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FIRST WORDS

DIRECTORY AND FOREWORD

Much has happened since our last
issue, not least of which have been
the productive meeting of the FECMA
Council in Italy (my sincere thanks to
George and Arthur for their splendid
hospitality) and the elections across
all 28 members of the European
Union for new members of the
European Parliament. There is more
on these events elsewhere in this
magazine, but let me just say in this
Editorial that both these happen-
ings will have consequences, both for
credit managers and for the citizens
of Europe. Credit managers will need
to be prepared to adapt as the land-
scape changes, as it most inevitably
will within FECMA itself and Europe as
awhole.

It could well be argued that there is
something of a similarity between
FECMA and the EU, but only in so far
as they both cross national borders in
terms of representation. The differ-
ence, which is fundamental, is that
FECMA tries very hard to represent
the collective view of all its members.
The two council meetings each year
are frank and open exchanges of
views and ideas, aimed at the con-
tinuing growth in the professionalism
of credit management across the con-
tinent, whilst at the same time clearly
recognising and respecting differenc
es in regimes, languages and cultures.

From the activities of all the members,
FECMA Council can identify and en-
courage best practice and share with a
wider credit management community
through its website. The co-operation
and understanding is not just re-
stricted to the two council meetings
— member associations work with
each other throughout each year, with
conference calls, shared presentations
and active information exchange. Ask
any FECMA Council member, and he
or she will readily reveal the contents

of their FECMA email inbox. | am not
so sure that such co-operation and
information exchange exists in the
dark corridors of the EU — just getting
an answer to a credit management
related question out of any one of the
army of eurocrats can be a Herculean
task.

Credit managers want, need and
must talk to each other. The success
of the Pan-European Conference in
Budapest in May, 2013 was tangible
evidence that it works and is bene-
ficial. So much so, that no sooner was
the Hungarian event over, but that
the FECMA Conference Panel began
working on the next Pan-European
Conference. If you have not yet put
the date (20/21 May, 2015) and the
venue (Brussels. Belgium) in your
diary, DO SO NOW!!II More details are
in this edition of the magazine, but let
me just say this — in many ways the
programme, as inspired as it is, is in
many ways incidental; the real success
lies in meeting, talking and learning
from each other. As we used to say in
my flower power days, man “be there
or be square”.

Glen Bullivant FICM
President, FECMA
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PRACTICE

RISK MANAGEMENT TO
GUARANTEE PROHTABLE SALES

Let’s turn back the clock. During the economic boom of the New Economy
phase, the sales department in many industries had one central motto: “More
turnover. Whatever the cost.” In many cases growth was misleadingly and with-
out reflection interpreted as sales acquisition, sustainability and long-term
customer relationships were of little or no importance.

Risk management as judge of non-
payment risks was often seen as
,Spoilsport® or ,sales preventer®.
This changed considerably after the
Lehman crash in 2008 and its dis-
astrous consequences. Under enor-
mous pressure from lawmakers and
the public, it was not only banks
that had to react to the tremen-
dous credit losses and increased
risks. ,Loans“ are given in almost
any industry, e.g. in the form of
advance payments, long-term pay-
ment periods, etc. Thus many com-
panies were quick to incorporate a
more restrictive risk management
primarily for one task: 100 per cent
risk avoidance. New

and existing cus-

tomers were rig- ) RISKS
orously  analysed
for potential non-
payment and credit
risks. Risks were not
managed, but avoided. However,
this development also proved to be
not exactly successful.

Six years later it has become clear
through practice that in many
companies risk management is too
restrictive and the number of re-
jections of applications from new
customers too high. Never has
there been a greater discrepancy
between customer management
and risk management. Due to the
continuing unstableness of the fi-
nancial markets, the pressure on
companies to achieve sales and
growth is increasing. Generating
profitable turnover becomes more
and more important. Credit still
proves to be the engine for the

economy. It is therefore an essen-
tial task for companies to find the
happy medium between growth
and risk prevention. This requires
dissolving the traditional view of
the roles of customer management
and risk management and creating
a new one.

Another central issue is viewing the
customer from both sides — sales
and risk — along the entire customer
life cycle. There is often only one
evaluation and categorisation of a
customer in terms of risk and sales
potential, namely at the beginning
of the business relationship. This

is far too limited,

since both the cus-

tomer’s individual

WERE NOT MANAGED, situation and the
BUT AVOIDED.€C  general market con-

ditions may change.

Instead, Bl key data
that could give a valid and informa-
tive view of the customer should be
identified. This could be key data,
for example, on credit rating, affini-
ties, cross-selling potential, but also
on likelihood of cancellation. From
this key data relevant processes
and decisions must then be derived.
The question to be answered is: Am
| willing to take a specific risk with
the customer? If so, on what terms,
and how do | manage this risk?

The following examples show how
important an integrated view of
the customer is in any phase of the
customer lifecycle:

As early as at the initial business
contact a company must get a re-
liable idea of both potential and
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risk of every single customer. Only
when both these factors are made
transparent for the company, a
decision can be taken on which
potential customers should be ap-
proached with what offers and on
what terms. Here risk management
must be an important partner to
sales and marketing. Companies
that successfully integrate the
know-how from both departments
can thus gain a significant com-
petitive advantage. For a customer
with a negative score, for example,
is not necessarily a bad customer.
Companies must learn to take a
closer look, consolidate informa-
tion, and examine interested par-
ties and customers in more detail.

That there still is untapped poten-
tial can be seen e.g. in existing cus-
tomer management. Companies
hardly use the valuable informa-
tion they have collected on their
customers, neither in marketing
nor in risk management. Factors
from both areas such as payment
experience, buying behaviour, com-
plaints, call centre calls or open
rates in email campaigns can con-
tribute significantly to the evalua-
tion of individual customers. This
becomes necessary especially if the
individual situation of a customer is
changing, e.g. in case of temporary
financial bottlenecks due to unem-
ployment, different buying behav-
iour due to a new family situation,
or more reluctance to incur expen-
ditures in economically uncertain
times. Only very few companies
today have a relevant performance
measurement system perfectly in-
tegrated into the running process-
es. Information is still rarely used
in campaign management or for
cross- and up-selling purposes. A
close cooperation between risk and
customer management has proved
its worth here too, e.g. risk manage-
ment can keep marketing up to date
on changing non-payment risks and
credit ratings.

Further along the customer lifecy-
cle, e.g. in case of late payment or
even payment default, companies

also benefit from a tight integra-
tion of customer management and
risk management. Standard dun-
ning procedures in case of late pay-
ment or payment default are com-
mon practice today. At a certain
point the first dunning letter or
reminder is sent, usually followed
by further requests for payment.
At last, outstanding debts are out-

sourced to a collection service. Even
if a reminder is perfectly justifi-
able in many cases, it still disrupts
the relationship between customer
and company. And it is this delicate
time in the customer relationship
in particular which offers great
potential if risk management and
customer management can coop-
erate well. For this, the true moti-
vation for non-payment must be
identified. Does the customer not
want to pay, or is he unable to?




CreditManager Europe

Or is he just at this particular mo-
ment unable to pay? Depending on
the situation, the best approach,
e.g. dunning cycle, tonality or com-
munication channel, can be deter-
mined. It is also beneficial to have
a look at a customer's value — there
is no point in upsetting a priority
1 customer with short dunning cy-
cles. Individual dunning procedures
chosen based on a customer’s risk
and potential can contribute to a
company’‘s added value. They can,
for example, safe dunning costs or
even increase customer loyalty.

However, to obtain these ideal con-
stellations, the company first has to
create suitable conditions. These in-
clude, for example, consistent, com-
prehensive and binding rules and

PRACTICE

regulations defining the interaction
between customer management
and risk management. It is often
also necessary to adapt or estab-
lish appropriate processes such as
those for identifying and approach-
ing potential new customers. A suit-
able Bl solution, making all relevant
information available and creating
the necessary transparency, is es-
sential as well. In addition, the rel-
evant systems, from CRM system to
campaign management and credit
check, should be perfectly attuned
and interconnected. This is the only
way to achieve an integrated view
of the customer. Suitable data qual-
ity and informative analysis models
contribute to a high quality of the
decisions taken.

Market conditions keep changing.
A crisis is followed by an econom-
ic rise and vice versa. A company
should, however, always keep an
eye on both sales potential and
risk of its customers and be able to
react accordingly at any time. Nev-
ertheless, this underlying poten-
tial has not really been tapped yet,
even though an efficient risk man-
agement can not only help increase
turnover but customer retention
and loyalty as well, as the examples
have shown. And despite the fact
that the term sustainability has
become quite the buzzword, it has
proved to be one of the most im-
portant success factors in customer
management regarding both turn-
over and customer relationships.
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DEBTOR MANAGEMENT
A LA BAYWA

There are many more or less efficient methods to become and remain outstanding
parties. The wholesale and retail firm BayWa operates with a particularly innova-
tive method. It helps to recognise and control customer risks.

ﬁ Rudolf KeBler CCM
— Director, Corporate Credit
BayWa AG Munich

The story of BayWa is as old as 1923.
At that time the business enterprise
focused on phasing out money trans-
actions and merchandise business

in rural areas. Today the company is
active nationally and internationally
in three segments: agriculture, en-
ergy and construction. With 16,000
employees, BayWa achieved a group
turnover of almost 16 billion Euros.

The sales and marketing in the three
segments has a decentralised or-
ganisation at around 800 locations.
Among the 1.5 million customers
rank farmers, agri-food industry, in-

ternational agricultural trade as well
as general trade. This includes, in
particular, the building trade and the
transport industry as well as consum-
ers. Almost all customers normally
shop with all the three divisions.
This gives rise to average receivables
of 350 million Euros which does not
have a classic credit insurance. This
means a serious challenge for credit
management. Its strategy equally
factors in the market situation, the
organisation’s structure and organi-
sation and corresponds with the ad-
ministrative processes.

These were also phased out in a de-
centralised mannerin orderto be able
to operate closely with customers and
the sales and marketing.
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Clear goals for credit
management

In addition to the classic goals such as
minimising bad debt losses, BayWa's
credit policy includes reducing the
capital tied up in debts and improving
liquidity. The policy also provides clear
pointers for more active sales support
and increasing customer satisfaction.
The business enterprise uses appro-
priate resources and methods to con-
front the current changes in purchas-
ing capacity of the entire economy
and the payment be-haviour. This
particularly includes procuring cur-
rent and comprehensive information
on new and existing customers.

What is new here is the transition
from a statistical period-by-period
analysis of cred-itworthiness to a
dynamic monitoring of creditwor-
thiness. All kinds of changes by cus-
tomers are observed and assessed
by monitoring and responded to
with appropriate measures. Early
detection of risks should contribute
to executing the out-of-court collec-
tion proceedings and debt collection
measures, with as few customers as
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possible, and to using means of en-
forcement of the ZPO (Code of Civil
Procedure).

Meticulous preparatory work
and varied measures

BayWa has comprehensively scruti-
nised the organisation and the pro-
cesses in order to meet the goals and
all the requirements. The results are
mainly used in five instruments: a
policy, systems technology, sales in-
tegration, information procurement
and process control.

The policy was formulated from vari-
ous work instructions and circulars,
among other things. Thus, compact
credit policies were created. They
express the company’s credit policy.
The basic guidelines take precedence
over detailed instructions of indi-
vidual processes. The employees are
given the responsibility to be able to
work flexi-bly given the heterogene-
ous demands, both external and in-
ternal. Moreover, BayWa formulated
strict principles to be complied with
such as “No handling of combined

» o«

accounts”, “Every customer has only

one account”, “The creditworthiness
of every customer is checked” or “A
credit limit is fixed for every account”.
The master data processing thus
takes place exclusively in credit man-
agement. BayWa installed a system
with DebiTEX™ that enables infor-
mation to be taken in, evaluated and
as-sessed in the right volumes. Using
this information the system creates a
score for every customer and classi-
fies him in a risk category.

Integration of distribution via
interfaces

The policy was formulated into a com-
mon primary goal in order to face the
ubiquitous conflict of goals between
distribution and credit management.
In order to achieve real sustainable
improvements, concrete interde-
pendent information interfaces were
defined.

The economic integration of distribu-
tion into the processes proves to be
particularly efficient after the sale.
This is controlled using the interest
on the time between in-voicing and
the terms of payment, among other
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things. These interests directly di-
minish the gross profit or loss of the
distribution unit and thus ensure
reasonable agreements on the terms
of payment. Bad debt losses are also
charged to the distribution unit and
diminish its extraordinary return. The
result: there is a greater awareness
of the creditworthiness and method
of payment of customers. The coop-
eration with credit management is
strengthened and contributes to an
improved return by early action.

Diverse procurement of
information

BayWa procures information for com-
mercial customers by classic trade
references, payment data pools, bank
references, land certificates and bal-
ances. In case of business transac-
tions with customers, positive/ nega-
tive information from credit bureaus
is enough in the first place. What in-
formation is important in a particular
case is clear from a risk scale included
in the policy. Information is procured
by direct online access by the Debi-
TEX™ System into the data banks of
the credit bureaus.

For the required early detection of
risk, the supplier provides the relevant
supple-ments in case of changes in
the customers’ creditworthiness.

Simplified administrative
processes

The switch from information pro-
curement to online solutions leads to
considerably accelerated and simpli-
fied administrative processes. There
is a clear improvement in the work
quality of the employees in Credit
management due to the unchange-
able recording of all the measures.
The team is also trained with specific
training from passive processing to
active engagement. The accounting
of payments received is automatically
carried out for almost all transfers di-
rectly from the bank account to the
customer’s account. In addition, there
are dunning runs daily. There is also a
default-interest invoice. Without con-
sistent action based on clear rules as
well as explicit decision-making pow-
ers and reasonable system support,
the credit management instruments
will admittedly remain a “blunt
sword” to a large extent.

Cash Management at the
interface for crisis

There is no clear definition for the
term ‘crisis’. There are however sev-
eral situations which point to difficult
economic problems. These particu-
larly include submission of the inven-
tory of assets or insolvency petition.
In these cases, the creditors do not
have any good chances to realise their
debts. In the run-up to such precari-
ous situa-tions, every customer dis-
plays a behaviour pattern which gives
pointers to an im-pending financially
difficulty. These pointers might be a
request for extension of the terms
of payment, instalments not agreed
upon as well as occasional returned
direct debit or the need for reminders.
It is simultaneously to be examined,
among other things, if the situation is
seasonal or industry-specific. BayWa's
responsible employ-ees in Credit
management must rise to a huge
challenge. The company requests a
“multiple- balancing act” of them.
They must hold on to a customer for
aslongas possible even if he is caught
in a financial bottleneck.

An extremely positive
balance sheet

This strategy has stood the test for
BayWa over the years. There is hardly
any at-tempt to challenge by the in-
solvency administrator. Moreover,
the company manages further stable
improvements by its early detection
methods and their consistent im-
plementation. Thus the bad debt ex-
penses amount to significantly lesser
than atenth of a percent of the turno-
ver. Simultaneously there is a marked
increase in the turnover.

Conclusion: A stringent credit and
cash management makes a signifi-
cant contribution to economic suc-
cess through reduced losses and
costs.

Important: The consistent implemen-
tation does not depend on the size of
the enter-prise.
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“HAS THE POT COME TO THE BOIL?”"

Thursday 22 May 2014 was when the United Kingdom and a few other European countries went to the ballot box to elect
their next Members of the European Parliament. In the UK, on the same day, electors were asked to choose some local coun-
cils, and that alone dictated that the turnout would be low. The British are very bad at local elections, and have always been
so, and not all that keen on European Parliament elections either.

In both cases it is not that they cannot
be bothered, but more because they
see little connection between those
who run the towns and cities and
themselves, and even less connection
between themselves and those who
commute UK-Strasbourg-Brussels and
Brussels-Strasbourg-UK. Not without
some cynicism is the Eurostar under
the English Channel generally referred
to as the “Gravy Train”. On Sunday, the
rest of Europe went to the Euro polls
and not to put too fine a point on it, at
around 22.00 BST it was evident that
the manure had hit the fan.

Political commentators, newspaper
reporters, television journalists, elec
toral academics, sociologists, econo-
mists, professors and assorted ex-
perts in general have spent the hours
and days since scrutinising the figures,
analysing the trends, and trying to
work out just what happened. The
bare facts are quite straightforward
— in the UK, the two main parties, La-
bour and Conservative, were pushed
into second and third place respec
tively by the new kid on the block, the
United Kingdom Independence Party
(UKIP). The Liberal Democrats were
all but wiped out, and the extreme
right British National Party was actu-
ally wiped out. As expected, turnout
was low (around 34%), but the Euro-
pean average was not a lot better at
41%, and if you look at that average
more closely, you can see the high
of Belgium at 90% (something to do
with the law in Belgium presumably)
and the low of the Czech Republic of
18% (something to do with the fact
that they are new perhaps). In France,
the extreme National Front (as loath-
some in the same way that the British
National Party is loathsome) surged
to top the poll, relegating President
Hollande’s sorry bunch to third place.
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Even in Germany, where support for
Angela Merkel solidified, there was
room for 7 MEPs from a brand new
discontented party. All in all, right
across Europe, the Far Right and the
Far Left made gains at the expense of
the Centre Left and the Centre Right.

So the academics and the pundits are
scratching their heads, and | dare say
that by the time you read this, some
scalps will have been worn down to
the skull bone. To be honest, it is not
rocket science, nor is it the end of the
world — the Brits, for example always
use “unimportant” elections to ex-
press contrary opinions and it will be
events like the UK General Election in
May 2015, and national Presidential
Elections in other countries which will
determine more what people want to
see happen. What really happened on
22 May and 25 May was inevitable, and
the pot had been simmering for years
before coming to the boil. Let us get
nautical —the captain of the good ship
“United Kingdom” (or the good ship
“France”, the good ship “Denmark”, or
any other good ship you care to name),
has been signalling for some time for
the ship “European Union” to heave to
and allow an inspection of the cargo.
The signals have been ignored, so a
shot has been fired across the bows of
the “EU” — if she does not stop, take
heed and allow a full search, the next
shots will be a broadside. The crew of
the aforementioned good ships feel
disconnected, some feel they have
been pressganged into joining up,
and crewing the good ships under the
overall command of the distant Admi-
ral EU is not what they expected when
signing on the dotted line.

Some comfort for the rain-soaked
Brits in all this. For years they have
been labelled as unenthusiastic Euro-

peans. Possibly true in some respects,
but hardly surprising when you
look at history. As long ago as 1940,
Churchill offered France a joint An-
glo-French state, so that if mainland
France was overrun, the state would
not surrender as it still existed on
the small fog bound island over the
water. In 1946, it was Churchill again
who advocated a “reorganised” Eu-
rope, bound together in such an eco-
nomic way that 1914-18 and 1939-45
could never be repeated. In 1951, at
the Treaty of Paris, the European Coal
& Steel Community was formed, be-
ing the infant from which has grown
the adult EU. Along the way, Britain
tried to join twice, rejected each time
by France, and it was not until 1972
that membership was granted to the
UK. In 1975, a referendum in the UK
overwhelmingly supported and en-
dorsed that membership. Britain did
not join the euro currency because
it was not strong enough to sustain
(having been thrown out of the Ex-
change Rate Mechanism — ERM — in
1992. Events proved the wisdom of
that decision (Italy, Greece, Portugal,
Spain etc, etc), but it simply rein-
forced the perception of not being
good Europeans. Now, it seems that
the French are not over keen either,
but let’s not say anymore on that.

The fact of the matter is that the
European Union is seen as too big,
too undemocratic and too meddling
— the people have spoken, rightly or
wrongly, but that voice is ignored at
your peril, whoever you are.

Glen Bullivant
Editorial board CreditManager Europe
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Pan-European FECMA Credit Management Congress

»European Best Practices — Inspiration for Credit Managers and Credit Professionals*

Suggests, we are offering a platform for the expert exchange about the current status as well as ongoing deve-
lopments in the field of European Credit Management that will update and inform participants through not only
focused presentations held by well experienced guest speakers, but also discussion rounds with the participants
and finally the intensive exchange with your colleagues from all over Europe.

The main topics of the 2015 Congress are:

« Global Economic Game Changes: What to expect from the Future in Europe?
- Credit Management Strategies: an European Perspective

« DNA of the European Credit Director: What are the Key Success Factors?

- Corporate Turnarounds: Success and Failure Factors

The Federation of European Credit Management Associations (FECMA) would be extremely pleased if you took
interest in joining the Pan-European Congress.

For further information, please feel free to contact Pascale Jongejans at fecma@sbb.nl or dial +31 35 69 54 103.

www.cm-congress.eu
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CROSS-BORDER DEBT
RECOVERY

The European Parliament and the Council makes it simpler! European busi-
nesses consider the European Union as a potential market for doing cross-
border commercial transactions. This is due to the EU market size, the single
market rules which result in less compliance costs and the absence of cross-

border bureaucracy.

Notwithstanding the benefits, not all
is rosy to conduct cross-border com-
mercial transactions in the EU. Stark
differences in culture, language

and customers’ attitudes
and preferences may
still exist, hence, hin-
dering cross-border

TO MAKE LIFE
SIMPLER AND EASIER pean  businesses

recover their cross-border debts. The

amount of these debts reaches €600

million which businesses are writing
off and hence lost every year.

To make life simpler
and easier for Euro-

trade. But one of A=gisiai-lgeia NNzl s Ngss =, and entrepre-
the biggest con- AND ENTREPRENEURS. THE neurs, the Euro-

cerns of business-
es is to recover
cross-border debt
from their respec

Given that 99% of busi-
nesses in the EU are small

and  medium-sized  enterprises
(SMEs), recovering  cross-border
debts may be difficult, cumbersome
and expensive for them, especially if
they have to pursue lawsuits in oth-
er countries.

Very often, instituting a law suit in
another country may require the
supplier to provide translated docu-
ments of evidence of debt and to
hire a local lawyer in order to seek
legal assistance as applicable to the
foreign law, which may differ from
that of the supplier, and also to com-
ply with the court procedures of the
country foreign to the supplier. And
this does not necessarily mean that
the trade creditor will eventually get
hold of his money.

The European Commission claims
that around one million small busi-
nesses are still finding it difficult to

EUROPEAN COMMISSION
PROPOSED THE EUROPEAN ropean  Account
ACCOUNT PRESERVATION
tive customers. ORDER...

pean Commission
proposed The Eu-

Preservation Order,
which the European
Parliament endorsed
and voted in favour in

Strasbourg on 15 April 2014.
This proposal was backed by 597
votes for, 33 against and 37 absten-
tions.

Following this vote, the European
Parliament and the Council of the
European Union signed The Europe-
an Account Preservation Order into
law on Thursday, 15th May 2014.

The European Account Preservation
Order is an European procedure that
will assist trade creditors recover
millions in cross-border debts. By
this procedure, trade creditors will
be allowed to uphold the amount
owed in a debtor’s bank account un-
der the same conditions in all Mem-
bers States, except in the UK and
Denmark.

The trade creditor still has to obtain
a judgement in accordance with the
national law or by using simplified



European procedures, such as the
European Small Claims Procedure,
in order to actually get hold of the
money. However, the new European
Account Preservation Order should
help the trade creditors recovering
their cross-border debts more se-
curely, since the Preservation Order
will prevent debtors from withdraw-
ing or dissipating their assets while
procedures to obtain and enforce
judgement are still underway.

In the absence of the Vice-President
Viviane Reding, EU Commissioner re-

sponsible for Justice, Johannes Hahn,
said that this is an important meas-
ure for businesses and entrepreneurs
in Europe. He reiterated that This
Preservation Order will help millions
of SMEs save time and money, with
an easy procedure in place to quickly
recover outstanding debts across
borders. Mr Hahn also described this
Order “as a good example of how jus-
tice policies can stimulate growth.
By removing bureaucratic obstacles,
extra costs and the legal uncertainty,
the EU’s single market will become
more attractive.”

MACM, the Association provid-
ing a central national organisation
for the promotion and protection
of all credit interests pertaining
to Maltese businesses, welcomes
wholeheartedly this Procedural Or-
der, which has become applicable
in Malta and all the other Member
States after its publication in the
Official Journal — the EU’s Statute
book —on June 27th 2014.
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MASTER OF OBLIGATIONS

Usage of credit insurance software solution ensures ideal liquidity protection in the global trade in goods.

The sense and purpose of commer-
cial credit insurance are easily ex-
plained: if the insured party is left
with unpaid invoices for delivered
goods, the insurance policy takes ef-
fect and assumes the damages. This
only arises, however, if the insured
party has fulfilled all contractual
obligations accurately and within
the prescribed period. Insurance ob-
ligations include, for example, the
notification of non-payment, which
is temporally fixed. If an invoice has
not been settled, the insurance pro-
vider should be notified of this im-
mediately. Furthermore, the insured
party is obliged at all times to check
the up-to-dateness of the cover
note. If this has expired or if the re-
quest for an increase has not been
submitted in good time, this may
invalidate the insurance protection
for the end customer. In the event
of gross misconduct, the insurance
provider also reserves the right to
cancel payments which have al-
ready been approved, or to remove
the customer from the insurance
protection policy altogether.

As a result, the safeguarding of ob-
ligations quickly becomes an impo-
sition. Depending on the order situ-
ation, limit handling (i.e. applying
for credit limits), which entails the
permanent risk of being over-
insured or under-insured,
is virtually impossible
to manage manually.
Credit ~ managers
and company con-
sultants therefore
increasingly rec
ommend the use
of software-based
early warning sys-
tems. “The goal
of every company
should be to implement
a user and growth-orient-
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CREDIT MANAGERS
AND COMPANY
CONSULTANTS THEREFORE
INCREASINGLY RECOMMEND
THE USE OF SOFTWARE-
BASED EARLY WARNING
SYSTEMS.

ed form of credit management. In
this regard, | believe that installing
an IT-supported commercial credit
insurance control system is both
necessary and economically sen-
sible,” explains Andreas Schmitt,
Group Credit Manager at the major
kitchen appliance manufacturer Ra-
tional AG.

Software for all commercial credit
As early as 2007, the RATIONAL
Group began using a special soft-
ware for its processing of commer-
cial credit insurance (see box). The
software was developed by corme-
ta AG (based in Et-
tlingen, Germany)
in cooperation with
renowned  insur-
ance companies
and can be inte-
grated into SAP
systems. Using this
software, data rel-
evant to commercial credit insur-
ance are made available in real time
for financial accounting and sales.
This information allows for a ho-
listic approach to credit insurance
and management. In the area of
accounting, insurance data are au-
tomatically updated when booking
and/or changing invoices (e.g. vali-
dation) and payments. This is also

of fundamental importance for
the accurate reporting of
premiums.

Alongside the soft-
ware’s ability to
be integrated into
the existing sys-
tem, another as-
pectis also impor-
tant to RATIONAL

AG: “We required
an international so-

lution with a much

greater range of functions

99THE SALES DEPARTMENT
IS NOTIFIED AND THE
CUSTOMER IS PERSONALLY
REMINDED OF HIS/HER
PAYMENT OBLIGATION. €€

than our existing commercial credit
insurance module.”

Receivables are covered by more
than 90%

The software add-on automatically
reminds the user about when to
collect which data, and the insurer
to which the data must be report-
ed. Balances or turnover, sorted by
country, are automatically calcu-
lated by the system. End-of-month
balances and monthly turnover are
compiled via a fully automated pro-
cess. Four weeks before the time
limit expires, the system requests
a check of the
notification of
non-payment to
the commercial
credit insurance.
The sales depart-
ment is notified
and the customer
is personally re-
minded of his/her payment obliga-
tion. If the customer still fails to
pay, a notification of non-payment
is effected directly from the soft-
ware.

Precision landing with premiums
The software solution not only
guards against payment defaults
or delays, but also offers a range of
other advantages. This includes a
more precise calculation of premi-
ums which are determined accord-
ing to the value of the unsettled
receivables: the system automati-
cally excludes non-insured items
from the calculation. This applies
to receivables secured elsewhere
(for example by a letter of credit
or guarantee) which not have to be
insured. Even items that have too
long payment terms, or have been
valued are filtered. It would hardly
be possible to carry out this process
manually.
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Furthermore, it is also possible to
precisely define the scope of the
insurance period, for example the
notification of insured invoices fol-
lowing the cancellation of a limit.
Moreover, the improved data qual-
ity can also be seen in the fact that
the correct limit check per company
can now be carried out in accord-
ance with individual contractual
conditions inclusive or exclusive of
value-added tax and/or sales tax.

The future of credit management

The usage of the program signifi-
cantly reduces companies’ pro-
cessing expenses. Along with the
assurance that their contractual
obligations will be met, they can
quickly and easily generate the
best possible overview of the insur-
ance situation as well as the per-
formance of the insurance policy.
According to RATIONAL Manager
Schmitt, ,the future of credit man-
agement will be clearly marked by

KVsprint

process-oriented solutions like the
credit insurance program we have
installed.”

Caption: Sprint through credit man-
agement: KVsprint from cormeta
is an integrated credit insurance
software solution for protection
against breaches of obligation. Im-
age: Customer account with credit
insurance data.

Download link: http://pr-x.de/file-
admin/download/pictures/corme-
ta/cormeta_kvsprint_debitoren
einzelpostenliste.jpg
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One solution, many advantages
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Covering trade risk, the world over

Wherever you trade, the risk of non-payment is always present. Atradius is present in 50 countries, with access to information

) . on 100 million companies worldwide, which not only allows
Whether it’s a customer becoming insolvent, a protracted P ‘ y

payment default, less stable economic environments or political
interference, Atradius trade credit insurance can protect your
business from financial loss caused by these risks. With global trade, comes global risk, which is why Atradius is
your perfect trade credit insurance partner.

us to provide you with local underwriting expertise, but also
accurate trade credit risk assessments on your customers.

As well as ensuring you receive up to 90% of the value of

any insured losses, should you need to make a claim, credit
insurance also has the potential to ease access to finance, as
banks often insist on credit insurance before advancing funds.

atradius.marketing@atradius.com >‘l:atrad|us

www.atradius.com

managing risk, enabling trade
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CreditManager Europe

REGULATING PAYMENT PRACTICES THROUGH-
OUT EUROPE WILL GIVE THE ECONOMY A BOOST!

says Martin van der Hoek, President of VVCM (Dutch Credit Management association). At the beginning of 2014, Martin
van der Hoek became the new president of the Dutch member of FECMA, VVCM. In this interview he shares with us his
views on the role of VVCM and FECMA, and on the extension of credit in the European environment.

Martin, please introduce yourself to
the European Credit community.

My name is Martin van der Hoek.
From 1975 until 2012 | have been
active in the Credit Insurance indus-
try in Europe, first for NCM, the pre-
decessor of Atradius, and later, since
1998, for Coface. With NCM, | start-
ed out as Account Manager, then
turned to Product Development and
Country Risk, did Sales and fulfilled
several Management roles in the
commercial field. For Allgemeine
Kredit / Coface | set up the Dutch

branch office, which consisted of

one employee when we started in
1998, and which now has 80 em-
ployees in the office in Breda. Since
my retirement | have been working
for STECIS, the education arm of ICl-
SA, which is the International Credit
Insurance & Surety Association, and
| have taken on the role of president
of VVCM, the Dutch Credit Manage-
ment association, which is of course
also part of FECMA. In VVCM, my aim
is to work on innovation, knowledge
sharing and cooperation within FEC-
MA. We need to improve the posi-
tion of credit managers, and we also
need to work on the environment in
which credit is extended, looking at
the European legal environment, the
willingness of banks to extend cred-
it, the willingness of Credit Insurers
to provide credit cover, the possibili-
ties to obtain sound information on
buyers and the possibilities to col-
lect your debts in a professional way.

You are clearly quite ambitious in

you plans for VVCM. What will be
your priorities in the coming period?
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Next year VVCM will celebrate its
25th anniversary. This means we will
celebrate 25 years of protecting and
improving the position of the credit
manager within the company. A lot
has been achieved, but this will still
be one of the main goals of our as-
sociation. One of the main functions
of VVCM has also been — and still
is — to provide the right package of
credit management courses to im-
prove the skills and knowledge lev-

els of its members. And this is not
a static field — we need to update
our members through permanent
education on all changes in the legal
and economic environment. It would
be ridiculous to have someone who
became Certified Credit Manager in
1998 use his title in 2014 if this per-
son would not have kept up with all
developments in our sector in the
past 16 years — we live in a com-
pletely different world now! VVCM
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is very aware of this continuously
changing environment and our add-
ed value is very much that we — and
therefore our members —do keep up
with developments.

Our association also has a role to
play in managing the credit terms
in different sectors. In the Neth-
erlands we have seen numerous
large buyers, like Philips and HEMA,
who decided to unilaterally extend
their payment terms from 30 to 60
or even 90 days. In my view this is
clearly an abuse of power on the
side of the buyer, which should be
fought, and where VVCM also has a
role to play. We have good contacts
in The Hague through our Political
committee, and are pushing for le-
gal framework to avoid this kind of
power play. We take France as an ex-
ample, where credit terms are now
governed by law and have been set
per trade sector, to provide clarity
to all parties and to achieve a level
playing field. This not only goes for
commercial entities, we also need to
put pressure on government entities
who are infamous for their ridicu-
lously late payments. This bad prac
tice of government bodies has dis-
astrous effects, as you can imagine
that the suppliers of governments,
who are kept waiting for their mon-
ey for months and sometimes even
years, at some point will no longer

be able to fulfill their own financial
obligations. This knock on effect has
a very grave cost to the economy
in Europe and should therefore be
tackled comprehensively on a Euro-
pean level.

So all in all the main aim of VVCM,
and of FECMA for that matter, is to
fight for the interests of creditors,
and if a Credit Manager can turn to
his boss to say: “Look what VVCM
and FECMA have achieved to im-
prove our position!”, that will mean
we have accomplished our mission.

Could you be a bit more specific
about the role you see for FECMA?

Firstly, FECMA should make an in-
ventory of the credit management
environment in each of the member
states. This environment is influ-

enced by the economy, there will be
cultural and legal differences, but
there is also a general interest: we
all need credit terms to be in line
with the normal practice in differ-
ent trade sectors. You should not
sell flowers on a 6 months payment
term, just like you can’t sell a plane
with a one week payment term..
Every product and service has its
own “habitual” credit period, and
FECMA's challenge is to implement
and guard these payment terms
across Europe. This can be done by
advising national and European leg-
islators. Inthe end it’s in everybody’s
interest to improve the structure of
extending credit in a sensible and
predictable way. Banks will become
more flexible in a sound credit en-
vironment, Credit Insurers will im-
prove their cover levels, and all in all
we give the European economy an
enormous boost. That's my dream
for the future!
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SHS VIVEON
The Customer Management Company.

| GUARDEAN®
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DebiTEX
International Credit Management Software

Optimises processes. Reduces credit costs. Provides transparency. Ensures reliable reporting.

Features & Benefits:

e (Current overview of customer status [e.g. credit rating, limit calculation, collection status)

e Optimisation of credit management processes [e.g. through automation)

* Online access to more than 50 international credit agencies and payment history pools
worldwide

* Online interface to credit insurers (e.g. Euler Hermes, Coface, Atradius] to manage limit
processes and obligations

» Decrease in credit costs (e.g. reduction in bad debts or days sales outstanding/DSO0]
e Standard software solution ensures stable and calculable total cost of ownership (TCO)

For further information please visit www.GUARDEAN.com

SHS VIVEON AG . www.SHS-VIVEON.com . www.GUARDEAN.com . infoldSHS-VIVEON.com




BACKGROUND

GROUP-WIDE

CREDIT MANAGEMENT

Organizational Potential and IT Support In large organizations, group-wide
credit management can make an important contribution to the success of the
company group as a whole. The primary aims are to decrease the total amount
of credit, reduce the operating costs in this area, bundle the available know-
how and improve the control over credit risks at group level.

Implementing a group-wide solu-

tion however requires careful plan-

ning and an integrated approach,
considering some key organisational
components and required decisions:

- how, in a decentralized organiza-
tion, synergies in credit manage-
ment tasks can be increased,

- whether, and how, tasks can be
centralized,

- whether, and when, a shared-
service concept makes sense in
credit management,

- which reporting and control
procedures are worthwhile at
group level and

- how software solutions can help
to realize the relevant require-
ments.

The standardization of credit man-
agement processes and the group-
wide unification of credit policy are
heavily dependent on the homoge-
neity of order processing and the
markets operated in.

Homogenous structures tend to
lead to a unified credit policy (some-
times with region-specific condi-
tions), which in extreme cases can
evolve into a shared service centre
for credit management. It is impor-
tant, however, that the connection
to sales departments is not lost and
that the necessary customer con-
tact is maintained. For this reason,
it could be of advantage to organize
certain functions such as order mon-
itoring, management of securities or
dunning procedures decentrally.

In a heavily decentralized system,
participative methods can be used
in which dispersed and central cred-
it management departments coor-
dinate with each other. Depending
on the distribution of competencies,
however, at least the reporting tasks
must be performed centrally.

Within the framework of the group,
outstanding customer payments
and customer credit limits must be
aggregated and compiled in order to
evaluate the overall situation. This
aggregation can be performed using
VAT identification numbers or the ID
numbers from creditworthiness in-
formation suppliers.

Further reports contribute to a
group-wide improvement in credit
management. Payment terms can
be compared between subsidiaries
and an internal payment record pool
can help to identify bad payments in
individual companies and to gener-
ate negotiation potential in relation
to these, or to identify deterioration
in payment behaviour as a warn-
ing signal. The development of cus-
tomer relationships in the various
market segments can be checked.
The changes in turnover and expo-
sure and the utilization of limits in
the various subsidiaries can be com-
pared, or the development of cus-
tomer securities covering the credit
can be investigated. In relation to
risk, sorting the accounts receivables
according to risk classes or the likeli-
hood of default is necessary. If one
or more credit insurance contracts

Prof. Dr. Matthias Schumann
Georg-August-Universitat

Gottingen

Member of the Board BvCM e.V.
Bundesverband Credit
Management e.V.
mschumal@uni-goettingen.de
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are in use, evaluations can be made
across the individual subsidiaries or
customers as well as taking a com-
plete overview of the group.

In general, the reporting system
should not just provide observations
for particular dates but should dem-
onstrate the development over a pe-

BACKGROUND

riod of time, so that improvements
can be made or the success of previ-
ous activities can be measured.

If the credit managers at the group’s
headquarters have wider-reaching
authority, stipulations can be made
regarding group-wide customer
credit limits. The total level of credit

Central vs. decentralized organisation of credit management

Decentralized approach

Participative approach

the group will allow for a particular
customer can be defined. It is then
possible to monitor this through ag-
gregation of the limits for the indi-
vidual subsidiaries and the extent to
which those limits are being utilized.
A credit management software sys-
tem can take over both the aggrega-
tion and the monitoring tasks.

Centralized appraoch
(pos. shared service centre)

Decentralized activities

Centralized activities

Dimensionen: (country) subsidiaries. fields of business

In order to provide appropriate sup-
port for the group-wide control of
credit management, a comprehen-
sive software solution is essential.
An important requirement on such
software when dealing with legally
independent group subsidiaries is
that it has the ability to manage
multiple customer bases. Whether
credit management is performed
within one customer base or is dis-
tributed between multiple customer
bases depends on the homogeneity
of the specialist requirements.

For very centrally orientated credit
management with heavily unified
structures, a single customer base
would be the preferred solution. In
contrast, multiple customer bases
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« Creditworthiness
evaluation

- Credit limit/payment term

- Securities management

- Debt collection

- Writing off

« Blocking of costumer/order

« Information/reporting
function only

« Creditworthiness

evaluation in agreement

with central office

- Debt collection

« Credit limit allocation
observing group framework
- Securities management

+ Order monitoring

- Pos. Securities
management

+ Sales Department
interaction

- Negative feedback from
Sales Dept.

+ Blocking of costumer/order

evaluation
« Group credit limit

— distribution to units

- Reporting

« Pos. blocking when limit

is reached

are preferable when the credit policy
is more specific to individual subsidi-
aries or business areas. In this case,
a consolidating customer base could
be used at group level.

The correct and complete depiction
of customer limits, accounts recei-
vable and payment periods is only
possible if, at group level or across
multiple subsidiaries, individual pie-
ces of information from the databa-
ses of pre-systems can be appropri-
ately compiled and aggregated. This
has to be possible both within a sin-
gle customer base and across mul-
tiple customer bases. For this pur-
pose, it is necessary that individual
customer accounts and debitor file
information can be aggregated and

- Central creditworthiness

- Creditworthiness
evaluation

« Credit limit/payment term

« Financial planning/security
requirements

+ Monitoring

- Dept collection

+ Blocking of costumer/order

evaluated hierarchically at multiple
levels. The software must be able to
do this.

Which external and internal infor-
mation can be provided centrally
from across the subsidiaries and
possibly across the various customer
bases must also be determined. In
addition, an appropriate system of
user authorizations must make sure
that particular data is only availab-
le to the users authorized to see it.
When authority is placed centrally,
functionality must be available that
allows stipulations to be made at the
level of individual customer bases or
even individual customer accounts.
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Distribution of tasks with hierachically aggregated customer data in a credit management system

Debitor account 1
Debitor account 2
Debitor account 3
Debitor account 4

Debitor account 5

Debitor account 6

Pre-system:

Supply of master
data

Supply of invoice
data (payment
records)

Import of data
from CAM
(ratings, limits, ...)
if required

Conclusion

In company groups, credit manage-
ment tasks can be distributed in va-
rious ways depending on the struc
ture of the subsidiaries and their
individual requirements.

Modern credit management solu-
tions are necessary in order to sup-
port the relevant tasks appropriately
across the entire group. It is essen-

CAM associated file
(= debitor account):
Management of
master data and other
internal information
Processing of invoice
data for each debtor
account

Workflow control
through ToDos

CAMfile 1

CAM associated file 2.2

CAM file 2

CAM associated file 2.4

CAM file 3

CAM associated file 3.6

CAM main file
(= nat. person/
legal entify):

Management of:
master data, int.

associates files
CClinterface
Dunning/dept
collection

Limit allocation
and distribution

Limit monitoring
Workflow control

through ToDos

tial that the credit management
software is capable of realizing the
various organizational and techni-
cal solutions flexibly and to a high
standard so that the group does not
need to change its own organization
to fit in with the software.

If this requirement is met, the en-
tire group will benefit from greater

information, business
bank and pool reports
Processing if invoice
data for each debtor
account and mulitple

CAM customer base

Pre-system
- Order processing

- Bookkeeping

« Limit
« Payment term

« Order blocking
(for each customer
number from the
pre-system)

transparency in credit-management-
relevant figures and decisions. This
will improve the effectiveness of
the credit management across the
group and will therefore make an
important contribution to company
success.
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OUTLOOK ON THE 2"° FECMA EUROPEAN
CREDIT MANAGEMENT CONGRESS

After the successful first FECMA Congress organised in May 2013 in Budapest, the second event now is planned to run
over one and a half days, commencing on the afternoon of 20th May through to 21t May 2015 in Brussels, Belgium,
with plenary sessions —the full intended programme is outlined on the Congress website www.cm-congress.eu.

From the outset, the intention has
been that the Congress should be a
platform for credit managers from
across Europe, representing the full
range of commerce and industry.
This is to be achieved by establish-
ing a long-term relationship and
network basis between participants

24

and sponsors, underpinned by of-
fering first-class service and con-
tent. In the medium to long term,
the FECMA European Credit Man-
agement Congress will become the
leading gathering of professional
credit managers from across the
Continent.

The event will take place in Brussels,
the capital city of Belgium and of
Brussels Capital Region. It is entire-
ly surrounded by Dutch-speaking
Flanders and its constituent Flem-
ish Brabant province. As headquar-
ters of many European institutions,
Brussels might also be considered




something of a capital for the Euro-
pean Union.

Being at the crossroads of cultures
(the Germanic in the North and the
Romance in the South) and playing
an important role in Europe, Brus-
sels fits the definition of the arche-
typal “melting pot”, but still retains
its own unique character. The pop-
ulation of the city of Brussels is 1
million and the population of Brus-
sels metropolitan area is just over
2 million.

The FECMA European Credit Man-
agement Congress will take place on
20 and 21 May 2015, starting in the
afternoon on the 20th.

COMMUNITY

On the afternoon of the 20" May
we have several speakers on Inter-
national Credit Management Topics.
One of the speakers will outline to
delegates the DNA of a Credit Man-
ager. At the end there will be a panel
discussion about Credit Manage-
ment Strategies. In the evening the
dinner will include a special invited
guest speaker of some prominence
(possibly even a Belgian govern-
ment minister).

It will also be the intention that the
,The European Credit Management
Award” will be presented at the din-
ner to a credit professional who, in
the opinion of FECMA Council, has
made an outstanding contribution
to the credit management profession

across Europe. The award is made
every 2 years during the Fecma Euro-
pean Credit Management Congress.

On the second day (21°* May 2015)
the morning begins with some very
interesting presentations from the
practices of the Credit Manager. The
goal is to learn from the experience
of colleagues.

After lunch Credit Manager from
the Automotive and Pharmaceutical
branches will share their best prac
tices with delagates.

Breaks for networking are built in
to the programme with sufficient
time for such activity and the venue
is chosen as one capable of offering
first class facilities.

About 200-300 participants of
which about 50% from Belgium
and other West-European countries
will participate. Participants will be
Credit Managers in Business to Busi-
ness (about 2/3) and Business to
Consumer (1/3) industry. The Con-
gress language will be English.

The attendance fee for members
of a FECMA Association will be €
295,- plus VAT, for non-members €
495,- plus VAT. Service Provider, who
are not sponsors, will be charged €
795,- plus VAT.

For more information about attend-
ing or sponsoring this event please
contact Pascale Jongejans of the
Fecma Secretariat on fecma@sbb.
nl or by telephone on 00-31-35-
6954103.

Mr. Eric van de Beeten, Director and
owner of MaxCredible, commented
as follows: “Innovation is of major
interest for the industry. A great
many things are developing them-
selves, and it’s crucial that custom-
ers do take advantage of this. Every
break-through in the developments
of services and products, does pro-
mote others to innovate as well,
seeking the margins of possibilities.
MaxCredible is main sponsor of the
Credit Management.
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‘) Ludo Theunissen

Voorzitter Instituut voor
Kredietmanagement
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HOW IMPORTANT IS THE
INVESTMENT IN TRADE CREDIT?

We like to think of credit management as being very important because of the
huge investment in trade credit and of the resulting importance of accounts
receivable on the balance sheet of a company.

We can easily find references to these
investments in technical, scientific
and commercial publications, where
we very often find impressive figures
on the share of trade credit in the to-
tal investment — or rather in the total
assets. The rates that are mentioned
can easily vary between 30 and 40%,
which would result in trade credit be-
ing the most important asset of the
company. This would bring us to the
conclusion that it should also be the
main area of attention. Besides this
quick — maybe too quick — conclusion,
it is obvious that most companies are
indeed facing a huge investment in
working capital.

In the end every element on the as-
sets side of the balance sheet must
be financed from a source that ap-
pears on the equity and liabilities
side, and as we know every kind of
financing has its specific cost.

So we may wonder whether these
figures are more or less correct, or
in other words: how important is
the actual investment in trade cred-
it for a ‘normal’ enterprise?

Can we find reliable data to calculate
this? Yes we can! At least we can do
this in Belgium based on the huge
amount of financial information that
is collected and published by the Bal-
ance Sheet Central of the National
Bank. This database contains detailed
information on all companies that
have to file their annual accounts eve-
ry year. Just to give an idea: for 2012
the balance sheet central comprises
accounts on 394460 companies!

Filing the accounts is done electroni-
cally, and has to conform to a rather

detailed and predefined format. This
format corresponds to the structure
of the accounts as it is determined
in the Belgian accounting legislation.

This also means that the accounts
to be filed can be generated directly
from the general ledger. In fact all
the accounting software packages
on the market can generate the in-
formation automatically to submit it
to the balance sheet central.

There are in fact 2 different formats:
there are (figures for 2012) 24578
companies that use the so called
complete schedule, while 367125
can use the ‘abbreviated’ schedule.
The type of schedule that has to be
used by a given company is deter-
mined by criteria that refer to the
size of the company: number of em-
ployees, total turnover and balance
sheet total. Roughly speaking we can
say that the bigger companies use
the complete schedule, while the
smaller ones will be allowed to use
the abbreviated one.

The difference between the 2 sched-
ules lies in the level of detail for some
of the accounts. And also for the ab-
breviated schedule some mentions
are optional. The most important
one is the turnover. This means that
for the abbreviated accounts the
P&L begins with the amount of the
added value. The turnover is an op-
tional piece of information. About
one out of five of the companies in
this group mentions the turnover al-
though it is not mandatory.

This implies that we will not be able
to use the turnover in statistical anal-
ysis since we are not sure whether the
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figure we find for the 20% of the sam-
ple companies that decided to pub-
lish it, is representative for this whole
population. Intuitively we would
expect that this would not be the
case: there can be different reasons
for a company to publish the turno-
ver. One of them can be that they are
doing quite well, that the tunover is
increasing, and that the complete set
of information gives a positive image
of the company. We can also imag-
ine that a company where things are
not going very well, may be tempted
to limit the information given to the
minimum legal requirements.

That explains why we can not use
ratios such as DSO for our research,
since we need the value of the turno-
ver to calculate it.

Interesting for an industry analysis is
the availability on the same website of
‘global financial statements’ for spe-
cific industries. Based on the industry
that is identified for each company by
the well known NACE-code, the Bal-
ance sheet central calculates a group
of ‘globalisations’. In these overviews
the figures of all the companies classi-
fied in a specific industry are summed
up and represented as one global en-
tity. It consists of the balance sheet,
the P&L statement and the notes with
more detailed information on specific
items. Moreover a series of financial
ratios is calculated.

For these financial ratios a quartile
disrtribution is added, allowing a
more specific interpretation of the
results. The 2™ quartile gives the
median and there is also an average
value that is calculated based on the
globalisered values.

For our current analysis we will use a
group of companies that is of course
as big as possible. We select the group
‘total of all non-financial companies’.

For this group all the companies in
the database are used, except finan-
cial institutions, insurance companies
an,d some public enterprises. Those
companies have an activity that is
completely dfiferent from the other

industries, and they also have balance
sheets that are fundamentally differ-
ent. They also have to file their annual
accounts at the Central Balance Sheet
Office, but they have to use schedules
that are specific for their industry.

For the analysis we will use the data
for the year 2012, the most recent
year for which the globalised ac
counts are available.

The number of companies in this
group is 20500 with a complete sched-
ule and 313423 abbreviated ones.

Not all the figures are available for
all the companies in the data set.
There are different possible reasons
for this: either the value of this ac
count for a specific company equals
0, or the figure was omitted when
the information was submitted.
Since there is an impressive num-
ber of technical and logical controls
when the financial statements are
submitted we can suppose that the
first explanation will be the real one.

Due to the existence of the 2 differ-
ent schedules and the differences be-
tween them some of the data are only
available for the complete schedules.
Especially the abscence of the turnover
for the abbreviated schedule as men-
tioned before, is important. Of the
313423 companies that use the ab-
breviated schedule 52422 mention the
turnover, which corresponds to 17%.

We start the analysis with the total of
the outstanding trade credit. In fact
there are 2 different accounts in the
balance sheet: one with the long term
credits (long term being over 1 year)
and the second one with the short
term trade credit.
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The results are shown in the table below (amounts are in million €)

Trade credit over 1 year
Trade credit less 1 year
Total trade credit

Total Assets

% of trade assets
Trade credit over 1 year
Trade credit less 1 year
Total trade credit

As we can see the total outstanding
trade credit corrresponds to 12.2%
of the total assets for the total of
all companies. The main part is in
the short term trade debt. There is
however a remarkable difference
between bigger and smaller compa-
nies. It is only for bigger companies
that there is a relevant amount of
long term credit. These are credits
that were awarded to a customer
for a commercial transaction with a
payment term of over a year.

Anyhow the figure we find here is
below than the figures we often find
in litterature.

This could be explained by the com-
position of the sample of compa-
nies that was used here. There may
be specific industries where these
proportions could be very different.

In order to have an idea about the
diversity of the results we could take
a look at the DSO, the Days of Sales
Outstanding. This is one of the finan-
cial ratios for which we have a quar-

Complete

16.027
102.405
118.432

952.903

17
10,7
12,4

tile disribution. We will of course only
be able to judge this for the bigger
companies (the ones that are using
the complete schedule).

This is the resulting distribution:

DSO (days) 28

We can see tat the results are wide
spread. For the first quartile, corre-
spoding to the lowest 25%, we find
28 days, while the 3d quartile shows
avalue of 85. This implies that in this
group of companies 25% of them
have a DSO that is 85 days or more!

This shows that the group of com-
panies is not homogeneous.

This obviously has to do with speci-
fic industry characteristics. It is clear
that for an industrial company the
fixed assets for industrial infrastruc
ture will be very important and so

Abbreviated Total
531 16.558

25.673 128.078
26.204 144.636
231.252 1.184.154

0,2 1,4

111 10,8

11,3 12,2

Based on

globalised accounts

will be the total of the assets. For a
consultancy firm there will often be
hardly any other assets than trade
credit.

This analysis confirms that trade
credit is very important — and so is
credit management.

But it also makes very clear that
using ratios and proportions of ba-
lance sheets is very tricky, given the
very important impact of the indus-
try on the structure and content of
the balance sheet.
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BACKGROUND

CMI" —THE GERMAN ROLE IN
THE EUROPEAN ECONOMY

In the first quarter of 2013 the German CreditManagementindex was in-
cluded into the Credit Manager Index Europe. In order to analyze the role of
Germany in the European economy after the period of one year, the German
CMI is compared to the CMI-Europe and CMIs from European countries which
have been considered in every publication of the CMI-Europe from the fourth
quarter of 2012 until the fourth quarter of 2013. In addition to that it can be
evaluated in how far the values of the different indices match with actual
economic development in the associated countries.

In the following table, a list with
the indices and the corresponding
figures in the relevant quarters is
given. Belgium, France, Italy, Malta
and Sweden have been excluded
since their indices are only listed in
some of the quarterly publications
of the CMI-Europe.

Comparing the CMI-Europe with
the CMI from Germany it can be
seen that the CMI-Europe follows
a continuous positive trend where-
as the CMI-Germany is subject to
variations. From the lowest value
in Q2/2013 on, the CMI-Germany
continues to recover and outper-
forms the CMI-Europe at the end of
2013. In order to integrate the CMI-

Germany into the European context
itis necessary to look at the indices
from different countries which are
also reporting into the CMI-Europe.

The following three graphs picture
the history of the CMIs from Hun-
gary, the Netherlands and the Unit-
ed Kingdom, which continuously
reported to the CMI-Europe. It can
be seen that the CMI of Hungary
started with the lowest value of all
in the end of 2012 then improved
drastically and had the highest value
with 58,90 at the end of 2013. Dur-
ing this time in no quarter a back-
ward development occurred. “The
results of the Hungarian CMI concur
with the domestic economic devel-




BACKGROUND

Q4 /2012 Q1/2013 02/2013 Q3 /2013 Q4 /2013

CMI Europe 50,00 50,80 53,90 54,40 55,40
CMI Germany 52,35 51,99 50,67 52,17 56,14
CMI Hungary 42,30 44,30 53,30 53,80 58,90
CMI Netherlands 54,60 45,50 48,00 45,50 45,50
CMI United Kingdom 49,40 51,90 55,00 57,20 58,50

opment. After a regression in 2012
the Hungarian gross domestic prod-
uct improved in 2013. It can be seen
that the positive development was
predicted by the Hungarian CMI.
The comparison of past values of
CMIs and actual financial values in
the corresponding countries lets us
verify that the CMIs are a good pre-
dictor of future economic develop-
ment”, Jan Schneider-Maessen head
of the Federal Association of Credit
Management in Germany says.

The graph of the United Kingdom
also shows a steady improvement.
Still it is obvious that it is not as vig-
orous as the one from Hungary. The
only CMI with an alerting decline is
the one from the Netherlands. From
a positive value of 54,60 it dropped
in the first quarter of 2013 to 45,50
and could not recover until the end
of the year. In this case it can also
be seen that the CMI was a good
predictor for the growing economic
crisis in the Netherlands.

Analyzing the overall fluctuation
it can be stated that the German
CMI is the steadiest with a differ-
ence between the highest and low-
est value of 5,47. The variation of
the CMI-Europe is a little greater
with a 5,50 difference between the
most extreme values. The highest
difference can be seen in Hungary
where the value at the end of 2012
is 16,60 points lower than the high-
est at the end of the next year. The
indices of the Netherlands and the
United Kingdom both vary 9,10
points. This shows that the Ger-
man economy is the most stable
among the considered countries.

The low variation in the CMI-Eu-
rope is due to the aggregation of
the values from the different coun-
tries. The negative development
in the index from the Netherlands
and the positive development in
the Hungarian index even out and
result in a steady positive trend.
“The decline at the beginning of

the year and the increase at the end
as seen in the German CMI can be
explained when the high depend-
ency of the German economy on
the export business is considered.”,
Prof. Dr. Matthias Schumann, head
of the Chair of Application Systems
and E-Business at the University of
Gottingen says. At the beginning of
2013 the suffering economic con-
ditions in countries like the Neth-
erlands have greater effect on the
German economy than on any oth-
er. Since these negative effects did
not worsen throughout the year the
continuous positive development in
other countries pushes the German
economy. It can also be seen that all
indices show a positive or in the case
of Netherlands a steady trend which
gives reason to expect an improving
economic development in 2014.
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INNOVATION AWARD

It was now some three years ago, that within the ranks of Dutch VVCM the
idea of an innovation award rose from an initiative based upon creation of
a yearly award, stimulating new concepts, products and services within the
broad field of credit management, cash flow management, collections, order-
to-cash strategies etc. Ever since, the VVCM Innovation Award is supported by

MaxCredible, main sponsor of VVCM.

| do quote the President of VVCM at
that time, Peter Meefout, in an inter-
view by Peter Postmus, editor of our
Dutch magazine, “De Credit Man-
ager” in winter 2013: “As VVCM we
did take this initiative, to send a clear
signal from our (Dutch) credit man-
agement association, about the great
interest on innovation in our business.
For instance, developments on the
field of information technology are
getting faster and faster, and we are
convinced that efficiency effects and
optimization of (credit management)
processes on a large scale can and will
be achieved, when we do have the
true and upright will to change.”Mr.
Meefout continues: “Our goal is, to
stimulate professionals as well as
(credit) managers, sharing together
with colleagues and the broader in-
terested public, all good ideas, often
grown in daily practises and opera-
tions at the working floor. Too often
we do see bloccades of initiatives stay
within individual companies and or-
ganisations, while at the end, a total
industry or sector could make use of a
new solution.”

Mr. Eric van de Beeten, Director and
owner of MaxCredible, commented
as follows: “Innovation is of major in-
terest for the industry. A great many
things are developing themselves, and
it's crucial that customers do take ad-
vantage of this. Every break-through
in the developments of services and
products, does promote others to in-
novate as well, seeking the margins
of possibilities. MaxCredible is main
sponsor of the Credit Management

Innovation Award, because innova-
tion of credit management software
is key.”

Since 2012, the VVCM Innovation
Award is awarded at the Credit Expo,
one of the main events in credit
management in The Netherlands.
All nominated cases are audited by a
high level, strictly independent jury,
the members of which are working
in sectors such as management and
financial services, sciences and higher
professional education .

“We really did form a strong and neu-
tral jury, to make sure that all cases
which have been nominated, will be
looked at from several angels”, Mr.
Meefout says.

Earlier winners of the VVCM Innova-
tion Award Burling BV & Kwestplus in
2011, for their introduction in Europe
of the Credit Managers’ Index (CMI),
followed by the Royal Organisation of
Bailiffs in 2012, for their Filtermodel
Innovation Concept, and a private
corporation, Co-Pay Bouw BV in 2013,
for a revolutional Controlled Payment
Platform for the building and estate
management industries.

During the last years, we do see a posi-
tive development in numbers as well
as (high) quality of nominated cases
for the VVCM Innovation Award. With-
in the VVCM ranks, continuity of this
phenomenon is foreseen. This certainly
will be an interesting topic as well, at
the 25th anniversary of VVCM, to be
organized during the spring of 2015.
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CALENDAR NETHERLANDS

VVCM is celebrating their 25 Anniversary with a special program at a beautiful location “de Wageningse Berg”
in Wageningen.

: D NEWS MALTA

A half-day Conference was organised by MACM on Thursday, 20 November 2014. This Conference addressed the impact of the neighbours’ econo-
mies on the Maltese economy and the credit environment.

The topics discussed

The economic environment impacts directly on businesses, which may consequentially face a number of challenges. The Maltese business environ-
ment is not an exception! Maltese businesses do not operate in a vacuum. The current economic situation of our neighbours effects local businesses,
all businesses!

Malta is part of the EU and Eurozone. What happens within the EU and Eurozone has a direct effect on the Maltese economy. The current unstable
situation within north African region, especially Libya may pose major challenges to the Maltese business community.

Economic instability may affect jobs and consumer expenditure that may lead to decreased revenue for businesses. A slow profit stream and poor
liquidity may make it difficult to sustain the operation of a business and to repay creditors, which situation can limit growth opportunities and nega-
tively impact the long-term viability of businesses.

This conference identified and analysed our neighbours’ economic risks which may impact the Maltese business community and commerce. The
highly proficient line of speakers highlighted the most critical and potential economic threats to the Maltese economy and trade and also suggested
proactive measures to protect cash flow and long-term profit for the local businesses.

AR CALENDAR SWEDEN

The Swedish Credit Association is about to publish the December/winter magazine issue of Credit News called Kreditnytt.
The annual meeting will be in late January, and includes the announcement of the winner of the Credit Prize for 2014.

CALENDAR UK

ICM London Branch — Burns’ Night

ICM East of England Branch — Annual General Meeting 2015

ICM Yorkshire Ridings Branch —Annual General Meeting

ICM West Midlands Branch — Annual General Meeting and Quiz Night
ICM British Credit Awards 2015
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Guidelines for Authors —
CreditManager Europe / FECMA Magazine for European Credit Managers

The “CreditManager Europe / CME” has one goal: to be the source of the best new ideas for pro-
fessionals in Credit Management across Europe. Since 1986 the Federation of European Credit Ma-
nagement Associations (FECMA) has built permanent links between national Credit Management
institutes and organisations and promoted co-operation, debate and discussion on all credit related
topics. It has also allowed credit managers across Europe to talk to each other in a professional net-
work, share advice and experience and develop closer understanding.

CME's articles cover a wide range of topics within Credit Management that are relevant to different
industries, geographic locations and small, as well as large companies. While the topics may vary, all
CME articles share certain characteristics. They are written for senior managers by experts in Credit
Management. Proposals for articles demonstrating European best practices, innovative thinking and
new approaches in Credit Management are those most likely to meet our readers' needs. They should
also avoid any marketing for specific products and services. When evaluating an article, our editors
often look for compelling new thinking and how a new idea can be applied to practice.

The best way to inquire about CME's potential interest in a topic is to prepare a proposal or to sub-
mit an article. CME is published twice a year with issues in spring (around March/April) and au-
tumn (around October/November) covering 7-10 articles each. Nearly all CME articles undergo some
editing and rewriting, and CME typically holds copyright on the final product. Authors continue to
own the underlying ideas in the article. Please e-mail your proposal or article to FECMA Secretarial
Service at fecma@sbb.nl.

CME deeply appreciates the time and energy required to prepare a proposal or article for our publi-

cation, and we are grateful to you for that investment. We are always looking for new ideas that can
improve the practice of Credit Management across Europe.
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United Kingdom

Pascale Jongejans
(editor-in-chief)
The Netherlands

Prof. Ir. Ludo Theunissen
Belgium

Dr. Michael Sauter
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