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Hopefully this quarter’s column will be a bit of a more relaxed
read as there is no competition for you to concentrate on!

However I feel compelled to tell you about the coinci-
dences that have happened to me since my last column
which, as you will recall, had a Paul Weller related theme
and competition.

Coincidence 1 - less than a week after the column
had been published I was at a Hotel in Barcelona
eating breakfast. Who should sit down at the table
next to me with his family? yes you’ve guessed it,
Paul Weller!

Did he mention the competition and column
to me you ask? Well, you’ll never believe it but,
no he didn’t!

Coincidence 2 – in late September I was at a golf club
outside London waiting on the first tee. In front of me Bruce
Forsyth and Russ Abbott had just teed off (after I had
expressed my view to them that they should have a ‘good
game, good game’ without any ‘atmosphere’; I’m a
renowned comedian in my ‘second life’!) when my party
was asked to delay its tee off for 10 minutes as President

Clinton wanted a game!
We duly delayed and were joined by

Michael Douglas who then joined up with
Mr President (who has four ball spotters
as he doesn’t like looking for his ball) for

a game. Naturally they recognised us as
fellow celebrities, mainly by virtue of this col-

umn, and came over for a chat before going on their way.
So what’s the coincidence? Actually, none at all, I just

wanted to share my recent celebrity spotting experiences
with you as I think it’s a great story!

On to the serious stuff.
The financial landscape in relation to impairment

losses for lenders has not changed a great deal
since I started this column; they keep rising.

Here at Clarity we work with our clients to
mitigate this situation and one of the areas we like
to talk about is whether they want to ‘collect for
cash’ or ‘collect for profit’ – this is often a new
concept to them.

In simple terms, collecting for cash is straightforward debt
collection as we know it, namely, collecting as much of the
debt as possible in the quickest possible time. No surprises.

However some of our clients are interested in linking
what we do to their provision model and constructing

collection strategies and pricing schedules which reward
profit generation rather than cash collection.

This can become a complex discussion and cannot be
done justice in a 750 word article but the general under-
pinning principles are that in some cases, depending on
the account, the accounting policy and the product, it may
be better for the lender to accept a lower payment as the

account will then fall into a new, lower provi-
sioning band generating bigger returns over a
longer period.

In the ‘charged off’ environment the principle of
linking a collector’s/ agency’s settlement mandate
to the provision being carried on the account and
then building in a ‘profit share’ arrangement will

have the same effect. 
Looking at ‘charge offs’ specifically, it is sometimes the

case that the mandates given to agencies for settlements
are restrictive and bear no relation to the actual value of the
asset in the lender’s books.

As a result, deals which will generate cash and profit are
rejected as the ‘write off’ is perceived to be too large despite
the fact that the ‘write off’ is actually less than the provision,
meaning that there will be no ‘write off’ at all; there will
actually be a write back, thus improving the bottom line.

So, in essence, the point I am making is that as
impairment losses continue to rise and, based on the
feedback I get, realising collections from already delinquent
portfolios gets harder, there is a need to question not only
your collection techniques but also the underlying effect
that these techniques and policies have on your profit as
well as your cash.

Of course the trick then is to build a reward structure, both
for your in-house teams and external partners, that recognises

that pure cash collected may not be the best thing
for your business at this point in the economic cycle.

This iconoclastic approach is not one that sits
easily with many organisations but, as they say,
‘necessity is the mother of invention’ and if you
believe there is a necessity then now is the time
for invention.

As ever, if anybody wants a chat about
these ideas, the e mail is at the bottom of
the page!
Garry Stran is Chief Executive of Clarity
Credit Management.
E-mail: garry@claritycreditmanagement.co.uk
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Well, another couple of months have gone by and we are 
still all ‘credit crunched’ – but are we?

Perhaps we are no longer in a world that has been 
‘crunched’; perhaps it is more a case of being in a  
post-crunch world where what we perceive to be abnormal 
by historic standards will actually turn out to be the norm 
for the foreseeable future ...

The killer question for me is ‘where does the 
crunch end and the future begin?’

Of course, if I had a first class degree in 
economics and was working as an adviser to 
the Government, there would be a couple of 
certainties that would fall out of that question. 
The first one would undoubtedly be a very long 
and detailed paper which would try to provide the answer. 
The second one would be a range of forecasts off the back 
of the paper that would all turn out to be totally wrong!

I’m not an economist, so I’ll just give you my view, 
which is that for the foreseeable future this is going to be 
the world that we have to operate in. In all things in life 
extremism follows extremism - think about lots of wet 
winters followed by a scorching summer, or a prolonged  
dry period followed by lots of rain. There is a natural 
balance in life.

What is certain is that a period of extreme liquidity  
will be followed by a period of extreme tightening of 
liquidity. This, coupled with the axiom that the golden days 
are always behind us, makes for depressing times.

Within our industry this change is already being felt 
through a softening of prices in the debt purchase market 
as buyer liquidity and debtor liquidity both reduce. This is 
making some lenders reconsider their debt sale strategies 
as the prices they could once achieve become 
a distant memory. In addition, the ability to sell 
on a forward flow basis has become extremely 
difficult, with most sales being ‘spot’.

As this happens there is the beginning of 
a move back to placing debt with contingent 
agencies, albeit on the contractual terms and 
prices of some years ago. If you think about 
it this is not logical; a reduction in debt sale 
prices must, in a balanced world, lead to an increase in 
contingent debt recovery prices to reflect the anticipated 
lower levels of liquidation but increased levels of activity  
to achieve them.

This is something I would ask all lenders to consider. 

If there is not an acceptance that we are in a new world 
then there will be consequences for pursuing anachronistic 
pricing models. First, many agencies will collapse,  
increasing prices through less competition. It is likely that 
these will be the ones that are well controlled and act in 
a compliant manner. Those that have chosen to act in a 

non-compliant manner will survive by extracting 
increased recoveries, but then the sector will 
have become toxic due to poor behaviour being 
rewarded by lenders focused on one dimensional 
short term results.

There is a serious debate that needs to be had 
around the reward and control regime applied 
to agencies by clients if the industry is not to be 

placed in a very uncomfortable position.
The message has to be ‘new world relationships 

between clients and agencies to meet the new 
world conditions’.

Stran's Snacks
Well, as regular readers 
will know, the twins 
are now three 
months old, 
and that 
means that the 
restaurants of the UK have not 
seen as much of me over the last quarter as I get to grips 
with milk and all those other less mentionable experiences 
instead of the a la carte menu!

I could bore you with stories of Tescos banning me 
from buying the quantities of baby milk I needed for 

reasons that were not clear while the person behind 
me in the queue bought 24 bottles of wine (we’re 
sorted now by the way Sir Terry, so there’s no need 
to call!). But I won’t. Let’s just say normal service 
will be resumed in the next column!

So, to finish, let’s all just play the theme from 
Disney’s Aladdin each night to remind ourselves of 
where the industry is at!

Until next time ...

Garry Stran is Chief Executive of  
Clarity Credit Management and  
Chairman of Fieldcall.  
Email: garry@claritycreditmanagement.co.uk
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