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Credit Risk and Vetting Your Foreign

Customers
September 29, 2020 | 3:00 PM - 4:00 PM CDT

This could almost be a daily program with Risk increasing and
changing rapidly! We've invited a number of presenters for a variety
of perspectives; that is, an underwriter from FCIA, a banker and an
insurance broker. These folks will have the most timely information
to assist in your risk evaluations.
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Details Here
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Credit Report
Direct Use

We would like to remind you that you can have Direct Access to
Experian Credit Reports, Equifax Canadian Reports, and Trade Group
Exchange (TGX) Reports.

For those that already have direct usage please remember the
following;:

+ If any issues occur, such as you need a new password, your locked

out etc.. The first step would be to contact The Association to
assist you.

+ Please be sure to keep your User ID and Password in a secure
area. They are not to be shared with anyone.

¢ Due to the compliance regulations, please be sure that all BOP
reports must have the required verbiage; or some form of
permissible use from the individual, prior to pulling the report.

¢ Ifyou need training on how to pull a report give us a call

We are always glad to help or answer any questions you may have, our

email address is creditreports@wcacredit.org or call 262-289-1221/1223
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IF YOU THINK YOU LOOK FUNNY .
please send an email to

ON A HORSE!

It has been
said that
“Perception
IS Reality.”
When it
comes to our
relationships
with people,
our perceptions play a
significant role. Our
perceptions about others and
ourselves can often create
illusions, which hinder our
success and our ability to
perform at the highest level of

COVID, Chapter 11, Critical Vendor and Sus-
pension Orders: The New World of Credit

Risk with the Insolvent Customer
By: Scott Blakeley, Esq

Abstract

COVID, through state shutdown orders and social
distancing, has caused severe financial strain on
companies. Scores of companies deemed non-
essential have closed, and only now are starting to

achievement. reopen. As the government rolls out trillions of

. dollars to bail out compandies, credit teams dealing
How we perceive our co- with maturing and past due invoices are scrambling
workers, customers, to determine whether their customers may resume
teammates, and all the operations and pay the invoices.

people around us has a
profound impact on their

morale, motivation, and COVID-Impacted Customers’ Essential Need to Preserve Cash and Extend

performance. Trade Credit

The objective of this webinar In the face of this unprecedented economic downturn, customers are taking

is to show how “what you see aggressive steps to preserve liquidity, improve their balance sheets and improve their
is really what you get” in life. cash position, which is pushing on the supply chain by unilaterally extending

Our perceptions always take suppliers’ normal set terms to extended terms both for open invoices and pending
center stage in our personal POs. Customers are finding that lenders are pulling back on financing, and as
and professional lives and a consequence are leaning on the supply chain to ease their liquidity crisis.
form th? basis of our Credit teams are wrestling with customers both pushing out due dates of pending
prosperity and invoices and POs to extending terms. The customers’ post-COVID supply chain
productivity. “People show strategy is to buy time, and offload credit risk, on the backs of suppliers through

up for you according to your terms pushback as they await the economy to reopen. This new form of terms
perce;ztlons you hav_e of pushback throws out metrics, such as the cash conversion cycle and days payable
them.” —Psychologist, Bruc¢  gutstanding, and focuses exclusively on preserving cash flow.

Christopher
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COVID, Chapter 11, Critical Vendor and
Suspension Orders: The New World of
Credit Risk with the Insolvent
Customer (continued)

Wave of COVID Caused Chapter 11s and Insolvencies Forecast
COVID-impacted customers are forecast to default on their lending and
bondholder obligations in the coming weeks, with a resulting avalanche of
Chapter 11 filings. Economists expect the U.S. economy will shrink by 40%
in Q2 following lockdowns, as more than 6.7 million U.S. companies are at
severely high risk of insolvency, while unemployment may hit 25%. If the
economy continues on its current trend of a recession along with a
continued rise in unemployment claims, historical correlations
project the same increase in business bankruptcy filings. Those most
at risk include retailers and restaurants.

Economists project more than 100,000 small businesses to shut down
permanently. According to the American Bankruptcy Institute, the number
of bankruptcy filings has risen sharply with 560 commercial Chapter 11
filings in April alone, a 26% increase from the prior year. Stay-at-home
orders have forced many brick-and-mortar businesses to shut down and file
for bankruptcy.

Opportunities for Continued Sales with Chapter 11 Customers
Suppliers whose customers are facing a liquidity crisis and unable to meet
their creditor obligations are forecast to resort to filing Chapter 11. Post-
COVID, the sales teams for suppliers are desperately looking for sales,
which may include soliciting orders from customers filing Chapter 11. To
induce suppliers to sell on credit post petition, the Bankruptcy Code
provides suppliers selling on credit terms to customers post petition
are entitled to a priority claim for the unpaid post petition

invoices. Customers filing Chapter 11 recognize the value suppliers
create with their post petition credit sales to their working

capital. However, credit teams are cautious to extend terms post
petition given the risk of payment, even with debtor in possession
financing, especially if the supplier has prepetition invoices.

To try to bridge the reluctance of the credit teams to resume a terms
relationship, customers are more frequently offering a sweetener to
suppliers in the form of critical vendor. Post-COVID, retailers such as J.C.
Penney and Neiman Marcus have filed motions for critical vendor (COVID)
and 503(b) (9) treatment for certain suppliers.

Given the forecast of a record number of Chapter 11s to be filed, along with
COVID and 503(b) (9) motions that may accompany these filings, balanced
with the suppliers’ need to make sales post-COVID, the doctrine of COVID
is worth considering during the pandemic.

Critical Vendor and 503(b) (9) as a Source of Continued Trade
Credit

Credit teams understand that pre-COVID, a customer’s Chapter 11 filing
meant long delays before receiving any payment on the prepetition account,
which is usually only a fraction of the claim. Even with the Bankruptcy
Code providing priority for a supplier’s post petition invoices, the risk to
the credit team of a second risk of loss with post petition credit sales
was too much. How does COVID work post-COVID and what are the
concerns for the credit team?
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The Association has been
successful in matching
qualified experienced
individuals with open credit &
credit-related positions.
Interested parties are invited to
take advantage of this
specialized service.

Candidates

After contacting us, candidates will be
asked to complete a Personal Profile &
supply The Association with copies of
their resumes. All documents will be
kept in confidential files maintained by
The Association. Wherever appropriate,
your resume will be sent to a prospective
employer, if both parties requirements
reasonably match. Candidates will not
be advised as to whom their resume is
being forwarded. Prospective employers
will call you directly & should advise you
that your resume was received from us.
It is an absolute requirement that
persons that have their resumes on file
must contact us immediately if they
obtain employment or wish to change
data on their profile.

Employers

Employers may contact The Association
to register open credit & credit-related
positions. Employers indicate the
specifications & qualifications of the
positions. We will search the talent pool
for qualifying candidates & forward
these resumes immediately via email,
fax or mail, the employer's preference.

Candidates whose resume is provided to
employers will not be advised that their
resume has been forwarded to a
prospective employer. This allows total
anonymity. We request that if an
employer contacts a candidate, they do
so directly & advise the candidate, "their
resume was received through The
Association”.

The Business Credit Management
Association Wisconsin backs away from
any further involvement unless the
employer's requirements or
qualifications are altered, & they request
additional resumes.

To find out more about this wonderful
program, click here! 3


https://wcacredit.org/employment-services/

If you find that a customer is trying to
'stretch' you on payment, you need to
decide what action to take. The first step
is to discover why the customer is paying
slowly. You'll usually come across one of
two types of debtor:

1.  Chronic slow pay. If the customer is
a chronic slow-pay, there's no need
to take emergency action. However,
you may want to talk to the customer
about becoming more timely with
payments. In some cases, you'll want
to cut the customer off.

Some people think that having a slow-
paying customer is better than having no
customer at all. But consider this:

o The cost of money. Is this customer
worth the "interest-free loan"
you're extending by letting them
pay slowly?

e The cost of collection. When you
add up the cost of time, postage,
phone calls, etc., you may conclude
that these expenses are greater
than your profit margin with the
customer.

2. Temporary slow pay: If the customer
has been paying on time in the past,
but is now paying slowly, you have to
make a choice:

o Simply wait to talk to the customer
and monitor the account closely.

o Take swift action to collect.

¢ You should base this decision on
several factors:

o Howlong has the customer been
doing business with you?

o How important (large) is the
account?

o Howlong will the problem last?

Ifit's a good, long-term customer who is
experiencing a short-term problem, you
will probably want to carry the account
for 30 to 60 days until it gets back on its
feet. 4

COVID, Chapter 11, Critical Vendor and
Suspension Orders: The New World of
Credit Risk with the Insolvent
Customer (continued)

The fact pattern is the same for both pre- and post-COVID. A supplier
provides an indispensable product or service to a customer, which files
Chapter 11. Given this key trade relationship, the supplier often holds
sizeable prepetition invoice balances. The supplier, selling invoice by invoice
(as opposed to a long-term supply contract), may elect not to sell to the
customer post petition.

In this situation, the customer may request the bankruptcy court to
authorize payment of the supplier’s prepetition claim, as well as similarly
situated indispensable suppliers (commonly only a portion), in exchange for
the supplier selling on credit through a debtor-crafted supply contract.
Under the COVID doctrine, a supplier may find the product or service it
provides is essential to the debtor’s continued operations. The uniqueness of
the product or service may give the supplier leverage in negotiating post-
bankruptcy sales.

When debtors first rolled out critical vendor motions 25 years ago, for
suppliers classed as “critical” by the Chapter 11 customer, it was
extraordinary for the supplier with a large balance as it meant payment in
full or a substantial portion of the prepetition claim, given the alternative of
waiting for years. This typically came at a fraction of the prepetition

claim. The debtor’s bargain with COVID is that the indispensable supplier
continues to provide product or service on terms.

When debtors initially rolled out their COVID motions, supplier credit risk
post petition was less as debtors were often exiting from Chapter 11
through an operating plan. That supplier post petition credit risk has
gradually increased as debtors’ Chapter 11 filing strategy is selling on
their assets in the opening weeks of the filing, which results in
suppliers at risk for their post-sale of assets and invoices go unpaid.

A Chapter 11 debtor’s funds available for the COVID is limited, as well as
scrutinized (and perhaps objected to) by lenders, bondholders, a creditors’
committee, the U.S. Trustee, and even competing suppliers who want critical
vendor status.

In exchange for the supplier’s prepetition invoices (or a portion) being paid,
the debtor conditions the supplier extending comparable credit terms post
petition. The COVID agreement is reflected in a letter agreement
between the debtor and the supplier. A key for suppliers is a
fundamental change in the trade relationship from PO/invoice-based,
to a debtor-drafted supply contract with terms and conditions in the
debtor’s favor. The COVID supply agreement also provides for a “claw
back” provision that permits the debtor to recapture the COVID
payment if the supplier refuses to continue to extend credit.

Post-COVID as more customers are filing Chapter 11, they must decide on a
strategy to maintain the trade relationship with its most important



COVID, Chapter 11, Critical Vendor and Suspension
Orders: The New World of Credit Risk with the Insolvent
Customer (continued)

suppliers. This means a critical vendor motion, and for suppliers it means qualifying for the COVID

list. The debtor does not publish the COVID list.

Post-COVID, the leverage of the COVID request is with the debtor. This is because COVID-impacted
customers’ insolvency was dramatic and sudden, resulting in key suppliers with large dollar open
receivable balances. The other dynamic is most suppliers are vulnerable to being replaced by competitors,
which means they may have little leverage holding orders since the debtor may seek a replacement
supplier.

Pre-COVID, the COVID doctrine has evolved from the debtor requesting a particular vendor be paid
immediately as a COVID, to the debtor requesting a class of vendors qualify as COVIDs, to the debtor
requesting the bankruptcy court establish a COVID “trade claims cap”. This trade claims cap has
continued post-COVID. J.Crew and Neiman Marcus are the most recent COVID-impacted retailers
filing COVID motions that did not identify the suppliers it would deem critical. Rather, these
retailers requested the court authorize payment of a class of suppliers it deemed irreplaceable,
which represented a small percentage of the supplier unsecured claims. J. Crew and Neiman
Marcus did not propose to pay each supplier deemed critical in full, but only the minimum for the
supplier to continue selling on credit.

Bankruptcy courts reason that debtors gain something with a COVID motion: the supplier benefits by
early payment on its prepetition claim. The debtor and its suppliers benefit by receiving the needed
product or service on credit, which may lead to a successful reorganization.

Post-COVID, is the benefit to the supplier designated as a COVID in having a portion of its prepetition
claim, especially as the trend is to pay suppliers a smaller percentage of their prepetition invoices, offset
with the greater credit risk of the suppliers’ post petition credit extensions going unpaid?

Several Chapter 11 debtors have requested the bankruptcy courts suspend their Chapter 11s as a result of
state stay-at-home orders to try to manage COVID spread resulting in closures or limitations of
their non-essential businesses. The risk of a second COVID wave will increase the number of
customers filing Chapter 11 and seeking suspension orders themselves, while those customers
impacted by COVID are filing Chapter 11 and seeking suspension orders.

What is a Chapter 11 case suspension order, and how may it impact the credit team’s decision to sell post
petition, including qualifying as a COVID?

Chapter 11 Case Suspension Orders and the Credit Team

As aresult of COVID and the resulting stay-at-home orders and social distancing, more Chapter 11
debtors are filing motions with bankruptcy courts requesting temporary suspensions of their bankruptcy
proceedings. These case suspensions direct temporary freezes of those Chapter 11 proceeding as they are
directly impacted by stay-at-home orders and social distancing. Retail and restaurant bankruptcy cases,
whose debtors are deemed non-essential under stay-at-home orders, are those most commonly making
the request.

Modell’s Sporting Goods and Pier 1 Imports are retailers who filed Chapter 11 pre-COVID with a case
strategy to sell their assets through going-out-of-business sales at their stores. However, COVID
restrictions to non-essential businesses shuttered their sale plans, resulting in debtors’ motions to
suspend their Chapter 11 proceedings given their store closures based on compliance with stay-at-home
orders.

Over the objection of landlords and other creditor interests, the bankruptcy courts approved Modell’s and
Pier 1’s requests for case suspensions under Bankruptcy Code Section 305 to temporarily relieve them



In order to provide maximum value
to our clients, The Association
provides you access to all data bases
we have under one single,
simple, low cost, generic report
subscription. Credit Mangers do
not need to subscribe individually to
every single database or information
provider, in order to receive the best
outside credit reporting information
available. From Consumer Reports to
Reports on International Customers
and everything in between.

The Association wraps up a program
for you, that automatically provides
multiple data bases/providers in one,
single subscription. Sounds simple?
It is! Our current subscribers already
enjoy the flexibility described and
rely on their professional Association
for data these sources provide that
assists them in the credit worthiness
decision.

Other benefits of our subscriptions
are no compensating renewals, no
premiums for supplements, no
contract expiration dates and no “use
-em” or “lose-em” problems.

If you are interested in getting more
for less, saving time and money,
managing your credit reporting costs,
The Association’s Credit Reporting
Services is your solution.

Call today for more information or a
personal consultation that will open
up all the doors to credit
information resources your company
can use.

TO REQUEST A CREDIT REPORT
ONLINE, Click here or contact Gail,
262-289-1223.

COVID, Chapter 11, Critical Vendor and
Suspension Orders: The New World of
Credit Risk with the Insolvent
Customer (continued)

from paying suppliers’ post petition invoices and obligations under
supply contracts, as well as rent, until after the end of their
suspension dates.

Both Modell’s and Pier 1 stated a need for an emergency suspension in
their respective bankruptcy proceedings due to store closures.
Generally, Section 305 is used to dismiss or suspend a case to best
serve the interest of creditors while deferring payments owed. More
Chapter 11 retailers are likely to follow Modell’s and Pier 1’s strategy to
suspend post-petition payments to suppliers and landlords as social
distance orders continue.

A variation of the suspension order is Craftworks, a national brewery
chain. Despite receiving DIP financing, Craftworks proposed to
only pay critical expenses for six-weeks, but not leases, which the
court approved over objections.

With suspension motions, creditors have been objecting to those
retailers that filed Chapter 11 post-COVID saying they had notice of the
pandemic when they filed and should not be entitled to suspension of
case relief. The court granted the suspension order.

The New World of Trade Credit and the Chapter 11
Customers

So how do credit teams evaluate the credit risk of COVID-impacted
customers filing Chapter 11 and the novel case suspension order
strategy? Is risk of loss greater with supplying a debtor on terms post
petition if a court suspends the bankruptcy proceedings? Given
that the pandemic created immediate customer financial distress
followed by Chapter 11 filings with suppliers holding large 503(b)
(9) claims, are these priority claims likewise at a greater risk of
non-payment as a result of a case suspension order? More
broadly, does any Chapter 11 debtor impacted by COVID pose
extraordinary risk for suppliers selling on credit terms?

A liquidation evaluation is central with an evaluation of post petition
credit risk, but is complicated by the pandemic risk overlay. Beyond
the Chapter 11 debtor’s budget supporting its cash collateral and the
debtor in possession financing, the credit team may consider the
following to try to measure the risk of default with post petition credit
sales.

To continue to read this article,
\

(\ Credit Research “This above informational article was provided
X Foundation by Credit Research Foundation
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—— COMPREHENSIVE CREDIT
gl b e PROFESSIONAL'S
Anyt
R TRAINING SERIES
Online — On Time - Concise -
Thorough
In Depth — Relevant

By: Michael C. Dennis
In collaboration with the American Society of Credit & Collection Professionals, this series of

courses was developed to provide comprehensive training for individuals in credit and
collection in order to prepare them for their role in this ever-changing field.

Training for the Certified Professional Collector &
the Certified Credit Professional

You may apply for the Certified Professional Collector (CPC) and Certified Credit
Professional (CCP) after 5 years on-the-job experience. However, by successfully completing
the CPC and CCP Modules and passing all the exams, you will be eligible to apply for the
Certification(s). If you are approved by the CSB Board and work one year in business credit
and/or collection, you will be recognized as a Certified Credit Professional and/or a Certified
Professional Collector.

This series will help those who aspire to become Certified and also those who wish to use
these courses to learn techniques that will improve their job skills immediately!

Each course is approximately one (1 ) hour in length. Courses can be taken individually, and
used for professional training or the series of courses can be taken to fulfill certification
requirements for either the Certified Credit Professional (CCP) or the Certified Professional
Collector (CPC) accreditation. To meet eligibility requirements for accreditation, students
must complete all courses in each module. In addition, certain core competencies are
required for both the CPC and the CCP accreditations, Dropbox is required to receive the
recordings. A link to a free download will be sent along with your confirmation.

Details Here
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Holly Hoffman presents Trending topics for businesses - mainly focused on
sales and use tax but we will also bring in other
(Vi GBS Gre sty experts to discuss common issues businesses are
2 IHETEELE IReC i) Belles T facing! Go to salesandincometax.com and look for
multistate, and a variety of other

L OGO G D A LU LL GO the 10 on Tuesdays logo - click on "Watch Previous
These webinars are Episodes" to see previous topics and guests.

free, but do require a
one-time registration

here. To learn more about upcoming events for this
wonderful program, click on the photo to your left.
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Wayne J Crosby CCP, CPC X224
Vice-President

Need credit card payment solutions for
your business? Whether large or small,
TSYS has the customized solutions to One of our Partners

fit your business needs. BCMA partners with TSYS because they are focused on creating
more value in our client relationships than ever before, and their voice has emerged as
one of the most trusted in the payments industry. This true spirit of partnership, and the
accompanying understanding that our success is determined by our clients’ success,
infuse everything we do. Whether you're LOOKING TO BEGIN ACCEPTING CREDIT
CARDS, or LOOKING TO LOWER YOUR CREDIT CARD SURCHARGE FEES...TSYS
will help. Contact the Association at 262.827.2880. We’ll put you in touch with a
representative that will assist you. TSYS was named to Ethisphere's 2013, 2014-
2018 World's Most Ethical Companies List!

*NACS Credit Services, Inc

*The Business Credit Management Association Wisconsin

Phone: (262) 827-2880 or 888.546.2880
FAX (262) 827-2899
Web: www.wcacredit.org

CONTACT US
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Membership
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Resume Referral Services
Employment & Outsourcing Ser-
vices

Patty Hughes X227
Recovery Specialist
Credit Reporting

Dianna Rowinski X225

Director of Education

AP/AR

International & Industrial Group
Administrator

BY Merchant Solutions™

GOT AN IDEA?
Would you like to
contribute to the BCMA
Newsletter? Just write to
us at

with your idea!
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UPCOMING INDUSTRY
CREDIT GROUP MEETINGS

,l

SEPTEMBER 8, 2020

Regional Paper & Packaging Industry Credit
Group
Teleconference Call
Fine Paper/Graphic Arts Industry Credit Group
Book of Reports Only

SEPTEMBER 9, 2020

Plumbing & Heating Industry Credit Group
Teleconference Call

SEPTEMBER 10, 2020

Metals & Industrial Suppliers Credit Group
Teleconference Call

SEPTEMBER 11, 2020

Electrical Suppliers Industry Credit Group,
Teleconference Call

BCMA

Business Credit
Management Association

YOU CAN TRUST THE
ASSOCIATION TO
ASSIST IN
COLLECTION
RECOVERY FROM
YOUR DEBTORS

SEPTEMBER 15, 2020

Building & Construction Materials Credit Group
Teleconference Call

Minnesota Fine Paper Credit Group
Teleconference Call

SEPTEMBER 16, 2020

Minnesota Electrical Suppliers Credit Group
Teleconference Call
Iowa Plumbing Heating Electrical & Construction
Industry Credit Group
Teleconference Call

SEPTEMBER 17, 2020

Construction Industries Credit Group
Teleconference Call

SEPTEMBER 18, 2020

IL Fine Paper Industry Credit Group
Teleconference Call

SEPTEMBER 21, 2020

Western Electrical Suppliers Industry Credit
Group
Book of Reports
SEPTEMBER 22, 2020
WI/IL HVAC Industry Credit Group
Teleconference Call

SEPTEMBER 23, 2020

Food Service Supply Hospitality & Food
Suppliers Industry Credit Groups
Teleconference Call

September 29, 2020
ICE Breakers Topic: International Credit Risk and Vetting Your

ANYWHERE IN THE
WORLD.

LET THE

Foreign Customers

October 21, 2020

“Virtual Event ~ The Power of Perception: How What You See is

ASSOCIATION HELP
WITH EMPLOYMENT
OPPORTUNITIES.

What You Get”

November 17, 2020
“Customer Cannot Pay” Webinar
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