Your Company Name

CREDIT AND COLLECTION PROCEEDURES
AND CONTROLS EXAMPLE


Summary‑
The Credit department of the Finance function is charged with the responsibility for the quality and administration of accounts receivable. This includes credit appraisal, collection, cash application, and reporting.

The credit department, under the guidance of the Vice President of Finance and the Chief Financial Officer establishes credit policy, and makes credit decisions, for both initial credit approval, and ongoing credit appraisal.

Credit worthiness of customers is determined in advance of the first order. Periodic updates of information, as well as payment performance, are appraised to determine the present and continuing ability of customers to meet their obligations.

Reports of collection performance and credit risk are made monthly to management and on an unscheduled, individual basis if needed.

Authorization of Credit -

Initial credit approval is based on information provided directly by the potential customer. These companies are requested to furnish three trade credit references and a bank reference, and information relative to the company in general, as well as an estimate of the anticipated sales volume.

The credit department will request financial statements from the customer when sufficient financial information is not available through credit reporting agencies. Our sales staff will often assist in furnishing sales volume details and the potential profitability or other value of the potential account to ______________________(your company name).

A thorough investigation of each new account is conducted with information obtained from commercial reporting services, such as NACM Reports, Experian, Equifax, trade and bank references, and analysis of financial statements furnished by the customer. After reviewing the credit worthiness of the potential customer and the proposed sales volume, a credit line is assigned.

The following information about the company is reviewed:


Length of time in business


The experience of the management


Type of business (corporation, partnership, proprietorship)


The type of industry


The type of company (i.e. manufacturer, broker, etc)

The manner in which creditors are paid 
If there are law suits, liens, or judgments 
Type of borrowing facility at bank


Long term debt and short term obligations 

Capacity for additional borrowings 

Cash flow


Working Capital


Financial ratios


Overall liabilities relative to equity


Temporary problems and longer term problems


Other factors based on experience or judgment
A credit file is created for each account and the appropriate credit department representative gives a signed approval of the credit line granted. If the amount is over his or her authority, the approval is signed by higher authority. If it is over the director of credit authority, then approval is given by the vice president.

A credit risk level (high, moderate, low) is assigned by the best means possible. This is done by financial analysis, unless financial details are not known.

Security, in the form of an account payment guaranty, or a bank letter of credit is sought if open account, unsecured credit cannot be justified, or payment in advance is required.

Credit lines are established and monitored in accordance with the good judgment of the credit department representatives based on their experience, and knowledge of the customer. Payment promptness is monitored.

Credit lines are evaluated on an ongoing basis and credit files are established and are updated periodically for all significant accounts. If payment performance of any account is unsatisfactory or accounts are deemed high risk, review is generally more frequent than those accounts of a low risk nature. If, in the judgment of the credit manager or director of credit, the risk becomes too high, credit is withdrawn.

From time-to-time, adequate financial information is refused or credit cannot be approved solely on a financial basis, yet there is a strong marketing need to extend credit. If credit can be supported by satisfactory payment performance, favorable references and there is no other derogatory information, consideration is given to support the required credit amount if the advantages to __________ (the company name) are evident and the risk versus the reward is satisfactory. In these instances, the director of credit presents a recommendation of the risk to the commercial vice president, senior vice president and the vice president of finance.

Terms of Payment‑

Standard payment terms are net thirty days from invoice date. Terms are determined by the commercial managers. If special conditions exist, or a competitive situation dictates the standard terms may be changed, the commercial manager approves those terms. The credit department can become involved in the decision when terms longer than thirty days may cause any credit concerns due to increased credit amounts.

If a customer experiences a temporary situation that inhibits ability to remit promptly, payment terms are not changed. In that scenario, the customer balance simply becomes past due.
Collection and Order Control -

Once a line of credit is approved, there is an ongoing monitoring process to ensure that cash is realized from the outstanding receivables as soon as possible. This responsibility lies with the credit department and with the representative assigned to the .account; however, sales and marketing representatives are occasionally asked to assist in this task if the problem is represents a trend.

Reports facilitating collection activity include the monthly and weekly Aged Trial Balance reports, Past Due Invoice report, Customer Exposure Report, Customer Payment History Report, and other reports ordered as needed.

The order approval process is automated, yet orders that would place the customer over the assigned credit line are referred to the credit department for manual approval.

The capability to have a hold on orders offers credit controls at the time customer orders are received. Various reports are worked in conjunction with the on-line screen account detail information to determine an accurate picture of the customer outstanding balance and past due items.

Additionally, each customer account can be required to have manual credit approval on all orders if the credit department deems this necessary.

Orders may then be approved or declined by the credit representative after his or her review of the Order Control Management screen, which is viewed continuously each day.

During this review, the customer payment history is analyzed, along with the assigned risk level, and other pertinent information contained in the credit file. At this point the customer is often contacted by telephone, and requested to remit payment of past due amounts. This serves to continuously monitor some accounts that are deemed a high risk, or accounts that do not properly observe payment terms.

Routine collection contacts are made daily by telephone and fax. If a customer is not in a position to pay, a credit hold is placed on the account until the past due is paid. Regular telephone contacts are made with those accounts that do not observe the payment terms.

If an account ceases to make payments, and it becomes a collection problem, in the judgment of the director of credit or credit manager, a final demand for payment is sent by letter.

If payment in full or a suitable payment plan is not received in 30 days, the account is placed with NACM for collection. If the NACM and the director of credit determine that it is appropriate to initiate a lawsuit to obtain a legal judgment, or to entice payment, then that step is taken at a time that is agreed upon.

In the event an account is deemed uncollectible, the amount is removed from accounts receivable and written-off to bad debt. This is done at the judgment of the director of credit, but not necessarily at a pre-determined number of days delinquency, but usually within one year.

Customer Payments‑

Payments are sent to a bank lock box. The bank sends customer payment information daily to ________________ (company name) by overnight courier. Payments are posted to the customer account the day after they are received in the bank lock box. Some customers pay electronically and this information detail is transmitted to ____________ (company name) each day in an electronic report from the bank, along with the lock box payment detail. Additionally, the deposit information is available to the credit department if needed, by accessing bank records by dial-up software.

Reports to Management -

After month-end closing, an Accounts Receivable Summary Report is prepared which contains the current and aged receivable totals, average days sales outstanding, and historical data for comparison. This report is sent to the vice president of finance, and to Treasury. In addition, a Credit Watch Report is prepared highlighting the higher risk accounts as determined by the director of credit. This report is sent to Treasury and to each commercial vice president, and various managers.

