictions.” November 2022.
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https://www.smartcommunications.com/resource-center/financial-services/smartcomm-and-cgis-cacs-x-for-collections
https://www.smartcommunications.com/resource-center/financial-services/smartcomm-and-cgis-cacs-x-for-collections
https://www.idc.com/getdoc.jsp?containerId=US49830122&pageType=PRINTFRIENDLY

Make It Easier for Customers To
Request a Deferral or Refinance.

Often requesting a deferral or refinance starts with a complex form that requires
borrowers to upload documentation. These forms often have if/then statements that
are confusing, or require borrowers to upload proof documentation, which leads to high
error rates and long turnaround times. You can smooth out this friction with the help of
solutions like SmartlQ for digital forms automation.

Designed to easily switch between mobile and desktop use, a SmartlQ response-based
interview can guide borrowers to confirm known information and add in new details, all
white-labeled using your brand. Then dynamically generate the necessary agreements
on demand, ready for eSigning.

s customers
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https://www.smartcommunications.com/resource-center/video/demo-loanservicing-collections-innovate2022
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Optimize Your Collections
Communications for Impact.

Regulators are clear across the globe: your communications need to be clear and easy to
read. You need tools to be able to optimize the readability, tone, and sentiment within your
communications, so that you can focus on what you are striving for —truly engaging with your
customers. And keep in mind, showing empathy for a consumer’s current financial hardship
can go a long way to building loyalty with customers you want to keep.

Check out our Content Intelligence capabilities to see how

this is done within SmartCOMM.

Tough times don't last, but customers have long memories. Find ways to guide borrowers
through their struggles when economic hardships arise, and data shows that you'll be rewarded
with greater customer loyalty when conditions improve, while reaping the benefits of lower
delinquencies and lower expenses.
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https://www.smartcommunications.com/content-intelligence/

CONCLUSION

Communications Are Key to Your Collections
Automation Strategy

Are you ready to collect more and faster? It could be time to get serious
about digital customer experience, modernizing your approach to borrower
communications. Learn more about how Smart Communications can help you
connect with customers and deliver a personalized, digital-first experience
across every step of the digital lending journey, including collections.

Check out our eBook,

, and if you'd like to talk about your
digital lending and loan servicing initiatives.

About Smart Communications

Smart Communications provides the platform that leading organizations trust to deliver personalized,
consistent, and compliant conversations across all touchpoints and channels. The Conversation Cloud™
consists of SmartCOMM™ for enterprise-scale customer communications, SmartlQ™ for digital forms
transformation, and SmartDX™ for trade documentation. Over 650 enterprise organizations across the
globe rely on Smart Communications to simplify and automate complex processes and deliver highly secure,
frictionless experiences across the customer lifecycle.
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https://www.smartcommunications.com
https://www.linkedin.com/company/smart-communications-inc.
https://twitter.com/CCMInnovators
https://www.smartcommunications.com/resource-center/banking-lending/6-ways-to-change-the-conversation-in-lending
https://www.smartcommunications.com/resource-center/banking-lending/6-ways-to-change-the-conversation-in-lending
https://www.smartcommunications.com/financial-contact-us/

