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Introduction ToCredit& Collections Management

What IsCCM?

Qredit & Collections Managemen©OCM) is a suite of integrated business applications that

SEGSYR I O2YLIl yeqQa | O02dzyia NBOSAGIofS yR IO
management, billing and invoicing, remittance processing, dispute management, and

collectiors processes.

According to Paystream Adviso®&CM (also known &CN) system functionality varies widely
by publisher but typically supports six key functional argasedit facilitation, billing and
invoicing, remittance processing, collections management, dispute résojwnd reporting
and analysis.

1 Credit Facilitation, which includes credit scoring, credit application processing, reference
checking, ordering credit reports from credit bureaus, financial statement analysis, new
account approval, order approval, cretimit decisions, accounts receivable portfolio
monitoring and credit risk management.

1 PreBill Management and-énvoicing, which involves identifying invoice errors, ensuring
vendor compliance, generating an accurate invoice; generation, transmittal and
distribution of invoices and statements; trade promotion planning; contract
management; Electronic Invoice Presentment and Payment (EIPP); and Electronic Bill
Presentment and Payment (EBPP).

1 Remittance Processinghich typically includes financial EEBI€ctronic Data
Interchange), EFT (Electronic Funds Transfer including ACH, Automated Clearing House),
auto-cash algorithms and routines, paymetotinvoice matching, cash settlement, cash
forecasting, as well as credit card processing and matching ak@adgcount credits,
debits, and unapplied payments or adjustments.

1 Collections Management, which includes workflow automation driven by a collection
strategy engine, prioritized collection activities, integration of A/R data, a reminder
system, activityogs, account and invoice level notes, integrated communication tools,
faxing capabilities,-enail, invoice reprinting, other forms of data export, payment plan
calculators, imaging tools, and autlalers.

1 Dispute Management, which includes dispute amdidction resolution, chargeback

processing, exception reporting with automated escalation processes, a routing engine,
collaboration tools, document sharing, and tools for root cause identification.

e2b software | 521 fifth avenue | chardon, oh 44024 | 440.352.4700 | www.e2bsoft.com



17 Things You Should Be Doing Right Now To Reduce Outstanding Accounts Receiviaatg4 of 28

1 Reporting and Analysis, including cash forecasting, lmtzesidls, email alerts, query
capabilities, oubf-the-box reports, report generators, workload balancing, exception
reporting, cycle time analysis, portfolio risk management, customer intelligence, and
month end reporting tools.

Why GCM?

According to Dunn & Bradstreet and other credit institutions, accounts receivable is typically
the first or second largest asset for most businesses. Accounting and enterprise resources
planning (ERP) business applications include accounts receivableasibditiimost often

provide only minimal tools to support collections and dispute management processes.

Who NeedOCM?

Companies in many different industries struggle to manage outstanding accounts receivable.
¢KS / NBRAG wSaS| NOUmnmag dzpdedid TeagetRaceibabtdd0@ y I
Annual BaeDebt Report estimates that allowances for uncollectable receivables for 2008 were
1.00% of total receivables. This represents an expected, albeit slight increase of 0.50% over
2007 which is likely du® economic conditions. Industries with the highest median percentage

of uncollectable receivables included manufacturing, specialty trade contractors, business
services, engineering services, and wholesale distributors. Manufacturing seemed to be
impactedmore than other market segments with 9 of the top 16 highest median values
represented by different manufacturing industries.

TheCRReporta hy 2 K 2 & Spublisheddvi 2006 indicates that approximately 17% of
business customers do not adhere to stippcredit terms. Further, another CRF report showed
that most delinquent companies delay or deny payment not due to lack of money or poor cash
flow (39%) but actually due to compliance or administrative problems (61%) such as incorrect
invoices or receimg the invoice too late to process payment on established credit terms.

These findings show that companies in many different indust@sbenefit from an integrated
QCM applicatiorcoupled with formalized business procedutesstreamline credit and
collectionsactivities

QCM Benefits
There are may benefits to implementing &CM application to extend existing accounts
receivable functionality and processes. Some of these are reduced transaction costs, improved

cash flow and cash forecastimgptimized staff productivity, and reductions in bad debt and
write-offs. Companies who automate collections and nothing more are realizing:
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10 to 20 percent reductions in daily sales outstanding (DSO)

25 percent reductions in past due receivables

15 to 25percent reductions in bad debt reserves

Return On Investment (ROI) in as little as 2 months and usually in no more-¢han 6
months

= =4 4 =

(Source: Paystream Advisors)
17 Things You Should Be DoiRightNow

There are many things that financial professionals feel they need to do. Many have seen their own
departments cut to the bone due to some of the worst economic conditions in decades. Still, there are
some fundamental and easitieployed tactics thaare sanetimes forgotten in the rigmarole of daily
activitiesg tactics and concepts that every credit department can use to reduce outstanding receivables.

This white paper highlights these 17 points with descriptions and suggestions related to implementation
of each strategy and examplasillustrate how they can be integrated with manwaid automated
systems such ageditand collections managemen®CM) applications.

aXYlye 2NBFYATIFIGA2ya KI @S
that are woefully inadequate in terms of receivabind
collections management (RCM) functionality. These
enterprise systems often replaced legacy or harmvn
systems better suited to credit and collections
management. As a result, RCM solutions are increasingly
critically important to maintain proficigcy in the

corporate financial supply chain of accounts receivable
(A/R) management. The inadequacy of most A/R processt
Ad LI NOAOdzZ F N¥ & | LILJ NByiG ¢
for greater system integrity and more accurate reporting.
The application 080X standards is continuing to generate
odzaAySaa |yR aeaidSY AYLINRC

(Source: Paystream Advisors
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1. Create a Plan

The first step toward improving credit and collections is to develop a formalized poligjamdovering
rules, regulationsand procedureso manage daily operations, approval workflow, and resources. The
goal for a Credit Plan is to clearly define these elements so that employees conform to documented
steps and procedures designed to improvierelated business processes.

The Credit Research Foundation estimates that only 20% of credit departments have formalized policies.
Many companies struggle to formalize policies due téhad credit management from salespeople, lack
of critical financidinformation, or simply due to time constraints and higher priority projects.

A credit plan should have a dramatic impact on the overall financial health of your business. It provides a
documented roadmap that aligns corporate goals with business proesdiihe credit plan should help

your organization accomigh many goals includingduction in bad debt and writeffs as well as
improvements in si@sto cash payment cyclemd improved pofitability.

The plan should include a mission statement or sdefined companyoal.lt should also identify all
employee roles and systems in the organization that are directly or indirectly related to the credit and
collections process. Each role should be defined in relation to credit and collections authority and
responsibility. Workflow diagrams are useful for mapping out communications anddapartmental
relationships. The plan may also include supporting data such as the number of customers serviced by
the organization, credit term and credit limit polici@sany), annual revenues, average outstanding
receivables, average days to pay across accounts, accounting or other systems used for financial
reporting, days sales outstandingad debt writeoffs, and similar data.

Once the data has been collected, myaorganizations define goals for improving these metrics using
key performance indicators. For example, you may want to reduce bad debt by 10% or average
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outstanding receivables by 5% yearer-year. These goals are important because it helps the caadi
collections department to first understand the goals and then to evaluate system and procedural
changes that support those strategic goals. For example, if most customers typically pay late then
reducing credit terms may be one resolution to supportth& B I YA T | GA2y Qa 321 f a o

Surveys are useful tools to help define problems in the credit and collections process. Emplayees
customers should be surveyed to find out what changes they would recommend to improve the process.
This can provide valuable inktg. For example, you may discover that customers pay late because they
receive invoices late or they often have to dispute invoices due to mistakes on sales or service orders.
Invoice automation or changes to business processes in other departmentsticetéfbre have a

significant impact on improving the credit and collections process.

The Credit Research Foundation provides several towlseports designed to help companies develop
credit plansFurther, Microsoft offers many document templates that may be useful resources in
support of the overall plan. Some of these templates inclaaslit applicatios, request forcredit

change, collections letterand similar documents.

A QCM business apigation may be useful for helping you obtain the required data needed to develop a
credit policy.
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QCM systems lik&nytime Collegbrovide detailed analysis of customer payment history including
average days to pay broken out by ranges of invoice amoum®khss average outstanding
receivables. This information can be very useful for developing credit policies.
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2. Provide Accurate & Timely Information

Accurate and timely information is important not only for internal credit and collection professionals but
also for customersCreditprofessionalsieed information to help prioritize activities, to provide

information to customers, and to baglp criticaldecisions and conversations. For example, a credit
manager should be able to easily see payment history for a customer when determining whether or not
to increase credit limits. A collections representative should be able to quickly see late invoices and
recent payments in order to determine the status of each account in their collections queue.

Customers need timely and accurate invoice and statement information as well. Some studies indicate
that most customers do not intend to pay late. However, intéisaues result in late delivery of invoices
or incorrect charges thaesult in lengthy invoice dispute€redit departments can addresste issues

by improving sales order and invoice accuracy and automating invoice delivery to get invoices to
customes faster. Implementing a receivables document management (RDM) system or document
management solution may help this process if the system can be setgdmaticallysend

statements, invoices, or other documents to customers via email or fax. Furthetegmated document
management solutiomvill provide credit and collection managers with access to original documents that
can be reviewed and sent to customers on request.

There are other methods to providing information to customers and credit profealioThese can

range from direct access to the backoffice accounting system to the creation and distribution of reports.
These methods are not recommended as they are prone to security issues and most often include
manual steps that delay the deliverytbis information.

I@; Customer Payments - = X

R
AssignedUser £
Tra il ¥ CompamyID E TranDate ¥ Postate  E TranCmnt X Trandmt X TrandmtHC X UnappliedAmt E UnapplisdAmtHC  E TenderTypelD X
12/1/2008 12:00:00
= AssignedUser:jmallory (7 items) TranAmt Sum = 17775.000
TranlD ¥ CompamylD F TranDate ¥ PostDate  E TranCmnt X TranAmt X TranAmtHC X UnappliedAmt ¥ UnappliedAmtHC  F TenderTypelD X
50932-CR EZE 02/23/2009 02/23/2009 B56.250 656250 0.000 0.000 CHECK
17990-CR EZB 03/30/2009 03/30/2009 7800.000 T800.000 0.000 0.000 CHECK
51638-CR EZB 04/10/2009 04/10/2009 43.750 43.750 0.000 0.000 CHECK
51%09-CR EZB 06/18/2009 06/18/2009 87.500 87.500 0.000 0.000 CHECK
51978-CR EZB 06/26/2009 06/26/2009 262500 262500 0.000 0.000 CHECK
52196-CR EZB 08/13/2009 08/13/2009 525.000 525.000 0.000 0.000 CHECK
12813-CR EZB 10/09/2009 10/09/2009 8400.000 8400.000 0.000 0.000 CHECK

Summaries for jmallary
AssignedUser:kmullen (44 items) TranAmt Sum = 126966100

Sum = 17775
AssignedUser:UnAssigned (612 items) TranAmt S5um = 3079282.990
Grand Summaries

'Sum = 32240

< 11 | 3

Daily updates of customer invoice and payment information from the backoffice accounting system help
credit and collection managers to access accurate and timely information

e2b software | 521 fifth avenue | chardon, oh 44024 | 440.352.4700 | www.e2bsoft.com



17 Things You Should Be Doing Right Now To Reduce Outstanding Accounts Receiviaatgd of 28

mvl Lo# BMC Sodbwere b Stabaments - *,I | Search Sizhements

Orgareze = B Open with Adobe Reader 9 = Prnk Hewm foider

o Fawceres Flame ° Date madified Type .
B Deskiop ) STMT-2009-10 LS/Z010256 M Adobe Acrobet D T
T STMT-2005-11 1752000 2:56 PM Adobe Acrabat D, 711 KB

“ Librard
¥ Do £ B Compary = || Main Report
J s B Awway Pro

Statement

,..|I':¢h B ABen's ip 'ﬁ Page Page 1

B visd | | 2 americenl \) Statement Diats: 152010

B Amarican T Credii Linet: V1]

8 Comp| | |- Anadarka L Available Crodit 000
B Anders Aut - Cumency: UsD

£ Bovid Label . =

£ BMC Sofwa “8 AR Groug

521 Sth Ave

£ CalumDai B R e aa07

£ Camnphell 5

. £ Carter's C

£ B Richard Customer BAIC Softw Telephone: 403524700 m
= are = J=a

F CF Inchastr 350 Searke Boad _

£ Cna Comp Cadstade, MT07072

B OMES Ereergy
2 Comgpuware
2 Constellst
P Cybarhrs |
& Devon Corp Tl Sl
hake ) bescEption F——
£ Bleat Supp 1152009 Billing Period 10,1249 - 1013409 16,398 75
& Employment
2 Fastenal C 10282009 |11 Bilieg Besied 10,1909 - 162405 11,492 50
# Fedie-Spy
S Porest Lab 10312009 |1 Travel Expenses Momh of October 2008 £,790.36
B Gereral b
2 Golden Gob

L

1023000 |1 Bilkng Peried 102600 - 10010 5,580.00
£ Hewlett-Pa -4 [ ] 3

Cument Page Mo 11 Total Page Nou 12+ Loom Factor 100%

An integrated document management systean provide instant access to invoices, statements and
related documents that customers frequently request from credit and collection professionals.

3. Develop KPIs

Key performance indicatoréKPI3are useful for developing credit and collection plans. But how do you
develop KPIs and which ones will be the best measurement of your progress in improving business
processes?The first step toward developing KPlIs is to analyze your ex@@iistgmer acountsand

accounts receivable data. This historic information will help you see which areas should be targeted for

improvement. It is often helpful to involve many members of the t¢amd to look at many years of
historical data to get other perspectivasd to identify trends. For example, a collection manager may
have great ideas on how to improve business processes and historical data may show an increase or
decrease in particular areas of the business to help identify which areas to target for imm@oie
Some popular KPIs that are prevalent among most credit departments are:

Reduction in average days to pay

Reduction in average outstanding receivables
Reduction in bad debt / writeffs

Reduction in days sales outstanding (DSO)

=A =4 =4 =9
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Many companies focus on other target KPIs once these more cortemgets have been optimized.
More advanced KPIs may require development of custom reportiggijries, or informatiorfrom a
QCM system in order to further define KPIs. Some additionalrf@&®isnclude:

Decreased cost of credit

Improved cash forecast accuracy
Decreased time from sale to invoice delivery
Reduction in invoice disputes

Reduction in dispute resolution time

= =4 =4 =4 =9

You can monitor progress against KPIs using simple applications likesdfiiércel. There are literally
hundreds of companies that provide KPI and Balanced ScorEzaetemplates that may be useful

tools. More advanced analysis may involve development of KPIsagitigations such agdlicrosoft
Performance Server whiganautomatically link data from multiple databases which are displayed in an
online and secured dashboard. This is an excellent management tool to contimealipr progress
against each company and departmental goal.
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Basic KPI data may be availablenfran accounting application but the data is often difficult to collect
and analyze since it often requires multiplpaes and manual calculation€CM applications provide
deeper insight into credit and collections data including instant access to asithdnd more advanced
data elements such as averagest of credit. Further, son@M systems provide built dashboards for
both managers as well as individuals to monitor progress toward personal and company goals
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4. Define Roles

One of the most impdant things you can do right now is to clearly define credit and collection
responsibilities and roles. This applies to companies with dozerredit and collectionprofessionals
to small companies with only a few financial employe@#y is it imporant to define roles and
responsibilities? Below are just a few reasons to consider:

Who has the authority to place customers on hold?

Who can increase credit limits or change credit terms?

Who is responsible for placing collection calls?

If multiple peopleare involved in these processesire their processes the same and how to do
they communicate with each other and different departments in your organization?

T
1
1
T

w2fSa akKz2dzZ R 0S RSTAYSR Ay (GKS ONBRAG Lderatign I YR
should be given to providing primary and secondary responsibilities to employees. This providap back
support in the event that the primary person is not available. It also dragss employees while

providing a clear decisiemaker for key axdit and collection responsibilities.

Larger companies may consider division of roles and responsibilities by account group. For example,
sales representatives are commonly assigned to specific accounts based on geography, industry, product
line, orother criteria. This provides focus and allows management to measure individual performance as
well as the combined team goal. So why should credit and collections be any different? Companies
should consider assigning primary account responsibility to esadiit and collections representative

with key performance indicators measured for both the individual as well as the combined team.
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5. Standardize Messaging

One of the easiest things that credit departments can do to improve buspresssses is to standardize

outbound messaging. This can be accomplished through development of call scripts, template credit and

collection letters, and documented corporate answers to commastomerquestions. There are many
different sources for callcsipts and document templates. Microsaét a popular resource since they

provide many different credit and collectiolemplates for Word.

Applications like Microsoft Word or Crystal Reports can be used for mail resrgeatesusing

accounting datdo personalize communications. These documents can then be sent to customers

assuring that corporate messaging is consistent across the credit department.
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SomeQCM applications includgampletemplatesin Crystal Reports or Microsoft Word forméist
integrate seamlessly with accounts receivable information and maysed to create mail merge
documents that can beent manually or automatically to multipfEcountcontacts.
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61% of late payments are due to complianceadministrative
problemssuch as incorrect invags or receiving the invoice too

late to process payment on established credit terms

(Source: CRFCredit Research Foundation)

6. Document Activities

Much like sales notes in a CRM system, credit and collection activities should be well documented in a
centralized location or database. Companies need to ensure that phone conversations, emails, disputes,
account notes, and other important data is docunteshand available to authorized employees.

Small companies may be able to leverage memos or note features in their existing accounting system for
very basic record keeping. Other company may document activities using other databases or
applications.

It is important to consider several things when selecting any system to track credit and collections
activities. Below are some things that credit managers should consider:

1 Does the system support muitiser access?

1 Can remote users access notes and accouotnmation

1 Can all notes, documents, and financial information be accessed from a central location or will
employees have to use multiple systems?

1 Does the system provide access to account information such as contacts, invoices, payments,
and other detailghat support credit and collection activities?

91 Does the system provide adequate security to protect customer lists or company financial

information?

Is it easy to schedule activities and to assign activities to other employees?

How are activities marked @asmplete?

Are there tools that identify which activities need to be created for new issues (such as past due

balances, disputes, etc.)?

Is it easy to analyzand report on credit and collections activities?

Does the system provide standard and custom\étidis to meet your needs?

Can you document and report against expected payments?

Is it easy to create and log inbound and outbound email communications?
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QCM applications are like CRM for the credit and collections professional providing accesatovaelta
as the ability to fully document and report on activities such as invoice disputes, email communications,
expected payments, account and task notes, and phone conversations.

7. Define Dispute Resolution Procedures

LG R2SayQi YI 00GSN ¢ geSicekgNdompanyzhat 8116 ¢ustdniBi® ifedit@hly ias 2 NJ
to deal with invoice disputes. Disputes may be legitimate (wrong product deliviekamyectservice

rate charged etc.) or it can be disagreementlat requires extensive communications to resolve.
Mismanagement of disputes can significantly affect business relationships and may jeopardize open,
pending, and future orders.

Credit departments should develop a dispute resolution plan documenting stegffectively and
expeditiouslymanage disputes. Dispute plans should include documented procedures defining how to
identify disputes, who is responsible for managing disputes, who has authoappt@ve concessions

or credits, and how standard activiier steps required. It may be helpful to include workflow diagrams
as well.
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