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he inerease in the number
of late pavments to com-
panies it the $econd quar-
ter rose fazter than at any
time since 7001, highlights the lat-
st Cash Flowe & Profit Report
from Fuler Hermes. And after
some shortening of late payment
perieds in earlier quarters, thishas
levelltd ot after a periad of

improvement, the survey shows.
The survey revealed a general
improvement 1n comparies’ prof-
its and cash flow in the second
quarter. James Daly, commercial
director at Euler Hermes UK, said
that despite the improvement in
cash flow mn the quarter, “tdght
cash conditions at clients contin
ued o be blamed for an increasing

incidence of payment delays over
the quarter”,

Another survey, the Credi
Management  Quarterly  Revieir
(CAIQR), confirms that late pay-
ment perinds, averaging 17 davs
in Q2, have stabilized in recent
quarters. he Review reflects pay-
Mmient practices at over 2,500 com-

anies with a combimed turnover
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of £52bn and was published in
Juls.

The CMOQR highlights the
power struggle over periods of
credit, with the largest companies
enjoving overdue periods of six
days on average while latc pay-
ments a1 small companies average
three weeks.

It should be smressed that late
payment has nothing o do with
agpressive payment terms agreed
up front by companies when strik-
ing a contract. Rather, it is about
extending credit without murual
agrecment.  Such  practces
arguably tarnish the reputation of
the UK as a place to transact busi-
ness. 5o will tougher legislation be
introduced to tackle unjust pay-
ment practices and will chis have
any effect on credit management
practices?

Regulatory redress

The largest 1,000 guoted compa-
niez in Burope are estimated to
have €274bn in overdue debt and
24% of all invoices outstanding,
found resecarcher The Customer
Salue Group. The Group claimed
that the UK was among the worst
in Burope for payment practices.
The June survey showed that UK
companies lost €£59.5bn anmually
in unpaid invoices. “Of this,
€17.7bn was due to customers
witholding payments due to dis-
putes, €14.2bn was due to unre-
solved customer que¥es and
&27.6bn due to poor collection
practices,” stated the survey.

Chief executive of the For vs of
Private Business (FPB) Nick
Goulding recently  called for
tghter control on poor payment
practices in a speech to the Asso-
ciation of Credit Professionals.
The FPB represents approximate-
Iy 25,000 small and medium-sized
UK businesses. He wants the gov-
ernment to help small businesses
understand their rights on late
payment better. The Late Pay-
ment of Commercial Debrs
(Interest) Act entiles businesses
to a Statutory Right to Interest
{SRI} ar 8% above the basc rate
for lae payment of commercial
debt. However, applying SRI is
optonal,

The FPB has delivered more
evidence of poor payment prac-
tice among retgilers to small firms
minister Margaret Hodge, The

European Late Payment Directive

Directive 2000/35EC of the European
Parliarnent and of the Council on com-
bating late payment in commercial
transactions was issued on 8§ August
2000 and became effective from 8
August 2002, After lobbying from
organisations such as the FPE, the Directive
was proposed by the EU in 1998 to address
the fact that 2 quarter of all insolvencies in the
region were due to late payment.

The Directive covers all commercial trans-
actions and was the first attempt to establish
4 conunon contractual basis for late payment
across member states, The Directive intro-
duces a statutory right to interest, which
should be sufficiently high to compensate the
creditor for the loss incurred through late
payment. Tt sets a benchmark of 30 days as a
pavment pericd which mainly refers to pay-
ment delays. However, any agreement on the
payment period is not enforceable if it i
grossly unfair to the creditor. No reminder
will be necessary in order o collect interest
on arrears gince late payment constitutes in

itself a breach of contract
that should be automati-
cally  sanctioned. The
Directive provides for a
penalty interest of seven
percentage points above
the relevant ceniral bank interest rate in
member states.,

Goulding belicves that the European Late
Payment Directive has already “closed some
gaps” in UK legislation and been positive for
businesses, The Directive iz undergoing a
review and he says that “external parties such
as the FPB are making submissions this year
with the EU likely to spend most of 2007
comsidering the evidence”. Goulding adds
that the FPR wams issues such as the manda-
tory imposition of the Stamtory Right to
Interest looked into, “This would remove the
fear of small firms imposing interest on late
paving customers. While 1 recognise some
small firms are also slow 1o pay, that is often
because they are passing delays in cash flow
on to their suppliers.”

supplier concerns on payment terms

The FPB has coordinated a
campaign against Matalan and
New Look over unjust revisions
in payment terms without con-
sultation with suppliers, Matalan
introduced a 2% discount on
November 2005

invoices in

while New Look extended terms
to 60 days from 45 days. The
FPR is believed to have included
both cases in 2 dossier sent to the
government recently. Goulding

says that he wants to see addi-
tional powers to curb “unjusti-
fied extensions to payment peri-
ods and mmprove ransparcncy’.
A spokesperson for Matalan rells
Credit Todepw that the payment dis-
count during the sccond half of
2005 — which no longer applies -
is common practice in the indus-
try and the company has “very
good and long standing relation-
ships with many suppliers”.

The FPB received

specific assurances from
Margaret Hodge that the

identity of individual

suppliers would be kept

strictly confidential
Nick Goulding, FPB
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