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1. Introduction

The Forum of Private Business is a proactive, not-for-profit organisation, providing comprehensive support, protection and reassurance to small businesses. 

Questionnaires were emailed to Forum members, clients of Graydon and a random sample of employers with less than 250 employees in February and March 2012. In total the Forum received 498 useable responses. 
2. Summary
Based on this research, we estimate that late payment is a major problem for around 266,000 businesses (out of 1.2 million micro, small and medium-sized employers) in the UK and a minor problem for 328,000 employers in the UK. As a result of late payment:
· 124,100 businesses were almost put out of business

· 177,000 businesses have delayed investment decisions
· 130,000 companies have delayed the hiring of new staff

· 98,000 businesses have lost turnover

· 209,000 have seen profitability reduced 

· 244,000 have paid suppliers late as a result

The most effective way to deal with late payment appears to be prompt invoicing and calling businesses after the work is complete. Requesting deposits and refusing to complete future work is also seen as effective. The more significant the issue, the more avenues businesses explore in order to get paid, however the effectiveness of each method appears to depend on the industry norms and the strength of the relationship within the supply chain. Most businesses that used an informal element of cash flow payment (instead of or in  addition to a formal credit control process) indicated that chasing payment was often done at the same time as getting customer feedback and done with a certain amount of charm as retaining customers is cheaper than having to find new ones.

Based on this research, 948,000 (80%) employers in the country  use an element of formal credit control as part of their process for getting paid on time. 404,000 augment this with some form of informal process to manage cash flow.

Around 107,000 employers have credit control processes that are inadequate for dealing with late payment. Around 60,000 businesses reporting a late payment issue look at their cash flow less than once a week.

346,000 businesses with a late payment issue do not have access to affordable financial help and 15,000 employers who suffer from late payment do not have access to any key resources to combat it. 

419,000 businesses have had no problems with their supply chain over the last year. 610,000 have seen some customers extending their payment terms without notice and 278,000 have seen suppliers unilaterally changing their payment terms. 135,000 businesses have seen supplier credit withdrawn without notice and a similar number are demanding discounts for prompt payment that were not agreed at the start of the project. 226,000 businesses have seen customers withholding payment due so that they can assess the quality of the work done and 219,000 have seen customers question delivery times.

Lack of reserves within the business and being paid late were the main reasons why 59% of businesses in turn paid their suppliers late. This indicates that the lack of economic growth and the tightening of access to credit has been a factor in the worsening of issues surrounding late payment.

In terms of support from financial institutions, 569,000 businesses felt no support was needed from banks or financial institutions. 270,000 businesses would like to see an increase in credit facilities on a temporary basis and 405,000 would like to see more affordable finance for businesses with a robust cash flow process. 
75% of businesses felt that the benefits of paying on time greatly outweighed the negative aspects, with the building of relationships being the key benefit of paying on time. 80% of businesses feel that this is how they would want to be treated, recognising the time and cost of chasing late payers and the damage this does to the business’s bottom line.

3. Recommendations

This report is designed to be a springboard for the round table discussion on 24 April between key stakeholders in the credit industry and other thought leaders. The Forum’s recommendations are:
· FTSE companies to provide information on standard payment terms and proportion of businesses paid within this time. Larger companies are sometimes able to dictate payment terms and this has a knock-on effect on the rest of the economy.

· International standardisation of payment times so that 30 days is the norm for most contracts. 

· Public sector contracts in areas such as construction to consider payment practices to subcontractors in preference to other factors such as environmental or employment policies. Or contractors for government contracts should have signed up to the ICM’s Prompt Payment Code.

· Greater access for small businesses to affordable advice and guidance to improving cash flow issues. There are schemes such as Get Mentoring and guidance such as the Get Paid guide that can help businesses put good credit control systems in place 

· Evolution of factoring, invoice finance and trade credit insurance so that these are more effective solutions for late payment. Businesses have also found that making it easy for clients to pay reduces late payment, so cost effective merchant services and greater awareness of the benefits of e-invoicing would also help limit the problem of late payment.

· Less aggressive stance from HMRC and financial institutions in winding up businesses and tougher penalties on phoenix companies that go into administration when they are still viable.
4. The seriousness of the problem

Late payment was seen as a big problem by around 23% of respondents and a similar number see this as a relevant but minor problem. In order to compensate for the self-selecting nature of the research (those that had suffered from late payment were more likely to perceive the relevance of the study) we weighted the sample by size and sector to give more meaningful figures.

This indicated that the problem is an issue has become a big problem for (around 266,000 businesses) and a minor problem for (328,000 businesses). Generally research from BIS(1), the Forum(2) and Graydon(3) have indicated that late payment has become an increasingly serious issue over the last few years. 
Figure 1 Frequency of the late payment issue since 2010

	
	Unweighted
	Weighted
	GBT(2)
	BIS Barometer(1)

	
	Mar-12
	Mar-12
	Dec-11
	Aug-11
	Feb-11
	Dec-10
	SBS 2010

	Yes, it is a big problem 
	36%
	23%
	17%
	13%
	10%
	10%
	10%

	Yes, but a minor problem 
	44%
	28%
	37%
	28%
	26%
	38%
	17%

	No, it is not a problem 
	19%
	49%
	47%
	59%
	64%
	53%
	73%


Research undertaken by the Forum, using the same question over the last few years, indicates that amongst our membership (typically established businesses with 5 to 15 employees) late payment has become less pressing as an issue, but for those it does affect there is a noticeable link to other issues such as lack of access to finance or the cost of finance.

Figure 2 Impact of late payment on business development
	 
	 
	2012
	2011
	2010
	2009

	Late payment is an issue
	Total
	28%
	30%
	32%
	37%

	Access to finance
	Total
	28%
	34%
	32%
	36%

	 
	Late payment is an issue
	35%
	39%
	33%
	41%

	 
	Late payment is not an issue
	25%
	32%
	31%
	33%

	Cost of finance
	Total
	21%
	25%
	26%
	30%

	 
	Late payment is an issue
	26%
	28%
	28%
	41%

	 
	Late payment is not an issue
	19%
	23%
	25%
	24%

	Credit trade insurance
	Total
	12%
	11%
	15%
	20%

	 
	Late payment is an issue
	21%
	15%
	21%
	33%

	 
	Late payment is not an issue
	8%
	9%
	12%
	12%


Source Forum of Private Business Referendum 199 Report (4)
As can be seen from Figure 2, those businesses who see late payment as a barrier to business development are more likely to have associated funding issues. The gap in terms of funding between those with late payment issues and those without is at a similar level to 2009, after the gap had contracted in 2010 and 2011.

Another key issue is that smaller firms – those with 10 to 49 employees – are slightly more likely to suffer as a result of late payment than micro employers or medium sized enterprises. The pattern is also clear in the SME finance monitor(5), although the issue is less significant due to the stratified sample used by the research organisation, BDRC continental.

Figure 3 Late payment issues by size of business
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Note: SME finance monitor based on seriousness score from 1-10 from all businesses

Forum/Graydon figure based on a rudimentary score of +10 for a big problem, +5 for minor problem and 0 for those reporting that it was not a problem or were cash only businesses.

In terms of industry, those in the construction industry were most likely to see late payment as a significant problem (53%) compared with around 20% of retailers, distributors and restaurant owners. Those with higher cost bases were also more likely to see late payment as an issue, with companies in London and the Midlands being more likely to have late payment issues.

For around 66% of businesses (770,000 employers) the impact of late payment was fairly minimal, with a number indicating that they half expect customers to pay late. For those who suffered late payment this was around 32% of the total sample.
However the figures indicate that 124,100 micro, small or medium-sized employers were almost put out of business by late payment. Research by BIS(6) in 2008 indicates that around 1 in 5 business that went out of business did so as a result of late payment, making it a major cause of business failure.

Some types of business were more affected than others, in total 31% of construction companies reported that they had almost gone out of business, compared to 19% of manufacturers, 17% of business services organisations and 5% of retailers, distributors etc. The larger the company the more they were able to withstand late payment with just 2% reporting that they almost closed down compared to 18% of small businesses and 22% of micro employers. 

Based on these figures, 177,000 micro, small and medium-sized enterprises have delayed major investment decisions and 130,000 have delayed the hiring of new staff as a result of a poor payment culture. So as well as pushing companies to the edge, late payment also was a reason for delayed investment.

Figure 4 Impact of late payment
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35% of businesses have seen a reduction in profit and, worryingly, 16% have seen a noticeable reduction in turnover as a response to late payment or bad debts. Although medium-sized businesses reported that the effects of late payment had less of an impact, around 17% of businesses of all sizes reported that late payment had reduced turnover. Profitability was an issue for micro (39%) and small (34%) businesses and a big issue for construction where 46% saw their margins eroded by late payment. Business services and wholesalers were more likely to have reduced turnover as a result of the late payment as well as those in London (43%) and the South West (41%).

Innovation was delayed in 23% of businesses, with 26% of micro and 28% of small businesses delaying introduction of new products or services. Construction (35%) and manufacturing (30%) were the most likely to delay innovation as a result of late payment.

5. Methods to minimise late payment

We asked businesses what helped them to minimise late payment. The responses are shown below:

“Personal chasing of invoices by senior people in organisation. We are small firm, and most of our revenue comes via a small number of large invoices, so this is a practicable approach.” Respondent comment
“Pester them: the bigger they are, the worse their payment performance. The managers/directors we serve seem unable to make their own company processes work for their suppliers!” Respondent comment 
29% of businesses reported that they were able to prioritise payment to their company by regular or continuous calling. Very broadly, around 50% of these businesses stated that the calls would be by senior people or would be fairly relaxed and be part of a relationship building process whereas the others indicated that this process could be more aggressive, indicating that they would ‘pester them’ or make sure that they kept on calling.

“Establishing a relationship with our counterpart, ensuring accuracy of documents and regular contact with statements and calls” Respondent comment
Figure 5 Methods highlighted as effective ways to minimise late payment
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For 17% relationship building was a key element of getting paid on time, by forging links with the organisation in terms of the accounts department and the person who ordered the work. In most cases this was part of a wider strategy to make sure that they retained the customer in the future but still received payment.

“Unfortunately, we are a subcontractor and when the main contractors are due to pay their VAT and PAYE they will not pay us on the due dates causing our company cash flow problems & we are left struggling to find the money to pay ours. If we demand payment from them on time they have told us straight that any more hassle and they will remove our name from their list of approved subcontractors.” Respondent comment
21% would withhold future services or supplies and a number would actively look to recover their goods. In some industries this worked better than others – IT support companies and those that whose services were needed on a continuous or regular basis were the most likely to keep this as a last – but very effective – resort. For other industries it would just mean that they lost a major customer in the future.

“Clean invoicing at outset, appropriate calls/contacts, and charm!” Respondent comment
Good processes were a key element to getting payment prioritised. 10% reported that the key thing was a good credit control team or process, with a similar number highlighting the need for clear terms and conditions including in some cases a clear schedule of payment. Invoicing promptly was mentioned by 9% of respondents as a key way of prioritising payment, particularly if the customer was called just before or after receipt of the invoice. 

9% required a significant deposit or payment in advance before starting work, whilst 7% stated that they sent reminder letters or highlighted late payment on the latest statement. Threats of legal action, interest demands for late payment and financial products were mentioned by a small minority of businesses as being effective. 

“We are in a seasonal business, we chase hard for payment once when the time is right. We keep in touch with other companies to see if there are customers likely to go bump.” Respondent comment
13% of businesses found it difficult to make getting paid a priority, with getting on the radar of larger businesses being frequently mentioned. Some other businesses had particular problems due to the industry or nature of their business.

We also asked how effective a set list of criteria was for businesses and found that the most effective solutions were: telephone contact after invoicing, prompt submission of invoices and – for those that could – refusing to complete work in future or charging a fee up front. There were cases where this would not work and one business owner reported that customers who were looking to choose a different provider in the future were the hardest ones to get payment out of.

Credit checks were also effective, particularly when businesses were assessing how much credit or leeway they should give a new customer. In contrast the least effective were invoice discounting (although some businesses did find this an effective solution) and charging interest on the late payment.

Using a scoring system to rate the effectiveness of the methods with 10 for those who reported that a system was “very effective”, 6.7 for those that saw it as “effective”, 3.3 for “relatively ineffective” and 0 for “completely ineffective” we have assessed the effectiveness of each method in Figure 6.

Figure 6 Effectiveness of methods to reduce late payment
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Research undertaken through the Forum’s cash flow panel(7) considered late payment in a slightly different way with the three most effective solutions being: getting to know key staff in the customer’s finance department, invoicing promptly and chasing immediately, and getting deposits before starting work. In this report the three least effective solutions were: use of the law to get satisfaction, charging interest for late payment and using financial products (invoice discounting or trade insurance) to minimise the impact of late payment.

A recent piece of research by Hilton Baird Credit Collection(8) (January 2012) looked at these strategies in a different way. 69% reported use of constant reminding as a way to get paid. Suspending work and services was employed by 47% and writing to debtors by 45%. A further 15% used credit insurance and 47% reported credit checking new customers. 1 in 4 stated they would consider charging interest on late payment in the next six months although feedback from this research indicates that it is not perceived as an effective method of reducing late payment.

The big difference in effectiveness between organisations was the actual impact of late payment on the business. Those who felt that late payment was most problematic for their businesses were more likely to have used a variety of methods to get prompt payment. Those who saw late payment as a minor issue were marginally more likely to charge a proportion of the fee upfront. 

Figure 7 Effectiveness and usage of methods to reduce late payment by the seriousness of the issue
	
	Total
	Big Problem
	Minor problem
	Not a problem

	
	Score
	Usage
	Score
	Usage
	Score
	Usage
	Score
	Usage

	Incentives for prompt payment
	4.3
	53%
	3.2
	69%
	4.9
	50%
	6.1
	33%

	Ability to charge 8% interest on late payment
	3.0
	54%
	2.5
	63%
	3.4
	57%
	3.2
	30%

	Sage and cash flow management software
	4.4
	48%
	3.4
	63%
	5.4
	39%
	5.1
	40%

	Telephone calls before invoice submitted
	4.6
	57%
	4.0
	73%
	4.8
	51%
	6.1
	41%

	Prompt submission of invoice
	6.3
	98%
	4.9
	99%
	6.7
	98%
	8.2
	97%

	Telephone contact after invoice submitted
	6.3
	85%
	5.4
	92%
	6.6
	82%
	7.5
	79%

	Charging a proportion of the fee upfront
	6.3
	67%
	6.0
	68%
	6.2
	73%
	7.5
	51%

	Refusing to complete the work/deliver in future
	6.4
	80%
	5.4
	84%
	6.8
	85%
	7.3
	61%

	Invoice discounting
	4.0
	41%
	3.6
	54%
	4.2
	38%
	5.2
	26%

	Credit checks (risk, track record etc)
	5.5
	82%
	4.4
	87%
	5.9
	82%
	6.5
	76%

	We have a reserve against late payment/bad debt
	4.8
	43%
	3.8
	49%
	5.4
	39%
	5.3
	43%

	Use a debt collection agency
	4.6
	43%
	4.2
	49%
	5.0
	39%
	4.7
	42%


Distributive businesses were the most likely to offer incentives for prompt payment (59%) and charge interest on late payment (60%) and were the most likely to find these services effective. In terms of telephone calls before (70%) and after invoicing (94%) this was most likely to be used by construction companies but most likely to be viewed as effective by business services providers. Almost all businesses submitted invoices promptly but manufacturers and business services were the most likely to find this to be effective.
Construction companies were most likely to use credit checks (89%) and found these to be more effective than other industries. Micro businesses were the least likely to use credit checks (69% usage) suggesting that cost and the timeliness of the data may be an issue. In contrast, manufacturers were least likely to use invoice discounting, but when they did it so, it was more effective.

6. Credit control processes 

38% of businesses used a mixture of formal and informal methods to deal with cash flow issues; many reported that the personal touch and building relationships with customers was a key part of the payment process. 

Figure 8 Usage of formal and informal processes to manage cash flow.
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44% of businesses were reliant on a formal credit control process and this seems to have reduced the significance of late payment for them. Businesses who had a credit control process were less likely to have a serious issue with late payment, although this indicates that those with a late payment issue had to use informal methods of credit control as well to help them manage their cash flow.

Figure 9 Type of credit control processes based on the seriousness of late payment
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16% of businesses juggled payments on an ad hoc basis. For businesses who reported that late payment was a big problem, 22% reported that they had an informal payments policy compared to 12% of those for whom late payment was a minor issue and 14% of those who did not see late payment as a problem. 

Overall the indication is that, although some businesses need to tighten up their financial processes, most have established the most time- and cost-effective solution for their business. Business in manufacturing (52%) were most likely to use a formal credit process alone, whereas construction companies were more likely to use a formal credit process alongside informal tactics (43%) such as calling businesses and creating relationships so that their payments are prioritised.
How frequently companies checked their cash flow position was, to some extent, dependent on the seriousness of late payment and related cash flow issues. In total 54% of businesses monitored their cash flow on a daily basis and overall 85% of businesses checked on their cash flow at least once a week.
60% of businesses who saw late payment as a serious issue checked their cash flow position daily as did 52% of businesses for whom it was a minor issue or not a problem. 8% of businesses who saw late payment as a serious issue checked their position less frequently than weekly or in an emergency.

Figure 10 Frequency of monitoring cash flow 
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In terms of cash flow, 80% of businesses routinely check their bank records to assess their cash flow position. 70% of businesses check their sales ledger, 68% their management accounts and 55% used cash flow forecasts.
Figure 10 What businesses tend to check to assess cash flow
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Once non-employers are excluded, there is a close comparison with the latest SME finance monitor in terms of usage of management accounts, apart from in medium-sized businesses where the sample is relatively small.

Figure 11 Comparison with SME Finance Monitor on the usage of management accounts
	
	Forum/Graydon
	SME Finance Monitor(5)

	1 to 9 employees
	56%
	55%

	10 to 49
	79%
	80%

	50 to 249
	73%
	91%


Those businesses who saw late payment as a big problem were more likely to use cash flow forecasts than those who saw it as a minor issue but less likely to use management accounts. Businesses for whom late payment was not really an issue were the least likely to use management accounts although there was no noticeable difference in terms of referencing bank records, cash flow forecasts or even their sales ledger.

Figure 12 What businesses check to assess cash flow by the seriousness of late payment
	
	Overall
	Big problem
	Minor problem
	Not a problem

	Management accounts
	67%
	65%
	73%
	58%

	Bank records
	79%
	78%
	80%
	78%

	Sales ledger
	69%
	70%
	71%
	66%

	Cash flow forecasts
	53%
	59%
	48%
	52%

	None of these
	3%
	2%
	3%
	5%


Businesses that had an informal or mixed (formal and informal) approach to cash flow were more likely to use the various ways of monitoring cash flow than businesses who had a purely formal process.

7. Paying late

56% of businesses that had been paid late or 41% of businesses overall (those businesses that did not suffer late payment were not asked about its impact) mentioned that one of the impacts of being paid late was that in turn they had to pay their suppliers late. In total 59% of businesses admitted that intentionally or unintentionally they have paid a supplier late during the last 12 months. 

Figure 13 Have you paid any of your suppliers late in the last 12 months
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Unsurprisingly those who had a serious problem with late payment were more likely to have had paid their suppliers after the official date on their invoice (74%) compared to those where it was a minor issue (57%) or those for who it was not a problem (41%). Businesses in construction (69%) and manufacturing (63%) were most likely to have paid a supplier late. 

Unsurprisingly, the most common reason for paying suppliers late was because they had in turn been paid late by their customers. This was a reason for 77% of businesses and a major reason for over half of businesses who had paid late. Lack of funds in the account was a major reason for 46% of businesses, which is hardly surprising as the latest SME finance monitor reported that 6% of businesses did not hold any credit balances and 63% held less than £5,000(5).

Lack of affordable finance from the banks was a main reason for 35% of late payers and supply chain issues (over quality or timeliness of delivery) were also frequently mentioned as a reason (often minor) for paying late. Unintentional late payment was mentioned in total by just over half of all businesses who have paid late, indicating why constant calling and chasing up is effective in some instances.

Figure 14 Reasons for paying late 
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Using a similar scoring system with 10 for a main reason and 5 for a minor reason and 0 for those who felt it is not a reason, the indication that late payment creates a vicious cycle of late payment can be seen from the table below as 93% of those for whom late payment is a big problem pay suppliers late because of this issue, closely allied to the lack of money in the bank (89% reported this as an issue).

Figure 14 Significance and frequency of reasons for paying late
	
	Total
	Big Problem
	Minor problem
	Not a problem

	
	Score
	Reason
	Score
	Reason
	Score
	Reason
	Score
	Reason

	Unintentional, forget to pay
	3.5
	51%
	3.4
	49%
	3.3
	52%
	4.6
	53%

	Dislike the paperwork
	0.7
	10%
	0.5
	9%
	0.7
	9%
	1.3
	19%

	Rising cost of doing business
	1.5
	25%
	2.4
	37%
	0.9
	17%
	0.6
	13%

	Lack of time
	1.9
	31%
	1.9
	30%
	2.2
	33%
	1.4
	28%

	The interest from the bank is additional profit for our business
	0.7
	11%
	0.8
	14%
	0.5
	9%
	0.8
	9%

	We have concern over the quality of the work done by the supplier
	4.1
	61%
	4.0
	57%
	4.0
	63%
	5.3
	70%

	We are paid late by our customers
	6.7
	77%
	8.6
	93%
	5.8
	73%
	2.8
	36%

	Everyone in our industry does it
	1.5
	25%
	1.9
	28%
	1.3
	23%
	1.1
	19%

	Insufficient funds in our account
	5.8
	70%
	7.6
	89%
	5.0
	62%
	2.6
	32%

	Lack of affordable finance (overdrafts, bridging loans) from banks
	4.6
	55%
	6.1
	72%
	3.6
	46%
	2.9
	36%

	Dispute over timeliness or quality of goods
	3.6
	52%
	3.0
	43%
	3.6
	56%
	5.5
	69%

	Unable to contact supplier
	0.9
	17%
	0.9
	16%
	1.0
	19%
	0.8
	13%

	Poor invoicing/credit management systems used by supplier
	3.1
	50%
	3.0
	51%
	3.2
	49%
	3.2
	48%


Lack of affordable finance has also impacted to some extent on the ability of businesses who suffer from late payment to break the cycle and pay their suppliers on time.

For businesses where late payment was not an issue, they were more likely to withhold payment over quality or timeliness issues. Late payment because of poor invoicing or credit management systems were a minor issue for about 50% of businesses irrespective of whether they suffered from late payment.

8. Other poor payment practices encountered by businesses

“Large corporations: impose their own credit terms without discussion, make multiple requests for copy invoices pretending they have never had them, then invoke their own “due process” for entering onto system, approval, authorisation, payment approval, next payment run (often 2-4 weeks later!!!)” Respondent comment 
65% of businesses have seen customers extending their payment terms without any notice or consultation. 27% have seen suppliers unilaterally change their payment terms and 25% have seen customers withholding final payment to assess quality without consent. A similar number have questioned quality or delivery times which has resulted in later payment than was otherwise anticipated. Fictitious discounts and suppliers withdrawing credit without notice were also an issue for around 1 in 7 business.
8% reported other issues, these were predominantly around bad debt or phoenix companies who have gone into administration without paying their debts.
Figure 15 Other poor payment practices suffered by businesses
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Unsurprisingly those with significant late payment issues were more likely to have reported problems with their supply chain. 40% of those who reported that late payment as a significant issue have seen suppliers unilaterally changing credit terms compared to 20% of businesses for whom it was a minor or non-existent issue. 17% of businesses with significant late payment issues have seen supplier credit withdrawn without notice compared to 10% of businesses for whom it was not so serious. 
80% of businesses who saw late payment as a big problem and 70% of those for whom it was a minor issue reported that customers have extended their payment terms without any notice compared to 29% of those for whom it was not an issue. In terms of industry, construction was unsurprisingly the most likely to suffer sharp practices with customers demanding unagreed discounts (21%) and withholding finance payment to assess quality without consent (41%) noticeably higher than in other industries.

9. Where is late payment widespread?

“Across the board really. I think it depends more on the company/organisation culture.” Respondent comment
A comparison with research undertaken by Graydon(3) in 2011, where 266 credit professionals were asked a similar question is instructive. Twice as many respondents in this research indicated that they believed that late payment was a public sector problem (18% compared to 9%).
Figure 16 Where is late payment widespread?
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Respondents to the Graydon survey also indicated that the late payment of trade invoices was more prevalent amongst smaller companies (52%) compared to larger businesses (24%). In this research a similar proportion were likely to see ‘big business’ as the most widespread late payers (25%), compared to small business 7%, foreign companies 3%, consumers (2%) or phoenix/struggling businesses (2%). More frequently mentioned was the industry type, with construction (20%), retailers (16%) councils (12%) or manufacturers (7%) being mentioned.

“Public services are very bureaucratic initially but then once completed it works!” Respondent comment
One reason for the difference may be due to the culture of the organisation – those with specialist credit control departments are more likely to have a similar culture to larger businesses and the public sector. 
“Bigger companies (as a result of too many signatories needed) or quite simply they say it is ‘out for approval’ without being specific.” Respondent comment
In most cases the focus on larger companies was due to the wider nature of the question, with businesses indicating that late payment from large organisations, particularly multi-nationals, tended to be structural (changing the payment time for invoices rather than going over the time in which they are due to pay).

Overseas clients are sometimes a little more difficult, playing on local tax requirements to “slow” down payment but we overcome this with substantial advance payments against expected expenses, even up to 90% in some instances, therefore not a problem for us.

“Manufacturers expect 90 day terms, we only give 30 days, as this is the norm in the IT industry. So anyone selling to a manufacturer in their supply chain pays late. Also there are some business owners who think late payment is their right.” Respondent comment
Differences in practice were also cited by businesses who work in a number of industry sectors or who invoiced businesses outside the UK.

“There are payments outstanding for over a year now and a couple of clients deliberately wound their companies up and started again under a new name in order to avoid paying for the work we supplied, which they have used. This immoral practice really should be illegal.” Respondent comment
The most serious impact of businesses was from businesses (invariably small) who were struggling and phoenix businesses which simply could not or would not pay. The impact of HMRC was also a major cause for concern, with businesses reporting that they took months to repay tax rebates, but were issuing harsher and harsher penalties for late processing of VAT or PAYE payments. 

10. Resources and support from financial providers
In total 72% of businesses who responded to the questionnaire had an allocated resource (either within the organisation or outsourced to a third party) to chase up late payment. 63% did credit checks on new suppliers but just 27% had access to affordable professional advice on cash flow problems and 13% claimed not to have access to any resources to support late payment at all.

Figure 18 Resources available to businesses to reduce late payment
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Those who had no access to any of these resources, could be  split into those who desperately needed support and those who felt that they did not need to spend further time or money on cash flow. – 39% of businesses with no access to these resources (5% of all businesses) stated that they had been close to administration and that late payment was a big problem for them. For the others there was no need for credit checks (due to a stable supply chain) and advice or other resources did not necessarily offer a return on investment. Around 30% of businesses in this group had tried credit checks, invoice discounting etc in the past but do not appear to currently use such services at the moment.

Those with access to affordable advice were almost three times less likely to have been almost put out of business by late payment (13%) compared to 37% who did not have any resources. Although they were as likely to suffer late payment as other business, such businesses appear to have more success in invoicing and credit checking beforehand.

“The banks don’t say no, they just make it so expensive to borrow, you say no. The result is the whole SMB sector is absorbing the lack of credit. We manage this by slashing overheads and letting people go. We don’t create new jobs, we just move people on and hire experienced people as cheap as you can. It is about survival, not growth. The lack of credit by the banks leads to late payments, which leads to job losses and reduced investment and ultimately business closures.” Respondent comment
Over the last few years a concern has been that the restriction of finance and in particular the reduction of overdrafts for small businesses has made it harder for businesses to take on bad debts, late payment or any other unforeseen cash flow issues, such as the increase cost of doing business (currently running at 8.5%)(9).

Overall figures from this research are comparable to the larger, randomly selected sample of the SME Finance Monitor(5). 55% have not used external finance, 15% have been discouraged from use of finance and 12% have been refused. 19% had been able to access finance without any further issues and 4% were uncertain or did not reply.

Figure 19 Issues with access to finance
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The impact of late payment on access to affordable finance was a key element to this research. As shown in Figure 2, businesses with late payment issues are less likely to be able to access additional funding (whether it is for growth or working capital). Lack of affordable finance was cited by 40% of business who had significant late payment issues as a main reason for paying late compared to 20% of other businesses.

22% of businesses who perceived late payment as a big issue reported that they had been refused additional finance, compared to 7% of other businesses. Otherwise refusal figures were broadly similar in terms of credit processes, accesses to key resources and other demographic data. The late payment issue had discouraged a further 26% of businesses from looking for more finance compared to 9% of businesses for whom late payment was a minor issue.

“Service industries are particularly the victims, Larger (specifically foreign owned) enterprises operating in UK abuse existing or lengthen supplier payment terms – they start the ball rolling and all businesses suffer the knock-on effects. Banks end up being a more vital part of the cash flow crisis that results - thus the cash struck, low investment economic problems we see today.” Respondent comment
The Basel III agreement has meant that bank finance is to some extent limited at a time when these institutions are becoming an increasing part of the cash flow cycle.

We asked businesses what they wanted from financial institutions to help with the issue of late payment and wider cash flow issues. Two proposals were relatively well supported with 43% wanting (greater) financial incentives for businesses with robust cash flow management systems and 36% wanted an extension of credit facilities on a temporary basis to support businesses with particular issues. When these figures are weighted, this equates to 270,000 wanting to see an increase in temporary credit facilities and 405,000 wanting reduced rates for businesses with a good cash flow management system.

A further 7% wanted access to a credit facility (typically around the median amount for SMEs of around £5,000(5). Other issues such as seasonal repayment, repayment holidays etc would be potentially useful to niche markets.

Figure 20 What financial institutions could do to help businesses with late payment issues
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One reason for the need for emergency credit facilities was the uncertain climate caused by HMRC and some financial institutions in putting potentially viable companies into administration. The increase in VAT and the aggressive attitude towards some businesses has meant that there is a fear of key customers going into administration without any warning.

“We experience late payments from our customers largely because everyone is now fearing the surcharges from HMRC for late paying of VAT and PAYE. The HMRC are going to wreck the economy of British business with the current attitude” Respondent comment
44% stated that no support was needed, this equates however to 569,000 businesses or over half of UK employers as unsurprisingly those without late payment issues wanted the cost of finance lowered for their sort of organisation or nothing at all..

11. Supply chain justice

“Multinational Organisations – the larger the business, the slower the payment process and the longer the payment terms. They are tough to negotiate given their size compared to ours” Respondent comment
75% of businesses felt that there were benefits to paying on time, in general the larger the business the more likely they were to see the benefits of paying on time. 84% of those who admitted to paying their suppliers late felt that there were benefits to paying on time and those in Scotland, Northern Ireland and Wales were more likely to see benefits.

Figure 20 Overall do the benefits of prompt payment outweigh late payment
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Just 39% of businesses reported that an advantage was the predictability of outgoings for the business compared to 87% who reported that it creates long lasting relationships with their supply chain and 80% that reported an innate business empathy with their fellow business owners as this is how they wanted to be treated. 68% felt that it improved their image in the industry and 60% indicated that it would ensure prompt delivery in the future. 44% saw some advantages in future negotiations with the supplier, in this case prompt delivery, and a small number saw their supply chain as an important driver of innovation.

Figure 21 Benefits of prompt payment
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