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1. Purchase Agreements

The purchase agreement is a powerful collection tool that few credit managers use.  The purchase agreement is a fully legal binding contract between buyer and seller that sets out service requirements for the seller and payment requirements for the buyer.

Benefits to the customer: As part of a purchase agreement you have with a customer, you and the customer can spell out certain requirements and obligations on your part, such as 

· methods of delivery, 

· frequency of delivery, 

· timeliness of delivery, 

· packaging, 

· guaranteed reorder prices, and 

· stocking services, 

Benefits to the seller: You and your customer can also spell out certain requirements and obligations on the part of the customer, such as promise of timely payments and additional amounts that must be paid if payments are late.  

Suppose, for example, that you are a paint wholesaler who sells to a large painting contractor.  As part of a purchase agreement, you agree to keep a trailer stocked with paint at the construction site.  You also promise to inventory the paint every week or two and bill the contractor only for the paint that he has used within that period of time.  In return, the contractor agrees to pay you within 10 days of receiving your bill.  

Or suppose you sell seasonal clothing to a retailer.  You agree to take the retailer's order in October and deliver in January and to split payments up over three months.  The retailer agrees to pay you one-third the last day of February, one-third the last day of March, and one-third the last day of April.  

Consider offering purchase agreements to all your customers.  Certainly, each one can be uniquely tailored to individual customer requirements.  Even if you don't want to offer such agreements to all customers, at least give special consideration to creating them for customers who pose credit risks and/or who have a history of late payments or other credit abuses.  

Certainly, you can't create purchase agreements in a vacuum (just you and the customer).  You need the input, agreement, and support of your sales department, service department, distribution department, and any other department that will be required to meet the performance requirements and obligations of the purchase agreements.  

How difficult is this?  In most cases, it’s not so difficult..  The first step is to convince senior management of the wisdom of such arrangements (guaranteed timely payments!).  Furthermore, once other departments have the concept explained to them, they are usually very agreeable. 

2. What to do if a Customer Tries to "Stretch" You on Payment

The first step is to discover why the customer is paying slowly.  You'll usually come across one of two types of debtor:

1. Chronic slow pay: If the customer is a chronic slow-pay, there's no need to take emergency action.  However, you may want to talk to the customer about becoming catching up with payments.  In some cases, you'll want to cut the customer off.  Some people think that having a slow-paying customer is better than having no customer at all.  But consider this: 

· The cost of money.  Is this customer worth the "interest-free loan" you're extending by letting it pay slowly? 

· The cost of collection.  When you add up the cost of time, postage, phone calls, etc., you may conclude that these expenses are greater than your profit margin with the customer. 

2. Temporary slow pay: If the customer has been paying on time in the past, but is now paying slowly, you have to make a choice: 

· Simply wait to talk to the customer and monitor the account closely. 

· Take swift action to collect.  

You should base this decision on several factors:  

· How long has the customer been doing business with you? 

· How important (large) is the account? 

· How long will the problem last? 

If it's a good, long-term customer who is experiencing a short-term problem, you may want to carry the account for 30 to 60 days until it gets back on its feet. 

On the other hand, if it's a new customer who isn't established as reliable or important, you'll probably want to take more aggressive measures to collect.

3. Watch Those Credit Card Fees

The credit card charge was declined.  The invoice was for $1 million for a large order from a military account, and the bank- imposed limit was $99,999.  A check from the customer saved the sale, and the incident got Rae Ann Smith, senior credit analyst at LaCrosse Footware, Inc., thinking. 

"You pay a fee on every credit card transaction, and the banks don't allow any negotiation on the rate," she points out.  "This would force us to run 13 transactions, and the total fee would have been $32,000.  So, we went back and looked at aggregate credit card sales for the year.  We found we'd paid nearly $500,000 in fees.  And that came right off the bottom line.  It was never worked into our pricing.  It was never worked into sales negotiation.  In fact, sales doesn't know the customer is paying by credit card.”  "

With upper management's approval, the credit department called all customers who were paying by credit card to tell them that, henceforth, prior approval would be required for any card transaction over $5,000.  Going forward, she told them, she would need payment by wire or check. 

What Banner gave up, or course, was the immediate payment credit cards provide.  Now there may a five- to seven-day wait while checks to go through the lockbox.  But the increase in receivables costs has been slight compared to the credit card fees. 

Discussing the credit card fee issue with other credit managers, Smith has found that they're most often handled by the finance department and not even considered from a credit standpoint.  Often they are bundled with other bank fees and never broken out. 

"If they're not itemized, you don't know what the cost is," she says.  "It's things like this that make it so important to partner with finance and accounting and look at your costs.  We were heroes here because we discovered an expense.  It was something that was totally hidden but that we were able to rectify in a matter of days."


4. Credit Today Forum Question: A customer that I placed with an outside collection agency now wants us to handle the account.

Question:

I have a customer that I placed with an outside collection agency.  Long story short, the customer contacted me and wants to settle directly with me and not the agency.  Is there any protocol that I must follow in regards to the agency besides letting them know I will now be handling the debt?  The agency was just about to place into litigation when the customer contacted me.  -Kelly Knapp, Manager, Credit & Collections, Smiths Detection Inc. 

Answers:

The agency would still be due their fee even if you handle it.  The best bet is always to refer any placed account back to the agency working it.  Plus, if you don't pay the agency their fee, even if they don't want to try and recover their money, your reputation with agencies could take a hit.  -Alan T. Fluck, Kenseal Construction Products Corp.

Ultimately it's your call.  However, as your company is already under a contractual obligation to the collection agency, I would firmly remind the customer they have little choice but to work with the agency.  -Paul Brunner, C.I.C.P., Corporate Credit Manager, Mitsubishi Electric Automation, Inc.

in addition, the customer may be pulling your leg about "wants to settle" and it's just another delaying tactic.  What if the payment bounces, you are back where you started and now even have more time in the collection.  You agreed to give it up and pay the collection agency.  Let them earn their fee.  You'll be glad you did.  -Bud Wilson

I agree with Bud.  You're going to pay the agency regardless if the customer pays you directly or no. -Lisa A. Dawson, Credit Manager, IRWIN BUILDERS SUPPLY

I agree with Bud on this one, I believe that the company lost their opportunity to work with you by ignoring your initial requests for payment.  You are paying the fee, so let the agency do the work.  It smells like a total delay tactic to avoid paying attorney fees on their part, and I bet you already paid out suit initiation fees.  -Bill Littlestone, Director of Credit & Collections, Almo Corporation

Either way, you are on the hook for the collection fees.  -David L. Uranga, Director, Financial Services

Our final demands are sent from the Pre-legal department, (someone other than the original collector).  It gives the debtor one last chance to settle directly with us.  From past experience I would strongly suggest that you redirect the debtor back to the collection agency; otherwise, they will see your willingness to work directly with them as a weakness, and may not come through with their promises.  Either way you are obligated to pay the agency, so let them do the work for you.  The only time I was successful in dealing directly with the debtor was when I demanded payment in full that day (payment via check by fax) otherwise, no deal and back to the agency they go.  I still forwarded the agency their percentage for their efforts as well.  - Julie Osuna, A/R Manager, Ossur Americas Inc. 

To learn more about subscribing to Credit Today, check out their web site at http://www.credittoday.com/
Staff Benchmarking Survey- Three of Four Credit Departments Are Satisfied With Staffing Levels
Benchmarking Survey- Outsourcing Acceptance Grows Among Users- Part 1
Benchmarking Survey- Outsourcing Acceptance Grows Among Users- Part 2
Collection Automation Drives Performance Gains- Part Two
Collection Automation Drives Performance Gains- Part Two - Reader Responses on Improvements, Monitoring, Automation Tools, Organizational Changes and More...

UPCOMING INDUSTRY CREDIT GROUP MEETINGS

January 11

IL Wholesale Floral Suppliers Credit Group

Oakbrook IL   
January 12

Fine Paper/Graphic Arts Industry Credit Group

Milwaukee, WI
January 13

Plumbing & Heating Industry Credit Group

Pewaukee WI

SE Electrical Suppliers Credit Group

Milwaukee WI
January 14

Metals & Industrial Suppliers Credit Group

Brookfield WI

Food Suppliers Industry Credit Group

Madison WI
January 15

IL Fine Paper Industry Credit Group

Oakbrook IL
January 19

Building & Construction Materials Credit Group

Milwaukee WI

January 20
Minnesota Electrical Product Suppliers

Brooklyn Park MN

Food Service Supply Hospitality Industry Credit Group
Milwaukee WI

January 21

Construction Industries Credit Group

Appleton WI
January 26   

WI/IL HVAC Industry Credit Group

Rockford IL
Western Electrical Suppliers Credit Group

List Only

EDUCATION EVENTS

January 1
 WCA/BCMA OFFICE CLOSED 

January 12
'Making Great Credit Decisions'
Before you can make a credit decision, you need to know about how your customer has set up their business.  This will help you understand how to proceed with the credit evaluation.

January 19
“INCOTERMS 2000 FOR INTERNATIONAL & DOMESTIC TRADE”
Incoterms are recognized globally by courts and other authorities. Their incorporation in sales contract reduces the risk of misunderstanding that could lead to legal complications.  These terms do not favor any specific country.

January 25
'In Search of the Practical Credit Application'
In the world that saw 9/11, knowing your customer has become a must.  Use your credit application as a vehicle to gain insight into the world of your customer.  Use it as a tool to Investigate, Bind, Assist and Search.
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Barbara Martin X227
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All email addresses are:


Firstnamelastinitial@wcacredit.org.


GOT AN IDEA?  ��Would you like to contribute to the BCMA Newsletter?  The most important part is your idea.  We can handle the polishing.  Just write to us at � HYPERLINK "mailto:BCMAEditor@CreditToday.net" �BCMA��HYPERLINK "mailto:BCMAEditor@CreditToday.net"��Editor@ CreditToday.net� with your idea!








 


NEW ASSOCIATION REPRESENTATIVES


Michelle DeRubeis


		CB&K Supply Inc








NEW GROUP REPRESENTATIVES


National Radiator, Air Conditioning & Thermal Products Industry Credit Group


Jack Brown


Nissens North America, Inc
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Member News!


Our friend James (Jim) Carey will retire from Associated Bank in Madison (and Credit) after 39 years in the profession!  We are extremely proud of our long-term relationship and friendship with this great man.  To name just a few of his accomplishments:





Vietnam Veteran


1977 Established Credit Department at F&M Bank in Menomonee Falls


1987-88 Chairman of NACM Wisconsin Inc


Since 1991, Certified Credit Executive (CCE)


1995-2001 Editor, The Badger Veteran, Wisconsin State Council, Vietnam Veterans of America 


(1996 Vietnam Veterans of America State Council Newspaper of the Year)


2000 VVA Wisconsin State Council, Member of the Year


2004 Credit Manager, AVP, Associated Bank-Southwest 


2005-2006 Board Member Wisconsin Credit Association 


2005-2008 President South Central Credit & Finance Association Chapter-Wisconsin Credit Association


1967-2010 Uncanny ability to survive to retirement





We asked Jim what his plans include after retirement.  He said, “Watch my wife work, travel from Key West to Australia and beyond (maybe).”  Jim and Tracy have been married for 40+ years and have two grown children.  Our very sincere best wishes to Jim and his family for a long life of happiness and contentment.  Your colleagues and friends at WCA will miss your presence in and around the “credit buzz”.  Enjoy





IN SYMPATHY


WCA and members who know JoAnne Aerts from Schreiber Foods wish to extend our sincere sympathy to JoAnne and her family in the loss of her husband Bob.  An avid hunter, a cherished father, grandfather and husband, Bob will be missed by the many people whose life he touched.





�


Please contact � HYPERLINK "mailto:chrysg@wcacredit.org" ��Chrys� at WCA, 262.827.2880 X221 to Report Member News





In This Issue 


WCA Member Updates & News 


This month’s topics…


Purchase Agreements


What to do if a Customer Tries to "Stretch" You on Payment


Watch Those Credit Card Fees


Credit Today Forum Question: A customer that I placed with an outside collection agency now wants us to handle the account.


Followed by�Industry Group Meetings�� HYPERLINK "http://www.foomp.com/" ����(Partners)


By clicking on First National Merchant Solution's logo, you will be leaving this web site.  Products and services accessed through this link are not provided or guaranteed by your Business Credit Management Association (BCMA).  First National Merchant Solutions may have a privacy policy that is different from your BCMA Affiliate.  Please review First National Merchant Solutions privacy policy.��BCMA Members��*� HYPERLINK "http://www.nacmkc.org/" �NACM Credit Services, Inc.� ��*� HYPERLINK "http://www.peacm.com/" �Pennsylvania Association of Credit Management�


*� HYPERLINK "http://www.wcacredit.org/" �Wisconsin Credit Association�





� HYPERLINK "http://www.icewi.org/011910ICEIncotermsMeetingNotice.pdf" ��“INCOTERMS 2000 FOR INTERNATIONAL & DOMESTIC TRADE”� 


01/19/10


PRESENTED BY: Frank Reynolds


US Representative to the ICC Incoterms Revision Committee





•Incoterms are recognized globally by courts & other authorities.  Their incorporation in sales contract reduces the risk of misunderstanding that could lead to legal complications.  These terms do not favor any specific country.





$$$ THIS COMPREHENSIVE SEMINAR ON CORRECT INCOTERMS 2000 USAGE CAN SAVE YOUR COMPANY TIME, HEADACHES, & MONEY $$$. 





Although a revised Incoterms version is expected to be introduced late in 2010 (this session will not cover the revisions in any depth as they are not yet complete), understanding Incoterms in their traditional role & learning how these principles apply to international & domestic trade will assist with use of the Revised Incoterms on the horizon!





To benefit most from this workshop, it is highly recommended you attend for the full day!





Click � HYPERLINK "http://www.icewi.org/011910ICEIncotermsMeetingNotice.pdf" ��Here� to register TODAY & learn more about this much-anticipated event!


�


� HYPERLINK "http://www.wcacredit.org/WebApplications01252010.pdf" ��IN SEARCH OF THE PRACTICAL CREDIT APPLICATION�


01/25/10





In the world that saw 9/11, knowing your customer has become necessary.  Use your credit application as a vehicle to gain insight into the world of your customer.  Use it as a tool to Investigate, Bind, Assist and Search.


You will learn:


  • The importance of P3 (Pragmatism, Promotion and Protection)


  • What is a credit application?


  • The role of the credit application (pros and cons)


  • What do I need to know to construct a practical credit application?


  • What do I need to do to construction a practical credit application?  (foundation and frame)


  • Gather the building blocks!  (the checklist)


  • Types of credit applications (shades and colors)


  • Consult the experts!  Custom build your credit application!





Click � HYPERLINK "http://www.wcacredit.org/WebApplications01252010.pdf" ��Here� to register TODAY! 













































































