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[bookmark: _Toc387826710]Policy: Accounts Receivable

[bookmark: _Toc387826711]Purpose
The purpose of this document is to outline and standardise the policy for the administration of accounts receivable and credit administration.

[bookmark: _Toc387826712]Scope
The intended use of this policy is for  ColArt International Holdings Ltd. and its reporting subsidiaries.

[bookmark: _Toc387826713]Principles
The key principles of this policy are driven by management and statutory accounting requirements to ensure that:

· Appropriate credit limits are applied to support customers based on individual potential and risk profile. 
· Working capital optimisation is supported through building relationships between the internal team and external customers with the objective of receiving timely payments.
· Bad debt risks are eliminated through establishing early warning mechanisms based on customer behaviour and historical payment patterns.

We note that all the above mentioned principles affect both the profit as well as working capital, thus ultimately having a fundamental impact on the overall performance of the Group.  Poor execution in this area creates an overall risk for the business and potentially adversely impact the bonus pool potential. 

Note: Any reference to “days” within this document refers to calendar days.

[bookmark: _Toc387826714]Policy Details
4.1 [bookmark: _Toc387655840][bookmark: _Toc387655864][bookmark: _Toc387655947][bookmark: _Toc387657059][bookmark: _Toc387826715]Credit Limit Application
4.1.1 General credit and payment terms 
i. Credit is extended to credit-worthy customers to support on-going business. When a customer is in default on outstanding receivables we will review and potentially eliminate the credit allowance.
ii. We offer competitive payment terms and as a group our objective needs to be to limit days outstanding and therefore we should not enter into agreements with payment days higher than customary for a particular geography.
iii. Contractual discounts for early payment should be avoided and all new agreements that contain early payment discounts are required to be approved by the respective controller at the time of customer set up and kept on file. With consideration given to local practises, contractual discounts should be kept at an absolute minimum.

4.1.2 Initial set up of new customers

i. The default credit limit for all new customers should be set to 1 unit of the local currency i.e. £, €, $ etc. 
ii. An account can trade based on three different methods: (1) “On account” i.e. on credit; (2) Against cash in advance; or (3) Based on a letter of credit or bank guarantees.
iii. Classification of customer’s credit worthiness
1. Commercial teams requesting for a credit limit to be applied shall do so in written form that is substantiated with the projected sales plans. The requested credit limit needs to be proportionate to the overall revenue target and assumed turns.  Sales will also need to provide details on additional terms such as skonto. Any early payment incentives need to be approved by the unit’s General Manager. All documentation is to be retained and kept on file. 
1. Credit control will check the customer’s credit rating via third party information available for example using statutory financial data where available, credit rating agencies, “news check” and supplier references to assess the credit limit allowance. 
2. Where no information is available or in cases where Finance research generates a credit limit below the requested credit limit, both the Controller and General Manager need to sign off on the decision made and the final credit limit allowance. The decision and supporting documentation will need to be stored with the customer file.
3. Credit Limit and terms setting: A credit limit in the system can only be set up or modified by a member of the Finance team. Where resourcing or system processes do not provide for this separation of duty it is critical that the appropriate authorisation to change credit limits is obtained, documented and kept on file.
4. If a customer’s credit limit is not substantial enough to support underlying requested transactions a customer can either:
· Provide cash in advance in excess of the amount covered by the credit limit; or
· Provide a bank guarantee or letter of credit in support of the amount not covered by the bank guarantee.
5. New customer credit limits exceeding £50,000 should be approved the Chief Financial Officer and the Chief Commercial Officer. 

4.1.3 Periodic review of credit limits
Credit limits for all customers need to be reviewed an annual basis at a minimum. All reviews and authorisations are to be performed by the General Manager and the Finance Controller and documented via formal sign off.

i. The annual review needs to include prior year performance on receivables including: (1) An assessment of timely payment; (2) Prior year sales; (3) Current year forecasted sales; (4) Current year credit limit; and (5) Any other relevant information such as new store openings etc.
Note: Some customers may drive seasonal sales and in such cases temporary credit limits may be allowed to avoid over-exposure during months when the customer may experience low commercial activity. 
ii. As part of this review an assessment needs to be made on whether to adjust the credit limit up or down. If revenues for a customer are forecasted to decrease for example, the credit limit should be reduced relative to the prior year.  Credit limits for customers with no planned business should be set to zero. 
iii. This type of review should ideally be part of the business review process in order to build upon foresights, such as credit issues with customers who aren’t driving the business into the overall commercial planning process. 
iv. In the case of a “trigger event”, credit limit review is required when either:
· Sales requests for an increased credit limit and outside records do not substantiate an increase. In such cases, both the General Manager and the Finance Controller will need to sign off and approve the higher unsecured limit; or
· A customer goes 15 days overdue (see below)

4.1.4 Internal customer rating
As part of any review the following metrics and factors are required to be reviewed:
· Revenue over last 18 months
· Total receivables balance over last 18 months
· Overdue balances <3 days, <8 days, <15 days, <30 days, >30 days over the last 18 months
· A qualitative assessment of the customer’s payment behaviour
· Any other relevant external information where available

4.1.5 Credit Insurance
i. Local controllers should investigate the availability of credit insurance. 
ii. Entering into credit insurance is permissible and encouraged as long as the commercial cost of the insurance is viable when compared against the risk being covered. 
iii. Contact Group Finance for further guidance if required.

4.2 [bookmark: _Toc387826716]Accounts Receivable Management 
4.2.1 Payment and netting
i. Payment – All payments should be made via bank transfer. Cheque payments should not be accepted and customers should actively be discouraged from using cheques. Where the need is identified, terms and conditions are required to be updated to enable ColArt to charge a service fee for any payments made by cheques. Note that this fee should be booked into “Other Income”.
ii. Netting	- When ColArt issues credit notes to compensate a customer for back-end obligations or defective returns, these should be netted against existing receivables in line with the customer.  The resulting payable should be netted against receivable. 

4.2.2 Communication
i. Customer communication: 
· Credit Limit: Any decisions around credit limits needs to be communicated to both the sales person in charge of the account and customer service.
· A/R Balances: As a minimum, an account statement should be sent via e-mail to the customer and sales person for the account on a monthly basis. As required, the e-mail should include high-level commentary and a call to action in cases where the payment due dates are approaching or a customer is overdue. 
NOTE: Customer inquiries on balances are no justification for late payment
· Terms and conditions state that customers accept liability of goods received upon delivery. 

4.2.3 Internal reporting
i. In addition to customer focused communication, Group Finance will communicate upcoming overdue balances to the commercial team/ the responsible sales person. 
ii. Unless requested to do otherwise by Group Finance, markets are requested to submit a format specified by Group Finance on a monthly basis as part of the close package for that period-end to outline overdue accounts by market.

4.2.4 Measures to address overdue balances

	Day to Due Date
	Responsibility	Comment by Doreen Lee: Need to confirm this.
	Notification to be Sent

	Day -3
	Finance
	A reminder of an upcoming deadline should be sent via e-mail to the account holder. This is a courtesy reminder and in no way removes the responsibility from the customer for timely payment.

	Day 3
	Finance
	First reminder; E-mail will outline the actions ColArt reserves to take in case the overdue is not settled as due.

	Day 8
	Finance
	E-mail will be issued informing the customer that in line with terms and conditions ColArt is now charging interest on the overdue balance.

Interest rate applied will be the higher of 18% per annum (simple interest) or the locally permitted interest.

This note will also highlight that ColArt retains the right to take legal action after a further seven working days as well as reserve the right to report the overdue balances to the credit agency.

Non-payment will impact the customer’s credit limit and credit rating in line with 4.1.3 iv above.

	Day 15
	Finance
	E-mail will be issued informing the customer of the following:

- Outstanding balance in addition, the interest charged. 
- All orders and any goods awaiting shipment will be held until payment is received.
- ColArt will consider legal action to secure payment of the outstanding balance unless paid in full within 5 working days.

At this point, credit limit will be set to 0 and no future orders/ pending orders will be fulfilled, even if credit continues to be available against the original credit limit.

CFO and COO should at this point be notified with the proposed course of action


	>Day 20 and  <Day 25
	Finance
	Pending the decided course of action, the account will be “taken legal”. ColArt will initial legal proceedings to recover the amount owed where cost effective. 

Customer will be notified that legal action has commenced and at this point an additional fee will be charged for either up to the amount of £200 OR the local maximum administration fee. In addition, ColArt will report the customer to the credit rating agency.




4.2.5 Customers on Payment Plan
i. If a customer proposes a payment plan, this plan needs to be signed off by the General Manager of the business unit and approved by the local Controller.
ii. At the discretion of local management, during the payment plan period only shipments against cash in advance can be made, only to reasonable levels.  
iii. Any violations of the payment plan will immediately trigger the last step in 4.2.4 i.e. initiation of legal action.
iv. Upon completion of payment plan, new customer limit should be set to 0 and new limits need to be approved by CFO and CCO.

4.2.6 Re-dating
Under no circumstances is it permitted to re-date receivables by modifying any part of the underlying receivables data.
4.3 [bookmark: _Toc387826717]Bad Debt Allowance
4.3.1 General
i. Decisions are to be based on and substantiated through available facts i.e. customer history of payment, credit reports or scores, etc. supplemented with the individual controller’s judgement.

ii. The bad debt provision should only cover overdue positions that are not covered by credit insurance, letters of credit or bank guarantees.

iii. Accounts that have seized operations or have entered into bankruptcy should be classified as non-going concern; action should be taken to recover our receivables (Pending a cost benefit analysis if costs are involved in the recovery) and the account classed as Legal A/R, indicating the non-trading nature and risk of the position. All debt in legal accounts needs to be provided for at 100%. 

iv. Unless there are legal issues that prevent the recovery of VAT associated with a bad debt write off VAT should not be reserved as bad debt.

v. A claim that is secured fully or partially through credit insurance or letters of credit should not additionally be reserved for. 

vi. On a quarterly basis a reconciliation of the bad debt reserve needs to be submitted as part of the close package for that reporting period i.e. March, June, September and December.

4.3.2 Bad Debt Reserves
i. It is not permissible to create a general reserve, that is, all provisions should be raised based on specifics. The only exemption is a calculation of a general reserve based on historical patterns. Group Finance will issue guidelines and a template to calculate any general reserve for receivables. No other general reserve is permitted.  

ii. The specific reserve should be created based on a monthly review of all receivables balances, with a focus on accounts with overdue balances. Similarly, all existing bad debt positions need to be reviewed, and if needed, updated on a monthly basis. 

iii. Where possible and legally permissible, bad debt should be offset by recovering any claims towards the customer (such as credit notes) against the outstanding receivables balance.

iv. A balance can only be discharged from the balance sheet when there is certainty that this will not impact any on-going claims, including results from legal action or VAT recovery. When discharging a receivables position the Financial Controller should follow the following guidelines:

	Balance
	Authorisation Required

	< £2,500
	Controller only

	> £2,500 and < £10,000
	Controller and local GM

	> £10,000
	Controller, local GM and Group CFO



4.4 [bookmark: _Toc387826718]Factoring
i. Any factoring should be approved in advance by Group Finance; only factoring without recourse (i.e. only factoring where ColArt is relieved of any financial risk in return for cash) will be considered. 
ii. Any factoring request needs to substantiate the targeted cost and benefits, and state the cost of factoring in the particular instance
5. [bookmark: _Toc387826719]Related Areas and Processes
New Customer Set Up, issuing of credit notes
6. [bookmark: _Toc387826720]Issue Management Process
If application of this policy leads to an issue within the business it should first be raised to the respective Controller who in turn, if not resolved, will escalate the issue to the CFO.   
Any other information related to issue resolution

[bookmark: _Toc387826721]Appendix
Additional reference information for the Policy
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