
Steps for collection on past/over due balances.



▪ All collection activities start with a great credit application!
▪ Signed by correct parties
▪ Personal guarantee
▪ Terms of agreement including collection actions
▪ Venue for legal actions and the state laws that will govern 

transactions
▪ Legal/collection fees and finance charges covered
▪ Include protection against Purchase Order (PO) over ride.
*Credit applications are a legal, binding contract. Do not 
allow terms and conditions to be changed without 
discussion/negotiation. 



▪Boiler plate language on back of invoices

▪Signed invoice copy (with name of signer printed clearly)

▪Sale of goods – Governed by four (4) year statute of 
limitations as part of the UCC

▪Verbal contract – 4 years statute of limitations (may vary 
from state to state)

▪ Implied contract – can establish a history of customer 
purchasing and paying as normal course of business



First contact is meant to establish communication. Whatever your 
customer tells you (order is disputed;  can’t/won’t pay) is a starting 
point. 

▪ Reason(s) for non payment

▪ Didn’t receive invoice or product 

▪ Received incorrect product 

▪ Invoicing/PO or pricing error 

▪ Seven year statute of limitations to collect on old debts.

▪ Phone calls – must be documented with time and date. 

▪ Text messages – keep copy of original message and any responses.

▪ E-mails – same as text messages.



▪ Five or Ten Day Demand letters can be very effective – send 
both certified and regular mail or other traceable mail courier 
service

▪ Intent to Pursue Small Claims – Basically a copy of your small 
claims form with a note attached stating that, if the balance 
isn’t paid by a specific date, you will file small claims.

▪ If a corporation, LLC, partnership, etc. and you have personal 
guarantee(s), have the guarantor(s) served separately from 
the business, so you will have two actions under the same 
small claims filing – one for the business and one for the 
personal guarantor(s)





▪Payment agreement – signed and notarized

▪Confession of Judgment – allows judgment without court 
hearing if payment is not made as stipulated in the 
agreement

▪ If small payment is made on day 2554, the seven (7) year 
statute starts over again.





▪ 1099C – Form can be submitted to the IRS showing that debt to 
your company has written off can be considered as income for 
your customer if it is for rental of equipment or something that 
you company financed as a normal course of business. 

▪ Sometimes, just the threat of reporting will spur customer to 
pay

▪ Form is submitted the same year that your company writes off 
the debt

▪ Forms must be obtained via mail from the IRS

https://www.irs.gov/forms-pubs/about-form-1099c

https://www.irs.gov/pub/irs-pdf/f1099c.pdf

https://www.irs.gov/forms-pubs/about-form-1099c
https://www.irs.gov/pub/irs-pdf/f1099c.pdf


▪Small claims – filing/case takes place in the county/court 
that your business resides in if specified in agreement. 
Otherwise, case is filed and heard in the county/court in 
which the action took place.

▪$2,500.00 to 25,000.00 limit (depending upon State)

▪Most courts require arbitration before hearing

▪Sometimes, the threat of court action is motivation to 
pay the bill





▪Perfection of judgment is easier through an attorney as 
they have broader access to garnish wages, bank 
accounts, tax returns, etc.

▪Attorneys – research to ensure you find one that is easy 
to work with and will handle cases the way YOU want 
them handled.

▪ If there is a personal guarantee on file, pursue filing a 
trust deed filing on customer’s home and/or personal 
property.



▪ Don’t wait! As soon as you are notified bank the bank, call the customer 
and ask for repayment plus the NSF check fee.

▪ If the customer isn’t available, call the bank the check is drawn on and 
ask if there are funds available to cover the check. You can always 
present the check directly to the bank, in person, and ask for a cashiers 
check to be drawn if funds are available. 

▪ Have an NSF check letter that clearly states the laws governing 
returned checks in your state. In Utah, the statue states that you can 
collect treble damages or up to $300, whichever is greater, in addition 
to court fees, etc.

▪ Letter should be sent certified mail (or other verifiable currier service) 
with an additional copy sent regular mail. You might consider sending a 
copy of the NSF letter via fax or e-mail if you have a verified e-mail or 
fax number. USE CAUTION when sending this way as you do not want 
this to go to the wrong person.



▪ Your NSF letter must clearly state a deadline that payment must be received by to 
avoid further action. If you customer hasn’t responded within five days of this 
deadline, prepare and send a small claims notice if applicable.

▪ Depending upon the amount of the check and your state law, you can make a report 
with your local police department for check fraud – normally it is $5,000 or greater 
but check the laws in your state or with legal counsel. 

▪ If the amount of the NSF check is within the small claims threshold in your state, 
proceed with the small claims processing. 

(Helpful Hint – if you customer contacts after you’ve paid fees for small claims filing 
and/or service or after they’ve been served, you may be able to include any 
processing or legal fees that you have incurred while trying to collect the debt.)



▪ Protect your companies interests by filing UCC’s or 
preliminary lien/liens whenever possible.

▪ You can file UCC’s and Lien’s yourself, NACM offers services 
that will file for you at a nominal cost.

▪ Check your state laws to find out what, if any preliminary 
lien notices must be made, when and to whom. All filings 
have a deadline to be sure to calendar those dates so you 
don’t miss the window of opportunity!

*Be sure to send all notices certified with return receipt 
requested. Returned service cards may be used as 
evidence should any legal matter arise*



▪ Not always a bad thing
▪ Chapter 7 – personal. Total liquidation of all assets to pay debt
▪ Chapter 11 – business debt reorganization. Debtor in 

possession could mean that you will continue to do business 
with the same people or it may mean that there will be a court 
appointed overseer.

▪ Chapter 12 – Farmers or Commercial fisherman 
reorganization

▪ Chapter 13 – Personal/consumer credit reorganization.
▪ Always file Proof of Claim with copies of all supporting 

documentation (application, personal guarantee, copy of most 
recent statement, etc.)


