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Stu’s View

By Stuart W. Margolis, CPA MT
Collection Issues and Managing Receivables
Contributing Editors:  Jim Russell and Tom Williams, New Direction Partners, Stuart Margolis, MargolisBecker
May 2010 – for August 2010 publication in Printing News and GAA Update
If you’ve been following our recent articles or participating in the “Cup O’ Joe” teleconference series for printers(*), you know we have been focusing on creative ways to help printers survive the recession. We’ve shown how to use benchmarks like the Printing Industries of America Ratio Studies to track profitability history and rediscover the operational processes that contribute to the numbers. We’ve talked about using Value Added to minimizing outsourcing, operating efficiently, and even linking sales commission plan to profitability. We’ve brainstormed ways to work with a bank and obtain credit in this challenging new world of finance, and even visited those difficult and often painful human resource issues of downsizing, payroll cuts, and shift reductions as one of the last places left to reduce expenses in attempt to ride out the economic downturn.   
In this article, we focus on the collections and receivables process, drawing on the credit expertise of Tom Williams of New Direction Partners, and the printer's perspective of Jim Russell, also of New Direction Partners.  As the President of the Arbor Oakland Group, a $12mm revenue commercial printing operation in Detroit, MI, Jim brings first-hand experience and insight to the table.
According to Jim, there are three parts to a good collections process: 1) Prevent doing business with a poor credit risk, 2) Maintain good credit collections once you have a client, and  3) Implement more aggressive collection actions when a client fails to pay.
1) Prevent doing business with a poor credit risk
As reported in our teleconference, a client successfully reduced receivables from well over 50 days to 40 days. How did they do it?  Here’s the checklist:

· Run a thorough credit check on every prospective new client -- including a business history, a background check, and individual credit reports for the owners -- to insure that the company and the ownership as individuals are credit worthy.  
· Require at least three (3) credible trade credit references. References from utilities, credit card companies, equipment suppliers or other lenders are not enough.  These are entities that generally get paid on time.  Check to see how the prospective client is paying suppliers who are representative of unsecured creditors. What amounts of credit they have been extended by those lenders?  How much business they have done with the creditor?  If this information doesn’t match the potential credit exposure you are undertaking, ask for other more representative credit references.
· Research bank references to determine if the client has an active credit line and maintains adequate cash balances.  
· Require a credit card account as a payment backup when dealing with potentially marginal credit and get a signed authorization form, consenting to allow you to charge the credit card account if the invoice remains unpaid beyond set terms. This avoids customers disputing charges and avoids disputes with the credit card issuer.  It is also advisable to check with the credit card issuer to determine remaining credit availability on the account.

· At a minimum, ask for an advance cash deposit to cover your initial costs from new clients with an unclear or marginal credit history; and consider collecting progress payments to cover materials or other costs during the production of the job.  
· Start small when accepting jobs from new clients with potentially questionable credit.  An initial small job experience may lead to other beneficial work if the credit risk is good. After the relationship has developed, consider extending terms on a trial basis.
2) Maintain good credit collections 
Once you’ve granted a credit limit to a client and agreed to do business with them under credit terms, here are some tips for moving forward:

· Set up reasonable but very conservative credit terms using your MIS system to alert the owner, the CFO or the bookkeeper when a new order is going to put a client over their credit limit. For example, if you set a $10,000 credit limit and the account has an $8,000 outstanding balance, with a new order totaling $4,000, someone is alerted to review the customer’s receivables and see why they are exceeding their limit. Are they at 60 days? Did they place a large number of orders in a short time period?  You can make a decision about how to proceed before the new $4,000 job becomes an account with a $12,000 receivable.  You will have justifiable reasoning to adjust credit limits up or down, depending on each client’s payment history.  
· Review your AR aging report each week.  Be sure that collection activity based on established collection policies is being pursued where clients are beyond terms; and look at your client’s credit limits to see if those limits need to be curtailed or increased. 
· When collecting receivables, place an initial call to the client on the day that payment is due based on your payment terms with that client.  As Jim notes, “Some are reluctant to call at this point, but after all, these are the terms that your customer agreed to.  I am sure your client expects that his customers pay him within terms.”   
· Call your client’s Accounts Receivable Department 10 days after the invoice is mailed to confirm receipt of the invoice and ensure that the packing list and all the paperwork they need to pay the invoice has been received.  One early, proactive phone call can avoid a payment delay at the due date because the client is missing some critical information. As Jim notes, “Companies I know that have employed this strategy have reduced the average time their receivables are outstanding by 15 to 25 days.” 
· Remind your salespeople regularly to relay comments they hear when dealing with their clients that may indicate cause for concern.  While on-site at customer locations, information can be gathered.  If credit risk is suspected, remind the sales staff to report it.   Remind them who signs their paycheck and who they need to protect. 
3) Implement Collection Actions

When a client becomes a serious collection problem, Jim’s advice is to follow gut instincts on a case by case basis.  
· Call the key manager, president or owner of the delinquent account and have a discussion. If he or she doesn’t return your call, or provides questionable information, follow up your phone call immediately with a payment demand letter.  
· Engage a collection agency.  Do not hesitate to do this. You are better off collecting 66 - 75% of the receivable after paying the agency than handling the collection ineffectively on an internal basis. 

· Do not allow a collection account to dictate a longer payment cycle (45 or 60 days).  Instead, advise them that if they want an extended payment cycle they must agree to an auto-debit electronic payment program.  This effectively thwarts the “check is in the mail” or "we are paying you next week" responses given at 45 or 60 days.  As a side note, consider offering the electronic payment option to large accounts overall.  There is no cost to the client and the check run process is conveniently eliminated.
A number of printers suggest engaging salespeople in collection activity, using a claw back on commissions approach for late or no pay accounts.  This approach can be a slippery slope.  Jim recommends keeping the salespeople out “until you’ve worked through the normal accounts payable and accounts receivable process.  Don’t involve them dealing with if it can be avoided…when there’s a problem or paperwork issue, they may be best equipped to clear it up, but they should not be the point person regarding the collection of delinquent accounts.”
Taking calculated credit risks has always been a part of growing your business, just as timely collection of receivables has always been critical to maintaining positive cash flow.  The need to make business decisions hasn’t changed, but the credit parameters under which you operate are now significantly tighter.  The decision to extend credit to risky new customers or to delinquent established customers can be made on a well-informed, case by case basis, and only in light of what level of risk is acceptable for your business in this economy. 
So do your credit research thoroughly, and set payment terms to minimize credit exposure. Being proactive up front (and throughout each job) is the best way to minimize collection issues later.  As Jim Russell says, “It doesn’t benefit you to take a job you can’t get paid for.”
(*) “A Cup O’ Joe is a complimentary teleconference series for printers offered by MargolisBecker on timely topics for the graphic communications industry.  Details and registration forms for upcoming sessions are available at www.margolisbecker.com under the “Events” tab. Questions may be directed to Bonnie Pfaff at 888.577.1717 or bpfaff@margolsbecker.com 
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About MargolisBecker
MargolisBecker has long been recognized as the financial expert for the printing and allied graphic communications industry, assisting thousands of companies with strategic and financial management, valuation, mergers/acquisitions, accounting, audit and tax services.  The firm is noted for its expertise in enabling printing companies to optimize profits.  Proudly, it is the purveyor of the industry’s Cash is King, and Value-Added Principles of Management, and compiles the annual Printing Industries of America Ratios, the industry’s premier financial benchmarking tool.  

About New Direction Partners

The team at New Direction Partners LLC has guided over 200 printing company owners through the sales and merger process.  The advisory services reflect a full set of skills to help you sell or expand your business:  valuation, management consulting, financial advisory and investment banking. The deep experience and industry expertise at New Direction makes it uniquely suited to serve printing, packaging and allied graphic arts businesses. 

 
About the Printing Industries of America Ratios Reports 

The Ratios Reports presented each year by the Printing Industries of America provide a detailed and comprehensive picture of the financial status of the major segments of the graphic arts industries in the U.S. and Canada. The studies allow individual firms to compare their annual performance with that of many other similar firms, including those that earn above-average profits.  This annual publication is prepared by MargolisBecker, LLC for the Printing Industries of America.

Stu’s View is contributed by Stuart Margolis, CPA and Partner of MargolisBecker LLC to provide information that helps firms operate profitably.  More information can be found at �HYPERLINK "http://www.margolisbecker.com"�www.margolisbecker.com�.








