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Legal Alert

November 5, 2018 QUESTION: SO, WHAT ARE CREDIT PROCEDURES AND WHY DOES MY

: : BUSINESS NEED THEM ANYWAY?
Michael R. King

mking@gblaw.com
602|-256-44OEV ANSWER: CREDIT PROCEDURES ARE THE REGULATIONS WHICH

IMPLEMENT THE CREDIT POLICIES. WITHOUT CREDIT
PROCEDURES, YOUR PEOPLE WILL NOT KNOW HOW TO MAKE
YOUR WONDERFULLY THOUGHT-OUT CREDIT POLICIES WORK.

Previously we discussed how to implement credit policies. The next step is to implement credit
procedures which are the detailed statements which make the policies function. Credit procedures
represent the daily operating instructions for the credit department to follow. In other words, the
answer to “How do I do it?” is “See your procedure manual.”

Credit procedures must be understandable to everyone in the business. Credit procedures must
be understandable to the clerk-level employee. By nature, they must be detailed and describe the steps
necessary to accomplish a given task. Credit procedures must be able to survive turnover in your
business. Good credit procedures must be able to be passed along to your new employees so that new
employees can pick up the procedures manual and perform the tasks by reading and following the
procedures or directions. The procedures must include all of the directions and the steps necessary to
accomplish the assigned tasks.

Credit procedures must define the task as well as its outcome. The procedures should answer
the question of "What is the result of the finished task?" One way of testing the effectiveness of your
procedures is to ask the following hypothetical: "If every manager in your company were out of town
and a new employee had a question concerning how to perform a task, would he or she be able to
review the procedures manual and follow it to accomplish the task, generally without further
guestions?"

Credit procedures should be reviewed every 90 days to be certain they are adequate to the
ever-changing methods used when tasks are performed. Unlike policies which should not change often,
procedures may need "fine-tuning™ on a regular basis to keep up with the ever-changing marketplace.

Who should assist in updating credit procedures? First, the employees who perform the tasks
are among the key people involved in updating procedures. They should be encouraged to provide
feedback concerning improvements. Ask the “front line” employees what “corners” they have learned
to cut in order to accomplish tasks more quickly, more completely, or with greater ease. Second,
involve managers in the updating of procedures. Be certain that both employees and managers sign-
off on changed procedures to indicate that they both actually comprehend the change and will support
the implementation of changed credit procedures.

I suggest that you think about and list examples of credit procedures which you use daily. After

This article may be disibues PTEP@TING such a list, contrast these procedures with some of your credit policies. See the difference?
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The material appearing in this website is for informational purposes only and is not legal advice.
Transmission of this information is not intended to create, and receipt does not constitute, an
attorney-client relationship. The information provided herein is intended only as general information
which may or may not reflect the most current developments. Although these materials may be
prepared by professionals, they should not be used as a substitute for professional services. If legal or
other professional advice is required, the services of a professional should be sought.

The opinions or viewpoints expressed herein do not necessarily reflect those of Lorman Education
Services. All materials and content were prepared by persons and/or entities other than Lorman
Education Services, and said other persons and/or entities are solely responsible for their content.

Any links to other websites are not intended to be referrals or endorsements of these sites. The links

provided are maintained by the respective organizations, and they are solely responsible for the
content of their own sites.





