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Credit and Collections: Two Approaches

The size of your company and its resources will help determine your approach to extending credit and collecting accounts.
The scenarios that follow illustrate two different approaches to credit and collections.

Scenario One:

David operates Roadhopper--a local deliver y or "courier" service. David employs two other drivers and an office manager.
A lot of his customers (mostly local businesses) use his services on a regular basis, but some are one-time customers.
Some of these one-time customers are consumers. David requires that one-time customers (and consumers) pay for his
ser vices by cash or credit card. Roadhopper’s "credit department" consists of David, who usually agrees to bill most busi-
ness customers - even when he has not done business with them in the past. His office manager sends out bills to his
regular business customers once a month. Payment is required within thirty days.

David’s office manager sends out payment reminder letters when an account is thirty days, sixty days, and ninety days
past due. Each letter is a bit more forceful than the last. If an account is over $500, David calls the customer on the phone
when the account is sixty days past due, and asks the customer to promise a date when payment will be made. If payment
is not made, David calls the customer again when the account is ninety days old. Because Roadhopper does not investi-
gate the financial condition of its customers or do any up-front approval, it has a higher number of past-due accounts than
companies that do investigate and analyze customers prior to extending credit. David figures that it would cost him more
money to hire and train additional staff to do that than it costs him in "charged-off" accounts.

When accounts are 120 past due, Roadhopper "writes-off" past due accounts. The office manager continues to try to col-
lect accounts under $100 by sending the customer monthly past due notices.

When they are 120 days past due, all accounts between $100 and $1,000 are turned over to a collection agency. The col-
lection agency keeps 50 percent of the amount it collects on each account and remits the balance to Roadhopper.

When they are 120 days past due, David files suit in small claims (conciliation) court for all accounts that are over $1,000
but under $5,000. When he filed his first two or three cases, David paid his attorney on an hour ly basis for advice on how
to prepare for and handle the case. David now feels comfor table with handling small claims cases himself. He has been
successful in getting judgments from several deadbeat customers.

David turns over all accounts that are 120 days past due and have balances of more than $5,000 to his attorney. David’s
attor ney takes the cases on a "contingent fee" basis, which means that the attorney keeps a certain percentage (35%) of
the amount he or she collects as a fee.

Scenario Two:

Mor ton Co. is a wholesaler of plumbing products. Mor ton has thousands of customers. Mor ton Co. is large enough that it
has its own credit and collections departments.

The credit department is responsible for deciding which of its customers will receive credit terms, and which of its cus-
tomers must pay in cash. The credit department requires that each customer requesting credit terms complete a credit
application and provide company financial statements and credit references. A decision whether to grant or deny credit to
a customer is based on specific criter ia in Morton Co.’ s wr itten credit policy.

The collection department is responsible for collecting past due accounts. Past due notices are sent on a periodic basis to
all accounts. Telephone calls are made on a regular basis to accounts over $1,000. Morton writes off all accounts that are
over 120 days past due.

When they are 120 days past due, Mor ton sells accounts with balances over $1,000 but under $20,000 to a collection
agency. The collection agency pays Morton fifty cents on the dollar for the accounts.



When accounts over $20,000 are 120 days past due, Mor ton pays its attorney on an hour ly basis to collect them. Some-
times, its attorney collects the account simply by writing a demand letter. Other times, its attorney must go through the
process of commencing a lawsuit and obtaining a judgment against the customer. Mor ton’s attor ney also help’s Mor ton
collect on any judgments obtained.



Find a Consumer Protection 

Attorney Near You

Learn More: Tips to Help Protect Your Identity, Protect 

Yourself from Online Auction Fraud, Stolen Identity: 

What to Do

The FindLaw Guide to Online Fraud and Identity Theft

Follow us on

A Thomson Reuters Business

FINDLAW.COM EMPOWERS 

PEOPLE WITH TRUSTED,  

TIMELY AND INTELLIGENT  

LEGAL INFORMATION

BLOGS – FindLaw Blogs present timely news that has 

real-life implications, deliver important information 

and discuss law-related entertainment. 

FINDLAW ANSWERS – A vibrant, interactive online 

community where everyday people can ask legal 

questions and get real-time answers from legal  

professionals and others with similar experiences.

NEWS & NEWSLETTERS – Updated throughout the 

day and night and covering a wide range of legal 

topics, FindLaw.com’s News page presents current 

legal news, keeping people informed and educated.

FIND A LAWYER – An easy-to-search database 

of more than one million lawyers and law firms. It 

provides detailed information, enabling people to 

contact a qualified lawyer when they are ready.

DO-IT-YOURSELF FORMS & CONTRACTS – FindLaw.

com provides accurate legal documents for common 

legal matters. Choose from a library of easy-to-use, 

low-cost, accurate legal forms for everyday legal issues.

FINDLAW VIDEO – On FindLaw.com, you’ll find an 

online directory of more than 1,500 short videos 

dedicated exclusively to legal topics and attorney and  

law firm profiles.   

Connect With Us
FindLaw.com has an entire social media team 

dedicated to providing our users with as many 

options as possible to join, participate in, and learn 

from the FindLaw community. Some of the  social 

key channels are the following:

 

•	 FindLaw for Consumers on Facebook 

Making the law easy to access with interactive 

legal updates aimed at starting conversations, 

informing followers of their legal rights and 

providing a forum for questions and resources 

 

•	 @FindLawConsumer on Twitter 

Tweeting interesting, entertaining and  

informative legal news everyday 

Copyright © 2013 FindLaw, a Thomson Reuters business. All rights reserved. The information 

contained in this article is for informational purposes only and does not constitute legal advice.  

The use and distribution of this article is subject to the Creative Commons BY-NC-ND license, which 

can be viewed at  http://creativecommons.org/licenses/by-nc-nd/3.0/. You must attribute the article by 

providing the title of the article, FindLaw copyright notice and link to the original work. You may not 

use the article for commercial purposes and you may not alter or transform this article in any way.

HAVE A LEGAL QUESTION?

NEED TO FIND AN AFFORDABLE, 

QUALIFIED ATTORNEY?

Protect yourself, your family or  

your business with a legal plan 

or form from LegalStreet

http://consumer.findlaw.com/online-scams/?DCMP=CCX-MG-012
http://findlaw.com?DCMP=CCX-MG-012
http://www.facebook.com/FindLawConsumers?DCMP=CCX-MG-012
https://twitter.com/findlawconsumer?DCMP=CCX-MG-012
http://legalblogs.findlaw.com/?DCMP=CCX-MG-012
http://answers.findlaw.com?DCMP=CCX-MG-012
http://legalnews.findlaw.com/?DCMP=CCX-MG-012
http://lawyers.findlaw.com?DCMP=CCX-MG-012
http://forms.findlaw.com/?DCMP=CCX-MG-012
http://video.findlaw.com/?DCMP=CCX-MG-012
http://www.facebook.com/FindLawConsumers?DCMP=CCX-MG-012
https://twitter.com/findlawconsumer?DCMP=CCX-MG-012
http://www.facebook.com/FindLawConsumers?DCMP=CCX-MG-012
https://twitter.com/findlawconsumer?DCMP=CCX-MG-012
http://creativecommons.org/licenses/by-nc-nd/3.0/
http://findlaw.com?DCMP=CCX-MG-012
http://legalstreet.com?DCMP=LS-LPD-001

