AAT TECHNICIAN LEVEL 4

Credit Management and Control


LESSON ONE: GRANTING CREDIT 
1 Cash/ Credit

Cash transaction:

· The company gets funds immediately. 
· Includes cash, also credit, debit cards, cheques.
Credit transaction:

· Payment delayed.
Disadvantages of offering credit to customers:
· Risk of non-payment & associated costs.
· Interest costs

· Cost of credit team.
Why do we grant credit?
· To try and get more business, additional sales.
2 Role of the credit controller.

· Assess credit status of customers.

· Determine whether they should be granted credit.

· Determine how long the credit period should be, what the credit limit should be.

3 Factors to consider when granting credit.

A number of factors influence the risk that a customer presents of non payment or of paying later than terms agreed. These include;

3.1 Age of company

· New companies=higher risk
3.2 Type of entity

· Sole traders, partnership, ltd. Co.

· Ltd co tend to be larger. 
· Sole trader can pursue personal assets.
3.3 Type of product

· Consider product profitability, product life cycle, bespoke vs mass market, seasonal products.
4 Sources of Information.

4.1 Trading history/ sales staff/ sales ledger staff
· Previous trading.

· Payment history.
4.2 Customer visits

· Does it look busy.

· How many staff.

· Are there new machines etc.
4.3 Financial analysis
· See KPIs
4.4 Trade references /credit references

Trade references:

· From another supplier?

· Are they genuine?





· They only supply their best.

· Is it from a connected person?

Credit references:

· Only gives a summary.

· Out of date

· Contains credit ratings, directors reports, financial statements.
4.5 Recent financial accounts/Companies House
· Not very up to date.
4.6 Bank references
	Bank reference
	Meaning

	Undoubted


	Low risk

	Considered good for your purposes


	Probably ok, reasonable risk

	Should prove good for your figures


	Further investigation needed

	Well constituted business with capital seeming to be fully employed. We do not think the owners would undertake a commitment they could not fulfil.
	Not very hopeful, cash flow problems, do not extend credit.

	Unable to speak for your figures


	Already overstreatched, do not extend credit.


4.7 Credit circles
· Groups of companies, usually competitors. 
· Customers or potential customers in common. 
· Formal & informal network.
4.8 Internet

4.9 Newspapers and other publications

Trade journals.
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