Customer Accounting

Introduction
The Customer may always be right but he may not be the right customer.
Businesses  need to recognise the right customer in terms of profitability and good management of your customer portfolio would show that some customers are clearly not as profitable as others. Some customers clearly make a negative contribution, not just from a pure cost of sales point of view but also from the time and  management  that is often a hidden service costs. Identifying these customers and eradicating them for your portfolio will free up valuable resources. 

In the current age of Austerity, the  reversion to product standardisation and the reluctance to sell bespoke products has caused a re think in the way Customers are serviced.
A’ Bad’ Customer
Such customers may not necessarily be ‘bad’ per se, but their demands may not fit in with the type of product or service offering you want to deliver.
There will have been significant investment in logistics, marketing and fixed plant and machinery which requires a return, by allowing your sales force to offer bespoke products to customers they may be at variance with the operational processes that are in place.
A ‘bad’ customer will
Buy small quantities
Order  non standard /low margin products
 Have unpredictable delivery times, often changing arrangements
Query invoices and pay slowly/expect rebates and or special credit terms
All of which places more demands on the administrative set up around that account  as well as the emotional commitment and time of the sales team who obviously don’t want to lose a customer.
Accounting and Behaviour
However just like your accounting system will throw up some statistics on stock, e.g, obsolescence, excessive holding, incorrect re order quantities, then consider having some further financial metrics in place that will help you identify the ‘bad’ customer. Also behaviour of the sales team is important try to educate them into thinking along the following  lines.
· Review margins
· Focus on order quantities
· Analyse costs to serve not just deliver
· Introduce quality standards in customer behaviour
· Make sure invoices are clear and accurate and not used as a negotiating instrument
· Set regular review meetings and examine key account management of customer portfolio.

Business Process re engineering
Some additional reporting may have to take place to account for these ‘bad’ customers  and help the sales team in their analysis
Look at activity based costing  (rather than standard based systems)  and include below the line costs such as cost of capital tied up in debtor days and admin time in sorting out queries or picking lots of small quantities from stock to make up orders
Analyse customer behaviour over a period of time and chart patterns that do not comply with your ‘ideal’ customer, talk to the customer about why circumstances have changed
Categorise orders by size and put differential pricing strategies in for different quantities.
Consider sending some unprofitable ( for you) customers to your competitors who may actually be able to handle such diverse demands
Conclusion
Customer relationship management is exactly that, it is a long term relationship whereby each party is happy that they have got what they want. As with most things in life you have only yourself to blame if the relationship is one sided, and if you allow it to continue it will only be your business that suffers.    
