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Scope

This policy sets forth the guidelines by which the Company will manage the extension of credit limits, payment terms and the form of payments to its trade customers.  

Policy

The policy of J. Doe, Inc. is to establish effective credit standards that will support company goals to maximize sales while balancing the risk of bad debts from uncollected Accounts Receivable.  

Credit Administration issues specific standard payment terms and conditions.  The Manager Credit Administration, the Revenue Controller and the business unit’s General Manager must approve any and all exceptions.  

Procedure

Credit Administration is responsible for:

A) evaluating customer credit worthiness and establishing credit limits and payment terms

B) monitoring customer accounts to determine the credit risk
C) reviewing and approving payment plans for delinquent accounts
D) inactivating credit limits
E) creating and maintaining customer credit management records 

A) Evaluate customer credit worthiness and establish credit limits and payment terms

Credit Administration evaluates all applicants for trade credit prior to extending credit to the customer. Sales should request and receive an appropriate credit limit prior to setting up a new customer.  Together with Sales and with reference to local practice, the Credit function should define the payment terms (e.g., payment is due within 30 days). Specific provisions, administration and enforcement for this policy should comply with local government requirements. 

Credit Administration establishes the credit limit for each customer based on the financial assessment of the data supplied by the customer and an outside credit reporting service (e.g., Dunn & Bradstreet).  Customer credit files should be maintained for all applications regardless of whether the application for credit is approved.  

The Sales Representative, Credit Administration and Collections Management should keep each other informed about changes in the customer’s sales, credit or collection history and anticipated future conditions.

B) Monitor the customer accounts to determine the credit risk

Sales, credit and payment activity should be monitored by the Collections function and communicated to the Credit function.  Credit Administration should place slow paying and delinquent customers (i.e., over 30 days delinquent) on credit hold. On occasion and as deemed necessary, security in the form of an Irrevocable Confirmed Letter of Credit, Standby Letter of Credit or advanced payment may be required.  

C) Inactivating Credit Limits

Credit Administration will remove the credit limit from a customer account once there is no billing activity within a twelve-month period.

D) Maintaining Customer Records

Credit Administration creates and maintains the customer credit management records.  Changes to this database should be requested by the Sales Representative or Collector, validated and approved by the Credit Analyst.  

Controls

· The Sales Representative is the point of contact with the customer for sales transactions and no agreement should be made with the customer pertaining to credit limits or payment terms without the permission of the Credit function.

· Credit Administration will notify the Sales Representative of the decision to modify credit terms.

· Credit or Collections will notify the Sales Representative of sales orders on credit hold.
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Accounts Receivable - Credit Administration
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