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EXTENDING CREDIT

Chapter 8: Credit Policy and Procedures
Chapter 9: Credit Applications
Chapter 10: Terms and Conditions of Sale

Chapter 11: Credit Investigations
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DISCIPLINARY CHAPTER OUTLINE
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1.  Defining Credit Policy 8-2
After reading this chapter, the reader should 2. Credit Procedures 320

understand:
The purpose of a credit policy.

The advantages of an implied over a
written credit policy.

How a credit policy is developed.
The components of a credit policy.

How to create an effective credit
department.

Establishing terms of sale and
credit limits.

How to handle collections and bad debts.
Types of credit procedures needed.
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Questions for Discussion

Q. Can a credit policy be flexible enough to accommodate a changing business and
ABOUT . economic environment?

Q. As the company’s goals change with the market, how does the credit department
ensure that its policies can reflect those changes?
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Defining Credit Policy

- Begins with the establishment of objectives

= Written vs. Implied Policy

= Importance of Credit Policy
- Credit policy
- Credit procedure
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Developing a Credit Policy

= Establishing the credit standard

= Determining credit availability
= Setting credit terms

= Defining collection policy

Comprehension Check
What is the difference

- In the short-term a credit policy should be flexible between an implied and
a stated credit policy?

Comprehension Check
What is a policy?




Factors Influencing Credit Policy

= Type of customer

= Geographic location of customers

= Economic conditions

= Business conditions

= Competitive position

= Merchandising policy @ Comprehension Check
What is a procedure?

= Type of merchandise

= Margins on merchandise Comprehension Check

List the four elements of a

= Price range of merchandise credit policy.
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Foundational Component of a Credit Policy

Key questions which build the foundation of a credit policy:

- What is the credit department’s mission?

- What are the goals?

- What are the roles and specific authorities of the credit management and staff?

- What are the primary criteria for evaluating customer credit?
- What are the company’s terms of sale?

- What are the credit limits?

- What does monitoring of accounts consist of?

- What are the normal collection procedures?

- When is the account considered to be a bad debt?

- What does reporting to management consist of? How often and to whom is
a report made?




Credit Department Mission Statement
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POINTS TO CONSIDER
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What is management'’s philosophy on risk
tolerance?

Should the credit function be liberal, moderate
or conservative; can the company afford to take
some risks?

Will the company be flexible with payments
beyond terms?

How is the cash flow in the company?

What is the financial strength of the company?
What are the current and projected annual sales?
What are the anticipated profit margins?

What is the classification of products being sold
(durable goods may have longer terms versus
perishable goods with shorter terms)?

What types of customers are in the customer base

(large warehouse distributors versus small locally
owned stores)?

What is the geographic location of the customers
and how will they be serviced (global distribution,
national or local)?

Are there any government regulations that may
restrict terms or credit decisions?

Are the policies and procedures Sarbanes-Oxley
compliant?

Should the credit function be centralized or
de-centralized?

What is the company’s market position in the
industry?

Is the company striving to gain market share?

How competitive is the industry the company
operates in?

What are the current economic trends?




Credit Department Objectives

1. Develop an optimal level of sales and cash flow, while limiting delinquencies
and bad debt losses

Minimize carrying costs for accounts receivable.
Minimize risk and bad debt losses

Monitor operating costs and expenses

o & w0 D

Convert accounts receivable to cash as quickly as possible.

- Many companies monitor standard benchmark statistics to assess
progress toward company goals.

Comprehension Check

What questions build the
foundational components of
a credit policy?

© 2017 NACM
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Credit Policy

= Boundaries: Organizational Roles, Responsibility and Authority

= Credit Evaluation

= Terms of Sale

= Credit Limits

= Monitoring Accounts
= Collections

= Bad Debt

= Deductions

= Reporting to Management

= Review of Credit Policy
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Credit Policy: Boundaries and Credit Evaluation

- Boundaries POINTS TO CONSIDER

Credit Evaluation

Has the company cleary communicated who has
overall responsibility for the credit and accounts
receivable functions?

Who has the authority to approve credit
applications?
Who has the authority to change credit limits?

What is the credit function’s credit line approval
hierarchy (how much each person is authorized
to approve)?

POINTS TO CONSIDER

Are credit applications obtained from all prospective
customers?

Do guidelines specify the types and sources of
credit information to obtain on prospective
customers?

Do credit limits above a certain amount requira
approval from company’s senior managemeant?

Who has authority to hold orders?
Who has authority to shut off accounts?

Does the sales department have authority to
ovarride the credit manager? What circumstances
require the intervention of sales? Who has ultimate
authority if sales and credit do not agree?

« Are the company's methods for evaluating credit

information and making credit decisions reasonable
and consistently applied?

* Has the company considered dividing customers

into categories based on sales volume and/or
credit risk?

© 2017 NACM
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Credit Policy: Terms of Sale and Credit Limits

- Terms of Sale

- Credit Limits

© 2017 NACM
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POINTS TO CONSIDER
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What sales terms are acceptable within the
industry?

Are terms clearly documented and communicated
to the customer?

Are requests for special terms documented and
approved in advance by the credit manager or
equivalent authority?

Does the company consider antitrust laws, such as
the Robinson-Patman Act, when it offers or grants
special terms?

Does the company have more than one product ling
that may require different terms?

Are credit limits assigned to customers to help
control credit risk?

Has the financial strength of the creditor been
considered in establishing credit limit parameters?
Are credit limits determinad logically and
consistently, then properly approved?

Are sales and customers promptly nofified of credit
decisions and limits?

Are customer’s credit exceptions monitored daily,
such as, exceeding credit limit and/or past due

» Does the customer understand at what point the
terms begin (invoice date, date invoice is received
by customer, or date product is accepted by
customer)?

= If early payment discounts are offered, has
management considered the cost of such
discounts?

= Does the company assess late payment penalties
against delinguent accounts? If so, does the
company take into account the cost of calculating,
billing and collecting the assessments?

situations, to proactively manage risk/customer
exposure?

+ |= written approval required by the credit manager if
orders exceed the pre-approved credit limit or if the
customer has past due invoices?

+ Does the credit depariment review larger credit
limits on a periodic basis?

« Are all credit limits subject to revision, based on
changing levels of creditworthiness?

N




Credit Policy: Monitoring and Collections

- Monitoring

- Collections
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POINTS TO CONSIDER
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Do policies and procedures address how often to
re-gvaluate credit for existing customers?

Are critical customers evaluated at least annuallhy?
Does management use other tools basides the AR
aging report to monitor credit?

What other data sources are used for the purpose
of account monitoring (sales assocates, trade
magazines, news wires, business and credit
information companies)?

Are credit re-evaluations for smaller customers

performed at the first sign the customer is facing
possible financial trouble?

POINTS TO CONSIDER

REFEREFERER R

= Has the company established a dearly defined

process for collecting past due accounts, beginning
when an account first becomes delinguent and
continuing until the debt is collected or when the
collection cost exceeds the benefit?

* Does the company use multiple collection strategies

(telephone, email, fax, letter)?

« Does the credit policy contain a statement that

reinforces ethical behavior and credit

+ Do credit personnel check each customer's credit

status (credit limits and past due invoices) before
releasing orders?

Who has the approval to release orders if a
customer has exceadead itz credit limit or if invoices
are past due?

Does the credit policy identify other approaches to
reduce credit risks for marginal accounts, such as
obtaining a security interest or guarantea?

professionalism when communicating with
customers and salespeople?

I= there a policy for when to place an account on
credit hold and does it have the buy=-in of sales?

Are customers and customer service, shipping and
sales personnel notified immediately, as applicable,
of a potential credit hold situation before the hold
actually goes into effect?
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Real World Perspectives RWP 8-1

TEXTING WORKS BEST

Connecting with clients who owea your business monay can in Some cases present a challenge. Particularly in a world with so
many oplions for communication, from cell phonas o email, finding the right medium to relay messages that an account is
late, or very late, and must ba paid is of the ulmost importance. As we all know, the longer our businass wails past tha dus
date for paymeants, tha less likely we'll see payment on that account.

Whan trying to reach high profile or troubled accounts, one mathocd | bagan using more and more owvar the past four years is
lext messaging. In fact, thase days | raraly leave a voicamail if | don't reach someona. That's becausa | don't think many
people actually listen to voice maessages nearly as much as they look at a lext. A parson may be in transit, busy or in a maeat-
ing. But even if someons is in a maeting, they can still respond 1o a text. And genarally, my customars do. It doasn’t work all
of tha time, but it usually works the first couple of times, at least until thay realize who it is. Also, with clients who have an
iPhona, I'm able o sea if the person read the message. With voicemail or even email, it's common that people don't hear or
raspond in a timealy way, if at all.

Taxting technology has improved the collectability of accounts, and that's mainly a mattar of the improved means of com-
miunication. Tha more communication you hawea, the more of a customer's story you have and the more likaly you are to collact
an Yyour invoicas. Now, just bacause you're in contact soonar with your customears doasn't mean thayll have tha moneay 1o pay
you, but it does mean you'll have the chanca to undarstand their situation a little earfiar in the process. Every customear has a
finite amount of money, 5o if | can baat the other vandors o tha table, than I've succeadad in reaching them thatl much seoner
and will ultimately have fewer problems collecting down the road.

In tarms of taxting etiguatta, we'ra still figuring that out as we go. The best method | find so far, though, is to first idantify
miysell, then gat 1o the paint quickly by saying something like: “Hi, I'm with company X. Your account is past due. Give me a
call o work out arrangements.” If you don't identify yoursedf, it winds up slowing how the client responds to an unknown
sander. Genarally, | don't put dollar figuras in tha first text with a client, but if the conversation takes on a life of its own, than
absolutely, | include dollar amounts. With one particular client that I've been texting back and forth with for a whila, I'll send
him a taxt with just a question mark. We're so familiar with aach othar, ha'll undarstand that to mean “Where's my payment?”
Ha'll eventually comea around to paying me because he knows what I'm locking for. Another baneafit to using text massages is
that, unless the users have deleted the massage string. they'll be able to quickly scan previous texts and grasp the gist of
thosa collactions convarsalions.

To data, most of our customears aren’t paying through text messages. Wa do have Square (a credit card procassing sanvice)
and are setting up Apple Pay (a mobile paymeant sarvice), 5o we know wea'll ba able to receive paymeant this way, but it's not
someathing we've takan on yal, though it's likaly just a matter of ime bafora we do.

Shane Norman, CCE, is the credit manager at Wheelaer Machinery in Sall Lake City




Credit Policy: Bad Debt and Reporting to Management |

- Bad Debt

POINTS TO CONSIDER POINTS TO CONSIDER

+ Does the company prepare a Reserve/Allowance + Are bad debt write-off approval amounts assigned + Are deductions handled promptly to assure quality  + Is business information shared in compliance with
for Bad Debt on a consistent basis? to departmental personnel, as set by the hierarchy receivables? NACM's Canons of Business Credit Ethics?

+ I3 there a collection process in place to determine of authorization levels? + Do customer inquiries receive immediate attention?  + Does management periodically review and revise
when an account balance should be considered + Do credit professionals participate on creditors’ * Does the company share receivables and trade el pesivien and pmicecdures, &3 "E_fﬂﬂaw' K
uncollactabla? committess? information with credit bureaus or credit reflect changing business conditions?

' ' associations?

- Reporting to Management

+ Does the company prepare reports that monitor the = Bad debt'recovery analysis.
performance of the accounts receivable function? - Are reports of such information prepared at least

Such as: monthly, and the results compared to preceding
- Accounts receivable aging analysis, including periods and indusfry statistics?

amounts and percentages of delinguent accounts =« Are reports distributed to relevant parties as

in each aging categaory. determined by guidelines or needs of the company
- Accounts receivable turnover or days sales (e.g., senior management, sales, controller, etc.)?

© 2017 NACM outstanding ratios. ~
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Checklist for a Well-Defined Credit Policy

1. Formal organization of department.

2. Job description, titles and review process.

3. Credit department budget guidelines.

4, Credit documentation required for credit file.

5. Methods of gathering credit information.

6. Time limits for credit decisions.

7. Establishment of terms of sale.

8. Established credit lines and procedure for establishing
new lines.

9. Procedure for communicating the decision to the
customer.

10. Procedure for communicating the decision to
management.

11. Procedure for communicating the decision to the sales
department.

© 2017 NACM

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

Procedure for communicating the decision to operations.

Guidelines for dealing with and assisting marginal
accounts.

A collection policy that reduces borrowing cost.
A collection policy that deals with slow-paying accounts.

A collection policy that minimizes bad debts.

A policy for unearned discounts/unauthorized deductions.

A policy for the handling of disputes.

A policy for the handling of returned and damaged
merchandise.

Policies for using secured transaction for protection.
A policy for the use of a guarantee.

Guidelines for reporting to upper management.
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Figure 8-1 Example of a Credit Policy

The credit departmant shall function under the supervision of the treasurer, and its activities shall be coordinated with overall
corporation policy and the activities of the sales department.

It shall ba the responsibility of the credit departmeant to help build a broad and durable customer relationship for [company
name] Corporation. In the performance of this duty, the credit department shall maintain a positive and constructive atlitude
toward [company name] Corporation’s customers. Discrimination in customer relationships is to be avoided. Likewise, the
cradit and sales departments shall maintain a cooperative attitude, with an aim toward promoting sales.

Within the bounds of sound credit practices, the credit department shall endeavor o find a suitable credit basis on which to
deal with every customer that the sales department desires to have purchase our products. The decision as o what constitutes

a suitable credit basis shall rest with the credit department. From the standpoint of cradit, no customer shall be denied tha right
to purchase our products until every means of salling to thal customer has been exhausted.

Standards by which credit risks are accepled or rejected shall be flexible enough to permit the maximum of profitable sales by
[company namea] Corporation. Marginal credit risks are to be dealt with whan they are neaeded o complete oparating sched-
ules, and as long they constitute a source of added net profit to [company name] Corporation.

Customer contacts are lo be kept on a dignified and friendly basis, conducted so as 1o promote a wholesome respect for
[company name] Corporation and its business practices.

Credit department practices shall be dasigned to permit the maximurm number of orders to flow without interruption through
the sales department, but to provide for intercaption whan necassary as a means of safequarding credit axtensions.

The credit departmant shall keep the sales department fully informad regarding the status of a customer's account when the
free flow of orders from that customer is in jeopardy.

The credit department has the collection responsibility. Sales department advice or direct help may be sought in exceptional
cases.

All eredit dacisions shall be independently made and shall conform 1o requirements of law.




Credit Procedures

Credit Procedures for Credit Approval Credit Procedures for Collections

and Administration . Normal Procedures
= Terms of Sale - Collection Schedule
= Terms Codes - Lockbox System

- Advance Payment

Credit Instructions
- Note Arrangement

Credit Recommendations

- Account referral
Credit File Information - Creditors’ Extension Agreements
- Bankruptcy Proceedings

- Allowance for Uncollectibles and |
Write-offs l
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Summary

- A company’s credit policy is typically desighed and established by top-level management.

- The first step of a credit policy is to establish objectives.

- A credit policy can either be implied or written. A written or stated policy leaves fewer chances of error or misunderstanding
across the organization or credit department. A written policy also ensures consistency throughout an organization as it
pertains to managing its credit.

« Credit policy varies in complexity. For instance, cash only is a form of a credit policy that may be instituted by a business.

« Credit policy establishes the direction of the credit function within an organization, while credit procedures govern the steps
used in the overarching principle. In order for a policy to be effective, it must be directly and explicitly related to action.

- The four essential elements of credit policy are: .
Comprehension Check

What credit procedures are
used in evaluating credit?

- Establishing the credit standard
- Determining credit availability

- Setting credit terms

= . . Comprehension Check
- Defining collection policy )
What credit procedures are
- The short-term application of a policy should be flexible. used for credit approval and
© 2017 NACM administration?
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Summary Continued...

General factors that influence the role of credit within an organization include:
Type of customer
Geographic location of customers

Overall economic conditions

Business conditions
Competitive position
Merchandizing policy

Type of merchandise

Margins on the merchandise
The price range of merchandise

The mission of a credit department should establish the long-range focus of the policy and define the purpose of the credit
department.

The five key credit department objectives are:

Optimize sales and cash flow @ C ompr ehension Check

Minimize carrying costs for accounts receivable What credit procedures are l

Minimize risk and bad debt used for collections?
Monitor the cost of the credit department

Convert accounts receivable to cash as quickly as possible

MNRAURS



Summary Continued...

Several factors, such as terms of sale and credit risk, influence the goals of the credit department. Monitoring these factors using standard
benchmarks, like days sales outstanding or average dollar amount of invoice, may be essential in reaching organizational goals.

Within a credit policy, it is important to define organizational roles, responsibilities and authority surrounding credit decisions.

When evaluating creditworthiness, it is always important to consider the Five Cs of Credit, while basing a decision primarily on the credit
applicant’s willingness to pay, taking into consideration their payment history and ability to pay, as shown by their financial situation.

Credit policy should specify the following:
Terms of sale
Credit limits
Monitoring accounts
Collections
- Bad debt
« ltis critical to realize that a sale is not complete until payment is received.
« Credit and collections reporting can be categorized as: cash flow forecasting and working capital. Therefore, these can be separated into two
disciplines: financial (reporting to support the financial statements) and operational (reporting to measure the performance of individuals or

groups within an organization). Furthermore, a measure has no meaning unless compared to a standard.

- In order for a credit policy to remain effective, it must be reviewed and updated during specified intervals, in tandem with changing economic,
market and competitive conditions. It should be reviewed based on its ability to meet the five key credit department objectives.

«  Procedures must be set for both credit approval and administration and for collections. Procedures for credit approval may include: credit
instructions, term codes and credit files. Procedures for collections may include: a collection schedule, advanced payments, note arrangement
and bankruptcy proceedings.
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DISCIPLINARY CHAPTERQUTLINE e
@ CORE IDEAS

1. The Purpose of a Credit Application 9-2

After reading this chapter, the reader should
understand:

The purpose of a credit application.
How to obtain banking information.

How the credit application acts as
a contract.

What goes below the signature line.

© 2017 NACM
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Questions for Discussion

Q. Why does a company need a credit application?

Q. In a perfect world, what information should be included on a credit application?

Q. How does a credit application protect a buyer and seller?
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The Purpose of a Credit Application

To assist the seller in learning as much as possible about the applicant before
making a decision to extend credit.

Get as much information as possible before the start of buyer/seller relationship.
A well-devised credit application is structured to assist the seller during the four
stages of the buyer/seller relationship:

1.  prior to extending credit,

2.  during the credit relationship with the buyer,

3. during problems in a credit relationship ,

4 during litigation.

Update regularly

Creates a contract l

SN




The Credit Application as a Source of Information

= Date of application
*Leases or own

= Applicant’s complete legal name

*Sales tax exemption
= Address

- Phone, fax, email and website *U.S Resale Tax Exemption Certificates
- Federal Tax ID number (FEIN) *Type of business
= Accounts payable contact information *NAICS Code

= Years in business

- Amount of credit requested [



The Entity Itself - The Real Customer

- Legal Status of Company: Corporation, LLC, Partnership, Sole
Proprietorship

- Buyer’s Obligation to Disclose Change of Name or Legal Status

- Principals, Owners, Officers and Members

- Laws and Regulations Covering Personal Information

- Related Business Ventures and Related Concerns

Comprehension Check

Why is it important to have
the correct legal name of a
credit applicant?

© 2017 NACM
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Bank and Trade Reference Information

Bank References
= Bank name
= Address

= Account numbers
= Bank loan officer/contact and information

= Trade References

= Free flow of completed/past information
= NACM Canons of Business Credit Ethics |

Comprehension Check
What is an NAICS code?
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The Credit Application as a Contract

= Agreement to Terms and Conditions of Sale =Third party collection and Attorney’s fees

= Switching from Credit to Cash Terms =Change of ownership

= Terms and Conditions in Another Place =Certification of credit application

= Buyer Modification of Terms responses
= Interest charges =Signature
= Certification of Use provision "Shipment terms

= Venue provision

Comprehension Check

Where can one check the legal
status of a public corporation?
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The fofowing case shudy goesonbos B can hanoon aiaem O Oredfor T ees fonsand B houT 3 seanaiern o s orodl aysikoasion.

CREST RIDGE CONSTRUCTION GROUE, INC. VS, NEWCOUWRT MNC.

The mpact of forms contamed on a credt applcation sas recently ilkuasiraled n ligation betecen Crest Ridge Construcion Sroug,
I CCrest Ridge®™) amnd Mesoowur? ino. Hewsoowrt?™) . Crest Ridge, a constrechion oompansy, »om & suboontract b bueild certain seos
Hons of e Liberty Sclence Center in Jersey City, Mew Jorsey. Ome portion of the subconiract required Cres] SRicdge 5o sospplsy
archibscheral wall paneing for e Cenber. The principails of Crest Fadge began disoussions with Hewoourt, a low-cosl foam panel
ing suppher. Shortly afSer the diso e ores. began, FMescour! isooed a prioe gootaton o Srest Ridge sdech stated thal (@ owears. “saskgect
= credit department appeeesal.” Rewsoourt alno Suermiched Crest Foges with o credit applicason. The ferms and condions in the
credit applcation and price guotation did not stabe any sEeecific required credil lemms.

Crest Ridge returmed the oredit apoilcation o Meswoourt @ fevw seeks laier. The complebed oredt appication form stated that Crest
Facige had been established n 1985 and isied one bankdng and fowr rade references. Messoourt cisecked oul e banking refers
ence and atlsmpled 5o werify the Fade references. The bank reporsed that Crest Ridge did Roes an acocount and bad an asersge
balamoe of 55,000, FMoesoour! s ot abibe o vty the rade efononoess. Because | was concemed abeoe s the ornechbssortdnes s of
Crest Ridge, Mowscourt began 50 rsestigale ofeer meethod s of guaranbessing Crest Foge’s pasment.

Reamechibs, Messoouwrt and Crest Ridge continued o disouss the progect. Srest Ridge issoed a purchase order o Mescowr! guotbing
@& price and neferencinsg Messwooert's onginal prce: puootation . Mewsoowort supplesd sampkes of is sall pancing matonal, o speescifoss
bons and calculations, Tvee esisions: of shop drarsngs and finad drasssngs shosang winene each parned sould be placed al the
Camer. Thres morths labher, Messoodsr! wrots 0o Crest Ridge sospending all Surthees sork on the weall panelissg project amd desnanding
parpTreert i full within o smeks. The beber cid ol i menSon amy onedi prodlemess: bes insiead sSased that ol pasymens was necened
bEmcaiese of the “snoumbenng and condusing progress and ok of receiving pertinent data necessany 10 saeshy e recusnsments on
e above-refersnoed project ® Crest Ridge atfesnpled o oontact Mewoowr! seserall hmes bt Shene was no response. Crest Sidge
finalty went 1o another supplier and oovesed with highersprioed pamneding . Rewoourt neves shipped any pansing o Snest Fadge.
Crest Fidge sied Mewoourt for breach of conrant. PMMessorasr] anguoed  Hat thene v s a onmniract oo e Snes] Focdiges didl naol
ochimin the appeoaal of HessoowurTs oredit deparsmest. The cowrt heid thal although Messoour! “required” Sl the price cusctabion
was subject b oredi doeparsmenl appeosal, it ded ol act in s manner comsestenl wakh Tt mnguage. | osentd aboad ared eschareged
price ountes, Shiveed s prochoct amd @chesd i ey Warys consisient with e exdisienoe of a conaraot. Thiss, the cowrt ordened Meses
COUr 1O Eay damages squal o e diferenos i amount Crest Fdges was requined o oy the Righer-priced suppliern.

Lessons bx Be Learmed from Mewocourt

Mevwoourt appears: o have had a oedil application proosdune shich ke® something 10 e desired. It requined referenoess. and obteesr
imfomrmatcon thal garse H neason 0 e oomnoemmeed  abos? sshether ®sould neosrse paypment from Crest Fodge. B also sispyellesd ceriin
bErms and condiions om Bs oredit application ot Crest Fdge eosouhed. Messsooasrt cic mol 2ct consishen® with s erms. alssough
Ferreoourt's credit department had apparentty not green s approval, Mewoout's boharsior gave every iIndicaton that adeal had been
meacke. T provid ed materadl sampiles., thines nevisions of shop drasings., fastening detalds, stipulabons as o e ookor of easch: paned and
final drawings showing whense cach panel would be placed. Srest Ridge Belicved that B had a oonfract withy Messcowsri. The coart
caaminieg thess factss also belewed that MNesoourt acted oS (Fa contract bad besen made. The oowrt fowund that Mewoourt' s cesmand
that R e pakd in fell price b any maredschurng or shipment was onjussfied onder the termes and condRioees. sed form n e onecit
applicaton. The court motesd thatl Mewsooort did not supply arry onesdit bermes 5o Cnest Ficige-.

Courts: ane predisposed o finding that a confract exists. The court considenng the Srest Fdge™levwoowr dispeute was no ciffersnt.
The oot waes. willing to celemmine that based upon Hee Erms and oondbons oontained in the oedil applcation or through the
actons of the parties #hal Cres: Ridge and Moscowrt had & conbract betwsesn theme i Shis: insSanoes, the cour? found thas #e oneci
application enms: wwene for the most part dissegarded by Mewoowrt as evicenosd by its actons. Had Mesoourt really sesansed o nedsy
Lo ibs Terms and spescifically e requinement that s cored i deparmment mest appeoee the tramsscton, then Mesooor] soukd hasse
hamd 5o refrain from mosving aiiead aith peformances and disossions el sisch tme as e onesdin chema i S proced s relasom-
ship or perfaps sent a keHer stasng Tat b oould nol proocesed withowo® the appeosal of s oreds department. 1B odid nob bn fSact, Hesss
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Supplemental Information

= Waiver/Duty to inspect

Limitations on liability

= Escheatment/Inactivit
/ Y Limitations on warranties

= Setoff Rights

Liquidation damages

= Waiver of right to jury trial e e
Indemnification

= Prejudgment remedy waiver

Force majeure
= Alternative dispute resolution (ADR)

= Security instrument/agreement

Comprehension Check
= Financial information What security is needed to
protect the confidentiality of
= Buyers Obligation to Provide Financials customer information?
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Below the Sighature Line

= Consent to obtain consumer credit report

= FCRA and Guarantor or Personal Guarantor

= Personal or Corporate Guarantee

= ECOA Notice Comprehension Check

What information should

be required on a credit
application?

\_ PP

]

(4 Comprehension Check

Why do terms of sale have to

be set forth in writing in a
credit application?

\_ PP
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Summary

- The credit application is crucial to the determination of the rights of the creditor
in the event of a dispute with, or default of, a customer. With a well-drafted
credit application, a credit professional may accomplish dual goals of limiting
credit risk, addressing contingencies that may arise in a credit relationship.

- The credit application is the credit professional’s first, and sometimes only,
opportunity to protect their company from risk of loss through credit sales
and/or fraud. This is most advantageous to obtain at the beginning of the
buyer/seller relationship.

- The credit application is structured to assist the seller in four stages of the
buyer/seller relationship:

- Prior to extending credit

- During the credit relationship with the buyer Curqprghensmn Check
Why is it important to

- During problems in a credit relationship specify venue in the credit

- During litigation L sl

© 2017 NACM
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Summary Continued...

The credit application is usually the primary source of information on a business looking for credit. Basic
information for any credit application includes:

Date of application

Applicants legal name

Address information including mailing address, physical address, P.O Box
Telephone number, fax number, email and website

Federal Tax Identification Number (FEIN)

Accounts payable contact information

Years in business

Sales tax exemption

Lease or ownership of real estate Comprehension Check
T f busi Whose signature is needed
ype 0T business on the credit application?
NAICS code
Understanding the legal structure is also an essential component of any credit application because it l

allows a credit manager to understand who is liable for any debts accrued by the organization.
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Summary Continued...

Understanding the legal structure is also an essential component of any credit application because it
allows a credit manager to understand who is liable for any debts accrued by the organization.

A creditor can easily check the legal status of a company online with the Secretary of State’s office. If
a company changes it legal status, a new credit application should be signed.

It is critical for any credit professional to understand the laws and regulations surrounding personal
information. Many states also require notification to individuals concerning data breaches.

Obtaining bank references may be necessary when extending credit. However, even though current
laws do not restrict banks from providing creditors information regarding business customers, many
banks have chosen to adhere to a standard “no information” policy.

Trade credit grantors enjoy the luxury of a free flow of information, and should be willing to share their
current customer information, while maintaining confidentiality if obtaining customer information

from another business credit grantor. The Canons of Business Credit Ethics establish standards

relating to the proper exchange of credit information among creditors which contains historical and

current factual information to support the process of independent credit decision-making. [




Summary Continued...

It is important to remember that the process leading up to a sighed credit application is a
negotiation.

It is also important to avoid violating state usury laws. Law governs how the product is used rather
than how it is purchased. Therefore, the amount of interest specified can only be collected if it is in
the signed agreement and has been used for business/commercial purposes, aside from “personal,
family, or household purposes.” A Certification of Use Provision can be added to a credit agreement
to avoid a defense by a customer who uses their business credit to buy products they intend to use
for personal use. This is only necessary if the products have potential for “personal, family, or
household use.”

A venue provision is essential part of a credit application to ensure credit grantors will not be
required to travel to bring or defend a lawsuit.

In order to be awarded attorney fees, it is suggested that this be stipulated in the credit agreement to
ensure that it is not overlooked in court proceedings.

During a change in business ownership, a reevaluation of credit before continuing business with the ‘
organization is imperative. A new credit application should be the beginning of this new relationship. [

An authorized representative can legally bind the company even if the signer is not an officer or

, executive of the company. | \
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Summary Continued...

Alternative methods of authorizations if customers are averse to signing a credit application include:

Credit Card Authorization Agreement

Electronic Funds Transfer Authorization (EFT)

Management Indemnification Form

Due to the fact that transfer of goods from seller to buyer can present substantial risk, it is important to establish
who is liable in these circumstances. Based on the Uniform Commercial Code, risk of loss depends upon the terms
of the agreement. This can be addressed by using the commonly accepted shipping terms (Incoterms®).

Other supplemental information that may be included in the credit application includes:

Waiver/duty to inspect

Escheatment/inactivity Comprehension Check
Right of offset In a shipment contract, when
'ght of offse do title and risk of loss pass

Waiver of the right to a jury trial to the buyer?

Prejudgment remedy waiver
Alternative Dispute Resolution (ADR) Comprehension Check

Security instrument/agreement When should ADR be
considered? How does it

differ from mediation?
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Summary Continued...

- Big or small, financial information for a company should be provided. If the
company is small, a variation of financial information should be provided,
like an easy-to-complete balance sheet or income statement. For larger
companies, financial statements should be provided.

- It is important to follow ECOA laws when obtaining a personal guarantee,
but keys to a personal or corporate guarantee are:

- Payment guarantee

- [t should be “absolute and unconditional”

- It should be “continuous What are the essential elements
- It should be “irrevocable” of a personal guarantee?

@ Comprehension Check

- The ECOA also prohibits discrimination based on race, color, religion,
national origin, sex, marital status or age.

Comprehension Check

What is contained in the
047 NagH] ECOA regulations? \
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10 | Terms and Conditions of Sale

lllllllllllllllllllllllllllllllllllllllllllllllllllll

DISCIPLINARY CHAPTER OUTLINE

CORE IDEAS
1 Important Considerations 10-2
After reading this chapter, the reader should 2 Influencing Factors 10-2
understand: _
@ The role played by terms in day-to-day 3 Categories of Terms of Payment 10-4
business transactions. 4.  Special (Other) Terms 10-17
Th jor factors that infl t : "
SRR A DL LS S 5 Other Terms and Conditions of Sale  10-19
The key elements of terms.
The types of terms and how they differ. 6 Export Terms 10-20
The impact of payment timing and 7.  The “Battle of the Forms” 10-21

discounts on profitability.
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Questions for Discussion

THINK | Q. How canterms of sale benefit the buyer or seller? Are there occasions in which
ABOUT . the terms benefit the seller more than the buyer and vice versa?

Q. What aspects of a product can change the terms of sale?

Q. How can terms of sale and interest rates impact a company’s profitability?

© 2017 NACM




Important Considerations

= Applying Credit Policy to Terms
= ACH (Automated Clearing House)
= Open Credit Terms

= Contractual Considerations

= Antitrust Implications
= Standard Terms
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Influencing Factors

General Considerations

Competition

Market and Product Characteristics

= Operating Cycle

= (WIP) Work in progress

= Perishable Agricultural Commodities Act (PACA)

Class of Customer

Profitability Comprehension Check

How does the Robinson-
Patman Act apply to terms
of sale?
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’/;Igure 10-1 The Operating Cycle

The
Operating

Cycle

12017 NACM

L\

|




Categories of Terms of Payment

- Cash and Prepayment Terms - Closed Terms *Open Account Terms
- CIA *EOM Terms
- CBD *MOM Terms
. CWO *Proximo Terms
. COD *Discount Terms
*1% 10 net 30
- Short Terms 8% 10 EOM
- Bill-to-Bill Terms 8% 10th Prox.
- Receipt of Invoice Terms «2% 10 MOM
- Credit Card Payment *2% 10th Prox, net 30th
- Purchasing Debit Cards (P-Cards) Anticipation, |
*Trade Discounts l

*Chain Discounts
© 2017 NACM *Dynamic Discounts




Enforcement

Unearned Discounts

- check for the amount due less the discount even though the discount period or
terms have expired

Inconsistent treatment of unearned discounts and enforcement of terms will
create the potential for antitrust claims under the Robinson-Patman Act.

Comprehension Check
What factors influence

credit terms? Provide an
explanation for each factor.

© 2017 NACM
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Factors Influencing Offering Discount Terms

Meet competition

Reduce exposure

Reduce credit and collection expense

Reduce borrowing costs

Comprehension Check

What are the categories of
credit terms?

iiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiii

Put collected funds to use more quickly @

List four types of prepayment
terms.




Analyzing the Cost of Offering Cash Discounts

Analysis of time value of funds -
- Risk premium
- Cost of capital
- Net Present Value PV=FV/(1+ k)"

Future value FV=V(1+ k)"

Effect of discount terms on profit

Effect of terms change on sales/profits

Analyzing profits from discounted sales

Analyzing cost to buyer of using bank loan vs. trade credit

© 2017 NACM
o

Comprehension Check
What are the types of

discount terms?
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N

Figure 10-2 Present Value of Future Receipts

Based on an Annual Cost of Capital of 12.88%

Receipts Days Cost of Captal
$100 0 0
100 30 0107
100 60 0215
100 90 0322
100 120 0429
100 150 0537
100 180 0644
100 210 0751
100 240 .0859
100 270 0966
100 300 1073
100 330 1181
100 360 .1288

Present Value

$100.00
98.93
97.85
96.78
95.71
94.64
93.56
92.49
91.42
90.34
89.27
88.20
87.12
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4 Figure 10-3 PV of Sales at Different Payment Dates N

When Discount is Offered

Payment Date 0 10 11 30 60

Sale $100.00 $100.00 $100.00 $100.00 $100.00

Cash Discount 2.00 2.00 0.00 0.00 0.00
98.00 98.00 100.00 100.00 100.00

Cost of Carrying 0 39 .39 1.06 2.12

Cash or Present 98.00 97.65 99 .61 98.94 97.88

Value
Cost at Present Value 86.00 86.00 86.00 86.00 86.00

\\hF’mﬁt at Present Value $ 1200 % 1165 § 1361 % 1294 § 11.88 .
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4 Figure 10-4 Annual Interest Rates Applicable to Discount Terms )

Cash X% 15 X% 10 X%30 X%15 X%10 X% 30
Discount Net 30 Net 30 Net60 Net60 Net60 Net 90
Percent (X%) Days Days Days Days Days Days
V2 12% 9% 6% 4% 3.6% 3%

1 24 18 12 8 7.2 6

1% 36 27 18 12 10.8 9

2 48 36 24 16 14.4 12

2% 60 45 30 20 18.0 15

3 72 54 36 24 21.6 18

3% 84 63 42 28 25.2 21

Z 96 72 48 32 28.8 24

472 108 81 54 36 32.4 27

5 120 90 60 40 36.0 30

- /
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Late Charges

Reasons For imposing and enforcing late charges:

= Use of supplier’s capital without consent
= Allows delinquent customers unfair net price advantage

= Increases supplier’s collection and bad debt expenses
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Late Charges Continued...

Reasons for NOT imposing late charges:

= Fear of losing customer goodwill

Competitors may not impose/enforce late charges

Difficulty in collecting late charges

Heavy administrative costs

Cost of carrying overdue accounts is small

© 2017 NACM
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Special (Other) Terms

= Receipt of Goods = Extra Dating

= Bill and Hold » Seasonal Dating
= Consignment = Security Interest
= Floor-Plan Financing = Advances

= Contra Account = Progress Payments

© 2017 NACM
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Other Terms and Conditions of Sale

- Warranties

- Delivery

- Termination of Contract

- Title/FOB point

- Indemnification

- Liability

- Conditions Precedent to Buyer’'s Obligation
- Arbitration Clauses

- Conditions of Default

- Applicable Law

© 2017 NACM

Comprehension Check
What is a consignment term?

Comprehension Check
What are receipt-of-goods
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Export Terms

- Pro Forma Invoice
- Barter Arrangements

- Incoterms®
Comprehension Check
What is floor-plan-financing?

© 2017 NACM
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The “Battle of the Forms”*

- The fine print terms on the offer often conflict with the fine print terms on
the purchase order.

- Firm Offers and Price Quotes
- Responses and Confirmations

- UCC Gap Fillers

Comprehension Check
® EStab"Shed leltationS What are extra dating
arrangements?
- Credit Agreement or Master Supply Agreements
- End of the Battle of the Forms What are seasonal

dating terms?

© 2017 NACM
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Summary

There is a direct relationship between the terms of the sale and the seller’s perception of the
buyer’s ability to pay. In an extreme example, if a seller has no faith that a buyer will pay, the
immediate payment in cash, or in other forms, may be required.

- Itis important to note that not all sales are governed by sighed contracts, especially when
there is frequent activity between the buyer and the seller.

- When changing terms, or when changing standard terms for a particular buyer, the seller
must ensure that they are not in violation of antitrust laws, particularly price discrimination
laws set by the Robinson-Patman Act. Legal counsel in these circumstances is suggested.

Two major influencing factors for terms of sale are competition, and market and product
characteristics.

When there is competition in the market, a sale may not take place without the extension of
credit. Price is an extension of various factors including competition, and it is necessary to
view the terms of a sale as a component of price.

- Customers prefer terms that cover their operating cycle. Having terms that are shorter or [
longer than a buyers operating cycle may indicate more favorable terms for either the buyer
or the seller.
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Summary Continued...

- Terms differ widely by industry. Common terms for
perishable items are 7, 14, or 21-day terms, while *Bill-to-bill
chemical products that have a longer storage time
generally have longer terms of sale.

*Short term

*Receipt of invoice terms

*Credit card payment
Class of customer or profitability of a product may also

lend itself to different terms. *Purchasing Debit Card (P-cards)

- The three categories of terms of payment are as follows "Cashler's checic or certified check

oW' f
Cash and prepayment terms ire transfer

] *Electronic funds transfers (EFTS)
- Cash in advance (CIA)

. Cash before delivery (CBD) *Open account terms

. Cash with order (CWO) *End-of-month (EOM) terms
- Cash on delivery (COD) *Middle of the month (MOM) terms
*Proximo Terms l

© 2017 NACM
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Summary Continued...

- Open account terms include at least three elements: net credit period, cash
discount and the cash discount period.

- Electronic payments are the typical form for international, cross-border
payments.

- It is a necessity to spell out any discount policy on the credit application or in
the contract in the terms and conditions section.

- Types of discounts include:
- Anticipation

- Trade discounts .
L Comprehension Check
- Chain discounts : .
o _ What is a pro forma invoice?
- Dynamic discounting

company policy that is used consistently on all customers, because unearned
discounts can create potential antitrust claims under the Robinson-Patman Act.

- Enforcement of discounts varies widely. However, it is essential to create a l



Summary Continued...

The credit manager should play an important role in determining discount terms. Some
of the most compelling reasons to offer discounts include:

Competitive conditions

Reduction of credit exposure, delinquencies, credit losses

Reduction of credit and collection expense
Reduction of borrowing costs

Improvement of cash flow and investment opportunity

Decisions to offer early payment discounts or to change the amount of the discount often
require a detailed analysis of their economic impact. This includes an analysis of how the
het present value affects the profitability of terms.

- The seller’s credit team can also use the cost to the buyer formula to convince a buyer
that taking a bank loan may be a cheaper option for the buyer. This allows a buyer to
generate internal profits, but also improve the speed of payment for the seller.

If a bill is not collected at maturity, it may be necessary to institute late charges, because [
late payments incur costs that have not been accounted for by the seller.



Summary Continued...

- Special terms may be beneficial for certain industries or special circumstances that a buyer and
seller may find themselves in. Special terms include:

Receipt of Goods
Bill and Hold
Consignment
Floor-Plan Financing

- Contra Account
Extra Dating

- Seasonal Dating

- Advances
Progress Payments

- There are also special terms for international trade known as export terms. Some export terms
are as follows: l

Pro Forma Invoice

Barter Arrangements

- Incoterms® | o =
© 2017 NACM / \\\ /\>



DISCIPLINARY CHAPTER OUTLINE
CORE IDEAS

After reading this chapter, the reader should 1.

understand:

How to conform to the legal
requirements and ethical principles
of credit investigation.

The sources of direct credit
investigations.

The sources of indirect credit
investigations.

The importance of conducting credit
investigations on existing accounts.
The sources of international credit
investigations.

© 2017 NACM
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Legal and Ethical Aspects of
Credit Investigation

Direct Credit Investigations
Indirect Credit Investigations
International Credit Investigation

Investigating Existing Accounts

11-2

11-8

11-18
11-27
11-28
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Questions for Discussion

Q. What ethical considerations should be taken into account when investigating
ABOUT . a customer’s credit worthiness?

Q. When does a customer visit become beneficial to a credit professional?

Q. What value does an industry credit group bring to a credit investigation?

© 2017 NACM




Legal and Ethical Aspects of Credit Investigations

Legal Perspectives:

- Exchange of Credit Information - The Legal Perspective

= Antitrust in Credit Investigation

= Conspiracy, Restraint of Trade, Joint Actions

= Defamation in Credit Investigation

- Libel and Slander
- Examples
- Matter of Libelous per se

- Defenses to Charge of Libel l

- Privileged communications

© 2017 NACM
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Exchange of Credit Information - The Ethical
Perspective

= Confidential Nature of Credit Information

= Summing Up Ethical Considerations
= Personal Behavior
= Honesty
= Objectivity
= Topics to Avoid
 Company Policy (©) Comorehension cheek

slander and matter libelous
per se, providing an example
of each as it pertains to credit
management.




Direct Credit Investigations

- Creditor collects information through direct contact with customer or

noncommercial sources, such as competitors, banks and other trade
references

- A Direct Credit Investigation can include:
- Customer Visits
- Trade References

- Other Sources of Direct Investigation

- Bankruptcy Court, Internet, Customer Website, Specialized Information

© 2017 NACM
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Customer Visits

The benefits of customer visits by credit department representatives include:
Developing and enhancing the customer relationship.

Strengthening the relationship with the sales department.

Observing customer facilities (the inventory, condition of the equipment, the plant, the location
and attractiveness of retail operations, etc.).

Discussing financial information in more depth.
Reviewing financial information that might otherwise be unavailable.
Observing how other suppliers’ products are being used.

Developing connections between various internal company functions and the customer’s
counterparts (i.e., logistics departments, advertising departments, etc.).

Resolving disputes. ]

- Sharing best practices.

Comprehension Check

Discussing account status and collection of payments. Define direct credit
investigation.
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Figure 11-4 Questions to Ask Customers

10.
11.

What is their corporate structure?: |5 it a corporation, partnership, LLC, LLP or proprstorship?

Do thay have affliated companies? If so, what is their relationship to the company being investigated

(wertical: supplier or and-user; horizontal: differantiated by product type or geography, alc_)?

What is their product cycle, from ordering o shipment of raw materials 1o finished product to receipt of cash’?

What is the impact of seasonality on thair business?

What are thair inventory policies? Are there markdown procedures in place, or othar plans to relieve slow-maving
stock? What is the size of order backlogs?

Whao are the principal customers of the company being investigated? How would their creditworthiness be describad?
What tarmes of sale do they offer to their customers? What is tha payment parformances of thair customers?

What is their market shara? What is thair product niche? Wha is their compeatition, their advantages or disadvantages
(pricefquality/dalivery), and their relative market shares?

Ara thera plans for axpansion, new product devalopments or curtailments of unsuccassful lines? How will any
axpansion be financed? How will ovarhead be eliminated or absorbead if unsuccessiul lines are curtailad? Are tha
faciliies owned or leased? If leased, what are the expansa implications if facilities are closad? Are the plans realistic?
Wha are their major suppliers? What lerms do they offar? Do any of them hald letiers of credit, guarantees or security
instrumeanis such as lians?

What are projactions for sales and incoma? What factors would influence possible variances?

What are thair borrowing arrangaments (availability, advance rates, factoring arrangaments, securty hald, mandatory
cleanup periods)?

+ What is the impact of saasonality?

= |5 rafinancing undear consideration?

+ Are parsonal assats or assets of affilialed companias pladged?




Real World Perspectives RWP 114

RECLAMATION FROM DOLLARS TO TEARS

Clarenca, tha store owner, forcefully and purposafully handed ma the keys to the store and said to me, “It's yours!” | was in
shock by the turn of events, never expecting a customer o simply hand me the keys to their businass! Although not preparad
fiar this drama, | tald Clarenca that | was there to find & mutually agreeable solution 1o address the phamacy's delinquancy
issues. Clarence bagan to listen to me closely, while cautiously still displaying some fear and trepidation.

Reflecting back o my interactions with Clarence before aur first face-to-face meeting, mayba his behavior should not have
surprised me. Clarenca, the ownar of a small drug store in 5t. Louis, would never commit to a payment plan and with great
reluctance he agread to our meating. The meeting fime also was unusual—7:00pm, afier the store had closed. Clarence's slow
apening of the store’s enfrance door confirmed a lack of trust and a fealing of dread to meeting with the “Credit Manager” from
Chicago! Tha behavior may have baen a fip off, the store keys being handed to me by Clarence, however, seemed fo be a
litths over the fop. All | knew was that | was going to have my wark cut out for ma.

The pharmacy was built in 1854, and Clarence cartainly had & long history with the pharmacy. He told me about working in
this drug stora in high school and purchasing the drug store shartly after graduating from pharmacy schaal, fulfilling his boy-
hood dream. Clarence went on o tell me about the quadruple bypass surgery that he had in the prior year and the resulfing
health complications which led to his current financial difficulties. Being unable to work for six manths, Clarence had to hire &
pharmacist and manager for the stare, increasing his axpanses significantly. Furtharmare, the newly hired personnel misman-
aged the drug stora.

My face-io-face mesating with Clarence would not be my last, although it helped build 2 foundation of trust on bath personal
and business levals batwean Claranca and me. | appraciated Clarance's sincera and honest averview of his financial difficul-
tias, and | could tell that Clarence was truly a man of good character. | asked Clarence to put togather the store’s financial
information and fold him | would visit the next time | was in St Louis. Clarance agread o my requeast.

© 2017 NACM

RWP 11-1 continued...

Two weeks |ater, | was again on a plane to 5t Louis io sea my friend Claranca. Whan | arrived we want back to the prescrip-
ticn dispensing counter as we had dona at our first maeting to review the financial statemeants (if that was what you would call
them). Essentially, it was a list of assats written on a green legal pad. It even included a bicycle from the 19505 used ta deliver
prescription arders! We went through the inventory items and discussed inventory managemeant opporfunities ta improve his
cash flow along with the slore'’s operating performance and profitability. At the end of our maeting, we arrived at a mutually
agreeable payment plan. Clarance iold me that the payment plan would also requira the approval of his attormay.

Az | raturned to Chicago, | thaught that | was in a continuous loop leading to no resalution. | had already made a substantial
investment with my fima. | expected that the attornay, who was a friand of tha family, would put up additional roadblocks dus
to the fact that | was requesting o becoma the only secured creditor for all of the business assats.

| did go thraugh a challenging tug-of-war with Clarenca'’s altorney and was now ready to finalize our agreament. Onca again, |
was on a plane to 5t Louis to see Clarence. When | amived, Clarenca happily greeted me and we walked to the prescription
dispensing courter. | want through each document and explainad its purpose and significance. Clarencs appreciated my atten-
tivanass to thesa details and then | advisad him whers he needed to sign and date the documents in order to fully axecute our
agreement. Clarenca slowly and carefully raised the documents to view at eye level and then he bagan fo cry, talling me,
“Shane, | thought there was no way out.” | put my arm around his shoulder and told him that everything was gaing to be all right.

The next day Clarenca’s altorney called me by phone to thank me for helping her client and that it was a pleasure to work with
me. A week followed and Clarencs called ma to t&ll me how he appreciated evenything | had done for him. Tha whale expari-
ence was now indelibly stamped inta my mind.

By helping business owners, | have leamed that you not only can make a difference in their lives, but also make a difference
in the: lives of their familias, the employees and their families, and the communities thay serve. Look for the *Clarences” in your
business and maks a difference in their ives!

Shane Slevenson, CGE




Customer Visits: Preparation

The following preparation checklist will help ensure a successful visit:

Define the objectives of the meeting.

Determine who will attend the meeting and arrange a brief pre-meeting conference to agree on
objectives and visit details.

Schedule the meeting with all parties so that ample time is allotted for all necessary
discussions.

Review all relevant receivables and financial information such as detailed account status,
financial statements and credit file material, noting any additional information needed.

Obtain as much information as possible from other departments. What is the sales department’s
opinion of the account? Are distribution and other policies being properly observed by the
customer? What is the unshipped order position? Review customer purchase orders for terms,
prices or other issues. Are invoices being billed to the correct address?

Contact other credit managers who may have visited the account recently and be certain
credit investigation information is up to date.

Prepare a follow-up list of things to be accomplished or learned. Cnmprehensmn Check
Explain the benefits of visiting

a customer.
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Trade References

is the payment experience information provided by a supplier on its customer

Trade references are comprised of base variables, which represent the
creditworthiness of the suppliers’ customers, such as the following:

Reporting date.

Manner of payment, whether customer payment is prompt or slow, and by how many

days.
Rolling 12-month high credit (highest amount of credit used).
Current total amount owing.

Current total past due. Comprehension Check
What questions can a credit

Selling terms or days beyond terms.

manager ask a customer

Date of last sale. during a visit?

Length of time the supplier has sold the account.

- Whether supplier referred account to a collection agency or if a history of NSF checks.

Other facts about the customer’s purchase and payment records.

© 2017 NACM
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Trade References: Bank Information

4 Il
A proper inquiry should contain: Figure 11-7 Statement of Principles for the Exchange of Credit Information

1 SUbject 1. Confidentiality is the cardinal principle in the exchange of credit information. The identity of inquirers
) and sources should not be disclosed without their permission.

2. Purpose 2. All parties involved in the exchange of credit information must base inquiries and replies on fact.
The purpose of the inquiry and the amount involved should be clearly stated.

3. Experience

If the purpose of an inquiry involves actual or contemplated litigation, the inquirer should clearly dis-
close this fact.

5. The inquirer should make every effort to determine the subject’s bank(s) of account before placing an
inquiry, and indicate the extent of information already in the file.

6. Proper identification should be provided in all credit communications.

7. Replies should be prompt, containing sufficient facts which are commensurate with the purpose and
amount of the inquiry. If specific questions cannot be answered, the reasons should be clearly stated.

- ,/‘
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Other Sources of Direct Investigation

- County and State Government Offices

- Bankruptcy Court Information
- Internet

- Customer Websites

_

Comprehension Check

What key factors should
be observed during a
customer visit?
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Indirect Credit Investigations

- Third-party sources in the business of preparing information on businesses
as opposed to individuals

 Industry Credit Groups

- Commercial (Business) Credit Reporting Agencies
- General Credit Reporting Agencies
- Specialized Credit Reporting Agencies
- Aggregating Credit Reporting Agencies

Comprehension Check

What are some important l
steps in the follow-up
process?

© 2017 NACM
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International Credit Investigation

Customer-Supplied Information

Bank Information

Exporter’'s Foreigh Sales Representative

@ Comprehension Check

International Credit Reporting Agencies When contacting a bank
about a potential account,

- FCIB what information should the
- International Credit Reports inquiry contain?

- Country Reports

) . . . Comprehension Check
- Organization for Economic Cooperation and Development (OECD) @ If a bank reports that an account balance is
in the medium four-figure range, what is
the numeric balance range for this account?

cccccccccccccccccccccccccccccccccccccccccccccc

Provide the numeric figure ranges for the
following dollar ranges: (a) Nominal,
(b) 5 figures.



Investigating Existing Accounts

- When to Investigate an Existing Account Comprehension Check

« Periodic Updating In addition to trade references
and banks, what sources are

available when conducting a
Reviews for updates should occur for any of the following events: direct investigation?

- Special Event Updating

An account that usually purchases small amounts, suddenly placing large orders.

A prompt payer suddenly beginning to pay slowly.

Comprehension Check

What sources are available when
conducting an indirect investigation?

A lot of inquiries suddenly coming in about an account.

A change in ownership or legal business structure of an account.

® Strengthening Customer Relations AR AR AR R R RN RN RRERRERRRRRERED])]
. Written Communication What are the types of commercial
credit reporting agencies?

- Periodic Requests for Financial Statements
« Revisions of Credit Availability
- ECOA notification of adverse actions '

« Sales Reps

- Sources of Information



Summary

The exchange of credit information is legal as long as the information transferred is restricted to factual, historical data.
In particular, the information given cannot represent any action that has yet to occur.

The core principles for exchanging business credit information in any setting are: antitrust, anti-defamation and
confidentiality.

This is particularly important as it pertains to antitrust regulations. The intent of antitrust regulation being to avoid any
behavior that could lead to conspiracy, restraint of trade, price setting or fixing, or boycotting certain customers or
suppliers.

A creditor must be careful to avoid any kind of defamation. Defamation being any occurrence of libel or slander. This
includes matter libelous per se. A simple way to understand it is to say: if it hasn’t happened yet, then it should not be
reported.

Truth is a complete defense to an action in libel. Some defamatory statements are not considered actionable because
they are considered privileged communications, unless the purpose of the actions can be proved to be of malicious
intent.

The relationship between credit professionals needs to be one of trust. A credit professional must feel confident that the
information they are providing will remain confidential. That being said, the person seeking the information must take
extra care to keep the information confidential. Any breach of confidence may cause the exchange of credit information l

to simply “dry up.”
/ \\\/\k
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Summary Continued...

The credit granter must trust that:
Information provided is accurate and factual
The information will be used solely by that individual to make a credit decision

The information will not be repeated to any other party

Ethical considerations should be made for the following:
Personal behavior
Honesty
Objectivity

Topics to avoid

Direct credit investigation used to be the norm, and its use has since diminished as the availability of online information
has increased. Direct credit investigations include:

Customer visits

Trade references

County and state government offices @ Cnmprehensinn Check

Bankruptcy court information )
picy What sources are available

when conducting an
Customer website international investigation?

The Internet



Summary Continued...

- Customer visits may be essential to ensure the creditworthiness of a customer.
The following are a few benefits of visiting the customer:

Enhancing the customer relationship

- Strengthening the relationships between departments

Discussion of financial information in more depth or that is otherwise unavailable
Observing the facilities

- It is essential to be prepared when going on a customer visit. The credit
professional should be prepared for each visit with a written agenda, list of
questions, time frames and participants.

- Banks may have their own rules about providing customer information, and
may be cautious when releasing the information about their customers. When
requesting information from banks and suppliers, creditors should do the
following:

Indicate the purpose of the inquiry @ Comprehension Check
Clearly identify the inquirers organization When should existing

accounts be reviewed?

Clearly communicate the amount involved



Summary Continued...

Indirect investigation includes:
Industry credit groups

Commercial credit reporting agencies

General credit reporting agencies CDmPI'EhEI'ISIﬂn Check
Specialized credit reporting agencies How can customer relations
Aggregating credit reporting agencies be strengthened?

The four major credit reporting agencies are: NACM, D&B, Experian and Equifax. Third-party sources, such as the ones

mentioned, have on file, or can gather information directly, that could be too time consuming or costly for most
businesses.

+ International credit information is available, but more difficult to obtain. The information can be obtained from
customers, banks, the exporter’s foreign sales representative or international credit reporting agencies. An excellent

example of an international reporting agency would be the Finance, Credit and International Business Association
(FCIB), which is a subsidiary of NACM.

Investigating existing accounts should occur periodically due to special events, such as a sudden increase in purchase
volume or a prompt payer suddenly beginning to pay slowly.

Investigating existing accounts can strengthen customer relations and improve sources of information, ultimately

reducing the risk to the creditor. . .
& \\ /\4\..
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