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Introduction

Hello, I am Ken Luster, and I made my first collection call
December 26, 1984. That is right 1984. I spent over 30 years in
the industry, and I learned the right way to do things and
unfortunately, I learned some things I’m not so proud of. 

After 4 years on the phone, I became a supervisor, and the rest is
history. I rose through the ranks. With such titles and VP of
Recovery, Chief Compliance Officer, Director of Operations to
name a few. 

I tell you this to help you understand what your about to read is
not from someone doing research, reading about it, googling
information on the internet. What I am about to share with you
comes from a subject matter expert. I have walked the walk, lived
the life, and now I am going to share it with you.
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Collection Agency Basics- The Debt Buyer
First thing’s first. What is a Collection Agency and how do they
function?

Collection Agencies are companies designed to accept
delinquent accounts or buy accounts  from businesses who
provided a service or a loan to a consumer. Collection
Agencies contact consumers and attempt to get them to pay
the debt.

Collection Agencies get their accounts in two ways. They buy
the debt or it its placed with them on a contingency basis.
Let's break down each of these.

Companies that are owed money by customers sometimes
sell their charged off accounts to Debt Buyers. A charged of
account is typically an account that has not had a payment in
180 days or more. These Debt Buyers bid on the accounts
and the winner now owns the accounts. The bids can be blind
where vetted companies send in bids without knowing what
their competition is bidding or they bid in groups where you
can actually see how much is being offered for the debt. The
Debt Buyers have an opportunity to increase the bid to be
more competitive during this process. These competitive bids
are often timed, and bids can be automatically increased in
increments. 

Companies selling debt carefully vet any debt buyer that
wants to buy their accounts. They are audited for financial
stability, effective policies and procedures, leadership
aptitude, and how they handle compliance matters.
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Debt Buyer has a collection arm.

Debt Buyer outsources to a collection agency or collection law
firm.

Most Debt Buyers use investors to pay for the purchase of the
accounts if they win the bid. The investors are paid back with
interest. The process is legal, and the companies are heavily
regulated. Some Debt Buyers are able to buy debt for pennies on
a dollar, but premium charged off accounts are more expensive. 

Most financial institutions continue to audit the Debt Buyer even
after the bid is won and the Debt Buyer officially owns the debt.
Large banks and credit card issuers audit annually to ensure the
Debt Buyer is following laws established to protect consumers
and guard against reputational risk. 

Once a Debt Buyer owns the account they must start to generate
revenue. This is done is several ways.

Some Debt Buyers own collection agencies that collect on their
behalf. They are typically two separate entities. 

The Debt Buyer outsources the newly purchased accounts to an
outside agency or law firm. In both instances these agencies
operate on a contingency basis and they do not legally own the
debt.

Now that we have a better understanding of the debt buying
process lets focus more on the collection agency once it has the
accounts. To make this less complicated let’s assume these
agencies are not owned by the Debt Buyer and of course they are
all operating on a contingency basis.5
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Collection Agency Basics – Contingency 
Collections

The other way Collection Agencies get accounts is what is called
on a “Contingency Basis” this simple means the agency only gets
paid when it collects on the account. Before the financial
institution places the account with the agency a fee is negotiated.
The agency either retains the fees before it remits to the
company, or they remit all that was collected and bills the
company for the agreed upon fees.

An example of this is an agency collects $50,000 in one month, if
the agreed upon fees are 25% then the agency will remit
$37,00.00 to the company, so they keep what they have earned.
Gross remit is the agency sends the company the entire $50,000
and then invoices the company for the 25% ($12.500) owed them.

The Rules

Collection Agencies are all governed by the Fair Debt Collection
Practice Act (FDCPA). These companies all interact directly with
consumers (customer facing). 

The FDCPA is designed to protect consumers from abusive
collection practice. Below are the 7 most common FDCPA
violations:

6

K E N  L U S T E R ’ S  G U I D E  T O  D E B T
C O L L E C T I O N



1.      Continued attempts to collect debt not owed.
2.      Illegal or unethical communication tactics.
3.      Disclosure verification of debt.
4.      Taking or threatening illegal action.
5.      False statements or false representation.
6.      Improper contact or sharing of info.
7.      Excessive phone calls.

Collectors are not allowed to collect on debt that is not owed.
They are required upon your request to validation the debt.
Collection Agencies will place an account on hold during the
validation process. These means the account should not be
placed on your credit report until you have had an opportunity to
validate the debt. The agency is required to use language in the
first notice that advises the consumer of these rights. 

This language should be prominent and distinguished from the
rest of the notice. The Collection Agency should not make a
demand for payment in the first notice as it can over-shadow the
consumers rights to request validation. 

Consumers have clearly defined rights if the account is not theirs.
This can be a matter of fraud or identity theft. In most instance
the agency will require a fraud or identity theft affidavit and
sometimes a police report. There are also times the collection
agency confuses consumers with similar names. It could be a
Junior/Senior situation. These mistakes are easily corrected with
proper verification on the agencies part. 
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The CFPB and Private Attorneys

Some agencies have a reputation for being rude to its customers
and they use illegal or unethical communication tactics. Those
agencies don’t stay in business very long. There are several
government agencies that will hold these” rogue” collection
companies accountable both financially and can shut them down.
The Consumer Financial Protection Bureau (CFPB) has a
reputation for successfully suing collection agencies and
collection law firms for not following established rules. The
FDCPA also allows for individual consumer to sue for $1000.00
per violation. 

Consumers can file CFPB complaints themselves. Collection
agencies must respond directly to the CFPB within a limited time.
Again, the CFPB is there to protect consumers and hold collection
companies accountable.

Collectors can’t make false statements such as you’re going to jail,
or we are going to attach your social security check. Anytime a
collector says anything to you that feels threatening,
disrespectful, or illegal remember, these calls are recorded, and
most agencies don’t want the CFPB or a private attorney
contacting them. If this does happen escalate the call to a
supervisor, if they don’t resolve it file a CFPB complaint. There are
thousands of private attorneys who will sue collection agencies
on your behalf if they get out of hand. You are never alone when
dealing with bad actors. 
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Collection Agencies are not allowed to threaten suit unless they
plan on doing so. Most agencies have suit criteria meaning the
consumer must have a large enough balance, have some form of
income to attach involuntarily, or assets such as real estate. The
agency them must send the account an attorney to file suit. 

Run and Hide or Stand and Fight

So, what do you do if the debt is legitimate, and you know you
owe it? Well, the last thing you want to do is ignore it. I’ll say it
again, do not dodge calls from collection agencies. It will only get
worst. If it’s not yours, you will need to address it. If it is yours,
you need to deal with it.

If you know you owe the debt (this is most instances) you need to
discuss this matter. If you don’t it will end up on your credit
report. You can easily make arrangements before this happens.
In fact, address the matter with the original creditor before it
ends up in collections. I understand things happen, people lose
jobs, they get sick, life happens. It has been my experience
specially in today’s environment creditors and collection agencies
are willing to work with consumers.  

The old days of dodging bill collectors only hurts you. If you
ignore a valid debt and you have assets you can be sued, you will
be served, possibly at work and you will get a court date. If you
don’t show up the plaintiff will get a consent judgment and now
you have a public record. Your wages could be garnished, or a
lien placed on your property.
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Conclusion

The bottom line is in life ignoring difficult situations rarely works
in our favor. Would you ignore chest pains, or a strange sound
coming from your car? Of course not. Dodging a bill collector may
sound like the cool thing to do, but in reality, it is irresponsible
and will only hurt your good credit rating in the end. 

Sticking your head in the sand does not remove the issue. Don’t
fear the bill collector. Challenge the accuracy of their claim
against you. Make sure its legitimate and be sure its yours. If it is
yours negotiate a payment plan or settle for pennies on a dollar.
Always request it be deleted if it has made it to your credit report.
 
If you I have questions or would like to learn more about credit or
collections feel free to contact our office. 
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1400 Preston Rd Suite 400
Plano, TX 75093

Thank You!
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