View metadata, citation and similar papers at core.ac.uk brought to you by fCORE

provided by DigitalCommons@PFlorida International University

Hospitality Review

Volume 3

Articl
Issue 2 Hospitality Review Volume 3/Issue 2 icle 5

1-1-1985

Protecting Your Assets: A Well-Defined Credit
Policy Is The Key

Steven V. Moll

Florida International University, mollsv@fiu.edu

Follow this and additional works at: http://digitalcommons.fiu.edu/hospitalityreview

Recommended Citation

Moll, Steven V. (1985) "Protecting Your Assets: A Well-Defined Credit Policy Is The Key," Hospitality Review: Vol. 3: Iss. 2, Article .
Available at: http://digitalcommons.fiu.edu/hospitalityreview/vol3/iss2/5

This work is brought to you for free and open access by FIU Digital Commons. It has been accepted for inclusion in Hospitality Review by an

authorized administrator of FIU Digital Commons. For more information, please contact dec@fiu.edu.


https://core.ac.uk/display/46947195?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1
http://digitalcommons.fiu.edu/hospitalityreview?utm_source=digitalcommons.fiu.edu%2Fhospitalityreview%2Fvol3%2Fiss2%2F5&utm_medium=PDF&utm_campaign=PDFCoverPages
http://digitalcommons.fiu.edu/hospitalityreview/vol3?utm_source=digitalcommons.fiu.edu%2Fhospitalityreview%2Fvol3%2Fiss2%2F5&utm_medium=PDF&utm_campaign=PDFCoverPages
http://digitalcommons.fiu.edu/hospitalityreview/vol3/iss2?utm_source=digitalcommons.fiu.edu%2Fhospitalityreview%2Fvol3%2Fiss2%2F5&utm_medium=PDF&utm_campaign=PDFCoverPages
http://digitalcommons.fiu.edu/hospitalityreview/vol3/iss2/5?utm_source=digitalcommons.fiu.edu%2Fhospitalityreview%2Fvol3%2Fiss2%2F5&utm_medium=PDF&utm_campaign=PDFCoverPages
http://digitalcommons.fiu.edu/hospitalityreview?utm_source=digitalcommons.fiu.edu%2Fhospitalityreview%2Fvol3%2Fiss2%2F5&utm_medium=PDF&utm_campaign=PDFCoverPages
http://digitalcommons.fiu.edu/hospitalityreview/vol3/iss2/5?utm_source=digitalcommons.fiu.edu%2Fhospitalityreview%2Fvol3%2Fiss2%2F5&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:dcc@fiu.edu

Protecting Your Assets: A Well-Defined Credit Policy Is The Key

Abstract

In - Protecting Your Assets: A Well-Defined Credit Policy Is The Key — an essay by Steven V. Moll, Associate
Professor, The School of Hospitality Management at Florida International University, Professor Moll observes
at the outset: “Bad debts as a percentage of credit sales have climbed to record levels in the industry. The
author offers suggestions on protecting assets and working with the law to better manage the business.”

“Because of the nature of the hospitality industry and its traditional liberal credit policies, especially in hotels,
bad debts as a percentage of credit sales have climbed to record levels,” our author says. “In 1977, hotels
showing a net income maintained an average accounts receivable ratio to total sales of 3.4 percent. In 1983,
the accounts receivable ratio to total sales increased to 4.1 percent in hotels showing a net income and 4.4
percent in hotels showing a net loss,” he further cites.

As the professor implies, there are ways to mitigate the losses from bad credit or difficult to collect credit sales.
In this article Professor Moll offers suggestions on how to do that.

Moll would suggest that hotels and food & beverage operations initially tighten their credit extension policies,
and on the following side, be more aggressive in their collection-of-debt pursuits.

There is balance to consider here and bad credit in and of itself as a negative element is not the only reflection
the profit/loss mirror would offer.

“Credit managers must know what terms to offer in order to compete and afford the highest profit margin
allowable,” Moll says. “They must know the risk involved with each guest account and be extremely alert to
the rights and wrongs of good credit management,” he advocates. A sound profit policy can be the result of
some marginal and additional credit risk on the part of the operation manager.

“Reality has shown that high profits, not small credit losses, are the real indicator of good credit management,”
the author reveals. “A low bad debt history may indicate that an establishment has an overly conservative
credit management policy and is sacrificing potential sales and profits by turning away marginal accounts,”
Moll would have you believe, and the science suggests there is no reason not to.

Professor Moll does provide a fairly comprehensive list to illustrate when a manager would want to adopt a
conservative credit policy. In the final analysis the design is to implement a policy which weighs an acceptable
amount of credit risk against a potential profit ratio.

In closing, Professor Moll does offer some collection strategies for loose credit accounts, with reference to
computer and attorney participation, and brings cash and cash discounts into the discussion as well.
Additionally, there is some very useful information about what debt collectors — can’t — do!
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