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By WirriaM M. BULKELEY

This should be the best of
times for America’s debt collec-
tors, since never has a society
been so in hock, But ironically,
much of the debt-collection in-
dustry iz stroggling because
there's little cash left to squeeze
from strapped consumsrs.

“Pepple joke with me that my
business must be great,” said
Mark Nesh, prt-mdent of Affili-
ated Group, an Omaha, Neb., col-
laction agency. “T would say the
ppposite s true. Our business
flourishes when the consumer
has money.”

Debt collectors either work
on consignment for creditors,
keeping 20¢% to 25% of what they
colleet, or buy porifolios of un-

paid debt from creditors dnd
then try to collect enough to
make a profit, When the people
behind on their bills aren't ¢las-
sic deadbeats but are truly
tapped out, debt collectors also
get pinched.

NCO Group Iuc. of Horshar,
Pa., which is owned by an invest-
ment arm of J.P. Morgan Chase
& Co., said it posted a $14.8 mil-
lion net loss in the quarter ended
June 30 because of “lower-than-
expected collections” on ac-
counts receivable it had acquired.

Asta Funding Inc. of Engle-
wood Cliffs, N.J., said its profit
for the nine months ended June
30 fell 79% to $8 million. The de-
cline partly reflected a revalua-
tion of the collectibility of a
300 million debt portfolio it

ave

had acquired the year before.

Encore Capital Group Inc., a
San Diego debt buyer, said third-
gquarter profit fell 30% to $3.8
million after its impairment pro-
visien for debt—an accounting
term for debt it doesn’t think it
can collect—rose to $7.3 million
from %2.4 million. And Debt Re-
solve Inc. of White Plains, N.Y.,
said hig losses at its debt-collec-
tion unit led to a second-quarter
loss of $4.2 million.

“More and more accounts are
going out to debt collectors, but
it's harder than ever to collect,”
said John Nemp, a spokesman
for ACA International, a Minne-
apolis-based trade groupthat in-
cludes 3,500 of the country’s esti-
mated 4,500 collection agencies.

Last vear, bill collectors re-

covered $40 billion in bad debt,
aceording to a study by Pricewa-
terhouseCoopers. The state of
the U.S. collection industry, with
$17.5 hillion in annual revenue,
provides a window into the eco-
nomie downturn and how con-
sumers are faring.

“There may be no other indus-
try that has such immediate
knowledge of consumer liguid-
ity,” said Paul Legrady of
Kaulkin Ginsberg Co., a Ruck-
ville, Md., consulting firm that
advises collectors and others
whe manage accounts-receiv-
able. The company publishes the
Kaulkin Ginsberg Index of indica-
tors such as corpovate charge-
offs of unpaid debt. “There's
heen a clear downward trend for
the past vear,"” Mr. Legrady said.

ard Times

Critics say that as debt-collec-
tion agencies struggle torecover
the costs of bad debt they have
acquired, some are abusing debt-
ors with harassing phone calls or
illegal threats.

The national association of
state attorneys general reported
in September that complaints
about debt collectors had
vaulted to No, Lon its annual sur-
vey of consumer complaints, re-
placing home repair and con-
struction. The Federal Trade
Commission said that last yearit
received some 70,000 consumer
complaints about bill collectors,
about doubla the number of five
years ago.

Diebt collectors are governed
by federal and state regulations
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designed to prevent misleading
or harassing consumers,

Bad information about hills
vanalso lead collectors intg prob-
lems. In some cases, bad-debt
portfolios that collectors pur-
chasehaven't heen well managed
by previous owners, and they
mdy show debts as unpaid even if
they were paid or forgiven.

Coilection agencies, which
are required to inform debtors
when they acquire-a deht, often
keap track of debtors even if they
are unable to pay for several
years, and then pursue payment
after they start working again.

Because collecting on unpaid
bills has hecome more difficult,
debt buyers have bacome more
cautious about what they pur-
chase, and the price of unpaid
deht portfolios has fallen.

Mr. Neeb of Affiliated in
Omaha says that public utilities
used to he able to sell uncotlected
debtthat was 12 to 24 months old
for three to four cents on the dol-
lar. “Now, you're laoking at two
to three cents,” he said.

The slump also hurts busi-
nesses that supply equipment
and services to debt collectors.
Soundbite Communications
Inc., a Bedford, Mass., company
that makes antomated robo-call-
ers for debt collsctors, told inves-
tors recentty that it expects sales
to agencies to decline in the sec-
ond half of this vear,

“Their ahility to actually col-
lect payment is significantly re-
duced hecause more and more
debtors are simply unable to
pay,” said Soundbite’s chief execu-
tive, Peter Shields. he said, Asare-
sult, debt-collection agencies are
“becoming more selective in
their spending.”
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