TIPS FOR COLLECTING PAST DUE RECEIVABLES

Many business owners compare the task of collecting receivables to a trip to the dentist’s office. While it’s not one of the most enjoyable parts of small business ownership, it is one of the most important. Fall behind on your receivables collections and your bottom line will undoubtedly feel the impact.
The thing to keep in mind about collecting receivables is that you are in a race against time. Every day your money is locked up in receivables is another day you can’t use that money to turn a profit for your company. Even more, the likelihood you will ever collect that money decreases with each passing day.
The plain truth is that your business can’t afford to ignore collections. As a small business owner, it’s your job to make sure your company has a proactive collection process. Here are a few tips to help you get started.
Tip #1: Don’t procrastinate
The worst thing you can do is to procrastinate. Don’t put off the collection process in the blind hope that the check might be in the mail. Chances are it’s not in the mail won’t be until you send a friendly reminder in the form of a letter or phone call.
Not everyone’s recordkeeping system is as organized as yours. Sometimes customers really do lose track of invoices. And sometimes they don’t. Either way, squeaky wheels get grease. By reminding your customers about their obligations you exponentially increase the likelihood you’ll receive payment sooner rather than later.
Tip #2: Work a collection schedule – be consistent
Establish a schedule for your collections. Start with a friendly phone call when the invoice is past due. Then have a system of canned notices and letters that are mailed at predetermined points in the collection process (often in 10 to 15 day increments after the due date has passed.) 
Working a schedule gives your collection process the advantage of consistency. Consistency reminds your customers of their outstanding obligations. Often, a customer will pay the invoice for no other reason than to stop receiving reminders.
Tip #3: Be flexible, but firm
Occasionally extenuating circumstances do arise. When they do, work with your customers to establish a mutually acceptable repayment schedule that is realistic and fair. But at the same time be firm in holding your customer accountable to that schedule. Never agree to a repayment schedule with a repayment date of “whenever”. In most cases, “whenever” will never come.
Tip #4: Know when to call it quits
No matter how diligent you are about your collection process, there are simply some accounts you will never be able to collect. Your best chance of collecting those accounts lies with a professional collection agency. These agencies know the tricks of the trade because they specialize in collecting receivables from non-paying customers. They also have the added benefit of knowing how to leverage the customer’s credit rating and other legal avenues as a collection tool.

One of the ways to make collections easier is by establishing clear terms and conditions prior to the sale. Generally all the accounts should be opened after receiving and evaluating a satisfactory Credit Application. A well-reviewed account will help save valuable time in attempting to either collect or enforce in the event of a default.

A Credit Application serves the following purposes:
· It is an information gathering tool
· It is an assessment tool to determine amount and duration of credit 
· It is a collection tool
· It is a legal document that binds the applicant to your terms and conditions
· It is an enforcement tool
· It is a monitoring tool. Revisit the credit applications of your important customers
· It is a marketing tool that markets your loan. In essence a 'loan application'

If you are in the process of designing a credit application or reviewing your existing one, then here are the important issues to consider.
· What is the information that you require from the applicant for you to assess the credit worthiness after supplementing it with other credit information resources like a credit report?
· What are the terms and conditions of credit and sales that you want the applicant to adhere to?
· What are the legal disclaimers that you would require to conduct the credit investigation?
Does the customer find the process simple and easy to comprehend and at the same time understands why the information is required?

Here is a list of factors that would require attention in drafting a Credit Application:
Legal Name: Ask for the legal name of the applicant first on your Credit Application and then ask for the 'Trade style' or 'doing business as'. The company can operate under different Trade names but will have only one 'Legal' name. Thus it is important to sign-up the company with its legal name. 
Style of Business: Whether the business is a a) Sole Proprietorship b) Partnership c) Limited liability Corporation. In the case of a Sole Proprietorship and partnership the liability extends to the individuals running the business and thus it becomes important that the personal information of the principals along with their full names, home address and telephone numbers are sought on the credit application. *
Bank Reference: Ask for a 'borrowing account'. Get the account numbers and also the Account Manager's name. This helps in a round about way to substantiate the company's legal name.
Trade References: Normally three references are asked for. However, asking for more than three could further test the credit worthiness of your applicant. If possible ask for one Trade reference from your industry. This could indicate if the applicant is coming to your company after having shortchanged another from your industry.
Signing officers and accounts payable contacts: email, telephone and fax numbers.
Authorized Signature: The credit application should be signed by someone who is authorized to do so. It should then bear the person's title the date and place.
Terms and conditions: The credit application should bear the terms and conditions of sale.
Disclaimers: Some of the important considerations in writing your disclaimers would be as follows:
a. Permission to do a check with the applicant's bank/financial institution and trade references not just at the time of setting up of the account but from time to time.
b. If you need to check the personal credit history of any individual or principal then you would require their permission in writing. If you are making provisions for 'Personal Guarantee' then make sure that your state/provincial laws do not require that to be notarized and as a separate addendum.
c. Statement that upon signing the information that has been provided is certified to be true and correct and that it will be used and based to make the credit decision.
d. The applicant will be bound by the terms and conditions on the Credit Application whether on the front or reverse. 
e. A statement of the interest to be charged on past due invoices. 
f. Discounts and the definition of overdue. Discounts and payable dates. 
g. A statement whether the attorney fee or collection cost will be added on to collect past due accounts.
EXAMPLE

TERMS:

Credit terms are net 30 days.

Invoices not paid within terms will be assessed a 1.5% per month finance charge.

I/We understand and agree that the information provided is for the purpose of obtaining merchandise on credit. I/We further understand and agree that all accounts or monies due to (your company name) shall be paid in accordance with the Credit Terms stated above and agree to pay all reasonable costs for collections, in addition to any attorney fees, incurred.

I/We authorize investigation of credit history and credit references.

BY: ___________________________
Signature _________________
Date ______


Name & Title (please print)

. 

*GUARANTY:
I/We, the undersigned, do hereby guarantee payment, as individuals of any indebtedness incurred by virtue of any and all credit extended in accordance with the above agreement and all of its terms and conditions.

Guarantor Name: ___________________________,






(please print)

Home Address: ___________________________
Home Phone: ______________             __



    ___________________________
Signature: _________________________________
Date ______________________

