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Practitioners’ Practice of Charging Interest on Overdue Accounts

1.
This Council statement was issued to all practising members on 31 July 1985.

2.
The subject matter was recently brought up at a Public Accounting Practice Sub-Committee meeting. It has been a longstanding concern of practising members that funds tied up in debtors and work in progress have been increasing rapidly over the years. In recent months the situation has become more acute in view of adverse economic factors. The high cost of funding, coupled with the inflationary effects on the purchasing power of money, has caused a number of practising members to seriously consider whether to charge their clients interest on past due accounts. An added concern is that long overdue accounts tend to turn into bad debts.

3.
It has long been the practice in the USA for accounting firms to charge their clients interest on past due accounts. A footnote is usually printed on each bill intimating that the firm would levy interest on account balances after a credit period of thirty days. At least one statutory board in Singapore has also adopted a similar practice of charging interest at 1 percent monthly on account balances exceeding thirty days and the interest computation is incorporated into the statement of account sent to its clients regularly.

4.
The Council understands that members in practice, whilst recognising the heavy financial burden caused by overdue accounts, are for various reasons hesitant in making the move to levy interest on such accounts. The purpose of this circular is to inform members that there are no ethical inhibitions in levying interest on overdue accounts but it is recommended that advance notice should be given to clients by indicating on the bill of fees the intention to charge interest and the rate of interest. The interest rate should, of course, vary with the prevailing prime rate or approximate the market value payable by the firm or the opportunity cost of its funds but it should not be excessively high.

5.
Members are also advised to consider the question of professional independence in situations where the audit fees of certain clients are outstanding for more than one year. It would be helpful for members to point this out to clients who are normally late in settling their audit fees.

