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We have just started a new year and at around this time, new business objectives and goals are set with the aim to improve on last year’s figures.

Admittedly, today’s rapidly changing business environment is becoming more demanding and more complex to forecast any gain of competitive advantage than ever before, and the business community have become more concerned about what drives value to the business and how to manage business risks.

All business decisions carry an element of risk and managing these risks has become the day-to-day role of the business managers to create profits and shareholders’ value. But unfortunately, recent years suggest that many businesses neither manage risks well, nor fully understand the risks they take. We have read about, and may also have been effected by various bankruptcies in the recent past, not only in the Maltese business scenario but also overseas.

Businesses that fail to manage their risks diligently are being faced with unexpected and sometimes severe financial losses that make their cash flows vulnerable, with the consequence of harming their reputation with their customers, suppliers, employees and other stakeholders in their value chain.

Potential rewards of any business decision should therefore be consciously weighed against the level of risks involved, especially in credit management where credit effect directly the cash flow of the business, thus its lifeblood.

To help credit practitioners minimise the risks involved with credit, the following issues are identified, and should be printed in bold and affixed firmly on the notice board of the credit department to form part of the Creditors’ Credo:

1. Never believe that customers are fundamentally honest. 

Although it may sound very negative, experienced creditors know well that all customers should be screened before credit is granted and monitored on an ongoing process, irrespective who the debtor is and where the debtor comes from. Credit professionals need to develop what is sometimes called professional skepticism. 

2. Creditors should never believe that diligent collection efforts will collect any outstanding balance. 

Although a diligent procedure of how to collect debt on time should be in place, emphasis should be put on being proactive from day one of the credit application of the debtor. Precaution is better than cure!
Proactive credit management needs effective and reliable information system. However, we know that there are no two organisations alike in terms of resources. Each organisation has its own credit information needs and therefore every credit manager needs to identify the proper sources of information which best suit his own needs. Some of the sources which are available to the Maltese business community are summarised below:

· The Registrar of Companies, The Law Courts and the Public Registry are among the most valuable sources of information pertaining to credit management, which provide data and information to the general public.  

· The Malta Association of Credit Management (http://www.macm.org.mt/) is another effective and efficient source of credit information. To ensure that the information provided is always up-to-date and relevant, pertinent information regarding defaulting debtors is exchanged between the members of the Association on a daily basis. Law Courts information is also collated daily and made available to the MACM members. Additionally, being a member of this Association, the credit manager has also the opportunity to meet and discuss credit issues with his peer group. It goes without saying that the most effective market information is that coming form the same market players.

· Bank and Trade references may also help to act proactively and minimise the risks involved in credit management. 
· The salespeople are well positioned to spot any changes in the market, or even any downturns in the customers’ businesses. Therefore, they should be strongly encouraged to be on the alert for any emerging credit problems. 

· The credit Application Form should be used religiously whenever a client applies for credit. It is the best tool to collect pertinent information and it should serve as the legal basis of a credit agreement between the two parties. 

· Visiting the customers is another way to obtain and assess credit information. Although this may be the most expensive of all the methods, it should give the best financial picture of the customer. It makes good business sense that the credit manager visits the premises of the customers before granting or reviewing any credit facilities and periodically thereafter. The purpose of these visits is to allow the credit manager assess the risks involved with the credit applicant and review the terms and conditions of credit and future sales orders in respect of the debtor. 

3. Never accept a repayment schedule without getting specific information. 

To ensure that the debtor will honour his or her commitment, the repayment program should be suitable and feasible to the debtor whilst acceptable to the creditor. Future business plans based on audited accounts and past performance records should be made available for the perusal of the creditor, always to ensure that the repayment schedule is realistic.

4. A debtor’s repayment plan is an opportunity to negotiate.

Creditors should never assume a debtor’s repayment plan as a “take it or leave it” deal. Such proposal should be considered as a window of opportunity to negotiate the repayment plan with the debtor. A repayment plan should take into consideration the cashflow of both parties and the future trade terms and conditions may also be revised accordingly. 

5. The longer overdue ageing, the less probability of debt recovery.

It is a documented fact that the longer a creditor holds a delinquent account, the smaller the recovery expected by the creditor. This would therefore suggest that creditors should continuously monitor credit and ensure payment on time. All creditors should know that most reasons debtors give for being late with payments are merely elaborate excuses to avoid paying the debt. Therefore, recognising the red flags at an early stage before it is too late is very important.

6. Identify credit warning signs 

Very often, red flags may go unnoticed because of the relationship that would have developed between the salespeople and the management. 

The list below, by no means complete, indicates the most significant ‘warning signs’: 

a) Debtor issuing post dated cheques,

b) Dishonouring cheques, 

c) Debtor changing his banker,

d) Changes in payment pattern,

e) Low stock levels,

f) Signatories away from the office for long periods of time,

g) Debtor cannot be reached by telephone,

h) Debtor failing to return calls,

i) Lack of filing of accounts as required by the Registrar of Companies (if the debtor is a company),

j) Staff turnover,

k) Rumours in the industry…….

To be aware of any red flags at an early stage, it does make sense to join an active credit group, whereby information on the marketplace pertaining to credit management flows efficiently and in a cost-effective manner, alerting the business players of any credit default. MACM strives to be on the ball and ensures that its members are made aware of any pertinent information on a daily basis.

7. Failing to inform a customer when an order is on credit hold.

Informing a debtor of any credit hold may be an opportunity to discuss and revise the trade terms accordingly and get paid, hopefully. This may be a very strong tool especially when branded products or unique services are concerned. Additionally, it is also ethical to inform a customer, although being a late payer, why a sale order is not delivered. This would also enhance customer relationship and reputation in the marketplace.

8. Solving the immediate problem but failing to address the bigger problem.

It is human nature to cure the symptoms and not the cause of the problems. Creditors should go into what is causing the customer paying late or even not paying at all. There may be various reasons to it, and in establishing the rationale, the creditor may reach an amicable business solution with the debtor to the benefit of the two parties. Win-win repayment programs and trade agreements are the best form of recipe to create synergy with the sales and marketing business functions, especially where customer loyalty is crucial in the industry.

9. Relying on dunning notices rather than a more direct collection technique.

One of the benefits of doing business in Malta is that the marketplace is reachable. Customers are only within short distances from our offices and visiting delinquent accounts is very much possible. Sending number of notices to overdue accounts is a merely passive tool, which only increases the credit department expenses and staff frustrations.

10. Recognise that all the creditors are in competition to get paid on time.

Finally, it is important to recognize that your company is competing with every other creditor for the debtor’s attention, commitment and money.  Therefore, it is crucial to find ways to attract the debtor’s attention and make it easier for the debtor to pay ‘Your’ past due balance. 

