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Foreword

For almost thirty years the fee
earners at Dodd & Co have been
sending bills to their customers.
The vast majority of our wonderful
clients pay up on time (for which
we are truly grateful!) but, like
every other business, sometimes
we have to push for payment.
This booklet is therefore written from our experiences –
and what we do to get the money in on time.
Alan McViety
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Introduction

Why Is It Important To Your Business?
Late payment problems can have a
huge effect on the sustainability of
small businesses. The adverse effect it
can have on cash flow has meant many
small businesses fail as a result of late
payment problems. Despite this fact it is
not uncommon for business owners to
provide trade credit to customers that
they have not properly vetted, and
when payments fail to be made, these
businesses are left feeling cheated.
As a business owner or manager it is
important to protect your cash by putting
into place an effective credit management
strategy. Without one, can you really
expect all your invoices to be paid on time?

Being strict with customers and demanding
payment for goods and services is nothing
to be ashamed of. If you have provided a
service or goods to a customer then you
are entitled to be paid for it.
It is in your interest to follow up any monies
that are owed to your business and having
a routine procedure to do this will make the
task easier.
You must be in control of the situation –
not your customers.
You are not a bank – why let your
customers use your money without
paying interest?

How Can Dodd Rescue Help?
Luckily you don’t need to go it alone in this
process. Dodd Rescue are here to help.
In this report we shall guide you through
the basics of setting up a credit control
system, spotting problem payers early,
limiting the risk of bad debt and how to
make sure money owed to you is paid
as soon as possible.

If you have any queries or require any
further advice on the topics covered in
this report, don’t hesitate to contact us
on 01768 864466, or 0800 9540520.
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Step 1 – Getting It
Right At The Start
Know Your Customers
Many businesses are doomed to failure
before they even get off the ground
because they don’t know who their
customers are. Adopting the attitude “Any
customer is a good customer” will simply
run your business into the ground.
We’re not for one moment suggesting that
you subject all potential customers to a
third degree grilling but remember giving
credit to someone is the equivalent to
giving your money away – albeit for a
(hopefully) short time.
We therefore recommend a few common
sense systems that you should put into
place before you allow a customer time to
pay. And don’t worry, your customers won’t
be insulted as they should be doing it in
their own businesses.
Don’t deliver until you are happy to
allow credit.
A Credit Application Form can be used to
obtain this information and to set out your
terms of trade. Every credit customer
should complete a Credit Application Form
– even if the customer has been a cash
customer for years. Make sure your form
contains all of the information you need –
and get the customer to sign it.
Credit applications should be followed up
with a letter to the person who will actually
make the payments to you, enclosing a
signed copy of the sales contract and/or
confirming the amount of credit available
and your payment terms. By doing so, you
are introducing yourself to the person who
will be making the payments as well as
confirming the payment terms and
reiterating the amount of credit available.

At this stage you need to:
It is best practice to enclose an extra copy
of the contract/letter for the customer to
sign and return. These are important
evidence of the levels of credit and the
terms that customers have formally
agreed to.
Now you are ready to sell to customers
on a credit basis.

Know who you are dealing with?
It sounds obvious but you need to know the following:• trading entity (sole trader, partnership, limited company etc),
• company registration number (for companies),
• payment address,
• the name of the person who deals with payments,
• phone and fax numbers
• email details

Collection of an outstanding debt from an individual is impossible
if you’re actually dealing with the company.

Know if they can they pay?
•Get credit references.
•Speak to other suppliers.
•Check accounts on Companies House.

Set your terms from the outset!
Set credit limits, putting amounts in writing:•Consult your solicitor and have a formal sales contract drawn up.
•Set credit terms (e.g. 30 days, 60 days etc),
•Set credit limits.
•Consider your right to charge interest and at what rate.
•Consider reservation of title clauses.
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Step 2 –
Setting Up A System
Record keeping systems can vary hugely
from one business to another. They can
range from very simple notes of balances
owed by customers to computerised
systems which record detailed information
of each debt. Generally the more detailed
a system is, the more time it will take
to maintain.

With this in mind the following guide will give
a brief outline of implementing two possible
methods of recording sales, one simple and
one detailed. You should select the most
appropriate system for the size and
nature of your business

A Simple System
In this system a sequential record of
numbered sales invoices is kept. This can
either be done by recording sales invoices
in a VAT book or by keeping carbon copies
of all invoices.

alternatively on a carbon copy of
the invoice.

See the table below for an example
of the details you need to keep.
When payment is received for an invoice
the date of receipt is noted against it, or

Dodd & Co can provide accounting record
books for output (and input) VAT.

Date

Invoice No.

Name

Gross

VAT

Net

Paid?

01/02/2010

1

Customer 1

235.00

35.00

200.00

28/02/2010

2

Customer 2

587.50

87.50

500.00

03/02/2010

3

Customer 3

117.50

17.50

100.00

15/02/2010

A Detailed System
A more detailed system will take the same
general approach as the system outlined
above with a few added extras. This is
more suitable for businesses with a
larger number of customers.
When a credit sale is made it is noted on a
specific ‘account ledger’. This records all
sales made to a single customer.

Date

Details

02/02/2010
03/02/2010
04/02/2010

When a payment is received for a credit
sale it is noted as a minus figure on the
customers ‘account ledger’ and matched
up to invoices raised if possible.
The customers’ account ledgers need to
be totalled on a regular basis (usually
monthly). This will produce a list of
outstanding invoices.

Once the business and its systems
have developed sufficiently we would
recommend that this process is transferred
to a computerised accounting package.

Customer 1 LTD

Total

Balance

Invoice 1

235.00

235.00

Invoice 2

587.50

822.50

Receipt

-235.00

587.50

Total Due

This system of tracking debts relies heavily
on the business making sure all sales and
receipts are noted, and checking back
through records on a regular basis for
any sale without a receipt date.

02/02/2010

From this a regular ‘statement’ (a list
showing all the invoices unpaid) should be
produced and sent to customers to remind
them of how much they owe. For example:-

587.50

Principles
The above are very basic guides and each
system should be tailored to the specific
needs of your business. The following
principles should be considered where
relevant to enable it to operate correctly:
• The invoice should show payment terms
and due dates clearly and boldly. E.g.
‘Payment Terms: 30 days from invoice
date – payment to reach us by 31 March
201X’. Include a sentence like “We
reserve the right to charge interest after
30 days”. Keep it brief but clear. N.B. We
recommend that legal advice is sought
when deciding on the wording of
payment terms and conditions.
• Send out invoices promptly. Nothing
happens until your bill gets into the
customer’s payment process.
• Get proof of delivery or written
acceptance of the work done or
goods supplied (If applicable).
• Send the invoice to a named individual,
even if you are dealing with a company.

• On statements, repeat the terms
and indicate debts past due dates.
• Use a “full” statement showing all
unpaid items, current and overdue.
• Record any interest charged and
received on accounts and statements.
• Stick strictly to credit limits and review
these for any late payers.
• Flag any overdue accounts and put a
stop on the account and do not supply
any more goods until they have paid.
• Keep track of key customers, review
trading patterns. Is there a seasonal
problem which affects certain
customers’ ability to pay?
• If items are disputed by customers
deal with them quickly. Do not let delays
allow your customer any more time to
avoid paying you.
• An Aged Debt Analysis is useful for
collecting and monitoring trends and
weaknesses with your customers
(detailed systems only).
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Step 3 – How To
Spot A Problem
Spotting a problem payer before the
actual default can be difficult – but there
are some warning signs to look out for.
Whilst a bounced cheque may be an
obvious problem, our list contains some
items which may not seem as obvious. If
you come across any of these issues, it
may be an idea to keep a closer eye on the
customer’s account:1st. Any change in customer payment
or ordering routines
Most businesses have general
bookkeeping “habits” e.g. pay all the
accounts on the first Friday of the month,
do the orders on the 25th etc. If a good
paying customer suddenly pays a month
late, or defaults from their usual routine
then you should be asking why. Take
particular notice of customers who start
to pay “round sum” amounts rather than
the full amount due, or start to pay cash
on delivery or issue you with
post-dated cheques.
2nd. Customers who have frequent
changes in personnel

may be just using it as an excuse for
supplies to continue without paying
for them.
4th. A “new” customer – particularly if
it’s unexpected
All businesses have “hit lists” of
customers that they would like to supply,
but if you suddenly find yourself being
asked to supply a prized target with
thousands of pounds worth of goods
and services – ask yourself why –
particularly if the order is a complete
surprise! It could be that the customer
has defaulted with their usual supplier
and had their account suspended.
Take great care with the Credit
Application Form.
At the end of the day, there’s no substitute
for “knowing your industry”. Keep your ear
to the ground and pay attention to rumours
– even though they may lead to nothing.
Keep close to your customers – there’s
nothing like a frequent “how are you?”
phone call to plump up the order book!

If the person responsible for paying your
bill is constantly changing then it’s difficult
to know who to speak to if the payment is
late. Try to ensure that the person noted
on your Credit Application Form is as
senior as possible so that you can’t be
fobbed off by more junior staff with little
or no ultimate responsibility.
3rd. Customers changing
bank accounts
It’s quite common for “hiccups” to occur
when a business changes its bankers
e.g. late receipt of new account details
and cheque books etc. However don’t
accept this as a lengthy excuse for nonpayment of your debt – the customer
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Step 4 – Getting
In Your Money
Stages Of Collection
A sale cannot be regarded as being
completed until it is paid for. For a cash flow
to remain healthy, the rate of cash coming
in should be in line with sales made.
There should be a strict timetable for
chasing up debts, and this should become
part of the natural process of making a sale.
It is important however to make sure you
take every opportunity to remind your
customers of the amount they owe.

A Step By Step Approach
Threatening court action too quickly may
be seen to be unfair by your customers,
and as a result they may choose to take
their business elsewhere. Too slow a
response may encourage customers to
consistently pay late, and see you as a low
priority for payment. Therefore the system
should follow a clearly planned process,
which gradually makes the customer aware
of the severity of the consequences of
non-payment. An example of this would be:

Issue invoice (with payment terms/due date)

Issue statement (with payment terms)

We recommend that your collection
procedures should follow the steps outlined
above to gradually turn up the pressure for
customers to pay.
In our experience, a mixture of telephone
calls and written reminders, whether by
letter or by email, is the most effective
method of collecting debts. (N.B. Always
keep a record of any correspondence.)
Discussion:
Once credit terms have been exceeded the
customer should receive a telephone call
from you. The contact details should be
noted on your Credit Application Form (see
earlier). It goes without saying the person
making the phone call should remain polite
and calm at all times and look upon it as an
attempt to gain information as opposed to
an opportunity to make threats against the
customer for non-payment!

Re-issue statement (overdue reminder)

Discussion (telephone call/visit)

Simp
ly
st at e
t he
facts:
-

Send polite reminder letter

Contact solicitor

“Your invoice number
X fell due for payment
on X and I note that I
have not received
your cheque.

Court Action/Enforcement

When can I expect to
receive it?”

Final reminder letter

You then need to plan your response to the
telephone conversation. We would
recommend an immediate follow up letter
putting in writing what has been agreed
with timescales and dates of payment. Ask
the customer to respond immediately if
there is anything in the letter that they do
not agree with.
Polite reminder letter:
If there is still no response after the agreed
period of time, mentioned above, send a
polite reminder letter. See example in
Appendix 1.
Final reminder letter:
If there is still no response, then it is time
to turn up the pressure and send a final
reminder, (see example in Appendix 2).
This letter states that you intend to take
further steps to collect the debt.
Some customers may only respond to
“final demands”. Others simply may be
unable to pay – but you must have a “worst
case scenario” plan in mind at each stage
of the collection process. This plan might
involve thinking about whether or not you
would accept payments by installments, or
whether you are going to strictly adhere to
your credit terms and follow through with
proceedings.
Contact Solicitor:
You must involve solicitors at this point to
correctly advise you on the appropriate
court proceedings, but before doing this
you must ask yourself whether you are
prepared to lose your (bad paying)
customer. If your customers are “one off”
sales then this may not be an issue. But if
you’re in a “repeat business industry” like
ours then this is something that you must
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Step 5 –
Charging Interest
take into consideration. In almost all of the
cases when we have taken legal action to
help us collect the debt, we have lost the

client. This is a value judgement and it is
only you who can decide if the loss of the
customer is worth it.

A Word On Final Demands
If you have issued a final demand and
followed the correct procedures, then you
can have several options. You may chose
to go through the court to get a judgement
on the debt (a county court judgement), or
you could issue a statutory demand for the
debt. Where the debt is large, disputed, or
of a contentious nature then other legal
routes may be appropriate.

In comparison, a statutory demand gives
the customer 21 days to pay the debt.
Once this time has elapsed, and as long as
the debt is over £750, then you can use an
expired statutory demand as a basis for
submitting a petition to formally wind up the
company, or to petition for their bankruptcy
(depending on whether the debt is from a
company or an individual).

After obtaining a county court judgement, if
the debt is still not paid in full, you can
enforce the judgement by asking the court
for any of the following:

There are very specific rules regarding
how to serve a statutory demand, and it is
crucial to get this correct, so legal advice
should always be sought, and usually, a
solicitor will prepare and serve the
relevant documents.

• warrant of execution (i.e. using court
bailiffs to enforce the debt),

The non-payment of a debt by a customer
leads to a simple consequence: the money
is sitting in your customer’s bank account
and not yours! Happily, the law recognises
this and back in 1998 “The Late Payment Of
Commercial Debts (Interest) Act 1998 came
into force.
If you do not have a contract which
provides for interest you may use this
legislation, but only where you are
supplying another business (the legislation
does not apply to credit sales made to
individuals). If you are already entitled to
contractual interest then this will generally
override any legal right to “late payment
interest” outlined in the act below.
The Late Payment Of Commercial Debts
(Interest) Act 1998
The government brought in the Late
Payment Of Commercial Debts (Interest)
Act 1998 to deal with commercial payment
default. This allows businesses to claim
interest on commercial debts which are

paid late. For an invoice to be deemed
‘late’ it must be outstanding after your
contracted credit terms have expired.
If you don’t have specific terms in place,
then an implied credit period of 30 days
from the later of the invoice date, or the
date of delivery of the items should be
used as a default.
The act allows you to charge interest at
a rate of 8% plus the current Bank Of
England base rate. The base rate is
taken as at the previous 30 June, or 31
December. You can also claim under the
legislation for debt recovery costs, which
are set at specified rates depending on
the size of the debt.
When a payment is late you should inform
your customer, in writing, that you are
going to claim interest under the act.
Much more detailed information can
be provided on request if you require
assistance in calculating the amount
of interest that could be claimed.

• an attachment of earnings order
• a charging order on property owned by
the customer
• a third party debt order
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Step 6 – VAT And
Bad Debt Relief
If your customer doesn’t pay you, you can
claim back the VAT you have paid to HMRC
on the sale. This is called bad debt relief.
To be eligible to claim bad debt relief, you
have to meet the following conditions:
• You must have supplied the goods or
services in question, and paid the VAT
on the supply to HMRC.
• You must have written off the debt in your
VAT records. You do this by setting up a
separate list called “refund for bad debts
account”, which records all the bad
debts you have claimed bad debt
relief on.
• The debt must be at least six months old.
• The value of the supply must not be
more than its normal selling price.
• You must not have sold or factored
the debt.
How does it work in practice?
• First, you work out how much VAT you
have paid to HMRC on the bad debt. If
the debt has been part paid, you will
need to use the VAT fraction (either 7/47
or 3/23, depending on what rate was
originally charged on the sale), to find
this amount.
• Next, you need to note some details
about the bad debt in a “refund for bad
debts account”. You will need to record
• The name of the customer.
• The invoice number of the debt which
has gone bad, the amount of VAT
charged and the VAT period in which
you paid the VAT to HMRC.
• Whether any payment has been
received for the invoice and the
outstanding amount you are
claiming bad debt relief on.

• The amount of bad debt relief you are
claiming and the VAT period you are
claiming it in.
These are all straightforward things which
will help you to keep a record of your bad
debt relief claims.
• Finally, you put the bad debt relief claim
on your VAT return by putting the amount
of VAT you are reclaiming in the input
VAT box (box 4).
Is there a time limit for claiming?
Yes. The clock starts ticking from the date
of the invoice, or the date the invoice was
due for payment if this is later. This is called
the “relevant date”.
You can only claim bad debt relief on
invoices with “relevant dates” less than four
years and six months ago. However, you
can never claim back VAT on invoices with
relevant dates earlier than 1 April 2006.

Step 7 –
And Finally…
Without wanting to turn this booklet into the
“War And Peace” of debt collection, we
really have just scratched the surface for
managing your business finances. There
are numerous other ways of controlling
your debt collection which have not been
discussed at length but may include:• discounts for early settlements
• accepting guarantees from third parties
• taking out credit insurance
• factoring or invoice discounting
• using specialist collection agents.
Dodd Rescue can help you to find out
about all of these processes, should they
be appropriate for your business.

What if I use cash accounting?
Under this scheme, you only pay VAT on
your sales when you receive payment from
your customer. Therefore, bad debt relief is
automatically built into the scheme and you
will not need to make any further bad debt
relief claims.
What if my customer pays me after
I’ve claimed bad debt relief?
You will have to repay the bad debt relief
you have claimed by including it as output
VAT (box 1) on your next VAT return.
For further assistance and advice on VAT
bad debt relief contact Faye Armstrong
on 01228 530913.
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Appendix 1 & 2

Appendix 1 - Example Polite
Reminder Letters
(ADDRESS)
(DATE)
Dear (NAME)
Account Outstanding £ (AMOUNT OVERDUE)
After reviewing your account I am aware that the above amount is still outstanding, which I
assume you have overlooked.
Our credit terms are 30 days (ADJUST AS APPROPRIATE), your invoice was raised on
(ADD INVOICE DATE HERE) and therefore you are well outside our credit terms. Payment is
needed in order for you to keep your account in order. Please note interest is added on a
monthly basis (REMOVE IF NOT APPLICABLE).
We accept payments by all major credit cards as well as by cheque and cash.
If you have any queries please do not hesitate to contact me.
Yours sincerely
(YOUR NAME)

Appendix 2 – Example Final
Reminder Letter
(ADDRESS)
(DATE)
Dear (NAME)
Account Outstanding £ (AMOUNT OVERDUE)
Further to my letter dated (DATE OF LAST REMINDER LETTER), I am disappointed to note
that we have not received any payment and you have not got in contact with me.
Your account is seriously overdue and payment is required immediately, in order to keep
matters up to date. Failure to clear the above balance by (INSERT DATE) will leave me no
alternative but to take further action. This may include court proceedings.
Please do not ignore this letter.
If there is any reason which may prevent you from clearing your account, please contact me
on (YOUR TELEPHONE NUMBER).
Yours sincerely
(YOUR NAME)
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