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Introduction

Our goal is to help you to evaluate and, if you deem it your best course of action, adjust your internal policies and procedures in order to instill a mindset in your customers of prompt payment, and keeping you on the top of their payment priority list.  Essentially, this is a practical guide to keeping customers by keeping customers current.

We at PRC have a tremendous advantage in that we have the opportunity to see what internal policies and procedures, amongst our hundreds and hundreds of clients, leads to increased receivables, and which lead to reduced receivables – as well as what impacts the collectability of the accounts we receive.  

The companies that have the lowest receivables, and lowest days outstanding, help to educate their customers to timely payment habits that improve cash flow and reduce administrative burden.
The PRC approach also creates an overall improvement in most companies customer relations.  Your customers will have their own receivables issues and will respect your efforts to keep them current while preserving a positive customer partnership.  

Please tailor this guide so as to be applicable for your customer base and internal procedures.  We hope that, at the very least, it will provide you with a reference point to evaluate your current billing and collection procedures, credit policies, sales approach, and customer contracts.

Granting Credit


Prior to delivering goods or services, you may have to consider granting credit to a potential new customer.  It should be a clearly defined aspect of your sales process that every salesperson understands and adheres to your company’s Standard Credit Terms, as well as your Standard Business Terms.  Because these terms are the basis for every contract (and the interaction between your company and your customers) these terms are fundamental to your day-to-day procedures, the parameters within which your salespeople operate, and will be critical if legal action ever becomes necessary to enforce payment.
Prior to Delivering Your Goods or Services:

· Make certain that all promises, quotations, credit terms, and payment terms are consistent with your established credit and business terms – which should be provided to your customer during the sales process if possible 
· The customer MUST sign off on your terms of business prior to delivery of goods or services.  The contract or letter of intent should detail all aspects of your credit and payment terms, and have your customer’s acknowledgement and acceptance, and signature
· Include details of what you expect from your customer including:
· Interest rates
· Payment Terms

· Late Payment Penalties

· Include details of what your customer can expect from you

· Ensure that all salespeople confirm and get acknowledgement of payment terms with the customer at the point of sale
· Your salesperson should discuss the personal or cross-corporate guarantee contained in your contract with your customers.  You always have the option to delete this provision; however that will be your first red flag. 
Ensuring that the relationship starts out on the right foot, dramatically improves your chances that the relationship will become a long-term customer partnership.

Mastering Receivables Management

Best Practices from Lesson Learned

First, we will address the in-house management and best practices of accounts receivable, if you have chosen to manage your own receivables rather than outsource.  We will also address both total out-sourcing and partial out-sourcing as viable, cost-effective alternatives.
Some simple considerations in whether to keep A/R management in-house are:

· Cost: 
Is it more expensive to manage you’re A/R in-house, or would                                                                                   outsourcing all or a portion of your A/R be more effective?  
· Expertise:   Would you gain expertise by outsourcing, or do you have professional, experienced A/R management and personnel?

· Efficiency:
 Would you gain efficiencies by outsourcing?
· Best Allocation of Resources:
Could existing A/R personnel provide more value to your company in other functions by re-aligning staff and outsourcing all or part of the A/R function?

· Administrative burden:
Could you reduce your administrative burden by outsourcing all or part of your A/R function?
Managing receivable in-house can be costly and place a strain on internal resources.  Both staffing and cash-flow issues can be impacted by economic conditions, business fluctuations, and seasonal peaks and valleys.  Outsourcing may be a more effective means to concentrate your activities on your core competencies and core business activities.
If after considering all of these Q&A issues you believe that you can manage your own receivables more effectively, than the following guide to customer relations and the appropriate precautions will help ensure a healthy fiscal relationship with your customers for the long-term.
An Ounce of Prevention is Worth a Pound of Cure
Regardless of how attractive a new client may seem, doing your best to ensure that your customer will in fact be able to pay will prevent countless headaches later.  The transition from customer to debtor can take place quickly and take you completely by surprise.  This guide is designed so that unpleasant receivable surprises do not happen.

Apply the following guideline to help you make an accurate assessment of each new customer’s credit worthiness.                                                                        Your Check-List;

· Many credit reports now include trade-specific payment data which eliminates the need for two separate trade references plus a bank reference

· A credit check enables you to:

·  tailor your credit terms
· Enhance customer relationships with more financially sound customers

· Or insist on pre-paid or cash upon deliver orders for weaker buyers

· You can combine this credit information with credit insurance, factoring, or invoice discounting.  There are brokers and suppliers available for each of these services.  
· Factoring may be a viable last-resort option but costs can be high and you lose control over receivables.  A better choice (which still leaves the factoring option open) is try and fix the problem BEFORE money is lost.  Options, such as our sister company Accelerated Cash Flow, LLC (www.acceleratedcash-flow.com) are lower cost, usually more effective options in which you still can maintain control of the communication with YOUR customers, and improves the likelihood that your key customers will become current – thereby saving both the relationship and the revenue stream.
· Personal or cross-corporate guarantee – the willingness to provide a PG is a strong indicator of a solid customer.  Keep in mind however, that if you must initiate collection activity against a Personal Guarantor that Fair Debt Collection Practices Act (FDCPA) law applies.  If your collection agency does not follow the FDCPA you open yourself up to lawsuits, state or federal audits, and serious fines.  As of January 2009, 25 states require all commercial collection agencies to follow the FDCPA for all accounts.  Contact PRC for a list of applicable states.
The Only Constant is Change
Regular credit health checks of your customers is an important component of maintaining your own financial health.  Circumstances change.  Business can be positively or negatively impacted by countless factors and unknowns.  Keeping abreast of your customers’ credit health gives you a critical edge.  Staying one step ahead keeps you in control of your own destiny.  Encourage all staff (and especially your sales force) to provide feedback on any information about current customers.
Check-List:

· Set credit limits based on your initial credit worthiness evaluation of each new customer

· Monitor your customers financial condition

· Hold regular credit control meetings to discuss any problem accounts.  Include sales staff in these meetings, and seek input regarding any information they have about customers, such as a customer mentioning a credit problem.

· If you are a large organization, assign your customer accounts to the appropriate credit controller – based on their specific experience, language skills (if you are international) and qualifications/skills, with the responsibility for monitoring and securing payment and enforcing your TOB.
· Your credit controller should also be trained in customer care.  PRC utilizes and recommends the services of Search Net Corporation (SNC) www.searchnetcorp.com for customer service training.  It is essential that your credit controller uses a diplomatic approach that enhances and supports good will with your customers while effectively managing your receivables.

· Establish a performance-based reward system for your credit controllers based on reducing your Days Sales Outstanding (DSO) and achieving established goals/objectives.

· When time and resources are stretched or exhausted, retain either an interim credit manager, or an outside service, such as Accelerated Cash Flow (ACF)   www.acceleratedcash-flow.com
· Join and participate in a credit group specific to your industry to capitalize on best practice initiatives and stay aware of high credit risk customers in your trade sector.
Your Check Is In the Mail

One of the Red Flags that indicate a potential collection problem is the “Your check is in the mail,” stall.  The following steps will help you to prevent payment delays and increased administrative burden associated with payment stalls.

I. The Invoice

a. Ensure that your invoice and statement prominently show (i) your payment terms, (ii) payment due date, and (iii) late payment fees and interest policy.
b. Provide contact information (telephone and email) to facilitate customer inquiries.
c. Of course, ensure that your invoice contains current, accurate information.

d. Ensure that your invoices are directed to the correct person, the one actually responsible for paying your invoice.
e. Be sure that you have the correct information regarding the ultimate authority re: bill payment, including email, phone, fax, name and title.

II. The Collection

PRC recommends that 30-day terms be supported by the following credit control process and procedures:
a. Remind your customer of your late payment fee and interest policy in all written and verbal communications/credit discussions.

b. After 31 days, send a polite reminder letter asking for payment.

c. After 31 days begin making phone calls according to specific call-priority guidelines, such as highest dollar balance or greatest credit risk. And work your way down from there.

d. At 55 days it is essential to contact the customer to inquire as to whether or not there is any relevant reason (such as a dispute) why the invoice has not been paid.

e. At 70 days, send a demand letter stating your intention to place the account with your collection agency at 90 days.

f. At 80 days, send a final demand letter stating that failure to pay within 10 days, will, without further notice, result in the debt being transferred to your collection agency for immediate recovery action.
· Important Note:  Between 80 days and 110 days past due, PRC will send a 10 Day Demand Letter to your customer absolutely free of charge.  If you notify us within 10 days of mailing that you have received payment (prior to one of our collection specialists commencing collection activity on day 11) there is NO FEE and the account is closed and returned.  If you do not notify us by day 10, then on day 11 collection activity on your behalf will commence automatically, you need do nothing.  Once collection activity begins all payments are commissionable.
g. The delinquency date must be clearly identifiable when the account is placed

h. Between 80 days and 110 days past due place the account with PRC  for collection

With the exception of the free 10 day demand letter which must be sent between 80 and 110 days, these time frames are a guideline which should be adjusted to your specific corporate policies and the standards of your market space. 
III.   Another Ounce of Prevention
· At every stage of this process, it is essential to make sure that your salespeople are aware of their customer’s poor payment behavior and enlist that salesperson’s assistance with payment.  
· Consider withholding sales commissions until customer invoices are paid in full

· Do NOT continue to provide product or services to delinquent customers.

· In your ledger management system, record all events and feedback associated with slow pay or non-pay customer accounts.  For example, and “admission of debt” may be essential to prove your debt if litigation becomes necessary.  This eliminates disputes as a defense, leaving only two reasons for non-payment – refusal to pay or inability to pay.  In either circumstance, assigning the account to your collection agency immediately is essential.
· Remember that with the exception of a valid dispute, there is no legal defense for a customer stopping payment on a check, and there is no legal defense for a bounced/returned check for Non Sufficient Funds (NSF).

Now we will address the warning signs (10 Red Flags) that indicate when a customer has a higher potential of becoming a debtor, and include any or all of the following customer actions:

The Ten Red Flags

· Submitting a marginal or incomplete credit application

· Breaking credit terms

· Avoiding contact or not returning messages

· Sending partial payment when full payment is expected

· Disputing product or service after shipment is received or service is rendered

· Stopping payment on a check (or you receive a Refer to Maker, NSF, Account Closed)

· Mentioning a “cash flow problem”

· Requesting an extended payment plan

· Requesting increased credit while past due

· Refusing to sign a payment plan with a personal or cross corporate guarantee

OK, My Customer Did Not Pay

Now What???

Despite your best efforts, there will probably always be some customers who will purchase your goods or services and not pay for them.  This is the transition of a customer becoming a debtor, which happens in three stages.

Like the Ten Red Flags, the Three Stages of a Debtor is another debt identification tool, helping you to recognize an account that is about to become a problem in time to take corrective action, thereby saving the customer and your cash flow.

Experience shows that a potential debtor will experience three stages of delinquency.  Failure to identify a potential debtor in the first two stages can result in an account being uncollectible.  When money becomes past due, there are three stages of delinquency shown in the following table.  

	The Three Stages of a Debtor

	Stage
	Warning Signs

	Stage 1:  Debtor states that “There’s no problem!”
	· First appearance of red flags
· Explanation and excuses

· Debtor is optimistic

· Partial payment made

	State 2:  Debtor wonders, “How am I going to pay everybody?”
	· More red flags
· Debtor may have good intentions

· Reality sets in and debtor realizes that there is a problem

· Debtor pays essential vendors, but not others (i.e., rent, phone, payroll, etc.)

	Stage 3:  Debtor faces the reality of his situation:  “I just can’t do it.”
	· Debtor gives up and closes the company’s doors

· Debtor’s phone is disconnected

· Debtor is out of business

· It’s too late


Utilizing the Right Collection Partner

 If your customer has moved into Stage Two of become a debtor, you need to have the right collection partner.  There are many, many collection agencies to choose from and selecting the right partner is essential.  
First Steps:

It is important that you set the ground rules and expectations clearly with your agency.  Many agencies have procedures “written in stone” for everything from collection procedures to client service and remitting payments.  In this scenario, you will be expected to conform to that collection agency’s needs and requirements.  This is a one-size-fits-all approach to collections, and should be avoided unless you do not want or care about an agency relationship built around YOUR needs and requirements.   

Warning signs – What to Avoid:  Warning signs that indicate this type of agency:

· A “canned” collection agency sales approach

a. A sales approach that is focused on the agency, not on you

b. Unsupported sales claims, such as:
i. They will out-collect your other agencies, but they don’t even know who your agencies are

ii. “We’re #1 for every client”

iii. Claims to customize their services for each client, but never asks about your specific needs and requirements, or does any of the work necessary to build a relationship around your needs and preferences
iv. The agency’s sales process focuses primarily on self-interested questions about average balance, placement volume, and recovery rate

v. Salespeople only interested in “closing a deal,” not in what is best for you.
· A lack of “transparency” (24/7/365 Account Information Access)
Dissatisfaction with an agency relationship often centers around poor Client Service.  Have you had to make repeated calls to get a status report on one of your accounts?  Do you have to rely on an agency’s “word” with regard to what has been done on your accounts?  Confidence in your agency’s efforts and professionalism can only be accomplished through “transparency.”  Insist that your agency provides you with 24/7 on-line access to your accounts, including collector notes, activity, and payments.
· A cookie-cutter approach 

Does your agency simply repeat what you have already done in-house (essentially the same letters and phone calls)?  Do they have the same approach to collections, regardless of their client’s in-house efforts, customers, markets, or any other characteristics that makes your department or customers unique?  
A collection agency relationship is a complex B2B relationship.  Therefore not every relationship between a collection agency and each client will be a good match.  If an agency does not demonstrate a commitment to building a relationship around your definition of the ideal agency relationship in the very first stages of the sales process, then you can be sure that it won’t happen after you become a client.  Look for an agency that is clearly committed, during the sales process, and then the implementation process, to working together to build a quality partnership based on your needs, goals, requirements, and preferences. 

What to Look For in a Collection Partner

The right collection partner will display sound and sophisticated collection techniques, supported by a well developed collection management software system; which will improve your chances of maxim recovery rates on your accounts.  But excellent recovery rate is NOT the only measure of a successful agency relationship.  Your agency should enhance future business relations between you and your delinquent customer.  Integrating a quality agency early in the aging process improves your chances of collecting your money while maintaining your customer relationships.  You should be able to have the option of retaining your customer, which will not happen by antagonizing them.  This is what it means to have a collection “partner.”  

Following the check-list below will dramatically improve your chances of partnering with an agency that will improve your cash flow, reduce your administrative burden, and help to retain your customers whenever possible.
1) Your collection agency should be a licensed member of either the American Collectors Association (ACA) or the Commercial Law League of America (CLLA), or the IACC, International Association for Commercial Collectors.
2) Commercial collection experience

3) 24/7/365 On-Line access to your accounts (including collector notes)
4) Dedicated client service representatives

5) FDCPA Compliance – 25 states now require all commercial collection agencies to follow the Fair Debt Collection Practices Act (FDCPA).  Violators are subject to severe fines and penalties (up to $2,500 per violation, and an agency can commit multiple violations on a single account).  For example, a $2,000 account could result in $10,000 in fines, attorney general audits, civil suit, and negative press.  Always ask for the agencies FDCPA compliance procedures and training. This is also critical if pursuing Personal Guarantors, because once you pursue the PG the debt becomes a consumer debt and the FDCPA applies.   

6) PPMS or SAS 70 Certification – 

a. PPMS (Professional Practices Management Systems) is a certification provided by the American Collectors Association.  This certification is far more comprehensive and difficult to achieve than SAS 70, certifying 17 different areas, from collection procedures and client service, to data security and accounting.
b. SAS 70 covers data security and accounting only

7) A strong commitment to client service and tailoring their services around your needs, requirements, and preferences

8) Litigation capability

9) Asset searching and the capability and willingness to execute on judgments

Collection Procedures:                                                                                               You will not be best served by an agency that simply duplicates your in-house efforts.  Minimum collection procedure requirements are:
· A free 10-day demand letter for accounts between 80 and 110 days old

· Your agency should provide a computerized acknowledgement report for all accounts placed on a monthly basis

· Your agency should combine letters with telephone negotiations with the debtor’s accounting department, escalating to the Controller or credit executive, if default continues.

· Your agency should utilize financial investigators to determine the debtor’s credit worthiness with the debtor’s bank and other vendors.  Often the simple threat of such action prompts immediate payment.

Your Final Option – Litigation


When your agency has exhausted all pre-legal efforts and options, the agency may recommend legal action.  Your agency should utilize an attorney that is well versed in collection matters, as well as familiar with the economic conditions of the geographical region or industry in the debtor’s venue.  

· Your agency should conduct asset searches prior to recommending litigation on accounts that refuse to pay after all pre-legal efforts have been exhausted.  Your agency should always advise you as to whether legal action would be beneficial.  As the result of PRC’s comprehensive approach to the collection process, less than 10% of our accounts require litigation.   Of those that do require litigation, less than 15% actually proceed to the litigation stage without payment.  
· Your agency should advise you up front of all litigation costs, whether any of those costs are recoverable, the debtor’s ability to pay, remedies available, and if the account is disputed.

· Your agency should have an established attorney network capable of litigating on your behalf in any venue where your debtors are located.

· Payments:  Your agency should remit payment to you on all monies received within 30 days of receipt of cleared funds, along with a remittance report detailing the payment amount, payment dates, debtor information, and your account number. 
The Right Legal Partner:

a) The choice of attorney is critical.  Your agency must use a debt recovery specialist

b) Be sure that you understand all of the Terms of Business (TOB) associated with escalating an account to legal action, including all charges, costs, and increase in fee.

c) Ideally, your agency will utilize attorneys that offer fixed contingency fees on both defended and undefended claims.
Litigation checklist:
· The agency should provide a legal assessment of your case, including costs, enabling you to make an informed decision on whether or not to pursue legal action.
· Legal action should NEVER commence without your written authorization.

· A letter should be sent to the debtor by your agency notifying them that legal action is about to commence.  In an effort to avoid judgment, many debtors will pay or make a settlement offer.  Specific settlement authority and procedures should be established with your agency prior to the placement of any accounts.

· Your attorney should always be acting in your best interests and accept reasonable settlements when offered.
· Upon obtaining a judgment, your agency must contact a local Sheriff or Marshall to enforce collection of the judgment (seize assets or bank restraining order, etc).

· If the debtor files a defense, the claim will be listed for a hearing.  You must provide your attorney with access to your collection records, correspondence, as well as all of your collection agency’s records with respect to the debtor’s account.  

In Conclusion:


Naturally, your processes will vary.  We hope that you will find this short guide to be helpful, and that you will find some value in the accumulated experience PRC has built over the years, as well as the experience and feedback of our many clients who have generously provided their best practices and experiences as well.  
Many of our clients, even those with well established policy and procedures have found that some aspects of this guide have given them valuable guidance prompting them to  implement changes that have resulted in reduced receivables, reduced administrative burden, and more effective, user-friendly long term partnerships with their agencies.

Please feel free to contact PRC if you have any questions, would like to discuss how we might be able to improve on your current agency relationships, or would like help getting paid.

PRC

An Agency You Can Trust
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