HOW YOU, AS A MANUFACTURER, CAN MANAGE YOUR DEBTORS – 30 INITIATIVES
Appreciate that one or several bad debts per year can substantially erode your annual profit and may if the debt is large enough seriously damage your business or put you out of business altogether.
I learnt most of these initiatives not from university but from one very astute client who was a large manufacturer of windows and doors and supplied them to the building industry for some 15 years.  He followed the initiatives below diligently and never had one bad debt in the 15 years.
Provide this listing to your accounts department and discuss each point and agree on the new debt managing initiatives that you wish your business to now adopt.

1
Know precisely who you are dealing with (ie what legal entity)
2
Always comprehensively credit check new clients.  This $30 to $50 cost per new client is a good investment.  Ideally use a credit check agency that specialises in the industry for example construction companies, to which you supply products if you are supply clients in this industry
3
Subscribe to a weekly or fortnightly credit report of “bad payers”.  For example some $200 cost for this report annually is an inexpensive safe guard.  Industry specific credit reporting is best
4
Prospective clients will approach you for a price on a job.  Ask them who they have dealt with previously and why they now come to you for a price.  Diary note their response
5
Do not have “all your eggs in one basket”.  One or two very large clients can be a real and significant financial risk to your business.  The more you can increase your sales and business to your other clients the more you will reduce your exposure to one or two large clients
6
You need a system in place so that all management and administration staff know the set maximum credit limit for each clients especially each new clients.  And that this limit is not to be exceeded
7
Read public notices in the newspaper daily to see who has just gone into liquidation or bankruptcy

8
Provide substantial financial incentive for all clients to pay you promptly.  One very effective way is to adopt a special and standard price option.  Your special price for a particular job might be $10,000 and your standard price might be $13,000 – your clients have the option to pay either amount but to get your special price they simply have to pay you promptly – or the standard price applies.  We recommend that your special price would be your current price
9
Use Credit Application forms that prospective clients need to complete.  Then you need to consider each applicant before you provide credit (considering that in providing credit is some cases you are risking putting your hard earned money in the hands of a relative stranger)
10
Consider having new clients pay cash for a set period initially.  This enables you to build a history with the client prior to providing credit
11
Always use strong terms and conditions of trade and personal guarantees.  Consider terms and conditions that include but are not limited to:

· Good and effective Romalpa clause (retention of title until payment is received in full)

· Goods supplied to site to be clearly kept separate and marked by client
· Goods nailed into construction by client to only be temporarily nailed into construction and not form part of construction until payment received in full
· Agreed access on site by you to recover your goods if required.  This helps stop the owner, security company or police advising you that you have no legal right to be on site and therefore you are trespassing

· You the manufacturer can remove product from site, whether temporarily nailed in or not, at any time for any reason including quality
· Your client is responsible for full insurance once they have taken possession of goods
· Your client is to pay significant weekly storage cost if product is held at the factory for late payment

· Any client issue of remedial work does not warrant any payment being held by client
· Agreed payment by client of all debt collection costs that you incure
· Your client to check your product quality whilst delivery takes place.  Client to advise the manufacturer of any non conforming product in writing and within a maximum of 48 hours of delivery
· Agreed payment by client of monthly interest cost on all outstanding monies at 5% above your bank overdraft rate (5% above to help contribute to costs and increased risks)
· An agreed process that if the client is late by X days then you the manufacturer can sell your goods to recover part of the debt and the client will then pay the balance

Do not trade without good and effective Credit Application Forms, Terms and Conditions of Trade and Personal Guarantees in place.  
If you feel you may need to view other companies good and effective Credit Application Forms, Terms and Conditions of Trade, and Personal Guarantees review those of your bank or large Building Supplies retailer
Instruct your lawyer to revise these documents for you if they have not been reviewed for some years.
12
If you do revise these documents request your existing clients to sign your new and current documents

13
Request a substantial deposit on placement of order.  This is to get the order underway and order materials required specifically for the client’s job (if you manufacture custom products to clients specifications)
14
Adopt well planned progress payments to ensure clients pay you immediately for materials landed on your factory floor and other stages of manufacture if over a duration of time (if you manufacture custom products to clients specifications)
15
If you supply product delivered to your clients site or delivered and installed ensure payment is on receipt of goods before they are loaded off the truck.  Payment in these circumstances is without exception
16
Make your sales staff accountable for following up clients who have not paid current
17
Do not pay your sales staff bonus for client sales which are not paid current on time
18
Always diligently phone all late paying clients promptly say within 1 week of payment being due and ask whether they wish to take up your substantial incentive to pay you on time as agreed.  Train late paying clients to ALWAYS expect a phone call from you within 1 week of payment being due
19
Ensure your accounts manager keeps a debtors register on for example a word document and record key points of all discussions regarding late payments.  Ideally you’re your accounts manager phone the GM of your client’s business to discuss late payment (not the client’spay clerk).  Key points to record include:

· Date you phoned or met with client
· Person you spoke with
· Reason for late payment
· Their commitment to a date by which you will definitely receive full payment
· Note in your diary the day you need to follow up the client to ensure payment occurs
· Follow up the person you spoke with promptly on that particular date to advise “ you advised me on XYZ date that you would pay us today please confirm that payment will occur today”
· Only provide your substantial discounts, that is your special price, to clients if they have paid you promptly as agreed.  If your clients pay late and you provide the discount anyway this you will train clients to pay you when they wish knowing they get the substantial discount anyway
· Advise the client at the appropriate time that the goods will be auctioned by a set date if not paid for fully by a set date
20
After the conversation outlined in 17 above send the person you discussed the late payment with an e mail confirming the reason they advised payment is late and the date by which they committed to ensure full payment will be made
21
At 30 days for example, if your client has failed several times to meet their commitments to make payment to you then as GM you make contact and advise your client you can not afford to provide them finance and “carry them” any longer and advise them firstly, that you will auction off product on a set date and secondly, that you will put the debt in a collectors hands on a set date if payment has not been received in full.  If you have adopted the special price vs standard price option outlined above at #8 then the client will then pay you for example $3,000 additional and this will pay a good lawyer, good debt collector or costs to recover monies owed and or to “wind them up”.  It may be appropriate to advise your client that the $3,000 substantial discount that they have missed out on will now pay your lawyer and collection costs
22
Visit your client in person to pick up a cheque if practical and if need be.  Let them know that you are visiting for a cheque and ask them to have it ready
23
Don’t supply further orders of product to late paying clients and hope they will pay their existing debts.  This only increases clients debt to you and only increases the likelihood they wont be able to afford to pay you the new higher invoice amount
24
In special circumstances consider freezing a client’s existing debt.  Then allowing the client to pay for all future orders on receipt of goods plus an agreed percentage of the frozen debt.  Consideration of this option requires the following: 
· your client has definitely signed your credit application forms, current terms and conditions of trade and a personal guarantee
· your client provides you with a written update by e mail on their financial situation each week
· your client has provided you with some appropriate form of security
· you the GM actively monitor this client and debt on going
25
Make your accounts manager responsible for reporting to you weekly on all debtors including conversation re late payments (covering all points presented at # 17 above)

26
You the GM of manufacturing to stay close to all debtors especially late payers.  For example the GM of window and door manufacturers get involved in “on site” measuring of windows and doors so they meet with clients and can see and hear things on site that may highlight any issues which may cause late payment
27
Use variation orders for any extra work – over and above what you originally quoted and agreed on.  This ensures that there are two separate contracts for two separate works you undertake.  This ensures that any claim by the client on any issue relating to the variations for example will not compromise your ability to get paid for the original contract
28
Periodically review your listing of clients who repeatedly pay late.  Either advise those clients that payment needs to be current in future or consider advising them you are not able to undertake their work any longer - as you can not afford to provide their finance
29
Possession of your goods is paramount.  If the client has continually not paid you by agreed set dates and you now believe that you will not be paid then do NOT delay further – immediately recover your goods.  You should recover your property at the most appropriate time, with sufficient staff to ensure collection is carried out quickly, and you need all paperwork on you to present to any appropriate interested party
30
Get your lawyer and debt collection agency to critique your: credit application forms, terms and conditions of trade, and personal guarantees and the above initiatives and provide you additional advice

