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• Understanding the Role of Independent Auditors 
• 10 Collection Tools and Tips 
• What You Should Know About Escheatment 
•  

 
////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////  
Understanding the Role of Independent Auditors 
Independent CPA firms offer a variety of services ranging from complete audits to 
informal reviews of financial statements generated by a company.  Following an audit, a 
CPA firm will write an auditor’s opinion letter indicating their opinion about the accuracy 
of the financial statements presented. CPA firms perform various levels of review of 
financial statements prepared by their client.  The CPA’s analysis may be limited in scope.  
The auditor’s opinion letter will describe the scope of the CPA’s activities.   
 
It is critical that credit professionals read the auditor’s opinion letter and understand the 
scope of the work the CPA firm performed.  Failing to do so can lead to embarrassing 
mistakes.  
 
//////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////// 
Ten Collection Tips and Tools 

1. Set appropriate credit limits for every customer.  [This rule also applies to 
customers that purchase on COD terms.  If COD customers become overextended, 
the risk is greater that their check will bounce]. 

2. Sometimes, dealing with rude, belligerent, obnoxious, or argumentative debtors is 
unavoidable.  When you contact them, do not allow their behavior to sidetrack you 
from your collection efforts. 

3. Depositing a check with a restrictive endorsement may prevent your company from 
collecting the remaining balance due. Therefore, checks with restrictive 
endorsements should not be deposited until and unless the creditor is certain that 
the restrictive endorsement does not limit the creditor’s right to payment in full.  
This may require the advice of an attorney. [If you use a lockbox, make certain that 
the bank has written instructions not to deposit checks with restrictive 
endorsements.  Even if a check is deposited in error which has a restrictive 
endorsement you may still have rights that you should discuss with your attorney.] 

4. Do not delay your collection efforts around holidays on the assumption that some or 
all of your customers are on vacation.  Other creditors may delay their collection 
efforts for this reason, making it easier for you to contact the customer. 

5. Do not hesitate to bypass accounts payable and speak to the debtor’s controller, 
CFO or debtor company President when an account becomes seriously delinquent 
and you feel you are not making satisfactory progress with AP. 



6. Don’t forget that asking questions is an important part of the negotiation process. 
Questions can transform a call from an adversarial conversation into a discussion in 
which the creditor’s representative and the delinquent debtor work towards a 
mutually satisfaction outcome.  

7. Encourage collectors to report rather than to conceal collection problems.  
8. Short-term debt payment extensions should be confirmed in writing. 
9. Do not feel obligated to convince a customer or an applicant that a negative credit 

decision was correct. Your responsibility is to inform the customer and to provide 
an explanation if asked…not to convince the debtor company that the decision was 
correct. 

10. Don’t apologize for calling or disturbing a customer about a past due balance. This 
is unnecessary and establishes an inappropriate interpersonal dynamic that may 
hinder your collection efforts. 

Excerpted from “1001 Collection Tools, Tips and Techniques” by Michael C. Dennis 

//////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////// 
What You Should Know About Escheatment 

Many companies reverse credit memos as well as on-account cash from dormant accounts 
and from customers that have gone out of business. This practice is inappropriate and may 
be unlawful.  Every State requires businesses and financial institutions to report when 
property has been abandoned or unclaimed. Companies are required to report when 
property has been abandoned or is unclaimed. Companies should make a commercially 
reasonable effort to locate and notify the owner of the abandoned property. If a credit 
memo, on account cash or other abandoned property remains unclaimed and the company 
is unable to locate the rightful owner, the asset must be turned over to the State.   

//////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////// 
Questions and Answers 
 
Question:  What are retained earnings? 
 
Answer:  Retained earnings represent the cumulative of net income after tax or net losses 
after tax minus dividends paid to stockholders.  It is not and does not represent cash on 
hand.   
  
Q.  Do I have to provide a reason for denying credit to an applicant? 
 
A.  I would be surprised if anyone could easily provide a detailed explanation of the facts 
and factors that were considered in making such a decision.  In response to a written 
request for an explanation, a simple answer is often best.  I suggest this:  “Thank you for 
your inquiry.  Unfortunately, your company does not meet our current standards for 
extending open account terms.”   Assuming that there was no unlawfully discriminatory 
reason for your credit decision, the specific reason or reasons for denying credit need not 



be revealed to an applicant.  The same rationale and reasoning applies to customers 
requesting a higher credit limit than they qualify for.  
 
Q.  Can you recommend a credit limit for __________ (a specific company)? 
 
A.  Sorry, no.  This is beyond the scope of this publication.  Also, without specific 
information about your company and its tolerance for risk, it would not be possible to 
make a good recommendation.  FYI, this is one of the tasks that I have performed for 
clients as a consultant – for as few as one account and for as many as an entire account 
portfolio. 
 
Q.  Are there any organized markets or brokers where a creditor company interested in 
selling its claims in bankruptcy can do so? 
 
A.  Not that I am aware of.  
 
Q.  I am looking for a simple explanation of liquidity ratios.  Can you help? 
 
A.  I think so.  Liquidity ratios indicate the ease of converting current assets into cash 
meaning that liquidity involves a customer’s ability to pay their debts as they come due.  
Liquidity ratios include the Current and Quick Ratio.  The Current Ratio formula is: 
Current Assets divided by Current Liabilities.  The Quick Ratio formula is: Cash plus 
Cash Equivalents plus Accounts Receivable divided by Current Liabilities. The Quick 
Ratio is more strenuous since it offers insights about whether a customer’s Current 
Liabilities could be paid without selling inventory. 
 
Q.  Are we covered by the FACTA regulations? 
 
A.  The Fair and Accurate Credit Transactions Act amends the Fair Credit Reporting Act 
(FCRA), a federal law that regulates, in part, who is permitted to access consumer report 
information and how these reports can be used.  To the extent that a creditor uses 
consumer credit reports as part of their credit decision making process, they are 
responsible for compliance with applicable clauses of the FACT Act. 
 
Q.  Are we required to respond to credit inquiries? 
 
A.  No.  Creditors respond only as a business courtesy. 
 
Q.  We have been asked to accept a consignment arrangement. Any comments? 
 
A.  Consignments are not sales.  The consignee, the recipient, of the goods is not responsible 
for loss, damage or shortages.  In addition, they typically are not required to pay for the 
goods received on consignment until they are sold.   
 
Q.  Why do banks try to charge to provide references? 
 



A.  The short answer is:  Because they can.  Given a choice, banks prefer to receive 
payment for the services they provide.   
 
Q.  We are being asked to accept credit card payments.  What risks do we need to be 
concerned about? 
 
A. Identity theft and credit card fraud are two areas of concern.  Internet based sales in 
particular have a relatively high rate of credit fraud.  So do foreign sales on credit card 
terms.  Another problem is that the buyer usually has 60 days or longer to dispute a charge 
meaning the creditor is not certain it will be permitted to keep the money credited to its 
account for at least 60 days.  If the card holder does dispute the charge, the credit card 
company will not act as a referee.  If the card holder offers compelling information, the 
charge will be reversed and the creditor will have to pursue the debtor for payment. 
 
Q.  I attended a meeting in which we were told to require a Corporate Seal and a notarized 
signature and a Resolution of the Board of Directors approving an Inter-corporate 
Guarantee.  This seems like overkill to me.  What are your thoughts or comments? 
 
A.  I have never been told I needed all three of these.   I would suggest that you ask your 
attorney for his or her comments. 
 
Q.  What are the standard open account terms on international accounts?   
 
A.  There are no standard terms.  Open account terms typically range from 30 days to 180 
days or longer depending on the country, the product, local regulations, and industry 
norms.  Of course, the longer the terms offered, the greater the risk of default.   
 
Q.  Our relationship with the sales department seems to be getting worse.  The reason is 
that after a couple of significant write offs last year, the company President told me to be 
more careful about extending credit to marginal risks. Any suggestions about how to 
improve credit’s relationship with sales? 
 
A.   Sure.  If you have not already done so, acknowledge that credit decisions are now more 
conservative.  Better yet, ask the company President to explain this to sales. Other ideas 
include:  

• Provide advance notice to sales of adverse decisions 
• Return their calls the same day 
• Talk to salespeople, not at them 
• Listen to their ideas 
• Ask for their feedback, comments, input, advice 
• Travel to meet with customers if possible 
• Look for reasons to say yes rather than for excuses to say no 

 
Q.  How can I increase the chances of getting financial statements from applicants? 
 



A.  If an applicant is reluctant to provide financial statements, it may be necessary and 
appropriate to offer to sign a confidentiality agreement in order to receive the information 
to make an informed credit decision. 
 
Q.  What should we do if a customer does not sign the credit application? 
 
A.  Return it and ask them to do so assuming that it contains your terms and conditions 
that you want the customer to agree to be bound by in your business relationship.  If the 
customer refuses to sign, you must make a decision recognizing that the terms and 
conditions of sale as described on the customer’s purchase order are likely to control your 
company’s business relationship with the customer. 
 
Q.  How soon after an account goes past due should the first contact be made? 
 
A.  I would suggest that the first contact be made within the first ten days, and follow ups 
no less frequently than once every five business days after that… but preferably sooner 
than once every five days. 
 
Q.  Do you recommend that we send written friendly reminders to delinquent customers? 
 
A.  Yes, but only if the process is automated, and only if the system does not generate 
dunning notices to customers when the past due balance is in dispute. 
     
//////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////////// 
Export Credit Management Policy 
 
The primary goal of this policy is to avoid extending credit to customers who are unable to 
pay their bills. A policy that is too strict will turn away potentially profitable customers. A 
policy that is too liberal will attract slow paying customers, reduce accounts receivable 
turnover, and eventually could lead to cash inflow problems and bad debt losses. Thus, the 
key is to find the right balance.  Export credit decisions should be influenced by the 
perceived credit risk, the dollar amount of the sale contemplated, the creditor company’s 
profit margin, and its appetite for credit risk including default and slow pay.  
 
The credit department will consider two factors in reviewing each export sale. The first is 
the risk of payment default serious payment delinquency. The second is the risk that 
actions taken by the government in the buyer's country may prevent the debtor from 
transferring payment despite its best efforts. 
 
Foreign customers requesting open account terms should be asked to provide three U.S. 
trade references, and a bank reference.  The reason to ask for U.S. references is to make 
certain that the customer is experienced in international transactions and has the skills and 
experience required to remit payments to the United States.  Also, ask applicants to provide 
a copy of their two most recent complete financial statements. Even though the financial 
statements will not be in U.S. dollars and do not follow U.S. accounting rules, they still can 
be of value.  



 
If the agreed upon terms of sale are letter of credit, the credit department should send the 
applicant its standard letter of credit instructions. The customer should be told that only 
changes approved in advance by the seller to these letter of credit terms and conditions will 
be accepted.  If the instructions are not followed, the customer should be told to amend the 
L/C. 
 
The collector assigned to each foreign account should contact a delinquent customer at 
least once a week. It is often easier to correspond with the customer by email or fax.  
Ideally, this correspondence will be in the language spoken by the customer.  The collector 
will discuss the status of each past due account with their manager at least once a month.  
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