
1 
© Simply-Docs - TR.D&C.01.06 - Guidance Note: Trade Credit and Credit Control 

 
 
 
 
 
1. Introduction 

 
This Guidance Note is designed to assist businesses which trade with any of their 
customers on credit terms - that is, they allow time to pay rather than requiring 
payment in advance or with order, or on or before delivery of goods or supply of 
services.  Management time is wasted chasing late payments and initiating court 
actions to recover debts, and legal costs will be incurred once you issue court 
proceedings. It is prudent to try to minimise such this by taking preventative 
measures. 
 
We have therefore outlined below: 
 

 points to be considered where a customer wishes to benefit from credit terms, 

 some of the measures you might take and processes that you might operate 
within your business for that purpose before you grant credit, 

 suggestions as to how to manage the situation (i.e. credit control) when you 
do operate such credit facilities. 

 
This note does not also deal with debt recovery or legal action. Our Guidance Note: 
Debt Recovery and Legal Action deals with the means by which you may seek to 
recover payment where a customer fails to meet his payment obligations to you. 
 

2. Credit Checks 
 
You should perform adequate credit checks on new customers before offering them 
any credit facility. This could include any or all of the following: 
 
Court Judgments 
 
You might check whether a new trade customer has any court judgments outstanding 
against them. This can be checked by an online search, for example at 
http://www.trustonline.org.uk. 
 
References 
 
You might take up references from several sources. Typically they will be from: 
 

 the customer’s bank, 

 at least two other businesses that supply the customer, 

 from the customer’s accountant and/or solicitor (or others) where substantial 
sums are involved and/or where the customer is a large entity, 

 credit reference agencies. 
 
Financial Statements 
 
Whether your customer is a sole trader, partnership or company, you might seek 
copies of their accounts and balance sheets for the last complete financial year of 
trading and for previous years (typically two years) in order to judge their financial 
position. 
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Personal Assets 
 
Where your customer is a sole trader or partnership, you might also ask to see 
evidence of ownership of their personal assets. 
 

3. Credit Control: Preventative Measures 
 
Terms of Contract 
 
You should ensure, before you agree to grant credit terms to any customers (both 
credit and cash customers) that they are issued with a tightly drawn agreement or 
terms and conditions, in which payment terms are clearly set out. For example, see 
our: 

 Terms and Conditions for Supply of Goods and Services (Business to 
Business) (BUS.TC.05); and 

 Terms and Conditions for Supply of Goods and Services (Business to 
Consumer) (BUS.TC.08). 

 
Your terms for credit should clearly state the maximum credit period and maximum 
credit amount, and you should ensure that these terms are prominently shown in 
your terms and conditions and on your invoices. 
 
Third Party Guarantee 
 
Where your customer is a sole trader you might ask him/her to provide a personal 
guarantee from a third party. This is an option where the sole trader cannot provide 
you with adequate comfort about his/her trading/financial history or personal assets, 
but you will need to be satisfied that the financial position of any proposed guarantor 
will enable him/her to meet his/her guarantee obligations. Similarly, where your 
customer is a partnership. 
 
Where your customer is a company, and its financial statements indicate that it might 
not have the wherewithal to meet its payment obligations, you might look for a third 
party guarantee from a director, shareholder or parent company but you will need to 
be satisfied that their financial position will enable him/her to meet his/her guarantee 
obligations. 
 
Security Over Assets 
 
Mortgage/Legal Charge: A more complicated option would be to obtain security over 
particular property or other assets of the customer (to secure payment of his/her 
debts to you) but this might take time to set up. Whether this is a realistic option will 
depend on what property or other assets the customer owns. It will also depend on 
whether it is actually possible to create security over the property/assets in question. 
For example, there might already be security over the particular property/assets in 
favour of a third party (e.g. a bank) and that might render it impossible to create 
further security over them, or it may be that further security over them will be 
inadequate if their value is insufficient after the third party’s claim is exercised. 
 
Floating Charge: If your customer is a company, you might be able to take security 
over its assets generally by means of a “floating charge” but this may not be an 
available option, for reasons similar to those above in relation to particular property or 
other assets of the customer. 
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Retention of Title 
 
Where you sell goods or materials to your customer, you might be able to add a 
trading term to your terms and conditions of sale whereby the customer agrees that 
there will be a “retention of title” over the goods/materials sold. In short this means 
that it is agreed that when you deliver goods/materials to your customer, it will only 
become the owner of those goods/materials once it has paid you for them in full. 
Some such arrangements can be quite complicated depending on the particular 
circumstances and you will need to take legal advice on whether “retention of title” 
can be an option for you, the wording of the “retention of title” that you should use, 
and how you should manage the practical aspects of the arrangement. 
 

4. Credit Control: Collecting Payment 
 
Irrespective of any other measures (such as those outlined above) that you might 
take, there are, as follows, a few simple and essential procedures that you should 
follow in all cases. 
 
Invoicing 
 
You should ensure that invoices are issued in a timely manner, and in accordance 
with the terms and conditions or agreement. 
 
Discount/Rebates for Prompt Payment 
 
This can incentivise a customer to pay on time, and might boost your cashflow, but 
you will need to cost this properly. You also need to be aware that some customers 
might claim early payment discount but still pay late. You might give regular rebates 
to customers who have paid on time, based on a percentage of the value of their 
purchases. 
 
Debt Factoring 
 
This is a financial arrangement in which a factoring company (often a bank) buys 
debts from you, takes responsibility for collecting money relating to your business 
invoices, and immediately pays you part of the total amount owed on the invoices. It 
may effectively improve your cash flow but, in addition to the discount that you allow 
to the factor (i.e. the part of the debts that the factor does not pay to you when it buys 
your customer debts) there are some significant disadvantages which need to be 
carefully considered. You also need to be aware that a factor will only take on debts 
due from your customers that the factor deems creditworthy. 
 
Reminders 
 
Once payments become overdue, the first step is to send a reminder letter. This 
records the late payment, the amount outstanding, the invoice(s) in respect of the 
amount and the breach of credit terms. It requests payment by return or, pending 
payment, correspondence to explain the delay. If the amount owed by the customer 
represents more than one invoice, a statement should be enclosed with the reminder 
letter so that the amount payable by the customer can be easily verified. 
 
Interest 
 
If you are able to claim interest on late payment, your customer will have an incentive 
to pay you more quickly, or at least prioritise payment to you rather than another 
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creditor who is not claiming interest.  You might include amongst your trading terms 
and conditions a clause for payment of interest on monies due, but even where you 
do not do so, you can claim interest under the Late Payment of Commercial Debts 
(Interest) Act 1998 (“CDA”). Under the CDA, a creditor is entitled to charge interest 
on the debt where the contract is silent on the subject of interest. Please note that the 
CDA only applies where both the supplier and the customer are acting in the course 
of a business.  
 
Third Party Takes Over the Debt 
 
Sometimes a third party will agree to pay the customer’s debt, in exchange for 
receiving the goods that the customer has received from the business.  
 
Extension of Time To Pay 
 
If the customer requests an extension of time to pay the debt, and the business 
agrees to this, this can be documented using a suitable form of written agreement. 
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