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An Evolving Cacophony:

Escheatment Laws and Credit Manager Risk
By: David M. Posner, Esq. and Blaine E. Adams, Esq.
Kilpatrick Townsend & Stockton LLP
Editor’s Note: The views expressed herein are solely the view of the authors,
David M. Posner, Esq. and Blaine E. Adams, Esq. and not necessarily the views
of Kilpatrick Townsend & Stockton LLP. This article is provided for educational
purposes only and does not constitute legal advice.

T

he decision whether to extend credit turns on many factors, but an
understanding of escheatment laws allows a credit manager to protect against
the dangers presented by this constantly evolving area.

2nd Qtr.

“Unclaimed” or “abandoned” property refers to any property held by a business,
where the business is not the owner of the property, and there has been no
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contact with the owner for a set period of time, called a “dormancy
period.”1 Usually, unclaimed property is money in the form of uncashed
vendor checks, uncashed wage and expense checks, unused customer/
client refunds or credits, uncashed dividend checks, idle account
proceeds of savings and checking accounts, or even unclaimed gift card
balances.
All fifty states, as well as the District of Columbia, have laws addressing
how businesses must handle unclaimed property. Such businesses are
commonly called “holders,” who must report and transfer (or “escheat”)
to the state any property that has been abandoned as of the end of
the prior year.2 Ownership of the funds does not transfer to the state;
instead, the state holds the abandoned property in trust in perpetuity
until claimed by the owner or the owner’s successor in interest.3
Importantly, until the owner claims the property, a state can use the
funds for the general welfare.4 Because a state may use these funds, it is
important that a credit manager, when deciding whether to extend credit,
properly assesses whether the business seeking the trade credit faces
exposure under escheatment law, or is otherwise in compliance with
applicable state escheatment law.
A Brief History of Escheatment
The term “escheat” derives from the Latin cadere, meaning “to fall out.”
The idea behind ancient escheatment laws is powerful in its simplicity:
when a landholder died, went to war, or became imprisoned, his property
reverted to the landowner to ensure continued productivity.5 In the
United States, nineteenth century writings indicate that the philosophical
basis for escheatment was similar, with individual states taking the place
of feudal lords and the monarchy.6 Over the years, U.S. escheatment law
saw several statutory changes, first by the Revised Uniform Disposition
of Unclaimed Property Act of 1966 and later by the 1981 Uniform
Unclaimed Property Act (UUPA).7 Revised in 1995, the Uniform Act was
broadened to include additional property types, such as gift cards,
royalties, and mineral interests.8 The 1995 Act also shortened dormancy
periods and streamlined the process of escheatment for both holders
and state regulatory agencies.9
The Supreme Court Weighs In
In the seminal opinion Texas v. New Jersey,10 the Court held in what is
now known as the “Primary Rule” that “each item of property in question
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10 379 U.S. 674 (1965).

2

©2018 Credit Research Foundation

. . . is subject to escheat only by the State
of the last known address of the creditor, as
shown by the debtor’s books and records.”11 The
“Secondary Rule,” applying in situations where
the state of the last known address is not known,
allows the “State of corporate domicile [to]
escheat the property[.]”12

employees authorized to enforce Delaware’s
escheatment laws, audited Temple-Inland in
2008 for deficiencies in reporting and escheating
unclaimed property for the previous 22-year
period. Temple-Inland argued that the audit was
unconstitutional.
The court agreed with Temple-Inland, and found
that a combination of actions by the defendants
“shock[ed] the conscience.”16 In particular, the
court explained the unconstitutional behaviors
engaged in by the defendants:

Delaware’s Outsized Importance
The Secondary Rule presented by Texas v.
New Jersey, of course, inured to the state of
Delaware’s benefit because over half of all public
corporations in the United States13 have made
Delaware their legal home, citing as justification
the flexibility of the Delaware General Corporation
Law, Delaware’s highly respected corporations
court, the Court of Chancery, and the Secretary
of State’s Office which “thinks and acts more
like one of the corporations it administers than a
government bureaucracy.”14

• waiting 22 years to audit Temple-Inland;
• exploiting loopholes in the statute of
limitations;
• failing to properly notify holders of the need
to retain records longer than normal;
• failing to show any reason other than the
raising of revenue for its statute allowing the
state to examine holders’ records;

Delaware’s aggressive escheatment enforcement
has paid off in spades. In 2017, Delaware
collected a net $404 million in unclaimed
property, about 10 percent of its budget.
Contrasted with Pennsylvania, where after
refunds, the Treasurer’s Unclaimed Property
office netted only $195 million, or less than 1
percent of Pennsylvania’s gross revenues,15 it
is clear that any discussion of escheatment law
must begin in Delaware. But such an aggressive
posture may also be described as overreaching,
and in Temple-Inland, Inc. v. Cook, the United
States District Court for the District of Delaware
began to push back.

• using records characteristics for
estimation that favor liability, while ignoring
characteristics that reduce liability; and
• subjecting the holder to multiple liabilities.17

The Temple-Inland Decision
Temple-Inland, a Delaware corporation that
manufactured corrugated packaging, had its
principal place of business in Texas, and its
operations primarily in Texas, Indianapolis,
and Indiana. The defendants, Delaware state

Considered by some commentators to be a “win”
for unclaimed property holders,18 the net effect
of Temple-Inland was to illustrate precisely how
Delaware’s unclaimed property laws could lead to
unconstitutional behavior by state enforcement
employees. It quickly became clear that the
methods used by Delaware and other states to
coax, perhaps unconstitutionally, funds from
unclaimed property into the state’s coffers must
be less aggressive. A calibration of sorts was
required, and Delaware set about to modify its
laws to effect exactly that change.

11 Id. at 681.

Delaware’s Reaction to Temple-Inland

12

Id. at 682.

A. Senate Bill 13

13 Leslie Wayne, How Delaware Thrives as a Corporate
Tax Haven, N.Y. TIMES, June 30, 2012, https://www.nytimes.
com/2012/07/01/business/how-delaware-thrives-as-a-corporatetax-haven.html.

Senate Bill 13 (“SB 13”) in the Delaware State
Senate for the 149th General Assembly,

14 Lewis S. Black, Jr., Why Corporations Choose Delaware,
DEL. DEPT. OF STATE DIV. OF CORPS., 2007, https://corp.
delaware.gov/whycorporations_web.pdf.

16

Temple-Inland, 192 F.Supp.3d at 541.

17

Id.

18 See generally, Clive Cohen, Has Temple-Inland Secured A
Big Win for All Unclaimed Property Holders?, KEEPUP BLOG,
July 1, 2016, http://www.unclaimedpropertyspecialists.com/
blog/has-temple-inland-secured-a-big-win-for-all-unclaimedproperty-holders.

15 Joseph N. DiStefano, Delaware’s Long Fight to Collect the
World’s Orphan Cash, THE INQUIRER, Jan. 15, 2018, http://
www.philly.com/philly/blogs/inq-phillydeals/delawares-longfight-to-collect-the-worlds-orphan-cash-20180115.html.
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attempted to tackle the issues raised by TempleInland in a holistic way. SB 13, introduced on
January 12, 2017 and signed into law on February
2, 2017 by Governor John Carney, Jr., made
several revisions to the previous law, including the
removal of provisions related to virtual currency
and net card value, clarification of the time for
escheat related to individual retirement accounts,
and changes to the deadline to convert an
unclaimed property audit into either a voluntary
disclosure program or expedited audit from July 1,
2017, to within 60 days of the adoption of certain
regulations.19

Section 1176(b) of the Delaware Escheats
Law requires the Department of Finance, “in
consultation with the Secretary of State,” to adopt
regulations “regarding the method of estimation
to create consistency in any examination or
voluntary disclosure.”22 Perhaps unsurprisingly,
this has led to the Finance and State departments
appearing at odds with one another regarding the
best path forward for estimation methodologies,
narrowly, and Delaware escheatment law, more
broadly.
To that end, SS1/ SB 79 granted the Secretary
of Finance a five-month extension to December
1, 2017 to publish the required estimation
methodology regulations for audits and voluntary
disclosure agreements (“VDAs”). The Department
of State, however, issued its own regulations
effective July 11, 2017.

Advocates for the businesses—the holders
of unclaimed property—cautioned that SB
13 introduced no changes to the estimation
methodology that shocked the conscience in
Temple-Inland. Nor, they argued, did SB 13
address the use of contingent fee audits—wherein
auditors are paid a fee contingent on the amount
of the unclaimed property found in their audits20 —
leading many to wonder if the law would prove as
successful as hoped.

C. The Department of State Regulations
The Department of State’s regulations evinced a
pro-holder bias:

B. Senate Substitute 1 for Senate Bill 79

• The regulations did not mandate a specific
estimation methodology; instead, the
Department of State and the holder were
to agree on the sampling, projection, and
estimation techniques used by the holder;

Revised almost immediately, on June 29, 2017,
Governor Carney signed into law Senate Substitute
1 for Senate Bill 79 (“SS1/SB 79”), which revised
parts of SB 13. As with SB 13, the revisions were
broadly pro-holder, such as a provision allowing
the State Escheator, as the Director of the Office
of Unclaimed Property is called, to waive up to
100 percent of calculable interest for any property
remitted to Delaware as part of a holder’s annual
filing, as opposed to the prior limit of 50 percent.21
SS1/SB 79 also clarified that Delaware would
indemnify and defend a holder against a foreign
jurisdiction’s claims for property paid or delivered
in good faith to Delaware.

• As a result of SB 13, Delaware required
holders to retain records for 10 years (note
the significantly shorter time period than the
22-year lookback period used by auditors in
Temple-Inland) plus the dormancy period.
If the holder did not have sufficient records
for these years, the Department of State and
the holder were to agree on the records to be
used for the base period;
• The regulations specifically excluded some
property from the estimation population,
such as items payable to a U.S. department
or agency and checks that are outstanding or
voided less than 90 days after issuance; and

19 See, Catherine Del Re & Yudit Freda, Major Overhaul
to Delaware Unclaimed Property Laws Enacted, RSM TAX
ALERT, February 6, 2017, https://rsmus.com/what-we-do/services/tax/state-and-local-tax/unclaimed-property/proposed-billplans-major-overhaul-of-delaware-unclaimed-propert.html.

• The regulations permitted a holder to
determine the scope of entities and property
types included in the VDA, but after the holder
established the entity scope, the holder would
need the Department of State’s consent to
add additional entities.23

20 See, e.g., Michael Jacobs et al., Massachusetts Joint
Committee Hears Testimony Yesterday on Bill to Ban Use of
Contingent Fee Auditors, Ma. SALT, November 10, 2015,
https://www.massachusettssalt.com/2015/11/massachusettsjoint-committee-hears-testimony-yesterday-on-bill-to-banuse-of-contingent-fee-auditors/?utm_source=Mondaq&utm_
medium=syndication&utm_campaign=View-Original.
21 Delaware Reworks Its Recent Unclaimed Property Overhaul Legislation, Alston & Bird, July 18, 2018, https://www.
alston.com/en/insights/publications/2017/07/de-reworks-unclaimed-property-overhaul-legislation.

22

See DEL. CODE ANN. tit. 12, § 1176(b) ([2017].

23 Delaware Reworks Its Recent Unclaimed Property Overhaul Legislation, supra note 21.
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D. The Department of Finance Regulations

It is difficult to draw a straight line from
escheatment’s ancient roots as a means to put
unowned property back to productive use to
Delaware’s recent regulations, but the immense
value escheatment laws provides to states’
budgets suggest that change for holders will not
occur without a protracted fight.

On October 1, 2017, the Department of Finance
adopted its final set of unclaimed property
audit regulations. Far from the pro-holder bent
of the Department of State’s regulations, the
Department of Finance’s regulations continued
the anti-holder nature of pre-SB 13 Delaware
escheatment law:

Applicability to Credit Managers
This legal uncertainty makes the role of a credit
manager more difficult than in prior years,
because as a credit manager weighs whether to
extend credit, he or she must anticipate that (i)
the business may have significant liabilities owed
to the Delaware Office of Unclaimed Property;
or (ii) the credit manager itself may also have
significant liabilities.

• The regulations set a standard check
avoidance “grace period” at 30 days, rather
than the 90 days set in the Department of
State regulations (leaving one to wonder
how these wild pendulum swings “create
consistency in any examination or voluntary
disclosure”);
• The regulations also included items with
addresses in states other than Delaware in
the Department’s estimate of unaggregated,
unapportioned liability, a decision certain to
draw constitutionality challenges under the
Takings Clause similar in timbre to TempleInland; and

A. Risk of Business Facing Significant Liabilities
The aggressive posture of states in their quest to
capture unclaimed property requires that credit
managers consciously investigates businesses
for potential liability. A credit manager should,
when determining whether to extend credit:

• The regulations did not provide details about
the “expedited audit” procedure adopted by
SB 13 as an alternative to the VDA option.24

1. Calculate the quantity of unclaimed property
for which the credit seeker may potentially
be liable, as that could impact the finances
of the credit seeker;

The interplay between the Finance and State
departments illustrates the tension behind every
escheatment decision. As the Department of
State worked to modernize the law, granting
holders greater rights and privileges, such
as allowing holders the ability to choose the
scope of the VDA, the Department of Finance
immediately imposed onerous regulations, placing
the actual status of holders’ rights in limbo. It is
difficult to predict the future in the best of times,
but under these circumstances, it may prove
especially unwise to confidently declare a winner
in this high stakes arena.

2. Determine whether the credit seeker has
kept adequate records for the 10-year or
applicable lookback period;
3. Determine whether any of the credit
seeker’s assets are subject to exemptions
from the unclaimed property calculation;
and
4. Stay current on the events happening in
Delaware, and other states more broadly, as
escheatment law is in a period of massive
flux right now, and may not be settled for
years.

The Future of Escheatment Law
As Temple-Inland and the saga of SB 13 illustrate,
escheatment law in Delaware and other states
is far from settled and predictable. Certain
decisions made by the Department of Finance
regarding its recent regulations may well expose
such regulations to challenges as against
substantive due process, the Takings Clause, and
other constitutional provisions.

B. Risk of A Credit Manager’s Own Business
Facing Significant Liabilities
Credit managers, throughout common daily
activities, may generate instances that can
cause their own business to face potential
escheatment reporting obligations and liability. If

24 Delaware Finalizes Much-Anticipated Audit Regulations,
Alston & Bird, Oct. 4, 2017, https://www.alston.com/en/insights/publications/2017/10/delaware-finalizes-audit-regulations.
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Townsend & Stockton LLP. He
represents companies, creditors’
committees, Chapter 11 trustees, acquirers,
financial institutions, and other significant
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a credit manager, for example, offers a refund or
credit to its customers or carries a credit memo
on its books or records and the credit manager
ultimately is unable to locate or identify the
recipient of the refund, credit, or credit memo,
then there is likely a reporting obligation under
escheatment laws. If the last known address
is not known or the credit manager fails to
establish contact with the intended recipient
or beneficiary, the credit manager’s employer
likely then has unclaimed property on its books.
This property rightfully belongs to the state of
incorporation of the recipient or beneficiary per
the Secondary Rule. As such, the credit manager
must be aware of recent state regulations
emphasizing both pro- and anti-holder biases.
Further, the credit manager will have to work
with others within his or her organization, if
it is other than the credit manager herself, in
connection with escheatment law reporting
and compliance with respect to any such
credits, refunds or credit memos that may be
“unclaimed.”

Blaine E. Adams, Esq. is
a bankruptcy and financial
restructuring associate in the
New York office of Kilpatrick
Townsend & Stockton LLP. He
specializes in the representation
of debtors, creditors’ committees,
indenture trustees, and other
significant parties-in-interest in
complex Chapter 11 reorganizations.
Email at: BAdams@kilpatricktownsend.com
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More Payments,
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Credit card usage is growing, creating complexity
and adding costs for credit professionals.

As more accounts payable departments use emailed virtual cards, more
problems are created for accounts receivable teams, including fees, security
concerns, and processing costs.

Billtrust Virtual Card Capture solution solves these challenges by

helping you handle Visa virtual card payments automatically. Streamline the
reconciliation of B2B electronic payments and make your customers happier
by accepting their preferred payment method with ease.

Billtrust Virtual Card Capture in partnership
with Visa Straight Through Processing (STP):
Your solution for automatic capture and
processing of Visa virtual card payments
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fees

Eliminates manual keying
and ensures faster payment
acceptance
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and payment info with PCI
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Optimizes payments for lower
interchange fees

Delivers complete remittance
detail to your ERP
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Rolling Out a Credit Card Surcharge Program in Canada:
It’s on the Horizon
By: Scott E. Blakeley, Esq.

The Visa and MasterCard Settlement
Agreements: Process for Approval
In June 2017, the retailers and Visa and
MasterCard agreed to a settlement under which
the card networks allow merchants, including
suppliers, to surcharge, in addition to a class
settlement payment.

Suppliers throughout the US continue to try to
navigate the dramatic increase of customers
in the B2B space using credit cards to pay
suppliers. The reasons for this increase in credit
card payments are many. High on the list is the
rewards program that card-issuing banks bestow
on personal and corporate cardholders for using
cards to pay their suppliers.

The settlement is subject to court approval in
each of the five Canadian provinces in which the
claims were brought. Hearings will be held in
the provinces in June, July and August. Court
approval is expected.

But the dramatic increase in card use for B2B
payments is not limited to domestic customers.
Canada, for example, has seen a comparable
jump in the number of customers using credit
cards to pay their Canadian suppliers. Suppliers
distributing their product or service through
a subsidiary in Canada are evaluating ways
to limit card acceptance costs. What are the
opportunities and risks for US subsidiaries
in Canada to reduce card costs such as
surcharging?

The Revised Surcharge Rules for Canadian
Payments
Per the terms of their settlement agreements, the
card networks have pledged to adopt identical
surcharge rules in light of the settlement.
According to the settlement agreements between
the Plaintiffs and the Card Companies, the
revised surcharge rules will come into effect no
later than 18 months after final court approval of
the settlement, although the rules could become
effective sooner.

This article addresses (1) the class action lawsuit
undertaken by Canadian merchants against Visa
and MasterCard’s Canadian networks and the
card issuing banks, (2) the Card Companies’
settlement agreements and process for court
approval, and (3) the revised surcharge rules the
card networks have pledged to adopt in light of
the class action settlement.

However, we anticipate that surcharging may
be permitted in Canada shortly after the class
action settlements, not 18 months after the class
settlement approval. In the US, the card networks
allowed surcharging after the class action
settlements.

The Class Action Lawsuit: Allegations and
Causes of Action
In 2011, a number of retailers filed suit against
Visa and MasterCard, and card issuing banks
in British Columbia, Alberta, Saskatchewan,
Quebec, and Ontario alleging the card network
rules forced merchants, including suppliers, to
accept all Visa or MasterCard cards, even ones
that charged higher fees. Further, the retailers
allege that Visa and MasterCard did not allow
suppliers to add a surcharge to offset card costs.
The retailers sued the card networks alleging civil
conspiracy, breach of the Canadian Competition
Act, and unlawful interference with economic
interests, alleging that they suffered damages
by paying more for credit card network services
than they would have in the absence of the illegal
agreements, thereby harming their businesses.

Pending court approval, the revised surcharge
rules are comparable to the US network
surcharge rules:
• Suppliers must elect to surcharge at the brand
level or product level;
• Even playing field: the surcharge must be no
greater than an American Express surcharge;
• Brand and product level surcharges shall
not exceed the merchant’s average effective
merchant discount rate for that brand during
the last 1 month or 12 months;

10
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• A merchant cannot impose a surcharge that
is greater than the “maximum surcharge cap.”
The “maximum surcharge cap” is the lesser of
(1) 2.5% or (2) 1% plus the Card Companies’
average annual effective rate of interchange
for credit card transactions in Canada.
Card networks shall publish the “maximum
surcharge cap” on the portions of their
websites and rules that set forth merchants’
surcharging rights and obligations;

Final Analysis: What does this Mean for US
Canadian Affiliates’ Ability to Surcharge?
It is likely the Canadian courts will find suppliers
have the right to surcharge their customers. Card
companies require suppliers to abide by five
rules for surcharging, comparable for suppliers
surcharging in the US: (1) disclosure to networks
and cardholder; (2) calculating the surcharge; (3)
a level playing field; (4) stratification; and (5) no
debit card surcharging.

• A supplier who elects to surcharge shall
provide the following by way of notification:
○○ At least 30 days advanced, written
notice to the card networks and issuing
banks;
○○ For retail transactions, signage
requirements on the merchant’s
entrance door and at the checkout/
payment area;
○○ Explicitly showing the surcharge amount
on the merchant receipt;
○○ A clear indication that the surcharge
was imposed by the merchant and not
by the card company;
○○ Provide the cardholder with the
opportunity to cancel or opt-out of the
transaction; and
○○ Such further and other disclosures as
may be required.

The good news for US suppliers with Canadian
affiliates: there is a pathway to reduce card costs
through surcharging their Canadian customers.

About the Author:
Scott Blakeley Esq is a
principal with Blakeley LLP,
where he practices creditors’
rights and bankruptcy.
Email at: seb@blakeleyllp.com

2018 CRF Forum and EXPO
Our Annual Forum & EXPO will be held on August 13 – 15 in Orlando, FL. This
is CRF’s largest event of the year and brings together a veritable who’s who
of the discipline’s senior risk management executives, as well as an amazing
array of the leading-edge product and service providers who support their
efforts.
To facilitate and support your participation, CRF provides each attendee with
a comprehensive EXPO Directory containing a profile of the participating
firms, their product/service offering and contact details. This document
is provided in the attendee registration packet AND is also e-mailed to all
attendees in advance of the event to facilitate potential appointments and
serve as a profile of what the attendee can expect on the EXPO floor.
For more details about this event, CLICK HERE
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and integrate analytics across your business.
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Remain on Guard: Lessons for Trade Creditors
in a post-Toys “R” Us World
By: Jeffrey Cohen, Esq. and Gabriel L. Olivera, Esq.
Lowenstein Sandler LLP
In today’s retail bankruptcy environment,
obtaining “critical vendor status” is not enough.
Many predict that 2018 will continue being an
active year in retail bankruptcies, especially for
highly leveraged retailers. Since our last article,
numerous well-known retailers have filed for
protection under the Bankruptcy Code, including:
Bon-Ton, Claire’s, Nine West, and Toys “R” Us.
Not even one of the most profitable holiday
seasons in recent history should put retailers at
ease. For trade creditors, one overarching theme
remains the same: be on guard, and protect your
rights.
The Retail Bankruptcy Surge Continues
Without a doubt, market pressures have
intensified the trend of failing retailers. In a
recent study of 100 retail CEOs, CIOs, and CFOs,
94% of these executives believe that 2018 retail
bankruptcies will, at a minimum, maintain their
2017 levels (40% of these believing that retail
bankruptcy levels will increase). During late-2017/
early-2018, numerous high profile retailers filed
for bankruptcy. These include:
• The Bon-Ton Stores
The department store giant filed its bankruptcy
petition on February 4, 2018. It owns multiple
department stores, such as: Bon-Ton, Bergner's,
Boston Store, Carson's, Elder-Beerman,
Herberger's, and Younkers. The company is
currently in the process of winding down its
business after two liquidating firms won an
auction for its assets.

• Claire's
On March 19, 2018, the jewelry chain filed for
bankruptcy due, in part, to sharp decreases in
consumer traffic in shopping malls. Claire’s plans
on closing many of its stores, most of which are
in shopping malls. The company also plans on
exiting from its Chapter 11 case in September
2018 with a large reduction in debt.
• Nine West Holding
This well-known footwear and clothing company
filed for bankruptcy on April 6, 2018. The
company listed over $1 billion in debts. Nine
West filed with: (i) what is known in bankruptcy
parlance as a "stalking horse" asset-purchase
offer (subject to a competitive sale process) for
its flagship brands; and (ii) a plan for its creditors
to take over its remaining business.
• Toys “R” Us
With over $7 billion in total liabilities, Toys “R”
Us filed for bankruptcy on September 19, 2017.
As discussed below, this toy giant’s bankruptcy
should serve a cautionary tale for trade creditors.
Toys “R” Us’ Bankruptcy Implications for
Trade Creditors
This iconic brand’s bankruptcy has taught us
that not even critical vendors are safe. Toys
“R” Us filed for bankruptcy right before its high
sales season: the holidays. Upon filing, the
company sought billions of dollars in financing
and reassured its trade creditors that, while
unprecedented, the amount sought would provide
Toys “R” Us with sufficient liquidity to ensure a
successful holiday season and provide additional
capital to reinvest in unsecured creditors’
businesses. However, such was not the case.

• The Walking Company
The shoe seller filed for bankruptcy protection
on March 6, 2018. The Walking Company
operates approximately 208 stores nationwide.
After entering bankruptcy with the support of its
major shareholders and financing commitments,
The Walking Company plans to exit bankruptcy
quickly.

With Toys "R" Us’ sales plunging approximately
15% from the previous year, the holiday season
delivered another blow to the distressed company.
Immediately after, Toys “R” Us missed payments
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to its suppliers without any explanation, and the
company’s CEO delivered somber news to his
30,000 employees: Toy “R” Us would close shop.
Trade creditors quickly shifted gears to maximize
value and seek further protections. At the
time, Toys “R” Us had over $450 million in
post-bankruptcy petition unpaid merchandise
payables, and had defaulted on around $150
million in post-bankruptcy petition trade
obligations. Most disturbing was the fact that
goods shipped to Toys “R” Us on unsecured
trade credit were destined for liquidation via
going-out-business sales for secured creditors’
benefit.
While larger and more stable trade creditors may
find a way to weather the Toys “R” Us storm,
numerous smaller trade creditors find themselves
in precarious situations given their significant
losses in revenue and inventory. Moving forward,
trade creditors must: (i) go to great lengths to
understand their clients’ financial state; and
(ii) adopt practices that ensure their account
receivables are protected.
Lessons for Trade Creditors Moving Forward
In addition to our previous recommendations
– namely, obtaining critical vendor status,
raising section 503(b)(9) claims, and asserting
reclamation rights – the following are other ways
trade creditors can protect their rights in a postToys “R” Us retail environment:
1. Know your customers better than they
know themselves.
Trade creditors must do their homework, and
learn as much as they can about their customers.
While the internet may be a reason for brick-andmortar retailers’ demise, it is trade creditors’
best resource for information. If the retailer
is a publicly traded company, the Securities
and Exchange Commission’s website will have
the details on said retailer’s financial health.
Additionally, the internet – along with trade
creditors’ legal and financial professionals – is a
great source for finding lawsuits and/or liens filed
against retailers.
Trade creditors must use this information, in
addition to their internal business observations,
to spot signs of financially distressed retail
customers. Among others, these signs include:
a) Substantial operating losses and/or negative
cash flow;
b) The taking out of excessive loans, leading
to an increased default risk;

c). An increase in past due payments for
merchandise;
d). If the retailer has issued securities, falling
stock and/or bond prices;
e). Credit agencies downgrading the retailers
rating to “junk status”;
f). The restriction or loss of the retailer’s credit
insurance coverage;
g) If the retailer is a public company, a delay in
the releasing of financial information;
h). Resignations by the retailer’s CEO/CFO/
CIO and/or other significant management or
executive officials; and
i) The hiring of a Chief Restructuring Officer.
2. Consider implementing aggressive
repayment practices.
Stricter repayment practices include: cash on
delivery, cash in advance, or payment of all
outstanding obligations. The best way to avoid an
outstanding balance on trade credit agreements
is to avoid the balance becoming outstanding
altogether. This is particularly advisable if one of
the previously mentioned warning signs manifests
itself.
Of course, if payments are made within 90
days of a retailer’s bankruptcy filing, then they
are susceptible to preference actions. The
Bankruptcy Code, via these preference actions,
allows a debtor-in-possession or a trustee to
avoid and recover transfers made to creditors
within 90 days of the bankruptcy filing to the
extent that these payments give creditors an
advantage over other creditors. However, trade
creditors may be better off raising preference
action defenses to keep what is in their bank
accounts than fighting over scraps in the
reorganization or liquidation process.
It may be a challenge for some trade creditors
to implement aggressive repayment practices
with strategically important retailers – like Toys
“R” Us – due to their negotiating power. In which
case, there are other solutions that protect
trade creditors from the losses resulting from a
retailer’s default, such as obtaining trade credit
insurance.
3. Obtain trade credit insurance.
Trade credit insurance will allow a trade creditor
to protect itself from a major retailer’s default
and/or the risk of a preference action. Trade
creditors must make sure that their trade credit
insurance includes preference coverage, as
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some insurers omit this coverage altogether.
Additionally, trade creditors must ensure that
their trade credit insurance policy’s protection
from a retailer’s nonpayment is as broad as
possible. Consulting with the right attorney and
broker is advisable when considering buying
these policies. Lastly, trade credit insurers can
be a great source of information on a retailer’s
financial health. Even if trade creditors decide
against buying this type of insurance, the
information obtained from trade credit insurers
could be quite valuable.
4. Demand adequate assurance for
due performance.

Conclusion
If 2018 has taught trade creditors anything
it is that the retail bankruptcy surge has not
subsided. Distressed retailers have discovered
new ways to avoid paying even their most critical
vendors. In order to survive the current retail
bankruptcy pandemic, trade creditors must: (i)
know their retail customers better than they know
themselves; and (ii) act quickly to assert all of the
available remedies when dealing with a financially
distressed retailer. In essence, trade creditors
must always be on guard, or risk realizing small or
no recoveries on their claims.
About the authors:
Jeffrey Cohen, Esq. is a
partner in the Bankruptcy,
Financial Reorganization &
Creditors’ Rights Department
of Lowenstein Sandler LLP. His
practice is primarily focused on
the representation of unsecured
creditors and creditors’
committees in Chapter 11
bankruptcies in the retail and technology
sectors. Email at: jcohen@lowenstein.com

Pursuant to § 2-609 of the Uniform Commercial
Code, if a trade creditor has doubts about a
retailer’s ability to perform its obligation under a
contract between the parties, the trade creditor
may demand adequate assurance of future
performance. Essentially, the trade creditor would
suspend its performance under its contract with
the retailer until the retailer makes assurances
of its ability to pay. In making a demand for
adequate assurance, trade creditors should
request the type of assurance that is reasonable
under the circumstances. This is usually
determined by using the good faith commercial
standards between the retailer and the trade
creditor.

Gabriel Olivera, Esq. focuses
on bankruptcy-related
matters. His legal experience
also includes a clerkship
for the Honorable Brian K.
Tester of the United States
Bankruptcy Court for the
District of Puerto Rico. Gabriel
is bilingual and has practiced
law in Spanish.
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The right to adequate assurance under the
Uniform Commercial Code remains the same
after the retailer files for bankruptcy. However,
if the retailer is in bankruptcy, trade creditors
would be wise to file a motion in the bankruptcy
court seeking adequate assurance and, if it is not
received, a motion to terminate a trade creditor’s
obligation to supply the goods.
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U.S. Macro Outlook: A Binding Constraint on Growth
Businesses are struggling to fill open jobs, which eventually
will threaten the economic expansion.
By: Mark M. Zandi, Chief Economist
Moody's Analytics
Overview
We are fighting our fair share of battles around
the world today, but this time low unemployment
• With U.S. unemployment less than 4%, the
is being driven by a combination of demographic
struggle to fill open jobs soon will constrain
and social trends, and massive fiscal stimulus—
the economy’s ability to grow.
temporary deficit-financed tax cuts and
• Wage growth is accelerating; ECI wage
increased federal government spending—that
growth is precisely what it should be given
has just begun to hit
the slack in the
the economy.
labor market.
Unemployment
Headed
to
the
Low
3s
• Optimism that
In times past, our
Unemployment rate, %, based on trend…
the record job
troops eventually
openings and
came home and
accelerating
alleviated pressures
wage gains will
on the job market,
incent lots of new
and while there was a
workers to come
significant economic
into the workforce
adjustment, the
is misplaced.
increase in workers
• Under a poor
powered growth. That
policy mix, the
won’t happen this
labor market is
time. Businesses are
quickly becoming
already struggling to
a binding
Sources: BLS, Moody’s Analytics
fill open jobs, which
constraint on
soon will constrain
the economy’s
the
economy’s
ability
to
grow
and, eventually, will
growth.
threaten the economic expansion.
The economy has entered rarefied and risky
Pick your statistic
territory. The nearly nine-year expansion recently
tied for the second longest in U.S. history. Equally
The job market is very tight. Pick your statistic.
noteworthy, the unemployment rate has declined
Not only is unemployment low, but so too is
into the threes, and odds are good that it will fall
underemployment. The underemployment rate—a
into the low threes by
measure of the
the end of the decade.
unemployed, partAbout as Tight as it Ever Gets
timers who want more
Unemployment has
hours, and those not
Underemployed per open job position
been this low only
looking for work and
three other times,
thus not counted as
all the result of war,
unemployed but who
including during World
say they would take a
War II, the Korean
job if they could find
War, and the war in
a suitable one as a
Vietnam. With millions
percent of the labor
of soldiers overseas,
force—is also about
the labor force back
as low as it ever gets
home was depleted,
and falling fast.
pushing any ablebodied person to
There are close to
Sources: BLS, Moody’s Analytics
work.
6.5 million open

19

©2018 Credit Research Foundation

jobs, a record. And there are two underemployed
wage data, like the much-followed average hourly
for every open position, also a record low. At
earnings measure from BLS, do not.
the worst of the
financial crisis,
The ECI shows wage
The Phillips Curve Is Alive and Well
there were nearly 12
growth is closing
Wage growth Phillips Curve, quarterly 1994Q1 to 2018Q1
underemployed per
in on 3% year over
4.5
open position.
year, about double
Y-axis: ECI for wages, % change yr ago

what it was in the
1994 to 2017
Business surveys
immediate aftermath
3.5
2015 to 2017
reflect how hard it
of the financial crisis.
2017
is to fill jobs. The
3.0
To be sure, this is
2018
R² = 0.8646
National Federation of
much slower than
2.5
Independent Business
the 4% gains that
2.0
survey indicates that
prevailed during the
more than one-third
1.5
late 1990s, the last
X-axis: Prime age non-employment rate
of small businesses
time unemployment
1.0
have an opening. The
18
19
20
21
22
23
24
25
26 was as low as it is
only other time this
today. But underlying
Sources: BLS, Moody’s Analytics
was so was briefly at
productivity growth
the height of the lateand inflation—key
1990s technology boom.
determinants of wage growth—were also much
4.0

higher back then. The internet revolution was in
full swing, and productivity growth was close to
3% and rapidly accelerating. Productivity growth
today is struggling to maintain a 1% pace.

Initial unemployment insurance claims are just
over 200,000 per week—as low as they’ve
been in nearly a half century, back to when the
labor force was only half the size it is today. The
quit rate, the percent of the unemployed that
have voluntarily left a job presumably confident
they will quickly find another, is surging.
Demographically adjusted, the quit rate has never
been higher.

Indeed, ECI wage growth is precisely what it
should be given the slack in the labor market,
at least as measured by the prime-age
nonemployment rate.
The nonemployment rate is the percent of the
population that isn’t working, for whatever
reason. The so-called Phillips wage curve—the
relationship between wage growth and slack in
the labor market—is clearly alive and well.

Nearly everyone now recognizes this is a
worker’s job market. Close to 40% of consumers
responding to the Conference Board survey now
say jobs are plentiful, and only 15% say they are
hard to get. The only other time people thought
conditions were better in the job market was in
the 1990s tech boom.
Phillips curve lives
Arguments that
wage growth has
been punk, and that
thus there is still
significant slack in
the labor market, are
off-base. The most
accurate measure of
labor compensation
comes from the
Bureau of Labor
Statistic’s quarterly
Employment
Cost Index. The
ECI accounts for
changes in the mix
of workers, which
other government

Wages for New
% change yr ago
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ADP confirmation
Wage statistics that Moody’s Analytics constructs
based on millions of payroll records maintained
by human resource
company ADP
confirm that
Entrants Surge
wage growth is
accelerating. We
track the wages of
All workers
Western U.S.
the same employees
over time, so
the data are not
impacted by the
changing mix of
workers, although
they do reflect the
improving skill and
productivity of these
'17
'18
workers.
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Wage growth for employees who have been at the
same job for more than a year is almost 5%, an
acceleration of nearly a percentage point from this
time last year. The wage acceleration is strongest
for millennials; those working in construction,
leisure and hospitality, and information services
(think Facebook); in the western U.S.; and at
companies with fewer than 50 employees.

from elderly parents in failing health. Many other
developed countries have federal laws that require
such benefits and thus see higher participation
rates.
Our unfriendly stance toward foreign immigrants
is fast-becoming the most important barrier to
having more workers. Close to 1 million legal and
undocumented people have been moving to the
U.S. each year on net in recent years, accounting
for all of the growth in the working-age population
and then some. That is, if immigration completely
dried up, then the working-age population and
most likely the labor force would decline. That’s
not going to happen, but it highlights the likely
large impact of even a slowing in immigration.

Wage gains are also accelerating for those
switching jobs, particularly for millennials, and
even more for new entrants into the workforce,
especially in information services. The pickup in
new entrant wage growth has been noticeably
pronounced since last summer, probably
reflecting minimum wage hikes at the start
of the year. But it also suggests that the job
market may have hit an inflection point, after
which businesses’ only hope for attracting new
employees is to pay meaningfully higher wages.

Policy mix
While policy is working to restrict, or at least
not to support labor supply, it is also working to
juice-up labor demand via the fiscal stimulus.
The deficit-financed tax cuts and increased
government spending total well more than a
percentage point of GDP this year and next. This
would be a reasonable policy mix if there was
lots of slack in the labor market and policymakers
were focused on reducing unemployment.

Policy barriers
Optimism that the record job openings and
accelerating wage gains will incent lots of new
workers to come into the workforce and ease the
tight conditions is misplaced. There are a host of
barriers, with the opioid crisis among the most
disconcerting. Almost half of prime-age men
not in the labor force take pain medication on a
daily basis, and about two-thirds of those have
prescriptions, with the largest number getting
them via Medicaid. Opioid-related deaths have
increased so significantly that they have become
the biggest reason the Census Bureau has badly
overestimated population growth in recent years.

But it is an especially poor policy mix now when
unemployment is about as low as it ever gets. The
labor market will only get tighter as businesses
become unable to fill an increasing number of
open positions. Wage growth and inflation will
accelerate, and interest rates will rise. The labor
market is quickly becoming a binding constraint
on the economy’s growth.

Also contributing to fewer prime-age workers is
the large number of people on disability, in prison,
or with a correctional problem limiting their job
opportunities. While fewer are going on disability
in recent years, there was a surge during the
Great Recession, and most have never found their
way back to work. The correctional population has
also fallen a bit, but mostly because of a decline in
those on probation. Together, those on disability
and with a correctional problem amount to about
one-tenth of the labor force.

About the Author:
Mark M. Zandi is chief
economist of Moody’s
Analytics, where he directs
economic research. Moody’s
Analytics, a subsidiary of
Moody’s Corp., is a provider of
economic research, data and
analytical tools.
He is a co-founder of Economy.com, which
Moody’s purchased in 2005.
Dr. Zandi conducts regular briefings on
the economy for corporate boards, trade
associations, and policymakers at all levels. He is
often quoted in national and global publications
and interviewed by major news media outlets,
and is a frequent guest on CNBC, NPR, CNN,
Meet the Press, and various other national
networks and news programs.

Prime-age participation is also being hurt by
poor paid family and medical leave policies at
many companies. Such policies enable workers
to get paid while taking time off to address life
events and medical emergencies, such as the
birth or adoption of a child or a personal or family
member illness. This is increasingly important
as millennials are beginning to start families and
baby boomers are under increasing demands
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Just a few thoughts . . . .
from CRF’s President, Bill Balduino
CHANGE…
Like it or not change is a constant…we have little direct input or control into
what changes, no one asks our opinion, we don’t get to vote on it, we can’t
control how frequently, in what order or even why - IT JUST HAPPENS!!!
Sometimes the change is gradual – more of an evolution than a revolution;
sometimes it happens more quickly and with a sense of suddenness…
for those of us that have been around for a bit (LOL): Do you remember
“Reengineering”?
I think what truly matters here are two simple things: first, our awareness of
the change - did we notice; did we participate; embrace; engage; adapt or
modify…..or: second, did we just watch and let it happen?
Our beloved discipline has been changing!

Bill Balduino
President, CRF

Those of you as ancient as I am have seen or can remember the transitions:
order management was first; then customer level credit management; followed by concepts of
portfolio management. Automation brought in automated decisioning, credit scoring and analytics.
Large ERP providers heightened the need and thirst for enhancements to provide deeper and deeper
and broader and broader integrated solutions and analytics – ones that actually integrated disciplines
that heretofore have been separate islands of responsibility and accountability. Yes, there were many
contributing factors in addition to the technology references, but it was the technology that was the
fundamental enabler for the changes, and now we live with artificial intelligence and robotic process
automation – need I say more…
In accompaniment, the names or wrappers changed – decentralized organizations still remain, but
many were challenged to explain their rationale, and even centralized functions became customer
financial services or shared service centers, then morphed to global business solutions – and there is
also procure-to-pay… who knows what’s next???
Where am I going with this? What doesn’t change is the need for education and research.
Understanding what is and isn’t working and who provides it and at what price – what are the
expectations internally and how do you test that; how do you mitigate the falsehoods and modify to
get realities – who can help and how; who do you reach out to and trust; what do you need to know
and how do you prepare; what are the lessons and the realities. A little self-serving – okay, maybe a
lot – but organizations like the Credit Research Foundation can be instrumental in that regard. The
educational programs offered are leading edge contemporary solutions for contemporary issues. The
CRF EXPO will feature the latest cutting-edge products and services from the most progressive and
forward-thinking leaders in our space! The membership itself is composed of the brightest and most
experienced minds in the discipline – individuals that are willing to offer and share their experience
and knowledge – A TRUE COMMUNITY! All you need to do is reach out and participate.
While “change” is ongoing – I hope CRF’s efforts to identify, understand and provide insight has been
a “constant”!
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Why a 24-Hour Credit Approval isn’t Fast Enough
By: Sarah Faatz
Director of Credit, BlueTarp Financial

Success is no longer just the absence of
problems. Sure, customers expect you to have
the product they need, have it delivered promptly,
have the order accurately fulfilled, and be billed
without error. However, in the world where
Amazon has set the standard for convenience
and speed, saving customers’ time will earn you a
competitive advantage - for both your online and
off-line customers.

customers to actually start clicking the order
button.
Fast and standardized
Automated applications streamline the process
and improve the experience for both you and
your customers. First, customers (or your sales
team can do this for your offline customers) fill
out an online form
that eliminates the
chance of incomplete
applications. Both
the prospect and the
sales manager are
benefitting from an
instant decision and
instant credit line.

This new reality
means that
businesses must pay
particular attention
to one of their first
points of contact
with customers:
Credit Applications.
Customers faced
with a laborious
manual credit
application process
that requires printing
out a form, sending
it in and waiting
more than a day to
hear back are likely to search for a supplier with a
more streamlined process. That means you could
be losing customers—even if you provide a 24hour turnaround on their application.

When you think
about designing your
online credit app,
it’s a good idea to
have required fields
so that you can
eliminate incomplete
applications. And you’ll want to provide digital
signature capability where the customer can
agree to the terms without needing to print, sign,
and mail in the application. It’s common for an
application to be incomplete and require followup, or it’s missing a signature – which can be a
sneaky way to avoid it being legally binding, but
also requires follow-up. Building these rules into
your online application go a long way in reducing
time that drags down your team’s productivity
and morale. And just as important, applicants can
get irritated when you have to go back for missing
information. The process quickly starts to feel
difficult to them.

Slow and subjective
Consider the inefficiency involved in manually
processing a paper credit application. The
customer fills out the form by hand and sends
it to the credit department, where someone
contacts a credit bureau, checks references
and—using criteria that differs from business
to business and may not accurately reflect
creditworthiness—takes anywhere from a few
hours to a few weeks to decide whether to grant
the applicant credit, and how much.

An online application also makes it easy for both
credit and sales to have access to the same
information. With a shared dashboard, both teams
can see the status of mailed, faxed or electronic
applications. When credit decisions are made, that
information can be fed into your sales team’s CRM.
With this visibility, they can see which targets to
focus their resources on. Once an applicant is

This process runs the risk that customers won’t
fill out their applications correctly or completely—
meaning your staff has to make follow-up calls
that further delay the processing and final credit
decision. As a result, it takes much longer for
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approved, sales can get to work on the important
business of getting the customer what they need.

decisions, customers were able to immediately
use their line to make a purchase.

Using criteria proven to predict an applicant’s
true risk, each application is evaluated for the
likelihood of severe delinquency or charge-offs
and placed in the appropriate risk category. Then
customers get an instant credit decision with
an immediately available credit line. If you have
customers that buy online from you today, they
can even start purchasing what they need in the
same session.

The benefits of automated applications and
instant credit approvals to the customer are clear:
More speed and greater convenience. But the
benefits to your business are just as important:
• More sales. Companies can achieve an
instant credit decision on up to 90% of their
online credit applications, allowing for faster
approvals and an immediate ability to purchase.

Integrated application decisioning

• Lower costs. Automated processes require
less manpower, and that quickly translates
into lower costs. Manually processing a few
hundred applications per month can require
two full-time employees – who could be freed
up for higher-value work.
• Reduced friction between the credit and
sales departments. An automated process
means that both credit and sales have access
to customer applications, and the decisions
are consistent and validated, preventing any
delays or biases created by sales pressure.
Both teams have worked together to build a
credit model that balances risk with new sales
growth, and have full visibility into the status
of all decisions.
• Stronger focus on high-risk accounts. With
so many inefficiencies eliminated, your credit
staff can devote more attention to the minority
of accounts that qualify as high risk. When
these accounts are properly evaluated, cases
of costly delinquency decrease.

You’ll find that you can likely provide instant
decisions for between 80-90% of applicants
and significantly reduce the cost of judgmental
credit review, since only a marginal number of
applicants or large line requests get flagged
for manual review. This automation allows you
to remove all manual time spent on making
routine decisions and creating cut approvals and
declines. With the right scoring model, you know
you’ve made the right decision. It allows you to
spend more time on gray area decisions where it
really belongs.

The bottom line: Automating your credit
application, approval and monitoring systems
could make the difference between attracting
customers and losing them to your competitors.
Not only that, you'll lower costs, reduce the risk
of delinquency and charge-offs, and free your
staff to focus on higher value work—ultimately
driving more revenue and increasing your bottom
line.

These best practices were implemented by
a large office supplier entering a new market
segment. Recognizing that growing sales in a
new market equated to new risk exposure, it
was imperative that they streamlined customer
acquisition for both sales and credit. They
integrated an online credit application portal
directly into their existing sales platform. With full
transparency and automated decisioning, their
sales and credit teams were freed up to focus
on higher-value tasks. And, with instant credit

About the Author:
Sarah Faatz is the Director
of Credit Risk Management
at BlueTarp Financial. She
has over two decades of
experience working in B2B
credit risk management and
portfolio analysis.
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www.cstcoinc.com

We’ve been
“Your Key to Collections”
for 91 years.
While at the CRF Expo & Forum in Orlando FL, we can also be your
key to a sweet and sassy treat from Kentucky's famous Bourbon Trail.
If you missed out on trying our Woodford Reserve Bourbon Balls last
year, no worries. We've brought them back again this year. It's a
chocolate covered bourbon ball, with a pecan half on top. Delicious!
Look for us at booth 29 at this year's CRF Expo & Forum.
See you there!

2007 Lake Point Way, Louisville, KY 40223 Phone: 800-626-5873
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10 FACTS

Visit IACC at
Booth #16
during CRF’s
Forum & Expo

That Distinguish IACC Commercial Collection
Agencies From All Other Collection Agencies
When it comes to commercial debt collectors, you have many choices. When it comes
to making the most informed choice, insightful credit grantors choose members of the
International Association of Commercial Collectors (IACC). With just under 200 commercial
agencies and nearly 400 total members, IACC membership is a resource in and of itself.

IACC member agencies…
• Are bound by a code of ethics, ensuring
that their business practices are fair, upright
and honest.

• Are adept at collecting from debtors both
within the United States and throughout
the world.

• Undergo an exhaustive prescreening in
order to determine eligibility for membership.

• Are committed to professional
development and education, which are
provided through IACC conferences and
webinars.

• Are part of an extensive network of
professionals who specialize in collections,
law, finance and more.

• Collect in a manner that ensures your
company’s reputation and business
relationships remain strong.

• Have exclusive access to a rigorous
agency certification through a
collaboration with the Commercial Law
League of America. This certification is the
only independently audited program in the
marketplace.

• Maintain collected funds in separate trust
accounts.
• Share in IACC’s stellar reputation as
the world’s largest and most respected
association of commercial collection
professionals since its inception in 1970.

• Benefit from a longstanding commercial
collection agent certification program.

The IACC Advantage Ultimately Benefits
You, the Credit Grantor!
Find an IACC member agency skilled
to meet your distinct needs today!

Visit www.commercialcollector.com
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Bringing together recovery, resolution,
and professionalism since 1974.

COLLECTING IS JUST THE BEGINNING.
PROFITABILITY IS THE END.

Please visit us
at the CRF
Expo Booth #6

Commercial Collections • Letter Writing Services • Outsourcing • Free Pre-placement Consulting
Worldwide Attorney Network • Online Account Access with Collector’s Notes, Financials & Custom Reports

t: 1.800.355.9999 | w: www.dalcollects.com | e: dal@dalcollects.com
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Modernization of a Shared Service Center
By: Keith Cowart
Product Marketing Manager, Receivables Corporate and Digital Solutions, FIS

Shared Service Centers (SSC) are not a new idea. SSCs provide an avenue for standardizing
They have evolved from an eccentric idea, to a
processes, procedures, and policy. However, they
vaguely achievable prospect, and then a viable
also need solutions to help govern the adherence
option, and finally into a business imperative for
to each of those. The modern SSC leverages a
optimizational excellence. Companies no longer
single credit and collections management solution
wrestle with the question of whether it can work.
to provide visibility like never before into the
They now wrestle with the question of how best
productivity of individuals and the overall team.
to organize the SSC based on their geographic
Some have attempted to piece together different
footprint and collaboration needs and how to
solutions to support their SSC. While results
further optimize. A recent FIS study found that
improve by implementing a technical solution, the
36% of companies surveyed state that they
maximum achievable results are realized when a
currently have one global center supporting their
single solution is institutionalized.
credit and collections
Figure 1: Level of Centralization
organization. Another
One example of
24% maintain regional
where productivity is
centers (Figure 1).
improved through a
single solution stems
Centralization may
around the dispute and
include physical
deduction process. Many
centralization where
deductions are identified
teams are located in
during the cash
the same location. It
application process. If
may also simply include
cash application is being
teams that spread
completed directly in
out geographically
the ERP system, this
but report into one
creates double work for
organization. There
an analyst. The short
are reasons to support
payment will have to
both approaches
be documented in the
depending on the goals
ERP system and then
of the organization.
communicated somehow
With either approach,
to the collector and
dealing with disparate
potentially to a Sales
systems is a challenge
or Service team. The
for every corporation.
collector then needs to
Data is inconsistent
document the deduction
across each ERP/
and any communications
Accounting system as
with the customer.
well as the inconsistent
capabilities of
With a single solution,
each system. The
the collaboration
modernization of an SSC begins with putting a
cycle is complete. With cash application being
solution in place that consolidates and normalizes completed in the same solution as collections
data into a central view. This solution must
with deduction and dispute workflow built in,
provide actionable information that is constantly
everyone is working with real-time collaboration
improved through Artificial Intelligence and driven tools with documentation being maintained in one
by process automation.
location with everyone able to contribute towards
resolution.
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Figure 2: Fregruency of portfolio scoring for assessing credit and collection risk

success. Figure 2 demonstrates the breakdown of
how often companies assess credit and collection
risk across their portfolio. A scary statistic is that
40% score their portfolio either infrequently or
even worse, never. Risk is not a one-time or even
a once-in-a-while thing. Risk is always there and
needs to be monitored frequently and consistently
to effectively protect your company. Companies
with hundreds or even thousands of customers
cannot possibly keep up with monitoring all of
them. This is where AI is able to improve the
effectiveness of a modern SSC.

Artificial Intelligence
The modern SSC recognizes that data is key
to improvement. The challenge however is too
much data can be overwhelming and creates a
paralyzed and stagnant organization. So how
does the modern SSC find that balance between
leveraging all of the data at their fingertips while
continuously moving the organization forward?
The answer is Artificial Intelligence (AI). AI allows
an organization to exponentially increase the data
being leveraged while keeping their team focused
on high-priority, value-added work.

Robotic Process Automation
Modernization in this arena includes allowing
The next step to modernizing an SSC is by
the AI engine to make decisions on behalf of the
instituting process automation. Another term used
team based on past experience, combined with
broadly within the industry is robotics, or Robotic
internal and external data sources. AI is a term
Process Automation
used a lot these days.
(RPA). Simply stated,
Figure 3: Degree of Automation
When searching for
RPA allows teams
a true AI-enabled
to do more with
solution, you must
less resources.
ask yourself if the
Within an SSC,
solution is truly using
processes such as
data and calculations
routing of disputes,
to conduct your
sending reminder
prescribed actions
correspondences,
or is it simply a
and even sending
calculator providing
invoice copies to
more data. For
customers can all
example, does the
be handled through
solution have the
process automation.
ability to make credit
There is no need to
decisions on behalf of
have team members
your team if specified
spend their finite
elements are within
time and energy on
acceptable ranges?
completing those
Why have your team
tasks. The modern
spend time on those
SSC no longer has
smaller, credit worthy
to repetitively key
credit applications
the same information
when they can focus
over and over. They
on the high-dollar,
no longer have
high-risk accounts?
to click through
selecting the same
In the collections
values
from
drop
down
lists.
Anything that is
area, AI monitors the collection risk of accounts
repeatable
and
repetitive
is
a
process ripe for
and automatically reprioritizes the accounts into
automation.
the most effective strategies to ensure portfolio
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The cost savings for an organization that
implements automation is evident by the sheer
volume of companies that have at least some
degree of automation, as illustrated in Figure 3 (on
previous page). When RPA is used in conjunction
with AI, SSCs transform into the benchmark
against all other companies. Resources can
be reallocated to focus on value-added work
improving overall results. Operating costs are
reduced while cash flow is improved through more
effective and efficient collection practices.

The standard metrics surround past due A/R
(93%), DSO (85%), and bad-debt write-offs
(67%). Many organizations are now focusing on
operational metrics that were never available
before. SSCs that are leveraging technology
solutions for their credit and collections processes
have access to more in-depth metrics, that are
actionable, like never before. Teams are more
agile to changing metrics like average days to
pay and average days late. Internally focused
metrics, such as deduction and dispute cycle time
and collector effectiveness, allow SSCs to make
data driven decisions on how best to support the
business.

Customer Self-Service Portals
The evolution of the modernized SSC continues
with the increasing popularity of self-service
portals. Why have your team do the work if

Key Metrics

Cloud Environments
The traditional model for SSCs has centered
around self-hosting a credit and collections
management solution. This model is shifting
however. Organizations are now recognizing the
cost savings and simplification of technology
management and maintenance by moving to
private cloud or software-as-a-service (SaaS)
environments. By allowing the technology provider
to manage the implementation, administration
and security of the solution, the modern SSC is
able to focus on driving results. Organizations
are able to realize a quicker return on investment
through easy deployment and a standardized
implementation methodology coupled with predefined workflows, which means a team can begin
realizing the benefits of a solution right away.

the customer can do it on their own? To be
successful, a self-service customer portal must
be intuitive and simple to use. The new digital
world is witnessing the emergence of solutions
to the traditional excuses customers have always
posed for non-payment. With self-service portals,
customers can access electronic copies of all
their invoices as well as make payments directly
on the site. Customers have the ability to indicate
deductions they are taking as well as disputing
invoices. An added benefit for the modern SSC
is that, as customers are making payments on a
customer portal, they indicate which invoices they
are paying which increases straight-through cash
application processing and accuracy to 100%.
Operational Efficiency and Effectiveness
Every SSC requires some level of measurement
to determine how successfully they are
accomplishing the goals they set out to achieve.

As SSCs continue to evolve, they will continue to
look to technology providers to keep them on the
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modern edge of best practices. Solutions that
support these modern SSCs are on the forefront
of driving change in the market by increasing
the benefits that companies can achieve through
AI and full process automation. To continue
improving, leaders of the modern SSC are
continually looking for the next advantage for
their teams. Adding in additional features, such
as a customer self-service portal and even
leveraging a cloud environment, are some of the
key elements that drive these teams into the
ninety-ninth percentile of successful SSCs.

About the Author:
Keith Cowart is Product
Marketing Manager in
FIS’ Corporate Liquidity
- Receivables group
which features the Creditto-Collections product,
GETPAID.
He has over 20 years of
professional experience
and his focus is in continuous improvement and
leveraging technology to automate processes
and improve results.

* All charts and statistics contained within the article
are from FIS Market Study: Managing Credit and
Collections Risk Through Unpredictable Times

Navigate CRF's New Website
We are very excited about the “new look” of our website
and hope you have found it visually appealing and easier to
navigate. A mini-video is now available to highlight some of the
changes and additions – CLICK HERE to view.
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Increase Your Sales!
The competitive advantages of UCC Filings.

When implementing a UCC filing program, it’s important
to understand the widespread benefits:
Minimized financial risk
Reduced DSO
Improved cash flow
Increased sales

UCC filing is more than reducing risk; it’s an opportunity to expand your market. UCC filings provide you the
security needed to sell to marginal accounts and to increase existing clients’ credit lines.
Take the opportunity to reduce your risk and increase sales today!
In a sampling of recent bankruptcy cases, NCS UCC Services found that unsecured creditors received, on
average, 9.3 cents on the dollar, compared to secured creditors being paid 96 cents on the dollar.
Which creditor would you rather be?

Contact NCS to secure more sales with UCC filings!
New clients, mention “CRFN2” and receive a $50 credit on your first service request.
®

Please visit us at Booth #1
Securing Your Tomorrow ®

NCScredit.com
800.826.5256
NCSsales@NCScredit.com

Collection Services | UCC Services | Notice & Mechanic’s Lien Services | Education & Resources
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Retailing: Growth, Profitability and Indebtedness
How are Things Lately? What do I Watch for in the Future?
By: Steven C. Isberg, Ph.D.
Senior Research Fellow
Credit Research Foundation

Generally speaking,
again through
Exhibit 1
Annual Growth in Total Retail and Online Sales; Online Sales as a % of Total Sales: 2001-2017
sales are looking
2015 and has
good for the overall
since recovered.
retail sector, at
The trend in online
least for now.
sales growth is
According to data
obviously expected
from the US Census
to continue, as
Bureau, retail sales
more and more
grew by 5.2% for
traditional retailers
the year ending
move into that
December 2017. As
marketplace. Online
of this past March,
sales have been
the year-to-year
the leading source
growth was still at
of revenue growth
5.01%. Growth for
for traditional brick
2017 outpaced that
and mortar retailers
for each of the two
such as Target and
prior years, and it
Walmart, which
is the highest it has
saw 29% and 44%
been since 2011,
increases in online
when retail sales grew by 7.5% coming out of the
sales, respectively, for FYE Jan 2018.
“Great Recession.”
Even better news is that the 5-year average
As expected, online (E-Commerce) sales growth
annual retail sales growth appears to be above
has outpaced the overall rate, as it has for the
the 20-year trend. As can be seen in Exhibit 2,
past 20 years. The 3-year increase in overall retail the 5-year average annual retail sales growth rate
sales is apparent
had been trending
Exhibit 2
One and Five Year Average Annual Retail Sales Growth Rates: Monthly: Jan 1997-Mar 2018
in Exhibit 1, as is
down, even before
the fact that online
the recession. It
sales growth of 15%
slowed down again
in 2017 is leading
between May 2014
the way. As can also
and March 2017.
be seen, however,
Growth over the
online sales are still
past 2 years is
less than 10% of
bringing it up. The
overall retail sales:
key question is,
brick and mortar
of course, will this
aren’t dead quite
continue?
yet.
The rebound in
Retail sales
retail sales may
began slowing in
be, at least in
2006, prior to the
part, driven by
recession. After
the federal tax
2011, it slowed
changes enacted
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Exhibit 3
this past December.
the 5-year average
Five Year Average Annual Growth Rates in Nominal and Real Retail Sales: Monthly:
Consumers,
annual growth in
Jan 1997-March 2018
expecting their tax
real retail sales
bills to be lower,
has been trending
are comfortable
down since 2008
spending more of
and appears to be
their income now.
currently leveling
While this may
off.
boost growth in
the current year,
Retail sales are
such growth will
driven by the level
only continue if
of income and
the tax changes
how it is allocated
stimulate additional
toward consumer
sustainable
spending.
economic growth.
Consumer
It is important
expenditures
when thinking
include a wide
about this situation
variety of items that
to differentiate
are not purchased
between growth in retail sales and the level of
in a retail environment, such as housing,
retail sales. The impact of the tax change on
insurance, a variety of services, and energy. As
growth may be one time only, increasing the level with retail sales, consumer expenditure growth
of spending, but not the permanent growth rate.
is much lower after accounting for inflation. As it
Economists still disagree on how much of a factor turns out, retail sales have also been growing at
the tax change will be in creating sustainable
slower rates than overall consumer expenditures.
economic growth.
The 5-year average annual growth rate in
The next question to consider is: how much, if at
consumer expenditures currently appears to be
all, has inflation affected retail sales growth? The
on the upswing, but have trended down since
answer: inflation accounts for 40% of the growth
2000. Exhibit 4 provides measures of the 5-year
in nominal retail sales for 2017. Adjusting for
average annual growth rates for nominal and real
inflation using the consumer price index reduces
personal consumption expenditures obtained
retail sales growth
from the Bureau of
Exhibit 4
Five Year Average Annual Growth Rates in Nominal and Real Personal Consumption Expenditures:
from its nominal
Economic Analysis.
Monthly: Jan 1997 - March 2018
value of 5.2% (the
The real value is
one-year annual
calculated using
rate for 2017) to a
the Consumer Price
real value of 3.03%.
Index provided
This is concerning
by the Bureau of
for two reasons:
Labor Statistics.
1) The Federal
As can be seen in
Reserve plans to
the exhibit, growth
continue interest
in real personal
rate increases
consumption
in anticipation
expenditures is
of continued
much lower than
inflation; and 2) the
that for the nominal
growth rate in real
measure. In fact,
retail sales is not
inflation accounts
keeping up with the
for approximately
growth in personal
40% of this growth
consumption
today.
expenditures.
Growth in personal consumption expenditures
Analysis of the longer term trends in nominal
has outpaced growth in retail sales. As can also
and real retail sales indicates that we may be
be seen in Exhibit 5 (on next page), growth in real
experiencing lower retail sales growth as a new
consumer expenditures has been rising, while
normal condition. As can be seen in Exhibit 3,
growth in real retail sales has been relatively
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flat. This implies
that less of the
consumer budget
is being allocated
toward retail
purchases.

stands at 2.37%.
After accounting
for inflation, it sits
at just 0.92%. In
this case, inflation
explains over 60%
of the increase,
Changing consumer
which is not that
budget allocation
substantial to
is not necessarily
begin with. The
surprising given
5-year average
the high costs of
annual growth in
housing, energy,
average hourly
and services across
earnings for all
the country. This
private employees
may also be driven
is currently 2.42%
by a change in
when measured
the character of
nominally, and
the typical retail
0.97% after
consumption
accounting for
transaction. For example, rather than purchasing
inflation.2 Once again, inflation accounts for
about 60% of the increase. The real and nominal
a physical DVD for private viewing, many
growth rates for production and non-supervisory
consumers now either subscribe to services or
employees in the private sector are currently
digitally rent videos for those purposes. This will
not only affect the level of retail spending, but will 2.36% and 0.82%, respectively.3 Exhibit 6 shows
the trend in the 5-year average annual growth
shift that spending from one group of providers
rates in nominal and real wage and compensation
(e.g., brick and mortar retailers) to others (online
disbursements, which currently stand at 4.21%
providers).
and 2.65%,
Exhibit 6
Five Year Average Annual Growth Rates in Nominal and Real Wage and Salary Compensation:
respectively.4
Of course, one of
Monthly: Jan 1997 - March 2018
This measure
the main concerns
does not include
stated by the
benefits, but may
Federal Reserve
better capture the
in justifying its
earnings of higher
intention to raise
paid technically
interest rates
skilled employees
is the lower
and business
unemployment
executives. Even so,
rate and fear that
inflation accounts
it will put upward
for about 40% of
pressure on wages.
the increase, and
In fact, the number
the growth trend
of open jobs in
has been flat for the
the US economy
past few years.
currently exceeds
the number
The bottom line is
unemployed.
that the jury is still
Regardless of how
out on the question of whether there are higher
you look at it, however, wage and salary growth
growth rates sustainable throughout the US
is not rising.
economy, let alone the retail sector. As the full
There are a number of measures that can be
used to gauge wage and salary growth. One of
2 Average hourly earnings of all employees: total private; U.S.
the more popular measures is the Employment
Bureau of Labor Statistics
Cost Index.1 The 5-year average annual nominal
3 Average hourly earnings of production and nonsupervisory
growth in the employment cost index currently
Exhibit 5
Five Year Average Annual Growth Rates in Real Retail Sales and Personal
Consumption Expenditures: Monthly: Jan 1997 - March 2018
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1 Employment cost index: total compensation for all private
employees; U.S. Bureau of Labor Statistics

4 Compensation of employees, received: wage and salary disbursements: Private industries; U.S. Bureau of Labor Statistics
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effects of the new tax
codes filter through
the economy, it will be
easier to understand
the potential longterm impact on
sustainable economic
growth.
As one might predict,
the performance
of individual retail
businesses varied
across the industry
and even within the
different industry
sectors.

The second highest
growth rates were
Exhibit 7
garnered by the
grocery stores,
One and Five Year Average Annual Nominal Sales however, this rate was
significantly affected
Growth for Selected Retailers by Category
by acquisition activity.
Extreme value
Sales Growth
retailers (e.g., Dollar
Classification (Number)
One Year Five Year General) showed up
Online (10)
28.08%
21.79% next, which would
Grocery (12)
9.15%
4.71% be expected. As
the income gap has
Extreme Value (6)
6.90%
12.48% widened, growth in
Do It Yourself (4)
6.25%
6.34% the extreme value
sector has been
Fashion and Accessory (19)
4.95%
4.28% very high. As can
Department Stores (13)
2.35%
0.82% be seen, it has the
Sales Growth
Specialty (40)
2.29%
2.85% second highest 5-year
Sales growth was
average annual growth
driven not only by
Total Sample (104)
5.31%
4.78% rate. Overall growth
macroeconomic
for this sample of
factors, but also
104
retailers
is
close
to
the
growth rate of 5.2%,
industry specific factors, the largest of which
resulting
from
the
Census
data
cited above.
is consolidation activity. Simple measures of
annual and 5-year average annual sales growth
Net Profitability
were affected by restructuring transactions for a
number of companies. These transactions either
As sales tended to grow, net margins in most of
increased measured sales growth (e.g., merger
the sample increased as well. Exhibit 8 provides
between Dollar Tree and Family Dollar Stores), or
the average net margins for firms in the classified
in some cases decreased it (e.g., divestitures and sample of retailers, ranked by the change in
selloffs by Supervalu).
margins from 2016 to 2017. Online retailers tend

Exhibit 8
Average Net Profit Margins by Retail Sector: 2013-2017
Classification
Grocery
Fashion and Apparel
Extreme Value
Do It Yourself
Online
Department Stores
Specialty

2013

2014

2015

2016

2017

2.82%
4.15%
4.85%
6.30%
3.32%
0.90%
3.85%

2.31%
2.93%
4.96%
6.24%
2.04%
0.87%
3.75%

1.14%
-0.78%
4.18%
3.26%
2.82%
1.83%
2.97%

-4.59%
0.54%
4.98%
3.12%
1.90%
1.38%
3.02%

3.78%
3.85%
6.79%
3.93%
2.70%
1.88%
1.66%

As expected and as can be seen in Exhibit 7,
growth in the online retailing sector was the
highest, with department stores and specialty
retailers coming in at the lowest growth values.
The specialty retailer category included 40
companies that sold more narrow ranges of
products (e.g., sporting goods, auto parts,
furniture and appliances) and tended to occupy
smaller spaces than the typical department and
grocery store retailer. Given the large number
(19), it was possible to separate fashion and
accessory retailers out of the specialty group.

Latest One Year
Change
8.36%
3.31%
1.81%
0.81%
0.79%
0.50%
-1.36%

to be among the lower margin retailers for now,
most likely due to the competitive nature of the
industry, pricing strategies designed to increase
market share, and depreciation and amortization
of the fixed investment capital in technology
needed to operate. For example, Amazon’s net
margin of just over 1.7% for 2017 was larger than
the average of the previous 5 years, which was
about 0.83%. Grocery store profitability was,
at least within this sample, strongly influenced
by restructuring transactions, many of which
resulted in higher expenses in 2016. The
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Exhibit 9
Net Margins for Department Store Sample: 2013-2017
Company
SEARS HOLDINGS CORP
MACY'S INC
KOHL'S CORP
DILLARDS INC -CL A
TARGET CORP
COSTCO WHOLESALE CORP
WALMART INC
CASEYS GENERAL STORES INC
PENNEY (J C) CO
NEIMAN MARCUS GROUP INC
Average

2013
-3.77%
5.32%
4.67%
4.84%
2.72%
1.94%
3.38%
1.66%
-11.70%
-0.05%
0.90%

2014

2015

2016

-5.39%
5.43%
4.56%
4.89%
-2.25%
1.83%
3.38%
1.76%
-6.29%
0.78%
0.87%

-4.49% -10.03%
3.96%
2.40%
3.50%
2.98%
3.99%
2.64%
4.56%
3.94%
2.05%
1.98%
3.06%
2.83%
2.56%
3.58%
-4.06%
0.01%
3.19%
3.48%
1.83%
1.38%

2017
-2.29%
6.23%
4.50%
3.45%
4.08%
2.08%
1.99%
2.67%
-0.93%
-3.01%
1.88%

One
Year
Change
7.74%
3.83%
1.52%
0.81%
0.14%
0.10%
-0.84%
-0.91%
-0.94%
-6.49%
0.50%

Exhibit 10
Average Asset to Equity Ratios for Retail Sectors: 2013-2017
Classification
2013
2014
2015
2016
2017
Do It Yourself
2.23
2.63
3.54
4.81
10.18
Specialty
2.58
2.49
2.44
3.31
4.37
Grocery
1.39
1.60
1.41
1.57
3.87
Online
2.68
2.62
2.99
4.00
3.36
Department stores
3.46
1.70
2.86
2.90
3.02
Fashion and Apparel
1.97
2.36
2.23
2.32
2.29
Extreme Value
2.00
1.94
2.17
2.06
1.88

fashion and apparel sector seems to be
experiencing some kind of rebound, which may
be due to the survivor factor within that sector, as
many smaller retailers have dropped out of that
sector.

Home Depot, which currently has a ratio of
over 30, with long-term debt of $24 B and
current liabilities, mostly trade credit, of over
$16 B. Total assets are just over $44 B. Ratios
in the specialty and grocery sectors have again
been affected by consolidation transactions.
Interestingly, while these ratios are high in the
department store sector, they haven’t increased
significantly in spite of the restructuring that
has taken place. This is somewhat due to the
divestment of assets not uncommon to these
firms (e.g., Macy’s).

Department stores, on average, continue to
struggle, but there is significant variation within
the category. As can be seen in Exhibit 9, some
are faring well and others are not.
Overall Indebtedness
As consolidation continues in many retail
sectors, debt ratios tend to increase. Exhibit 10
provides average indebtedness as measured by
the ratio of total assets to total equity. As can be
seen, this ratio is consistently rising in the Do It
Yourself, Specialty, and Grocery categories. The
increase in the DIY sector is driven primarily by

Meaning for Credit Managers
The information presented above describes
several economic and financial measures that
should be analyzed by credit departments when
extending credit within their portfolios.
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Monitoring these numbers can help identify
portfolio credit risk, as well as customers
that may present new or expanded sales
opportunities.

(EBIT / Interest expense) is a must at this time.
The smaller that ratio becomes, the higher
will be the borrowing cost for the company.
Additionally, lower EBIT means less cash flow,
and the increased likelihood of the use of
payables stretching to deal with its downside.

The important things to keep on the credit
management radar screen include:
1. Continue to monitor sales growth,
in particular, how it is impacted by
macroeconomic factors, such as interest
rate increases and employment rates. As
consumers figure out exactly how much
money they will have to pay in taxes, spending
budgets may adjust, possibly up, but more
likely down, particularly in the upper middle
class income categories.

About the author:
Steven C. Isberg is
currently Associate
Professor of Finance. He
teaches graduate and
undergraduate courses
in corporate finance,
financial analysis and
valuation, and financial
economic history. In his
role as Sr Research Fellow
at the Credit Research Foundation he conducts
various research studies and delivers online
financial analysis courses as part of the CRF
Online Classroom™ program. Dr. Isberg has over
25 publications in academic and professional
journals, and has served as a professional
business consultant to a variety of firms. He
frequently appears or is quoted in television,
radio, and print media on financial and economic
issues.

2. Retailers in general are carrying more
debt now than ever. Restructuring and
consolidation across the industry has included
a variety of leverage-driven strategies,
including equity repurchases and merger and
acquisition transactions. As interest rates
increase, it will be more difficult to engage in
these transactions, as debt will become more
expensive.
3. Keep a close eye on operating and net
margins. Interest payments fall between the
two. Monitoring the interest earned ratio
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Still trapped in a cycle of high
write-off costs, stall tactics and
complex regulations?
Break the cycle with Altus.
Take control of your entire credit
to cash process with our
unmatched industry intelligence
empowered by the most
advanced technology available.

Let’s talk www.trustaltus.com
Visit us at Booth #61
at the CRF Forum & Expo
August 13 – 15

POWER YOUR GROWTH™

CRF Launches Monthly Update Emails
As you have hopefully noticed, in an effort to reduce
the number of emails arriving in your inbox, CRF
now offers a monthly update on the “First Friday” of
each month on activities, resources and educational
opportunities within the credit risk and A/R community.
Here are the highlights from the first 2 releases:
• Current Schedule of On-Line Educational
Courses
• Upcoming Forums (and EXPO)
• Upcoming Webinars
• Complimentary Industry Updates and Country
Reports
• Other Important Topics to Note
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CRF 2018 Retail Survey Results
2017 versus 2018 Comparison

By: Matt Skudera
CRF Vice President of Research and Education

In April 2018 CRF conducted its second annual
Retail Survey to gauge the impacts the current
retail landscape is having on those that sell to this
market. The survey was also designed to show
trends from last year’s results.

“We are more conservative and are investigating
the companies more thoroughly.”
On the question of companies increasing the
amount and types of security they use to cover
retail sales-related risk:
“We have taken more UCCs, PMSIs and Personal
Guarantees.”
Several respondents said they use credit
insurance, but one stated, “Insurers are not
willing to underwrite the risk, or the cost is too
expensive.” Letters of credit were also cited as a
security measure.

According to a report issued on April 10, 2018
by Moody’s Investor Service, “Retail corporate
defaults reached an all-time high in the first
quarter (of 2018).” Consumer behavior continues
to favor e-commerce over traditional brick-andmortar retail.
The remainder of 2018 may not be much better
for retailers. "We believe defaults in 2018 could
match or exceed last year's record level," S&P
Global Ratings analyst Robert Schulz wrote in
a report that identified 20 retailers at risk of
defaulting. Many brick and mortar retailers are
struggling to maintain their financial viability by
closing selected stores, making their shopping
experiences more enticing to consumers and
beefing up their online presence — in some cases
moving to all-online sales.

On the question of companies that have
expanded their geographic territory to include
global sales, these were the areas cited in the
comments section:
Canada, China, India, Japan and Latin America
(Mexico, Peru and Chile).

The Following is a selection of responses
received for three of the questions asked:

See CRF Retail Survey Results
on next page.

On the question of changing account
policy/practice for new and/or existing retail
customer evaluations:
“Tighter controls have been put in place on
releasing orders when a customer is past due.
“More in depth review of new accounts are taking
place.”
“More frequent credit reviews are being
performed and we increased the order hold
parameters.”
“We follow large company press more closely
and escalate collection efforts sooner on small
retailers when payments slow and communication
stops.”
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Question

Graphical Presentation

Comments

Increased Shift to Online

Does your company’s
selling practice
include a shift from
brick and mortar to
more online growth
companies?

2018

2017
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49.5

50

50.5
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51.5

Percentage of Respondents Answering "Yes"
2017

2018

Decreasing Write‐Offs Last 12 Months

Given the state of
retail, have you seen
an increase in the
amount ($) of write‐
offs over the past 12
months?

2018

2017
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Percentage of Respondents Answering "Yes"
2017

The trend continues
with a shift in more
online sales. Nearly
1/2 of all respondents
indicate a shift from
brick and mortar
customers to those
with an online
presence.

While the trend is
down by 12%, the
overall results still
remain negative with
32% of all respondents
indicating an increase
in retail write‐offs.

2018

Increasing Bad Debt Reserves

Are you increasing
your bad debt
reserves based on the
retail sales‐related
risk in your portfolio?

2018

2017
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Increased DSO

Has the current state
of retail increased
your days sales
outstanding (DSO)
results?

2018

2017
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The negative
performance trend
continues with 54%
more respondents
increasing their bad
debt reserves
compared to 2017.
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45

Financial performance
continues to trend
negatively with 40% of
respondents indicating
an increase in DSO as
a result of retail
performance.

Percentage of Respondents Answering "Yes"
2017
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Question

Graphical Presentation

Comments

Increased ADD

Has your retail
portfolio seen an
increase in your
average days
delinquent (ADD)?

2018

2017
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Average Days
Delinquent follows a
similar pattern to
DSO.

Percentage of Respondents Answering "Yes"
2017

2018

Tightened Policy Modification

Given the number of
retail bankruptcies,
has your account
policy/practice been
modified for both new
and/or existing
customer evaluations?

2018

2017
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Have you seen an
increase in the amount
and types of security
(letters of credit,
insurance, etc...) being
used to cover the retail
sales‐related risk in
your portfolio?
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Percentage of Respondents Answering "Yes"
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Increased Securitization Trends
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Expanding Global Trend

To allow for growth in
your business, are you
expanding your
geographic footprint
to include global retail
sales?

2018
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Percentage of Respondents Answering "Yes"
2017
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23

23.5

Operations and
processes have been
impacted with more
organizations (22% in
2018 vs. 16% in 2017)
adjusting their
strategy in the risk
management process.

One of the major
shifts from 2017 to
2018 is the number of
organizations that
have increased their
securitization to
mitigate risk. The
increase is 42% more
than in 2017.

Based on the results
of the survey, global
sales appears to be
an attractive
expansion
opportunity that
continues to be
prospected.
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Final Thoughts
The 2018 CRF Survey results are consistent
with what is happening in the retail industry at
large. There has been a surge in store closings,
distressed retail positions and bankruptcies.
The 2018 CRF Survey results also reflect this
downward trend.

experiences of survey respondents have mirrored
the national retail picture. It will be interesting to
see if those trends continue.
About the author:
Matth Skudera is Vice
President of Research/
Education and an Officer of
the Foundation. Prior to CRF,
Matt spent the past twentyfive (25) years in positions
of increasing responsibility
in Credit and Financial
Shared Services.
Matt’s experience includes an extensive set
of responsibilities across a diverse group
of consumer products, pharmaceutical,
manufacturing and service firms such as Coach
Inc, Pfizer, Dun & Bradstreet, Creditek, Credit2B
and Union Camp Corporation.

Next year's survey will include the remainder of
2018, which most analysts are predicting to be
bad or even worse. One report citing CoStar, a
real estate information firm, stated, "The amount
of retail space going dark in 2018 is on pace to
break a record. Over 90 million square feet has
been announced as closing this year, on track
to surpass the 105 million square feet that was
vacated by retailers in 2017."
Next year CRF will launch its third annual Retail
Survey which will again provide a glimpse into
how the survey respondents who sell into the
retail sector are faring. For the last two years the

Any Payment.
Any Channel.
Any Device.

See us at the August
Expo in Orlando
Booth 40 and Register to
Win an Amazon® Alexa

AR
ePayment
Mobile
Accelerate your Invoice-to-cash application processing
dadesystems.com

DadeSystems has the leading technologies to automate your invoice-to-cash application
processing with one integrated solution. With DadePay’s suite of fully integrated products,
payments are captured from any channel and automatically matched to open invoices.
• Increase Efficiency
• Strengthen Customer Service

• Accelerate Cash Flow
• Simplify Accounts Receivable Processing

Learn how DadePay can transform your company to accept any payment type, from any
payment channel, on any device, with one solution.
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GDPR Impacts You -

The EU’s General Data Protection Regulation
CRF recently hosted a webinar with Friend of the
Foundation Lowenstein Sandler LLP to explain this
European regulation, its impact and deadlines for
compliance. On May 25, any organization that was
not in compliance with these new privacy laws is now
subject to penalties. If you missed this important
webinar, here is a link to the presentation document
– CLICK HERE.
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The Next Big Step in Machine Learning
By: Stephanie Krutick, Commercial Analytics Leader
Equifax Inc.

Think neural networks in today’s fast-moving
environment - machine learning and data
analytics innovations are helping organizations
efficiently and intelligently use big data to
improve business outcomes. Neural networks,
often used within more progressive forms of
machine learning known as “deep learning,”
can push past the linear boundaries of logistic
regression analysis, opening up a new world of
opportunity with their more precise predictive
potential. Let’s look at why this is great news for
businesses and the consumers they serve.

networks are rather complex and the outcomes
are not easily explainable to consumers, which
has raised compliance concerns.
Boosting interest in the data analytics
industry
In the credit risk industry, there is an
appetite to explore new machine learning
approaches. Imagine being able to
improve approval rates by 7%* by using
machine learning techniques like neural
networks. Excitement around the potential of
neural networks and related machine learning
technologies is mounting. Experts within the
data science and analytics worlds have been
pressing hard for a solution that’s applicable for
use in credit lending decisions. As a result, many
firms are producing powerful tools using deep
learning techniques.

Explaining straight line versus an inclusive arc
When used for credit assessment, traditional
logistic regression models [think: everyone
above the straight line is approved and everyone
below is declined] tend to put consumers into
two categories, such as prime and sub-prime.
This can lead to the exclusion of individuals
who are suspended just below prime as they
work toward building (or improving) their credit
profile. One reason these models are popular
is because the results can be easily explained
to consumers: supporting compliance with
Consumer Financial Protection Bureau (CFPB)
consumer credit regulations that require
increased lending transparency. For example,
in a logistic regression framework, a factor
like the level of income may only be a positive
contributor to a score, while in a neural network
scenario it could sometimes be a positive
contributor to a score, and in other scenarios
be a negative contributor to a score, without
an explanation as to why. This may lead to
compliance or regulatory risk.

Leading firms in data & analytics have developed
a game-changing technology that leverages
the advanced, machine-learning technology of
neural networks for risk decisioning. This new
technology is highly configurable, granular and
predictive. Like traditional models, it offers
actionable reason codes that easily explain the
resulting scores, which supports regulatory
requirements.
The unique, patent-pending technology
facilitates a deeper learning of a consumer’s
behavior and can be applied and deployed
wherever traditional scorecards are appropriate
- across both the commercial and consumer
segments.
The results speak for themselves
Market results show a 7% increase in approval
rates* and a 13% increase in detecting bad
customers*over and above logistic regression
techniques, improving profitability. The benefits
can be realized in the knowledge that the scores
are explainable and that reason codes can be
provided to consumers or businesses when
requested.

Neural networks create a curved, nonlinear arc that can help increase the pool of
“approved” consumers by capturing hard-toscore consumers who are not quite prime, yet
are clearly trending in the right direction. This
could benefit businesses by helping them more
securely serve these consumers and drive
growth. Neural networks can benefit consumers
by giving more people access to mainstream
financial services. The problem is, these
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About the Author:
Stephanie Krutick is the
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Leader at Equifax. Her team
is responsible for driving
new product innovation
and custom analytics in
the commercial risk and
marketing space. Stephanie
holds a B.S. in Mathematics
and a Master’s in Applied
Statistics from Kennesaw State University.

More to come in the near future
For data scientists within the credit and lending
industries, this technology is game-changing.
Businesses can finally create a high-performing
model that maximizes predictiveness and
accuracy, while also meeting critical regulatory
guidelines. However, if recent advances in
neural networking and machine learning tell
us anything, it’s that we can expect even more
advances in the near future. This is just the
beginning of many exciting developments ahead.
* Based on a Commercial Insight Delinquency
Score improvement achieved by Equifax in 2017.

48

©2018 Credit Research Foundation

49

©2018 Credit Research Foundation

The Anatomy of a Modern Small Business Credit System
By: Pam Ogden, President
Business Credit Reports
Technology has recently given small businesses
the ability to have a sophisticated beginningto-end business credit system, similar to those
utilized by larger companies for years. Not only
are these systems accessible to small businesses
now, they are easy to use and very affordable.

Credit managers at small companies should seek
out a customizable online credit application that
integrates with a credit report ordering system to
minimize workload, reduce errors and increase
customer satisfaction.
Stronger Hit Rates and Higher Credit Lines
with Multi-bureau Credit Data

Improving Speed and Accuracy with Online
Credit Applications
The credit application is usually the first step
in the customer onboarding process. While it’s
usually not the first interaction a prospective
customer has with the company, it’s often the
first occurrence of friction between the customer
and the company.

Using multiple credit bureaus in business credit
decisions results in more information about the
credit history of a company, thereby providing
support for a larger credit limit. Larger credit
limits mean more revenue, which for small
businesses is vital to growth. When the subject
of a credit inquiry is a small company, no single
credit bureau may have sufficient information to
warrant a credit decision. In fact, the company
may not even be on the radar of one or more of
the credit bureaus. For these reasons, it’s vital
to check multiple credit bureaus when either
company involved is a small one.

A speedy and accurate credit approval process
gets products and services flowing to customers
quickly, resulting in happy customers and happy
salespeople, not to mention a more efficient
credit operation.
Credit applications that are taken in paper form
or even electronically, but offline, leave a wide
opening for errors and incompleteness. An
illegible or incomplete credit application forces
the credit manager or sales rep to go back to
the customer for more information, slowing the
approval process and often irritating the new
customer.

To avoid the added time and cost involved in
making separate inquiries to multiple credit
bureaus, it is more efficient and cost effective
to use a provider or a tool set that blends the
information from all of the major business credit
bureaus into one report.
A provider or tool set that connects to multiple
business credit bureaus is also able to render a
broader array of analytics tools depicting things
like payment behavior trends and business
viability. Key derogatory events, like collections,
may be missed when only one credit bureau is
queried.

To start the new customer relationship on the
right foot and to optimize the application process,
small businesses should employ an online credit
application. Taking credit applications online
places the data entry into the hands of the
applicant, capturing and enabling automation and
a more efficient customer onboarding process.

When the payment experiences and other
recorded events logged at multiple credit bureaus
are combined, the result is a much stronger and
more complete picture of the company. Cobbling
together multiple thin records of a small company
can result in a rich credit report in the end.
Seek multi-bureau credit solutions, especially
when evaluating small businesses, to get better
hit rates, richer credit pictures and confidently
extend larger credit limits.

There are many online credit application tools
available, most of which are customizable,
enabling custom questions and terms &
conditions. They may also carry custom branding
capabilities such as logo placement. However, the
really powerful ones feature a direct integration
with a credit report ordering system, which
enables a credit report to be ordered with no
additional data entry.
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Faster Decisions through Automation
Credit managers gain “super powers” when they
implement decision automation because they are
able to essentially clone themselves by having a
decisioning engine handle many of the decisions
on credit applicants. By applying sophisticated
analytics that are customized to credit policies,
many or most initial credit decisions can be
streamlined, reducing the time required to
process an application.

bills on time and is financially stable, which are
indications that the company will be able to fulfill
orders as expected.
Benefits of Having Customers and Suppliers
Pay for Reports
There are a growing number of programs on
the market that enable companies to have their
prospective customers and suppliers order and
pay for the credit reports that are used in their
evaluation. These programs give companies
the ability to send prospective customers and
suppliers a link to a secure website to order
reports on their own company, which are then
automatically shared with the company running
the credit check.

In addition to rendering an Approve/Decline/
Review decision, the decisioning system can
suggest a credit line and automatically flag
applicants for review when there are instances
of bankruptcy, tax liens, collections, judgments,
shallow credit records or too few years in
business.

The company doing the credit check maintains
control in this situation because it chooses which
reports the prospective customer or supplier
needs to order. Since the applicant company
is procuring the report, that company gets a
copy as well. In addition to cost savings due
to the applicant paying for the credit report,
this process acts as a screening tool because
prospects that are not serious or not viable will
self-deselect from the process. This is a win-win
for both parties involved.

Automated credit decisioning has been around
for years, but recently, new solutions have been
introduced to the market that enable smaller
companies to take advantage of the kind of
tools larger companies have benefitted from for
over a decade. These new systems are easier
to customize and use, cost less and don’t have
minimum usage requirements.
Staying Updated with Account Monitoring

Checking on International Customers
We live in a global economy. Companies of all
sizes are working with companies outside the
United States. For them, access to information
on their overseas partners is crucial. International
business credit reports from Canada and other
countries have gotten better and cheaper in
recent years. Instant international online reports
are priced competitively, making them affordable
for even small companies.

Monitoring customers’ credit helps companies
stay abreast of changes in their ability to pay,
which can change quickly. Knowing this sooner,
not later, enables them to take quick protective
action before “slow pays” become “no pays”.
Business credit monitoring has been a powerful
tool for credit managers for years, but minimums
have kept smaller companies out of the game.
New services enable companies to monitor as
many or as few businesses as they want at a low
cost with no minimums.

Advances in technology and improved data
sources have enhanced the quality of the reports
while bringing prices down. Increased demand
for international business credit information has
spurred investment in new technologies and more
competition among the information providers.
Now, countries that were formerly available
only as researched reports can be accessed
in real time, which greatly reduces the cost of
the report. Turnaround times for offline reports
and fresh investigations have improved through
technological innovation as well.

Account monitoring alerts credit managers when
a customer begins to pay slowly, is sent to a
collection agency, has a tax lien or judgment filed
or files for bankruptcy.
In addition to customers, companies can also
monitor suppliers to track their financial viability.
Evaluating Suppliers to Assure Business
Continuity
Companies count on their suppliers to deliver
the goods and services that drive their business
and keep their operations running smoothly. It’s
imperative to know whether a supplier will be
there when needed. A multi-bureau credit report
can demonstrate whether a supplier pays its

Gaining Leverage through Data Reporting
Companies that report their customers’ payment
experience to the credit bureaus get paid better
than those that don’t. When it comes to slow
paying customers, reporting that payment
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behavior to the credit bureaus and telling the
customer about it, frequently results in faster
payment. For good-paying customers, reporting
their payment behavior to the credit bureau is a
reward for good behavior. This also strengthens
those customers’ credit reports, which means
they’re able to secure more financing and better
terms, resulting in a positive influence on cash
flow and ability to pay.

are willing to accept directly, so it may be the only
way a small company is able to report payment
data.
It’s not just giving back when a company reports
into the system that feeds the credit reports it
uses. Reporting payment data strengthens goodpaying customers and incentivizes slow-paying
customers to pay more promptly.

An added benefit of reporting payment data
is that some credit bureaus have programs
that provide analytic insights on the payment
data being supplied to help optimize accounts
receivable strategies. Reported payment data
is benchmarked against the credit bureau file to
provide guidance on account management and
credit policy adjustments.

About the Author:
Pam Ogden is the
founder and president of
Business Credit Reports,
Inc. Since 1989, Pam
and BCR have delivered
credit solutions to
small businesses and
small-volume users.
BCR provides over 20 proprietary blended
multi-bureau reports as well as online credit
applications, automated decisioning tools,
portfolio monitoring, data reporting services
and more. Prior to starting BCR, Pam gained her
industry experience at Dun & Bradstreet, ADP,
Bank of America and Experian.

The credit bureaus are always happy to accept
payment data, as long as it meets their minimum
quantity requirements. Using a third party to
report payment data to the credit bureaus can
alleviate some of the workload of data reporting.
Reporting one file to a company that reports to
multiple credit bureaus is easier than sending
three different files to three different credit
bureaus. Also, these providers may be able to
accept lower minimums than the credit bureaus

RMI is honored to partner with many CRF Members, helping to
maximize revenue recovery on under-performing receivables
while preserving future revenue opportunities.
We look forward to seeing you in the Expo Hall in Orlando!
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Platinum Partner Updates

On April 24, 2018, Billtrust announced
the acquisition of Credit2B. The
transaction expands Billtrust’s
commercial solutions with the addition
of business credit reports, online credit
applications, machine learning credit
scores and credit analytics capabilities.

On May 2, 2018, the Commercial Collection
Agencies of America announced that through its
initiative, Commercial Collection Agencies of
America Gives Back, a portion of the proceeds of its
recently held meeting in Marina del Rey, California has
been given to the Emily Stillman Foundation.
The Foundation raises awareness for and encourages organ and tissue
donation, while also educating about the disease, as well as all vaccine
preventable diseases.

NCS announced on June 17, 2018 that
it was awarded a 2018 Top Workplaces
honor by The Plain Dealer newspaper of
Cleveland, OH. The list of Top Workplaces
is based solely on employee feedback
gathered through a third-party survey.
The anonymous survey measures several
aspects of workplace culture, including
alignment, execution, and connection.
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CRF
Friends of the Foundation
2018

George Angelich — (212) 457-5423
george.angelich@arentfox.com

Rafael X. Zahralddin — (302) 384-9401
rxza@elliottgreenleaf.com

Scott Blakeley — (949) 260-0612
seb@blakeleyllp.com

Bruce S. Nathan — (212) 204-8686
bnathan@lowenstein.com

Jay Indyke — (212) 479-6080
jindyke@cooley.com

Brad Sandler — (302) 778-6424
bsandler@pszjlaw.com

This group of attorney firms, in addition to their intellectual
contributions, has stepped forward to offer financial support to the
Foundation, for which CRF and its members are very grateful.
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Credit Research Foundation
Credit Research Foundation
Credit Research
Platinum
Partners Foundation Platinum
PlatinumPartners
Partners

Timely - Accurate - Credit Intelligence

IAB Solutions LLC

®

®

The Credit Research Foundation is very fortunate to receive support
from our Platinum Partners. Their contributions and collaborative
efforts help the Foundation maintain activities at the level at which our
members have become accustomed.
While these firms and the services they provide are very familiar to our
members, you can learn more about them by clicking HERE.
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