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Underwriting Practices and Debt Purchase Prices

Executive Summary

In the evolving landscape of debt portfolio management, underwriting practices at the origination stage have a
profound impact on the eventual purchase price of charged-off debt. Cedar Financial’'s Accounts Receivable
Purchasing Division has conducted extensive research on how credit underwriting standards influence the
secondary debt market. This white paper provides empirical insights, case studies, and industry data to help
creditors understand how structured underwriting leads to higher liquidation values.

Our findings demonstrate that:

o Creditors with rigorous underwriting standards yield higher-value debt portfolios upon liquidation.

e Debt buyers prioritize documentation, origination quality, and borrower information when pricing portfolios.

e Industries such as retail, e-commerce, property management, and medical billing—where open book
accounts are prevalent—must enhance their underwriting to maximize recovery values.

Introduction

Underwriting is the foundation of credit origination. The process by which creditors assess a borrower’s ability to
repay a loan dictates not only the risk associated with that credit but also the potential value of the debt if it is
later sold. Lenders that adhere to structured, data-driven underwriting practices experience fewer charge-offs
and command higher prices in the debt resale market. Conversely, poorly underwritten accounts often sell for
mere pennies on the dollar due to the increased likelihood of non-recovery.

This white paper explores the relationship between underwriting and debt valuation, providing creditors with
strategic insights into how they can improve their receivable portfolios for optimal liquidation outcomes.

How Underwriting Affects Debt Valuation

Key Underwriting Factors That Influence Debt Pricing
Debt buyers evaluate portfolios based on numerous factors, many of which are directly tied to the original
underwriting process:

Factor Impact on Debt Purchase Price

Debt Age Newer charge-offs fetch 7-15% of face value, while older debts decline to <1%
Borrower Creditworthiness Well-underwritten prime accounts sell for more than high-risk, subprime accounts
Collateral & Security Secured debts are worth more (10-12%) than unsecured debts (3—-10%)

Loan Documentation Complete data increases buyer confidence and pricing

Sectors like retail, medical, and property management often lack robust screening, reducing

Industry-Specific Underwriting recovery values

Empirical Data & Market Trends

Studies show that underwriting quality is a strong predictor of debt recovery rates:
e Debt with strong underwriting (full borrower verification, documented repayment capacity) sells for 30—
50% higher than comparable poorly underwritten accounts.
e Debt portfolios with missing documentation can see purchase prices drop by up to 70% due to legal
enforcement challenges.
e Industries that screen borrowers rigorously (such as commercial lending) see default rates 40% lower,
Improving resale values.

Industry-Specific Observations

1. Retail & E-Commerce
e Many retailers extend credit via in-house financing or ‘Buy Now, Pay Later’ (BNPL) models.
e Often, no formal underwriting occurs, leading to lower resale values.
e Poor identity verification increases disputes, reducing collectability.
2. Medical & Healthcare Billing
e Medical debt is not traditionally underwritten, as services are provided first.
e Medical debt often sells at 1-5% of face value due to high default rates.
e Accounts with insurance verification and payment agreements fetch higher bids.
3. Property Management & Rental Accounts
e Tenant screening practices directly influence rental debt recovery.
e Landlords who perform credit checks and require deposits recover more from unpaid rent collections.
e Poorly documented leases reduce the legal enforceability of rental debts.

Debt Purchase and Recovery Rates
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Debt Categories

Auto Deficiencies
10%

Other Unsecured Debt

Commercial Debt

25%

Credit Cards
Medical Debt

20%

Open Book Accounts and Debt Pricing

Many non-financial businesses, such as property management firms and healthcare providers, operate on open
book accounts, where customers are billed after services are rendered. These accounts often lack:

e A formal loan agreement

e A credit check at origination

e Standardized repayment terms
As a result, open book accounts frequently sell for a fraction of their face value. To improve resale pricing,
businesses must implement stronger documentation practices, such as requiring signed payment agreements
and tracking customer credit history.

Strategic Considerations for Creditors

1. Enhancing Underwriting to Increase Portfolio Value
e Require identity verification and credit screening for all customers.
e Maintain detailed account documentation for legal validation.
e Standardize repayment terms to create structured payment agreements.

2. Optimizing Debt Sales with Cedar Financial
Cedar Financial provides a structured debt purchasing process that helps creditors maximize liguidation value
by:

o Offering premium pricing for well-documented debt portfolios.

e Providing expert consultation on improving account documentation.

e Delivering tailored acquisition strategies for different industries.

Conclusion

Underwriting is the foundation of the debt lifecycle. Creditors who implement strong credit assessment
practices benefit not only from lower default rates but also from higher liquidation returns when selling debt.
Cedar Financial’'s expertise in Accounts Receivable Purchasing enables businesses to optimize their portfolio
value and ensure a structured, compliant approach to debt sales.

Next Steps
To learn more about how Cedar Financial can help you maximize your debt portfolio’s value, contact us today for
a consultation.
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