Place a Priority on Your Credit Policies & Procedures This Spring!

As agri business enters this busy spring period, it is essential that your agri business continue to place a priority on the establishment, operation and on-going management of your credit policy.  While the past several months have seen some significant price improvement in the grains and oilseed sector, the overall financial situation facing Ontario’s production agriculture sector continues to warrant your on-going attention and management when extending credit to all of your farmer-customers.  It is extremely important that all staff understand the old credit adage that “a sale is not complete until the money is collected.”   Make sure there is complete connection between credit and sales functions within your agri business.  If you haven’t done so already, take the necessary precautions to ensure your business is ready for the credit challenges of this coming spring.  

Essentials of a Good Credit Policy  - A sound credit policy is the blue print for managing by measurement and benchmarks.  In order to have a well-written credit policy you must understand what the financial exposure that you or your business can endure and the amount of working capital that you are willing to risk or invest in your customers.  A credit policy needs to have the following sections:

· Objectives of the credit function

· Terms and condition of sale

· Sales responsibilities with credit issues

· Obtaining information on new customers

· Procedures for opening new accounts

· Process of assessing information and setting appropriate credit line

· Monitoring of your accounts receivable

· Allocating resources and responsibilities for credit & collections

· Defining past-due and bad debt accounts

· Targets, benchmarks and deadlines for the credit function

· Procedures for collecting of delinquent accounts

· Analyzing the changing needs of your markets/customers

Effectively Managing Your Accounts Receivable - Accounts Receivable reflect sales made and recorded but not yet collected in cash.  How you manage your Accounts Receivable can have a significant impact on the financial success of your agri business.  Cash flow is the lifeblood of your business and accounts receivable collection is a mainstay of a healthy cash flow.    As a businessperson you should be most interested in determining whether you can generate enough cash from ongoing operations to pay bills and other obligations.  Since accounts receivable are not cash, they do not help your cash flow today.  Accounts receivable can help you tomorrow, perhaps, when you’re able to convert them into cash.  There may be a number of factors that affect your ability to convert your Accounts Receivable into cash.  Some examples are bad debts, delinquent accounts and extended payment terms.   Are you taking extra precautions in view of the present conditions in the Agriculture economy that may require closer than usual policing of receivables?  Here are a number of precautionary measures you can take to avoid bad debts:

· Have a systematic approach to granting credit.  Make sure new clients and customers provide information about their credit worthiness, including credit references, and a commercial credit check on companies;

· Make sure you are clear about the terms of supply of credit;

· Consider registering a PMSI if you are financing input costs; 

· Investigate the possibility of obtaining a personal guarantee from the directors of a client company;

· Follow up debts immediately when they are overdue, and consider more stringent terms in the future, e.g. the supply of goods C.O.D. or prepayments before work/supply is begun; 

Controlling Your Credit Losses  - Losses are expensive, and many staff may not fully understand the impact of these losses to the business.  In many agri business operations, it has been estimated that recovery from any loss or write off may require the company to pick up ten new pieces of business of equal value to just break even.  There are three basic requirements to more effectively control bad debts:

· A clear and understandable credit policy that is effectively communicated to both staff and every credit customer.  When payment terms are not fully understood by your customer in the beginning, misunderstandings and problems are more likely to occur.  If you identify customer communication as a potential problem area, it is important that you correct this weakness quickly and systematically.

· A systematic and diligent follow-up of every account.  This procedure makes it necessary for you, as a creditor, to decide what communication technique best fits the specific customer and the situation.  Communication techniques include oral (person to person), by telephone or written.  Always ensure that you maintain lines of communication with your credit customer – lack of communication between you and your credit customer will not solve the situation.

· Monitor periodic age analysis of every outstanding account and, based on the criteria established in your credit policy, act immediately.      

If your customer does not live up to the terms of his/her credit agreement, and does not communicate with you, there is a good chance that you have a problem account.  Your business should have a policy in place that has been communicated to your credit customer, and can be referred to in following up on the account.  This follow-up should include the following:

· Take immediate action!  Collection can be a very difficult exercise and you must address problem areas as soon as they are identified. 

· When contacting your customer, review your terms and, if necessary, establish new ones if the situation warrants.  Document all communications and arrangements with your credit customer.

· If debtors do not respond to your initial contact, or do not respond favourably despite your best efforts, you must consider these accounts as problems.

· You must insist on a firm payment agreement.  It is preferable that this be done in writing, but can also be done orally.

· Long term as well as short-term extensions must be linked to defined dates.  Indefinite promises, protests that they want to pay but can’t pay at this time, and promises of action with no specific timelines are usually worthless.  The debtor who honestly intends to pay seldom takes offence to establishing a definite schedule for payment obligations.

Remember, once you have gone through the effort to establish your credit policy – make sure that it is effectively communicated to all staff, including sales personnel.  It is essential that your credit policy be enforced without compromise.

