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Abstract 

An empirical study of the effects of regulatory systems on the collection 

of late payment of commercial debts owed to micro and small businesses 

in the UK 

Ashley Mark Smith FCCA FCICM FRSA MBA 

Trust is the foundation of trade credit. Failure to pay on time affects the 

supplier’s business, causing stress and potential bankruptcy. Small businesses 

employ formal (solicitors, debt collectors, statutory demands) and informal 

(discounts, extended payment terms, violence) techniques to enforce payment. 

The Government has enacted measures requiring larger buyers to report their 

payment practices and has given businesses the right to claim interest, yet 

businesses are either unaware or do not use these provisions. The research 

phase of this thesis was conducted in 2018/19 and incorporated an initial survey 

with 74 respondents followed by a second survey with 250 respondents. During 

the period, 20 in-depth interviews were undertaken to gain a deeper insight into 

specific points. This research finds that small businesses do not conduct 

sufficient due diligence, selling to anyone and hoping buyers will pay while 

relying on law to ensure payment. The effects of late payment resulted in 81% 

of respondents saying they had experienced increased stress which permeated 

outside the workplace. Furthermore, the findings revealed that at the micro and 

small business level respondents considered the emotional effect of late 

payment to be greater than the monetary impact on the business. Large 

businesses reported the temporal effect to be of greater concern than the 

x 



xi 

monetary impact. Faced with a late payment, 44% of respondents considered 

escalating collection processes, and a third commenced litigation. Interviewees 

considered the current legal system expensive and unworkable. Litigation was 

however used as a method of restoring communication with a defaulting buyer 

to obtain (partial) settlement as opposed to gaining judgement and restitution. 

This thesis widens the debate on late payment from a purely quantitative 

monetary business problem to incorporate the qualitative impact on human 

assets. 
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1 Introduction  

1.1 Welcome to my world 

Beep Beep Beep It is 6 am and the alarm has rudely awoken me from another 

broken night’s sleep. I lean over, pick up my iPhone, switch the alarm off and 

launch the firm’s banking app. Still overdrawn, the money from the client in the 

Far East still has not cleared our account. I type a quick email to my counterpart 

in their accounts department asking for an update as to when we are likely to be 

paid. 

This is such a regular occurrence – today the Far East, tomorrow Europe, the 

next day the UK. This client is now a month late and has repeatedly given and 

broken, numerous payment deadlines. Today has not started well, but then for 

some time, no day has started well. The overdraft is at its maximum and without 

this payment, we are going to struggle to find the money to cover this month’s 

wages. It should not be like this. I wonder, how can one client cause so much 

stress? 

I muse on this thought for a while and ponder on how nice it would be to work 

for a company that has high volume sales with low transaction values, such that 

any one client is immaterial. Oh, the joys of working in the construction industry 

(I think with a sense of irony), where low volume, high-value sales are the norm. 

How nice it may be to say to a client: ‘you have not paid your bill so your 

account is on stop and we can no longer supply you until you pay us’.  

The interior design sector, in which I work, does not function like that. Contracts 

tie the supplier into tight delivery dates, backed up by delay penalties. It is very 

one-sided; typically for every day we supply the drawings late we face a £1,000 
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penalty, yet for every day that the client pays our invoices late, we receive 

nothing. This is the tip of the iceberg. The client may take 30-60 days to verify 

the drawings before the 30-day payment terms start. We are still expected to 

continue working on amendments and subsequent stages, but if the client 

changes their mind at any point, they reject the submitted invoice, claiming we 

have not fulfilled the brief, never mind that they may have materially altered the 

brief after we submitted the invoice for payment. The result is that we must 

write-off 30-90 days of work or commence litigation. I once tried to instigate a 

policy of cash in advance, but when I did, the company stopped winning 

contracts. Hobson’s choice: take the risk and pray the client pays or take no risk 

and have no clients. 

At 8 am, I recheck the bank account in the hope that maybe something has 

come in. But I am once again disappointed. Then I receive an email from the 

client in the Far East – perhaps this is good news. My heart sinks though as I 

read that it has issues with the lighting design conducted by a sub-contractor. 

As a result, it has decided to withhold all future payments until it checks the 

matter out with external consultants. This seems so unfair; we did not want to 

employ the sub-contractor; it was a condition forced on us by the client that we 

are lead consultants, with kitchen, lighting, heating, and IT contractors sitting 

under us. It would not be so bad if there was a margin in the contract for the 

risk, but there is not. We advised the sub-consultants that payment is back-to-

back – ‘paid when paid’ – a practice that has had some bad publicity of late. I 

cannot help thinking: do the people who condemn ‘paid when paid’ realise that 

the main contractor is, on occasion, forced to take this stance? Why should we 
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take the risk of paying the supply chain when all we are is a conduit for 

payment? 

At this point, the phone rings. It is my managing director: ‘Have you seen the 

email? They are not going to pay us; apparently, they are writing us a letter by 

the end of the week listing over thirty points of concern they require us to 

address’. He is not happy. It means another stressful day, no money, and a 

spurious claim of non-performance. We have been here before, many times. 

Twenty years ago, I recall my bank manager asking: ‘have you ever had a client 

you have not sued?’ Fortunately, since then, the answer has changed from no 

to yes. Even so, things are not great and for 25 years I cannot recall a time 

when I have not had at least one litigation file on my desk to deal with. 

Arriving at the office late (because the calls and emails cause me to leave home 

late and miss my train), my stomach is already tight. I have management 

accounts to prepare and wages to complete with no money to pay them. This 

means I will need to spend time looking for a solution, chasing our better-paying 

clients, putting pressure on them to pay quickly and, in turn, causing stress on 

those relationships. I fear sending a message of desperation that will alienate 

clients, potentially resulting in them taking their business elsewhere. I have 

been blamed for this before when clients claim I chase for our money too hard. 

Thus starts a typical day. My wife asks how I put up with it month after month. 

She can see the lines deepening around my eyes and, during the bad months, 

she bears the brunt of my stress as I snap at her over the slightest thing. I do 

not mean to do it, so why do I? It is not my company; I am just an employee, 

why should I care whether there is enough money to pay the suppliers, the 

company taxes, or even the wages? I do. Why? Because I am a professional; I 
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value the ethics of what I do. I see it as my responsibility to ensure that all our 

staff are paid on time. My main focus is to ensure that our staff do not have to 

worry about paying their rent or mortgages each month. This is my stress, my 

worry, my job. 

The next two weeks I spend interrogating emails from all staff, collating 

interviews and preparing defence papers so that I can respond to the client’s 

allegations. Thirty-four points and they want to know who is at fault for the cost 

overruns on the project. As I read the list, only one item is potentially 

attributable to us, but this is of such insignificance that it is almost funny 

alongside the other allegations. In summary, I conclude that over half of the 

overruns are the result of the client changing their mind. The remainder is the 

fault of the contractor failing to build to our drawings or cutting corners. My 

report is checked by the associate directors and sent to the client. As for my 

regular work, that goes on hold, resulting in more missed deadlines. Never mind 

though, the last train is not until 23:37 – a train I am all too familiar with. 

The start of a new day. It is 8 am when my mobile phone rings, it is my 

managing director: ‘What the hell did you say to them? They are mad, going 

spare, called you all sorts of names, say you are a liar, and I must fire you. You 

are the devil incarnate’. Another good start to the day. Once my managing 

director had calmed down, he said 

I know none of what they said was true, they didn’t like the fact 
that you said all the blame was their fault. They are now saying 
they are taking legal action. They are not going to pay any of our 
remaining invoices. What do we do? Do we stop work, run the risk 
of penalty clauses, and play into their hands, or finish the job in 
the hope we can at least get paid something? 

This is all too dispiriting, yet too regular an event. 
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Over the coming months, we continue to collaborate with the client in the hope 

that they will settle at least one of our invoices. I am now expected to attend the 

weekly 8 am design meetings with them. Fortunately, the meetings are 

telephone conference calls, so my role changes to a legal adviser, while 

recording conversations and reporting back to our professional indemnity 

insurance underwriters if the matter escalates to a claim against us. 

Eventually, the job comes to an end with 21% of our fee remains outstanding – 

or half of the year’s profits and 150% of the company overdraft facility. This one 

client could clear all our creditors, put us back on 30-day payment terms and 

restore our reputation with suppliers. It takes a further three months of cyclical 

negotiating and stalling before the client makes an offer. They feel the matter 

has dragged on too long; their restaurant has been open five months and they 

have been receiving rave reviews. They know we are starting to consult with 

lawyers about a potential recovery action. I fear this course, paraphrasing 

Shakespeare’s Hamlet -to sue or not to sue, but what is the cost of litigation? 

Experience tells me that beginning litigation is costly, ‘If it is under a hundred 

grand, write it off’ so many lawyers have advised in the past when asked about 

collecting a contested debt. 

Regretfully, experience proves this to be sage advice – our industry knows this, 

clients know this. Our decision is whether we give the final 10% to lawyers in 

debt recovery costs or give it to our client as a discount to avoid litigation. 

Hobson’s choice – it seems so unfair; we provide a great service, but it is a sad 

fact. Unfortunately, and based on experience, a contested debt taken the whole 

way to court will result in a legal bill at least as much, but more likely to be, 

higher than the outstanding amount. If we win in court, there is no guarantee 
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that we will be able to collect the debt. Bitter experience has taught me that a 

contested debt that goes to trial is a debt that the client cannot pay. Three times 

over the years, cases have gone to trial, three times we have won, three times 

the client has promptly filed for bankruptcy, leaving us with nothing but our 

lawyer’s fees, which were more than the outstanding debt to start with. In other 

words, by going to trial we have more than doubled our losses. But these are 

just the cases that have gone to trial. Over the past 25 years, there have been 

many similar cases. It is a sad fact that during my career I have always had at 

least one litigation file on my desk that has required the application of formal 

processes involving expensive external specialist advisers to mitigate our 

losses. 

1.2 Themes emerging 

The story above is an example drawn from my working life handling trade credit 

issues – the systems and processes in which there is a time lag between the 

supply of and payment for goods and/or services. My fellow accountants, 

especially in the construction sector, assure me that my experiences are far 

from unique. This suggests a partial answer to why only 42.5% of new 

businesses survive the first 5 years (Shaw, 2020), yet the  

role of SMEs in our society has become even more important as 
providers of employment opportunities and key players for the 
wellbeing of local and regional communities. (CEP, 2008, p. 2) 

 

My story illustrates how, to work effectively, businesses need to collaborate with 

others across the supply chain. This collaboration relies ultimately on trust that 

the supplier will deliver the specified goods and services and that the buyer will 
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pay for them. It may be that the buyer does pay, but not in the agreed period, 

leading to late payment. Long and late payments have been identified as 

hindering the ability of SMEs (Abrahams, 2013; Conti et al., 2021) to succeed 

as reduced cash flow or the additional cost of maintaining cash flow through 

extra borrowing (Connell, 2014) hinders job creation (Barrot and Nanda, 2016) 

and business development. This, in turn, may necessitate further regulation to 

mitigate the harmful effects of this dysfunctional system (Jenkins, 1998; CEP, 

2008; BIS, 2013b; European Commission, 2015; Intrum Justitia, 2016). 

The strategy committee of the UK Government’s Department of Business, 

Energy and Industrial Strategy (BEIS) asserts that ‘we are shocked by the 

extent of late payments and the impact they are having on small businesses’ 

(2018, p.41). Evidence shows that up to £225 billion is owed in late payments to 

British SMEs (Zurich Insider, 2016). SMEs write-off up to 7.5% of late payments 

as bad debts (Sage, 2018, p. 5), with 50,000 businesses closing, resulting in a 

loss of 350,000 jobs per annum (FSB, 2016a). A single late payment may result 

in a ripple effect (Ivanov, Sokolov and Dolgui, 2014) throughout a supply chain, 

with each successive payee consequently unable to meet its debts on time, the 

end result being the collapse of the supply chain to the detriment of the errant 

buyer (Esenduran, Gray and Tan, 2022). Pay.UK (bacs, 2019) finds that 80% of 

late payments are between two small businesses with 45% of SMEs waiting 

more than two months for payments resulting in collection costs of £4.4 billion 

and 24% of owners taking a pay cut. 

These statistics are alarming, but possibly provide only limited insight into the 

complex and very human, social dynamics of SME supply chain operations in 

the UK that give rise to them. In contrast, the springboard of this thesis is my 
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personal experience of the social and power-based relationships within the 

supply chain and how late payments effect the lives of the actors within at the 

micro/small business level. In particular the statistics fail to reveal how these 

power-based relationships are used to stymie the formal regulatory 

mechanisms designed to ensure efficient and ethical trading. My experiences in 

the field as highlighted by the vignette at the start of this chapter allow me to 

differentiate the transactional process of supply and payment between tangible 

and intangible. My awareness therefore allows me to disseminate how a 

sequence of events effects the financial (seen) and human (felt) assets of a 

business and in so doing reveals six themes. 

The primary theme of this thesis is rooted in the emotions emanating from trust. 

Trust is based on confidence that the other party will fulfil its obligation in 

accordance with the contract between the parties. In commercial transactions 

contracts state what, how many, the quality and price of the units to be supplied 

and when payment is to be made. A contract is observable, transferable, has 

value and as such is a financial asset of the business. Yet contracts may be 

ambiguous and/or broken. The foundation of the contract – trust – is an 

intangible phenomenon of the transaction that relates to the human assets of 

the business. Where the transaction is significant to the contracting individuals 

each will feel emotion, an unquantifiable awareness residing within the person. 

When a contract is fulfilled, the emotion will manifest in a feeling of pleasure or 

anguish that may result in the body performing an unconscious act, for example 

a smile for pleasure or tear for sorrow.  

My secondary theme conceptualises regulatory processes designed to support 

and encourage contract compliance. Where contract compliance fails, further 
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rules may be used to determine restitution to the aggrieved party. Regulatory 

processes may be visible in the form of codified rules and laws and observable 

when the rituals of the rules are performed by actors during correspondence or 

in court. Rules exist, however, for the betterment of society to ensure that 

participants can co-exist. Whilst the foundations of regulatory processes and 

laws are invisible the effects of the outcomes are real and felt by societies, 

participants and expressed through emotions when a ruling is made. 

This leads to my third theme, the application of power. Power is the ability of 

one party to exert its will over another and again can be visible, for example, 

through physical force or invisible by implied deed or word. Power is seen 

throughout the trade credit process; it is dynamic and moves between the two 

transacting parties over time. Power can, however, be applied surreptitiously. 

For example, this can be exerted through manipulation of regulatory systems 

stymieing a valid claim, or via lobby groups able to influence regulations. 

My fourth theme relates to the effects of one party negatively using its power to 

the detriment of another party. Within the realms of business transactions, and 

specifically trade credit, this may manifest in the form of non-payment; the result 

of which impacts the supplier’s cash flow and, in extreme circumstances, may 

lead to the cessation of the business. However, power can also impact the 

supplier’s emotional well-being resulting in stress, sleepless nights and 

potentially seepage into the victim’s personal life. As with the financial assets of 

the business, in the extreme worst-case scenarios, the application of power can 

result in marriage breakups and even suicide. 

I summarise how these themes interplay within the arena of trade credit in table 

1.1 below. Contrasting the table entries reveals my fifth theme: time. Time is an 
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abstract concept used to differentiate events that do not take place 

simultaneously. Within finance, time is money and a delay in payment may 

result in a reduction in finance costs for the buyer. For the buyer, time may 

diminish the feeling of obligation to the point that they no longer feel obliged to 

pay for the goods or services purchased. From the supplier’s perspective time 

may result in finance charges on borrowed money, penalties on unpaid debts 

(for example tax penalties for late payments), opportunity costs of not having 

cleared funds, and increased risk of not being paid. In this form, time is tangible. 

But time can also be intangible; it allows emotions to strengthen. For example, 

negative feelings may increase within a supplier that they will not be paid the 

longer the buyer takes to pay. The negative feelings may spark thoughts and 

‘what-if’ considerations within the supplier which encompass and take over all 

other thought processes to the detriment of other sensory encounters.  

I will caveat the impact of late payment with my sixth and final theme, the 

materiality of the debt in relation to the current financial stability of the business. 

For a business with high volume and low value sales, a late payment may not 

have much of an impact on its cash flow and is therefore unlikely to increase 

negative emotions within the supplier. Where, however, the debt is material, this 

may have grave consequences on businesses’ ability to continue trading. Such 

circumstances are therefore likely to increase the levels stress within the 

supplier, especially where their personal situation is linked to the payment. For 

example, a sole trader reliant on payment of an invoice to cover their mortgage 

may experience increased stress thinking of the consequences of defaulting if 

they are unable to make alternative arrangements. 
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Figure 1-1 Effects of late payment on a business’s financial and human assets. 

 

Trade credit is complex existing in a dynamic environment where things do not 

always go to plan. Therefore, businesses apply informal and/or formal 

processes (Figure 1.1). I use the term ‘informal processes’ throughout this 

thesis to describe actions that can be completed internally by a company using 

existing resources. Internal processes can be as simple as sending a statement 

reminding the client that the debt is due or telephoning them and asking when 

an invoice is going to be settled. I use the term ‘formal processes’ to define 

actions and events that are governed by rules and statutory regulations and 

 FINANCIAL ASSET 
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HUMAN ASSET 

Invisible / non 
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COMMENCEMENT Sale is subject to 

contract for payment at 

a future time 

Trust is a feeling that 

one’s decision will be 

correct 

AFFECT of late payment Cash flow is impacted Negative emotions from 

unfulfilled trust; resulting 

in stress / loss of 
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COUNTER measures to 

avoid non-payment 

Regulatory 

mechanisms to deter / 

address non-payment 

EFFECT of late payment 
May jeopardise 

businesses survival 
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where failure to follow the rules may jeopardise the right to claim the debt. 

Formal processes may be enacted internally or externally dependant on the 

business’s skillset and resource availability. For example, the UK has processes 

in place to allow low-value debts to be collected without the requirement of a 

lawyer. However, the plaintiff will still need to adhere to strict rules and 

procedures dictated by the courts. As a result, the plaintiff may choose to act 

either internally or externally. 

   

Figure 1-2 Collection Process 

 

Figure 1-1. Collection processes
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1.3 Research questions 

These themes frame trade credit as a practice associated with a complex range 

of social and power dynamics. When things go wrong, and buyers pay late or 

not at all, the first resort is usually via informal collection practices which are 

inherently social. Because these can and do fail to achieve payment, trade 

credit systems are underpinned by regulatory and legal frameworks, which are 

structural and rather fixed. These regulatory and legal systems are, in principle, 

designed to mitigate failures in the trust-based trade credit social practices. The 

interface between (social) business practices and regulatory or legal systems is 

therefore of crucial importance – in essence, how well do formal regulatory 

regimes enable and facilitate what is basically a social practice? It might be that 

formal systems are effective, but perhaps only by facilitating the social relations 

that constitute trade credit (e.g., by providing a backstop threat that promotes 

compliance with payment).  

This leads to my principal research question, which is 

How effective are formal and/or informal collection processes, and what 

is the relationship between them for small businesses in the collection of 

overdue trade debts? 

I answer this principal question via three subsidiary questions. The first relates 

to how SME suppliers make their decisions about how to proceed with getting 

payment. Decisions are likely to be influenced by past events, experiences, 

initial internal actions, the degree of ambiguity in the situation and the 

magnitude of the debt, as well as external factors. Accordingly, the first 

subsidiary question is: 
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What factors and processes contextually influence small businesses’ 

decisions regarding how to collect late payments?  

The question is designed to reveal the contextual dynamics affecting decisions 

to use informal and/or formal collection processes. 

My second research question aims to explore how small businesses make their 

decisions regarding the collection of late payments and is  

What influences suppliers’ choices to use formal and/or informal means 

to collect overdue trade debts and how are these decisions made? 

The question is designed to reveal how and why small businesses use specific 

formal and informal processes when confronted with late payment. 

Having experienced late payment and taken a particular route to obtain 

collection, small businesses do not always achieve their desired outcomes. This 

leads to my third research question, which is:  

How effective do small businesses find formal and/or informal collection 

processes in collecting trade debts? 

I reflect on the experiences of suppliers who have used formal and informal 

processes to determine how businesses resolve their late payment problems 

and how effective their approach was. 

By addressing the three subsidiary questions, I determine an emerging pattern 

of use that enables the principal question to be answered. By gaining insight 

into how the informal and formal collection processes work, and their 

effectiveness, this thesis aims to make a fundamental contribution to knowledge 

such that the design of collection measures can be significantly improved.  
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1.4 Methodology 

Much of the valuable research on trade credit undertaken to date has been 

quantitative and econometric. However, the research questions that drive this 

thesis aim to explore and understand the social and power dynamics involved in 

trade credit. This demands a more qualitative approach as the issues to be 

explored are not entirely amenable to quantitative analysis. An outsider may not 

be able to fully understand the esoteric cause and effect of late payment or be 

empathetic to its impact on emotions. As an insider, I therefore adopt an 

embodied methodological approach. This approach enabled me, as a 

researcher, to acknowledge and reflect on my own experiences to interpret and 

explain the research findings. Accordingly, I adopted a primarily qualitative 

approach to data collection, albeit with some quantitative elements. In that 

sense, this thesis aims to make some modest contribution to the emerging 

methodological approaches to researching trade credit that complements the 

more quantitative work being undertaken.  

The data collection for this thesis was undertaken via a three-stage approach of 

questionnaire-interview-questionnaire. I began my research with an initial 

questionnaire designed to scope out the subject area to gain an understanding 

beyond my own experiences. Respondents were sought from the accounting 

profession and from small businesses, particularly those in the creative sector 

where I have spent much of my working life. 

The second stage was to undertake interviews to gain a much deeper 

understanding of people’s experiences. Interviews were conducted throughout 

the research phase using a combination of the snowball method of sampling 

and chance encounters. The snowball method involves contacting known 
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parties that in turn advise others of my research, inviting them to take part. The 

chance encounter method results from networking in which individuals advise 

that they have had experience of late payments and are willing to assist at a 

later private interview. 

Once a picture started to emerge of respondents’ views on credit management 

and late payments, a second questionnaire was developed. Questions were 

designed to determine whether the data in the initial questionnaire and 

interviews was representative of a larger anonymous population. 

The first subsidiary question was addressed using data obtained from the two 

questionnaires. The second subsidiary question was addressed by using a 

combination of the second questionnaire and interviews. Evidence at the micro-

level about episodic real-life user experience was gathered during the 

interviews to garner a rich understanding of the circumstances leading to the 

use of formal processes by interviewees. The third subsidiary question used the 

responses from the two questionnaires and the interviews. Interviewees’ 

experiences were then contrasted with the responses to the questionnaires to 

give a richer, deeper contextualisation of the subject. 

1.5 Structure of this thesis 

The remainder of this thesis is structured as follows.  

Chapter 2 introduces the reader to the theory of trust which forms the 

foundation of trade credit, and how breaches in trust influence emotions. I 

outline the temporality of payment and how late payments can have a 

detrimental impact on a business. I undertake a discourse of the reasons why 

businesses offer and use trade credit. Finally, I outline how the use of trade 
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credit can be abused, necessitating the requirement for regulations to remove 

power imbalances between suppliers and buyers.  

Chapter 3 considers how temporality can affect moral behaviour and 

specifically whether a buyer continues to feel obliged to honour the supplier’s 

trust. I explain how, at a conceptual level, regulatory systems seek to bring 

about desirable societal outcomes and mitigate downside risks – for example to 

address the abuse of power by one party in a trading relationship. I distinguish 

formal systems such as written rules or laws and informal systems enacted 

through norms, self-imposed ethics, and morals. I explain how regulatory 

systems applied in formal processes have evolved to address negatively used 

power imbalances in trading relationships. Formal processes apply a rational 

response to a given problem that may have resulted from an irrational sequence 

of events. Game theory can be used to explain actors’ rational decision-making 

processes concerning debt collection. I introduce the idea of liar’s poker3 as a 

metaphor for buyers that abuse the power differential in the trading relationship 

to gain an advantage over the buyer. The game is played by buyers attempting 

to mitigate their expenditure by abusing rules enacted to ensure payments. 

Such abuse in turn forces suppliers to consider what actions are required to 

maximise the cash eventually returned from the original transaction. I conclude 

the chapter by referencing motivational theory, Psychology Reactance Theory 

and affect theory to explain how emotional responses may lead to irrational 

decision-making in debt collection. 

 
3 Liar’s Poker is a bluffing game. I elaborate the origin of the term from game theory and how I 
adapt and apply its use within this thesis in section 3.4 
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Chapter 4 outlines UK Government’s approach to address businesses 

continued complaints emanating from the effects of late payments. Whilst 

Government’s approach is primarily one of allowing businesses freedom to 

negotiate contracts, it has nevertheless introduced outline rules designed to set 

boundaries to ensure fair play. I outline the genealogy of statutory regulations in 

the UK relating to late payments. For trade credit to exist, trust is required, an 

element of which is the supplier’s initial approach to the contract based on risk 

management and due diligence. I conclude the chapter with a summary of 

collection stages, how and where Government regulatory initiatives have been 

applied to assist in the application of trade credit and debt collection. 

Chapter 5 sets out the methodological approach taken by this thesis. It 

commences with a discussion of the choice of methodological approach. I then 

explicate why and how I collected particular data and the reasoning that 

underlay my analytic approach. I conclude the chapter by reflecting on the 

research journey highlighting the lessons learned and thus mistakes to be 

avoided. 

Chapters 6, 7 and 8 present my data, with each addressing one of my three 

subsidiary questions. Each builds on the findings of the previous chapter to 

reach the conclusion that is presented in Chapter 9. 

Chapter 6 addresses my first sub-question – What factors and processes 

contextually influence small businesses decisions regarding how to collect late 

payments? It explores the underlying factors that influence the choice between 

formal and informal collection processes, beginning with an interrogation of 

respondents’ use and knowledge of existing credit control procedures and 

Government initiatives introduced in Chapter 4. I then review the subsequent 
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effect of late payment on the business and its employees in terms of the 

monetary, temporal, or emotional aspects to contextualise the problem and 

determine an order of concern. Consideration is given to parties that use 

intimidation to avoid or collect outstanding debt which is counteracted by formal 

or informal responses. I conclude the chapter by introducing the term what 

now? to define the point in time that consideration is made to change the 

method of collection. 

Chapter 7 addresses my second subsidiary question – What influences 

supplier’s choices to use formal and/or informal means to collect overdue trade 

debts and how are these decisions made? When trust is broken and the what 

now? point is reached, businesses will consider their options and whether to 

pursue collection. At the small business level, lack of experience, size of 

business and other potentially unrelated intrinsic and extrinsic circumstances 

may preclude a formulaic collection process. Using the responses to the follow-

up questionnaires with interview data, I explain how my respondents perceived 

late payment and unpaid debt. This leads to consideration of the circumstances 

in which they turned to external sources and advisers. The rationale of 

respondents’ use of formal and informal processes to restore any power 

imbalance resulting from breach of trust is also considered. The chapter 

concludes with a summary of the context behind the use of formal collection 

processes in the decision-making process. 

Chapter 8 addresses my third sub-question – How effective do small 

businesses find formal and/or informal collection processes in collecting trade 

debts? Each time a business is faced with a ‘what now?’ point it will consider 

past events, experiences, and outcomes, using these to determine the 
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approach to the collection in the current circumstances. Different choices may 

be made on each occasion due to other externalities which may or may not be 

related to the current situation. I begin with an analysis of the effectiveness of 

formal processes used by interviewees. Not all interviewees and respondents 

use formal processes in collection. Using interview data, I consider the informal 

collection processes and the reasoning for specific decisions. I highlight some 

of the alternatives and potentially industry-specific approaches taken by some 

suppliers. I conclude the chapter with an analysis of the research findings to 

show how small businesses use formal and/or informal processes to collect 

outstanding debts. 

Chapter 9 returns to my principal research question –How effective are formal 

and/or informal collection processes, and what is the relationship between them 

for small businesses in the collection of overdue trade debts? Despite the best 

endeavours of suppliers and using industry-recommended routes to collection, 

the full sum owed plus collection costs are not always recovered. This brings 

into question why current theory and the regulatory systems put in place to 

ensure settlement are deficient. I consider the implications of my research for 

late payment legislation detailing how I assisted in drafting a private member’s 

bill designed to change the culture of late payments. The chapter concludes 

with a reflection of my research journey, the robustness of the research data 

and recommendations for future research.
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2 Trade credit 

2.1 Introduction 

This thesis explores the collection-related decision-making processes of small 

businesses when confronted with the late payment of trade debts. Hence, it is 

first necessary to establish from the literature what trade credit is, what its 

dynamics are, and how these characteristics engender a need for formal 

regulatory mechanisms.  

Section 2.2 introduces trade credit, explaining how it is a trust-based social 

process. Section 2.3 explores the technicalities of trade credit and how the role 

of temporality of payments impact cash flow. Section 2.4 explicates the demand 

and supply of trade credit and by referencing the grey literature highlights how 

dominant businesses are abusing the fundamentals of trade credit for their own 

benefit. There follows a brief chapter summary in Section 2.5. 

2.2 Fundamentals of trade credit 

The technicalities 

Trade credit is the term used to describe the deferred receipt of funds from a 

buyer for the supply of goods and services. The monetary value of the sale is 

initially recorded in the supplier’s accounts in the sales ledger as accounts 

receivable. At any point, the net balance of accounts receivable less payments 

received equals the trade debts of the organisation. Trade debt is therefore the 

result of the time lag between the delivery of goods and services and receipt of 

payment. Buyers follow a counterpoint bookkeeping process with the monetary 
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value of the debt being recorded as the net balance in the purchase ledger and 

as trade creditors. 

This bookkeeping treatment implies that ‘accounts receivable are typically taken 

to be liquid assets that can be converted into cash relatively easily in the event 

of a liquidity shock’ (Barrot, 2016, p. 1976). In reality, because of a reluctance or 

inability on the part of the debtor to pay, this may not always be the case. 

Credit, trust, and confidence 

The word credit originates from the Latin creditum, which means ‘a loan, thing 

entrusted to another’ (Harper, 2013). In Middle French, credit meant belief or 

faith, whilst in Italian, credito means belief and trust (Harper, 2013). Trust is 

core to the nature of credit, which has the expectation of a positive outcome at 

its heart; a belief or faith that a loan (or entrusted thing) will be returned despite 

the giver of trust having no absolute control over the way the other party acts. In 

such processes, the trustor must believe at the outset that the trustee will 

encapsulate4 the interests of the giver with their own (Cook, Hardin and Levi, 

2005; Shapiro, 2012). By so doing, the buyer/supplier relationship will be 

sustained to mutual benefit because the interests of the supplier in being paid 

are encapsulated with the buyer’s interest in being supplied. 

As such, trust is grounded in confidence, which is an ‘anticipatory emotion’ 

(Kemper, 1978, p. 72) that one’s judgement and estimation are correct. 

Confidence is an ‘emotion of an assured expectation… [and is a] feeling which 

encourages one to go one’s own way… [an] emotion of self-projection, a 

 
4 The term ‘encapsulated interest’ as used by Cook, Hardin and Levi (2005, p.5) is based on the 
premise that ‘our interest becomes yours in the trust relationship… [because it is] grounded in 
the value of maintaining a relationship […] into the future’. 



Trade Credit 

 
23 

willingness to act’ (Barbalet, 1996, pp. 76–77). To enhance confidence and 

thereby reduce negative emotions, actors may mitigate the risk of confidence 

being misplaced by looking at trustees’ reputations and qualifications (Barbalet, 

2014). Risk reduction measures, as I explain in Section 3.3, are created by 

‘organisations, contracts, sanctions, incentives’ (Barbalet, 2014, p. 5). Of 

course, contractual terms may not be adhered to, and trustees may consider 

the risk of incurring sanctions preferable to fulfilling a contract. 

Consider the scenario where A supplies a service to buyer B. When A believes 

B will pay, A’s trust in B is confirmed if B pays in accordance with the 

contractual agreement. Conversely, A’s trust in B will be betrayed if B does not 

pay according to contractual terms. Where B wants to pay but is unable, A’s 

trust is misplaced. It is only after trust has been given that the trustor knows if 

their confidence in the trustee is justified (Barbalet, 2011). 

There are instances where a trustee may intend at the outset to or imply that 

they will encapsulate the trustor’s interests with their own, but they may not 

deliver on that intention (Cook, Hardin and Levi, 2005). Consider, for example, a 

buyer who, after taking possession of goods or using a service,5 demands a 

discount or pays late. In such an instance, at first sight, the buyer appears to 

have little or no intention of honouring the trust relationship and has proved to 

be untrustworthy. Now let us consider a different scenario in which the buyer 

fully intended to honour the trust, but due to unforeseen circumstances was 

unable to do so. In such an instance, the buyer remains trustworthy since the 

intent was to honour the contract. 

 
5 For the remainder of this thesis, references to goods also include the provision or use of 
services. 
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How the trustor perceives failure to honour the confidence afforded will 

determine the emotion they feel. Korobkin and Guthrie (1994, p. 109) 

researched psychological barriers to settlement ‘predict[ing] that litigants will be 

more likely to reject a settlement offer if they view the offeror as morally 

blameworthy or disrespectful of their claim’. Trust is enmeshed in emotions, 

which ‘result from real, imagined or anticipated social relationships’ (Kemper, 

1978, p. 43). A breach of trust leads to other emotions both external (such as 

anger at the breaker) and internal (for example, regret that trust was granted). 

Emotion affects future trust in the trustee and the judgement of the trustor 

(Barbalet, 2011). 

Trust is also grounded in loyalty. 

the feeling of confidence that trust between others (including self at 
another time or place) can be maintained over time and therefore 
restored in the future if absent at any given time (Barbalet, 1996, p. 
80). 

Confidence, trust, and loyalty are all future-orientated emotions without which 

business relations and operations would be problematic. Trust ‘is a 

judgement/assessment, a lubricant to ease commitment to risky relationships’ 

(Shapiro, 2012, p.104). 

The social origins of trade credit 

Humans have long combined labour and resources to create goods and 

services in mutually beneficial exchange relationships (Smith, 1981), leading to 

systems of trade (Lea and Webley, 2006). Parties to trade exchanges may meet 

their obligations at separate times, leading to debt (Graeber, 2011). Aristotle 

considered trade to be an extension of the personal honesty and reputation of 

the parties involved in the transaction (James, 2009) – making him sceptical as 
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to how long-distance trade could function given the weakening of the social ties 

that engender the obligation to behave in a trustworthy manner. 

This risk has long been addressed by the development and use of social and 

legal regulatory systems. For instance, where parties are unknown to each 

other, individuals can garner information from wider social networks instead 

(Cook, Hardin and Levi, 2005). For instance, in the UK, trade protection 

societies (TPS) were formed from the 17th century onward to facilitate the 

functioning of geographically remote social networks. The TPS required 

members to supply information about trading parties when requested, which 

was then used to create a picture of companies’ trustworthiness. Information 

sharing by the societies across multiple socially disconnected areas facilitated 

trade and reduced the chance of peripatetic defaulters (Bennett, 2012). 

Enabling trade to flourish between unconnected parties requires an 

understanding of obligation. Blau (2017, p.94) argues that 

since there is no way to assure an appropriate return for a favour, 
social exchange requires trusting others to discharge their obligations 
[… and while social exchange] may originate in pure self-interest [it 
generates] trust in social relations through their recurrent and 
gradually expanding character. 

In complex economies obligation becomes a value that is converted, stored, 

and exchanged in the form of money. The link between these elements is 

summarised by Rickards (1993, p. 167) as ‘dollar is money, money is value, 

value is trust, trust is contract, contract is debt’. Monetary exchange inevitably 

enables the original parties to the obligation to move further apart (Pike and 

Cheng, 2001; Ingham, 2012). The final parties that convert money back in to 

useable goods and services may have reduced empathy in the success of the 
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original enactment of the transaction (Pixley, 2012). Thus, in money-mediated 

transactions, the sense of social obligation diminishes, undermining the trust 

base of debt. I have experienced this phenomenon on multiple occasions in 

large companies; a myopic attitude may develop towards a supplier where 

payment, purchasing, receipt and use of goods are administered by different 

people or departments. For example, and based on my personal experience in 

debt collections, an employee working in the buyer’s finance department who 

arranges settlement of an invoice may not empathise with the needs of their 

colleagues in marketing (the requestor) or purchasing departments or with the 

supplier (Salah Eddine, Saikouk and Berrado, 2021). The employee in 

marketing or purchasing is only concerned with receiving the goods or services 

they have ordered and may have little concern for how or when the supplier is 

paid. Similarly, providers of external collection processes will have little interest 

in the transaction beyond its effect on their fees. This is not the case for 

suppliers who are owner-managers, whose livelihood and ability to meet their 

own payment obligations may be dependent on being paid on time. In other 

words, the micro/small business base their trust on the fact that other 

departments, and employees in buyers’ businesses perform in a timely and 

ethical manner. However, these assumptions may be unfounded. This then 

raises the question of why credit is offered if it is so risky and that a single 

overdue payment can jeopardise a supplier’s ability to meet its own obligations. 

2.3 Technicalities of trade credit 

In chapter 1, I posited that temporality and materiality are key dynamics of trade 

credit. This sub-section explains how cash flows through supply chains 
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reflecting the influence of temporality and discusses the significance of 

materiality of accumulated debt on a supplier.  

Cash-to-cash-cycle  

A supply chain consists of companies purchasing goods and services, adapting 

them and selling them on to the next company in the chain until they reach an 

end-user (Damianos and Serrano, 2017). Let us consider one link in the chain 

(Figure 2.1), Company Co.1, and how trade credit can influence its profit. 

Company Co.1, purchases goods from vendor Company Co. X on t0, agreeing 

to pay for them on t1. The goods are then sold on credit at t2 and paid for at t3. 

This leads to a period between t1 and t3 in which Company Co.1 is without cash 

that can be used for other purposes. The period between cash-out (t1) and cash 

in (t3) is called the cash-to-cash cycle (C2C). The supplier is exposed to 

increased risk during the C2C in circumstances where the supplier has 

insufficient available cash reserves (including the use of overdraft facilities) to 

meet its immediate outgoings. 
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Figure 2-1 A single company perspective on cash-to-cash cycle (C2C) (Hofmann and 
Kotzab, 2010, p. 309) 
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Reducing the period between cash outlay at t1 and cash receipt at t3 can 

increase profits by reducing finance charges incurred during the period. Some 

companies may try to gain an advantage at the cost of their suppliers by 

extending t1 and therefore increasing the accounts payable period (t1-t0). This 

will result in reducing the period in which Company Co.1 must finance cash flow 

from its reserves while it awaits funds from Customer Co. Y (at t3). By acting in 

this way, Company Co.1 effectively reduces its own cost of finance by way of 

reduced borrowing requirements and thus interest charges (Kling, Paul and 

Gonis, 2014). For some companies, particularly in the retail and construction 

sectors, Company Co.1 will attempt to pay for the goods from its supplier 

Vendor Co. X after it receives cash from its Customer Co. Y. In effect, Company 

Co.1 uses its supplier’s cash to fund its operations. This is also the situation in 

‘paid when paid’ contracts. In the above example, t3 would therefore occur 

before t1 (Hofmann and Kotzab, 2010). 

Timing and effect on cash flow 

While the aforementioned increase in payment days may be of benefit to the 

buyer, this will not be to the supplier’s advantage. By way of example, I will now 

demonstrate how the temporality of payment can turn a profitable company into 

one that, due to cash flow, is unlikely to survive. To do this I will compare the 

effects of payment terms on the cash flow of five businesses (Smith, 2010). The 

three core timing elements that affect cash flow are: 

 Past  Prepayments  (e.g., rent, or receipts in advance) 

 Present  In-period   (e.g., wages, cash on delivery) 

 Future  Credit/accruals  (e.g., inventory, AR) 
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Let us consider five different businesses all starting trading on the same day 

and with the same VAT return periods. For argument’s sake, all transactions 

take place on the last day of the month and every business has sales of 

£100,000 per month. Each business has the same overheads of £80,000 per 

month and is subject to identical credit terms. Half of the purchases are subject 

to VAT and half are not, resulting in net cash outgoings from month one of 

£88,000. This model will result in £20,000 per month profits before interest and 

tax, and I will assume that all clients pay in full and without the supplier incurring 

collection costs. 

Trader 1 demands cash in advance of beginning work from all clients and so on 

day one of trading, it commences business with £120,000 in its account 

(inclusive of VAT). Trader 5, however, does not receive payment until 90 days 

after supply (for example, the last day of month four or 120 days after Trader 1). 

Trader 2 supplies on 30 days’ credit, trader 3 trades 50% on 30 days and 50% 

on 60 days, whilst trader 4 offers 60-day terms. The cash balances of the 

business are shown in Figure 2-2 with Trader 1 having a cash balance at the 

end of month 6 of £276,000 which can be invested in the future growth of its 

business. Conversely, Trader 5 requires an overdraft of £268,000 at the end of 

month four (22.33% of annual turnover), reducing to a £204,000 overdraft at the 

end of month six. Trader 5 will not clear the business overdraft until month 14. 

Trader 1, however, will have a surplus cash balance of £424,000 at this point. 

Figure 2-2 represents the month-end cash flow balances of each business 

during the first 16 months of trading. Let us suppose that all traders gear their 

business-like Trader 2 and have a bank overdraft facility equivalent to 10% of 

annual turnover (red dotted line in Figure 2-2). Traders 4 and 5 will both breach 
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their overdraft facilities at the end of month two and may need to stall creditors 

or obtain additional finance. Traders 4 and 5 may also incur additional costs of 

time and money in debt collection, plus the inevitable dilemma of how to settle 

the bills. A juggling process will occur in which some creditors will be subjected 

to enforced delayed payments. Suppliers may require cash on placing of order 

or delivery or refuse to take or fulfil future orders until the account is brought 

back into agreed limits. The trader may have to incur additional costs to cover 

collections, interest and legal fees and may have to obtain more finance by 

offering additional security. 

It could be argued that Trader 4 had insufficient funds at the start of trading to 

support the 60-day terms offered to/demanded by (Intrum Justitia, 2021) clients 

but provided it can survive its first five months, it will start to reduce its overdraft 

from month six. Many companies in Trader 5’s position may take on riskier 

contracts to generate cash flow or turn to their banks, factoring companies – or 

accept other discount cashflow facilities to bridge the cashflow gap. The banks 

and factoring companies will, in turn, look at the extended payment terms and 

conclude that Trader 5 is a riskier enterprise and may accordingly decline to 

extend the facility or may apply higher interest charges to compensate for their 

increased risk. 

It has been argued that one of the reasons for late payment is due to the failure 

of the supplier to put in place robust systems that ensure the timely collection of 

debt (Pike and Cheng, 2001; Padachi, 2006; Wilson, 2008a; Lobo, Wann and 

Fulmer Jr, 2009; Cash, 2011; Paul and Boden, 2012b; Taylor, 2012; Afrifa, 

2013; Enqvist, Graham and Nikkinen, 2013; Matthews, 2013). This may not be 

the case if Trader 5’s buyers are all slow payers. If this is the case, Trader 5 
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should consider whether to continue trading and if so its ability to increase 

available internal/external funding. The question becomes one of fault: the 

buyer for adopting long payment terms or paying late, or the supplier for not 

demanding shorter payment terms or pursuing an earlier settlement. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2-2 Comparison of effects on cash flow by giving credit 
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I have thus far outlined the technicalities and fundamentals of trade credit in this 

section demonstrating the temporality of payment on a businesses’ cash flow. In 

section 2.4 I discuss the reasons businesses use trade credit and how this use 

has been abused by some parties.  

2.4 Demand, supply, and abuse of trade credit 

I now turn to consider some of the reasons advanced in the literature why 

parties use trade credit given the risk that one party may breach transactional 

trust (Paul and Boden, 2008). The percentage of firms offering trade credit is 

consistent over time and from study to study, standing at around 95% of total 

sales (Grablowsky, 1976; Matthews, 2013; Paul, 2013). This suggests a strong 

imperative to offer trade credit. The early literature on trade credit assumed a 

mutual relationship between buyer and supplier. Paul and Boden (2011, 2012b), 

however, identified the asymmetric power dynamics of trade credit and how 

some buyers, for their own advantage, bully suppliers.  

I commence the discourse by offering some of the primary reasons suggested 

in the literature for using trade credit. An obvious reason is to facilitate sales. 

Other reasons include inspection of purchases; to gain an implicit stake in a 

buyer’s business; to defer payment; peer influence, and taxation. I will discuss 

each of these before concluding this section with a colloquy of the grey 

literature relating to how and why (some larger) firms abuse trade credit for their 

own benefit. 

Demand and supply 

One of the primary reasons a business may agree to the temporality of payment 

is to increase sales (Moeller and Sandberg, 2017; Salah Eddine, Saikouk and 
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Berrado, 2021) by widening the marketplace to those without immediate access 

to cash, or those who want time to inspect or experience goods and services 

before paying (Hill, Kelly and Lockhart, 2012) as part of their quality assurance 

process (Long, Malitz and Ravid, 1993; Paul and Boden, 2008, 2011, 2012a, 

2012b; Boden and Paul, 2014). Giannetti, Burkart and Ellingsen (2008) find that 

the type of product, whether standard or bespoke, influences the availability of 

credit. For example customised goods and services may require closer 

inspection to ascertain the quality of the goods (Deloof, 2003; Paul, 2010) 

ensuring they meet the buyer’s specification. 

A further reason for suppliers offering credit is that, by doing so, they may 

obtain an implicit stake in the buyer’s business. Both the supplier and buyer 

may share information on sales, competitor pricing or technological trends that 

benefit both parties (Lee, 2000; Moeller and Sandberg, 2017), which is akin to 

encapsulated interest theory referred to in Section 2.2. A supplier through 

repeated trading may be in a better position to forecast and react to a buyer 

experiencing liquidity problems than a competitor who relies on third party credit 

referencing (Smith, 1987). Implicit information can also be gained by external 

parties through supply chain announcements. For example, Apple regularly 

publishes its primary supply chain details and in doing so can affect a supplier’s 

share price based on predictions of Apple’s sales (Kollewe, 2017; Megaw, 

2017). 

Some buyers may use trade credit as an alternative form of finance (Paul and 

Boden, 2008; Al Manaseer et al., 2011; Šalamon, Milfelner and Belak, 2015; 

Tatyana and Nina, 2018). It has been proposed that trade credit is quicker and 

cheaper to obtain than bank funding (Nilsen and Gerzensee, 1999, cited by 
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Paul, 2010) or equity release (Paul, 2010). A small company obtaining finance 

from a bank may have to offer personal guarantees and security in the form of a 

charge over the owner-manager’s home or other personal assets. An alternative 

to bank funding is to raise finance through equity, but this will result in diluting 

the owner-manager’s control of the company (Matthews, 2013). Larger 

businesses listed on recognised share exchanges will be subject to reporting 

requirements and may have to incur additional ancillary legal, brokerage and 

public relations costs when raising additional funds especially if these involve 

diluting equity. 

Peer influence has been posited as a further reason for issuing trade credit 

(Gyimah, Machokoto and Sikochi, 2020). That is, firms rival their peers in the 

belief that they will remain competitive and potentially increase sales, improve 

liquidity and profitability. Gyimah, Machokoto and Sikochi (2020) warn, 

however, that blindly mimicking peers trade credit policies can lead to sub-

optimal policies being instigated; this usually leads to ‘liquidity shocks’ (Barrot, 

2016). Peer influence is also used by buyers to set payment terms. Craig, 

(2016) highlighted that one large company in the US wrote to its suppliers 

stating  

A recent study confirmed that our current payment terms are 
significantly shorter than the industry standard. As a result, we have 
made our standard payment terms a minimum of net 60 days. 

It might also be that buyers (working in consortia) may dictate terms, forcing 

multiple competing suppliers to accept the buyers’ terms if they want to remain 

in the market. This is particularly the case for small businesses who fear losing 

custom of a larger and more powerful buyer (M. Parziale et al., 2018) 
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A final reason for advancing trade credit worthy of mention is taxation 

(Atanasova, 2012). Brick and Fung (1984) argue that the temporality of 

marginal tax rates among buyers and suppliers is a motivational factor on the 

flow of trade credit. For example, in the UK, a Value Added Tax of 20% is 

added to most sales (outputs) and is usually reported to the UK tax authorities 

quarterly. Businesses deduct VAT paid to its suppliers from VAT charged on 

their sales, paying or reclaiming the difference to the tax authorities within 

seven days of the reporting date. The timing of an invoice can, therefore, have a 

significant effect on a business’ cash flow due to the complexity of reporting and 

payment rules. For example, the VAT on a credit sale made just before the 

reporting date will be paid to HMRC 90 days earlier than the VAT on a credit 

sale made just after the reporting date. Conversely the VAT on credit purchases 

can be offset against payments to HMRC up to 90 days earlier if the purchase is 

made before the quarterly reporting date. An analogous situation arises where a 

buyer may be eligible to claim tax allowances on larger items such as 

equipment. Where government proposes the removal of a tax advantage, 

suppliers may extend trade credit to boost sales before the change takes effect. 

In such circumstance the supplier may promote the tax savings as a discount 

on the product, highlighting the removal of the tax break effectively increases 

the after-tax cost of the product. 

Abuse of trade credit 

When all companies in the supply chain pay on time, cash flows seamlessly 

from end-user via retailer, distributor, manufacturer through to the initial 

producer, with each taking an element of profit. When a company, typically a 

larger company (Paul, 2010) near the end customer (Sandor and Nelson, 2015; 
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Sunderland, 2015) acting in its own self-interest dictates terms to extract a 

disproportionate element of the profits, it does so at the expense of all other 

participants in the supply chain (Giannetti, Burkart and Ellingsen, 2008; Paul 

and Boden, 2012b) causing a ripple effect (Ivanov, Sokolov and Dolgui, 2014) 

resulting in the collapse of the chain and penultimately harming the buyer 

(Esenduran, Gray and Tan, 2022).  

Under the UK’s Late Payment of Commercial Debts Regulations (LPCDR), the 

default number of days to settle an invoice is 60 days and 30 days for public 

authorities (BIS, 2013). Under current UK legislation, suppliers paid late are 

entitled to charge a fixed penalty depending on the size of the debt, plus interest 

at the rate of 8% per annum over the Bank of England base rate (BIS, 2013a). It 

was initially feared that granting suppliers a statutory right to interest would 

encourage buyers to use late payment as a legitimate line of credit (Conway, 

1997), as late payment penalties and charges (if applied) were less costly than 

other forms of finance. The remainder of this section explains how larger 

buyers, despite the regulations, circumvent legislation by adopting long 

payment terms to their own advantage. 

Some large companies make greater use of trade credit than funding from 

capital markets (Murfin and Njoroge, 2015; Barrot, 2016). For example, it was 

reported in 2015 that 75% of Walmart’s total debt was funded by trade credit 

(Murfin and Njoroge, 2015). In the UK, Carillion’s 2016 consolidated accounts 

showed total conventional debts of £688.7 million, whilst trade and other 

payables due under one year were reported as £2,090.1 million, equating to 

75% of the total debt owed by the company (Carillion plc, 2016). This practice is 
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the result of companies reducing the cash-to-cash-cycle by shortening the time 

allowed for buyers’ to pay whilst increasing the time to pay suppliers.  

Following the market turmoil and reduced bank lending at the end of the 

noughties, many companies attempted to increase their payment terms from 30 

to 60 days (Cross, 2012), 75 days (Hurley, 2012), 90 days (This is Money, 

2010) or even 180 days (This is Money, 2010). For instance, Unilever attempted 

to justify increasing their payment terms to suppliers claiming that ‘by working 

with suppliers to release cash, we provide funds for Unilever to invest in further 

growth, which is in the long-term interests of us and our suppliers’ (This is 

Money, 2010). Thus, Unilever is effectively claiming to encapsulate the interest 

of the supplier with its own. Unilever’s defence is, however, only valid on the 

proviso that it pays suppliers when it is itself paid. Numerous other companies 

have used similar statements as justification for lengthening payment periods to 

suppliers (Godelnik, 2015; Sunderland, 2015; Craig, 2016). Whilst the buyer 

may gain an advantage to cash flow, this is achieved at the supplier’s expense 

(Smith, 2010). In a more recent case, it was reported that Stanley Black & 

Decker extended payment terms to its supply chain to release $500 million cash 

back into the business which it subsequently used to purchase an unrelated 

company (Tatyana and Nina, 2018). Carillion used a slightly different argument 

(as did Diageo), stating that for suppliers agreeing to extend payment terms, the 

supplier could, for a fee payable to Carillion’s bankers, obtain earlier payment 

which assisted the supplier’s cash flow. Diageo (2016) argues how it assists 

small businesses via a facility with Santander where a trader can receive 

settlement up to 50 days early against Diageo standard 60-day payment terms. 
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Reverse Factoring/Supply Chain Finance (SCF) schemes have been promoted 

by some large buyers and politicians (Prime Minister’s Office, 2012) as a way 

for smaller suppliers to obtain reduced finance rates based on the larger buyer’s 

credit rating. The supplier presents its invoice to the financier for early 

settlement. Once approved, the financier will pay the supplier the face value of 

the invoice less a charge for interest. The buyer will then pay the financier the 

face value of the invoice at a later point in time (Prime Minister’s Office, 2012).  

In 2013, Carillion (then a substantial facilities management and construction 

company) extended payment terms from 65 to 120 days under a new payment 

system (NSCC, 2013). Suppliers who required payment earlier could obtain it 

under a reverse factoring arrangement from an intermediary bank for a discount 

on the invoice amount (Migliorato, 2018). In effect, Carillion was obtaining a 55-

day interest-free loan from its suppliers by demanding longer payment terms 

(Baruch, 2016). As a result of the imposed updated terms, suppliers who 

wished to continue trading with Carillion would need to fund the increased gap 

from alternative reserves, obtain other sources of finance or offer Carillion’s 

intermediary bank a discount on the debt. Under all three scenarios, the 

supplier incurs the increase in finance costs to the benefit of the buyer. The 

Government subsequently attempted to distance itself from Carillion’s actions 

stating: 

Supply chain finance is a useful option for suppliers to access 
affordable working capital and works well alongside normal payment 
terms, but should not be used as an alternative to prompt payment. 
(Cross, 2013) 

This form of discount implies that the offering company (the buyer) uses credit 

as a method of funding its operations, passing on its own interest charges to its 
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suppliers via the discount charged by the lending bank (Editors, 2021). The 

advantage to the buyer is that this form of lending is still treated as trade credit 

and not loans under accounting rules (Smith, 2020). Carillion, which eventually 

collapsed in 2018, may have used its suppliers as lenders of last resort when it 

was unable to obtain funding from alternative sources, but it is unlikely that 

Walmart or Stanley Black and Decker, which have ready access to financial 

markets, use trade debt in the same way. Even government may use trade 

credit as a form of easy borrowing; during his testimony in the Greensill 

enquiry6, David Cameron stated that: 

Although the Treasury is in favour of it [early payment] in theory, in 
practice early payment means the Treasury borrowing more money 
and paying more interest on it. (Treasury Committee, 2021b, pt. 
Q406)  

If Walmart, Stanley Black & Decker, Carillion and the UK Government’s use of 

trade credit as a financing mechanism is widespread, this brings into question 

past research findings that claim only high growth firms and those experiencing 

liquidity problems were likely to use trade credit from their suppliers (see Cunat, 

2004; García-Teruel and Martínez-Solano, 2010; Šalamon, Milfelner and Belak, 

2015). It appears that some larger well established companies use trade credit 

to fund their operations and even growth (Tatyana and Nina, 2018), benefiting 

from free/cheap source of finance that trade credit offers; passing on some of 

the finance costs and risks to suppliers via supply chain finance arrangements 

(Nelson, Ewing and Alderman, 2021) 

 
6 The Greensill inquiry investigated HM Treasury’s response to lobbying prior to the collapse of 
Greensill Capital in 2021 (Treasury Committee, 2021a). 
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Having discussed larger businesses’ potential for deliberate abuse via reverse 

factoring/supply chain finance, I now discuss a misunderstanding by legislators 

what trade credit is and how this has legitimised potential abuse by larger 

buyers. As stated above, the literature posits that trade credit is used to 

ascertain the quality of goods and services. However, Part 1, Section 4, Clause 

5A of the Late Payment of Commercial Debts Act 1998 introduces a verification 

period. The act provides that interest on an unpaid invoice commences once 

verification has been completed. Verification periods, therefore, raise questions 

of when a debt originates, a situation more prevalent in verbal agreements 

(used by smaller businesses) opposed to written contracts (used by larger 

businesses) (M. Parziale et al., 2018). In this example, the supplier may 

consider that the payment period commences on the date of dispatch of goods 

and issues an invoice or timesheet for approval. However, the buyer may 

consider that the payment period commences from the date the buyer accepts 

the invoice, e.g., after the end of the verification period. This scenario is 

exacerbated by online accounting portals that only allow invoices to be 

uploaded after the goods (or services) have been approved, thus favouring the 

buyer with regards the timing of the debt. This further enables buyers to state 

that the clock on payment terms does not commence until the later of 

verification, invoice submission and invoice approval. The Department for 

Business, Innovation and Skills (BIS, 2015) consultation on Payment 

Performance Reporting asked respondents whether they agreed that reporting 

requirements should specify when the clock starts on the payment period and 

whether the date of the invoice is a suitable point to start the clock. The 

research finds that 63% of respondents agreed that buyers should state the 

terms of the ‘clock start’ for reporting purposes, but 39% were against ‘issue of 
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invoice’ as the start-point for determining the due date of an invoice. However, 

23% of respondents considered that the clock should start upon receipt of an 

invoice.7 In effect, this can give a buyer an additional period during which it 

effectively uses suppliers’ funds to reduce buyers’ cost of finance without 

recognising that it has a liability. This is especially the case where larger 

companies only accept electronic invoices that are matched against an existing 

purchase order. The use of contractual clauses, stating payment is made 30 

days after invoice approval, enables larger companies to claim that they settle 

invoices in 30 days – irrespective of the fact they may have taken 60 days to 

agree an invoice. 

Many of my peers in the accounting profession have described to me what they 

believe to be a further stalling tactic – the necessity of opening a supplier’s 

account in the buyer’s payment system. From my own experience, at the start 

of a contract, the first invoice is submitted to the buyer, who in turn passes it on 

to its procurement or accounts department. Invariably, one of these 

departments will advise that it cannot make the payment or accept an invoice 

until it has set the supplier up in the buyer’s procurement/accounting system, 

irrespective of who in their organisation signed the contract. In one instance it 

took just under 150 days for Marks and Spencer plc to open an account to settle 

a one-off £500 invoice. Such a sequence of events lies outside the contractual 

payment terms (from the buyer’s side) where, for example, the supplier’s terms 

are 14 days from supply or issue of an invoice. The two parties may have 

differing definitions of when the trade credit period commences which results in 

 
7 31% of respondents were large companies, 69% were representative trade bodies 
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long payment occurring from the supplier’s perspective, despite the buyer 

claiming the debt as paid on time.  

All the above forms of abuse relate to legitimately extending the time to pay 

suppliers and can be characterised by the term long payment. Long Payments 

can be seen as arising from the difference between the supplier’s and buyer’s 

perceptions of a fair length of time to settle an invoice. Buyers’ lengthening time 

to pay can be achieved by either asking/making suppliers agree to longer 

payment terms (Intrum Justitia, 2021) or simply paying later than the agreed 

terms (M. Parziale et al., 2018). Late payment has received most research and 

policy attention, perhaps because of continued complaints by SMEs via lobby 

groups such as the Federation of Small Business. BIS (2014) suggests that a 

supplier may prefer to trade with a buyer on 14-day payment terms but with the 

knowledge that the buyer always pays six days late on the 20th day than with a 

buyer that demands 45-day terms and usually pays on the 45th day. The 

position of UK and European legislators has been to prefer non-interventionist 

measures that enable businesses to agree on payment terms but remain 

subject to rules imposed by legislation (Filby, 1993; Papoutsis, 1995; Hansard, 

1998; OJEC L200/35, 2000; Albert, 2006; Edmonds, 2014). 

Trade credit is in effect an unregulated financial market (Paul and Boden, 2008, 

2012b; ICC Banking Commission, 2014; Schizas, 2015a). The larger buyer can 

assert its dominance by announcing that payment terms are being increased 

(Esenduran, Gray and Tan, 2022), whilst all new contracts will include longer 

payment terms as a condition of purchase (for example Daneshkhu, 2015; The 

Editor, 2018; Vetter, 2020). If the large buyer were to obtain conventional 

finance, it would need to fulfil lending criteria, incur expensive regulatory fees, 
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and may need to obtain approval from shareholders and listing registers if 

issuing additional equity. The harsh reality is that often defaulting on a supplier 

is less costly and lower risk than defaulting on other sources of finance that may 

hold security. Whilst a bank may remove funding, a supplier is more likely to 

continue supplying (in the short-term or where a contract involves one-sided 

penalty clauses for delays in the provision of service), or at least be more 

sympathetic to negotiate an extension in time to pay, assuming the supplier is 

given the option to negotiate alternative payment terms. Thus, the buyer as a 

borrower is the weaker party in a financier/borrower position but becomes the 

stronger party when it assumes a buyer/supplier relationship.  

2.5 Summary 

This chapter has presented an overview of what trade credit is and how it 

works. Trade credit is an obligation based on the future-orientated effect of trust 

to make a payment at a later date; thus, the obligation of the buyer, time and 

the trust of the supplier, are the key determinants that make trade credit work. 

Several reasons have been put forward as to why both suppliers and buyers 

use trade credit, ranging from the time available to pay, to the prior inspection of 

goods or services, to obtaining an implicit stake in each other’s businesses. 

Trade credit is, in effect, a loan from the seller to the buyer which consists of 

two parts: the agreed sale price of the goods and services plus the cost of 

allowing the buyer time-to-pay later. Time creates its own risks, namely the 

desire or ability of the buyer to fulfil the obligation. 

Buyers may use trade credit when they do not have access to funds, are under-

capitalised, where trade credit is cheaper than other forms of finance. Some, 
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often large, buyers use their power advantage over suppliers, forcing them to 

agree longer terms (M. Parziale et al., 2018) under the threat of withholding 

future business. Others, whether deliberately or through inefficiencies, settle 

invoices past the due dates leading to increased stress for the supplier and on 

occasion resulting in downstream late payments throughout the supply chain 

(Esenduran, Gray and Tan, 2022). 

With such risks, a supplier needs to mitigate the delay and/or the risk of non-

payment of the debt and the effect of this on the company’s liquidity and 

survival. A supplier needs, in the first instance, to differentiate between buyers’ 

intention: those that want to pay but cannot, from those that can pay but will not. 

In cases of impaired ability, it may be in the supplier’s interest to collaborate 

with buyers to find solutions, even if this means extending the time-to-pay or 

accepting a reduced amount versus not receiving payment at all. To mitigate 

risk, a supplier may attempt to shorten the time between paying for goods and 

services and receiving cash from the buyer by reducing the time differential in 

the cash-to-cash cycle. Conversely, buyers may adopt a similar pattern by 

increasing the time to pay suppliers to release cash into their businesses that 

may be used for alternative projects. Where a buyer holds on to a supplier’s 

money and uses it to invest in other unrelated projects, this can be deemed to 

be an unethical and ‘exploitative’ (Cowton and San-Jose, 2017, p. 679) abuse 

of power. Many larger companies act in this way to their self-interest by 

dictating terms, extracting a disproportionate element of the profits from the 

whole supply chain (Giannetti, Burkart and Ellingsen, 2008; Paul and Boden, 

2012b). 
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Successful lobbying by business groups has led to the introduction of regulatory 

systems designed to assist not only in the collection of debts but also as a 

deterrent to buyers from paying late or defaulting. Well-designed regulations 

that operate effectively should lead to reduced risk for both parties. Chapter 3 

explores the development of regulatory systems and law with particular 

emphasis on the application of regulatory systems to trade credit, dealing with 

both compliance to obligations, and as a way of addressing the power 

imbalance between buyers and sellers. Regulatory systems assume that a 

rational approach to the problem is adopted but due to affect this may not 

always be the case. 
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3 Regulatory systems and irrational emotions  

3.1 Introduction to regulatory systems 

Chapter 2 described how trade credit arises when two parties create an 

obligation to perform reciprocal functions (supply and payment) at separate 

times. The foundation of the obligation is trust that each party will behave 

honourably. Confidence in the trustworthiness of the other party is supported 

through the supplier’s reliance on rules, both formal (laws and regulations) and 

informal (cultural belief systems) which seek to mitigate the risk of breaches of 

obligation. 

This chapter addresses conceptually the formation of formal rules designed to 

address the risk that the buyer does not honour an obligation to pay on time. 

Section 3.2 explores buyers’ potential breaches of trust and how these 

engender a need for informal and statutory regulatory systems to mitigate the 

risks. Section 3.3 considers the nature of those regulatory systems, how rules 

are created and what differing regulatory systems consist of. It explores how 

large companies may have the power, ability, and resources to manipulate the 

regulatory systems for their own advantage, and demonstrates how regulatory 

systems become problematic when, because of the operation of power, small 

businesses’ ability to claim what is rightly owed is nullified. Section 3.4 

considers how, under orthodox economic theory approaches, decisions relating 

to adherence of regulatory systems are made on strict rational considerations of 

risk and reward. Humans, however, also act on emotions that are sometimes 
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irrational in economic terms. I juxtapose rational and ‘irrational’ decision-making 

when a debt is not paid on time. Whilst game theory can be used to explain the 

rational interplay between a supplier and buyer engaging in litigation, it is 

unable to explain actions driven by affect. I seek to address this shortfall by 

using motivational and affect theory. Section 3.5 summarises the chapter. 

3.2 Trust, power, and the moral dilemma of buyers 

Chapter 2 defined trade credit as a time-contingent obligation on the buyer to 

the supplier that is underpinned by trust. Moral reasoning creates a dilemma 

whether the participants feel obliged to fulfil their obligations. For example, once 

the first party has fulfilled their part of the transaction, does the second party still 

feel obliged to fulfil their obligation. ‘Obliged’ and ‘obligation’ are therefore not 

strictly synonymous. There is, in reality, a ‘chance or likelihood’ that the person 

with the obligation will suffer punishment at the hands of others if they fail in 

their part of the bargain’ (Hart, 2012, p. 83). This counterposes the obligation to 

pay with the possibility of some penalty for breaching trust, which some might 

view as a calculation of the risks of non-compliance. Such risk assessments are 

inherently subjective. For instance, where one party claims a transaction is a 

gift, free pitch, or sample thus obviating an obligation (Washburn, 1934; Knight 

and Knight, 1995; Cushing, 2008; Griffith, 2016). Hart (2012, p.6) covers this 

point by stating that ‘rules must exist stating what words must or can be used, 

how they are used, by whom and in what context’. 

There can be an excuse for abrogating obligations where this is for the greater 

good or to avoid more significant harm (Cowton and San-Jose, 2017). For 

example, an obligation not to kill another may be mitigated if it was in self-
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defence (Hart, 2012). This principle can similarly be applied to the credit 

function, where an entity subsequently finds that the contract may be illegal. It 

may also be the case that to avoid cash flow problems within the buyer’s 

business that despite wanting to pay on time, it is unable to because of other 

factors, such as being paid late by others (Cowton and San-Jose, 2017). For 

example Intrum Justitia (2021) report 57% of businesses increased payment 

terms due to macro-economic uncertainty. 

Power is an important dynamic in the risk assessment of the likely 

consequences of failing to act honourably. Power in its purest form is the ability 

of one party (B) to exert their will over another party (A) in a given situation 

(Whitt and Lukes, 2005). For example, a powerful buyer may demand 

unreasonable payment terms (Cowton and San-Jose, 2017) or cancel all future 

business. Whitt and Lukes argue that the application of power is a three-

dimensional concept consisting of practicality, moral dilemma, and evaluation. 

Practicality involves the holder of power, B, determining who party A is and 

what resistance A may bring into play to avoid party B’s doing as it desires. In 

trade credit terms, this might be buyer B considering whether to pay supplier A 

and what consequences might result from late or non-payment. For example, 

will the supplier withdraw future supplies and, if so, what is the buyer’s ability to 

obtain future supplies from other parties? 

The moral dilemma in the exercise of power is the responsibility of a ‘human 

agent or agency for bringing (or failing to bring) about certain outcomes that 

impinge on the interests of other human beings’. (Ball, 1976, cited in Whitt and 

Lukes, 2005, p.66). Moral dilemmas are therefore a matter of the obliged versus 

obligation considering practicality and application of power. 
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The application of power is also determined by an evaluation of the potential 

outcomes and B’s ability to control others. Buyer B may increase levels of 

distrust when it can dominate or render supplier A powerless to react. This 

threefold heuristic is useful in considering late payment.  

Dominance results in a subject submitting to the will of another. Powerlessness 

implies that the weaker party, either via their own inability or with the help of 

others, is unable to counter the will of the stronger party at the time in question. 

In trade credit situations, power is fluid and dynamic, moving between supplier 

and buyer. At the time of sale, the supplier holds power as they have goods that 

the buyer wants. Once an order is placed on credit and fulfilled in part or in full, 

trust is brought into play. The power shifts to buyer who can decide whether it 

still feels obliged to make payment.  

Whitt and Lukes (2005) argue that the exercise of power may result in 

unintended consequences which may constrain the ability of others to make 

decisions. This is seen in trade credit, where a supplier is themself unable to 

meet their debts because of late or non-payment by their own buyers. Power 

may be used constructively; for instance, when the interests of the supplier are 

encapsulated into the interests of the buyer so that both parties work for each 

other’s mutual benefit. This said, the more powerful party might only continue in 

this vein for so long as it is beneficial to it (Cook, Hardin and Levi, 2005) and, 

over time, is more likely to become self-centred (Ariely, 2016). If a preferable 

alternative arises, the more powerful party is likely to take it, potentially leading 

to the end of the relationship. Thus, argue Cook, Hardin and Levi, (2005), the 

less powerful will be distrustful. 
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A dominant buyer may dictate terms because of its relative power advantage. If, 

however, the supplier can withhold the supply of goods or services or terminate 

the contract and supply a different buyer, the power imbalance may be 

mitigated. Both parties in such a situation have differing levels or capabilities to 

exert power over each other, resulting in mutual distrust. Equally, both are 

dependent on the other for their mutual benefit (Cook, Hardin and Levi, 2005). 

Thus, 

irrespective of power inequalities, social relationships … with varying 
degrees of interdependence, may be more important to maintain than 
the distaste of interacting with an untrustworthy person. (Barbalet, 
2019, p. 6) 

In a similar vein, Cook, Hardin and Levi, (2005) consider issues of reputational 

damage. A dominant party may decide not to impose its wishes despite its 

capacity to do so for fear of damage to its own reputation for trustworthiness. In 

such instances, the powerful party retains its dominance, but for self-interested 

reasons does not enact its ability against the weaker party. This principle has 

also been seen within illicit drug trading where a supplier decided that the 

application of revenge (violence) for non-payment would bring about unwanted 

attention from legal authorities especially if there was risk that the defaulting 

buyer would give evidence (Moeller and Sandberg, 2017). The effects of power 

are therefore limited by the resistance, if any, of the subordinate and thus 

conflict is evitable (Barbalet, 1985). 

The exercise of power is constrained by the law. Law can frame and support 

trust between the parties (Cook, Hardin and Levi, 2005). Where one party is 

denied or unable to exercise legal rights designed to level the playing field, 

power is manifested, and law fails. Social scientists have used game theory to 
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predict the likelihood of an outcome from such power interplays. Through the 

repeated playing of games, observers can determine that where sanctions and 

constraints are repeatedly used as a deterrent, the outcomes become more 

predictable leading to less trust being required in the transaction as both players 

learn that response X leads to repercussion Y (as explained in Section 3.4) 

(Barbalet, 2014). 

Morality, law, and corporate entities 

In this section, I explain how morality and ethics can affect and drive corporate 

decision making on trade credit. Historically, business was merely an extension 

of an individual’s social relations in their community. As business has 

increasingly been conducted by larger corporate entities, the social 

accountability of individuals has become obscured beneath layers of procedural 

bureaucracy (Herzfeld, 1992; Graeber, 2015), complicating issues of trust. Yet, 

a corporate body is still in effect a collection of individuals working for a 

common goal – the success of the corporate entity. The question then becomes 

one of corporate culture and whether the company exists solely to make profits 

for shareholders. Shareholder theory dictates that ‘managers should not behave 

in a socially responsible way but should concentrate on corporate profits’ 

(Šalamon, Milfelner and Belak, 2015). In essence the company should restrict 

itself to minimal legal compliance. Alternatively. the company may decide to act 

out of a sense of morality or social responsibility – as suggested by stakeholder 

theory. In essence, the difference between the two stances is a matter of ethics 

(Šalamon, Milfelner and Belak, 2017).  

Since the corporate body is a collection of individuals, this can give rise to two 

forms of moral deviation (Vago, 1954) – the breaking of societal rules and 
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norms. The first occurs when an individual permits a deviant act against the 

corporate entity for personal gain (for example theft of some sort from an 

employer). The second occurs where an individual (or group of individuals) 

permit a deviant act for the benefit of the corporate body with no direct personal 

gain for themselves (Umphress and Bingham, 2011) (although increasing profits 

can indirectly benefit individuals through, for example, promotions or bonuses). 

This second form of deviancy leads to problems of corporate accountability and 

responsibility (Milford, 2016). The courts have applied the principle of mens rea 

(Martin and Storey, 2010) – the controlling mind (Chaiton, 2013) – in deciding 

culpability when laws are broken and where an individual in a company acts 

with intent, the company can be held liable. This is irrespective of whether the 

individual has committed the offence or not; for example, where the individual 

was in a position to know or prevent an offence occurring (Ogus, 2004). 

If corporate culpability is established in civil cases, companies can be fined. 

However, financial penalties may be seen as insignificant (Fehr and Falk, 2002) 

and little more than ‘mere taxes’ (Hart, 2012, p. 39) or licence fees (Vago, 

1954), especially if there are no consequences for individuals. ‘Legal rule 

designed to deter individual wrong-doing are simply not transferable to the 

corporate setting’ (Fox, 1996). Hiding behind the veil of incorporation, an 

employee can be free to create three ethical faces: one for home and family, 

one for community and one for work, permitting them different ethical 

behaviours in a company from those in their personal life (Cohan, 2002; James, 

2009). 

Corporate accountability may remove employees’ and owners’ anonymity. 

When personal reward is considered employees’ and/or owners may ‘forget’ or 
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redefine moral rules (Gino, Ayal and Ariely, 2013) when committing unethical 

behaviours (Shu and Gino, 2012). However, Ayes and Braithwaite (1995, p.22) 

found that employees with strong ethical values ‘cared deeply about the 

adverse publicity; they viewed both their reputation in the community and their 

corporate reputation as priceless assets’. 

Businesses have multiple stakeholders (ACCA, 2013) with differing interests in 

the outcome of a transaction. For example, shareholders may seek to prioritise 

their wealth (Friedman, 2002; Heath, 2011) or purposes (Sison, 2015), while 

employees may seek job security (Dheise, 2001; Lange, Pacheco and Kumar, 

2010). In principle, a business should recognise that its reputation ultimately 

depends on its ethical behaviour (James, 2009; Popomaronis, 2018). Unethical 

behaviour may render the firm untrustworthy, adversely affecting its share price. 

Companies have found that ‘a good reputation can easily be tarnished, but a 

bad reputation is very difficult to overcome’ (Cook, Hardin and Levi, 2005, p. 

30). At the micro-level, where a company supplies another company, both 

benefit from the transaction and can enhance their respective reputations if they 

each perform to contract. For example, if the supplier provides excellent service 

whilst the buyer enhances its reputation by paying on time, both are more likely 

to want to trade together in the future and may call on the other for a reference 

for future trade with others (Novak, 2009). 

Benthamite reasoning (Honderich, 2005; Hart, 2012) is that legislation is the 

glue that binds the interests of all parties and therefore compliance with the law 

might override ethics even when a specific piece of legislation is biased to one 

party, such that they still comply with it (Encina, 2004; Macdonald, 2011). For 

example, during 2020 many large retailers were entitled to and claimed, rates 
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relief during the coronavirus pandemic despite not needing it. Their actions 

were entirely legal but unethical (Jones, 2020; Wood and Pratley, 2020). But 

actors might also carry out a cost-versus-benefit calculation of punishment 

versus reward when considering their compliance with the law (Ogus, 2004; 

Novak, 2009). When one party opts to break the law because of such a 

calculation, it results in  

[B]ad business. They corrode the nature and spirit of the business 
enterprise by transforming cooperative exchange into antagonism 
and exploitation [...] – into unlawful relationships with accomplices or 
victims (Kelsey and Krause, 2009, p. 99). 

Ethics can be argued to be innate to good business as they engender 

cooperation. However, Kelsey and Krause (2009) argue that ethics are merely a 

constraint and that, without the fear of the consequences, a business may use 

its power to gain an advantage. In other words, ‘limited liability regulation 

creates incentives for business to do things that they may not do if they were 

subject to the provisions of unlimited liability’ (Gregg, 2009, p. 220). Kelsey and 

Krause (2009) propose that a system based on calculated compliance promotes 

the idea that ethics are manipulatable whenever it suits the business. This 

implies that if breaking the rules and paying a fine is a cheaper option than 

compliance, a business may be tempted to adopt the former route. 

Reputation, and thus perceived trustworthiness, influences stakeholder views 

(Coombs, 2007; Bollen, Mao and Zeng, 2011; Cole, 2012) which can, in turn, 

influence a company’s performance and share price. Such reputational capital 

can be deemed an intangible asset of the company that should be nurtured 

(Adams et al., 2013). A company with a moral awareness deters misconduct 
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and harmonises both its financial and social perspectives, increasing the value 

of its reputational capital and thus share price. 

Globalisation further challenges corporate ethics (Gregg and Stoner, 2009). 

Companies are no longer accountable to a single legal sovereignty. 

Professionals are employed to circumvent local and international laws and the 

character and structure of corporations are always changing, thus removing 

hierarchy and displacing responsibility and ownership (James, 2009). In the 

case of large corporate bodies, there may be differing perceptions of the 

requirements of compliance and thus the calculation of the cost-versus-benefit 

of that compliance (Ogus, 2004). Various levels of management may be subject 

to differential understandings of company goals. Upper management may focus 

on medium to long-term goals and regulatory compliance, while middle 

management may concentrate on short-term financial criteria. Middle 

managers, therefore, receive mixed signals of social responsibility and profit 

maximisation, yet career progression is based on the latter, not the former 

(Ayes and Braithwaite, 1995). This leads to executives simultaneously 

maintaining two selves: the profit-maximising self and the law abiding-self (Ayes 

and Braithwaite, 1995; Ariely, 2012). Which prevails will be determined by the 

individual’s ethics, self-interest  (Shu and Gino, 2012) and cognitive moral 

development. The coronavirus pandemic of 2020/21 challenged companies’ 

moral compasses regarding payment. Companies such as Weatherspoon’s, a 

UK pub chain, acting in their own interests withheld payments to suppliers (Hart, 

2020). Proving that ethics and self-interest can be mutually beneficial, other 

companies such as Lockhead in the US reduced payment terms to ensure the 

survival of their supply chain (Monga and Trentmann, 2020). Salamon and 
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Mesko, (2016) found that the greater a buyer’s lack of empathetic concern was 

towards suppliers the greater the delay in payment that occurred. 

Drawing on the findings of Milgram’s experiments, Flam (2012) argues that 

people are so concerned with doing their job correctly that they become myopic. 

For example, a buyer may be more interested in retaining cash than paying it to 

the supplier for no other reason than it perceives holding cash as good (Lea and 

Webley, 2006) and therefore in the best interest of the buyer. In the same vein, 

Vago (1954), again referencing Milgram, claims that individuals distance 

themselves from their actions when they believe they are acting under the 

instructions of another person or authority, just as bureaucrats become powerful 

as a result of anonymity and unaccountability (Herzfeld, 1992). 

Both these actions are entirely legal. The application of power over the supplier 

may, in the short-term, be in the best interests of the buyer. For example late 

payments may reduce the buyer’s finance costs and/or release working capital 

which can be used for alternative investments (Šalamon, Milfelner and Belak, 

2015). Indeed such practices have been promoted in financial and management 

textbooks but I postulate such doctrines are ‘at best amoral and perhaps 

immoral’ (Cowton and San-Jose, 2017, p. 676)   

This section has discussed the moral dilemma faced by a buyer and whether 

they feel obliged to fulfil their obligation to pay the supplier. Some buyers may 

try to avoid or delay payment and to counter this society adopts rules and 

regulations. A problem arises however when debts are incurred by corporations 

with multiple individuals that hide behind the veil of incorporation and layers of 

bureaucracy to avoid accountability. I address this conundrum within section 3.3 

where I proffer the importance of regulations put in place to deter breaches of 
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trust, restore the power imbalance and thus morality of business to ensure that 

invoices are paid on time. 

3.3 Foundations, forms, and perspectives of regulatory and legal 

systems 

I now explain how regulatory systems are used to try to mitigate the risk of 

actors breaking trust resulting in invoices being paid on time. I start by 

discussing social cooperation and how the operation of the market can lead to 

the establishment of regulatory systems. I then explicate how formal regulations 

are created and some alternatives to these formal approaches. I conclude by 

outlining how law can be used to change culture. 

Natural law and markets 

Section 3.2 discussed how whilst power is formally vested at the corporate 

level, company employees enact it. Late payment is ultimately a consequence 

of the individuals who make decisions behind the corporate veil of accountability 

(Haidt, 2006, 2013). This directs us to consider first what motivates human 

behaviour in market environments.  

Adam Smith argued that humans are altruistic in nature and that the market is 

an environment of ‘morality and social support’ (Weinstein, 2015, p. 32) for 

reasons of simple mutual self-interest (Smith, 1981). Similarly, Charles Darwin 

concluded that collaboration was an intuitive part of natural law – the natural 

ordering of social life (Vago, 1954). In contrast, research also suggests that 

groups that thrive do so ultimately as a result of self-interest and not as a result 

of mutual cooperation – albeit cooperation arises through self-interest (Barbalet, 

1996; Lea and Webley, 2006). Research also indicates how actions tend to  
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transcend into ‘groupishness’ (Haidt, 2013) or peer conformity, for example 

where suppliers emulate competitors’ trade credit policies (Gyimah, Machokoto 

and Sikochi, 2020). Salamon and Mesko (2016) suggest that if a competitor is 

successful applying unethical processes (for example, enforcing long payment 

terms on suppliers) such actions could become standard practice for the 

industry. 

Groups co-operate via consensus and/or coercion (Vago, 1954). A consensual 

society functions by adopting a series of rules or norms that require all 

members to give up some rights in return for mutual protection. For example, 

businesses trading in the UK forego the right to pay their suppliers whenever 

they feel like it in return for legislation that seeks to ensure that their buyers pay 

them promptly. Rules may also mitigate asymmetric power relationships 

between parties and address a lack of trust (Cook, Hardin and Levi, 2005).  

Alternatively, societies may be bound through coercion (Vago, 1954) – the weak 

submit to the strong, hoping to gain the best terms available to live under the 

protection of the powerful (Hart, 2012). Herbert Spencer argued that such a 

society would grow and progress at the hands of its best members (Vago, 

1954). In both cases, Cook et al. (2005) argue that society will continue to 

function but not as a result of encapsulated interest. Rather, society will work 

because of distrust between the parties. This may not be a negative synopsis of 

society, as highlighted by Barbalet (2019) above; society exists through self-

interest in which the members align their trust in each other via societal rules. In 

this case, the weaker parties or trust givers will need to align their interests to 

those of the powerful. For example, if a supplier wants to increase sales to a 

large buyer it may have to offer longer payment terms. Weaker members will 
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therefore appeal to the upholders of law or more powerful members of society 

for protection. 

The paradigm (cooperate or coerce) adopted becomes the foundation of that 

society’s moral construct, with law acting as an extension of morality, (Hart, 

2012). ‘Without the sense of community, there can be no law. Without law, there 

can be no community’ (Hoebel cited in Vago, 1954, p.55). This statement 

equally applies to business transactions. Without trust there can be no trade 

credit, without trade credit there can be no business. As argued above, trust is 

supplemented by law; thus, business cannot function without laws, which create 

rules forbidding or enjoining certain types of behaviour for fear of penalty (Hart, 

2012; Ariely, 2016). These rules create group behaviour and help predict 

reaction to deviation; ‘our feelings of compulsion’ (Hart, 2012, p. 11). 

Regulations have their origins in legislation and this legislation establishes the 

competent authority to determine the details of regulations and enforce them 

(Hart, 2012). Thus, regulatory rules give power to administrators. Regulation 

may either attempt to deter actors from breaking rules through punishment or 

encourage compliance (Ayes and Braithwaite, 1995; Mavroidis, 2000). 

Regulations seeking to deter are exercises in ‘command-and-control’ (Ogus, 

2004, p. 82). Potential offenders know (or ought to know) that non-compliance 

might lead to punitive enforcement.  

Where the regulation seeks to apply rules between citizens, as in trade credit, 

the process for testing for a breach of the regulation is a civil court trial. Trials 

examine ex-post alleged breaches of the rules and can be very costly (Ogus, 

2004). Problematically, defendants may purposively use the court and other 

regulatory processes to either stall and pay late or negotiate a better credit deal 
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for themselves. Others may avoid enforcement altogether by, for instance, 

declaring insolvency (another regulatory procedure). Although somewhat dated, 

observations by Chester Bowles (Bowles, 1971 cited in Ayes and Braithwaite, 

1995) during his time at the US Office of Price Administration found that 20% of 

firms complied with any legislation, 5% attempted to evade all legislation and 

the remaining 75% complied, but only where the threat to the 5% of dissenters 

was both credible and punitive.  

Litowitz (1997) argues that legal theory often looks at the law from two 

perspectives: the internal (officials, judges, lawyers) and external (observer, 

society). Thus, legal systems are designed to internally justify officials’ actions 

and/or the actions of legislators to the wider external community. This leaves 

the plaintiff or defendant out of the picture, a topic I return to later when 

discussing the costs of litigation and the requirements to comply with Civil 

Procedure Rules (Ministry of Justice, 2018). 

Creation of regulations 

Hart (2012) queried whether rules become habits or habits become rules. When 

change occurs and everyone complies with the new norm, practices become 

habitual: ‘the paradox […] is that the more civilised man [sic] becomes, the 

greater is man’s need for law and the more law he creates’. (Hoebel cited in 

Vago 1954, p.3). Vago (1954) summarises the stages leading up to rule 

inscription as instigation, information gathering, formulation, consideration, 

mobilisation and modification. The instigation or amendment of a rule may be 

prompted by actions such as research or campaigning around a perceived 

injustice and the associated publicity. This can then lead to information 

gathering via consultation exercises or further research. This may then result in 
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the drafting and enactment of legislation. Regulations will then be enforced and 

may subsequently be modified. In Chapter 9 I explain how the research 

undertaken in this thesis has led to the drafting of a private member’s Bill 

designed to change existing legislation and thus the culture of late payments. 

The operation of power is evident throughout this process. Various interests, 

each with their own agendas, will influence the outcome (Ogus, 2004). In 

essence, regulations are the product of dynamic, politicised processes and 

reflect the operation of power. 

The law cannot know everything and plan for every eventuality. Complex issues 

may be interpreted and determined by the courts, specialist agencies (GCA, 

2017; SBC, 2018), or professional bodies (Ogus, 2004) such as the Association 

of Chartered Certified Accountants, Chartered Institute of Credit Managers, or 

the Royal Institute of Chartered Surveyors. 

The courts develop common law, building on the law and precedent. This raises 

the problem of how such case law adapts to changing circumstances and the 

risk of errors leading to consequential misinterpretations of the law. In such 

instances, new laws or regulations may need to be created to rectify previous 

errors. 

Regulatory methods – a different approach 

An alternative regulatory approach is via persuasion and incentive – for 

instance, economic incentives such as grants, subsidies and taxation (Ogus, 

2004). Another approach is the use of licences issued by a designated body, 

especially when this body requires specific competencies to be adhered to 
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(Vago, 1954). For example, auditors are required to hold a practising certificate 

issued by a professional body (ACCA, 2018). 

Regulations can also be used to draw attention to certain behaviour that might 

be deemed undesirable, often via reporting requirements. The aim here is to 

use public perception and the market to encourage certain behaviours and, in 

so doing, set standards that other businesses will want to replicate (Ayes and 

Braithwaite, 1995). Regulations requiring reporting may also be used in 

conjunction with ‘name and shame’ approaches under which potential offenders 

will be deterred from non-compliance where they fear negative public scrutiny 

(Vago, 1954), especially if the shaming is linked to breaking of the law, and/or 

the publication of fines and penalties (Ayes and Braithwaite, 1995, p. 94). For 

instance, in an attempt to change the late payment culture, the Duty to Report 

regulation (BEIS, 2017) requires all in-scope businesses to report on their 

payment practices and performance for each reporting period. Failure to publish 

a report within 30 days of the reporting date may lead to a fine levied against 

the business and all its directors. Targeting selected high-profile companies is 

aimed at creating a new gold-standard of best practice, which it is hoped others, 

either, by choice or because of market forces, will follow. A similar approach is 

being used in the Procurement Bill [HL 4] which requires public bosies and 

utility companies to pay their bills in under 30 days and for this to extend 

throughout the whole supply chain. The success of such approaches can be 

undermined where the targeted companies have the power to subsequently 

change the rules by, for example, lobbying government, or where the system is 

overly complex. 
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In sum, trade credit engenders moral issues of trust. Regulation attempts to 

influence moral choices, ensuring fair play. Despite best intentions, regulatory 

systems are often problematic in practice. The next section considers how the 

operation of power can be used to nullify a supplier’s rights to regulatory 

redress and thus achieving settlement of an outstanding debt. 

The influence of power 

Foucault posits that justice is a social construct invented and exercised in 

different societies as an instrument of absolute political and economic power 

(Litowitz, 1997) – the law is enacted to protect the interests of the enactors in a 

struggle for supremacy. Marx similarly argued that law is simply a tool of 

domination used by ruling classes to protect their interests through the 

subjugation of others (Vago, 1954; Barbalet, 1985). 

Conventional jurisprudence conceives of power solely in terms of state authority 

granted by the sovereign, ignoring how power is exercised from non-central 

locations, emanating from disparate sources (Litowitz, 1997). Foucault, in 

contrast, sees power as capillary. 

[P]ower whose operation is not ensured by right but by technique, not 
by law but by normalisation, not by punishment but by control, 
methods that are employed on all levels and in forms that go beyond 
the state and its apparatus (Foucault cited in Litowitz, 1997, p.76). 

Thus, power produces reality, objects and rituals of truth. Power is exercised 

not only by the codified law but is also used by the periphery ‘disciplines which 

supplement the law’ (Litowitz, 1997, p. 77) by normalising practices. For 

example, corporate ethics and culture may dictate the approach of dealing with 

payment to suppliers (Šalamon, Milfelner and Belak, 2015, 2017; Šalamon and 

Mesko, 2016). I re-iterate the sentiment Cowton and San-Jose - education that 
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defines trade credit as ‘easy’ or ‘informal’ finance (Cowton and San-Jose, 2017, 

p. 675) and normalising long payment terms within an industry or sector is ‘at 

best amoral and perhaps immoral’ (Cowton and San-Jose, 2017, p. 676). 

Foucault describes legal systems as negative utopias; seemingly humane but 

ultimately coercive through the use of external force (Litowitz, 1997). He claims 

that the external forces of the disciplines create ‘counter-law’… and thus pervert 

the letter of the law’ (Litowitz, 1997, p. 78). Legislators should, therefore, 

consider not only the letter of the law but how the law can be constructed or 

manipulated to nullify a plaintiff’s claim. A critical view of jurisprudence is that 

law is ‘weighed down by power relations’ (Litowitz, 1997, p. 18) and may 

become unwieldy and costly for all agreements (Cook, Hardin and Levi, 2005). 

Applying this critical perspective to trade credit, at first glance the courts hold 

power over the buyer to protect the rights of the supplier to payment. However, 

extra-legislative parties such as lobby groups funded by the buyers can exert 

power to persuade legislators to shape the legislation. Once legislation is 

enacted, there may be further hurdles for those with less power. Lyotard uses 

the term ‘differend’ to describe ‘the case where the plaintiff is divested of the 

means to argue and becomes for that reason a victim’ (Litowitz, 1997, p.120). In 

law, other forces may effectively remove the ability of the weaker party to bring 

a case due to the rules, language and costs of the system (Ogus, 2004; Troya-

Martinez, 2017). 

As I explain in my empirical findings (see Section 8.5), access to justice and 

especially costs, play a material role in the approaches taken to trade debt 

collection. 
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Costs and funding have been forgotten areas of civil procedure…The 
focus has been … on the procedure design … rather than empirically 
evaluating how well the system works (Hodges, Vogenauer and 
Tulibacka, 2009, p. 7). 

The European Commission expressed concern over legal costs in 2006 (Albert, 

2006; Hodges, Vogenauer and Tulibacka, 2009). UK governments have also 

been reviewing access to justice, with three significant reports undertaken. In 

1994, Lord Woolf was appointed to review legal procedures, leading to the 

production of the Civil Procedure Rules currently used in litigation and designed 

to standardise processes and reduce costs (Hodges, Vogenauer and Tulibacka, 

2009). Lord Justice Jackson reviewed access to justice and specifically the 

costs of litigation in 2009 (R. Jackson, 2009), updating his report in 2017 

(Jackson, 2017). The third major review of the efficacy of justice and users’ 

access to it was undertaken by Clementi (2004), which led to the Legal Services 

Act 2007, which is again under review (Dixon, 2016). 

Access to justice is only practicable if the costs of litigation are 
proportionate. If costs are disproportionate, then even a well-
resourced party may hesitate before pursuing a valid claim or 
maintaining a valid defence. That party may simply drop a good claim 
or capitulate to a weak claim, as the case may be (R. Jackson, 2009, 
p. 41; Ministry of Justice, 2011, p. 20). 

We all feel that the issue of costs is out of control and that the costs 
incurred in pursuing a claim are invariably wholly disproportionate to 
the amount in issue (Ministry of Justice, 2011, p. 20).  

The Jackson Report (R. Jackson, 2009) found that ‘the average costs to 

damages ratio for litigated cases in the fast track was 130%, [and] non-litigated 

cases in the fast track had costs of 90% of damages’ (R. Jackson, 2009, p.20). 

Given the materiality of the cost of litigation to debt ratio, it is not surprising that 

Litowitz (1997) concludes that the costs of the system can preclude a legitimate 
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claim from being commenced. This was highlighted as a point of concern by 

Lords debating the Procurement Bill [HL 4] with calls by Lord Mendelsohn, Lord 

Aberdare, and Lord Thomas of Cwmgiedd for an alternative to the proposed 

remedy under civil proceedings.  

The Bill provides for a contracting authority’s duty to comply with 
Parts 1 to 5, 7 and 8, saying that only enforceable and civil 
proceedings are covered under this part. The Government really 
need to recognise the litigation costs required. Lord Justice Jackson’s 
review of civil litigation costs found that the claimant’s costs for cases 
in the £50,000 to £110,000 region are likely to exceed £110,000, 
while the defendant can expect costs in excess of £129,000. It is 
unrealistic to expect small businesses that are trying to break into this 
market to be able to rely on that as a protection. I therefore suggest 
that, as an alternative, small businesses be able to report abuses to 
the Small Business Commissioner so that it can investigate them 
(Hansard, 2022, col. 873). 

 

This Bill is wholly dependent on private enforcement. I do not want to 
develop this point now, but when one looks at Part 9 there are terrible 
problems, particularly for smaller companies. If you have a dispute 
about the contract for the west coast line, one can see that money 
may not be too great an objection, but when you have a much 
smaller one—and much of this is concerned with smaller sums of 
money and encouraging SMEs—you must have an enforcement 
process that is economic. 

One resort might be that suggested by the noble Lord, Lord 
Mendelsohn, which is recourse to an outside body other than the 
courts. But I very much urge the Minister to engage with the Civil 
Justice Council to see if a process can be devised that deals with the 
real problems of procurement. You want to use the power to deal with 
a difficult contract where the process has been in breach of the 
regulations by stopping that going forward, but you do not want to 
end up in the situation where you allow that contract to go forward, 
without having looked at an alternative available remedy of damages, 
and the local authority or the Government end up paying all over 
again. 

It may be in the public interest in this case for there to be something 
short and sharp that comes to a decisive conclusion, but remedies 
are a key issue which we should not ignore. It requires creatives 
thinking. We ought not to rely on the traditional way, as the courts 
have done. It is very good for lawyers—they make a lot of money and 
will have an even better year next year—but we must do something 
to deal with the unique problem of ensuring that the people who 
breach these regulations do not go forward with a contract and that 
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the taxpayer does not end up paying two people (Hansard, 2022, col. 
896). 

The expense of litigation can be differentiated between the claimants’ costs, the 

defendants’ costs and those incurred by the justice system such as costs of 

arbitration, mediators, and court costs. 

The actual costs of litigation are the costs, which each party pays to 
its own lawyers for running the case. The recoverable costs are those 
which the winning party recovers from the losing party by order of the 
court or by agreement (Jackson, 2017, p. 11). 

How recoverable costs are apportioned is determined by the presiding judge. 

There are three systems for costs: the loser pays (English rule); both parties 

pay their own costs (American rule) (Vago, 1954) and ‘One Way Cost Shifting’, 

(OWCS). OWCS allows a claimant to bring a case without the risk of incurring 

the defendant’s costs if the claimant loses. The defendant will always be liable 

to its own costs and if it loses, will also be liable to a proportion of the claimant’s 

costs (Briggs, Norris and Floyd, 2010). 

Most countries, with some minor variations, adopt the English rule. In England, 

the judge has discretion as to how much of the winner’s costs may be claimed 

from the losing party, the notion being to encourage both parties to reach an 

early settlement (Hodges, Vogenauer and Tulibacka, 2009). This leads to a 

game of liar’s poker3 (Chapter 1), in which buyers and suppliers weigh the 

probability of losing and having the original debt (or loss of it) plus a proportion 

of the other side’s costs added to their own legal costs. Each side contrasts its 

own estimation of the outcome for it against what it thinks is the position of the 

other party. Generally, claimants’ costs are substantially higher than those of 

defendants (R. Jackson, 2009), as shown in Table 3-1. 
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Figure 3-1 comparative case study of a small company claim for unpaid debt of €8,000 
(Hodges, Vogenauer and Tulibacka, 2009, p. 106) 
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To reduce the costs of litigation, Jackson (2017) recommended that recoverable 

costs should be determined in advance so that both parties are fully aware of 

their risk exposure to the winning party; this procedure exists already in the 

Intellectual Property Enterprise Court (IPEC). In a recent case in which I was 

involved for breach of copyright and having proceeded to pre-trial, I obtained a 

revised cost estimate for going to trial. Due to IPEC’s cost capping measures, 

non-recoverable costs of proceeding to trial would have exceeded the sum for 

which I was suing. On purely economic grounds, proceeding to trial was not 

justifiable and my company felt that justice was not done. 

My company could have continued to trial to prove a point and deter others from 

breaching copyright. For this approach to be effective we would have had to 

publish the trial verdict potentially harming the loser. Equally, as the winner, we 

could have been affected if future clients, having heard they might be sued, 

decided not to appoint us. This tactic can be undermined if the party in breach 

reaches an out-of-court settlement but with a confidentiality clause (ACAS, 

2013; Morton, 2016). In this situation, the supplier will gain no economic or 

future advantage by pursuing the case as they are unable to leverage the 

publicity effect of warning others against non-payment. 
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Business Disputes and Technology and Construction Court – Claimant – Average 
Value (£) Number of 

budgets 
[submitted to 

Jackson for 
consideration in 

his report] 

[Costs] Incurred 
[at the point of 
responding to 

Jackson] 

Agreed or 
Approved 

Futures (£) [post 
submission of 

response to 
Jackson] 

Total (£) 

0 – 25k 0 0 0 0 
25 – 50k 1 18,701 57,895 76,596 
50 – 100k 1 20,711 89,350 110,061 
100 – 250k 3 27,804 59,712 87,517 
250k + 1 18,407 52,768 71,175 
Value unknown 0 0 0 0 
     

Business Disputes and Technology and Construction Court – Defendant – Average 

Value (£) Number of 
budgets Incurred 

Agreed or 
Approved 

Futures (£) 
Total (£) 

0 – 25k 0 0 0 0 
25 – 50k 3 7,914 45,964 53,878 
50 – 100k 1 20,600 108,892 129,492 
100 – 250k 3 6,848 46,647 53,494 
250k + 1 9,013 35,690 44,703 
Value unknown 0 0 0 0 
     

Table 3-1 Business disputes and Technology and Construction Court: agreed or 
approved budgets for claimants and defendants, split by incurred and future costs. 
(Jackson, 2017) 

 

Table 3.1, from the Jackson report, is a summary of general business dispute 

cases split into value of claim ranges. No data was supplied for the £0 - £25,000 

and value unknown ranges. Comparing claimants’ and defendants’ costs it is 

evident that the claimant incurred higher costs than the defendant in all 

categories, except for the £50,000 - £100,000 value range. Claims below 

£100,000 led to substantially higher costs for both claimant (£76,596 in £25,000 

- £50,000 range and £110,061 for £50,000 - £100,000 range) and defendant 

(£53,878 in £25,000 - £50,000 range and £129,492 for £50,000 - £100,000 

range). The claimant could expect costs to be 306% of the value sought (taking 

a value of £25,000 and costs of £76,596). Table 3.1 also shows that, for both 

claimant and defendant, the higher the value claimed, the lower the percentage 
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costs. Using the claimant value above, costs/value dropped from 306% at a 

value of £25,000 to 28% for a value over £250,000. For a defendant, the range 

is 206% (for a £25,000 value) to just 18% (for £250,000). Lord Jackson’s report 

thus demonstrates that proceeding to trial is not economically rational for either 

party and should be avoided whenever possible. The findings of the report also 

imply that power is granted through the costs of litigation to the defendant (non-

payer) to demand a discount from the supplier for early settlement (liar’s poker). 

Small suppliers are disproportionally affected in such instances as they are 

unlikely to have inhouse expertise to pursue a contested case and must 

therefore employ expensive third-party advisors. 

3.4 Predicting behavioural outcomes 

In Section 3.3, I argued that regulatory systems exist to create societal cohesion 

by incentivising members to give up some freedoms in return for greater 

protection. Regulatory systems that become more concerned with the 

justification of the system and its operators provide little support for the users 

who incur the cost of compliance. As demonstrated above, compliance costs 

(time and financial) may nullify a valid claim. If the regulatory system is 

ineffective, it may incentivise participants to weigh up the costs of punishment 

against the benefits of non-compliance, potentially rendering the rules impotent. 

Game theory, and in particular prisoner’s dilemma and a variant of liar’s poker, 

offer methods to predict transactional outcomes based on rational decision 

making.  

Game theory attempts to predict the decisions of one party based on the 

actions of another party in a given set of conditions (Peters, 2008; Peterson, 
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2017). Game theory is of debatable utility because of its fundamental premise 

that people always act rationally when making decisions. In particular, where 

individuals think they will be personally accountable for their actions, they may 

take a different stance than if enjoying the anonymity of a group (Kugler, Kausel 

and Kocher, 2012). 

Prisoner’s dilemma is a non-co-operative game that has numerous variants. 

The game features two players who are not allowed to consult each other, but 

who must decide whether to co-operate with the gamemaster. Each player has 

two choices, resulting in four potential outcomes. Numerous studies (Wood, 

1999; Cook, Hardin and Levi, 2005; Ariely, 2016; Peterson, 2017) describe the 

game as follows. 

A police officer has two related prisoners in different cells. The officer says to 

each that he has insufficient evidence to apply the maximum penalty to both, 

but both could suffer some form of penalty. If one prisoner were to give 

evidence against the other, then the other would receive a more significant 

sentence, whilst the co-operator would go free. If both prisoners co-operated, 

then both would get the longest sentence, and neither would be released. The 

prisoner then must decide whether the other prisoner will co-operate with the 

police, resulting in a higher penalty for them, or will remain silent, in which case 

both will receive a reduced penalty. Equally, each must decide that if 

cooperating with the police results in the other prisoner also cooperating, then 

the result is worse for both. In this instance, it is in both prisoner’s best interest 

not to co-operate and for each to receive a smaller penalty. 

Prisoner’s dilemma was used by Scholz (1984, cited in Ayes and Braithwaite, 

1995) to explain why a firm attempts to minimise its regulatory costs and the 
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regulator attempts to maximise compliance. Through game play Scholz 

determined that a hard-line zero-tolerance enforcement procedure was less 

effective than a softer more lenient approach to enforcement when the defector 

was compliant. Paradoxically Ayes and Braithwaite (1995) posit that the greater 

the stick to beat or threaten a defector with, the softer a regulator could be in its 

approach to enforcement and the more likely that compliance will ensue.  

Cook (2005) used the game to underpin her claim that distrust may create 

social cohesion. Ariely explains this phenomenon claiming that once a buyer 

obtains goods or services it is irrational for them to pay and therefore it is also 

irrational for a supplier to trust a buyer. Equally Ariely states that revenge is an 

irrational concept since time and money is expended by the wronged party 

pursuing an errant payer, yet people still do this because revenge is a 

pleasurable experience. Despite this, suppliers continue to offer trade credit and 

buyers continue to pay. This is because the buyer, acting rationally, will 

undertake a cost versus benefit calculation of the risk of a penalty versus 

reward of non-payment. Accordingly Ariely concludes that ‘trust and revenge 

are two side of the same coin, to have trust we have to have revenge’ (Ariely, 

2012c) (see Section 3.2). 

In the context of debt collection, in the first instance, a supplier will try to 

persuade the buyer to pay for the goods, but if this fails it may turn to 

punishment in the form of late payment charges and ultimately litigation. Where 

suppliers fail to pursue their rights or where the buyer does not take the threat 

seriously, ignores the threat or considers trade credit a cheap form of finance, 

persuasion may not work. In these circumstances, a regulator or supplier may 

choose to carry out high-profile enforcement to gain publicity, which it can in 
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turn use to threaten others to toe the line or face a similar consequence (Ayes 

and Braithwaite, 1995). 

Contract law is at risk of displacing trust-based social relationships (Mollering, 

2002), where suppliers sell to everyone without carrying out credit checks in the 

belief that they can sue if payment is not forthcoming. Meanwhile, at the 

governmental level, the introduction of compensation rules and fines following a 

breach has become more widespread than rules designed to stop the breach 

from occurring in the first place (Cook, Hardin and Levi, 2005). It could even be 

argued that governmental fines; (for example speeding fines generated from 

speed camaras) are a revenue generator masquerading as compliance rules. 

Following the arguments in this section, even if businesses were subject to 

penalties for non-payment, there would still be a risk that errant buyers would 

merely consider such fines as a cost to the business and thus continue to pay 

suppliers late. 

This situation might engender games of liar’s poker. This is a game in which 

players attempt to bluff their opponents to win. The game requires the player to 

use statistical and probabilistic reasoning, coupled with behavioural psychology. 

In trade credit liar’s poker, the buyer balances the cost of litigation against the 

cost of paying the bill, judging the odds of whether they can ultimately pay less 

in total by contesting payment (Hodges, Vogenauer and Tulibacka, 2009). In 

this game, both buyer and supplier must use their reasoning skills to figure out 

the probability of the other party bluffing (for example, contesting a debt they 

know they ought to pay) to gain an advantage. The opt-out for the buyer occurs 

when the cost of legal fees plus settlement equates to the value of the bill. The 

buyer wins if they can reduce the original debt but is indifferent to how their 
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settlement is split between the supplier, the buyer’s solicitors, any contribution 

to the supplier’s solicitors, penalties, and interest. The buyer loses if the supplier 

goes to court and achieves a settlement that, coupled with the buyer’s legal 

costs exceeds the original invoice value. 

Where a buyer faces losing, they can make a Civil Procedure Rules (CPR) Part 

36 offer (Ministry of Justice, 2015) to settle that includes costs and caps their 

payment at the value of the original debt only. If the supplier does not accept 

the offer and proceeds to trial, any further costs expended by the supplier may 

not be recoverable due to the CPR Part 36 cost capping rule. There is also a 

risk that a court may award the buyer’s costs against the supplier, a conundrum 

I have faced in the past. 

Since a buyer can never lose by taking this approach, it means that a supplier 

can never win once legal costs are accounted for. A supplier will therefore need 

to consider whether to invest time and resources in litigation or arrange a 

discounted settlement with the buyer. Suppliers that are the weaker partner in 

the transaction will continue to negotiate with the buyer beyond agreed payment 

terms until settlement is made (inclusive of courtroom steps settlement 

agreements). The supplier may be able to obtain an improved settlement in 

situations that result from a restoration of the power imbalance. Such situations 

arise when the supplier refuses to accept further orders from the buyer until 

settlement is made for outstanding invoices, or where the supplier can harness 

the threat/support of a more powerful external party. 

Based on the above and applying liar’s poker, the formula a buyer may use is: 

Do >= (Ds + Ir + P +Lr) + Lb 
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And for the supplier the equation is: 

Do <= (Ds + Ir + P + Lr) – (Ii + Ls + C + R)S + H 

Where:  

Do  Debt (original). This is the sum originally invoiced by the 
supplier. 

Ds  Debt (settled). The proportion of the original debt paid by 
the buyer to the supplier. 

Ir  Interest (recovered). Under LPCDA 1998, the supplier is 
entitled to claim from the buyer on all invoices that are paid 
beyond agreed terms. Ir is the sum paid by the buyer to the 
supplier 

Ii  Interest (incurred). The interest incurred on the outstanding 
debt by the supplier because of the late payment. 

P  Penalties. LPCDR13 allows a statutory penalty of £40 for 
debts below £1,000, £70 for debts between £1,000 and 
£10,000 and £ 100 for debts more than £10,000. 

Lb  Legal Costs (buyer). Legal and professional costs incurred 
by the buyer in disputing the invoice 

Lr  Legal Costs (recoverable). The buyer pays the supplier’s 
legal costs. 

Ls Legal Costs (supplier). The actual legal, professional, and 
associated costs incurred by the supplier in the recovery 
process. 

C  Consequential losses. In diverting resources of time, 
money and lost opportunity, the supplier may incur other 
unreclaimable losses. 

R  Reputational costs. As a result of the late or non-payment, 
the supplier may pursue debts from other clients more 
vigorously and in so doing damage the relationship with the 
other clients. 

H  Hassle Factor. Non-monetary costs incurred for example 
increased stress, increased hours chasing the debt, loss of 
family time, impact on physical or mental health. 

S Settlement may include a discount, increased time-to-pay 
or payment arrangement. The above is at odds with the 
aim and intention of LPCDR13 

The above formula demonstrates how buyers pay less than the original debt, D0 

especially when using CPR Part 36 (Ministry of Justice, 2015) to cap risk, where 
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(Ds + Ir + P +Lr) + Lb equates to the Part 36 settlement offer. Conversely, for the 

supplier, the settlement will always be less favourable, if for no other reason 

than that the effect of C, R, H and S. 

Thus far, I have outlined the rational approach that a supplier may take to 

predict the likely outcome on a cost-benefit basis. But humans do not always 

act rationally and are unconsciously effected by emotions (Cohan, 2002). Cook 

(2005) highlights the works of Rotter (1967; 1971; 1980) who claimed that some 

people have a higher disposition to trust than others because of birth or life 

experience (Cook, Hardin and Levi, 2005). Rotter’s research led to the 

identification of two categories of participants referred to as High Trusters and 

Low Trusters. High Trusters were found to be ‘more trustworthy, find it difficult 

to lie, are generally more likeable […and] more likely to take a risk on a stranger 

than Low Trusters’ (Cook, Hardin and Levi, 2005, p. 23). Emotions influence an 

actor’s decision-making, thus creating the disposition. I will now consider how 

emotions influence decision-making. 

Baker (2015) argues that affect theory can explain and differentiate the 

application of rational and irrational processes that influence decisions by 

separating actual bodily reactions from cognitive reasoning. Our biological 

reaction to stimuli is the result of evolution and encompasses the body’s 

reactions to external events resulting in nine affects: distrust-anguish, interest-

excitement, enjoyment-joy, surprise-startle, anger-rage, fear-terror, shame-

humiliation, disgust and ‘dissmell’8 (The Tomkins Institute, 2020). It is therefore 

argued that the body’s organs make more rational decisions than the brain due 

 
8 Dissmell is a neologism from Tomkins to describe a baby’s natural reaction to wrinkle its face 
when presented with a bad smell. 
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to the evolutionary development of the body and mind (Cohan, 2002; Haidt, 

2006, 2013; Mate, 2016). 

In trade credit, emotion may be a response to an actor’s perception of the 

seriousness of the breach of trust at a given time and in the context of other 

events and circumstances, whether related or not. Emotions can, it is argued, 

influence rational decision-making, with ‘anger, in particular […] increase[ing] 

commitment to a failing plan’ (Palmquist, 2009). The motivation to collect a late 

payment may be based on an emotion-based principle and not a rational 

decision regarding the costs and benefits of attempted collection. How a 

wronged party perceives it has been treated may also influence its desire for 

revenge. ‘Revenge [is] often motivated by disrespect and personal insults as 

much as economic concerns although these frequently went hand in hand’ 

(Moeller and Sandberg, 2017, p. 290).  Anger may also lead to a desire for 

revenge where, for example, a supplier is willing to incur more costs in the belief 

that the buyer will incur even higher costs, ‘people spend a lot of money on 

revenge and of course, we have lawyers to prove that’ (Ariely, 2016). Studies 

using trust games have found that, when confronted with losing something, the 

associated feeling (manifesting in stress or remorse) is twice as strong as the 

feeling received by gaining something (Ariely, 2012c, 2016, 2017). Ariely (2016) 

notes that studies have determined that the part of the brain associated with 

planning revenge is linked to the part of the brain that experiences pleasure. 

When an individual believes that their rights or liberties have been threatened, 

for example by payment after the agreed date, they may feel disrespected and 

motivated to fight back. The motivation to fight back is explained through 

Psychology Reactance Theory (PRT) (Miller et al., 2013; Rosenberg and 
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Siegel, 2018; Ma, Tang and Kay, 2019). The premise of PRT is that when party 

B (the buyer) tries through non-payment or use of verbal / physical intimidation 

to force party A (the supplier) to do something such as accept a discount or 

write the debt off, party A is motivated to respond to cancel B’s use of force. 

This phenomenon occurs irrespective of whether the ‘threat may be implied or 

experienced vicariously’ (University of Canberra, 2017). Using a medical 

metaphor, Inoculation Theory (IT) has been posited as a method to enhance or 

counter PRT. Through planning and education, the effect of an originating event 

(use of force) is reduced as the target of the threat is allowed to objectively 

process the threat. IT can also be used as a weapon in desensitising PRT by 

wearing down the patient, buyer, or defendant so that a lesser defence is put 

into play, or total surrender is achieved without defence. 

How emotions relate to trade credit decision-making can be seen when a late 

payment occurs, which is an external force that creates an affect in the supplier. 

The glue that gels these parts together is trust, which as previously outlined is 

founded on the emotional anticipation of a positive response backed up by the 

perceived rationality of regulatory systems (contracts, credit checks, legal 

system) (see Section 2.2). Emotion is based on previous experience of debt 

collection, trading with the buyer in question, trading with other buyers, 

unrelated business transactions and other externalities. The supplier, therefore, 

enters a transaction trusting that the buyer feels obliged to fulfil the obligation. 

When a buyer pays late, thus breaching trust, an affect in the supplier is created 

that may trigger an initial emotive response such as rage or the fear of the 

consequential ramifications. I refer to this point and the decision process 

throughout the findings section using the term what now? (See Section 6.5). 
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The decision the supplier makes will be an internalised trade-off between 

rational and emotional considerations which is summarised in Figure 3-2. 

If a purely monetary rational approach to collection is undertaken, the supplier 

may consider the cost of litigation versus the likelihood of success, or the cost 

of a discount compared to cash flow created by partial settlement. For example, 

a simple cost-versus-benefit analysis of the principle that the debt is due versus 

the inconvenience of collection. 

 

 

Figure 3-2 Breach of Trust, emotional versus rational decision-making 

 

Rational decisions may be internally overruled by emotions in which case the 

supplier may fixate on a single point such as the principle that the debt is due 

irrespective of cost or the inconvenience of collection. It is, however, possible 

that a rational or emotive decision process may also be undertaken. For 
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example, weighing the cost of collection against the principle the debt is due or 

the inconvenience of pursuing collection.  

The decision will lead to two effects, the most obvious being settlement of the 

dispute which may be full, partial or nothing. The second effect will be a 

biographical memory, an experience that will influence future emotive 

responses should another late payment occur. 

3.5 Chapter summary 

In Chapter 2, I explained how trade credit is grounded in the supplier trusting 

the buyer to pay. The buyer, having received the goods or services is faced with 

a moral dilemma whether to honour the contract. The buyer’s moral dilemma 

will then consist of a question of payment versus the risk of retaliation if 

payment is not made. Rules and regulations are created that encourage the 

buyer to act honourably, thus underpinning trust. Businesses could not function 

if every transaction were subject to written contracts (K. T. Jackson, 2009) or 

every dispute referred to lawyers (Fisher and Ury, 1982; Ayes and Braithwaite, 

1995). Applying a degree of trust can result in reduced transaction costs for a 

company. However, when there are weak legal and enforcement systems, 

actors will exploit them (Smith, 2010). 

Whilst the rules and regulations (resolving rules) address the buyer’s moral 

dilemma, further rules (operational rules) are required for the operation of the 

regulatory system. When more emphasis is placed on the operational rules than 

the rules addressing the moral dilemma, the system ceases to run efficiently, 

potentially excluding a valid claim. In the UK, it appears that legal ‘costs have 

now got out of hand, sometimes far exceeding damages’ (Mead 2017, quoted in 
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Jackson, 2017). On a similar note, Lord Woolf advises that a system that 

benefits itself and those with a vested interest fails to command public 

confidence (R. Jackson, 2009); for example, where lawyers are seen to profit 

from a supplier’s misfortune resulting from late payment. The supplier may, in 

future, lack confidence in the legal system’s ability or desire to act in the 

supplier’s best interest. Litigation should always be seen as a last resort when 

all other methods of negotiation have been exhausted (Ogus, 2004). Since both 

parties should be aware of the costs of litigation, it is in both parties’ best 

interests to discuss their differences and to mediate a settlement (Fisher and 

Ury, 1982). 

A breach of trust triggers unconscious emotions within the supplier which in turn 

create biological and biographical responses. Biological responses can manifest 

in stress, depression and/or aggression, with biographical responses forming 

the basis of the supplier’s reaction to similar situations in the future. The 

supplier’s response to a breach of trust in the form of late payment will therefore 

be based on a trade-off between emotive/irrational and rational considerations 

and, depending on the result, will influence future decisions. Where one or both 

parties entrench themselves in a defiant position without focusing on the 

common goal of the original transaction, deadlock can occur that may result in 

additional costs being incurred (Fisher and Ury, 1982). 

While collection costs must be proportionate (Jackson, 2009) to the buyer’s 

outstanding debt, it should be considered that the process of debt collection 

does not incentivise the buyer to play liar’s poker to reduce the net sum paid to 

the supplier. When the supplier considers the costs of collection in financial and 

time commitment or effect on health through the increased stress of going to 
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court will exceed the sums outstanding, they may simply decide to write the 

debt off and to ‘lump it’ (Vago, 1954, p. 251) 

This raises the question of why experienced suppliers continue to resort to legal 

action when trust is broken. Ariely (2012b) states that trust is irrational in the 

first instance, but then so is revenge; yet it is the fear of revenge that enables 

trust to exist. Using this explanation, where trust has been breached (the buyer 

has not paid an invoice) and revenge is brought into play (the supplier 

commences litigation), if the buyer fears the outcome of revenge (for example 

having to pay the full debt plus litigation costs and interest) then the buyer is 

more likely to want a settlement. In this instance the buyer has three options: 

pay the remaining debt in full, refuse to engage but face the risk of greater 

sanctions of ignoring the courts, or recommence communications effectively 

playing liar’s poker to minimise the final settlement cost. As explained in Section 

3.4, however, the buyer can only win if the supplier is rational and plays the 

game as well. If the supplier is irrational, deciding that principle and revenge is 

more pleasurable than payment, both parties may lose, having in effect 

engaged in a game of prisoner’s dilemma. I re-address the concept of revenge 

via statutory demands, write-offs, and physical violence in preference to 

payment in Section 8.4. 

In chapter 4 I turn to consider how the UK Government has approached rule 

creation to reduce the instances of trust being breached in practice. 
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4 Regulatory systems and debt collection 

 

The problem is that many of the possible solutions cause as many 
difficulties as they solve. We have to make sure that what we do 
makes things better not worse (John Major, cited in Conway, 1997, 
p.15). 

4.1 Introduction 

Chapter 2 set out the general principles of trade credit and how it engenders a 

need for regulation, whilst chapter 3 considered the more conceptual aspects of 

regulation. In this chapter, I explore the UK Government’s actual attempts to 

address the problem of long, late and non-payment through regulation. Section 

4.2 offers a historical overview of the thinking underlying legislation designed to 

assist the collection of debts. Section 4.3 outlines the collection process from 

the initial contract using external collection processes, highlighting how 

regulatory systems can be applied to assist in debt collection. Section, 4.4 

provides a summary of Chapters 2, 3 and 4 to conclude this section of the 

thesis.  

4.2 UK Governmental responses to late payment 

In this section, I outline chronologically the approach UK governments have 

taken to address late payment, introducing the reasoning behind government 

actions, and including relevant European Union interventions. Having set out 

the original arguments I then contrast these with subsequent events to explore 

the value of the original arguments. I conclude the section with a discussion of 
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the UK Government’s current approach to changing the culture of late 

payments. 

Pre-1992 

Post-war improvements in communications and the ease of transporting goods 

and delivering services across the world in ever-shorter times enabled 

international trade to flourish. To reduce barriers to trade, the member states of 

the United Nations agreed two conventions on international law regarding the 

sale of goods: one at The Hague in 1964 and the other in Vienna in 1980 

(Flechtner, 2009). Whilst member states were able to agree on measures 

relating to the sale of goods and that ‘the seller is entitled to interest without 

prejudice to any claim for damages’ (Ndulo, 1989, p. 20), they were not able to 

agree on the specific rules. 

The wording of the Vienna Convention led to the legal interpretation of the 

distinction between damages (Article 74) and interest (Article 78), with specific 

reference to the rate of interest and the date it would apply from. The reason for 

this was two-fold: Islamic states were subject to Shariah law which expressly 

forbids interest, and there were problems related to what rate to apply when the 

country of origin and the destination country had different interest rates (Goode, 

Kronke and McKendrick, 2007). The matter was left for local arbitrators/courts 

to decide the geographic place of supply and thus the prevailing rate in the 

party’s country. 

A further question between member states was whether interest should be 

awarded to compensate the supplier for losses or penalise the buyer for unjust 

enrichment; that is, whether the prevailing rate of borrowing money or the rate 

of investing money should be applied. Five different permutations arose: 
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domestic law of buyer; domestic law of supplier; average lending bank rate; the 

legal jurisdiction governing the contract (which could be different to the 

domestic laws applied by the seller and buyer); and the law governing the place 

of payment. In general, international courts have tended to determine the place 

of payment as the place of business of the supplier (Goode, Kronke and 

McKendrick, 2007; Bridge, 2014). 

It was not until 1974 that the Law Commission was asked to review the 

application of interest where it was not provided for in contracts. Despite the 

Commission’s recommendations to allow suppliers the right to charge interest 

on late payments (Cmnd 7229, 1978), the Government, in passing the 

Administration of Justice Act 1982, only included provisions giving courts 

discretion to apply interest from the commencement of proceedings (Hansard, 

1998, col. 593). 

1992 – 1997. The Major years 

In response to repeated complaints by small businesses about late payments 

by large businesses, Chancellor of the Exchequer Norman Lamont announced 

several late payment provisions in his 1992 budget speech. These included: the 

requirement for large companies to include payment terms in their annual 

reports; simplification of small claims debt recovery processes; and the 

requirement for government departments to include clauses in contracts that 

ensured subcontractors were paid promptly, typically in 30 days (Hansard, 

1992, col. 753). This approach was reiterated by the new Chancellor, Kenneth 

Clark, during the budget of November 1993. 

There is one issue which year after year tops the list of budget 
representations made to all of us by the small business community, 
the problem of late payment… Late payments wreak havoc with cash 
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flow, and for many small firms, they can make the difference between 
survival and failure. The habit of late payment is corroding our 
business culture. I am quite sure that it needs to be dealt with. There 
are many options for tackling that problem, and my Right Honourable 
Friend, the President of the Board of Trade, and I will be looking at 
two in particular: first, a new British Standard for payment 
performance; and secondly - more significantly - legislation to provide 
for interest on late payments. Late payment was a serious problem 
for small businesses throughout the last recession. I believe that the 
time has now come to take that issue head-on (Hansard, 1993, col. 
938). 

Following the budget, a consultation paper was issued by the Department of 

Trade and Industry (DTI) seeking proposals for further action to address late 

payments. The document defined late payment as ‘payments beyond the 

agreed credit period’ (Filby, 1993, p. 8), narrowing this to debtors (buyers) who 

could make payment. Long payments were defined as periods that are 

‘imposed unilaterally by a dominant customer’ (Filby, 1993, p. 8). 

Whilst the responses to the consultation document were marginally in favour of 

statutory interest, the Government decided not to introduce legislation, instead 

preferring to ‘bring about a change in business culture and hence shorter 

payment times’ (Cm 2563, 1994, p. 106). The Government’s approach was to 

require reporting parties to adhere to the Confederation of British Industry’s 

(CBI) Prompt Payment Code, publish their payment policies and publish how 

complaints relating to late payment were dealt with. It was hoped this approach 

would lead to other public sector bodies following suit (Cm 2563, 1994). Taking 

note of concerns raised by respondent parties to the 1993 consultation 

document, the Government further proposed that it would continue to:  

work with the business community to develop further the proposal for 
a British Standard for prompt payment, 
 
implement proposals to require public companies to state their 
payment policies in their director’s reports, 
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further change to streamline and simplify court procedures for debt 
recovery, 
 
review of court systems with a view to increasing the scope of the 
informal small claims procedure, and  
 
work with Business Links, Trade Associations and others to help 
small business to improve their arrangements for credit management 
and securing payment of debts owed to them (Cm 2563, 1994, p. 
106). 

During 1995, the Government, in conjunction with six leading business bodies9 

held eleven regional ‘Your Business Matters’ conferences (Curran and 

Blackburn, 2001). The conferences were aimed at SMEs and attended by 

approximately 1,500 delegates, over half of whom were from small businesses. 

One of the top ten areas of concern to business was slow and late payment, 

along with bad debts (Cm 3300, 1996, p. 24). The year ended with the 

submission of a private members Bill by Labour MP Jon Jones requiring interest 

to be paid on debts paid late, but it failed to progress (Jones, 1995; Conway, 

1997). 

A short-lived British Standard 7890 became effective in September 1996 which 

specified ‘procedures for good payments priorities and credit management’ 

(Hansard, 1998, col. 601). This new standard was ‘voluntarily but enforceable’ 

(Conway, 1997, p. 19) requiring public companies to not only settle invoices 

promptly but also deal with disputes quickly (Conway, 1997; Hansard, 1998). 

The British Standard was subsequently removed in 1998 after Labour came into 

power. 

 
9 The leading business bodies were Institute of Directors, CBI, British Chambers of Commerce, 
TEC Councils, Federation of Small Businesses the Forum of Private Business 
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Improvements to the court system were also put in place, increasing the limits 

for small claims to £3,000 and reducing the sum a sheriff could collect against 

to £1,000 (Cm 3300, 1996; Conway, 1997). Finally, and in response to the 1993 

consultation document, the Government launched a guide on best practice 

having found that: 

around 40 % of small firms do not have any standard terms of trade, 
many small businesses fail to carry out credit checking before credit 
is offered or have no planned collection process (Conway, 1997, p. 
13). 

From 1995 to 1997, the debate continued with Labour and Conservatives taking 

different stances on whether the right to interest should apply or not. For 

example, in March 1996 in a speech at the Small Firms Conference, Tony Blair, 

then Leader of the Opposition, announced that a Labour Government would 

introduce a statutory right to interest. The Conservatives remained opposed, 

with the Small Business Minister, Richard Page, stating in response to a written 

parliamentary question that statutory interest was not the solution, with many 

questioning its effectiveness (Conway, 1997). One concern was that statutory 

interest would lead to firms treating suppliers as a legitimate source of credit. An 

article in the Financial Times (Edmonds, 2014) claimed that large companies 

would merely find a way to circumvent legislation and that small companies 

would not exercise their rights for fear of loss of future trade. In many European 

countries, legislation already existed enabling interest to be charged on late 

payments but those opposed to late payment legislation in the UK claimed it 

had been ineffectual (Conway, 1997). The Institute of Credit Managers (ICM) 

claimed figures produced by Intrum Justia revealed five of the worst six 

European nations for payment periods already had similar legislation (ICM, 
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1997). It is interesting to note that the 1993 DTI consultation paper recognised 

that similar legislation introduced by the US in 1982 had been ineffective, 

leading to Government departments creating spurious claims to delay payments 

(Filby, 1993). The Chairman of The Association of British Factors and 

Discounters stated in the alternative 

we believe that improving legal procedures for the recovery of debt 
would be the most effective step that the Government could now take 
to tackle the late payment problem and would help to redress the 
present imbalance which we believe exists in favour of debtors (Ben 
Allen quoted in Conway, 1997, p.32). 

Accountancy firm Grant Thornton supported this view, stating that some 

companies deliberately queried an invoice merely to create a delay in payment 

(Conway, 1997; Wynarczyk, 2000). 

Following publication of the Government’s white papers on competitiveness 

(Cm 2563, 1994; Cm 2867, 1995), The Companies Act 1985 (Miscellaneous 

Accounting Amendments) Regulations 1996 (SI 2016 No.189, 1996) were 

enacted, requiring public companies to include a note in the directors’ report 

stating their payment policies (Cm 3300, 1996; Conway, 1997). 

1997 – 2010. New Labour’s response 

In 1997, Labour was elected to Government, announcing in the Queen’s 

Speech its intention to introduce legislation allowing interest to be charged on 

late payments (UK Political Info, 1997; Conway, 1998). In December 1997, the 

Late Payment of Commercial Debts (Interest) Bill was introduced to Parliament. 

The debate on this Bill in relation to the right of the supplier to claim interest 

continued along party political lines and is revealing of thinking at the time. 

Labour claimed 69% of respondents to the Institute of Directors supported the 
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initiative (Hansard, 1998, col. 597). The Conservatives counter-claimed that an 

initial study showed only 50% supported the right to charge interest and in a 

follow-up study that only 40% supported the idea. (Hansard, 1998, col. 603) 

Former Conservative Small Business Minister, Richard Page MP advised the 

House of the division between the four main clearing banks on the issue, with 

one in favour stating that in reality, the act would not work but might assist in 

changing the culture (Hansard, 1998, col. 601). 

Page raised two further important points during the debate (Hansard, 1998). 

Firstly, large companies have monthly processing cycles which could result in 

an invoice missing the cut-off period, automatically adding a month to the time it 

took to pay the supplier. The fear was that by enacting the bill, business would 

change their payment terms to the maximum available. This point was 

subsequently proved correct during an information seminar in 2013 hosted by 

the European Commission in London. David Lowe, a partner at the law firm 

Wraggs & Co. and a speaker at the seminar, stated that as a result of the 

changes in Late Payment Regulations, his firm represented numerous large 

companies that had requested an amendment to their standard supplier 

contracts increasing payment terms to 60 days (European Commission, 2014). 

Tony Coleman MP (Labour) countered this argument, stating that companies 

could simply override this situation by changing the payment dates in their 

accounts packages (Hansard, 1998, col. 606). 

Page’s second point was that the court system needed to be improved, with 

most cases presented for judgement being a case of cannot pay as opposed to 

would not (Hansard, 1998, col. 605). Coleman added that, under the system as 

it then was, large companies had more experience of the courts and that even if 
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a supplier succeeded in court, it still faced further costs in enforcing the debt 

(Hansard, 1998, col. 613). ICM also raised its concerns about the legal system 

in its 1997 response to the Government’s green paper, arguing that buyers 

were known to abuse the legal system by delaying payment or increasing costs 

so that it became uneconomic for the supplier to pursue an action (ICM, 1997). 

Similarly, the court system transfers cases to the defendant’s nearest court 

resulting in the supplier incurring irreclaimable additional travel costs to attend 

court. In theory, s5(2A) of the LPCDR 2013 provides that all reasonable costs of 

collection be allowed, thus obviating the latter concern.  

Eric Forth MP (Conservative) argued that legislation surrounding contract terms 

could potentially lead to more problems than it solved, resulting in companies 

amending or abusing terms. Both he and Tim Boswell MP (Conservative) used 

examples of companies that used, legitimately or otherwise, the performance of 

the contract as an excuse to defer payment; for example, a spurious dispute 

raised by the buyer and based on the small print of the contract in a myopic 

attempt to maximise profits. Steven Carey, a partner at law firm Charles Russell 

Speechlys, summarises such an experience (which reflects my own): 

Contracts fall apart when individuals in respective organisations who 
seem to believe that part of their job spec is either to run spurious 
claims that have little or no merit or, on the flip side, nail someone to 
the floor and strangle cash flow by adopting wholly unreasonable 
‘defences’ to legitimate claims (Schünmann, 2016, p. 7). 

Parliamentarians largely concurred that the Late Payment of Commercial Debts 

(Interest) Bill would not in itself change the culture of late payment but would go 

some way to raise awareness in the business community. Dissenters raised 

concerns that larger businesses would use their power advantage to obviate the 

right to interest on late payments, with some pointing out that existing law 
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already allowed for interest to be included in contractual terms. The overall 

consensus was, however, that the culture of late payment needed to be 

addressed with legislation being a part of the bigger picture towards effecting 

such change (Hansard, 1998). The view shared by some ACCA members in 

more recent times is that ‘invoking legislation was not a very promising 

approach for business struggling with late payment’ (Schizas, 2014, p.20) 

because ‘businesspeople do not sue customers whose trade they want to keep’ 

(Vago, 1954, p.275). 

Initially, it was felt that interest should not be punitive as this would be ‘out of 

proportion to the offending cause of late payment’ (Conway, 1998, p. 19). A 

figure of 4% above base rate was thus recommended to the Government. The 

ICM disputed this reasoning, stating that for the act to be a serious deterrent, 

rates must be punitive (ICM, 1997, p. 27). Following recommendations by the 

Bank of England, the interest rate was set at 8% above the prevailing base rate 

(Conway, 1998). The average base rate (the interest rate charged by the Bank 

of England to other banks) in 1997/8 was 7.25%, resulting in an overall charge 

of 15.25% at that time. This was a default rate and Section 8 of the Act allows 

parties to negotiate other rates providing that the agreed rate offered a 

substantial remedy for late payment.  

Legislators foresaw two potential problems: the power imbalance between 

contracting parties and that, without specific guidelines, the judiciary could 

refuse a claim for interest. Section 1 of the Late Payment of Commercial Debts 

(Interest) Act 1998 (LPCDR) partially addressed these concerns by making the 

right to interest an implied term in a contract. Sections 12 and 13 further allowed 
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claims for interest to be assignable; for example, the supplier could sell the right 

to interest to a third party.  

The Limitation Act 1980 further allowed claims for interest to be made up to six 

years after the breach of contract (Conway, 1998). To counter attempts to avoid 

interest or to apply a low rate, Section 8 LPCDR renders a contractual term void 

if it does not apply a ‘substantial remedy’. Because such a term could be open 

to interpretation, Section 9 sets out tests that judges could apply should the 

eventuality arise. Frequent reference was made to European legislation and 

similar proposals being considered in the European Parliament throughout the 

debates to introduce LPCDR.  

The LPCDR received Royal Assent on 11 June 1998 and the provisions of the 

Act have subsequently been strengthened on several occasions by Late 

Payment of Commercial Debts Regulations, (SI 2002 No.1674, 2002; SI 2013 

No.395, 2013; SI 2015 No.1136, 2015; SI 2018 No.117, 2018). Subsequent 

revisions have enhanced these rights, enabling a minimum contribution to 

recovery cost on each invoice paid late. The penalties are £40 for invoices 

below £1,000, £70 for invoices over £1,000 and under £10,000 and £100 for 

invoices over £10,000. Suppliers are additionally entitled to recover their 

reasonable collection costs. The legislation was intended to encourage buyers 

who did not want to incur additional penalties and interest costs the option of 

settling invoices by the payment due date.  

The LPCDR was initially promoted by a consortium of government and public 

bodies working together under the banner of the Better Payment Practice Group 

(BPPG), which was funded by the DTI (Wilson, 2008a; BIS, 2014c). The group 

published information and findings on its website from 1997 to 2008, when it 
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was disbanded by Peter Mandelson, Secretary of State for Business, and 

replaced by the Prompt Payment Code (PPC) administered by the ICM 

(Mandelson, 2008). The PPC required signatories to pay suppliers on time, give 

guidance on payment procedures and encourage good practice in the 

signatories’ supply chain. 

In 1997, the European Commission published a proposal for a Directive to 

combat late payment, highlighting that very few member states had adopted 

any of the recommendations that the European Commission had made in 1995 

(CEP, 1998). The Commission was concerned about the increased financial 

costs incurred by SMEs in collecting debts and the slow process of legal 

remedy. The Commission highlighted that, in some member states, late 

payment had become so habitual that it constituted an economic behaviour 

pattern. Recognition was, however, given that creditors were also to blame, to a 

certain extent, for poor risk control. The result of this report was Directive 

2000/35/CE (OJEC L200/35, 2000). The Directive incorporated the right to 

charge penalties, bringing EU legislation into line with the UK’s LPCDR. It also 

included a right to allow representative bodies of SMEs to challenge grossly 

unfair contractual terms. While the sentiment may be sound, high legal costs 

make it improbable that this option would be undertaken by a representative 

body beyond an advisory letter10. 

In 2006, the EU reviewed the effectiveness of Directive/2000/35/EC, 

determining that it had been broadly successful, with excess collection days 

 
10 During the questions and answers session of the 2015 ACCA Members Conference, I asked 
the President if the ACCA was considering registering as a Representative Body to address 
members’ complaints relating to grossly unfair contracts. The panel said that they would help on 
an inter-member basis but was (rightly) concerned about the costs of taking this matter forward 
as a policy which may involve litigation. 
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reducing from 15.7 in 1995 to 12.7 by 2005. The report highlighted that there 

were still many sectoral and geographic variations in Europe, the healthcare 

sector being the worst performer (Albert, 2006). The retail sector was also 

identified as one that used power as a way of stalling payment to the point of 

placing the next order to reduce the retailer’s risk, but also to gain longer 

payment terms, whether or not by agreement. A lobby group acting on behalf of 

some of Europe’s largest retailers (yet claiming to represent SMEs) also 

claimed that longer payment periods were required to enable better stock 

management (EuroCommerce, 2010). 

An accompanying survey to Albert’s (2006) found that 75% of companies 

considered supplier terms were grossly unfair since they imposed long terms of 

compliance, acceptance, and payment. Luc Hendrickx of The European 

Association of Craft, Small and Medium-sized Enterprises stated: 

our experience is that more often than not there is no such thing as 
contractual freedom. In the vast majority of cases, payment 
conditions are imposed on SMEs, especially the smallest, many of 
which will bite the bullet and accept longer payment terms for fear of 
losing a customer and for lack of bargaining power (EurActiv.com, 
2010a). 

Furthermore Drake (2022), a board member of Chartered Institute of Arbitrators 

advised:  

There are always issues with contracting. They are never fairly 
balanced. Nearly all of the time the lawyers draft contracts for their 
clients that are wholly one-sided. Then they take advantage of the 
other party. Inexperienced SME’s, or SME’s who operate in good 
faith (some may say naively) are at the wrong end of these amended 
contracts. They don’t stand a chance. There are those who want to 
take matters forward and challenge the injustice, but guess who 
benefits… the lawyers. They charge fees to argue cases, which have 
come about because other lawyers have drafted one sided contracts 
that favour the other side.  
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Many studies, (reports, articles are studies) reference the imbalance of power 

between contracting parties (Albert, 2006; Williams, Cooper and Evans, 2009; 

Hauser, 2011; Paul and Boden, 2012b; Abrahams, 2013; Ashby, 2014; BIS, 

2014b, 2014a, 2015a, 2015d, 2015b; Edmonds, 2014; Conti et al., 2021). This 

is not related merely to contractual terms but also extends to agreements 

reached orally and by the behaviour of one or more parties. 

Recovery costs were also identified as being in the late payers’ favour (See 

Section 3.4), especially where a decision to proceed to court for collection is 

required. In Ruttle vs. Secretary of State for the Environment ([2009] EWCA Civ 

97, 2010), (Albert, 2006; Edwards-Stuart, 2010; BIS, 2014a) the complainant 

nearly went into bankruptcy as a result of the cost and duration of the legal 

process. The case centred around inaccurate invoices raised by Ruttle and 

interest due on those invoices. The Government did not dispute that it owed an 

amount but had withheld all payment. The Court of Appeal held that the 

Government’s explanation for withholding payment: 

was untenable and went against the general principle, absent any 
express contractual provision to the contrary, that money became 
owing when a job had been done ([2009] EWCA Civ 97, 2010). 

The Government’s actions were tantamount to bullying and a clear 

demonstration that it was using liar’s poker as a method of reducing the sum it 

had to pay Ruttle. 

Albert (2006) recognised that bureaucracy attendant to invoice approval and 

payment processes was, on occasion, given as a reason for late payment 

(Maque and San-Jose, 2017). Such an excuse may be valid, but without 

legislative incentives for the buyer to become more efficient with payment 
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systems, the culture of late payment is likely to continue unabated. Albert’s 

(2006) report recommended that directors should be accountable, as this would 

give them the incentive to ensure timely settlement of bills. 

A further point raised by Albert (2006) was the use of grossly unfair terms which 

were rarely if ever disputed by SMEs. Raising a legal dispute could lead to 

payment being delayed for years and at substantial additional costs to the 

supplier. Albert suggested that enhanced legal rights like those granted to 

consumers could be introduced for small- and micro-businesses, coupled with 

cost capping and cost reimbursement. As highlighted in this thesis, buyers often 

raise disputes late in the day and sometimes only after the supplier commences 

recovery proceedings. The suggestion by Albert was that arguments should not 

be allowed to be heard before a court unless the defendant could prove one or 

more of the following: 

• it raised the dispute before the invoice becoming due; 

• the invoice had not been received and; 

• there is no business relationship between the parties. 
 

In recognising that a change in payment culture was required, the European 

Commission broadly incorporated the provisions of the UK LPCDR 1998 (as 

revised in 2000) when it updated EC Directive 2000/35/C under the new name 

EC Directive 2011/7/EU (European Commission, 2009). 

2010 to 2022. The return of the Conservatives 

It was not until 2010 and the return of first a Conservative-led coalition and then 

a majority Conservative government that the subject of late payments and 

complementary measures was considered again. Stephan Metcalfe MP opened 

a debate in Parliament to discuss and propose the further use of the PPC in 

2012. He argued that the problem was not merely a business matter, but an 
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ethical one in terms of corporate and social responsibility (Hansard, 2012). At 

the time of the debate, fewer than a fifth of companies had signed up to the 

PPC (CICM, 2015), with less than 25% of FTSE companies voluntarily signing 

up. Politicians raised questions in Parliament (Hansard, 2012; Abrahams, 2013) 

about why more FTSE 100 companies had not signed up. Following this, a 

concerted effort was made to encourage larger companies to enrol. The three 

basic behaviour criteria for becoming a signatory to PPC are: to pay suppliers 

on time; to give clear guidance to suppliers and to encourage good practice.  

In the following years, numerous reports and articles proclaimed the PPC’s 

ineffectiveness (Seale, 1999; Benson, 2009; Mitting, 2009; EurActiv.com, 

2010b; Paul and Boden, 2012b; Creditman, 2013, 2014b, 2014a; Hilton-Baird, 

2014; Sage, 2014), with some going as far as to say it was ‘toothless and 

ineffective’ (Mitting, 2009; Sage, 2014) with poorly performing companies 

refusing to sign up (BIS, 2014c). One of the reasons for this is that the CICM 

was powerless to enforce compliance with the code’s terms beyond potentially 

removing a company from the list of members. Continued bad publicity 

surrounding the PPC led to a further debate in the House of Lords in 2018 

during which Baroness Burt of Solihull pointed out that: 

the code has been undermined by the fact that the signatories to the 
code basically fall into two categories: those who already took this 
issue seriously and those who believe that, as it is voluntary, it does 
not have to be taken seriously (Hansard, 2018, col. 287). 

This view was reiterated by Lord Mendelsohn in the same debate: 

When I first addressed the House on this matter in 2015, when the 
legislation establishing the Small Business Commissioner was 
passed, we contacted a number of companies to try to find out how 
they used the Prompt Payment Code. Not once were we directed to 
the finance department. Not once when we contacted the finance 



Government Response 

 
101 

department did they know that they were members of the code. In 
every example of the companies we used—also probably 
unrepresentative—we were directed to either the PR department, the 
corporate affairs department, or the social responsibility department. 
It was not tied to finance. As a voluntary code, it needs to be tied to 
the part of the business that pays the bills (Hansard, 2018, col. 290). 

Responding to the continued criticisms of the PPC and late payment 

legislation’s failure to change late payment culture, in 2013 the Government 

issued a consultation document entitled Building a Responsible Payment 

Culture (BIS, 2013b, 2014a). The consultation revealed that businesses wanted 

to retain the freedom to agree on contractual terms whilst reducing the 

instances of late payment through greater transparency of payment practices. 

The Government thus proposed working with ICM to enhance recognition of the 

PPC and the accountability of signatories through public availability of data. The 

idea of ‘naming and shaming’ was also considered by respondents and the 

Government. The consensus, however, was that this would be potentially 

counter-productive, instead preferring the PPC’s stance of comply or explain. 

The difference in the two approaches for dealing with an errant signatory was 

therefore a choice between publication of a breach or the matter being 

discussed behind closed doors. 

In 2014, a discussion paper Duty to Report on Payment Practices and Policies 

(BIS, 2014b) asked businesses’ views on the statutory reporting of payment 

data. The discussion paper led to the enactment of the Small Business, 

Enterprise and Employment Act 2015, which required the Secretary of State to 

introduce measures for large companies to publish information relating to their 

payment practices and policies. 
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The Reporting on Payment Practices and Performance Regulations 2017 (SI 

2017 No 395, 2017) came into effect on 6 April 2017 (BEIS, 2017). These 

require companies to give narrative descriptions of standard terms and 

processes for resolving disputes; statistics on the average number of days to 

make payments; the percentage of payments in terms (broken down into under 

30 days, 31-60 days and over 61 days) and the percentage of payments not 

paid to terms. Under the regulations, incorrect or non-reporting is a criminal 

offence with all company directors of the reporting entity being liable on 

summary conviction to a fine. In the first 18 months of the regulations (SI 2017 

No 395, 2017) coming into force, only 4 companies were investigated out of 

14,764 submitted reports (Price, 2019). Given that many businesses see fines 

as nothing more than a cost of business (see Section 3.2), or that the directors 

may have director’s liability insurance (IOD, 2016), it remains to be seen how 

effective legislation will be. As of June 2022, I am not aware of any directors 

having been fined for incorrect or non-submission of reports. I have 

confidentially been advised by numerous government employees that one 

reason for this is due to a lack of funds or interest by the governmental 

department staff who merely apply a tick box approach to the implementation of 

legislation. This brings into question the effectiveness of regulations (Hansard, 

2022, col. 889). Initial research by Chuk, Lourie and Yoo, (2021) found that 

firms subject to PPPR reduced late payments. A similar effect was found in non-

reporting firms implying the improvement is being replicated throughout the 

supply chain. The purpose of PPPR is not only to gather information; it is to 

report it. Thus, the data is designed to be used to enable suppliers to decide 

whether they want to deal with larger business in the light of their reported 

payment practices. Chuk, Lourie and Yoo (2021, p. 8) find that ‘mandated public 
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disclosure imposes an additional cost for delaying payment to suppliers, and 

this additional cost leads managers to pay suppliers more quickly after the 

regulatory change’.  

In February 2015, a third Government consultation paper Late Payment: 

Challenging grossly unfair terms and practices (BIS, 2015d) sought the views of 

respondents on grossly unfair terms. Three-quarters of respondents stated they 

had experienced an increase in what they considered grossly unfair terms (BIS, 

2015a). Perceived abuses included applying low-interest rates for late 

payments; excessively long payment terms; flat fees/pay -to-stay’ discounts 

either for prompt payment or applied retrospectively; making a contractor or 

sub-contractor responsible for, or unable to challenge, a decision that was 

made as part of a more extensive project or further up the supply chain; clauses 

which allowed the payer/client to withhold or delay payment; exclusive remedy 

provisions effectively watering down or removing the remedies available to SME 

in general law and; pay-when-paid contracts in which the SME bears the 

financial brunt of a third party upstream becoming insolvent. 

In October 2015,  and following another consultation paper (BIS, 2015c, 2015e) 

the creation of the post of Small Business Commissioner (SBC) was announced 

under the Enterprise Act 2016. The role of the SBC is to function as a 

signposter, providing information for further assistance in dispute resolution. 

The SBC can also investigate large companies that have not paid their 

suppliers on time and, in the worst cases, can name and shame offenders. The 

first SBC took office in 2017. 

In 2018, a short debate took place in the House of Lords to discuss the 

effectiveness of the PPC (Hansard, 2018). The debate, coupled with a growing 
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unease amongst stakeholders (Mitting, 2009; Creditman, 2013; Hilton-Baird, 

2014; Sage, 2014; FSB, 2016b, 2017a; Berks, 2018) in the years leading up to 

the collapse of Carilion plc (a non-compliant signatory) led to the SBC being co-

opted onto the PPC Compliance Board in 2019. One of the functions of The 

PPC Compliance Board was to review submitted payment practice performance 

data, suspending companies that fail to demonstrate adherence to the code’s 

standards (Feast, 2019). The PPC was moved to the office of the SBC in 2020 

under the indirect control of BEIS. 

At the end of 2020, BEIS issued two further consultation papers designed to 

elicit responses leading to the strengthening of powers for the SBC (BEIS, 

2020) and tougher requirements for PPC signatories. A revamped PPC was 

launched in January 2021, requiring signatories to pay suppliers in 30 days from 

July 2021 (BEIS, 2021b). The code when operated by CICM (Figure 4-1) 

contained a wealth of useful information that BEIS removed in the relaunch 

(Figure 4.2). I have asked BEIS why they have removed such important data 

and in effect made the available information worthless to prospective suppliers, 

but they have failed to respond. The SBC subsequently advised me during a 

meeting in January 2022 that inaccurate information is misleading and since 

insufficient resources are available to monitor signatory compliance, it was 

considered safer not to include any information.  

In May 2022 the Government introduced the Procurement Bill (Lord True, 2022) 

which sets out how contracts are to be administered by public bodies. A main 

feature of the proposed Bill is that the awarding party, and all subsidiaries in the 

supply chain, must settle undisputed invoices within 30 days (Part 4). The Bill 

also includes reporting requirements and provision for an appropriate authority 



Government Response 

 
105 

to investigate compliance of the contract with the Act (Part 10). Problematically 

however Section 9, part 89 stipulates disputes are subject to civil proceedings. 

This approach may once more render enforcement unworkable for small 

businesses unable to afford to bring a claim against a public body.   
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Figure 4-1 PPC data published when the code was administered by CICM 
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Figure 4-2 PPC data published now BEIS administers the code 

 

Summarising the UK Government’s approach to changing late payment 

culture 

The contestation at the political and jurisdictional level over the past 30 years 

can be characterised as follows: 

Contractual Terms 

The debates of the past thirty years have centred on the power imbalance 

between larger and smaller companies and the ability of each party to dictate 

terms.  

Delayed payments are exacerbated when firms face oligopsonistic 
conditions, that is, when a few buyers, such as large retailers or the 
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Government, can exploit their buying power to induce small sellers to 
comply with their payment terms (Conti et al., 2021). 

To address this, a maximum period of 30 days for settlement was 

recommended at the EU level, although subsequently this was increased to 60 

days (or more where both parties agreed). 

Recognising that a debtor may use stalling tactics by raising a query at, near or 

even after the due date for payment, the European Commission recommended 

a maximum period of verification and dispute. While the concept of verification 

periods was subsequently recognised in the LPCDR 2013 with the period set at 

30 days, it failed to include this period in the overall payment period, thus 

granting the debtor an effective 90-days credit. 

Interest 

Restitution has been a central focus, both nationally and internationally, with the 

initial idea being that suppliers should not profit from late payment, but equally 

should not incur a loss. Accordingly, courts were initially given powers to apply 

interest where the contract did not. Over the period at both European and 

national levels, politicians decided that interest should be punitive, acting as a 

substantive remedy to create a cultural shift towards buyers voluntarily paying 

within agreed terms. The Late Payment of Commercial Debts (Interest) Act 

1998 first gave all suppliers an automatic right to interest at 8% over base, 

where no provision existed in the contract. 

Legal methods and cost of recourse 

In recognition of the costs of collecting a debt, the LPCDR 2002 gave creditors 

the right to charge £40, £70 or £100 as an automatic penalty when an invoice 
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was paid late, plus the right to claim reasonable costs of collection. The act fell 

short of stating what reasonable was, leaving this to the courts to decide. The 

Ministry of Justice introduced a web-based service, Money Claim Online (MCO) 

to simplify making smaller claims and tracking of claims cases for debts below 

£100,000 (HM Courts and Tribunals Service, 2017). For debts below £10,000, 

the courts allow parties to represent themselves without the necessity of 

expensive lawyers and barristers and only a limited possibility of reclaiming 

costs other than court fees. 

Comply or be shamed 

The Companies Act 1985 stipulated that larger companies were required to 

report their payment terms and compliance with those terms, but this proved 

ineffectual. The idea was resurrected in 2015 with the introduction of the 

Reporting on Payment Practices and Performance Regulations 2017 coming 

into effect from 6 April 2017 (BIS, 2014b, 2015b; BEIS, 2017). 

Running through the interim years, and to avoid Government intervention, the 

concept of voluntary statements of compliance was promoted. Initially instigated 

by the CBI, it was replaced by Labour in 1998 in the form of the PPC. BEIS 

decided to stop promoting the code passing ownership and administration to 

private individuals (Tyler, 2015). The code was relaunched by BEIS in 2008 and 

administered by CICM. A major revision to the code's rules was implemented in 

2021 when BEIS took control of the code's operation. At the heart of the code’s 

2021 overhaul was a requirement for signatories to settle invoices to small 

businesses within 30 days. Furthermore, the amended code also required 

buyers to appoint a senior party to take responsibility for signing the code and 

ensuring compliance. 
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Education 

Throughout the past thirty years, a sustained effort to educate suppliers has 

been made. While central Government agencies have played a key role, 

business bodies such as CICM, ACCA and FSB, in addition to mainstream 

banks, have all attempted to address the issue. This was done through advisory 

literature on areas such as cashflow, credit control and debt collection 

procedures. For example, CICM ‘Managing Cashflow Guidelines11 and Barclays 

Bank survey on late payments (2022). The business bodies supplemented the 

literature with publication of survey results highlighting the extent and effects of 

late payments on small businesses. 

Taking all the above into account, central Government has in effect enacted 

three approaches to the problem. First, by giving suppliers the right of restitution 

via the Late Payment of Commercial Debts (Interest) Act 1998 to charge 

interest and penalties. Second, with the introduction of the SBC who can 

investigate claims, name and shame companies and apply penalties. Third, by 

encouraging good practice by buyers who are encouraged to join a recognised 

code of voluntary compliance (for example the PPC) and for buyers to publish 

payment performance data. On balance, the Government has attempted to 

change the culture of late payments. It has, however, stopped short of 

mandating payment terms, leaving this to the markets to resolve. Where 

disputes arise, the Government’s position is to let the courts decide the merits 

of the case and therein lies the problem. The legal system is complex and 

expensive as demonstrated by Jackson (2017) and introduces power biases 

 
11 https://www.cicm.com/resources/cashflow-guides/ 
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fought on a point of law rather than the principle of fairness. The net effect of 

such an approach stymies small businesses from being unable to afford to bring 

an otherwise valid claim.  

In conclusion the UK and European Commission have attempted to address the 

late payment problem with an array of approaches listed above. One of the 

unintended negative consequences of late payment legislation however ‘may 

have normalised payment terms of 60 days in countries with prompter payment 

traditions’ (V. Parziale et al., 2018). Worse still more powerful buyers have also 

introduced layers of bureaucracy designed to further complicate payment 

processes and thus extend payment terms (Esenduran, Gray and Tan, 2022).   

4.3 Collection stages 

Making regulations is a pointless exercise unless those in their ambit can work 

effectively to take full advantage of the environment created. This section 

outlines how formal and informal collection processes are used. In Section 2.2, I 

argued that trust is based on confidence, which can be assured by looking at a 

trustee’s reputation and biographical-history. Credit collection starts with a 

robust credit management policy that commences prior to sale, communicated 

to all concerned, in writing.  
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Figure 4-3 Steps of debt collection 

 

There are six key stages of collection that a supplier should consider when a 

buyer fails to settle their account (Figure 4-3) which incorporate both 

formal/informal processes and internal/external collection techniques (Figure 1-

1). First, the foundation of all sales is a robust credit management policy that is 

fully understood and applied by all parts of the business (Appendix 11.5). Credit 

Management policies should incorporate reference to Government data such as 

Prompt Payment Code, and Prompt Payment Performance Reports. Second, 

on raising an invoice, a business may simply wait until the supplier settles the 

debt. It is far better, however, to use internal collection processes such as 

telephoning the purchasers, sending an email or written reminder (statement of 

account) to ensure that the invoice has been received and that there are no 

queries or impediments to its settlement (Posner, 1998a; Bullivant, 2010). Such 

steps can coax suppliers to pay. Third, once a debt is late, the seller may apply 

late payment charges or interest under the contract, or by default under the Late 
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Payment of Commercial Debts (Interest) Act (Business Link, 2002; Smith, 

2013). 

Fourth, if the buyer still has not settled the account, the supplier will consider 

more persuasive collection techniques, including withholding future supplies 

(Troya-Martinez, 2017) or legal action. In the case of larger companies and 

Government bodies, legal action may be undertaken in-house at relatively low 

cost. If the case is more complex (for example, where the debt is contested) or 

where the company does not have the in-house expertise to collect the debt, 

the process may be outsourced. Numerous legal options are available, ranging 

from the use of external debt collectors, arbitration and taking the matter to 

court (Posner, 1998b; ACCA, 2003; Barron, 2010). Fifth, if the judgement is in 

favour of the supplier, the supplier will need to enforce the court’s ruling, and 

this may lead to further costs and work. Finally, if all else fails the supplier may 

apply to have the buyer liquidated (Watson, 2010), its assets sold and 

distributed to all creditors. From a buyer’s perspective, insolvency could 

potentially lead to personal liability for the company directors under Section 214 

of the Insolvency Act12 (Taylor, 2012). Throughout this thesis, I refer to stages 

four to six as external collection processes. 

As the supplier moves through this process, consideration of costs and the 

trustworthiness of the buyer in relaying information versus the ability to pay 

should be considered. Costs include lost interest and the costs of paying 

external parties (such as courts, solicitors, barristers, and debt collection 

agents). There are also internal costs such as time, both personal and 

 
12 Section 214 of the Insolvency Act 1986 applies where a liquidator believes wrongful trading 
has occurred. If the court agrees a director may become personally liable for the companies’ 
debts. The court can also ban the director from being a director in the future. 
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business, stress, and lost future profit if the trading relationship ceases, which 

may also need to be considered. A supplier may, therefore, decide to ‘lump it’ 

(Vago, 1954, p. 251) and write the debt off where it is considered that the 

collection costs exceed the amount outstanding (see Section 3.3). I conclude, 

therefore, that Government has failed to introduce robust regulatory systems 

that encourage contract compliance by countering abuses of power. I posit that 

Government’s failure, specifically with regards to the Late Payment of 

Commercial Debts Act 1998, is made all the worse as the rules introduced have 

enabled powerful buyers to gain even greater advantage over suppliers.  

4.4 Summary 

In an ideal world, parties entering into an agreement will honour their own side 

of a deal, but not all do so. Society uses peer pressure and regulatory systems 

in the first instance to induce both parties to fulfil their agreement and in the 

second, to force the parties to comply. The Government has given businesses 

the tools to collect payments by enacting various regulations including statutory 

default payment terms, the right to claim penalties, interest, and direct access to 

courts on small claims. Despite the right to charge interest existing since 1998, 

79% of small businesses do not take up their rights (FSB, 2016b, p. 3).  

Zurich Life has found that 28% of small businesses do not believe that the 

Government is doing enough to tackle the situation (Zurich Insider, 2016, p. 2). 

A similar question posed by Intrum Justia (Intrum Justitia, 2020a, p. 16) 

revealed 49% of UK companies would like to see new legislation to solve the 

late payment problem. This disparity between the Government putting in place 

initiatives to tackle late payments and the lack of use by small businesses 
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raises the questions of whether small businesses are doing enough to help 

themselves and whether the Government is doing enough to promote the 

initiatives it has enacted. Continued complaints by small businesses, public 

interest groups and the findings of academics indicate the ineffectiveness of 

current legislation (Paul and Boden, 2012b, p.22; Smith, 2013). The Federation 

of Small Businesses concludes: 

Existing UK and EU policy interventions have been insufficient in 
tackling poor payment practices, as well as the overall payment 
culture. This is partly due to the failure of existing initiatives to work 
towards developing a cohesive framework in addressing these 
issues. For example, whilst the right to charge statutory interest is 
welcome, such initiatives have done little in and of themselves to 
address broader issues around late payment. Therefore, a greater 
focus on initiatives which address payment culture will be important in 
the future (FSB, 2016b, p. 30). 

Šalamon, Milfelner and Belak, (2015) propose actions that Governments can 

apply to reduce late payments such as: Education about the importance of on-

time payments; Government monitoring of payments; Carrot and stick reward 

system operated by Government; Government leading by example with prompt 

payment; Improved ethics training. Bar the last recommendation all these ideas 

have been adopted by the UK Government. However there remains a disjoint 

between enacting ideas at parliamentary level and the way in which civil 

servants implement policies (for example BEIS lack of monitoring of the PPC 

and PPPR (Weinfass, 2021)). 

I posit that suppliers’ lack of willingness to seek restitution also arises from the 

cost of litigation (financial, time and stress) and the fear of lost future income. 

This leads small companies to reluctantly accept longer payment terms (Intrum 

Justitia, 2020b). If my assumptions in relation to legal costs acting as a 

deterrent to restitution are correct then the Government has failed to address a 
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number of key themes addressed by this thesis. For example, Government has 

not introduced regulatory processes to support and encourage contract 

compliance or to address the negative use of power by a buyer to gain 

advantage over a supplier. The statement that a supplier does not enact their 

rights under late payment legislation because they accept such delays as a cost 

of business may be no more accurate than the statement that a supplier 

willingly accepts a buyer’s terms and conditions of trade. If these observations 

are correct, granting a right to a supplier as the weaker party is pointless 

because of power imbalances between the two parties (Paul and Boden, 2012). 

It is found that often suppliers do not take advantage of the rights granted to 

them due to lack of resources and/or fear of lost future custom.(Boden and 

Paul, 2014; Paul and Boden, 2013).  

Larger buyers are likely to be knowledgeable of the laws surrounding late 

payment and the suppliers financial position gathered during the onboarding 

process. Furthermore, internal legal departments, written invoice approval and 

payment procedures can delay or be used to withhold payment constituting  

potential abuse (Howorth and Reber, 2003; Naumann et al., 2010). When 

Lyotard’s (Litowitz, 1997) idea of the ‘differend’ and Hart’s (2012) concept of 

nullity combine (see Section 3.3), suppliers lose their ability to enforce 

restitution on a cost-versus-benefit basis. This is demonstrated by Jackson 

(2017) where enforcement costs exceed the amount claimed (see Section 3.3). 

Larger or unscrupulous buyers armed with this knowledge may, therefore, 

choose to use it to force the supplier into submission; a scenario I have 

proposed is like a game of liar’s poker. 
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The Government, in recognising that its past initiatives have not sufficiently 

changed late payment culture, enacted the Enterprise Act of 2016, creating the 

role of the SBC whose remit it is to assist SMEs in collecting unpaid invoices. In 

the first three years of the appointment, the SBC collected £7.5 million owed to 

SMEs  (Burke, 2020) and named eight companies with poor payment practices 

(Small Business Commissioner, 2021). The SBC was appointed to the board of 

the PPC in 2019 following which the PPC commenced investigations into its 

signatories, suspending 55 for failing to adhere to the code but subsequently re-

instating 26 of them. In 2020, the operation of the PPC was moved to the office 

of the SBC with a strengthened code being released in January 2021 and taking 

effect in July of that year. 

The Government has brought PPPR and PPC data under the auspice of BEIS, 

enabling BEIS to instigate investigations through the SBC. That said, BEIS has 

failed to oversee or act against non-compliant companies. ‘17 of the biggest 100 

contractors by turnover had either failed to fulfil their duty for more than two 

years or had never published the information’ (Weinfass, 2021). Furthermore, 

the PPC compliance group did not meet during 2021 to review signatories. 

Recognising the limitations of the SBC to compel offending buyers to engage 

with an investigation (unlike Australia13), BEIS launched a further consultation 

on strengthening the powers of SBC at the end of 2020 (BEIS, 2020). If the 

Government is successful with its package of measures currently being 

enacted, then the late payment culture may finally start to change in the UK. 

However, a cautionary note is sounded by former SBC, Paul Uppal, that: 

 
13 Australian commissioners have the ability to enforce arbitration and demand company records 
under penalty of fines (Esterson, 2017) 
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Efforts to prevent small companies being abused by large customers 
are being undermined by a lack of resources and the indifference of 
Whitehall officials (Hurley, 2019). 

Uppal’s observations are potentially supported by Cameron’s statement to the 

Greensill enquiry (see Section 2.3) that the Treasury is not in favour of earlier 

payments despite the Government’s rhetoric of its intent to change the late 

payment culture. The Government is therefore merely applying a smoke-and-

mirrors approach to the problem. If this is the case, then small businesses 

remain at risk of late payment and must find solutions for themselves using 

formal or informal processes. 

When late payments occur and the buyer does not give assurance of payment, 

the supplier will need to consider its actions for recovery. Formal processes 

incur additional costs at the very point in time when the supplier may be unable 

to afford additional expenditure due to a lack of funds caused by the buyer’s 

non-payment. The cost of litigation has also been under scrutiny, with Woolf 

(Tumim, 1995) and Jackson (2017) proposing various changes to enhance the 

process. Woolf argued that the introduction of the CPR has increased pre-

litigation costs. To reduce this, Jackson (2017) proposed cost capping for 

various stages of the litigation process so that parties entering a dispute will be 

fully aware of the potential risk of proceeding and losing. What was not 

considered by Jackson (2017) is that the first meeting with solicitors usually 

starts with the solicitor advising that their fees are charged on an hourly basis 

and remain payable irrespective of any costs awarded at the end of the trial 

(Ministry of Justice, 2017a). The warning by solicitors usually continues with 

advice that, in the event of winning a case, not all costs may be recoverable 

(Richard Buxton Solicitors, 2013). Thus, a supplier faced with an unresponsive 
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buyer is confronted with Hobson’s choice and the game of liar’s poker 

commences. The supplier must choose between offering a discount or funding 

litigation and an enforced discount in the form of legal fees or do nothing in the 

hope the buyer will eventually pay. This conundrum is at odds with the concept 

that a supplier is entitled to full payment plus restitution. If this is indeed the 

case, then regulatory systems have failed suppliers and become part of the 

problem encouraging buyers to pay late. 

In the second part of this thesis, in Chapters 6 to 8, I explore the hypothesis that 

suppliers forced to play liar’s poker must decide the best route to solution to 

mitigate their losses. A rational decision may result in a combination of formal 

and/or informal processes based on the cost of litigation verses the giving of 

enforced discounts. However, and as stated in Section 3.4, suppliers do not 

always make rational decisions and may incur additional costs to proof a point 

or due to naivety.  

In answering the principal research question How effective are formal and/or 

informal collection processes, and what is the relationship between them for 

small businesses in the collection of overdue trade debts? I determine whether 

legal systems are part of the problem enabling buyers to abuse supplier's trust, 

and whether Government's efforts to change late payment culture have been 

sufficient. 
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5 My research journey 

5.1 Introduction 

In Chapter 1 I set out my research problem and I then contextualised trade 

credit and identified the risks of long and late payments in Chapter 2, using the 

research literature. Chapter 3 conceptualised how the risk of a failure in societal 

co-operation (such as making late payments) can be mitigated through the 

formation of law and regulatory systems. Chapter 4 explained the UK 

Government’s approach to the problem of long and late payments, outlining the 

measures enacted by parliament over the previous 30 years.  

I now turn to how I tackled the empirical part of this thesis. Hence, in this 

chapter, I explain how I set about collecting and analysing my data. Section 5.2 

outlines my approach to and design of the empirical research phase of this 

thesis. I commence by considering conceptual underpinnings of my approach. I 

then explain the reasoning behind the data collection and analysis methods 

used. Section 5.3 describes my research journey, elaborating on how I collected 

data, the channels used, and the quantum of data obtained from those 

channels. I reflect on the lessons learned in Section 5.4, starting by commenting 

on my initial intended approach and how I had to amend this when it became 

apparent that it was not going to be feasible. I outline the problems encountered 

in obtaining and analysing data and specifically with the software used.  
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5.2 Approach to and design of the research phase 

Within this section I outline my approach to this thesis recognising my internal 

biases and thus justifying extensive use of self as an actor, observer, 

interpreter, and author of this thesis. I commence this section with a rumination 

of research methodology applied to the study of small businesses and therefore 

my contribution to the widening in methodological approach to incorporate 

extensive experience in the field. Maque and San-Jose (2017, p. 148) state  

All authors highlight the need to better consider the specificity and 
complexity of SMEs’ financial practices notably through changes in 
perspective and methodology. 

St-Pierre and Fadil, (2016, para. 9) state that the objective of their paper is to 

contextualise the ‘importance of the proximity of the researcher to his object of 

research, for a better understanding of the phenomenon studied’. According to 

St-Pierre and Fadil, (2016, para. 48) the historical problem encountered in SME 

research originates from the lack of skills possessed by finance researchers 

and available data, leading to a ‘distance between researchers and the reality of 

SME’s’. One of the reasons, they claim, stems from the fact that finance 

publications favour qualitative methods due to myths that knowledge obtained 

from collaboration with practitioners leads to second-rate work. Furthermore, St-

Pierre and Fadil (2016) suggest that the lack of skills possessed by financial 

and entrepreneurial researchers is partly due to the high costs of qualitative 

research. In addition, the favoured approach of interviews, they note, originates 

from researchers with recent contact to small family circles or who have 

‘professional experience with SME’s’ (St-Pierre and Fadil, 2016, para. 38). In 

the same way, Maque and San-Jose, (2017, p. 148) state that researchers such 

as  Paul and Boden (2012); Matthews (2013) have used qualitative 



Methodology 

 
123 

methodology to unpick the intricacies of SME credit control practices, finding 

such practices ‘to be effective, even if they were informal, subjective and 

unconventional’. (Maque and San-Jose, 2017, p. 148). 

I adopt the aforementioned perspective in my philosophical approach and the 

methodology used within this thesis. Primarily, I am a practitioner. We all have 

an internal bias, and I am no different. I bring to my scholarly research over 30 

years of experience from my role as the finance director of a small international 

interior design business. I thus approach this research at the grass 

roots/practitioner level as an insider (Bonner and Tolhurst, 2002) as opposed to 

undertaking an outside observational perspective of the subject. Spatz, (2017, 

p. 2) states that ‘the unknown of research is not the unknown of everyday life’. 

Whilst my experience has immense value in understanding trade credit, leading 

to empathy with the interviewees, it must be acknowledged that it also comes 

with a particular perspective. I embarked on this research towards the end of 

my career with the intent of combining the rigours of academic research with the 

experiences of people working in SMEs to create useful knowledge for business 

and government. My approach pays homage to Heidegger - to ‘break through 

the narrowness of academic philosophy and reach much broader circles for the 

benefit of a large number of people’ (Heil, 2011, p. 34). 

One of the important functions of debt collection ‘is to collect the greatest 

amount of money in the least amount of time with the fewest [customer] 

complaints’ (Petaschnick, 2006). Having suffered from the effects of long and 

late payments which had placed the business I work for under stress on 

numerous occasions, I frequently asked myself: 

• Why do all my clients pay late?  
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• Is there anything I can do to reduce the time clients take to pay?  

• I get paid eventually, so why does it bother me? 

• Do others experience these problems, and if so, what do they do about 

it? 

• If late payment bothers everyone else, why doesn’t anybody do anything 

effective about it? 

My aim is to investigate the effects on SMEs of late payment, what SMEs do to 

reduce the effect and how the Government can help. Academics studying SMEs 

have mostly concentrated on the finance sector, and it has subsequently been 

argued that this focus may not be entirely appropriate (Blackburn & Kovalainen 

2009; Matthews 2013). SMEs are very different to large enterprises due to their 

raison d’être (Sonfield and Lussier, 2009). Whilst large and small companies 

may operate in similar markets (CEP, 2008), their approach to credit 

management (Collis, Jarvus and Page, 2013), their information technology 

(Jones et al., 2012) and their management dynamics are very different. For 

example, small businesses dominate the construction, distribution and service 

sectors (Mulhern, 1995). The internet has enabled small businesses to compete 

with large companies on a global scale (Wilson 2008; Amoris & Bosma 2014), 

particularly in knowledge-based and creative economies (Bakhshi, 2009). 

Between 2004 and 2010, the creative economy in the UK is reported to have 

grown by 6.8% to employ 2.5 million people in the UK (Bakhshi, Freeman et al. 

2013), making it larger than the financial sector (Bakhshi, Hargreaves and 

Mateos-garcia, 2013). Small businesses, particularly those in the creative 

economy, are reported to be the innovators of most other sectors (Heinze & 

Hoose 2013; Freedman 2003) and due to their nature are labour intensive 

(Heinze & Hoose 2013; Tyrimai & Lecturer 2012; Cox 2005; Bakhshi; Freeman, 
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et al. 2013), thus requiring a different approach to study than, say, large scale 

manufacturing businesses. Thanem and Knights,( 2019, p. 9) state:  

We remain sceptical that inequality, injustice, and other social 
problems can be understood without appreciating how they are 
played out in the everyday lives of real people with real bodies, 
across bodily differences in appearance, tastes and sentiments, 
abilities and disabilities, gender and sexuality, age, race, and class. 
We are also not convinced that genuine political change is possible 
unless we understand how our small, embodied lives are tied up with 
big political problems. To appreciate these connections, social 
scientists need embodied research methods. 

Embodied research methods acknowledge that the researcher occupies a 

central position (Adu-Ampong and Adams, 2020) as an insider (Bonner and 

Tolhurst, 2002; Corbin Dwyer and Buckle, 2018), a member of the social group 

under observation. Whilst the researcher must apply reflexivity, Thurairajah, 

(2019, p. 113) warns that ‘some scholars have critiqued the self-indulgent 

nature of this process, and have argued that it offers nothing newly valuable to 

the research itself.’ Thanem and Knights, (2019b, p. 9) address this concern 

when they ask: 

Is embodied research at best a form of self-interested identity politics, 
and at worst apolitical and indifferent to any other concerns but the 
personal troubles of the embodied researcher? Do embodied 
research methods involve a narcissistic preoccupation with the self, 
which is exclusively committed to the researcher’s own feelings and 
body issues? Are embodied research methods incapable of engaging 
with larger political issues that concern communities and entire 
societies? 

They conclude that:  

The entire research process involves our bodies in some way, 
whether we are negotiating empirical access to groups and 
organizations, interviewing people in face-to-face meetings, 
immersing ourselves in the daily activities of our research 
participants, recording and analysing empirical findings, or writing 
and presenting our research… By connecting the personal troubles of 
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our research participants both to our own experiences and to social 
problems on a larger scale, it may become possible to craft vivid and 
powerful narratives that inspire political change to make different lives 
more liveable (Thanem and Knights, 2019a, p. 1). 

Thus motivated, I did however appreciate the importance of planning a route 

before embarking on any journey with a defined end and of understanding the 

terrain ahead. Benetti, Reginato, & Martins (2009, p.126) state that ‘research 

cannot be effective without considering the steps needed to accomplish it’. 

Some have argued that the ontological and epistemological debate denies 

research findings (Seale, 1999) and one should not become obsessed with it in 

the research process. 

We generally begin with some vague anticipation of a 
conclusion…we look around for principles and data which will 
substantiate it or which will enable us to choose intelligently between 
rival conclusions…method is about practical reasoning rather than 
being an example of practical reasoning’ (Posner, 2012, p. 176). 

I agree with Seale (1999) that overly concentrating on philosophical and 

methodological concepts can adversely affect the quality of the final 

research. ‘We must not simply ask what a specific method does, what it makes 

us do and what it prevents us from doing’ (Thanem and Knights, 2019, p. 143). 

My initial reaction was to ‘just get on with it’ (Holden and Lynch, 2004, p. 405) 

as ‘philosophical worries about ontology and epistemology are an irrelevance’ 

(Hughes and Sharrock, 1997, cited in Holden and Lynch, 2004, p.406). 

However, this could have led to issues of research authenticity if consideration 

of how the research data was collected and validated (Yusof, 2011) was not 

undertaken before, during and in the reporting of, the research findings. My 

experiences have led to a requirement for continued informed learning and 

adaptation. Experience, reflection (Bonner and Tolhurst, 2002) and adaptation 
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to enhance future experience lie in the philosophical realms of pragmatism 

(Emison, 2004). I therefore considered a pragmatic perspective to be the most 

appropriate approach because ‘objectivist and subjective perspectives are not 

mutually exclusive’ (Khalil, 2012, p. 5; Wahyuni, 2012). 

In this section I have so far opined that one should consider the reason for 

conducting the research and the approach to be taken in data collection and 

analysis. I will now discuss the methods considered, and the reasoning behind 

the approach taken to answer the research questions.  

My approach has been like that of Strauss and Corbin (1990) who argue that 

the researcher ‘does not begin with a theory then prove it. Rather, one begins 

with an area of study and what is relevant to that area is allowed to emerge’ 

(quoted in Myers, 2013, p.105). In my case, I started with an initial question 

about my own experience and then looked to see if others had similar 

experiences and, if so, how they had resolved the late payment problem. This 

internalised retrospective concern, coupled with my experience, led to the 

formulation of the research problem, research questions, approach to and 

interpretation of the data and thus forms the basis of this thesis. 

Data can be gathered to test an existing theory (deductive), create or amend a 

theory (inductive) or the researcher can remain open and see what the data 

reveals, modifying and refining the purpose of the study (abductive). Saunders, 

Lewis and Thornhill (2012, p.165) categorise methodologies as either mono- (a 

single method – either quantitative or qualitative), multiple- (using multiple mono 

methods), or mixed-method (using a mixture of qualitative and quantitative 

methods). I decided to adopt a mixed-method approach, collecting qualitative 

and quantitative data using questionnaires and interviews and analysing the 
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data abductively ‘to see how the material answers our questions, and how far it 

agrees or disagrees with existing concepts and theory.’ (Thanem and Knights, 

2019b, p. 5)  

I began this thesis with extensive practical experience and knowledge 

supported by professional training. An initial literature review was completed to 

understand what others had written about the subject of late payments. 

Following the initial literature review, I conducted the research phase (which I 

explain in more detail later in this chapter) and then looked for patterns in the 

data. I subsequently returned to the literature to gain a deeper understanding of 

what those patterns revealed and to find reasoning that cemented the thesis 

together. Although not grounded theory research, I certainly took a grounded 

approach. 

5.3 Design, collection, and analysis of research data 

My principal research question is: How effective are formal and/or informal 

collection processes and what is the relationship between them for small 

businesses in the collection of overdue trade debts? Three subsidiary research 

questions are used to address the principal question which thus looks at the 

extent, context, and effectiveness of small businesses experiences of late 

payment and how they deal with the phenomenon. 

Extent 

Extent, by its nature, is a valuation and thus required a quantitative approach 

best addressed using a questionnaire. Surveys are predominantly a 

methodology that attempts to find information about a population and, through 

that information, make inferences about a particular community. The survey can 
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be administered either in-person or by completion of a form, either on paper or 

online. Where a population is substantial, a representative sample can be taken 

to explain phenomena in the community. Particular attention is required to 

ensure that the respondent sample is representative if it is to be valid (Collis 

and Hussey, 2003). The phraseology used in survey questions also needs 

careful consideration, as the use of words can influence the response given. 

While surveys can be very cheap to undertake, they often have low response 

rates or better response rates based on a particular subject or target group 

(Anseel et al., 2010) and Mitchell (1985) warns that low response rates can lead 

to doubts around validity. 

Context 

Solely relying on a value obtained from the extent of an event occurring does 

not allow us to understand the context in which an event occurs. For example, 

we may know how many payments are late, but not why or what actions the 

connected parties have taken to avoid the breach. If one is to determine how to 

resolve a negative outcome or learn from a positive one, the context in which an 

event occurs needs to be understood. Relying solely on a questionnaire 

approach gives a narrow window of response and might result in overlooking 

the nuances or events not included in the questions. To overcome this, I 

adopted a blended approach, using an initial questionnaire, then interviews and 

then a second, larger-scale questionnaire. This approach is rooted in grounded 

theory (McQueen and Knussen, 1999; Collis and Hussey, 2003; Saunders, 

Lewis and Thornhill, 2012; Howell, 2013; Myers, 2013; Saldana, 2016), as 

originally developed by Barney Glaser and Anselm Strauss, working with 

Dewey in the tradition of American pragmatism. The methodology uses emic 
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perspectives (Bonner and Tolhurst, 2002; Chadwick, 2017; Spatz, 2017; Corbin 

Dwyer and Buckle, 2018; Thanem and Knights, 2019a, 2019c; Adu-Ampong 

and Adams, 2020; Hore et al., 2021) to understand the research respondents’ 

interpretations of reality (Howell, 2013). I supplement this by reflection, contrast 

and citing my own experiences where relevant. 

Effectiveness 

Finally, I consider the effectiveness of respondents’ actions and whether they 

led to a satisfactory collection of the outstanding debt. The approach is the 

same as that taken for context but draws heavily on the responses to the 

research questionnaires enhanced by the narrative obtained from the 

interviews. 

Having considered and broken down the constituent parts of the principal 

research question, I next considered how to collect the data to answer it. I 

decided to use Survey Monkey to collect and analyse the quantitative survey 

data and MaxQDA to assist in the transcription and coding of the qualitative 

interview data. I discuss my experience of the two software packages in detail 

later in this section. 

Questionnaire 1 (Appendix 11.1) 

A parallel approach was taken in the collection of both the qualitative and 

quantitative data (Flick, 2018). I started by drafting an outline of the first 

questionnaire. Initial questions were based on my prior experience in the field, 

incorporating my knowledge of debt collection my experiences and the relevant 

literature. The questions were then divided into four main categories: 

background knowledge, respondent data, policies, and impact (see Appendix 

11.1). 
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For a supplier to have trust in a buyer, basic credit checks should be 

undertaken (see Section 4.3). The questionnaire started by establishing 

respondents’ background knowledge of basic credit control and their awareness 

and use of existing legislation. The responses to this section are used in 

Chapter 6. 

The second category, respondent data, was used to interrogate the type, size, 

and sector that each respondent worked in, and featured questions designed to 

elicit the quantum of invoices paid late, how many days past the due date, the 

reasons for late payment and the suppliers’ approach to obtaining settlement. 

Whilst the data gathered in this section is deployed throughout Chapters 6, 7 

and 8, it was primarily used to address the first subsidiary question: What 

factors and processes contextually influence small businesses’ decisions 

regarding how to collect late payments? 

The third category of questions was designed with the second subsidiary 

question in mind: What influences suppliers’ choices to use formal and/or 

informal means to collect overdue trade debts and how are these decisions 

made? The questions are framed to find out why businesses react in diverse 

ways, who and why they turn to as external advisers for help and whether 

regulatory systems are brought into play. The data is used in Chapter 7 to assist 

in understanding the respondents’ use of formal and/or informal collections 

processes. 

The final category which I classify as impact questions are designed to address 

the third subsidiary question: How effective do small businesses find formal 

and/or informal collection processes in collecting trade debts? Questions were 

designed to assess the effect on the business of late payments, the 
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effectiveness of courses of action undertaken in the collection of late payments 

and whether respondents learned and adapted collection procedures in future 

transactions. The data are used in Chapter 8. 

Using the outline draft of the questionnaire as a guide, I carried out five semi-

structured interviews (see below for details on the interviews) to investigate the 

topics and questions covered in the outline questionnaire (Timothy John 

Rapley, 2001; Opdenakker, 2006; Burton-jones, 2009; Wahyuni, 2012; Open 

University, 2018). The interviews enabled me to reflect on and fine-tune the 

questionnaire design. In the final stages of this design process, the Government 

launched a call for evidence on tackling late payments (Tolhurst, 2018a) (see 

Section 4.2), leading me to further refine this first questionnaire and to include 

additional questions before its distribution. 

I used Survey Monkey to administer both questionnaires. It is a feature-rich tool 

that enables researchers to gather and analyse data swiftly from multiple 

sources. One advantage with the ease of use is that the same survey can be 

branded for different purposes and audiences: for example, for the issue to 

ACCA, AAT or CICM members (Appendix 11.4). Survey Monkey also contains 

features enabling the use of skip logic, ensuring respondents only completed 

relevant sections of the questionnaire and are redirected to another part of the 

survey based on given answers. 

For researchers, obtaining access to willing participants is always one of the 

hardest tasks. As a Finance Director of a small international interior design 

company and a fellow of ACCA and CICM, I looked to my existing contacts in 

the first instance to obtain research respondents. Fortunately, my role with the 

ACCA enabled access to staff and members and assisted in my ability to report 
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my initial works and findings in the form of a series of lectures around the 

country to qualified ACCA members and in an online seminar.  

I released the first questionnaire at the start of November 2018 individually 

branded and promoted through four channels: ACCA, CICM, AllLuicid and an 

unbranded version I called ‘creative’ which I used for LinkedIn and direct emails. 

CICM promoted the questionnaire through its weekly newsletter but that 

provoked no interest. AllLuicid sent the survey to its clients but also received no 

responses. The ACCA UK Corporate Network Panel that I chaired was also 

highly supportive in promoting the first questionnaire, networking and meeting 

potential interviewees. I presented the preliminary findings of the first 

questionnaire to ACCA members at an online seminar on late payments in 

November 2018. To enable the conclusions to be reported, ACCA emailed the 

survey to 407 registered attendees, of which 63 responded with a further three 

responding after the online seminar giving a 16.2% response rate. A link to the 

questionnaire was placed on all ACCA LinkedIn groups with two responses 

received, bringing the total via the ACCA branded survey to 68. The unbranded 

version was distributed via multiple channels, including direct emails and 

specialist LinkedIn groups (IPSE, 4 Networking, CBI). The first channel was by 

means of an email. The email search list was compiled from a Google search of 

UK design companies. I sent a link of the survey to a named person, either a 

partner or managing director on the list. I used Survey Monkey’s automated 

sending of reminder emails to non-respondents to maximise response rates. A 

total of 132 agencies were contacted with five bounce-backs and 82 unopened 

emails. Of the 45 opened emails, six people responded, resulting in a 4.5% 

response rate. The second channel obtained results from messages I posted to 
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18 LinkedIn groups with a total membership of 631,476, of which ten responses 

were received. The third channel was via a tradesman contact. I posted a link 

on several specialist trade sites for landscape gardeners and electricians, 

prompting a further fifteen responses. In total 31 responses were received 

across the three channels to the unbranded version (creative). Whilst the survey 

remains open, the last useable response was received at the end of December 

2018. Questionnaire 1 is included in Appendix 11.1 

Interviews (Appendix 11.2) 

During the research phase, I carried out a total of 20 interviews to gain an in-

depth understanding of SMEs’ approach to decision-making and to test the 

questionnaires. Stauss and Corbin (1998, cited in Saldana, 2016, p.55) 

recommend a minimum of ten interviews while other researchers propose up to 

40 to use grounded theory. I planned to include the owners of and professional 

advisers to SMEs in my interviews. I intended to ensure that, given the findings 

in Lord Justice Jackson’s report (2009) (see Section 3.3), the costs of litigation 

versus other methods could be considered in greater detail. 

In the first instance, I approached CICM in July 2018 for recommendations for 

potential interviewees, of whom one debt collector and one business owner 

contacted me and were subsequently interviewed. 

I conducted a Google search in September 2018 using the terms interior 

designer, restaurant designer, commercial interior designer, food hall designer 

and retail designer. A total of 56 UK business was listed, all of which were 

invited to take part in an interview, with two agreeing to assist. The search also 

highlighted a list of the top 50 design businesses recommended by insider-

trends.com (2018). Thirteen of the businesses were non-UK-based and 
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therefore not contacted, and none of the remaining 37 firms responded. Three 

of the more enlightening interviewees (Daranius, Haberdasher and Quintus) 

resulted from cold emails sent from the Google search of businesses in the 

construction sector. Thus, the adage of leaving no stone unturned is applicable. 

Email invitations to interview were sent to 53 legal practices in October 2018 

using contact data contained from the Law Society’s website for firms that 

specialised in company and commercial, debt recovery for business. Two ‘out of 

office’ emails were received. Not a single law firm responded. I contacted the 

Law Society directly with a view to either gaining assistance or placing an article 

in the Law Society Gazette, but the editors stated that they were unable or 

unwilling to assist. 

As chair of the ACCA UK Corporate Sector Panel (2017– 2019) during the 

research phase, I was in the unique position of being able to attend networking 

events hosted by ACCA and other bodies. Such networking reaffirmed my 

experience that everyone involved in debt collection has a story they want to 

tell. During the 14 months to October 2019, networking events led to 19 more 

people agreeing to assist with my research with 16 subsequently interviewed, 

resulting in a total of 20 interviews during the research phase. 

The first five interviews took place during the design phase of questionnaire 

one. Seven more semi-structured interviews were completed while the first 

questionnaire was in circulation. Using the first questionnaire as a template and 

taking note of comments made during the interviews a second questionnaire 

was developed (details of the second questionnaire are outlined below). 

Following the analysis of the second questionnaire, eight further semi-structured 
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interviews were undertaken to clarify some of the points raised in the previous 

interviews and from written responses provided in the two questionnaires. 

All interviewees were emailed to confirm a date with an outline of the approach 

to be taken and a request that the interview be recorded to enable subsequent 

transcription to take place. It is inherent to my working life that confidentiality is 

paramount, with General Data Protection Regulations (GDPR) being the 

foundation of client and staff confidentiality. Once more, I was able to bring my 

professional skills to bear in the research phase in complying with the 

university’s standards with interviewees being given assurances of anonymity in 

relation to their name, business and any personal details that may readily 

identify them or their clients. At the beginning of each interview, I asked the 

interviewee’s permission for the meeting to be recorded for transcription 

purposes and reiterated the use of pseudonyms and avoidance of recognisable 

linking data in the thesis. 

All interviewees have been assigned pseudonyms – I have used the names of 

Shakespearean characters. There is no link between the characters’ traits and 

those of interviewees other than gender. The use of gender-specific names is 

for the sole reason that some transcripts refer to the gender of the interviewee, 

thus gender-neutral referencing may detract from or lead to an incorrect 

interpretation of events or detract from any gender-specific dimensions that may 

be drawn from the findings. 

Interviews were conducted face-to-face, via a telephone call or using Skype, 

with interviews lasting between ½ hour and 2 hours and an average of around 

50 minutes. Initially, interviews were conversational, open, and semi-structured 

based around the main themes relating to the first questionnaire. My experience 
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functioned as both an advantage and a hindrance, partly due to my talkative 

nature. On the positive side, I was able to fully understand the nuances and 

tease from interviewees information that interviewers without extensive work 

experience may not have appreciated. For example, when reflecting on the 

initial interviews I noted that a number mentioned the use of physical force or 

verbal threats from buyers (see Section 6.4). This resulted in the first question 

on the second questionnaire: Have you felt intimidated by a client when asking 

for your money? When interviewing Ursula, the last interviewee, she mentioned 

in passing that she had worked in construction. I asked, ‘In the construction 

sector, did you come across anyone who was verbally or physically abusive?’ 

and Ursula’s response was ‘Oh yeah, all the time.’ This simple answer then 

opened a further line of enquiry into Ursula’s previous job, her experiences and 

ultimately an explanation to the use of violence in debt collection (see Sections 

6.4 and 7.3). Similarly, the use of stories and empathetic reflection enabled 

interviewees to respond to other scenarios that they may not have thought 

relevant at the time. By way of example, during the interview with Bagot, I 

outlined my credit policies and the importance of getting to know the client’s 

processes for payment. Bagot agreed with my approach and went on to explain 

how he adopted a similar approach that resulted in assisting one client that had 

befallen tough times (see Section 8.3). 

Each interview was recorded as an MP4 file and then imported into MaxQDA. 

MaxQDA is designed to provide qualitative researchers with the means to 

collate research data using a grounded theory approach (Daria, 2018). The 

software’s transcription features were used to assist in the conversion of the 

spoken words into text. MaxQDA also enables survey data to be imported for 
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coding, a useful feature, for example, when analysing expanded comments 

made in questionnaires and one I used extensively in the second questionnaire. 

Saldana (2016) proposes a deductive approach to coding, beginning the coding 

stage using predetermined codes. Using MaxQDA, an initial list of codes was 

created based on the first questionnaire and assigned to the transcribed 

interviews during a first pass. During a second, inductive, pass additional codes 

were added at both primary and secondary levels along with ‘emoticodes’ 

(MaxQDA, 2018) enabling the consideration of interviewees’ state of mind when 

answering questions (for example if the interviewer laughed or expressed 

annoyance on recalling an experience). A third pass was undertaken after all 

the interviews to ensure that all answers had been captured and coded 

consistently from all available codes. 

Where quotes are used from interviews or questionnaires, after the name of 

each I use a series of three codes signifying the sector, type of supply and level 

of business experience (Appendix 11.2). The letter S was used to signify 

services whilst C denotes construction. I then categorised each interviewee 

based on the type of supply, using the letters l for labour (consisting of public 

relations, supply of temporary staff or staff training, software development), d 

for design (interior, architecture, graphic) b for building (labour and materials 

are used to create a physical structure) db for design and build (combination of 

design and build headings) and m for manufacturing of construction materials. 

The third letter represents the size of the business with Mi being a micro-

business and Sm a small business. For example, Jacquenetta SlMi worked in 

the services sector (S), selling labour (l), and operating as a micro-business (Mi) 
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Questionnaire 2 (Appendix 11.3) 

The second questionnaire was designed to address and evaluate the immanent 

findings from the initial interviews. The initial questionnaire contained over 50 

questions, but in testing with the AAT research panel, a shortened 

questionnaire with extensive skip logic14 was used. The second questionnaire 

consisted of 24 questions. 

An article promoting my research and including a link to my survey was 

published in multiple LinkedIn groups. Nine responses were received between 2 

and 9 February 2019. Due to the low response rates and the need for more 

extensive useable data, I used Survey Monkey’s paid-for Audience Response 

function. Survey Monkey predicted 235 respondents would give a 6% margin of 

error which I deemed acceptable given the cost constraints of a larger, yet more 

accurate sample. All respondents were UK-based, aged between 18 and 99, 

held the position of owner/partner/director/manager/decision-maker with a 

business entity employing fewer than 50 staff. The survey went live on 9 

February 2019 and was closed on 11 February 2019, having achieved 285 

responses, of which 26 were unusable and 24 were partially completed with 

limited useability. The remaining 235 fully completed surveys were used in the 

research (fully completed is determined when the first and last question have 

both been completed).  

This section has described my reasoning and approach to the research phase 

of this thesis. In the following section I reflect on how I collected and analysed 

my data to address my research questions.  

 
14 Skip logic is used to bypass irrelevant questions. 
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5.4 Lessons learned 

My journey into academic research has been both enlightening and arduous. 

Aside from learning new research skills, I have had to improve my writing 

abilities. Putting to one side my personal challenges, the remainder of this 

section reflects on the lessons learned from the research phase of this thesis. I 

begin by outlining the difficulty in obtaining research subjects, the use of the 

data collection software, the design of the questionnaires and an error identified 

during the data collection of the second questionnaire that was swiftly rectified. 

When I completed the first draft of the literature review, I had intended to 

conduct four longitudinal case studies. The initial approach was to spend six 

months observing existing behaviour and then to design and implement 

systems that would lead to improvements in debt collection in months seven to 

twelve. A final six months of repeat observations to determine if any changes in 

collection were observable was proposed. Despite promises for assistance from 

my contacts in finding suitable research subjects, insufficient participants were 

recruited. A new approach to my research was required that would enable the 

original research question to be addressed in a shorter period. 

Moving to the research undertaken, the most important lessons came from my 

approach to the surveys. While I am content with the robustness of the survey 

questions, one error and one lesson deserve mention. Neither is material to the 

results, but both resulted in increased time spent in data analysis. 

I had tried to gain as many input channels (for example ACCA, CICM, AAT, 

FSB) as possible rather than relying on a single source for snowballing 

respondents. To encourage participation from the channel promoter, I branded 
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each survey to the input channel; for example, the ACCA survey featured the 

ACCA logo throughout. Survey Monkey treats each channel as a separate 

survey and as a result, the data could not be merged in Survey Monkey for 

analysis. Instead, I had to export data and re-assemble it in Excel. The 

alternative approach would have been to retain a singular unbranded 

questionnaire. Survey Monkey allows the use of multiple collectors (for 

example, email, weblinks, social media, websites, and manual entry) which can 

then be used to track source categories. For example, I could have used one 

link for ACCA and another for AAT. The overall response data would then be 

collated into one dataset, which could be analysed using the statistical features 

contained in Survey Monkey. 

One of the useful features of Survey Monkey is that, before launching a 

questionnaire, it provides an estimate of the time to complete and completion 

rate. I had not fully appreciated the usefulness of this feature in questionnaire 

design before the issue of the first questionnaire (Appendix 11.1). Survey 

Monkey estimated respondents would take 25 minutes to complete the survey 

with a 43% completion rate for the ACCA branded survey and 39% for the 

creative survey resulting in a combined 41% completion rate. The actual 

completion rates were far better at 59% for ACCA and 48% for Creatives, giving 

a combined completion rate of 54%, with respondents averaging just 9.5 

minutes to complete the survey. Overall, 99 respondents commenced the first 

questionnaire. I noted that there was a high dropout rate of 27% in the first 

fifteen questions, which were concerned with the respondents’ background 

knowledge. When I designed the second questionnaire, I reduced the number 

of questions from 56 to 24 and moved the background knowledge section to the 
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end of the survey. As a result, the estimated time to complete was 12 minutes 

with an increase in the estimated completion rate to 58%. Respondents took, on 

average, 7 minutes to complete questionnaire 2, with an actual completion rate 

of 74% (Appendix 11.3).  

The error made was in the use of skip logic on the second questionnaire. When 

the survey was launched, the second question, ‘have you ever reached the 

point where an invoice is so late that you’ve thought what now? gave 

respondents a closed yes/no answer. Interviewees that selected ‘no’ were 

redirected to question 21, which was a data-gathering question (sector, 

business size, position, sales category). I had monitored the rate of responses 

noting that whilst 89% of respondents answered the first and last questions, 

less than 34% answered questions 3 to 19. I initially perceived this as an error 

and changed the skip logic coding, enabling people to answer the missing 

questions. As can be seen from an analysis of pre- and post-response rates, 

(Figure 5-1) the trend for the remaining 51% of respondents remained the 

same, leading me to conclude that the error was not material to the overall 

study. I have subsequently conducted a two means t-test to compare the 

number of responses to each question before and after the change in the skip 

logic. A hypothesized mean difference of 0 was used with an Alpha of 0.05. The 

Null hypothesis is that both data sets are identical. I find that P(T<=t) on both 

one and two tail tests exceed the Alpha score thus proofing that the two sets of 

data are not statistically significant, and it can thus be assumed that the two 

populations are the same. Whilst more respondents answer the subsequent 
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questions in data set B, the change in skip logic does not therefore change the 

approach to subsequent responses. 

  

Figure 5-1. Change in responses following correction of skip logic on questionnaire 
no.2 
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Table 5-1 Two Means T-Test comparing number of responses to questionnaire no.2 
before and after the amendment to the skip logic applied to question 2 

 

I do acknowledge that the change may have precluded a higher response rate 

in relation to respondents’ use of litigation, discounts, or extended terms. On 

reflection, this error may have led to experienced respondents to the second 

question being redirected to question 21. This would have led to experienced 

respondents not answering questions concerning their use of discounts or 

extended time as an alternative to legal recourse. If my post-analysis 

interpretation is correct, the results may not be fully inclusive of experienced 

collectors. This could be an issue when comparing the approach to debt 

collection; for example, whether to write a debt off, offer a discount, or 

commence litigation. It is for this reason that I suggest in the future research 

section (see Section 9.5) the use of a case study approach. Having stated and 

highlighted this perceived error, I also noted that question 2 was highly relevant 

in answering my first subsidiary question about extent and that the question and 

ramifications of future questionnaire responses were correct (see Section 6.3). 
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5.5 Summary 

I adopted a pragmatic position and an abductive approach to the research 

phase of this thesis. Ultimately ‘good research is not about good methods as 

much as it is about good thinking’ (Stake, 1995, p.19, cited in Saldana, 2016, 

p.212) and a ‘blend of strategic mindfulness and unexpected discovery’ (Lindlof 

and Taylor, 2010, p.242, cited in Saldana, 2016, p.212) is required in the 

analysis of the research. 

To address the initial personal question that motivated this thesis – I get paid 

eventually, so why does late payment bother me? – I first needed to determine 

whether late payment is a real business problem. Having determined that the 

spectre of late payments is real and affects the lives of those associated with 

SMEs, a mixed-method approach (Benetti, Reginato and Martins, 2009; 

Abowitz and Toole, 2010; Sinkovics and Alfoldi, 2012) applying parallel 

qualitative and quantitative techniques was adopted with the use of 

questionnaires and interviews. An initial questionnaire was used, supported by 

semi-structured interviews to gain an in-depth understanding of how SMEs 

approach the problems of long and late payment. The findings from the 

interviews were then assessed with a further questionnaire supplemented by 

additional interviews so that the emergent findings could be triangulated 

between the two data collection techniques. 

Chapters 6 to 8 address each of the sub-questions. Where a quotation is used 

from an interview, I have used the assigned Shakespearean name as a point of 

reference. By contrast for quotations extrapolated from the two questionnaires, I 

have used the unique Survey Monkey 13-digit reference number, for example 

10.520.203.025.00. 
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6 Underlying circumstances that influence businesses 

decision making when confronted with the late 

payment of a commercial debt 

Service invoices are more of a discussion document than an invoice 
(Bagot, owner-manager in the construction sector). 

At the end of the day I have provided a service, and if you are happy 
with the service you should be paying the due without me sending 
you reminders, it doesn’t really look nice (Aaron, debt collector). 

6.1 Introduction 

This is the first of three data analysis chapters, each addressing, in turn, one of 

the subsidiary research questions. This chapter addresses the first subsidiary 

question: What factors and processes contextually influence small businesses 

decisions regarding how to collect late payments? Section 6.2 examines the 

respondent businesses’ existing credit control procedures and use of external 

credit referencing data such as the Prompt Payment Code (PPC), Payment 

Performance Practise Reporting (PPPR) and legislation such as the Late 

Payment of Commercial Debts Act (LPCDR) (see Section 4.2). Despite 

Government having legislated to aid credit control processes, late payments 

persist and are problematic. Due to the nature of small businesses, it is 

inevitable that the effects of late payment extend into the owner/managers’ 

family life. Section 6.3 examines the impact of late payments on businesses and 

business owners. During my research I discovered a repeating pattern of 

intimidation used to avoid payment. I had not anticipated this, but its 

prevalence, combined with a lack of research in the literature warranted further 
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investigation. As an unforeseen and previously unresearched aspect of debt 

collection, I introduce the use of intimidation and its impact on respondents in 

Section 6.4. I do this because this appears to be a significant aspect of the 

environmental context in which late payment occurs. Section 6.5 considers the 

point when suppliers decide to escalate collection by using external collection 

processes. Section 6.6 concludes the chapter with a concise summary.  

6.2 Trade credit and debt collection policies 

Chapter 2 explicated how good debt collection practices commence with robust 

trade credit policies, the foundation of which is ensuring the supplier knows who 

their buyers are and that the buyers can pay for the goods and services 

provided as agreed. The best practice recommendations are detailed in 

Appendix 5. It is important to undertake basic credit checks on all new buyers 

and refresh them for existing customers to reduce the risk of late payments and 

bad debts occurring. 

I asked respondents to outline the policies they had in place for credit checking. 

My sample was extrapolated from the first questionnaire and consisted of 74 

respondents (table 6.1). Micro and small suppliers are more likely to have a 

principal involved with sales who, being closer to the end client, is able/willing to 

form a personal judgement on the new buyer’s ability to pay. This is consistent 

with the findings of Maque and San-Jose, (2017, p. 154) who found that most 

SMEs (in Spain) do not have credit policies, instead relying on a ‘commitment to 

pay, then the business relationship. Both are more important than late 

payment.’  



Influence of Late Payment 

 
149 

 

 

Table 6-1 First questionnaire respondents’ knowledge of Government initiatives and 
quantum of late payments 

 

Only 20% of micro and small suppliers conducted basic checks at Companies 

House. Companies House only provides information about incorporated entities, 

which implies very few suppliers conduct any checks on buyers that are sole 

traders, partnerships, or charities. By contrast, medium and large companies 

conducted basic checks and/or used credit reference agencies. 

The PPC and PPPR are Government initiatives operated by BEIS to publish 

information about a businesses’ payment practices/procedures. Businesses can 

then review the information as part of their credit control policies to determine 

Yes No Yes No Yes No Yes No

Micro 31               32% 68% 16% 84% 10% 90% 10% 90%

Small 20               20% 80% 15% 85% 10% 90% 10% 90%

Medium/Large 23               35% 65% 35% 65% 30% 70% 4% 96%

TOTAL 74               30% 22% 16% 35%

Mean 1.8919

Standard Error 0.0992

Median 2

Mode 1

Standard Deviation 0.8532

Sample Variance 0.7279

Kurtosis -1.6032

Skewness 0.2114

Range

Minimum

Maximum

Sum

Count 74

Largest(1)

Smallest(1)
Confidence Level(95.0%) 0.1977

Key to converting text to numbers
0 No No No No
1 Micro Yes Yes Yes Yes
2 Small
3 Medium

0.00000.0860

0.0000

0.0000

0

0

0.0000

0.0000

#DIV/0!

#DIV/0!

0

0

0

0

74

0

0
0.0960

0.1622

0.0431

0

0

0.3711

0.1377

1.5425

1.8712

1

0

1

12

74

1

0
0.1066

0.2162

0.0482

0

0

0.4145

0.1718

-0.0205

1.4074

1

0

1

16

74

1

0

1

22

74

1

0

0.2118

-1.2138

0.9054

1

0

0.2973

0.0535

0

0

0.4602

Business 

size

Have you heard of?

LPCDR PPC PPPR SBC
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whether to supply a buyer in the first instance and, if so, what the buyer’s 

protocols for payment and invoice querying are (see Section 4.2).  

I compared my findings to those of the BEIS consultation issued in October 

2018 at the same time as my first questionnaire (Tolhurst, 2018b). BEIS 

reported that ‘59% of respondents indicated that they do not research the 

payment performance data’ and that only 22% carried out credit checks 

(Tolhurst, 2019b, p. 8), which is consistent with my findings. Reflecting back on 

past studies, Wilson (2008) reported that 26% of small business had a credit 

policy in 1996 which had increased to 54% in a 2004 study. The report by BEIS 

and my findings indicate that small businesses have moved backwards in terms 

of credit management and taking responsibility for reducing risk. None of my 

respondents reported referencing the PPC as part of their credit control 

procedures. This compared to just 3% of the BEIS’ consultation respondents 

who had used a Prompt Payment Directory or other ratings source. Given that 

the PPC, in its original form, has been in existence for over twenty years (see 

www.payontime.co.uk), and in its current form, for the past ten (see 

www.promptpaymentcode.org.uk), it is surprising that only 22% of my 

respondents were aware of its existence. PPPR (see Section 4.2) came into 

force in April 2017 and requires all large companies to publish their payment 

practices. As anticipated, larger companies that responded to my first 

questionnaire (all of which were ACCA members) were more likely to have 

heard of the code, because they are legally required to report on their payment 

practices and because ACCA ran several targeted events to members in larger 

businesses. Overall, and considering non-ACCA members who completed the 

first questionnaire, the level of awareness of PPPR was low; just 16% of 
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respondents knew about the regulations. Micro, small, and medium firms are 

currently exempt from these reporting requirements, and this is perhaps the 

reason why just 10% of the micro or small suppliers knew about these 

regulations. Together, this implies that businesses either trust their clients to 

pay or are prepared to take the risk if the buyer does not. The fact that none of 

the respondents used PPC or PPPR to obtain credit references indicates the 

ineffectiveness of the Government’s promotion of the value of these initiatives. 

At the time of writing, there is no central government source that collates and 

reports all the information contained at Companies House, PPC and PPPR. 

Users can, however, access all these sites online by visiting multiple portals. 

Several companies (such as Duedil, Creditsafe, Experian) offer paid-for online 

services which reference credit information and publish data provided by 

Companies House, collate the findings, and provide it in a simple to use format. 

But, as with the government services, these companies do not offer a dedicated 

app for business use on mobile devices at the time of writing. 

Failure to undertake basic credit checks leaves suppliers exposed to increased 

risk. Lavinia, a small business owner in the services sector, found this out 

shortly after starting a new business partnership, with catastrophic 

consequences. The two partners failed to conduct any credit checks on a buyer 

who went on to become a habitual late payer. Lavinia’s business partner, 

unhappy with the continual stress relating to debt collection, decided to leave 

the business, resulting in the dissolution of the partnership. Patience, 

experienced similar problems when she set up a new business Despite being 

an experienced credit collector, she admitted that she did not have any credit 

control processes and relied on trust. She nearly lost her business due to poor 
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cash flow caused by late payments. This early experience led Patience to 

develop a system of credit control and collection that she continually monitored 

and refined as new events tested existing rules and procedures.  

Using regulations where debtors pay late 

Failures to implement adequate credit checking processes pre-sale are likely to 

lead to late payment, resulting in suppliers incurring more time and cost in 

collection post-sale collection. Late Payment of Commercial Debts (Interest) Act 

1998, (LPCDR) and its subsequent amendments15, give suppliers the right to 

claim interest and penalties and this has been a central plank of the UK 

Government’s policy (Chapter 4.2). However, the efficacy of such measures is 

contingent on suppliers knowing their rights and 70% of all respondents 

reported that they were not aware of the LPCDR, a figure consistent across all 

business sizes. This is a dramatic increase over the past twenty years where, 

shortly after the launch of LPCDA only 12% of small businesses reported that 

they were not aware of late payment legislation (Wilson, 2008b). ACCA has 

published numerous papers, reports and seminars over the past fifteen years 

on late payment (ACCA, 2003; Paul and Boden, 2012a; Schizas, 2014a, 2015b; 

Smith, Mathews and King, 2015). Yet, I found that 68.5% of my respondents 

who were ACCA members (n=54) were unaware of LPCDR (Appendix 11.1). 

Whilst this suggests that professional bodies have had minimal impact on 

raising awareness and skills, it may be that if many of my ACCA respondents 

worked in large companies, (as might be likely) they would not be involved with 

the day-to-day operations of credit control. Of the 27% of respondents (n=20) 

 
15 From 1998 – 2000 SME could only charge interest against larger companies. From 2000 to 
2002 SME could charge interest to other SME. From 2002 all businesses were eligible to 
charge interest on late payments 
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who were not ACCA members and mainly came from the creative sectors, 

three-quarters reported being unaware of the LPCDR implying that the 

legislation, while in force, may have been forgotten. 

Even though 30% of respondents to the first questionnaire were aware of 

LPCDR, only 14% had used the regulations to apply statutory charges (n=3) 

and 18% had applied interest on late payment (n=4). Even though 70% of 

respondents were unaware of the regulations, only 4% had applied statutory 

charges (n=2) and 10% had charged interest (n=10). However, my discussions 

with freelancers suggest that despite being unaware of the formal regulations, 

suppliers are often advised by their accountants to charge interest, had copied 

interest clauses from other contracts, or were aware of the entitlement to charge 

interest from published sources. None of the freelancers I spoke to were aware 

of exactly what they were entitled to, only that they were entitled to something. 

Given the low acknowledgement of the existence of the LPCDR, it is a positive 

sign that some suppliers are at least aware of their rights even if they are not 

aware of the basis of those rights. 

At 13.5% (n=10/74), the number of respondents to the first questionnaire who 

had applied statutory charges or interest was very low compared to the findings 

of other studies, where figures varied from 25% (Paul, 2010) to 36% (Smith, 

2013). To assess the reliability of the first questionnaire, which could have been 

skewed by the high number of ACCA respondents, the second questionnaire 

asked whether respondents charged interest or statutory charges (Appendix 

11.3). The results were not dissimilar to the first questionnaire, with just 14% 

claiming statutory charges (n=11/76) and 16% applying interest to late 

payments (12/76). Paul’s (2010) study covered all business sizes, with only 
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16.5% (n=327) being micro-businesses (under 10 employees). My study 

consisted of 74.3% (n=323) of this category. The higher proportion of micro-

businesses in my study implies that they are less likely to use LPCDR. 

Respondents to the second questionnaire were asked why they did or did not 

use LPCDR. I received 55 answers, a summary of their responses is in Table 6-

2. The main reason given is the fact that they did not know they could charge 

interest. 

Reason  Number of responses  

Did not know I could 17 

Fear of losing buyers 1 

Lack of courage 4 

Complexity of recovery 2 

Wrote debt off 3 

LPCDR compensation is too small 2 

Reduces the chance of settlement 6 

Just wanted the original debt paid 5 

Did not want the hassle 3 

The morality of applying LPCDR 3 

Buyers refuse to pay charges and interest 6 

I’m owed it 1 

Incentivise payment 2 

Table 6-2 Respondents’ reasons for not using LPCDR 

 

Despite the fear of losing buyers being proposed in the parliamentary debate to 

the enactment of LPCDR in 1998 as a reason why the regulations would be 

ineffective (Hansard, 1998, col. 594), only one respondent cited this as a reason 

they had not exercised their rights. Rather, there was a fear of simply not being 

paid. As one of the interviewees explained: 

That’s quite hard to ask for though isn’t it, does it not decrease your 
chance of them actually paying if you start pushing it up (Macbeth, 
SdMi). 
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Bagot, a second-generation owner of a small wholesale business supplying the 

construction trade, stated it is not possible to request interest and penalty 

payments because: 

One of the things that always made me laugh always, is this idea of 
sending interest invoices to customers if they are overdue. 90% of 
our customers you can’t send them an invoice without a purchase 
order number. So, you are going to ring them up and say I’m going to 
need a purchase order number so I can send you an invoice for 
interest because you haven’t paid. Are they really going to give you a 
purchase order number? It’s not going to happen so the invoice is 
never going to get paid because it’s not going to go into their system 
because they are using SAP or whatever. For our bigger customers, 
its actually just logistical impossibility. Apart from the fact that it is a 
very dangerous thing to do especially if you rely on your relationship 
with your big customer, it’s not what you want to do to piss them off. 
You just physically can’t do it. You can’t raise invoices on customers 
without purchase order numbers (Bagot CmSm). 

If a buyer is not prepared, willing or able to pay the debt on time, it can be 

difficult to see why the right of the supplier to charge interest and statutory 

charges would improve the situation. This is further complicated when dealing 

with large companies as suppliers must deliberate and negotiate with different 

departments within the buyer’s organisation. For example, within design sector 

work instructions may be given by the buyer’s estate management sector, whilst 

purchase orders for the work are issued by the procurement department, 

invoices are issued to the purchasing department and payment made by 

treasury. When the buyer’s organisation does not co-ordinate internal 

communication and goals – or outsources some or all these services, the 

supplier must incur additional time moving between the various buyer agents to 

gain instruction. When an invoice is paid late the supplier must renavigate 

through the various layers/departments within the buyer’s organisation to find 

who is responsible for processing requests for late payment interest and 
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penalties from. From experience, I have found that sales staff may be reluctant 

to ask their contact at the buyer organisation for payment as they fear it may 

sour future relations, especially if the buyer has approved the invoices. 

However, I have found that threatening a UK buyer’s accounts department with 

interest and late payment charges, reminding them of their duties under PPPR 

and that they may be investigated by SBC, brings about swifter payment. Non-

UK companies and those with overseas accounts departments tend to ignore 

any requests or threats for late payment interest or charges. 

Other respondents were concerned that applying interest and statutory charges 

would ‘create bad local feeling’ (10.520.748.638). This respondent seemed to 

fear for the loss of future custom. Likewise, some suppliers stated that they 

were worried about reputational damage, a view that has been consistently 

found in research (for example see, Wilson, 2008). 

All I have is my reputation working with clients. Even if I get stern with 
them even though I may have the law and legislation protocol to 
follow ultimately, it’s going to cost me more than anything else the 
damage of my reputation (Jacquentta SlMi). 

Reputational damage can be inflicted by buyers that use review sites to leave 

negative feedback to exact revenge on a supplier that refused to be intimidated. 

Negative feedback on sites such as Trustpilot could, it was feared, lead to 

reduced potential sales. The extant literature only appears to validate this fear 

when a significant proportion of a business’s stakeholders use and act on social 

media and review sites (Pry, 2010; Holmgreen, 2015; Littlechild, 2020). 

Some respondents found the actual process of charging interest to be 

overwhelmingly complicated.  
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I’ve never charged interest because I think it is too complicated by 
the time you’ve sent it out because it’s out of date when you send it 
(Lavinia, SlMi). 

Lavinia raises a valid point, explaining that when a request for interest is made, 

a calculation date is required. If the debt has not been paid, the supplier will 

need to estimate the future date it will be paid or raise multiple requests for 

interest. Interviewees considered that, where a buyer was unable to settle a bill 

on time, due to inefficiencies in processing, the chances of gaining approval and 

payment for a small amount of interest were not justified. 

It was not financially viable to chase such small amounts when that 
was taking me away from finding new projects (10.520.819.537). 

This highlights the cost-benefit issues associated with a single invoice. In my 

experience, most suppliers who are aware they can apply interest believe it 

must be applied at the time the invoice became overdue. In fact, as explained in 

Section 4.2, the original drafters of LPCDA envisaged the problems of applying 

multiple and perhaps small, interest claims and suggested that provisions in the 

Limitation Act 1980 could be used to allow suppliers to raise one claim for 

interest and statutory charges at the end of a trading relationship (Business 

Link, 2002) encompassing all invoices paid late in the previous six years (five 

years in Scotland). However, not all claimants/courts appear to be aware of this 

and charge/allow penalties on a singular claim basis (Reid, 2021). Blue Autumn 

in Northern Ireland successfully used this strategy when facing bankruptcy 

(Morley, 2013; Paisley, 2017). The owner, having nothing to lose, decided to 

exercise the company’s statutory rights against all buyers. Claims were issued 

to all customers that had paid their invoices late in the six years up to Blue 

Autumn ceasing to trade. The owner, Morley (2013), stated that it was a matter 
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of principle as the late payments had been a contributory factor to his ceasing to 

trade. This point of principle was reiterated by two of my respondents, one of 

whom stated: ‘I deserved compensation for the delay and felt charging interest 

would incentivise them to pay quicker’ (10.520.203.025). 

Buyers’ behaviour may influence a supplier’s decision (Korobkin and Guthrie, 

1994) to apply statutory charges. 

This is a buyer that I don’t really want; I am not going to work with 
them again. I don’t like the way that they have behaved, so, erm, you 
know and with them, she [Lavinia’s debt collection agent] will always 
add on late payment charges and a £40 fee as per the law from the 
get-go (Lavinia, SlMi). 

Experienced interviewees (table 7.1) also took a tougher stance when they 

considered that they had been unfairly treated; for example, when the buyer 

refused to pay an invoice because a purchase order number had not been 

stated on the invoice (see VMS Enterprises Ltd v The Brexit Party Ltd [2021] 

SC GLA 49 in which fraudulent purchase orders were issued (Reid, 2021)). 

If we don’t get a PO number, we can’t pay you, well that’s your 
problem, not mine. You know, someone at your end has asked me to 
do the work and not given me a PO then that’s your problem and 
you’re getting a late payment fee (Kate, ClMi). 

Respondents that were aware of the LPCDR and used it reported receiving 

payment of statutory charges in all instances and interest in 75% of the cases. 

Nevertheless, respondents that were unaware of LPCDR but still applied 

charges and interest, reported buyers only settled 50% of the requests for 

charges and 60% of interest claims. Possibly, the main reason for the 

differential is that those who had full knowledge of LPCDR had greater 

confidence in applying and enforcing their claims. Conversely those that were 
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unaware (beyond the basic appreciation that interest could be charged) used 

the threat to ensure payment of the outstanding invoice. 

My data suggests that, amongst the respondents, there were marked 

deficiencies in basic credit control. The Government has attempted to assist 

companies through initiatives such as PPC and PPPR (chapter 4), but 

respondents’ lack of knowledge relating to the information contained on the 

websites, and to which they have access, is clearly problematic and implies a 

failure in communication by the Government. The failure to use available free 

data may result from the Government’s uncoordinated delivery mechanisms. As 

explained before, basic company information is available from the Companies 

House website, PPC data is available on the SBC micro-website. The PPPR 

report which is available from a separate location on the Government website 

allows submitters to state if they have signed up to a payment code. However, 

at the time of writing none of the Government sites mentions the others or offers 

hyperlinks. 

The lack of respondents’ knowledge relating to regulations also begs the 

question of whether the Government has failed to educate businesses 

sufficiently or whether businesses are too trusting. And, if they are too trusting, 

whether this trust is based on rational choice or the result of inattentiveness to 

their best interests.  

6.3 Consequential effects of long and late payment on business 

I have thus far considered credit control policies and respondents’ use of 

Government initiatives put in place to assist suppliers to mitigate the possibility 

of late payment arising. I now explore the effects of late payment, which could 
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be argued are partly due to weak credit management processes and/or an over-

reliance on trust. To understand the extent and frequency of resorting to 

external collection processes, it is necessary to consider the scale and impact 

of late payments on businesses and business owners. This aids understanding 

of business owners’ decisions concerning their options for the collection. Many 

studies and reports over an extended period have highlighted the magnitude of 

late payment (Intrum Justitia, 2012, 2013, 2014, 2015, 2016, 2019, 2020b, 

2004, 2005, 2006, 2008, 2009, 2010, 2011; Atradius, 2012; bacs, 2012; Wilson, 

2014; FSB, 2016a). Whilst these sources are all valuable, I considered it 

important to cross-check my respondent group to ensure consistency in findings 

and to be able to explain any deviations from other researchers. 

I asked respondents of the first questionnaire whether they regularly 

experienced late payments and, if so, to estimate the percentage that were paid 

late. The results are summarised in table 6.3 by business size. Overall, 53% of 

businesses reported that up to quarter of their invoices were paid late. Between 

a quarter and half of invoices were paid beyond the agreed terms by 20% of 

respondents. My data reveals that, only 7% of businesses had not experienced 

late payments. Micro businesses were the only ones paid mainly on time (11%) 

with only 6% of them reporting that every invoice was paid late. It is worth 

noting that my findings reveal that the late payment is not linked with credit 

checks as invoices are still paid beyond the agreed terms. This is contradictory 

to common belief that credit checks act to enhance trust. In addition, the 

findings highlight the quantum of abuse by buyers, presumably due to the lack 

of penalties for non-compliance. These results further undermine the 

effectiveness of the Government initiatives set out in chapter 4 designed to 
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mitigate late payment. Further in-depth research is recommended to determine 

if these findings are consistent in a larger population.  
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Table 6-3 Percentage of invoices paid late, summarised by business size 
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Of the responses, to the first questionnaire, 54.2% report that late payments 

had adversely affected their businesses. I conducted two tests to determine if 

late payment affected businesses differently. The first test placed suppliers into 

one of five groups based on the sales type. I defined the sales type groups as 

Manufacture of goods; Margin on resale of goods/services (for example retail); 

Sale of labour/time (for example provision of temporary staff, or services 

provided that used staff), Use of a capital item (for example hire/leasing or the 

provision of accommodation) and other forms of sale. The results are shown in 

Figure 6-1 and suggest that businesses that sell labour experience the greatest 

impact from late payments. Businesses least affected by late payments were 

those that had fixed costs effectively sold over time (for example, leasing 

companies or hotels). A possible explanation for this is that labour is a 

fluctuating cost proportionally incurred in relation to the sale that is invariably 

paid before an invoice is raised. Furthermore, direct employment related 

matters are subject to strict employment laws giving the supplier little leeway to 

defer payment. Conversely businesses with fixed costs of sale are more likely to 

factor in payment for the supply item irrespective of whether a supply is made or 

not. This results in the cash-to-cash cycle being very wide (Figure 2-1). 

Business owners are also more likely to pay staff to avoid internal conflict or 

resignations. Other forms of supply such as the sale of goods do not exert 

internal pressure for payment since they are invariably supplied by a third party. 

Further research into the differences of late payment between business 

categories may yield lessons that can be applied to the other categories such 

as whether the method of sale adopted using capital items incurs more late 

payments compared to the sale of labour/time.  
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Figure 6-1 Comparison by method of sale of businesses impacted by late payment 

 

The second test compared business size, (Figure 6-2). My results show that 

67% of small and 64% of medium suppliers consider late payment to have 

adversely affected their business. However, large and micro suppliers tended to 

fare better, with 43% of large and 46% of micro-suppliers reporting that late 

payments had affected their business. Larger firms tend to be able to exert 

greater power in late payment situations (see Sections 2.4; 3.3) and/or have a 

wider customer base, resulting in a single debt being less material to cash flow. 

This is not the case for micro-suppliers, whom I hypothesise report a reduced 
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impact of late payments because they have lower overheads and easier access 

to short-term capital such as credit cards, overdrafts (Lobel, 2015) or savings 

and are thus more able to withstand a late payment. This may be because 

micro businesses combine personal and business finances, thus a lender has a 

wider potential cover for a loan. Conversely owner/managers of larger 

businesses separate personal and business finances and unless personal 

guarantees are given, lenders only security is the businesses assets available 

at the time of the loan.   

 

Figure 6-2 Comparison by the size of businesses impacted by late payment  

 

Ease of access to additional short-term finance may be a determining factor in 

the effect of late payment on a business. Where late payment results in cash 
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constraints for non-owner-managed suppliers (typically medium and larger 

businesses) that have remote owners, access to increased finance may take 

longer, resulting in a more significant impact on the business. For example, the 

business may need to apply to third parties or external shareholders for 

increased facilities with resulting additional administrative burdens of time and 

cost. 

Having established that late payments adversely affect businesses, albeit on a 

differential basis according to firm size and type, I now consider the 

consequential effects. I summarise the findings on these effects from the first 

questionnaire into the following categories: upstream buyers/debtors, 

downstream suppliers, staff (which includes owner-managers), business finance 

and business owners/future investment. Asking 13 questions and using a Likert 

scale to answer, respondents categorised their experience ranging from none, 

rarely, sometimes, most of the time or always. 

When a payment is late, it will affect the cash flow of a business. I wanted to 

understand whether the effect of the late payment led to suppliers spending 

additional time pursuing debts or put other buyers under pressure to pay 

sooner. These results are shown in Figure 6-3. Micro-suppliers did incur 

additional time and exerted pressure some or most of the time on their other 

buyers. Small suppliers always spent more time pursuing a debt but did not 

subject other buyers to additional pressure to pay as a consequence. This may 

imply that micro- and small businesses have a more personable relationship 

with clients, which they do not want to jeopardise by highlighting cash flow 

issues caused by other clients. Medium businesses admitted incurring extra 

hours chasing debts most of the time, but as with small suppliers, rarely 
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increased pressure on other customers to pay more swiftly. The data thus 

reveals that late payments do lead to additional time being incurred in debt 

collection but the larger the respondent’s business, the less likely other debtors 

will be pressurised to make up the shortfall. 

 

Figure 6-3 Effect of late payments on other buyers and debtors 
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I next tested to see whether the effects of late payment were passed on to 

downstream suppliers to offset the shortfall in cash received. Respondents 

ranked the consequential effect of late payment on paying downstream 

suppliers, overhead suppliers (energy, rates, rent) and whether extra hours 

were incurred dealing with downstream suppliers, who may have been paid 

late. Figure 6-4 summarises the results and show that micro-businesses are the 

least impacted by late payments: rarely or never paid suppliers late and did not 

incur additional time dealing with suppliers downstream. Small businesses 

rarely and sometimes paid downstream suppliers late, with 60% rarely being 

chased for payment and 20% being chased all the time. The final group, 

medium and large suppliers were split between paying downstream suppliers 

late some of the time or rarely. In conclusion, it appears that suppliers do not 

pass the shortfall in cash caused by late payment onto their supply chain and as 

a result, little additional time is incurred dealing with downstream suppliers. 
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Figure 6-4 Consequential effect of late payment on downstream suppliers  
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Late payments lead to reduced cash flow, which may require additional funding 

(Figure 6-5). An equal number of micro-businesses never (31%), rarely (31%), 

or sometimes (31%), relied on an overdraft to cover a late payment. This 

contrasts with small businesses that tended to use overdrafts some (30%) or all 

(30%) of the time. Medium and large businesses were less likely to use 

overdrafts, although 20% of medium/large respondents always used the facility. 

All business sizes required additional loans rarely or some of the time, with 20% 

of small businesses always requiring additional funding. 

Having considered the monetary effect on the business of late payments, I then 

considered whether arranging alternative funding took up respondents’ time. I 

found that 69% of micro, 55% of small, and 58% of medium/large businesses 

expending additional time revising cash flows and arranging alternative funding. 

Figure 6-5 suggests that whilst late payments do increase the requirement for 

additional cash in some instances, the main impact of late payments relates to 

additional time being required to adjust cash flows and arrange alternative 

funding. 
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Figure 6-5 Impact of late payments on business finance 



Influence of Late Payment 

 
172 

I then considered the effect on future investment where a clear and consistent 

picture emerged, with all business sizes stating that late payments led to delays 

in future investments and staff recruitment. 

In late payment scenarios, it is also important to consider the effect on the 

businesses’ ability to pay staff on time, changes in salaries, and staff mental 

welfare (see Figure 6-6). Respondents report that late payments did not 

normally lead to salaries being paid late and when they were it was rare. My 

results, however, suggest that 30% of small businesses state that salaries are 

paid late some of the time, a finding considerably higher than the ECA/BESA 

survey which found 7% of firms paid their staff late as a result of late payments 

(Electrical Contractors Association, 2021). A similar picture emerges in relation 

to reducing staff salaries because of late payment, with 20% of small 

businesses having done this some of the time. With hindsight, the wording of 

the question could have been ambiguous as it did not separate between 

contractual rates and hours worked. Thus, the question was not able to 

differentiate between new staff receiving a lower contractual pay rate versus 

new and existing staff working less hours. It is possible that respondents’ 

answers are based on the total amount paid to staff; for example, hours worked 

x hourly rate. Employees are protected by law from changes to salaries, but 

with the use of zero-hour contracts it is possible that hours may have been 

reduced, leading to lower staff salaries and increased workloads for other staff. 

If so, this may explain why staff reported increased levels of stress because of 

late payments sometimes in medium businesses, mostly in micro-businesses 

and all the time in small firms. By way of example, Lavinia, an owner/director, 
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demonstrated how a late payment could increase time in collection, resulting in 

additional stress: 

It’s all a bit stressful, especially if someone didn’t pay. You think Oh 
my God. The first thing is you feel sick, then you think, do you 
question your work yourself, you go through the whole, Have I done it 
right? Have I invoiced them? Is my invoice correct? Invoice date, 
payment date, 14 days, terms and conditions, is it clear, is it not clear 
and you sort of change things because maybe you haven’t made it 
clear enough — Erm and then ergh, a polite reminder. Then a little bit 
firmer and a bit firmer and then you just feel heads blowing off and 
you are consumed with how can I find them? And you turn detective 
then. Where do they live, where can I send a letter, where can I do 
this and its determination with me, but it’s exhausting as well and you 
end up, why should I? I’m not being paid to chase for something I’ve 
done that you should have paid me for (Lavinia SlMi). 

Beyond pay, it is also important to consider how late payments affect staff in a 

business. Using answers from both questionnaires, the data shows that 54% of 

suppliers had been affected by late payment, resulting in increased staff stress 

in 81% of cases, a finding consistent with a survey by Electrical Contractors 

Association (Electrical Contractors Association, 2019). This reflects the opening 

of this thesis where I relate my personal experiences and was summarised in a 

blog on the SBC’s website.  

Business owners that are stressed, overwrought and lacking any 
reasonable recourse […] The stress extends beyond them to their 
family. Feelings of continuous anxiety, related to financial uncertainty, 
with bills still needing to be paid’ (Charles, 2019). 

Stress, resulting from late payment, can be unseen and unfelt but have long-

term detrimental consequences to health. Finding and tackling the sources of 

stress on staff is especially important, with tangible advantages for business 

because stress-free and happy employees are more engaged in the business 

resulting in higher productivity and higher profits (Csikszentmihalyi, 2003; 

Woods and Lutterbie, 2012; Hladio, 2013; Davies, 2015). 
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Figure 6-6 Impact of late payments on staff 
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I have so far considered how respondents chase other buyers for swifter 

payment, delay payments, and use external finance to compensate for adverse 

cash flow caused by late payment. Alternative funding can also come from 

internal reserves by delaying taking drawings/dividends or investment in the 

business (see Figure 6-7). My findings revealed that 38% of micro and 45% of 

small business owners had to reduce their drawings/dividends because of late 

payments. These findings are consistent with the ECA survey which found that 

47% of small business owners had to stop or reduce their salaries as a result of 

late payments (Electrical Contractors Association, 2021). I find that, for all three 

business sizes, late payments never or rarely reduced or delayed 

dividends/owner drawings. Micro businesses skew towards rarely whilst 

medium/large businesses were more evenly split between never/rarely delaying 

payments to owners. Small businesses were more evenly distributed between 

never, rarely, sometimes, and always delaying payments to owners. In all three 

business sizes, the balance of respondents stated that some of the time late 

payments affected dividend payment/owner drawings. One respondent stated 

that they ‘missed mortgage payments as a result of late payment which was 

worrying’ (10.519.964.833). 
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Figure 6-7 Impact of late payments on owner drawings, future investment, and staff 
recruitment 
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The findings presented in figures 6.3 to 6.6 can be further grouped in to three 

overarching categories relating to the impact on the business. Drawing on the 

themes identified in section 1.2, I define the three overarching categories as 

monetary, temporal, and emotional (table 6.4). Data obtained from question 44 

on questionnaire no.1 is used in six statistical tests to determine if one category 

is considered to have a more predominant impact on the business than the 

other two. The analysis (Appendix 11.5) and findings (table 6.5, and 6.6) are 

presented based on business size: micro, small and medium/large. 

 

Table 6-4 Reclassification of the impact on the business into three overarching groups, 
summarised as monetary, temporal, and emotional 
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The Likert scale responses were first converted from text to numerical answers 

with 1 representing not applicable, 2 - rarely, 3 - some of the time, 4 – most of 

the time and 5 was assigned to all the time. The responses were then 

regrouped into the overarching categories for an initial overview using Excel’s 

Descriptive Statistics within the data analysis function (table 6.3). My initial 

observation of the descriptive data is that emotions (e.g., stress) have the 

greatest impact on businesses. This is interesting given that only one Likert sub 

question related to emotions compared to seven relating to the monetary 

effects, and three to the temporal effects of late payment (table 6.2). To 

determine the validity of the initial observation, I used a six-stage sequential 

model to test my hypothesis that late payments have a greater impact on the 

human assets (emotional/time) than on the financial assets (money) of the 

business (see section 1.2). Formulas are referenced from statisticsbyjim.com 

and real-statistics.com  

Question 1 uses a t-Test paired two sample for means to determine if the two 

responses to each sub-question are statistically similar. The test results reveal 

that, except for small businesses passing on the effects of late payments to 

their supply chain, the responses do not differ. 

An ANOVA: single factor test is undertaken in question 2 to confirm that 

responses do not differ between monetary categories (debtors, suppliers, 

finance, staff). As expected, small business rejects the null hypothesis whilst 

micro and medium business retained it from which I conclude that the 

responses are consistent. 
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Question 3 adopts the same approach as question 2 to confirm the consistency 

in temporal responses (debtors, suppliers, cash flow). The test is designed to 

confirm that respondents have a similar view of the impact of late payment on 

the additional time incurred irrespective of overarching category (debtors, 

suppliers, cash flow). I find that the null hypothesis is retained implying that the 

impact of late payments does not differ between the categories.  

With the null hypothesis being retained in five of the six tests in questions 2 and 

3, the remaining questions used average totals from each respondent for each 

overarching category thus giving three data points (monetary, emotional, 

temporal) of reference opposed to the eleven impacts on the business (rows in 

table 6.4). For example, all monetary responses presented in figures 6.3 to 6.6 

are averaged to one total for the monetary category for each respondent. 

Similarly, all temporal responses summarised in figures 6.3 to 6.6 are converted 

to a single temporal number for each respondent. 

Question 4 uses a two factor ANOVA without replications to assess whether 

respondents view monetary, temporal, and emotional impacts the same. The 

test produces six results all of which reject the null hypothesis, revealing that 

micro, small and medium/large businesses are unanimous in their view that 

monetary, temporal, and emotional impacts are different. 

Question 5 tests the statistical difference between emotional, temporal, and 

monetary effects of late payments. A contrast for two factor ANOVA without 

replications test is used and here again rejects the null hypothesis. It can 

therefore be concluded that there is a significant difference between emotional, 

monetary, and temporal effects of late payment.  
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The final question in my model used a Turkey-Kramer Post Hoc Test to 

compare the statistical difference between three pairings of the overarching 

categories, monetary vs. temporal, temporal vs. emotional and emotional vs. 

monetary. Micro businesses retain the null hypothesis in each grouping while 

small businesses reject the null hypothesis relating to the temporal vs. 

emotional group. Medium/large businesses reject the monetary vs. temporal 

comparison but retaining the null hypothesis in the remaining two groupings. 

Taking all the above factors into consideration, one can conclude that small 

businesses consider the greatest impact of late payments on their business to 

be emotional in the form of stress. Micro businesses also score emotional 

impact highly with the effects of time being a very close second. Medium/large 

business, unsurprisingly, do not report emotions (stress) as a primary impact on 

their business, instead they report that increased time dealing with the effects of 

late payment is a greater concern. The differential in the three business groups 

is one of ownership and liability in the event of failure. Assuming medium/larger 

businesses have employees, it is perhaps not surprising that the staff are more 

concerned with working longer hours because of late payments.  

At the time of writing, I believe this is the first test of its kind to investigate the 

relationship between the monetary, temporal, and emotional impact of late 

payments on businesses. It is therefore interesting that all three business sizes 

consider the monetary impact of late payments to be the least relevant 

compared with temporal and emotional impacts. The remainder of this section 

examines respondents’ personal impact from late payments to gain a richer 

appreciation of its effects on emotions. 
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Table 6-5 Descriptive Statics summarised by business size and grouped into monetary, 
temporal, and emotional impacts of late payments  
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Table 6-6 Hypothesis tests to determine the validity of the null hypothesis that all 
business sizes concur, that the greatest impact of late payments on a business is to staff 
emotions manifesting in increased stress. 
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To explore the personal impact of late payment, respondents were asked the 

broad question ‘has late payment affected you personally?’ I used five sub-

questions to investigate and gain a deeper understanding of the severity and 

spread of the consequential effects during and outside working hours on 

respondents’ private and family life and mental health. Where a respondent 

considered that late payments had affected them, they were asked to rank the 

effect using the closed response of sometimes, often, or always. 

Blending the responses gained in questionnaires 1 and 2 gave a total of 225 

respondents grouped by business size. Results show that 67% of the 

respondent’s state that they worried about late payments at work and 63% 

worried about the effect outside work (Figure 6-8), 48% worried in and out of 

work. Drilling deeper into the data suggests that as the business grows and staff 

become siloed in their respective departments (see Section 2.2), the effect of 

late payments has less effect on the staff both in and outside work. There is, 

however, a surprising result revealed in the number of respondents within 

medium/large companies who worried about late payments. At work, 18% and 

outside of work 14% of respondents often worried about the effect of late 

payments. I had not expected these staff to worry about late payments outside 

of work. This result may not be a true reflection of the total population due to my 

small data sample of medium/large companies. It is also unlikely that the result 

will be true of all staff in medium/large companies if a further study is 

undertaken incorporating staff outside the accounts department. As stated, my 

respondents are all members of the ACCA, likely responsible for debt collection 

and cash flow, and holding senior positions in the accounting functions of 
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medium/larger businesses. If this is the case, then the results reveal that ACCA 

members in my sample hold an empathetic attitude to collection. It could equally 

be the case that ACCA members are responsible for collections as part of their 

job and subject to performance criteria. 

In comparison to medium/large businesses, 81% of micro and 43% of small 

businesses report worrying about the effects of late payment outside the 

workplace. This may be because the owner-manager of a micro or small 

business is unable to compartmentalise work life from home life when the 

success of the business is closely aligned to personal cash flow. Research by 

the Small Business and Family Enterprise Ombudsman in Australia find that 

70% of respondents state late payments impacted on their family and mental 

health (Waters, 2017). The similarity of such high numbers of respondents in 

both the UK and Australia implies that both Governments have failed to 

understand and/or address the underlying effects of late payments.  
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Figure 6-8 Effect of late payment on staff analysed by business size 
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I was curious to see if gender played a part in responses to late payment 

problems. I used Survey Monkey’s Targeted Responses (SMTR) feature to 

obtain respondents to the second questionnaire. By default, the feature 

collected data relating to the gender of respondents, resulting in a sample size 

of 236 which I used to cross-reference the effects of late payment in and out of 

the workplace (Figure 6-9). In and out of work, both genders reported a similar 

distribution in the degree of worry. Men worried more than women always or 

often when in (31%) and out (30%) of work respectively. This finding shows that 

men do not differentiate the degree of worry in or out of the workplace. Women, 

however, reduced the degree of worry about late payment from often/always in 

work (22%) to (18%) out of work. This may be due to women having greater 

pressures at home and not having time to worry about work matters. 
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Figure 6-9 Effect of late payment on staff analysed by gender 
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As shown above, late payments cause an emotional response which I identify 

as stress. The findings further demonstrate that the emotional impact of late 

payment permeates beyond the strict confines of cash flow, manifesting in real-

world feelings and emotions, which in turn influence decision-making (see 

Section 3.4). I now review three areas outside the workplace where stress can 

influence actors’ future responses based on my personal experiences, namely 

disrupted sleep, impact on family life and mental health. For each category, it is 

important to consider business size which I demonstrate in Figure 6-10 and 

respondents’ gender in Figure 6-11. 

Sleep is an essential part of recovery with sleep deprivation negatively 

impacting health and cognitive function. As one respondent states, ‘when 

worrying and not sleeping because of it [late payment], it affects my mental 

health’ (10.520.142.346). 

Consistent with my findings regarding impact by firm size, respondents were 

less likely to suffer sleepless nights the larger the business. For example, 46% 

micro-businesses compared to 25% of small businesses reported sometimes 

suffering sleep deprivation. Additionally, 9% of staff in small businesses always 

suffered sleepless nights opposed to only 4% in micro-businesses. My findings 

are not dissimilar to research by the Prompt Payment Directory which found that 

34% of respondents regularly lose sleep worrying about cash flow (Gage, 

2017). By gender, more men often suffered sleepless nights because of 

worrying about late payments than women. In most families, the primary 

breadwinner is the man, so it is not surprising that a higher number of men often 

suffer sleep loss worrying about business and personal finances. It is possible 
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that male business owners do not confide in others (Pringle, 2020) when 

payments are late, internalising the problem which manifests in sleeplessness. 

Respondents were asked whether late payments affected their family life. 

Consistent with the findings relating to worry in/out of the office and sleep 

deprivation/disturbance, as business size increased, the effect of late payments 

on family life was reduced. This may be because, as a company grows, owners 

employ staff and employees that are salaried and not subject to the risks of late 

payment on personal cash flow. The cumulative total of micro- and small 

businesses reporting that they never or sometimes felt late payments affected 

family life was identical. However, twice as many small businesses as micro-

businesses reported that late payments always affected family life. Analysis of 

age and gender aspects revealed that women always experienced a greater 

effect on family life than men, especially in the age group 30-44, not a surprising 

finding given that care for young children is more likely to be clustered during 

this period of the respondent’s life. 

There is a risk when business finances are interlinked with family finances that 

monetary arguments can extend into family life, as reported by one respondent. 

There was a lot of stress between my family [small family business] 
as we argued over how to approach the funds (10.520.205.336). 

Where late payments lead to arguments about family finances there is a risk of 

family breakdown (Waters, 2017). Stănescu (2021) research on consumer 

credit and the debt collection industry can be applied to the plight of micro and 

small businesses that have offered personal guarantees or personally borrowed 

money to finance their business. Stănescu warns; 
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Over-indebtedness affects mainly consumers and creditors, but they 
can also cause a ripple effect, reverberating through society and the 
local, regional or even global economy with implications for 
legislators and policy makers (Stănescu, 2021, p. 180). 

By way of example and whilst not linked to late payments per se, a  poll by 

lawyers Gordon Slater of 2,093 people into the causes of divorce (cited by 

Roger, 2018) find that 21% blamed money worries as the foundation for divorce 

(Harvey, 2018). In another study Kim and You, (2019, Pg 10) linked declining 

economic conditions with subject’s personal circumstances finding ‘a strong 

relationship between late payment of [personal] monthly bills and suicidal 

ideation/attempts among the Korean population’. I posit that these two surveys 

are representative of the phenomena of late payments where family success 

and businesses finances are intertwined. A survey conducted by 25 

construction bodies found that 41% of respondents reported late payments had 

led to strained relationships with 5% to saying it had led to an entire breakdown 

(Electrical Contractors Association, 2019).  

The effect of debt on mental health was an area that had not received much 

attention when I started my research but has attracted more recent interest 

(Money and Mental Health Institute, no date; Dean, 2017; Gage, 2017; Pringle, 

2020; Williams, 2022). It is found that 90% of respondents from medium and 

large companies do not report any effect on mental health because of late 

payment. This result contrasts starkly with research carried out by the Building 

Engineering Services Association and the Electrical Contractors’ Association, 

which found that 37% of small and medium size businesses suffered from 

mental health issues (poll size  2000) (Electrical Contractors Association, 2020). 

The construction sector faired far worse (poll size 613) with over 90% of owners 
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reporting suffering from mental health issues as a result of late payments 

(Electrical Contractors Association, 2019). No gender difference was discernible 

in my results when looking at the effect on mental health caused by late 

payments. 

I do not propose to comment any further or make assumptions based on these 

results. However, I believe the findings warrant more in-depth research into the 

effect of late payments in and outside the workplace and thus forms a further 

recommendation for future research (see Section 9.5).  
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Figure 6-10 Effect of late payment on staff outside the workplace - analysed by business 
size  
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Figure 6-11 Effect of late payment on staff outside the workplace - analysed by gender  
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In sum, trade credit requires trust which is in turn based on an emotional 

anticipation of a positive outcome. Emotional anticipation is created by past 

experience, both biographical and biological (Baker, 2015). The experience and 

application of emotions are also based on an actor’s perception of a situation at 

a given time and on other events, whether related or not. Emotions are 

therefore an irrational element in decision-making (see Section 3.3) as they do 

not follow a clear, logical, and consistent pattern given a set situation. This 

section has considered the effect of late payment on businesses and staff, 

including owner-managers. 

I have demonstrated that the effects of late payment extend beyond the figures 

recorded in the accounting records creating real-world effects on staff. The 

effects manifest in tangible observations of increased time to undertake 

additional tasks such as chasing the buyer for payment, revisiting cash flows or 

applying for additional loans. I have also shown that late payments lead to 

stress, both in and out of the workplace. Stress is a consequential emotive 

response that permeates the life of an individual causing sleep deprivation, 

disruption to family life and changes to mental wellbeing. By exploring the 

intersection from tangible (monetary) to consequential (emotional), I have been 

able to elucidate the idea that late payment can lead to an emotional reaction 

that in turn influences the decision-making process enacted in response to the 

offending event. 
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6.4 Intimidation used to avoid payment 

In the previous section I demonstrated the link between real world experiences 

and emotions. The only references to the use of intimidation in the collection 

process that I discovered related to illicit drug distribution (Moeller and 

Sandberg, 2017) and pan European abuse by debt collectors (Stănescu, 2021). 

I noted from the interviews that verbal and physical intimidation was mentioned 

on numerous occasions across genders and industries. Consistent with an 

abductive approach to research allowing unforeseen paradigms to be revealed 

(see Section 5.2), I interrogated future interviewees and survey respondents on 

the phenomenon. 

Having completed ten interviews, I found that four of the interviewees 

mentioned having been verbally or physically intimidated when asking for 

payment. Intimidation is an expression of power – when party A consciously 

applies force on party B with the express aim of depriving party B of something 

that party B wants to retain. Force is used positively, as in self-defence, or 

negatively, to get what one wants (Chasi, 2014). Intimidation and the use of 

violence as a means of avoiding or collecting payment are explored throughout 

the findings chapters and is shown to be almost invariably used negatively to 

avoid paying or to collect payment and positively in self-defence. 

Bullying tactics used by buyers included the use of shouting, swearing, threats 

to cause embarrassment or disruption to the supplier’s business and in rare but 

extreme cases, the use of physical violence, for example 

It was obvious that we were not going to be paid as the debtor was 
making up all sorts of reasons for non-payment as was quite verbally 
abusive about it (10.519.968.717). 
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When chasing money have found that people get on the offensive 
and abusive. Then they start bullying tactics (10.514.964.209). 

The respondents’ experience in these two samples demonstrate buyers 

reverting to bullying and intimidation when payment requests were made. 

The threat of violence should not be underestimated and in some instances, 

being frightened of the actions of a buyer appears to be justified as evidenced 

by Lavinia.  

I could go after him [the buyer, in court] and I would win because I 
had kept all my contracts and email conversations, but I said to [my 
husband] that I thought this guy was totally unhinged I think that in 
order for someone not to get one over on him he would rather die. I 
reckon if I went after him as I could, we will find him sat outside our 
house with a baseball bat. All my instincts tell that in this case, it’s just 
not worth the money… I really thought he was the kind of guy that 
would kill you on a dark night. It really sounds extreme, but that was 
my honest thoughts (Lavinia, SlMi). 

The frequency with which violence was mentioned in the interviews led me to 

ask in the second questionnaire: ‘have you ever felt intimidated by a buyer 

when asking for your money?’ The question offered the following closed 

selection of graduated responses: 

• I have been verbally abused but shrugged and laughed it 
off. 

• I have been verbally abused that left me feeling unsettled. 

• I have been verbally abused that left me feeling shaken. 

• I have been physically threatened. 

• I experienced physical violence. 

The answer to the question is highly subjective for each respondent – a strong-

willed personality may consider a verbal threat part of the course of debt 

collection and not be bothered by it, while another may find a similar threat or 

use of words disturbing. For example, Ursula, an accountant in a construction 
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company, stated that verbal abuse by subcontractors chasing payment 

occurred all the time and she frequently received threats that the supplier was 

‘going to come in and break your legs’. Ursula said she was at first very 

frightened by such threats, but over time came to realise it was a way of 

communicating in the construction industry. For this reason, the recipient’s 

perception of intimidation is evaluated by the question. I do not look to 

determine whether the buyer intended to carry-out any threat.  

A cross-comparison of responses by sales category, age and gender was 

undertaken to see if there are any marked differences in the way abuse was 

experienced (Appendix 11.3). Consistent with the first ten interviews, 36% of 

respondents reported experiencing some form of intimidation. A third (12%) of 

the respondents that experienced bullying classified the experience as verbal 

that was laughed off. 

In the first analysis, three sale categories – manufacture (31 responses), margin 

on resale (62 responses) and sale of labour/time (144 responses) – were 

compared (see Figure 6-12). The use of capital was omitted due to the low 

volume of responses within this category. Manufacturers of goods experienced 

the highest amount of abuse with 52% of respondents having been intimidated. 

The degree of intimidation was also very noticeable with 53% of those reporting 

they had been abused, being left feeling unsettled and thus incurred increased 

stress: ‘confrontation that results in verbal abuse is unsettling’ (10.519.968.717). 

This level of abuse was far higher than the other two sales categories analysed. 

A reason for the high level of verbal abuse may be that the manufacturers of 

goods are remote from their buyers. The ability of people to have multiple 

selves (see Section 3.2) and to hide in large groups (see Section 3.3) with the 
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anonymity offered by emails and telephone has the potential to lead to 

increased use of threats as a method of initiating power. However, as 

highlighted by Ursula’s experiences above, the use of words and the perception 

of their intent can lead to different outcomes and reactions by the recipient. 

Minor differences were observable in the degree of perceived intimidation 

between the other two sales categories (margin on resale and sale of labour), 

although it cannot be discounted that verbal abuse is so endemic in the 

collection process that it has become normalised (Hajikazemi et al., 2020). 

Respondents in firms that made a margin on resale experienced the lowest 

levels of abuse, with just 29% reporting any form of abuse. However, this 

category also reports the highest level of physical threats, with 3% of 

respondents having been threatened. With most suppliers in this category being 

small or micro-suppliers, it is possible to surmise that suppliers may come into 

closer or personal contact with the buyer and thus the overall level of 

confrontation is lower but is more extreme when it does occur. 
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Figure 6-12 Respondents’ feelings of buyers’ intimidation by category of sale  
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Having reviewed the effect of intimidation by sales category, I then looked to 

see if the respondents’ age was influential in the perception of intimidation. 

Respondents were re-categorised into three age groups: under 29, 30 to 

44 and over 45 years old (see Figure 6-13). Those over 45 experienced the 

lowest level of verbal abuse, with 71% of respondents not having encountered 

any. Those under 29 years old experienced markedly higher instances of abuse 

with 48% reporting that they had encountered the phenomenon. It may be that 

abusive buyers believed they could bully younger suppliers into giving discounts 

or waiting for collection. It may also be that younger respondents may be less 

experienced in dealing with a potential conflict, resulting in the buyer becoming 

more frustrated and abusive. Alternatively, older respondents may simply have 

normalised abuse by buyers, considering intimidation as part of the debt 

collection process (Hajikazemi et al., 2020). On a positive note, the younger 

category was least bothered by the encounters. Two-thirds of instances were 

shrugged and laughed off. Whilst the perception of abuse may be different 

between the oldest and youngest group, the quantum of non- or low-level abuse 

was similar (under 29 = 82%, over 45 = 79%). Whether the age of the 

respondent (supplier) or increased experience has any influence is to be 

determined and would form the foundations of potential future research into this 

area. 
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Figure 6-13 Respondent’s feelings of buyers intimidation by age range 
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Having analysed the instances of abuse by sales category and age of 

respondent, a re-analysis was undertaken based on respondent’s gender (see 

Figure 6-14). Men experienced slightly lower proportionate levels of abuse 

(35%) than women (38%). Women were more likely to experience the abuse as 

serious, leaving them unsettled. However, men were three times as likely to 

receive physical threats. These results are in line with earlier research on 

violence against professionals which found that women experienced higher 

levels of verbal abuse whilst men experienced threats and physical assaults 

(Briggs, Broadhurst and Hawkins, 2004). The research also found that levels of 

violence were increasing. This was assumed to be caused by societal changes 

resulting in a manifestation of marginalised and disempowered people who 

reacted aggressively against those in authority as a result of frustration (Briggs, 

Broadhurst and Hawkins, 2004). Further research into these findings would be 

of great interest in understanding and educating those who experience all forms 

of abuse. This would then enable countermeasures to be developed that aid in 

stress reduction when buyers adopt bullying tactics involving abuse. 
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Figure 6-14 Respondent’s feelings of buyers’ intimidation by gender 

 

While I have discussed the use of verbal and physical abuse inflicted by buyers 

as a means for not paying a debt, in some instances suppliers have also 

resorted to such measures to collect any outstanding payment which I report 

more fully in Section 8.3. 

6.5 Use of external collection processes 

This chapter has so far discussed respondents’ experiences that form the 

context in which they make decisions on how to proceed with the collection of a 

problematic late payment. In the first instance, suppliers use informal collection 

processes (see Section 4.3) to get paid. The supplier will continue to use such 

internal collection processes until a point in time is reached when the supplier 

may decide to move to the next stage by adopting external collection processes 

(see Section 4.3). I term this the what now?  point. The what now?  point may be 
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a set time, for example 90 days past the due date, or merely a point when the 

seller decides that the buyer has had sufficient time to pay the bill. Potential 

reasons for reaching the what now?  point may include a dispute raised on other 

works or an outstanding invoice being ignored by the buyer’s finance 

department, or simply because the supplier needs to realise cash from the debt.  

Larger suppliers may have formal structures in place such as credit control 

departments and in-house legal resources to pursue a debt. Thus, the what 

now?  point may be procedurally predetermined. Smaller suppliers are likely to 

have less knowledge and expertise and fewer resources than larger firms and 

therefore not have procedures that determine decision making. The what now? 

 point may therefore be reached haphazardly, and perhaps be driven by 

emotions such as frustration. Such businesses may also lack in-house 

expertise, making them more likely to turn to external advisers for assistance. 

The primary sources of such advice are accountants, solicitors, and debt 

collection agents. Respondents also sought advice from bank managers, 

insurance brokers, professional bodies, mentors, and county courts. 

Question 2 of the second questionnaire asked whether respondents had 

experienced the what now? point. This was issued through three channels, the 

AAT (10 responses from a panel of 100), Survey Monkey (target 235 

responses, actual responses 259) and Facebook (10 replies). The question 

offered a simple yes/no option with the ability for respondents to make further 

free-text comment. 

There were 250 usable responses with 142 (56%) stating that they had never 

reached the what now? point, while 108 (44%) said they had, on occasion, 

reached it when collecting a debt. There were 92 free-text responses. These 
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suggest that the main reason sellers reach the what now?  point is due to a lack 

of engagement with buyers who ignore requests sent by email, letter, 

statement, phone call and personal visit. Even when buyers did engage in 

correspondence, respondents reported that they proceed to enhanced 

collection processes because it became apparent that some buyers had no 

intention of paying. In six instances, respondents who reached the what now?’ 

point did so after receiving verbal or physical threats. 

Non-payment and threats can result in suppliers who are either too scared to 

pursue a buyer or who state: 

[I] often feel awkward or embarrassed as if it’s somehow my fault that 
they haven’t paid - as if I’m in the wrong for pushing them to pay up. 
At the same time, I feel irritated that I’ve been put in the position 
where I have to ask (10.519.976.559). 

The buyer is holding us responsible for a debt they have incurred 
even though it does not have any bearing on the work carried out. 
They have threatened us with publicity in local media as they say we 
are causing stress as we are taking legal action in pursuit of the debt. 
They are reporting us to our governing body. We tried arbitration and 
the person carrying this out realised that was a futile cause. We did 
offer a discount, but the buyers offered us less than 25% of the total 
debt. After rejecting the claim, we have been receiving emails which 
are effectively bullying so that we would walk away from the debt 
(10.514.964.209). 

6.6 Chapter summary 

This chapter addresses the first of my three sub-questions – What factors and 

processes contextually influence by small businesses decisions regarding how 

to collect late payments? It does so to gain an understanding of the experiences 

of respondents that influence their thinking and action around late payment. 

Granting trade credit implies trust, a key aspect of which is confidence that the 

debt will be honoured (see Section 2.2). Confidence can be gained by looking at 
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a trustees’ reputation and qualifications. In business this approach commences 

with credit control procedures (Appendix 4.5), using data that is legally required 

to be published. I find that there is a lack in knowledge and use of the available 

data provided at Companies House, the PPC and via PPPR. 

Credit referencing is more critical the further the seller is from the buyer. The 

data confirms that medium and larger suppliers take more measures than 

smaller suppliers to establish who their buyers are and the buyer’s 

creditworthiness. Suppliers demonstrated an over-reliance and/or lackadaisical 

attitude biased towards good faith and the belief that buyers will pay. This 

approach is, to a degree fair as most debts are paid, eventually, albeit with 

greater transaction costs. Furthermore, the findings reveal that even where 

credit controls are undertaken, 93% of businesses still report that invoices are 

paid late. The primary impact of late payments is the increase in emotional 

factors followed by temporal effects. Surprisingly, the least important impact of 

late payment on businesses is in monetary terms which may be due to late 

payments being normalised and expected within the trading arrangement. It is 

when invoices are not paid that a decision must be made as to how to 

encourage the buyer to settle. 

The rational element of decision-making will be based on numerous factors 

including the effect of the debt on the business. I found that over half of 

respondents had suffered a negative effect on their business because of late 

payment, with 67% of small and 64% of medium suppliers being the worst 

affected. The greatest impact is not felt in financial terms, but manifests in the 

lives of those involved in the running of the business and debt collection. The 

manifestation is reflected through longer working hours and increased stress in 
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and outside the workplace. Stress is an unconscious reaction to a given 

situation at a given time that affects the biological functions of those suffering 

from it. Factors such as sleepless nights, sleep deprivation and impaired mental 

wellbeing are all signs of the effects which respondents confirmed suffering 

from because of late payments. 

My data reveals that intimidation is used by some buyers as a method to try and 

avoid their obligations, with 36% of respondents having been subjected to this 

tactic. Workers that suffer from frequent episodes of intimidation in the long 

term suffer from stress which leads to professional burnout, a psychosomatic 

condition resulting in depression, long-term stress, absenteeism, and staff 

turnover. I posit, therefore, that intimidation that leads to the supplier suffering 

from increased stress will influence the response to late payment, a theory that I 

investigate in the next two chapters. 

This chapter has dealt with the initiatives put in place to assist businesses with 

their credit control policies and, via information, how trust can be enhanced. I 

have discussed businesses’ use of the initiatives and the effects of late payment 

on the business in monetary and personal terms. The what now? point is a term 

I have introduced to define the point at which a supplier has tried all other 

avenues to collect the payment but is left considering future options. The term 

brings together considerations based on the rational and emotive elements 

leading up to the point of decision-making with the consideration of potential 

future outcomes. I find that 44% of respondents had reached the what now? 

point. In the next chapter, I consider how respondents react to late payments 

and the factors that lead to formal and/or informal processes being used to 

collect the debt. 
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7 Factors leading to a change in the approach to debt 

collection 

People can’t just sell to anybody and they need to understand that. 
Not every sale is a good sale and not every customer is a good 
customer, so you have to be discerning about choosing their 
customers. Some people will just sell to anyone (Patience, owner-
manager in services selling labour). 

To be honest, I have no idea what to do next. I have a number of 
invoices I’ve given up on altogether. There are some that clients have 
outright refused to pay (but given no good reason) and somewhere 
they say they will pay every time I approach them but never do 
(10.519.976.559). 

7.1 Introduction 

Chapter 6 addressed the first of my sub-questions – the circumstances that 

influence decision making. In this, the second of my three findings’ chapters, I 

address my second sub-question: what influences suppliers’ choices of formal 

and/or informal means to collect overdue debts and how are these decisions 

made? 

Chapter 6 noted that 44% of respondent businesses had reached the point 

where they had decided that an alternative approach to collection was required. 

The approach taken will be based partly on the economics of the transaction, a 

rational decision and partly on less rational emotional reactions to the perceived 

breach of trust in the transaction (see Section 3.4) – an irrational decision. 

Rational decision-making is a product of skills and knowledge. Emotion-based 

decision-making is grounded in past experiences and current circumstances. I 

therefore commence Section 7.2 with a precis of interviewees’ motivation for 
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being in business, their thoughts, and past experiences in relation to trade credit 

and late payments. Having explored these past experiences, in Section 7.3 I 

consider the factors and rationale behind reaching the what now? point. This is 

achieved by contrasting the sequence of events leading up to the what now? 

point, and the resulting catalyst that ascertains a decision is required. 

Suppliers who reach this what now? point may decide that they need external 

advice and/or assistance to collect the outstanding debt. In Section 7.4, I 

explore how suppliers decide who can give this and how to proceed. The 

available collection options and their use are discussed in Section 7.5. Section 

7.6 provides a short chapter summary. 

7.2 Interviewees’ experience of late payments 

This section begins with details of the experiences of interviewees in relation to 

debt collection and late payments. 

Interviewee demographics 

The data in this section is drawn from 16 interviews with trade credit decision-

makers in supply businesses, all of whom had experienced late payments at 

some point. The interviewees comprised: seven owner-managers whose 

businesses were service-based (S); six owner-managers working in the 

construction sector (C); and three accountants (highlighted in peach in Table 

7.1) from construction companies. The 16 interviewees were further sub-

categorised based on the type of supply undertaken. Of the seven service-

based suppliers, six supplied labour (l) and one design services (d). There were 

two suppliers of design services (d) in the construction sector, three builders (b) 

and two design and build suppliers (db), six suppliers of labour (l) and one 
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manufacturer of construction materials (m). Finally, I evaluated whether 

interviewees were novice (n) or experienced (e) based on my evaluation of their 

approach to business. The split in business experience assisted in the 

determination of any decision-making patterns. There were three novices who 

operated micro-businesses (Mi) in services (S) and one in construction (C). Of 

the twelve remaining experienced interviewees, four were service-based 

suppliers (S) and eight worked in the construction sector (C). 

Gadshill CdbMi, Kate ClMi, Lavinia SlMi and Patience SlSm had all started in 

business following redundancy, whilst Octavia SlSm was semi-retired. Nathaniel 

SlMi was the only interviewee who started his business to solve an existing 

problem using technology. Bagot CmSm and Faulconbridge SlMi both worked 

in existing family businesses but had additionally started their own businesses. 

Calphurnia CdSm, Regan CbSm and Ursula CbSm were senior employees of 

small businesses in the construction sector whose roles were directly affected 

by credit control and late payments. Daranius CbSm, Gadshill CdbMi, 

Haberdasher CdbSm, Jacquenetta SlMi, Macbeth SlMi and Quintus CdSm 

preferred to work for themselves than to be employees. A summary of these 

codes is shown in Table 7-1. 
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Table 7-1 Summary of coding used to classify interviewees 

 

Motivations for being in business 

I will now explore my research subject’s motivation to determine whether money 

is a primary driver for being in business. Motivational theory (see Section 3.5) 

hypothesises that money may not be the primary motivating factor for people to 

work, specifically in knowledge-based tasks (Pink, 2010). Motivation is therefore 

subjective to the individual and may therefore also be influenced by the 

irrational concept of emotions which underpin trust (section 2.2). All 16 

interviewees expressed greater interest in doing a good job than working for 

money. For example, Gadshill and Macbeth, both designers in micro-

Interviewee Sector Type of Supply Business Size

Level of 

Collection 

Experience

Aaron Services Debt Collector Small Experienced

Bagot Construction Manufacturer Small Experienced

Calphurnia Construction Builder Small Experienced

Daranius Construction Design and build Small Experienced

Edgar Services Accountant Small Experienced

Faulconbridge Services Labour Micro Experienced

Gadshill Construction Designer Small Experienced

Haberdashear Construction Design and build Small Experienced

Imogen Services Lawyer Small Experienced

Jacquenetta Services Labour Micro Novice

Kate Construction Labour Small Novice

Lavinia Services Labour Micro Experienced

Macbeth Services Designer Micro Novice

Nathaniel Services Labour Micro Novice

Octavius Services Labour Small Experienced

Patience Services Labour Small Experienced

Quintus Construction Designer Small Experienced
Regan Construction Builder Small Experienced

Tailor Construction Builder Small Experienced

Ursula Construction Builder Small Experienced
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businesses (fewer than nine employees), had similar approaches – money did 

not factor as their primary reason for working. 

I wanted to do the work myself because that’s the bit I enjoy. What I 
don’t enjoy is having to interview people, discipline people, work out 
wages, it’s just not what I wanna do. So, I don’t do that…I’ve made a 
reasonable living and had enough to put food on the table and pay 
my debts and taxes and whatever and have a holiday or two so it’s 
not a problem. I’m not out and out after money so I don’t need to earn 
hundreds of thousands to validate my life or anything, I’m just after a 
good life and an easy one (Gadshill CdbMi). 

It’s not a business I intended it to be, it’s more lifestyle. I like doing 
the design, I don’t want to pay someone else to be doing, it’s more of 
a vocation in a way… but then, it kind of taints it if you’re not getting 
paid so I have to do it for a living. But then I sometimes think that 
maybe the problems I am having are because of my naivety with 
business because I am not a businessman and my head doesn’t 
think like that (Macbeth SlMi). 

Gadshill and Macbeth just enjoyed being creative and, for them, the whole idea 

of getting paid or chasing payments tarnished the otherwise enjoyable 

experience of working. While money was not the primary motivation for the 

interviewees beginning business (Murnieks, Klotz and Shepherd, 2020), as 

expressed by Macbeth in the quote above, it was nevertheless seen as an 

essential part of the business. Lavinia and Daranius were highly emotive in 

discussing the running of their businesses and each contrasted their views of 

money as a motivator with observations of other businesses that regarded 

money as the primary imperative. 

Money is not my driver. Respect and value is my driver and I feel 
very disrespected and devalued [when I am paid late] and that makes 
me extremely angry… I noticed a couple of clients I work with and if 
you do a psychological profile of them their drivers in business and 
money is number one, they will fixate on the money, whereas I fixate 
on the value and respect (Lavinia SlMi). 
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The sentiment of disrespect resulting from late payments was shared by six 

interviewees: three in services (Jacquenetta, Lavinia, Macbeth) and three in 

construction (Daranius, Haberdasher, Kate). The three in the services sector 

were relative business novices, while the three in the construction sector were 

all experienced. Duvall and Beres, (2011) explain the sentiment of disrespect by 

illustrating that a person feels angry and disrespected when a friend is late for a 

pre-arranged meeting. This feeling, Duvall and Beres argue, arises because the 

person has historically experienced respect, e.g., a friend arriving on time. From 

this example, one can imply that suppliers who complain about late payers 

being disrespectful, do so because they have been paid on time in the past and 

not suffered the consequences of late payment. The past experience has 

created a biographical memory which the body (biological) will subconsciously 

act upon when a future event occurs (Dolinski, 2012).  

The physical payment and exchange of money tokens (e.g. banknotes, coins) 

had less meaning to micro- and small business owners than money of account 

– a ‘socially constructed standardised measure of abstract value’ (Ingham, 

2012, pp. 122–124). Money of account as an exchange mechanism is an 

indicator of the value of a good or service in relation to alternative goods or 

services (Rickards, 1993). It represents approval by the buyer of the quality of 

the goods or services provided (see Section 2.1), and is a better measure in this 

context as it reflects the supplier’s perceived measure of value (Ariely, 2012a). 

Late or non-payment of a debt is therefore seen as disrespectful (Moeller and 

Sandberg, 2017), an affront to the trust and mutual honour of the trading 

relationship and a sign that the supplier is not valued or respected. 
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I do worry about it [late payment], it keeps me awake at night it’s… 
erm. I get to that age when I get up in the night a lot but as soon as I 
wake up in the night you know what it’s like? You start churning over 
things in your mind and it keeps me awake so it’s not good in that 
sense erm. Yes, sitting here talking to you here now just phoning 
them [the buyer] up today and catching them on the phone today 
makes me feel better. It’s when there’s nothing happening, and you 
are not quite sure what to do about it to get a result yes it plays on 
your mind… and apart from your damage to your ego it makes you 
feel slightly worthless that they don’t really give a toss (Macbeth 
SlMi). 

This perceived lack of personal value or esteem created an involuntary 

emotional response in Macbeth that is partly based on the realisation that his 

judgement of the buyer was incorrect. 

It kind of makes you feel a bit like a mug really. You know you have 
done all the work and got it in on time and you’ve done it to a good 
standard and you kind of feel like you’re being taken for a ride really 
when they don’t bother and they have just taken and not given you 
anything back and you think I am not doing this for charity… So, they 
are not getting the best out of me because I am sitting there 
resentfully doing the work, but thinking when am I going to get paid 
for this? (Macbeth SlMi). 

Apart from the disrespect and as reported in Chapter 6, late payment can also 

be a demotivator, a factor mentioned by Daranius. 

I see people who I know and all they think about is money and they 
don’t seem to move any further forward and sometimes they are 
wound up about money because they don’t think they have enough, 
but I am wound up about money because I don’t think people are fair 
enough in paying it. To me it doesn’t create a lot of happiness 
anyway. But that stress thing must affect industry. There must be a 
lot of people out there who aren’t performing (Daranius CbSm). 

Experience is what you get when you don’t get what you want 

Deficiencies in business acumen and credit control procedures (see Section 

6.2) were understandably a trait of the businesses run by novices. The 

inexperienced interviewees were of the view that they could unproblematically 
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fulfil a client’s order, raise an invoice, and get paid. Nathaniel posits ‘trust is the 

thing we invested in really heavily to begin with, and it paid off in all but one 

case’. Fortunately for Nathaniel and his business partner, this bad debt was 

relatively minor, but it still led them to look for alternative ways to mitigate risk, 

including setting up systems and asking for deposits in advance of undertaking 

work. Not all interviewees had been so lucky. 

When I started my own business, I nearly went broke because I was 
so happy going out there selling everything. It only comes from every 
time something happened, like the first time when we nearly went 
broke, that’s when I set up the [credit collection] system and then 
things went wrong along the way and I had to tweak it and so it all 
comes out of years of tweaking to get it right I suppose. Like chasing 
up an invoice and knowing it’s gone to the wrong person or the wrong 
place. These are all such small things, but it makes this massive 
difference (Patience SlSm). 

Patience’s early experiences led her to conclude that not every sale is a good 

sale. She warned that suppliers should take responsibility for their actions and 

not merely release goods in the hope that buyers will pay for them. Releasing 

goods is only part of the sales process, issuing the correct paperwork to enable 

buyers to pay is of equal importance. Getting the invoice right in the first 

instance is the advice given by Reeves (2018) who reports that 49% of invoices 

are paid late because they contain errors. The importance of this sage advice 

was proven in Ruttle Plant Hire who brought an action against the Government 

for non and late payment of invoices ([2009] EWCA Civ 97, 2010). Patience, 

having learned this lesson early in her career, developed a system that 

commenced with credit control procedures, continued through supply, invoicing, 

customer relations, receipt of payment or referral to a debt collection agent. 

Lavinia’s early experience was harsher, leading to the breakup of her business 

partnership. 
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We hadn’t done any due diligence at the front end and I think if we 
had we would have realised this guy had county court judgements 
against him and was just working around people. It’s not a trap I 
would fall into now, I do a little bit of due diligence now, you know 
journalistic stuff, looking up on Companies House, have they got any 
CCJ’s against them, erm, paying someone, I know business owners 
that do this routinely and I just pay them a couple of quid and ask if 
they can look someone up for me and trust in your instinct (Lavinia 
SlMi). 

Having learned an invaluable lesson concerning the importance of good credit 

control procedures, Lavina now employs the services of a specialist external 

credit controller. To remove the emotion from collection decisions, she passes 

all debts to the credit controller when they are overdue but does advise the 

controller how hard to pursue the debt depending on whether she wants to 

retain the client. By taking this approach, Lavinia can distance herself 

emotionally and practically from the collection process, enabling her to maintain 

a positive relationship with her customers. Lavinia’s credit controller can 

separately contact the buyer’s accounts payable team directly to collect 

payment. This approach in effect mirrors that of large businesses that have 

segregated departments dealing with marketing, procurement, and payments. 

Calphurnia, Daranius and Quintus had all been associated with companies that 

had been forced to phoenix (The Insolvency Service, 2017; Clark and Tolhurst, 

2018) because of non-payment. Even though these three phoenix companies 

were trading profitably at the time of the interview, each was acutely aware that 

one substantial debt could return their company to the insolvency process (UK 

Government, 2019a). Calphurnia worked as an accountant in the construction 

sector and battled with her directors on the right and wrong ways of dealing with 

credit control, eventually putting a credit control system in place. 
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[After phoenixing] I recommended to them [not to renew the franchise 
agreement from the liquidated company and] that they start their own 
company and by the way the correct way of doing these things is X, Y 
and Z. So, you keep on top of things in the first place and don’t let it 
get too old. If it does get too old have a pleasant conversation with 
somebody. You don’t go around harassing them, telling them you are 
going to rip the roof off, that’s illegal and then you’ll end up in prison 
and where is that going to get you? ‘well OK, but it’s not happened so 
far’. Yes, but that’s not the point; and then explaining to them other 
options that they have; and giving them some guidance on how to 
credit check which they didn’t know about before which helps. I said 
you don’t need to credit check everyone, just the ones you get an 
inkling of. I’ll tell you how to do that. So now they have a much better 
process. It’s not perfect, some still fall through the gaps, but they 
haven’t had anyone going bang on them (Calphurnia CdSm). 

Strong credit control and rules for dealing with situations are paramount to 

mitigating the risks of late payment. However, experienced suppliers also 

applied a degree of intuition. Quintus stated that: ‘I think if you have been 

around enough you know if they are going to be bad payers, yeh and you 

should work on your gut’. 

I don’t issue contracts. What I do is I say to people this is how I 
work... Because having been with the business for other people for a 
lot of time I saw the commitment caused problems and it was better 
to be as flexible as possible and to live on an almost day-to-day, but 
a week-by-week basis than to try and tie people up and have all 
these horrendous problems with stage payments and so on (Gadshill 
CdbMi). 

Whilst not issuing formal written contracts and keeping invoicing to small 

amounts may have worked for Gadshill, it may not work in all instances and for 

businesses with different models. Gadshill also admitted to experiencing two 

bad debts in the past 10 years, in both instances the buyer having ceased 

trading due to cash flow issues. The fact that he had experienced two bad 

debts, albeit small ones, is a testament that intuition does not remove risk. 

Counterintuitively, Gadshill’s approach of not issuing formal written contracts 

with extensive terms and conditions may have some merit. The FSA ruled in 
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2009 that consumers should not be asked to tick a box stating that they had 

‘read and understood the terms of a contract or a set of terms and conditions 

because they are not likely to have done so’ (Out-law.com, 2010). Whilst the 

FSA case referred to consumers and not businesses, I posit that at the micro- 

and small business level, there is little if any difference between the knowledge 

and approach of a consumer and that of a small business owner. A potential 

reason for the lack of reading and challenging contracts by consumers and thus 

micro- and small business owners was raised by Nathaniel’s experience. 

So, trust is the thing we invested in really heavily to begin with, and it 
paid off in all but one case… we didn’t have a contract we did it all on 
trust and email and I would do it again. But in this instance, they gave 
us the contract to sign with NDAs and everything else and we thought 
this is great formal arrangement love it. It shows us how it’s done. But 
then it was a focal point for all the arguments that followed and a 
realisation that this wasn’t what they wanted for the campaign 
(Nathaniel’s SlMi). 

In this example, Nathaniel stated that the work had been completed to the 

client’s brief and in conjunction with its staff. The fact that the brief given by 

lower management did not meet and fulfil the requirements of the buyer’s senior 

management was the cause of the non-payment. This is a typical example of 

how a buyer can negatively use its power and the regulatory process to avoid 

payment. The message from the data is therefore that, at the micro- and small 

business, level formal contracts, terms and conditions are often not read or 

used, with parties instead relying on good faith. Where terms and conditions are 

proffered by the supplier (section 3.2), these are often rejected by large 

businesses in favour of their own standardised terms of supply. For new supply 

contracts, it is common for large businesses to issue their terms as part of the 

payment process (and only after the supplier has chased for an overdue 
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payment) with a threat that payment will not be made until their terms are 

agreed to. At this point, any negotiations in relation to the terms merely result in 

further delays to payment. In theory, a supplier could refuse to sign the buyer’s 

terms at this point and demand payment, but this may involve litigation, the loss 

of repeat sales and delays in payment. 

A clear message from the data is that, as Quintus said, what ‘you can’t do is 

paint the same picture with everyone otherwise you just can’t do business. It’s 

impossible’. A clear system of credit control (appendix 11.5) will undoubtedly 

reduce risks, as will the use of contracts, terms and conditions, but only if 

supported by constant reviews of buyers’ trading positions, as summarised by 

Calphurnia. 

First of all be careful with who you trade with. It’s the biggest tip there 
ever is. Keep your ears to the ground definitely because sometimes 
you can be trading with a really legitimate company and something 
awful happens to them unexpectedly, like the floor falls out of their 
market, your gone (Calphurnia CdSm). 

Buyer bureaucracy also stymies the supply process (see Section 3.2). If 

suppliers waited for the buyer’s purchasing department to complete its internal 

checks before beginning production/supply, substantial delays would occur in 

supply. 

Views on formal collection processes 

In the event of a breach of trust, parties have the right to take the matter to an 

independent party to argue the merits of their dispute. Suppliers can commence 

formal collection processes through the legal system requesting a judge to 

confirm that the debt is due (see Section 4.3). The Government, being aware of 

the high costs of litigation, has made provision for alternative dispute resolution 
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(ADR) in the form of adjudication or arbitration. None of my interviewees had 

used either process. I analysed my interview data to determine interviewees’ 

views of formal processes to collect debts. The findings are summarised in 

Table 7.2. 
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Table 7-2 Summary comparing interviewees experiences and views on debt collection 
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Nine of the interviewees were of the view that litigation was a waste of time and 

resources. Seven were concerned that taking further action may result in the 

loss of a client. The three novices in the services sector (Jacquenetta, Macbeth 

and Nathaniel) held both views, as did Quintus who was an experienced 

businessperson. Jacquenetta and Nathaniel considered that taking legal action 

would damage their reputation. 

All I have is my reputation working with clients. Even if I get stern with 
them even though I may have the law and legislation protocol to 
follow, ultimately, it’s going to cost me more than anything else the 
damage of my reputation. It’s probably going to damage my 
confidence as a recruiter as well, dealing with similar situations as 
well in future so I don’t really think that even though there is a huge 
policy support from the Government, step by step how you can 
recover the late payment amount it is very able as to the situation 
from company to company and business to business you know. You 
cannot enforce in a way a bigger organisation can or can afford to 
enforce (Jacquenetta SlMi). 

We were always going to be outgunned if we went down the legal 
route, even if it was a signed contract, we probably wouldn’t be able 
to invest the time let alone any fees that were incurred just the time 
trying to service that we would probably want to walk away before we 
would get involved erm and the second one is that we would rather 
play on this play of trust even if we felt we were in the right and they 
were in the wrong (Nathaniel SlMi). 

Jacquenetta had not experienced late payments and was thus talking 

hypothetically. Macbeth and Nathaniel, however, had suffered from late 

payments and while both were relatively inexperienced in business, they 

differed in their response. Macbeth was fearful of spending money on legal 

action, believing that he would recover less than the cost of the action. 

Nathaniel, however, had had frequent experiences of late payment from large 

buyers, but continued to trust that he would eventually be paid if he asked often 

enough. 
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Six experienced interviewees shared the view that taking legal action was a 

pointless exercise that resulted in the loss of a client, or of future work, including 

Bagot (CmSm) who told me ‘who is going to take their key customers to court 

and sue them?’ 

Quintus felt the same. 

If you go through the legal process, you won’t be working with the 
client again because that is your only recourse anyway, so it doesn’t 
work. It doesn’t matter what legislation is put in place it doesn’t work. 
It still has to be proved and go through court (Quintus, CdSm). 

Bagot and Quintus shared the view of Jacquenetta, Macbeth and Nathaniel that 

litigation damaged the future trading relationship as it diminished trust in future 

dealings with the buyer. I suspect that a buyer, having been taken to court for 

non-payment, would foster resentment and potentially exhibit the emotion of 

revenge (Ariely, 2012a, 2017) by not placing any further orders. Ursula took a 

pragmatic view to the problem stating: 

On the one hand, yes you want to keep the relationship with your 
clients, but what’s the point of keeping the relationship if you haven’t 
been paid for the work you have already done? (Ursula, CbSm). 

Quintus (CdSm) was aware that where the legal process is allowed to run its 

course, fees and court costs may soon outstrip any potential return, echoing the 

findings by Jackson (2017). 

What we do know today is that solicitor’s costs move very quickly to 
more than you are chasing and when they calculate it, they will not 
guarantee you will get your money back or replace the costs 
attributable to cover it. Even if you win [you] would [not] get enough 
back to cover everything. 

Following the publication of the 2006 Private Sector Payment Performance 

League Tables, on the reluctance of small businesses to commence litigation 
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for late payment, the FSB responded by stating that ‘many small businesses 

rely on one large contract for their future, the late payment was still perceived to 

be less of a threat than the future contract failing to be renewed’ (Wilson, 

2008b, p. 137). 

I then explored the reasons why six of the interviewees had considered using 

formal collection processes. They were unanimous in their reasoning for 

beginning formal processes – they served as a method of encouraging the 

buyers to recommence settlement negotiations. However, the six interviewees 

adopted different initial approaches to collection. 

Two (Haberdasher and Quintus) used statutory demands, two (Lavinia and 

Patience) passed the matter directly to credit controllers/debt collectors and two 

(Faulconbridge and Regan) appointed solicitors. The decision of the six to 

proceed down the regulatory/formal route was taken without emotional 

entanglements. That said, Faulconbridge and Haberdasher expressed pleasure 

at the thought of inconveniencing their buyer in revenge for the late payment 

So, I said we will have some fun with it because I know they will pay 
eventually, but they are so rigid in what they do and so slow that I 
was getting a bit frustrated in running around in circles round the 
credit team going yeh, but you haven’t paid and you need to pay so I 
took them to a small claims court. I thought yes, I could take legal 
advice but you know I have been in business a long time so I will take 
you to small claims and embarrass you into paying and it works 
(Faulconbridge SlMi). 

That’s it shut them down, write the money off. What that meant is that 
people had to deal with it. The process of letters, letters, letters, going 
to court, court, court, court. Getting some going back it’s not worth 
having… When we worked for builders when we first started, we just 
used to take the stuff out. You have to look at the embarrassment 
factor to their clients. So basically, if they are going to mess you 
about, then just take it out. So, don’t mess you about, just take it… 
That was the other thing that used to throw people, that you actually 
became a little bit spiteful. I would rather not have the money now, I 
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would rather see your company fold and that used to really, so erm, 
but it’s a completely different world now. You can’t knock on people’s 
doors anymore. You can’t pull them out the vans take their vans off 
them. Go threatening people is probably old school… If you know the 
company is completely in the shit and they’ve got no money, then 
you’re better off going and knocking on the front door if you know 
you’re not going to get paid. Just go and put the front door in. It’s 
done (Haberdasher CdbSm). 

A seventh interviewee, Bagot, did not take a regulatory route, but still took a 

rational approach to collection that wasn’t tainted by emotion; he simply ceased 

future supplies until payment had been made and thereafter demanded 

payment in advance. 

This section has considered how business experience influences the approach 

to debt collection. Past experiences and a supplier’s approach to sales and 

credit control may influence downstream how the buyer later responds to 

payment. In owner-managed businesses, sales and the collection of debt 

become intertwined and personal due to the owner’s close personal interest in 

cash flow issues. This subsection, therefore, addressed interviewees’ mindsets 

when faced with non-payment, particularly their fears of the consequences of 

non-payment. The data suggest that the decision to take further action is not 

solely based on monetary value for owner-managers. The decision to take 

further action is, in part, based on a rational decision to recommence 

communications and partly on the irrational emotion of revenge (Section 3.4). 

7.3 Reaching and getting through the what now? point 

The concept of the what now? point (see Section 6.5) is the time when a seller 

has unsuccessfully exhausted all attempts to collect outstanding debts using 

internal collection processes. Some 44% of questionnaire respondents had 

experienced the what now? point (see Section 6.5).  
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The sum outstanding was always a factor, but never the respondent’s sole 

reason for reaching the what now? point. A decision to take further action 

always followed a sequence of events triggered by a catalyst. A business with a 

clear credit control policy and procedures may have a series of markers that 

signal when the what now? point is reached – for example when an account 

exceeds a pre-agreed limit or when an invoice exceeds a certain number of 

days beyond the due date. For example, Bagot, Gadshill, Haberdasher, Lavinia 

and Patience all adopted credit control policies to reduce risk. In Bagot’s case 

when an invoice passed the due payment date the buyer’s account was placed 

on hold until all overdue invoices were settled. 

Interviewees gave 27 examples of events leading to the what now? point 

(Figure 7.3). I summarised the respondents’ examples as eight common 

reasons. These, in turn, could be grouped as four causal effects: I will now 

investigate each of the four causes in detail, examining how delays can lead to 

late payments and interviewee’s subsequent response. 
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Table 7-3 Events leading to the what now? point 

 

Procedural causes:  time  

Buyers use several methods, either intentionally and/or through bureaucratic 

(Herzfeld, 1992; Šalamon, Milfelner and Belak, 2017) procedures (see Section 

3.2 and 4.2) to delay or avoid payment (Albert, 2006; Esenduran, Gray and Tan, 

2022; Marks, 2022), 

I don’t quite understand when you get a company that size, big 
companies, it can’t be that much money to them, is it just 
bureaucracy or is it a deliberate policy not to pay for six months? 
(Macbeth SlMi). 

There were six mentions of buyers using legal loopholes to try and delay or 

avoid payment, two of which occurred in the services sector and four in 

construction. The commonality of each instance was the buyer raising a dispute 

once the debt had passed the invoice payment date. The supplier then must 

Reason Number of instances Causal category 

Buyer using legal loopholes to 

avoid payment 

6 Procedural Causes – Increased 

time 

Buyer failure to issue purchase 

order 

1 

Buyer variations to contract 5 

Change in buyer personnel 5 Lack of Communication 

Buyer incompetence 3 

Buyer failure to respond to 

supplier 

4 

Buyer in financial trouble 3 Financial 

Verbal or physical threats when 

payment requested 

3 Intimidation 
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decide whether to cease future supply to the buyer resulting in reduced 

profits/cash-flow, wait for payment, accept a discount, commence legal action, 

or write the debt off. In the construction sector (as portrayed in my experiences 

in Section 1.1), buyers would initiate spurious queries during snagging16 to delay 

the final stage payment or obtain a discount. The non-issue of purchase orders 

and variations to contracts also gave rise to disputes, especially where there 

was a change in buyer personnel between the request for additional works and 

the submission of an invoice. It is outside the remit of this study to determine 

whether the buyer or supplier is at fault in such instances, but research on this 

point may be of benefit to the construction industry. 

For the supplier, the payment cycle begins on the submission of the invoice. 

Buyers, though, may use the term ‘from acceptance’ to stall the commencement 

of the clock. Typical examples include first-time suppliers who, on submitting an 

invoice, are advised by the buyer’s accounts department that the supplier must 

be registered as an approved supplier before a purchase order can be issued 

(see Section 2.4). It is only when the buyer has created a purchase order that a 

supplier can submit an invoice. Such instances usually conclude with buyers 

stating that until the supplier agrees to the buyers’ terms, payment cannot be 

made. 

Whose terms or conditions are [the ones to use], you know which 
ones do people tick? It’s almost constantly like table tennis with 
people handing terms and conditions back and whosever's terms 
land on the desk last or emails last is almost the correct one. But if 
they have signed up to your terms and conditions they have signed 
up to your terms and conditions, but it doesn’t matter if they have 
thrown them back at you (Kate ClMin). 

 
16 A snagging list is created at the end of a contract and lists any defects that have occurred 
during the build process that the builder must rectify under the contract. 
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The use of purchase orders introduces a layer of bureaucracy that can further 

delay payments (Albert, 2006; Esenduran, Gray and Tan, 2022; Marks, 2022), 

especially where a supplier is asked to supply services swiftly and before the 

buyer completes its own internal procedures. In an ideal world and where a 

buyer requires a purchase order to enable payment to be made, the buyer will 

have issued the purchase order on or before asking the supplier to undertake 

the works. However, this is not always practical due to inefficiencies in the 

buyer’s business. 

Faulconbridge, Kate, Nathaniel and Ursula all mentioned working for different 

government agencies or large companies. The first three had contracts with 

their respective buyers and were each verbally asked to undertake additional 

works. In each case, the work was urgent and undertaken before the buyers 

completed their internal request and order processes, hence variation/purchase 

orders were not issued. They all completed the additional works in good faith 

before submitting their invoices. Each experienced problems with the collection 

of payments. Faulconbridge cited two such instances with large buyers (one in 

the private sector and one in the public) where contracts had been varied. In the 

first instance, an existing 12-month project was coming to completion, but in the 

final days, a problem was encountered requiring a short extension. It was not 

feasible for Faulconbridge to wait for the buyer to complete the supporting legal 

paperwork authorising the additional work, (for example issue a revised 

purchase/variation order). In good faith, she completed the job and submitted 

the invoice. The invoice was promptly rejected and disputed by the buyer 

because there was no purchase order/contract for the extra work, thus 

precluding Faulconbridge from monetary compensation. The authorisation 
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process in the buyer’s organisation was fragmented and working at a different 

pace to demand within another part of the organisation. In theory, the supplier 

had a unique point of strength at that time and could have refused to undertake 

the additional works without formal instruction. The reality, however, was that 

the supplier and buyer made an informal agreement verbally or by email to 

ensure continuity of supply. The power (Whitt and Lukes, 2005) that the supplier 

initially had was dissipated in favour of the buyer (see section 3.2). 

Ursula worked as an accounts clerk and had experience in both the 

construction and legal sectors. She believed that late payments by local 

authorities were the norm (section 2.4), despite some invoices, in effect, being 

internal as they had been raised by the autonomous legal department of a local 

authority to other departments in the same and other local authorities. ‘It is not 

like there are any problems with the invoices themselves, it’s just that their [the 

client/local authority] processes are not set up for it’. It was Ursula’s view that 

this was partly due to the outsourcing of the local authority’s invoice processing, 

purchasing, and accounting functions and partly due to the staff employed by 

Government and large companies. The segregation of processes and 

departments resulted in a myopic cultural attitude in and between the 

departments, a situation also experienced by Nathanial. 

The speed of payment processing is often made worse when the buyer’s staff 

fail to communicate between the process stages. Frequent changes in 

personnel and high levels of sickness in government agencies and local 

authorities also resulted in an inconsistent approach to invoice approval 

according to Ursula. For example, in one department some buyers’ staff 

demanded a purchase order while others did not. Ursula stated that debt 
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collection from a local authority is not a simple case of phoning someone and 

requesting payment. A process of working with people, understanding the 

buyer’s systems, and patiently going through the various stages, ensuring that 

each person in the process completes their task before passing it on to the next 

person. Even then, it is not enough for the supplier to assume that each person 

in the buyer’s process corresponds with each other. Thus, the supplier must 

continue to act as an investigator to find out where an invoice is in a buyer’s 

system and who to contact to ensure that the process continues to move 

forward.  

The commonality in all these cases is that the interviewees believed that they 

had done a good job in fulfilling the buyer’s brief. ‘I’m not being paid to chase for 

something I’ve done that you should have paid me for’ (Kate ClMin). The 

catalyst that drove interviewees to take further action was frustration in dealing 

with layers of bureaucracy that were often introduced after requests for payment 

were made. 

Lack of communication 

Communication allows buyers and suppliers to continue building trust in each 

other as it facilitates ongoing judgement/assessments to be made in risky 

relationships (see Section 2.2). How a buyer communicates is fundamental to 

resolving the issues relating to late payment. Ursula had previously worked in 

the payments department of a buyer and said: 

I think the key is relations. If you can build a good rapport with 
someone you know you are going to get paid. I used to deal with sub-
contractor payments, and I used to be everybody’s best friend 
because they just wanted to be paid. You know they always had time 
for me because they knew I would be processing their payment and I 
would be able to tell them when it was on [the payment run] (Ursula 
CbSm). 
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Communication includes the use of internal collection processes when suppliers 

contact buyers via various routes. Patience and Quintus were both owner-

managers of small businesses with extensive experience and have seen many 

forms of written communication (letters, telex, fax, emails) become much faster 

to the point of being instant. Businesses’ ability to correspond more quickly 

should, therefore, lead to shorter data processing times. For example, some 

buyers require the supplier to upload invoices directly into the buyer’s 

accounting systems to start the approvals process. The growing use of artificial 

intelligence and IT systems can, therefore, be used to reduce processing times 

for uncontested invoices from the minimum seven days experienced in Patience 

and Quintus’ early careers where invoices were posted to a matter of seconds 

now invoices are sent electronically. Despite these changes, late payments are 

still reported to be an issue for small businesses. For example, my standard 

terms are for settlement in 14 days. It is not uncommon however to issue an 

invoice and have it approved by the buyer representative (sometimes on the 

same day). One would expect a large cash rich company would therefore pay 

the invoice immediately. This is not the case, often, the larger buyer will not 

settle the invoice until the next payment run after the due date. The supplier will 

not be in receipt of cleared funds for a further four days while the invoice is 

processed by BACs, and technically the invoice has been paid late. 

Technological efficiencies are therefore not being used to reduce payment 

times.  

The increased speed of electronic communication has also led to a change in 

the way in which we communicate with each other (Mulholland, 2008; 

Mackenzie, 2010). This change in communication has had many advantages, 



Change in approach 

 
234 

enabling people to correspond instantly across the world. It has also resulted in 

less face-to-face or voice-to-voice interaction between buyer and supplier, 

enabling one party to avoid another by not engaging other than by written 

electronic means. The use of artificial intelligence and chatbots (Artificial-

Solutions, 2022) allow software algorithms to interrogate internal accounting 

records in response to supplier queries, further removing empathy from 

(human) interactions between buyer and supplier. Artificial intelligence systems 

are the ultimate bureaucrat (section 3.2) applying a pure myopic approach to 

payments by buyers. Technology also enables lower-level staff within an 

organisation to hide behind the system stating that they are unable to change or 

negotiate terms. This is an excuse I have been given by many large companies 

during the on-boarding process when I have requested the buyers’ standard 60- 

or 75- day terms be reduced to my 14-day terms. Such actions I posit are 

further evidence that large buyers use bureaucratic processes to deliberately 

extract profit from the supply chain for their own personal advantage (Tatyana 

and Nina, 2018). Quintus underlined this point by stating that people can hide 

behind their screens, corresponding only through email, which, coupled with 

poor English, may make communication harder, if the other party communicates 

at all. Graeber, (2015, p. 35) explains this as  

the very definition of bureaucratic idiocy; whenever something went 
terribly, obviously wrong, the reaction was always to throw one's eyes 
and blame "some computer" 

I belief that bureaucratic idiocy extends far beyond something going wrong to 

deliberate manipulation and abuse of power to create an excuse and in-so-

doing gain an advantage over the other party.  
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Daranius and Quintus both warned that when communication breaks down, 

delays occur, and mistrust grows: 

If people do get hold of you and you speak, you come to some kind of 
sensible agreement, but if you don’t and you’re hiding behind 
something that’s when it escalates [into litigation] (Quintus CdSm). 

Nathaniel explained the process of getting paid and how the procedure can sour 

a relationship leading to the what now? point. Following completion of an 

invoiceable job/stage, the initial collection process involved numerous phone 

calls. Eventually and without success Nathaniel would arrange ‘fake meetings’. 

These, he explained, were arranged to discuss one topic, but the real intent was 

to dominate discussions relating to another matter, the unpaid invoice.  

Nathaniel also highlighted the problem of receiving instructions from one party 

in a buyer’s organisation but payment from another. Such separation between 

purchasing and payment personnel, especially where the two do not 

communicate, further impedes communication between the supplier and the 

buyer. Nathaniel stated that he continued to chase his contacts in purchasing 

regularly in the hope that they had pursued their counterparts internally for the 

payment. This continual battle resulted in a strained relationship between 

Nathaniel and the buyer’s purchaser. Attempts to bypass the purchasing 

personnel and deal directly with the payments team rarely resulted in success 

as the payments teams did not take the calls and/or did not know who was 

dealing with the authorisation and payment of Nathaniel’s invoice. 

In Macbeth’s case, he had several outstanding invoices with one buyer. He had 

made numerous attempts to encourage the buyer to settle the debt, which was 

equivalent to three months of his personal mortgage repayments. The buyer 
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had given various excuses for non-payment, including a request to itemise the 

completed works. Finally, the buyer stopped answering the phone when 

Macbeth called, so he resorted to calling on an alternative phone and his call 

was answered immediately. Macbeth relayed the above story to me during the 

interview but did not know what to do next. I advised him to contact the SBC for 

assistance in the collection of the debt. The SBC made an initial enquiry which 

resulted in immediate settlement. 

Faulconbridge had been attempting to collect a debt from a buyer. Eventually 

and as a last resort, she visited the buyer’s premises and was advised by the 

manager that the only way to receive payment would be to commence litigation. 

Feeling disrespected (Moeller and Sandberg, 2017), Kate exhibited feelings of 

revenge (Barbalet, 2011; Ariely, 2016) and continued to chase her buyer 

without success. She then researched the company, found out who the 

directors were and started to email them. Still failing, Kate resorted to the same 

approach as Faulconbridge and visited the buyer in person. This approach 

resulted in some success, with Kate receiving about half the money due. 

Daranius’ advice on how to avoid problems with both buyers and suppliers was: 

Never ignore a call of any variety because it will always be worse 
next time round and third time round it will only blast you. And if you 
can, ring them before they ring you and make it sound like a plan 
rather than a cock up or a problem (Daranius CbSm). 

Patience astutely summarised the importance of communication. 

It’s not a company that pays you it’s a person… the only way you can 
get your money in those sorts of situations [when an invoice is late] is 
to get the person onside who will go out of their way to fight their way 
through their own systems. But people do, will out of their way to help 
you (Patience SlSme). 
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Respondents continued to chase their invoices until they reached the point of 

frustration and/or where the buyer ignored the supplier’s attempts to resolve the 

matter. With a few exceptions, suppliers continued the dialogue for as long as 

possible in the hope that payment would be forthcoming without the need to 

enact external collection processes. 

To highlight the typical sequence of events that interviewees underwent to 

collect payment, I have considered the interviewees’ experiences and produced 

a typical collections flowchart (Figure 7-1) Taking a holistic view on the time 

costs of such processes reveals the inefficient nature of buyers’ processes 

which are inadvertently passed on to suppliers. Figure 7-1 contrasts a supplier 

undertaking additional works in good faith versus one that demands a 

purchase/variation order. In both examples, it is assumed that the buyer settles 

all uncontested invoices without delay. The figure can also be used to compare 

contested versus uncontested requests for payment where purchase orders are 

not required. Figure 7-1b demonstrates how buyers that ignore requests for 

payment enforce suppliers to incur increased collection costs. Comparing the 

two flowcharts, specifically the time and number of touchpoints, it appears to be 

more beneficial for both businesses to wait until a purchase/variation order is 

issued (Figure 7-1a). It is advantageous from the buyer’s perspective not to 

issue the purchase order and to dispute the invoice if the cost of the dispute is 

lower than the cost of issuing the purchase/variation order and delays to the 

project (Figure 7-1b). It is also advantageous to the buyer not to issue the 

purchase order where the cost of paying the invoice plus the buyer’s cost of 

dealing with the dispute are less than the cost of potential delays to the project. 

However there is a risk to the buyer of such practices that they may bring into 
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question the viability of lean supply chain management (Liu et al., 2013). This 

was shown by Bagot who refused to supply goods to a large company until 

payment was made resulting in the buyer having to close their production 

facilities for a week while they arranged payment. In this instance, Bagot was 

able to exert power (see Section 3.2) over the buyer (Giannetti, Burkart and 

Ellingsen, 2008; Fabbri and Klapper, 2016; Gonçalves, Schiozer and Sheng, 

2018). If all suppliers enacted their rights under LPCDR and claimed their full 

collection costs plus interest, the additional costs may make it more economical 

for buyers to expeditiously issue their internal paperwork for order and payment 

approval. For suppliers, the costs of demanding a purchase/variation order will 

save the substantial delays and costs later. However, the supplier will need to 

consider the reputational costs of refusing to do extra works versus the cost of 

standing their ground and demanding a purchase order. Similarly, buyers may 

have to consider the increased internal costs of not issuing timely purchase 

orders, coupled with the risk of delays, if the supplier were to withhold future 

supply or cease business (Ivanov, Sokolov and Dolgui, 2014; Craig, 2016; 

Esenduran, Gray and Tan, 2022). 
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Figure 7-1 Comparison of costs to supplier and buyer of not obtaining purchase 
order/variation order 
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Financial 

It is argued that an overdue invoice is not in itself the catalyst for a supplier to 

escalate debt collection –  the attitude/empathetic concern (Šalamon, Milfelner 

and Belak, 2015, 2017; Šalamon and Mesko, 2016) of the buyer towards 

payment also featured. This viewpoint is consistent with my findings (in Section 

6.3) that suppliers are more concerned with the emotional aspects of late 

payment than the monetary affects. This section considers the financial aspect, 

which is also related to communication. Buyers can attempt to stall payment by 

promising to pay or by making a partial payment. 

All businesses are likely to experience cash flow difficulties at some point and 

may need to turn to their suppliers for assistance to get them through a difficult 

period. How a buyer communicates this and whether a buyer requests help can 

influence a supplier’s response. 

I have twice [had to ask suppliers for more time-to-pay]. I have had to 
ring, usually associate writers I have worked with and said I am 
having a bit of a cash flow this month I can pay you this and I can pay 
you the rest, usually in about 6 weeks and not once has anyone ever 
said no. I think the reason is that I am quite good at paying my bills 
so it would be a very rare thing for me to say that and I honour it 
before I pay myself… They will always say yes because I keep my 
word and always do pay. I haven’t had to do it too often, but I am not 
ashamed to pick up the phone and say because most of these people 
are small business to (Lavinia SlMie). 

Lavinia highlights the importance of being honest with suppliers, the result of 

which is that both parties can continue to trade through a difficult period and 

potentially increase trust and respect in each other. 

Where buyers promise to pay and fail to do so, a loss of trust and respect may 

occur. In this case, suppliers may cease to believe future promises and may 

consider further action to facilitate payment. More experienced credit managers 
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might continue dialogue with their buyers to find out why they have not paid and 

whether there is anything that suppliers can do to assist. This was the approach 

Patience learned in her early career working in debt collection and which she 

incorporated into her credit control process. For example, if a client stated that 

they were unable to pay because they had themselves been paid late, Patience 

would assist by writing debt collection letters that the buyer could then issue to 

their respective client.  

A breakdown in trust can also occur when a partial payment is made. Whilst part 

payment reduces the quantum outstanding, it may also make it uneconomic for 

the supplier to collect the remaining balance because of the fixed costs 

involved. Some suppliers may not take further action when they believe that the 

balancing payment will eventually occur. Daranius works in the construction 

sector, refurbishing corporate clients’ premises. Such projects can span several 

years with many unknown variables at the start of the project. A large team of 

professional advisers is usually involved in such projects, with architects and 

quantity surveyors valuing each stage so that clients can make interim 

payments accordingly. Daranius used an example of one such project where 

the architect failed to pass information related to increased costs on to the 

client. When Daranius subsequently requested the additional payment, the 

client disputed it and refused to make further payments. The dispute resulted in 

a cash flow problem for Daranius since he had already completed the additional 

works. In this situation, Daranius was reluctantly forced to forego profit and 

accept a discount, enabling him to pay his downstream suppliers. Such 

situations occurred on several projects, with clients paying sufficient monies to 

ensure that Daranius remained on-site and did not commence an action against 
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the clients/customers. In essence, clients used partial payments as a form of 

power to entrap Daranius to continue to work. 

Intimidation 

A further theme emerged and is again linked to a breakdown in communications 

– the use of abuse or intimidation by the buyer to avoid payment. 

Lavinia claimed that bullying is a successful tool to avoid payment, but only in 

the most extreme cases where the supplier had a genuine reason to think that 

the threat would be backed up by physical violence. The threat of violence 

(Chasi, 2014), or ‘symbolic violence’ is an ‘imperceptible and invisible method of 

gaining dominance’ by ‘conscious manipulation’ in a power struggle between 

two parties’ (Bourdieu cited in Whitt and Lukes, 2005, p.140). Symbolic violence 

is expressed through implied threats of withholding future custom or payment. 

Threats or the use of symbolic violence should not be confused with the use of 

language in an industry, as evidenced by Ursula when she outlined threats to 

‘break your legs’ (see Section 6.4). In the construction industry, for example, 

symbolic violence could arise from a fear of visiting a buyer’s site, especially if 

the buyer had a credible violent reputation. Linguistic violence is more direct 

and may involve the use of expressions as experienced by Ursula when a 

supplier stated, ‘we are going to come round and break your legs’. Ursula 

believed the term was used only as an expression of displeasure, resulting from 

marginalised disempowerment. Ursula qualified her belief by stating she 

remained on guard in case matters changed with the verbal threat becoming a 

physical one. 

Buyers who use intimidation to avoid payment may expedite the supplier’s 

reactive response to late payment (see Section 3.4) thus triggering the what 
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now? decision. Apart from being illegal (Stănescu, 2021) and increasing the risk 

of retaliation via the civil (debt collection) and criminal courts (use of violence), 

some suppliers may adopt similar like for like tactics by resolving the matter with 

the use of physical violence (see Section 8.3).  

Catalyst to the what now? point – a breakdown in trust 

Monetary value alone does not motivate the decision to take further action (see 

Section 7.2). By way of example, Bagot, Haberdasher, Lavinia, and Macbeth 

saw late/non-payment as an affront to the contractual agreement. The offence 

was taken personally, with the debt no longer perceived as belonging to the 

business, but rather the personal money of the supplier. Bagot’s credit controller 

used to tell him if ‘the buyer doesn’t pay you don’t eat tonight’. 

From the data, I identified four causal categories that led suppliers without 

formal credit control procedures to the what now? point. Causal categories may 

not, however, result in the supplier deciding to take further action for collection 

as a further catalyst is required. I find that suppliers’ frustration with the time 

invested in debt collection and the disrespect (Moeller and Sandberg, 2017) 

shown by the buyers played a critical role in collection decision-making. I also 

observed that novice suppliers lacking knowledge of the steps available to 

collect a debt waited longer before deciding to commence further action. In 

every case, the novice was informally advised or guided by others on how and 

who could assist in the collection. 

Companies without formal collection policies based the decision to take further 

action on instinct, hearsay, or the reactions of the buyer to the supplier’s 

requests for payment. In the above cases and many others, the ‘what now?’ 

decision was not arrived at due to the actions of those directly involved in the 
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supply and receipt of the goods and services. The decision was, on occasion, 

caused by large businesses/public bodies whose staff, specifically those in 

procurement and payment (see Section 2.2) did not work in harmony and with 

empathy for the transaction and the supplier. 

Other respondents approached collection in a more detached and 

dispassionate way: if the debt was late, they commenced collection procedures 

either in-house (Haberdasher – statutory demands), via a collection agent 

(Patience) or by other means outside the law (Haberdasher, see Section 8.3). 

7.4 External advisers 

When faced with late payments and at the what now? point, businesses need to 

consider their options for escalating collection. Small businesses may not have 

the in-house expertise or experience to progress collection and will therefore 

seek external advice. This section discusses who businesses seek advice from.  

Advisers play the role of either signposter or enactor. Signposters give advice 

and redirect the supplier to an enactor if appropriate. Enactors’ duties range 

from a simple debt reminder letter to taking the case to court. It is possible for 

an enactor to subsequently become a signposter when, for example, the 

enactor has been unable to collect the debt. Examples include the SBC or a 

debt collector, either of whom may contact the buyer on the supplier’s behalf. 

A letter before action or use of a third party is sometimes all that is required for 

a buyer to settle an account. It makes the buyer aware that failure to pay will 

lead to incurring additional costs if the matter escalates to litigation. I 

interviewed the SBC who stated that sometimes all that is required is to have 



Change in approach 

 
245 

somebody with equal power by the side of the weaker party to redress the 

imbalance. 

A signposter may act in a broader, more general capacity than merely advising 

on whom to contact concerning debt collection. For instance, the SBC received 

over 100,000 hits to its website in its first 18 months and regularly attended 

events around the UK. The SBC advises businesses on preventative measures 

to improve debt collection and thus avoid being in the position of requiring 

advisers to assist in the collection of potential bad debt. 

When the enactor is unable to collect the debt, they may recommend the 

supplier ceases further action as it is unlikely that the expenditure of more time 

and further costs will yield any better results; for example, if the buyer cannot 

settle the debt). Alternatively, an enactor-turned-signposter may recommend 

that the supplier takes further action by escalating the matter to solicitors for 

legal proceedings. 

In questionnaire two, I asked respondents who they approached for advice. Of 

the 204 eligible answers (Table 7-4), 53% (108) admitted to never having used 

an adviser, 28% (57) had used one adviser, 14% (28) had used two advisers, 

with the remaining 4% (11) having used three or more. 

The high number of instances in which advice was not sought implies that 

suppliers sought to resolve the matter themselves. I expect that, for smaller 

debts, suppliers decided to wait until settlement or wrote the amount off. For 

larger sums, suppliers may use Money Claim Online, issue a statutory demand, 

or negotiate a settlement plan. This does not mean that a satisfactory solution 

was reached in which case a supplier may seek further advice from other 
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specialist advisers in the hope of obtaining a solution. For example, a supplier 

may consult their professional body and/or the SBC in an attempt to avoid the 

high costs of a solicitor but end up having to take the legal route if the initial 

advice did not work. Conversely, a supplier that has sought the advice of a 

solicitor may be advised that litigation is not an economically viable option. In 

such instances, the supplier may talk to as many other potential advisers as 

possible to find some method of forcing the buyer to pay. The remainder of this 

section reviews some of the combinations in more detail. 
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Table 7-4 Suppliers use of external advisors 
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In 88% of cases, only one adviser was consulted, which was either a solicitor, 

accountant, or debt collector. In December 2018, despite the SBC being in 

office for one year and only ten respondents being aware of it, it ranked as the 

fifth most used adviser, closely following banks and professional bodies. Of the 

ten respondents aware of the SBC, two stated that this was the only adviser 

that they had used. Of the six respondents that used the SBC along with one 

other adviser, three also used a solicitor, two used their bank and one used 

their professional body. It is not known from the data whether the SBC acted as 

signposter for cases that were then referred to solicitors or vice versa. It may, 

however, be fair to assume that professional bodies or banks act as signposters 

to the SBC. Apart from the leading three advisers and the SBC, respondents 

also turned to banks, professional organisations, and insurance brokers for 

advice, possibly because the respondents had bad debt insurance. 

When looking at combinations of advisers, accountants were the most used 

signposter when two or more advisors were used; they were cited by 30 

respondents. Every business is legally required to prepare accounts and file a 

tax return, which places an accountant in a unique position as the first go-to 

adviser for matters relating to finance. The reporting accountant must ensure 

the accounts show a true and fair view of the state of affairs of a business 

(FRC, 2014). For an accountant to do this, the partner signing the accountant’s 

certificate will need to be satisfied that the debts are accurate and can be 

collected. Two methods are used to achieve this. The first is to ensure that the 

buyer has paid all invoices post-year-end. The second involves the accountant 

checking that overdue debts remain collectable. These two tests will 
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automatically engage a supplier in the thought process of collection and enable 

the accountant to give their client advice. It is possible, therefore, that 

accountants ranked as the second most used overall adviser due to their 

closeness to suppliers as their primary business adviser. 

Debt collectors or recovery agents are licenced professionals that can be used 

as an alternative to or before commencing litigation. A debt collector will, in the 

first instance, make contact and engage with the buyer in an attempt to obtain a 

settlement or agree on a deal for payment. Debt collectors may also purchase 

debt from a supplier where, for example, the supplier is inexperienced in the 

collection process, does not want to take the matter to court themselves or is 

based in a different geographic region/legal system. In such instances, having 

purchased the debt, the collector pursues it as its beneficial owner in place of 

the supplier. Aaron (a debt collector) used this approach when acting for 

overseas clients, especially when English was not their first language. Debt 

collectors were used by 13 interviewees making them the second most used 

adviser. Aaron said: 

It becomes so easy cost-effective for companies to use debt 
collectors, but I think there is a stigma less to do than representation 
than with the ergh. The credit manager still sees it as a failure if he 
has to use a collection agency, whereas he should just see it as 
another tool in the box (Aaron, debt collector). 

Solicitors were used in 56 instances, making them the primary adviser. 

Solicitors have the advantage of being well versed in the rules and procedures 

of the court, specifically the CPR. Judges may dismiss a case or apply interim 

costs against a party for failure to abide by the CPR. But this comes at a price – 

all but one of the interviewees perceived solicitors to be very expensive and 

unable to achieve a positive net result where the matter progresses to court. 
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I have always shied away from going mega legal because I think 
pretty much every experience, I have had going legal is that I have 
ended up with legal fees and not much at the end of it if I truthfully 
netted it off (Octavia SlSm). 

Interviewees’ perception of solicitors as being not cost-effective raises 

questions of the viability of taking a matter forward, especially in contested 

cases. Edgar, a partner in an accountancy firm, gave an example of one client 

who ‘had about £300k outstanding [from multiple customers] and paid about 

£50k in fees and got about £6k in return [as many customers refused or were 

unable to pay]’. The sentiments of my respondents echo the findings of Lord 

Justice Jackson (R. Jackson, 2009). 

Suppliers used debt collectors and solicitors combined in a third of cases where 

two advisers were consulted. Unfortunately, I am unable to determine from my 

data whether debt collectors and solicitors were used in the same situation as 

part of an escalation process or were used on different cases. It is a possibility, 

as identified above, that an enactor turns signposter where, for example, a 

supplier appoints a debt collector who is unable to collect a debt and refers the 

matter to a solicitor. 

In summary, some suppliers had experienced late payments to the point that 

they consulted external advisers. Accountants were the second most used 

adviser acting in the role of signposter, which may result from the close link 

between financial statements and go-to general business adviser. Despite 

businesses’ perceived lack of faith in solicitors’ ability to produce a net financial 

benefit, solicitors remained the most used adviser. 
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Having determined who businesses turn to for advice, the next section 

considers the advice given and techniques businesses use to assist in debt 

collection. 

7.5 External techniques used by businesses in debt collection 

The supplier faced with the what now? point will need to decide whether to take 

further action or do nothing in the hope of being paid eventually. Some suppliers 

will consult advisers, others may already have tried and tested routes to a 

solution. As every late payment may require a different response (for example a 

contested debt versus a buyer in financial difficulties), this section sets out the 

main routes used by my respondents to collect debts. I briefly introduce each 

route before moving on to interviewees’ experiences and conclude each section 

with my analysis. One or more routes may be taken; thus, this section is set out 

in order of severity, reflecting the potential escalation process a supplier may 

undertake. The processes are: 

• SBC acts as a signposter/arbitrator. 

• Statutory demand, a simple process used by more experienced 
suppliers. 

• Litigation, incorporating the use of solicitors, debt collectors and via 
MCO. 

• Discount/Extended time, a route that may have been used earlier in 
the collection process by some or used as part of the negotiation 
process. 

• Write-off, the worst case, last resort scenario. 

 

The Small Business Commissioner 

In its first 18 months, the SBC assisted 365 small businesses to collect 

approximately £5.25m in late, unpaid invoices. During an interview with the 

SBC, I was advised that 80% of the contacts led to the enquirer receiving 
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general advice. The remaining 20% led to the SBC enacting its complaints 

process on behalf of the supplier against large companies. Thus, the SBC acted 

as 80% signposter and 20% enactor. 

Kate used the SBC having tried in vain to collect a debt on her own and finding 

the buyer had entered receivership. The SBC was able to negotiate with the 

receiver and obtain full payment. Macbeth advised of similar problems chasing 

debt from a large company without any success and I suggested during the 

interview that he contact the SBC. In weeks, Macbeth reported back to me that 

he had received full payment with the assistance of the SBC. Despite neither 

Kate nor Macbeth having carried out any due diligence before taking on their 

respective clients, the SBC was able to obtain a satisfactory settlement in both 

cases. Kate and Macbeth had both assumed the buyer would pay them, a 

practice that was all too common with small businesses (see Section 6.2). This 

demonstrates a high degree of confidence in the perceived trustworthiness of 

buyers despite having no control over the way the buyer acts (see Section 2.2), 

and that inexperienced traders may be high trusters (see Section 3.4). This 

often-unfounded confidence may be underwritten by a naivete on the part of 

suppliers concerning the power of law to enforce the contract, which it could be 

argued is the crux of this research. 

Patience predicts that small businesses might not undertake due diligence 

before accepting work from a client and instead come to rely on the SBC as a 

free debt collector. 

Its small business's responsibility to sell their stuff and so it is their 
responsibility to get paid for that sale. So, what concerns me is that 
small business people might be resting on their laurels thinking that 
these SBC are going to do it all for them and so that’s not going to 
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help them at all. In fact, they are going to go broke waiting around for 
the SBC to sort out their problems (Patience SlSm). 

I asked the SBC whether he agreed with Patience and whilst he acknowledged 

this might occur, he argued: 

I don’t see that as an unintended consequence, we are just there to 
try and just well if you do that it’s just a poor sign within your business 
and that’s probably a warning sign on how you run your business 
more generally. I would obviously guard against people doing that. 
We are a free service if you are being taken advantage of, particularly 
if you think you are being bullied. If you think we are just there to do 
the stuff of business that’s a mistake that will come back and bite 
you. Is it something I particularly worry about, then no. I think most 
smart businesses wouldn’t think like that (SBC). 

If Patience’s perception is correct, the implication is that buyers will substitute 

risk reduction based on a contract backed up by law with the contract backed 

up by the SBC with the fallback of law. It was Patience’s view that, in time, the 

success of the SBC in collecting debts for SME may become self-defeating 

because, although the SBC service is currently free, if more people come to use 

it, there may come a point in time when it must start charging for its services or 

start being more selective about the cases it takes up. 

Statutory demand 

Where a buyer is unable to pay a debt exceeding £750 on the due date, a 

supplier can issue a statutory demand (UK Government, 2019b), colloquially 

referred to as a winding-up order or winding-up notice. The technique is a 

simple process frequently used by some interviewees, especially those in the 

construction sector. A statutory demand is the first stage of the insolvency 

process – a warning to the buyer that in the event of non-payment in a specified 

time, the supplier will apply to the bankruptcy courts to have the buyer wound 

up. 



Change in approach 

 
254 

There are two main risks involved with this course of action. First, the buyer 

may dispute the claim, in which case the bankruptcy courts will reject the 

application by the supplier, resulting in the supplier having to revert to ordinary 

litigation through the courts (see below). Second, the buyer may fail to adhere 

to the demand, in which case the supplier will need to apply to the bankruptcy 

court, at their own cost, to have the buyer dissolved – and may still not be paid. 

Aaron (a debt collector), Haberdasher, Imogen (a lawyer) and Quintus all used 

statutory demands as a way of encouraging a buyer to recommence 

communications to settle the outstanding debt. Imogen advised that the 

average debt was £2,500, with the cost of commencing a winding-up procedure 

being in the region of £2,500 plus legal and professional expenses, thus making 

bankruptcy a costly exercise for small debts. Due to rising court costs in recent 

years, Aaron considered the comparatively high costs of bankruptcy 

proceedings a quicker and cheaper form of collection than litigation (UK 

Government, 2015). Aaron explained that the bankruptcy route was not an 

option if the supplier raised a dispute, a counterclaim, or was not based in 

England and Wales. Despite the risks, Haberdasher used statutory demands as 

part of his credit control procedures, signalling a strict unbiased procedural 

approach to debt collection which he saw as removing emotion from the 

collection process. The intent of issuing a statutory demand, Aaron, 

Haberdasher, Imogen, and Quintus admitted, was not to wind a company up, 

but to force the buyer to re-engage in communications to negotiate a 

settlement. Section 8.3 discusses the effectiveness of such methods of 

collection. 
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Litigation 

If all attempts to collect a debt have been exhausted or where a statutory 

demand is inappropriate, the supplier may decide to commence legal action. 

Litigation is subject to strict procedural rules which can make the process 

difficult to navigate for the inexperienced and so it is usual to employ a solicitor 

for claims not heard in the small claims (fast-track) court (Osbourne, 2002). 

There are four main stages to litigation: pre-action, where solicitors will try to 

settle without the need to go to trial; trial; enforcement; and bankruptcy if all else 

fails (see Section 4.3). At any stage, the parties can agree or cease the action. 

If the case proceeds to trial, the judge will apply two tests to determine if the 

debt is due. The first determines whether a contract existed between the 

parties. The second considers the supply of goods and services and whether 

the supply was in accordance with the contract. Where the judge deems an 

action passes both tests, the conclusion reached will be that debt is due in full 

or in part. If the result is in the supplier’s favour, judgement is granted, possibly 

along with a proportion of costs and interest (see Section 3.3). Despite ruling 

when a debt must be paid by, it is not in the judge’s remit to ensure payment of 

the debt. The third stage, having gained judgement and if the buyer has still 

failed to pay, is to enforce the judge’s ruling by appointing bailiffs. If the bailiff is 

unsuccessful in collecting the debt, then the fourth stage is to commence 

bankruptcy proceedings. 

There are instances where a supplier can bypass the first stage; for example 

where the buyer has a reservation of title over the goods or services supplied 

(Mcmeel and Ramel, 2002; The Insolvency Service, 2009; Rogers, 2015) in 
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which case a debt collector or bailiff may be appointed to seize the goods. The 

use of statutory demands is another way of bypassing the first two stages. 

The cost and complexity of the legal system was feared by many interviewees 

and questionnaire respondents (see Section 7.2). Still, for Aaron, the 

introduction of the CPR had assisted collection. This was because pre-action 

protocols enabled the use of documents that appeared to be from the court and 

therefore had a bigger impact on recipients. He said that, on receiving these 

forms, buyers settled sooner, particularly with smaller sums. Aaron argued that 

the use of such forms gave gravitas to the collection process by debt collectors, 

resulting in fewer cases proceeding to court. However, in the case of more 

significant amounts that had to use the courts’ multi-track case management 

system, Aaron considered the process was overly complicated. 

All the layers of legal stuff there is to collect a large debt in the multi-
track, for example, are beyond belief but you know when lawyers 
make laws for lawyers’ they make sure they make a good living I 
suppose and not shoot themselves in the foot (Aaron- debt collector). 

Imogen (a solicitor) did not believe the cost of adherence to the rules was the 

main reason for the decrease in the number of collection cases. Instead, she 

thought that the increase in court costs (Ministry of Justice, 2017b) was to 

blame, coupled with the closure of several county courts and the centralisation 

of telephony systems. These factors, she argued, had added a further layer of 

complexity, delay and frustration to the legal system, the costs of which lawyers 

were not able to directly pass on to clients. Despite differences in opinion 

relating to the complexity and cost of the current legal system, Aaron and 

Imogen agreed it was in both buyers’ and suppliers’ best interests to continue 

negotiations with a view to settlement. 
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Three interviewees sought advice from a friend or family member who was a 

solicitor (two were married to solicitors). Following a protracted period of 

chasing an unpaid bill from a government department, Faulconbridge consulted 

friends on the best route to a solution. The advice given, due to the debt being a 

small amount, was to commence an action against the Government department 

using the small claims track.17 As with Haberdasher and Quintus (see Section 

7.3), the threat of the ramifications (presumably internal reporting in 

government) was sufficiently large to ensure that the buyer arranged payment. 

Assisting family or clients in the small claims track was not an uncommon 

practice, with Faulconbridge (who is not a solicitor) stating she had been both a 

giver and taker of advice to/from friends and family (see Section 8.3).  

Despite the high costs and complexity, litigation may remain inevitable and 

Daranius cited several examples. The first was in his early career working for a 

large company that was in dispute with a buyer, also a large company. Daranius 

stated that the case had taught him, from the supplier’s perspective, that the 

cost of litigation was as much a deciding factor as the complexity of the legal 

system. Despite not having a legal background, Daranius felt confident that, 

while he could argue a case in court based on the facts of the matter, he was 

not able to win an argument with a lawyer that defended a claim on legal 

technicalities and breaches of procedural protocol. Buyers’ legal teams that 

defend a case based on legal technicalities, can in effect deny opportunity to 

litigants-in-person who are unqualified. In so doing, the supplier’s costs, having 

to outsource collection to a third party, debt collectors or lawyers, will increase 

 
17 It should be noted that under current legislation it is not possible to bring an action against the 
Crown or Government departments (HM Courts and Tribunals Service, 2017), instead late 
payments must be reported and investigated by the Cabinet Office (Cabinet Office, 2018). 
Proposals under the Procurement Bill [HL 4] may change this in the future. 
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and may exceed the value of the claim, which is then not pursued due to the 

cost of litigation (see nullification Section 3.3). As a result, Daranius had 

developed an aversion to using solicitors due to the costs and tried, where 

possible, to undertake litigation himself. 

Quintus felt that the legal system had produced favourable results in his early 

career because it was efficient and cost-effective. But when asked his views on 

the current legal system he said: 

I think litigation is effective, it’s too expensive to afford it, so I think it 
becomes ineffective… we couldn’t guarantee we would have got our 
money back because we would have expended the money to get the 
money back. So, we would be at nought erm because the expenses 
are so high, I think it seems to me because the hourly rate charged 
by solicitors any litigation, any litigation would exceed the debt due, 
particularly the £100k mark. and I think in every case in recent times 
it seems to be at nought (Quintus CdSm). 

Octavia shared a similar view: 

I think that is my view of litigation; if you are not careful, you may end 
up with a completely pointless victory, pyrrhic victory, win the battle 
but lose the war kind of thing... I have always shied away from going 
mega legal because I think pretty much every experience, I have had 
going legal is that I have ended up with legal fees and not much at 
the end of it if I truthfully netted it off. And the angst is unbelievable 
because it’s not personal, but you do get emotionally involved and it 
just stresses like crazy (Octavia SlSm). 

The emotional cost was an area highlighted as one of the deciding factors in the 

decision-making processes of many interviewees (see Section 6.3). People 

tend to become emotional when directly involved with a situation, allowing 

emotions to become counter-productive in reaching a solution. A third party 

may, in such instances, assist in reaching an amicable resolution. Octavia 

stated that while he tried to remain calm throughout the litigation process, 

external factors influenced his ability to reach a reasoned settlement. On this 
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occasion, despite the added layer of complexity and cost, Octavia found the use 

of a third party reduced anxiety and assisted a successful resolution. The 

additional cost of the third party did, however, potentially negate any returns. 

This brought into question whether there was any benefit in pursuing the case in 

the first place, further highlighting the instance of the system nullifying a valid 

claim (see Section 3.3). Jacquenetta was of a similar view adding that the time 

and cost required to liaise with the third party without any guarantee of success, 

increased the financial strain further. It was not just the time and cost incurred 

that was of concern to Jacquenetta, she was also worried about potential 

reputational damage (see Section 7.2). 

The third stage of the collection process is enforcement (see Section 4.3). In an 

ideal world, once a judgement has been granted the buyer will settle the sum 

outstanding. The reality is that the supplier may have to appoint a bailiff or 

sheriff to try and enforce the judgement against the buyer’s assets or a third 

party. Enforcements against related parties to the buyer via a third party debt 

order are known as a garnishee order (Chan, 2006; Ministry of Justice, 2017c, 

2017d). One of the problems identified by Martinez (2017) is that trade credit is 

rarely secured. The result of this is incurring additional collection costs to 

establish what other unencumbered assets the buyer owns. Despite the 

granting of judgement, many respondents believed or had the experience that 

enforcement was futile due to the buyer either entering insolvency proceedings 

because they did not have the money to settle the debt or because they had no 

intention of paying. 

The overall attitude of many respondents was, therefore, to avoid using 

solicitors wherever possible. Respondents consider successful judgement and 
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collection to be uneconomic and ineffective, taking capped legal costs into 

account. A capped legal cost results in the supplier funding the shortfall, 

effectively amounting to a discount on the debt. Where the debt could not be 

recovered, legal costs effectively compounded the losses suffered by the 

supplier. As highlighted in the Jackson Report (2017), an unpaid debt of up to 

£25,000 could result in costs of £76,596 resulting in a total loss to the supplier 

of £101,596 if the debt was not recoverable (see Table 3-1). If the costs were 

capped at two-thirds, the plaintiff would at best receive £51,064 of costs, the 

balancing £25,032 would be offset against the £25,000 original debt leaving the 

supplier with a marginal financial loss for the time and stress involved in the 

collection. A supplier working on a 10% margin would need to invoice an 

additional £250,000 of sales to cover the unpaid debt and effectively break 

even. If the matter was disputed and remained unpaid after litigation, then the 

supplier would need to invoice £1,015,960 of additional sales to cover the 

£25,000 unpaid invoice plus irrecoverable legal costs. 

The views of respondents were in many respects reflected by Imogen: 

I try to tell all my clients to try and settle it as soon as possible 
because it simply isn’t going to be cost-effective for them to take it to 
the small claims matter to trial because all they are going to get back 
is in ethics cost. Erm it’s about, well we do have clients that want to 
proceed as a matter of principle but, it’s not something we encourage 
at all because at the end of the day while they feel at the beginning of 
the claim that they want to press on their legal costs are more than 
they are actually claiming nobody is going to find that palatable 
(Imogen solicitor). 

The literature (section 3.3) suggests that litigation is not an economically viable 

route to collection. This was a view commonly held by respondents, which begs 

the question of why litigation is used in debt collection and by whom. 
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Discount or extended terms 

In theory, litigation is supposed to be the last resort to enable a supplier to 

obtain justice and reclaim the monies owed. Given the experiences and 

attitudes of the respondents, the legal process does not appear to be an 

effective method of recovery or a route to a solution. As a result, all respondents 

continued communications, either directly or via their solicitors to gain a 

resolution. 

I used to always settle at the courtroom door, time after time after 
time. And yes, it was more than likely it was always a deal and it was 
always, always inclusive [of costs] (Quintus CdSm). 

Historically, Quintus had experienced buyers playing liar’s poker, resulting in the 

extensive use of solicitors. In more recent times the cost of litigation had led him 

to accept discounts or agreeing protracted periods to settle a debt. In more 

extreme cases, Quintus found it was cheaper to write a debt off than pursue it. 

Darius, Haberdasher and Quintus all worked in the construction sector, which 

has low volume but high-value sales. The sector is contract-laden, requiring the 

supplier to continue working or face non-performance penalties. A late payment 

can exponentially increase the risk to the supplier who fears that stopping work 

may lead to future penalties, thus giving the buyer ultimate power in negotiating 

discounts for payment. 

Not all interviewees suffered these problems. Bagot operated a high-volume, 

low-value business supplying the construction industry and continuously 

monitored payments, ceasing deliveries where a buyer had not paid according 

to agreed terms or agreeing to an extended payment period. My findings are 

consistent with those of Martinez (2017), who found that partial payment would 
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result in the release of sanctions, with firms continuing to trade together, even if 

a discount had been granted. I posit that the reason for this is that the part 

payment develops a new level of trust and trustworthiness. The supplier still 

needs to sell goods and services; likewise, the buyer still needs those goods 

and services. In this case, both parties’ interests are once again encapsulated 

into the trading arrangement for each party’s mutual benefit (see Section 2.2). 

But in future trades, the buyer may be more aware of the potential for the 

supplier to cease supply (Craig, 2016); thus, the power and incentive for the 

buyer to default is marginally reduced. Furthermore Salah Eddine, Saikouk and 

Berrado, (2021) state that historically companies have viewed supply and 

finance as separate entities. They assert that finance processes payments to 

maximise the cash flow of the company (cash to cash cycle - see section 2.4) 

without consideration of the consequential effects of the delayed payment. For 

example, if because of paying the supplier late, and the supplier is unwilling or 

unable to fulfil a future order, this may impact the buyer’s own ability to fulfil its 

own orders leading to loss of sales.  

Write the debt off 

To be honest, life is too short to chase people who don’t respond, so I 
have just given up [trying to collect the overdue debt] (Gadshill 
CdSm). 

When all else fails, the supplier has little choice other than to write the debt off 

and this is the last resort. Under VAT rules, a supplier may reclaim the VAT on 

the unpaid debt after six months. Only Octavia mentioned this approach as an 

advantage in debt collection and bad debt mitigation. A VAT sale consists of 

two elements, the sale, and the VAT. The sale will be treated in the annual 

accounts as a bad debt and thus reduce trading profits and therefore business 
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tax. The VAT, however, is reclaimable from HMRC resulting in a cash inflow to 

the business of 20% of the unpaid sale. There was minimal mention of debts 

written-off by interviewees. Interviewees did, in passing, admit to having written-

off one or more debts, which all respondents stated were minimal and not worth 

pursuing on financial grounds or due to the time, inconvenience, or impact on 

reputation with a valued customer. 

7.6 Chapter summary 

This chapter has addressed the second sub-question: - what influences 

suppliers’ choices of using formal and/or informal means to collect overdue 

trade debts and how are these decisions made? 

In Chapter 6 I concluded that suppliers were over-reliant on trust, manifesting in 

a perhaps lackadaisical approach to credit control. Trust is based on 

confidence, a future-orientated expectation of a positive outcome and thus the 

foundation of trading relationships. When the expectation is not met, it follows 

that this will affect the confidence in the relationship. 

By considering the motivation of people in business, I determined that whilst 

money is required to keep a business afloat and to provide an income, it is not a 

major driving factor for small- and micro-businesses. Instead, I found that the 

desire to do a respectable job whilst doing something that the owner enjoys is 

more important. To small businesses, money is a measure of value and 

appreciation. Suppliers believe that their services are not valued when buyers 

fail to pay on time, which damages the confidence in the relationship. Late 

payments are considered disrespectful, triggering an emotive response in the 

supplier and, in some cases, a desire for revenge (Ariely, 2012c; Moeller and 



Change in approach 

 
264 

Sandberg, 2017). With the confidence brought into question, some suppliers felt 

less motivated to continue working for the buyer. 

Communication and the belief that a debt should be honoured are key factors in 

determining how long a supplier is prepared to wait for settlement. When 

communication ceases or is perceived to be used as a stalling/avoidance tactic 

(for example failed promises, verbal, and physical threats), suppliers are more 

likely to take further action to expedite collection. I found that experienced 

suppliers attempt to remove all emotion from the collection process and have 

predetermined credit collection processes based on a cost-versus-benefit 

analysis of risk and reward. More experienced suppliers use formal processes 

(for example statutory demands or litigation) as a method of restoring 

communication. Less experienced suppliers have a more emotive response, 

regarding debts as due in full. Although there is a fear of the cost of legal action 

in both monetary and reputational terms, the method is still used. 

Whilst the advantages of litigation are to remove emotion between buyer and 

supplier, with no guarantee of success and the high cost of legal proceedings, 

suppliers consider the process to be too expensive. The result of this is that 

suppliers question the rationale for using formal processes for collection, thus 

nullifying their ability to be paid. In such circumstances, the supplier will either 

wait in the hope the debt will eventually be paid or adopt an alternative non-

formal approach such as agreeing discounts, extending the time-to-pay and, in 

extreme cases, writing the debt off. Less scrupulous buyers may use the fear or 

cost of litigation to delay payment (liar’s poker). Professionals advise that 

suppliers should remain rational and consider the cost of continued collection 

versus settling for a reduced amount. To counter this fear/approach the UK 
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Government introduced the SBC to give collection advice and/or investigate 

large businesses where the SBC considers such action is appropriate. 

In Chapter 8 I use the findings from the questionnaires and interviews to 

determine whether formal versus informal solutions are more effective in 

collection. In so doing, and based on the survey responses, I also explore 

whether interviewees were justified in their belief of the effectiveness of litigation 

as a means of collection verses giving a discount.
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8 Effectiveness of the post what now? decision in debt 

collection 

On B2B transactions if you can’t get to speak to people on the phone 
and they are not interested in negotiating, but then they usually are, 
then you have to go to court... We go as far as we can, we are 
patient, we make phone calls. The collectors are trained. They 
understand about escalating either up the levels in the larger 
companies or escalating the tone of the negotiating when talking to a 
one-man band and trying to go round to get paid before others 
(Aaron, debt collector). 

But if you know they are going to take their time you accept that, you 
don’t go knocking the door down because they are two days late, you 
build that in your business plan… You have just literally got to say we 
are not working for them and unfortunately, now the days of sorting 
out yourself are getting less and less. The days of just going and 
knocking someone’s door in, you just can’t do that, unfortunately 
(Haberdasher, owner of construction company). 

8.1 Introduction 

I concluded Chapter 7 by restating that my research findings suggested that 

communication was key to collection. When communication stalled, suppliers 

considered their options, resulting in a formal or informal process being adopted 

if the debt is to be pursued (figure 1.1). I define a formal process as one that is 

framed by codified regulatory systems. By default, a formal process requires 

specialist knowledge that may not be available in house for a small or micro 

business, thus requiring external assistance. Formal processes are primarily the 

use of collection agents and litigation, whether in house or via a third party. 

Conversely, I define an informal process as one that is not subject to codified 

regulatory systems. As a result, informal systems are more easily applied 

internally and with little specialist skill or knowledge. Informal processes 

encompass agreements for extensions in the time to pay and/or a discount on 
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the original debt, or the appointment of external advisors. In worst case 

scenarios the supplier may simply decide to write the debt off.  

Chapter 7 introduced the formal and informal techniques used by interviewees. 

This chapter addresses the third of my subsidiary questions: How effective do 

small businesses find formal and/or informal collection processes in collecting 

trade debts?  

In Section 8.2, I explore the effectiveness of formal processes in the form of 

statutory demands and litigation. In turn, section 8.3 examines the effectiveness 

of informal collection processes. I consider the use of unique processes 

adapted by individual interviewees as well as the use of name and shame, 

intimidation, discounts and/or time to pay arrangements. Section 8.4 compares 

the effectiveness of the various decisions made by respondent businesses. In 

so doing, I contrast the use of formal processes versus informal processes to 

post-what now? collection and whether one, or an amalgamation of 

approaches, leads to better results. I conclude this chapter and the second part 

of this thesis in Section 8.5 with a summary and initial conclusion of my findings. 

8.2 Use of formal collection processes 

When a supplier decides that initial informal persuasion processes have failed, 

the what now? point is reached. The collection process will usually continue to 

be incremental, as explained by Aaron at the start of this chapter. Therefore, the 

supplier will need to decide how to proceed and whether/when to escalate the 

collection techniques used. 
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As the SBC is a relatively new measure having only come into being at the end 

of 2017 my data does not reflect its use adequately; I therefore concentrate on 

the longer established routes of statutory demands and litigation. 

Statutory demands 

Section 7.5 introduced the use of statutory demands as a collection method 

used to re-engage the buyer in settlement discussions. Where a buyer fails to 

engage, the supplier may apply to the bankruptcy courts to have the buyer 

wound up. Statutory demands were repeatedly cited as a cost-effective means 

of re-engaging buyers or speeding up the collection process. Aaron, an 

experienced debt collector, explains that: 

We would look at using the insolvency route now since the court fees 
have increased so much… because to put [a] £10,000 [deposit] on 
the table upfront [to cover legal fees] for some of our client’s is quite a 
commitment. You’ve got to be ready to lose them, so ergh yeh if 
you’re lucky enough for your case not to be ergh disputed you might 
as well go the winding-up way… [We would issue a statutory demand 
and 21 days later go straight for winding-up proceedings in the 
bankruptcy courts] because you go the cheaper route for the client, 
but the conditions have got to be right for the client. You have to be in 
England and Wales, not Scotland or Northern Ireland. You’ve got to 
be, have a good enough evidence that the debt is not disputed so 
that if you have to go to a hearing so that your stat demand is not 
dismissed and that you stay in there. It’s an effective route but again I 
wouldn’t go printing stat demands willy nil, it’s really got to be a case-
by-case strategy (Aaron). 

Haberdasher, an owner-manager of a small construction company, cited 

several successful cases where he had used a statutory demand to unblock 

stalled payment negotiations. One of the tactics used was to tell the buyer that if 

they failed to pay, Haberdasher would not be able to continue trading. The 

resultant effect of non-payment would lead Haberdasher to commence 

voluntary insolvency proceedings against his own business due to its inability to 

settle its debts. Haberdasher then warned that if this happened, the 
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administrator or liquidator would also commence proceedings against the buyer 

who had not paid. Haberdasher was in effect playing prisoner’s dilemma (see 

Section 3.4; (Wood, 1999; Cook, Hardin and Levi, 2005; Ariely, 2016; Peterson, 

2017)) by stating that if the buyer paid the debt, both companies could continue 

to trade, but if the buyer refused to clear the debt both companies would enter 

bankruptcy proceedings. If this initial warning did not work, Haberdasher would 

proceed to issue the statutory demand. He believed that statutory demands 

were powerful weapons that have the effect of equalising the power differential 

between the supplier and the buyer, especially if the buyer was a large 

company or plc. 

They think that because they owe you the money, they have the 
upper hand. They have a lot more to lose than you…We have just put 
winding-up orders [statutory demands] in against people, quite often 
as soon as they get that they just pay. Because they’ve got too much 
to lose as well (Haberdasher CdbSm). 

By way of example, Haberdasher recounted one occasion that he had used the 

technique to reset the power differential against a large buyer. 

We had a bloke in Manchester who just pissed us about, he had a 
[main dealer] garage so we just did it for the laugh. And erm when we 
actually served the winding-up order on him, he said this is out of 
order, this is not how we do things you haven’t warned us its coming. 
We said well you told us you weren’t paying so where’s the garage 
thereafter? You obviously don’t value your showroom which you have 
just spent £200k on. You just think that £10k will just get written-off, 
big company mentality, you’ll just keep it, happy days but obviously 
your whole business structure is not worth £10k to you so you might 
as well just put it under. You know he called us all the names under 
the sun. I think you better stop now. We don’t care now whether you 
pay or not because I would rather put you under out of principle 
(Haberdasher CdbSm). 

Quintus, an owner-manager of a small creative company, also used statutory 

demands extensively. On one occasion whilst working as a sub-contractor, he 
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became aware that the ultimate client, a hotel that made payments outside of 

regular business hours, was a poor payer which resulted in the main contractor 

suffering cash flow problems. 

On one occasion they [the hotel] paid their supplier, they paid money 
due to us and the supplier had to give us a cheque to us at 3 am and 
I had knowledge that he had nothing in his bank account and that 
cheque would go in and out very quickly and on that occasion I, 
because it was the early hours of the morning and because our bank 
was quite close, we sat up until they opened and we walked around 
to the bank and asked our bank manager to go around to the other 
bank, to walk the cheque around and ask the other bank manager to 
clear it on the minute so that on the minute when they came to cash 
the cheque they couldn’t because we had cleared the account out. 
Erm and that was threatening because there were 50-100 Irish 
labourers waiting for their salary and of course they couldn’t have it, 
so that was a nasty one. That really was a nasty one and it was that 
company that I think I put the winding-up notice on to collect the 
balance of the money and erm and we eventually we went to court 
and the judge ordered the payment of money in one or two weeks 
and it was very quick with 10-15 days we were in court (Quintus 
CdSm). 

In a further instance, Quintus obtained judgement via a statutory demand 

against a large international buyer for non-payment. 

Again, in the hospitality business, a supplier who asked us to do 
some work for £8,000 and they refused to pay. Wouldn’t pay and I 
believe we instructed our solicitors to wind up. [The solicitor] put a 
stat notice in, went through advertising in the times and they still 
wouldn’t pay, didn’t understand what was going on because they 
were an American company. The solicitor said I am coming around 
and they said why? and the solicitor said I am coming to sit in your 
chair as I am just about to take over your company. They said you 
can’t do that and I said I can because I have judgement and if you 
don’t pay, I will be processing your company and all its assets. It was 
an American MD chief executive who had no knowledge at all and 
they did pay the cheque a bit sharpish so that was an interesting one 
and again the law worked. But again, today as we all know it is a very 
expensive thing to do and that is the upsetting thing (Quintus CdSm). 

These three cases illustrate the use of non-violent threats and intimidation to 

supplement the actual process of serving the statutory demand, with all three 
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resulting in settlement. Haberdasher and Quintus took non-payment as a 

personal attack considering it to be disrespectful. This then triggered an 

adversarial approach to collection founded in revenge (Moeller and Sandberg, 

2017). Haberdasher stated that on occasions ‘you actually became a little bit 

spiteful. I would rather not have the money now; I would rather see your 

company fold’. Haberdasher and Quintus both used the threat of statutory 

demands to equalise the power differential between supplier and buyer, with 

both interviewees following through with their threats if the buyer failed to settle. 

Imogen, an experienced lawyer explained the effectiveness and risk of taking 

this type of action. 

We used to do a lot of stat demands for the average debt of £2.5k 
and stat demands used to be a very effective route even if it is only 
bringing a debtor to the table, because there is no court fee involved 
in it, erm. It’s an out-of-court process, unless there was a very clear 
dispute that was already apparent between the parties that would be 
our go-to procedure…I think it can be a risky process and if they [the 
supplier] make an application, if it’s an individual [the buyer] and they 
[the buyer] make an application to step aside the stat demand, then 
the client [supplier] is exposed quite quickly to cost. And the 
bankruptcy court will then decide that this is not the correct forum to 
deal with recovery and they are only going to decide if there a 
trailable issue there. They [the bankruptcy court] are not going to dig 
down deep into the erm, the whys and wherefores of the case. I still 
regard it as a very useful tool (Imogen). 

Statutory demands from both professionals’ and suppliers’ perspectives 

appeared to be an especially useful and cost-effective tool to level the power 

differential and reignite conversations towards settlement. From personal 

experience, statutory demands do not guarantee full settlement, but they do at 

least focus the buyer into agreeing on some form of payment structure. 

Payment is then made either over a defined period with a discount on the 

original sum owed, and often both. Aaron and Imogen both warned, however, 
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that statutory demands cannot be used on every occasion, especially if there is 

a risk that the buyer can convince a judge that a dispute exists between the 

parties. The bankruptcy courts do not evaluate whether the dispute is valid and 

pass the matter on to the normal court process. 

Litigation 

Both questionnaires asked respondents if they had embarked on litigation. Of 

108 respondents who had reached the what now? point, 23% had commenced 

litigation, at some point, for non-payment of commercial debts. These findings 

are consistent with the 2019 Lloyds Bank monthly business barometer survey 

which found that 24% of respondents had taken legal action for late payment 

(White, 2019). Money Claim Online18 (MCO) is designed to simplify and expedite 

the court process so that solicitors are not required thus reducing collection 

costs. MCO or in-house systems were used by 64% of litigating respondents to 

questionnaire two, with the remainder using an independent solicitor. Some 

interviewees had had a poor experience of MCO, finding it time-consuming and 

tortuous, leading them to think twice about using it again. Ursula recalled one 

such case. 

We went to MCO and I wish we hadn’t started it. It was awful and it 
would put me off of doing it ever again. It was a very long-drawn-out 
process. I don’t think it was conducted properly. The person [buyer] 
didn’t submit all their paperwork in on time so by rights it should have 
gone against them for not submitting on time, but it carried on. My 
manager was going to give evidence in the court room, and it was 
very unpleasant. The amount wasn’t really that much when you think 
about the time, lost cost to the business. It wasn’t worth starting it but 
at the time you didn’t know (Ursula CbSm). 

 
18 Money Claim Online is an web-based service administered by Ministry of Justice to 
commence and track litigation (HM Courts and Tribunals Service, 2017). 
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The court made allowances for the lack of experience of the defendant who had 

not prepared the case papers in a format acceptable to the judge. This is not 

always the case, as Danarius discovered when his case proceeded through the 

small claims track of the County Court. 

I had a solicitor a few years ago that we ended up having to sue erm 
and amazingly the court notes and the court directives were actually 
shocking. We just went in in chronological order, but we didn’t realise 
that we had to write the story a bit like I did in the [previous] 
arbitration in which I did write and say we did this. But we didn’t do 
that and nor did the solicitor and we got to court, and the judge was 
utterly rude. I sat there and my jaw dropped, and I thought I nearly 
walked out of the room. But I nearly stood up and gave her a 
bollocking for giving us such a rude bollocking in the first place 
because I don’t care. Because at the end of the day you are a civil 
servant, and you may think your God but you’re not. But we kept 
asking for direction and help from the court clerks who were 
absolutely useless. But we both left with our jaws dropped. She 
kicked us out the room. And we sat down, a guy I had never met, and 
we talked a bit and we kind of got through most of it. But the legal 
process was of little, actually no use whatsoever (Daranius CdbSm). 

In Daranius’ and Ursula’s cases, the simplicity of access to justice was not an 

eventual reality. From Ursula’s perspective, the rules were changed to the 

advantage of the buyer, who may or may not have been experienced in the 

legal process. In Daranius’ case, however, both parties had previous legal 

experience yet had not presented the case in the format the judge required. 

MCO is designed to simplify proceedings, yet both judges required papers in a 

set format. This introduced a layer of complexity into the proceedings. If these 

examples are consistent with the experiences of others, it can be argued that 

the system is as much a part of the problem (see Section 3.3) as the claim 

itself. Kate and Macbeth had the least business experience, and both 

considered the MCO processes too complicated and offering a low probability of 
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success. They decided to approach the SBC for assistance instead (see 

Section 7.5). 

If a case is contested, it may be referred to the County Court and fast-tracked 

using the small claims procedure. Some interviewees did report positive 

experiences of the small claim procedures, using it as a vital part of the 

collection process. Calphurnia, an accountant for a small construction company, 

found that issuing court papers made buyers realise that her employer took debt 

collection seriously and the buyer would generally settle, although there were a 

few instances in which the defendant filed for bankruptcy. Faulconbridge, a 

small business owner supplying labour, had been to court on a couple of 

occasions, once as a McKenzie Friend (UK Government, 2020) and once to 

cause inconvenience to a public body that had not paid its bill; a public body 

cannot be sued using MCO (Cabinet Office, 2015). In the first instance, while 

Faulconbridge’s friend received a settlement, it was not until sometime later as 

the buyer entered insolvency. In the second instance, the buyer was a public 

body. 

So, I said we will have some fun with it because I know they will pay 
eventually, but they are so rigid in what they do and so slow that I 
was getting a bit frustrated in running around in circles round the 
credit team going yeah, but you haven’t paid, and you need to pay so 
I took them to a small claims court. I thought yes, I could take legal 
advice but you know I have been in business a long time so I will take 
you to small claims and embarrass you into paying and it works. They 
had our forms in that basically said we’re going to and clearly no-one 
wanted that on their desk, and it just shot up the ranks and someone 
picked up the phone and said I’m so sorry. I’ve authorised it today 
(Faulconbridge SlMi). 

On this occasion, the interviewee used the threat of action to embarrass the 

buyer into restoring the power imbalance leading to settlement, even though he 

could not have proceeded with the actual case. It was also noticeable in the 
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intonation used by Faulconbridge that an element of emotion and revenge was 

being interjected because of the breach of trust to pay for works requested (see 

Section 3.4) (Korobkin and Guthrie, 1994). 

Winning at trial is only part of the battle. If the buyer still does not pay, the 

supplier needs to begin a separate enforcement process. Aaron, a debt 

collector, cautioned that it was rare for a defendant to pay on losing a case 

because either they never had any intention of paying or were unable to pay. If 

they do not pay due to insufficient funds, the claimant must begin enforcement 

proceedings, potentially resulting in the defendant’s business being wound up. 

Where the defendant is simply unwilling to pay, they deliberately wait until the 

High Court Bailiffs attend, at which point the defendant tries to negotiate longer 

payment terms to which it may subsequently not adhere. 

Daranius, who owned a small construction company, cited a case he had 

recently won against a managing agent. Had Daranius undertaken credit control 

processes, he may have realised that the agent, despite being a sole trader, 

carried on his business via a different legal entity. 

We never really identified it was just an organisation and that [it was] 
the officer we had presented it to. Went to court we found there was 
nothing to exercise it to because we hadn’t done it to the right one. 
Their credit score has somehow gone right through the floor so 
somehow it's acknowledged to the outside world, but to the inside 
legal world it’s not a lot further. We have had to have our own 
judgement set aside, go back in using the correct details which to me 
surely the person that we had issued it to had a duty to say I’m not 
the right person to do it and it should still stand on that basis. I guess 
as he is in the organisation, it’s not like we’ve gone to a completely 
different company that doesn’t have a duty to the other one. But the 
net result is that I’m waiting for it to go through all over again, go 
through the process which is another few hundred quid (Daranius 
CdbSm). 
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When Daranius commenced the enforcement process, he found that the buyer 

traded under a different name, necessitating restarting the legal process. This 

case highlights the importance of knowing your client (see Section 4.3) and how 

a client will allow a process to proceed knowing it will fail in an attempt to gain 

time or that the supplier will cease further action due to accumulated costs. In a 

case brought and won by Quintus, the owner of a small creative agency, 

against a Bulgarian company, the enforcement process was more complicated. 

Quintus had to apply to the Bulgarian courts to accept the UK ruling. Once 

granted, enforcement began in Bulgaria but, due to the length of time the 

process had taken through the UK and Bulgarian courts, the buyer had entered 

administration, resulting in Quintus receiving nothing. 

As we have seen in the case of statutory demands, litigation is primarily used to 

restart negotiations with the buyer with the intent of achieving settlement. 

Litigation is, therefore, used to restore the power differential resulting from the 

buyer’s non-payment. Aaron, an experienced debt collector, stated: 

When you do start getting into debt there might be a handful of 
devious people out there. It’s not really the bulk of the debtors, 
people get into debt because of sad circumstances most of the time. 
ergh and you know if you could have money, make money to pay 
your debts your happy. Everyone is happy to get a big wad of money 
out of their pockets and to pay their bills (Aaron). 

The implication is that most buyers want to pay their debts, but some are unable 

to do so. A failure by the buyer to admit their inability to pay may result in them 

being sued for the full unpaid sum plus costs and interest. Conversely, a 

minority of buyers may play liar’s poker (see Section 3.4) to reduce the original 

debt, thus obviating interest and the supplier’s debt collection costs. Very few 

parties take the matter as far as a hearing in court (Korobkin and Guthrie, 
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1994). The Jackson Report (2017) found that 83% of cases were settled before 

reaching court. Figures published by the Ministry of Justice in 2011 reveal that, 

in 2009, 74% of issued cases resulted in judgement by default, acceptance and 

determination. The same report also found that less than 5% of issued cases 

reached the hearing/judgement stage (Figure 8-1). The idea that a case that 

goes to trial is the result of a debtor with insufficient funds is supported by the 

results of the questionnaire respondents (see Section 8.5). To fully understand 

the significance of these findings, we would need to understand the reason a 

debt had not been paid before trial. This is an area not covered by this thesis 

and a topic recommended for future research to examine the hypothesis that if 

cases that proceed to court are the result of a buyer’s inability to settle the bill is 

correct, the post-trial settlement results in the buyer adopting pecking theory 

(Paul, 2010) thereby prioritising the court settlement in preference to the 

payment of other creditors. 

 

Figure 8-1 The 2009 Civil Court Process (Ministry of Justice, 2011, fig. 1) 
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Another reason for settling before trial is the cost of collection, which is linked to 

some suppliers deciding to use informal collection routes such as discounts and 

extended time-to-pay. Imogen, an experienced debt collection solicitor, reported 

that, especially with small claims, clients should always try to settle as soon as 

possible because it is not cost-effective to go to trial. 

We do have clients that want to proceed as a matter of principle but, 
it’s not something we encourage at all because at the end of the day 
whilst they feel at the beginning of the claim that they want to press 
on, their legal costs are more than they are actually claiming nobody 
is going to find that palatable (Imogen). 

Interviewees who had begun litigation stated that decisions to settle out-of-court 

were often based on the fear of the unknown such as the gamble of whether 

they would be able to recover their escalating costs. Quintus, an experienced 

litigant who estimated that over his 50-year career he had probably sued over 

500 businesses for non-payment, said that in the early years of his career legal 

fees were relatively low and thus it was always worth pursuing a debt. At no 

point did fees outstrip the original debt and even when fees were contested 

after trial, the write-off was minimal. Quintus asserted that more recently, and 

despite solicitors estimating their fees at the outset, there was always a reason 

for costs to escalate which often outstripped the disputed debt. 

Despite there being some buyers who may have a genuine reason for not 

settling their outstanding debts, I postulated in Chapter 3 that some play a game 

of liar’s poker to reduce the total to be paid. Liar’s poker is a game of power in 

which the buyer tries to minimise the sum to be paid to the supplier using the 

legal process. As suggested by Imogen, in cost-effective terms suppliers should 

accept a discount rather than go to trial. Nathanial believed that large 

companies have the financial capacity to pay lawyers to stymy the legal process 
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to the point where a smaller claimant would cease action, yielding the larger 

company a significant advantage in negotiations. It is not just larger companies 

that do this. Lavinia, whose business partner disliked the stress associated with 

litigation, ceased trading, resulting in the partnership being ended. Lavinia 

continued with the case but soon realised that the defendant had previous 

experience of non-payment and the small claims route. Completing a cost-

versus-benefits appraisal, Lavinia dropped the case when the cost of the time 

spent exceeded the claim amount. 

Quintus and Daranius both believed that a debt below £100,000 is not worth 

pursuing due to irrecoverable legal costs. This figure is similar to the findings in 

the Jackson Report (2009). Octavius and Quintus both had experiences of 

going to trial and settling on the courtroom steps for sums that resulted, after 

unreclaimable legal costs, with a zero-net gain, as demonstrated by the 

equation in Section 3.4: 

Do <= (Ds + Ir + P + Lr) – (Ii + Ls + C + R)s 

While Octavius and Quintus firmly believed at the outset that they were owed 

money, their bullishness had receded by the time they got to court. The fear of 

losing at trial and having costs awarded against them, or of the unreclaimable 

costs of progressing to trial exceeding the net result leading to Do < 0 (where Do 

is the original debt) diminished their confidence in winning. Following rational 

actor settlement theory,  

if an offeree views accepting an offer as a gain, he is likely to prefer 
settlement – the less risky alternative – to trial; if he sees the offer as 
a losing proposition, he is likely to prefer trial – the more risky option 
(Korobkin and Guthrie, 1994, p. 109).  
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The thought of a pyrrhic victory in which the only real winners were the lawyers, 

was a cause of resentment amongst interviewees and questionnaire 

respondents, with half of them stating that solicitors’ fees influenced their 

decision whether to proceed with the case. 

To address the inhibiting effects of costs in the legal system, Jackson (2017) 

recommended cost capping, similar to the procedures used in the IPEC (see 

Section 3.3). In theory, and whilst sound in principle, the cost capping approach 

does not match the experiences of interviewees. For example, where a supplier 

was awarded costs lower than the sums that they had incurred during the trial. 

The unsuccessful party in the proceedings, if ordered to pay the 
successful party’s costs, is only required to pay an amount for costs 
reflecting what would be a conventional amount, with any difference 
to be borne by the successful party (Jackson, 2009, p. xviii). 

As per Aaron’s statement above, the reality of litigation is that solicitors’ fees are 

estimated and payable in full and in advance of the trial (Matthews, 2013). A fair 

number of Imogen’s clients would not proceed with a case on a cost-versus-

benefits basis where the sum claimed was below £5,000. In the case of Edgar’s 

(an accountant) client, £50,000 in legal fees were incurred pursuing multiple 

debtors. In total around £300,000 was owed but only £6,000 was eventually 

recovered. Edgar’s client increased their losses from £300,000 to £344,000 by 

taking legal action. Therefore, I conclude that the recovery rates on small debts 

are so low that, on balance, it is cheaper not to pursue them. Imogen did, 

however, have one client that had a zero-tolerance policy and litigated every 

case over £200, irrespective of the cost. 

We do have some claims for very small amounts and there is no 
other option than to issue county court proceedings. Most of them we 
get judgement that the client sits on and hopes that one day they will 
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want to remortgage and need to get their credit score improved and if 
they come out the woodwork five years down the line and offer to pay 
just to get rid of the judgement. My client knows that on a £200 debt 
turns into a £400 debt once all the costs are added to it. A bailiff isn’t 
going to get very far enforcing it so that’s really the only options to 
consider. With regards to enforcement because anything else just 
incurs more court fees which range from £00 for 3rd party debt orders 
and that kind of thing. So, the client just uses it. I do have one client 
that just wants to get judgement in the hope that it’s protected his 
position and that the client will come out of it in a couple of years’ 
time (Imogen).  

Imogen was not aware whether this policy was cost effective in the long run or 

whether it was used to deter other buyers from defaulting. 

In the second questionnaire, I asked respondents who confirmed reaching the 

‘what now?’ point whether they had commenced legal action. The question had 

six closed responses, three relating to yes and three to no. The majority (77%) 

of respondents did not commence litigation. Of these, 41% reported that they 

did not need to, and 59% that they believed litigation was either too expensive 

or that they would not win the case. One respondent said that it was ‘too much 

hassle for a relatively small amount, with an uncertain and possibly costly, 

result’ (10.520.717.945). The high number of respondents unwilling or unable to 

use the legal process to collect debts is cause for concern. Regulatory systems 

designed to protect and discourage payment abuses do not appear to garner 

the confidence of victims and are therefore not working in the desired manner. 

8.3 Informal collection processes 

In the previous section I discussed the use of formal collection processes. 

Interviewees considered litigation to be expensive with a low chance of 

success, thus it was used primarily to restart informal negotiations for 

settlement. This section considers informal collection approaches which may be 
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used before, after, or in tandem with formal processes. I commence by 

considering the effectiveness of suppliers’ ability to obtain payment by adopting 

novel approaches that may be industry specific. I then review the alternative 

informal processes of ‘name and shame’, violence/intimidation. I conclude by 

outlining the effectiveness and use of the more widely used informal processes, 

namely respondents’ use of discounts and extended payment terms. 

Restoring the power differential 

As seen above and in Section 6.2, Patience advocated taking time to complete 

upfront credit control checks (see Appendix 11.5) before taking a new client on 

as ‘not every sale is a good sale’. She believed that, in some instances where a 

buyer did not pay an invoice, it was because their client had, in turn, not paid, a 

view expressed by other interviewees (notably Aaron and Calphurnia). In such 

instances, Patience would advise her buyer on debt collection techniques or 

would help by sending copies of debt collection templates for them to use. 

Calphurnia took a similar approach, advising clients who were unable to pay 

their bills that voluntary insolvency could be a choice. This approach shows a 

desire to work with and to keep a valued client with both parties encapsulating 

their mutual interest (Cook, Hardin and Levi, 2005; Shapiro, 2012). 

In Section 7.3, I described how Faulconbridge had pitched for new work with an 

existing buyer whilst spending considerable time phoning and emailing in 

pursuit of their unpaid bills for earlier projects. Faulconbridge and Nathaniel 

were fearful that threatening or beginning litigation against their existing buyers 

would reduce their chances of winning new work, seeing themselves in a weak 

bargaining position. This weakness can turn to strength once the supplier is 

awarded additional works. The supplier can, for example, use the buyer’s poor 
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payment history to ask for more favourable terms on future works or to settle 

any outstanding account. Once Faulconbridge had the contract, she took the 

opportunity to use leverage with the purchasing department (that had not paid 

for the additional works on the earlier order) by refusing to commence the new 

contract until the previous invoice had been settled. In this case, the power 

balance had shifted from the buyer to supplier as a result of the withholding 

sanction (Troya-Martinez, 2017). 

Conversely, and in a separate instance, Faulconbridge had been contracted as 

a tier-two supplier to a government department. The department asked 

Faulconbridge to supply additional works. Due to the contractual agreement 

between the tier one supplier (Faulconbridge’s client) and the Government 

agency (the tier-one client), her company was forced to adopt the existing tier 

one contractual terms19. This resulted in her losing any leverage to negotiate 

more favourable terms. In the former case, Faulconbridge used mutual 

communication to reverse the power imbalance between their small company 

and the large public company. In the latter case, the Government exercised its 

power to decide the contract variation. In both cases, Faulconbridge and indeed 

other respondents placed their trust in the buyer, based on an ongoing 

relationship supported by a contract to undertake work. The interviewees 

expected that their desire for payment would be honoured, reflecting the 

encapsulation of their interests into the interests of the buyer for the additional 

works (see Section 2.2) (Cook, Hardin and Levi, 2005; Shapiro, 2012). These 

 
19 Large contracts may consist of supply chains with multiple tiers of suppliers, each supplying 
services to the tier above while employing the services of businesses (the tier below). While 
suppliers at the top of the chain may be bound by the contract and payment terms of the 
ultimate buyer, the contract terms may change further down the chain (Designing Buildings 
Wiki, 2019). 
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examples where additional works are requested reflect that this is not always 

the case. Trust given by suppliers is not honoured by buyers in such 

circumstances. This is because the initial trust in the original contract is not 

transposed into the additional works required in the contract variation (see 

Section 7.3). Before undertaking the additional works as an amendment to the 

initial contract, suppliers need to reappraise the trustworthiness of the buyer. 

These examples demonstrate that, in some instances, a supplier may have an 

opportunity to exert power over the buyer to ensure that their terms are adhered 

to and incorporated into the contract.  

This said, there are two warnings that I must highlight from experience. Firstly, 

large companies have multiple faces represented by multiple departments. For 

example, the staff in the buyer’s purchasing department may have an incredibly 

good and potentially personal relationship with the supplier developed over 

many years. The staff in the buyer’s procurement, legal and accounting 

departments may not share the same empathy for the contract or the supplier. 

This is especially the case where such functions are outsourced or operated by 

artificial intelligence systems. The supplier thus runs the risk of alienating their 

contact in the buyer’s purchasing department if they are too rigid in demanding 

all paperwork (purchase/variation orders) before undertaking the additional 

work. 

The second point is that even where the staff in purchasing make promises of 

payment, they still may not be trustworthy. This could be because the purchaser 

does not have the authority to commit the buyer to the contract. For example, a 

buyer may subcontract purchasing to an external service provider. The 

subcontracted service provider will assign an employee (the purchaser) to make 



Effectiveness 

 
286 

procurement transactions on behalf of the buyer. The employee, without full 

knowledge of the contractual arrangement between their employer and the 

buyer, may be unaware of any limits in their authority to approve variations on 

the buyer’s behalf. In this instance the purchaser may be untrustworthy – even 

though the supplier may not be aware of this. This is very common in large-

scale construction contracts. Thus, the power that the supplier may think it has 

can be dissipated by the buyer’s deliberate inefficiencies or manipulation to 

confuse. The supplier in such instances would need to undertake very 

expensive litigation against the subcontracted purchaser and the buyer 

potentially on a joint and several basis.  

Novel approaches 

The most obvious way of avoiding a late payment or bad debt is to require 

payment in advance of delivering the goods or services. This may not be 

feasible in all circumstances due to the nature of the work, power differentials 

with the buyer or market norms (Gyimah, Machokoto and Sikochi, 2020). After 

experiencing delays and late payments, Nathaniel considered ceasing to trade 

and returning to full-time employment. Instead, he decided to evaluate the cash 

upfront approach. He built an App that logged contracts, incoming payments, 

workflows, milestones and when payments could be released from the escrow 

account used to hold buyer’s money. Testing the App on a couple of clients, he 

found they were so impressed with the programmes functionality and ability to 

monitor advance payments that they enquired about using it in their businesses. 

In trying to solve the problem of late payment, Nathaniel stumbled on a possible 

solution resulting in a potential new business venture. 
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Octavius’ company, which created bespoke software for buyers, also 

successfully created a potential solution to the late payment problem that 

became a lucrative income stream. Where the client was unable to pay for the 

software, Octavius kept the intellectual property rights, which in turn became a 

balance sheet asset. Octavius was then able to licence the use of the software 

to the buyer and other parties, creating a lucrative additional income stream. 

Depending on the end agreement, Octavius either kept or shared the income 

with the original buyer. The original buyer was incentivised to ensure the 

longevity of the intellectual property by helping with and making 

recommendations for, future upgrades. In some instances, Octavius built a ring-

fenced earn-out clause into the contract, thus enabling the original buyer to gain 

ownership of the IP once a specific return had been achieved. This approach 

also enabled Octavius to claim lucrative Research and Development Tax 

Credits worth up to 230% of the cost of creating the software (UK Government, 

2018). 

Octavius had an impressive understanding of the root cause of buyers’ payment 

problems. He found that some smaller buyers were unable to resell the product 

they had commissioned from him because of their size – such as when the 

buyer was new to the market and failed the onboarding criteria of an 

established buyer further up the supply chain. In this instance, Octavius, who 

was already established in the marketplace, would in effect leapfrog his buyer in 

the supply chain, taking on the role of supplier for and on behalf of his original 

client. Such an approach is not dissimilar to the concept of obtaining an implicit 

stake in the buyer’s business put forward as a reason for offering trade credit 

(see Section 2.3) (Lee, 2000). Octavius claimed the returns of a non-payer who 
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entered such arrangements were so lucrative (a £100 unpaid debt could lead to 

a £2,000 income stream), that he almost wished more clients did not pay so that 

he could repossess the IP his company had created. 

Nathaniel and Octavius supplied IT services; their approach to debt collection 

was unique to the creative industries. A more generalisable solution is 

supporting a buyer through a difficult period and, counterintuitively, extending 

credit terms. Bagot took this approach with a valued client that had suffered 

cash flow problems because of bad debt. Bagot took an implicit stake in the 

buyer’s business and then worked with them and the buyer’s other suppliers to 

ensure business continuity. Bagot eventually received full payment and kept a 

client who subsequently grew to become a very profitable source of income in 

the following decade. 

The principal theme in all three cases above is that, despite the what now? 

point having passed, communications not only remained open, but the supplier 

continued to look for ways to enable the buyer to pay and, in so doing, removed 

excuses for non-payment. By taking this approach and playing the prisoner’s 

dilemma game (see Section 3.4 (Wood, 1999; Cook, Hardin and Levi, 2005; 

Ariely, 2016; Peterson, 2017)) for mutual benefit as opposed to personal gain, 

the supplier and buyer encapsulated each other’s interest (see Section 2.2 

(Cook, Hardin and Levi, 2005; Shapiro, 2012)) and in so doing enhanced their 

mutual trust in a win-win scenario. A buyer that uses the principles of liar’s 

poker to mitigate settlement by refusing to engage in communications with the 

supplier has little regard to a future relationship between the parties.  
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Name and shame 

As per Section 3.3, other techniques were commented on by interviewees, 

including naming and shaming (Vago, 1954; Ayes and Braithwaite, 1995); this 

principal tool is currently available to the SBC (see Section 4.2). In the first 

review of members of the PPC, twelve members were suspended and five were 

removed (The Construction Index, 2021). Proposed extensive new SBC powers 

were announced in June 2019 by the Small Business Minister, including the 

ability to levy fines against persistent late payers (Tolhurst, 2019a) with a 

consultation paper being released by BEIS (2020). Publishing the quantum of a 

fine allows stakeholders to compare the severity of the offence to other named 

businesses, giving a richer level of detail for future suppliers to consider. 

Suppliers can also name-and-shame through the press. Lavinia, a respected 

public relations consultant, acted for the supplier in a dispute between two well-

known and highly respected companies regarding an outstanding debt. She 

was known to both companies and engaged to issue a press release about the 

case in the event the court found in the supplier’s favour. The buyer, aware of 

this, settled the day before trial, mindful of the potential reputational damage. 

Lavinia found such name-and-shame tactics useful because of the publicity 

surrounding the losing party and consequential reputational damage. Press 

releases also generate a nuisance factor for the buyer as journalists seek 

corroboration and/or comment on the case. 

The principle of naming and shaming, or embarrassing compliance is nothing 

new. Aaron (a debt collector) recounted a story about the Spanish Cobrador del 

Frac (Burgen, 2013) that were debt collectors dressed up in a black frock coat, 

top hat and carried a black briefcase with debt collector emblazoned on it. The 
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Cobrador follows a can pay/won’t pay debtor around, standing outside their 

premises or behind them in restaurants. At no point does the Cobrador interact 

with their target other than giving them a business card with contact details. 

Aaron was aware that in India suppliers, might hire a eunuch to visit debtors. In 

Indian culture, eunuchs bring good or bad luck so paying a supplier is perceived 

as bringing good luck. In the UK in the 1970s and 80s, a more unpleasant 

approach was used where the debt collector would sit in a buyer’s premises 

dressed in clothes with an obnoxious odour until the buyer paid (Clapperton, 

2003). Intimidation in debt collection is illegal in the UK under section 40 of the 

Administration of Justice Act 1970. Despite the Acts existence this does not 

stop intimidation (Stănescu, 2021) from existing as I shall now explain. 

Use of violence and intimidation 

In debt collection terms, a reaction to non-payment may be legal (see Section 

8.2), creative (as demonstrated above by Nathaniel and Octavius) or illegal 

(Calphurnia’s and Haberdasher’s use of force see below). Physical intimidation 

against a person or property has similarities to the use of naming and shaming. 

Both methods involve the use of a threat to harm leaving a mark for society to 

see. Physical action against a person or object may leave a permanent scar but 

will have a negligible impact on a corporate body, especially if the business is 

insured. Symbolic violence (see Section 7.3) in the form of naming and shaming 

attacks the buyer’s reputation, leaving a permanent scar in a business’s 

informational biography. 

One respondent (10.521.883.681), a micro-business, did not offer extended 

payment terms or discounts and was owed debts that varied in size between 

£1,000 and £10,000. Asked about whether they had ever felt intimidated when 
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trying to collect an overdue debt, the response was ‘I gave as good or better 

than I was given […] what now. Then the verbal abuse and violence comes 

from me’. The respondent claimed that litigation was not worth pursuing and so 

used the services of ‘criminals’ as a more effective collection technique, 

resulting in debt recovery between 60 and 90 days. This respondent claimed 

that they worried about trade debt constantly; it affected sleep and family life as 

the debt was, to them, significant. From the comments made, the use of force 

was a standard approach and there have been press reports of similar 

approaches such as a builder who smashed up the hotel he had helped build 

when he thought his wages had not been paid (Kirkham, 2019). The word 

criminal was mentioned a few times by interviewees and respondents, all in the 

construction industry. Despite the word being synonymous with an unsavoury 

outcome, it may have been used colloquially in the construction industry to instil 

fear. 

Despite its illegal nature, Calphurnia, Haberdasher, Quintus and Ursula all 

talked about the use or threats of violence in debt collection in the construction 

sector. The use of violence to settle disputes may be a naturalistic reversion to 

pre-regulatory times (see Section 3.3; Chasi, 2014) or a default position when 

one or more parties feel impuissant. Parties may ‘engage in abusive practices in 

order to maximise collection and restore their economic situation’ (Stănescu, 

2021). Training staff on how to react to non-payment or threats and to have 

robust credit control and debt collection systems and policies in place is 

explained by inoculation theory (see Section 3.4) when used defensively (Miller 

et al., 2013; University of Canberra, 2017). For example, Haberdasher 

telephoned a debtor to warn them that he was going to visit their homes at the 
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weekend to collect the debt. Taking this course of action, he hoped, would 

lessen a conflict situation, and hopefully result in payment on or before his visit. 

A risk of inoculation theory is that individuals may become ‘psychologically 

aroused’ (Miller et al., 2013, p. 130) increasing perceived threats; the individual 

starts to look for confrontational situations. 

Calphurnia and Haberdasher both admitted using violence, intimidation and the 

illegal removal of goods following the non-settlement of a debt. Each reported 

that the intention was never to retain the goods or revenge for non-payment but 

to encourage, through the threat of violence, the recommencement of 

communications leading to settlement. Research by Moeller and Sandberg, 

(2017, p. 273) into debt collection within illicit trade of drug distribution explain 

this phenomenon when they state;  

violence is used reluctantly because it is costly, attracts attention 
from law enforces, drains organisational resource, and creates 
enemies. Negotiation may be a rational alternative to retaliation. 

Haberdasher described how the use or threat of violence as a technique 

worked, stating ‘if there’s confrontation, you’ll be surprised how many people 

back off’. As explained in Section 3.4, this approach is consistent with 

psychological reactance theory (Miller et al., 2013; Rosenberg and Siegel, 

2018; Ma, Tang and Kay, 2019) in which a warning can be used to lessen the 

negative effects of a perceived future outcome. If the stronger party considers it 

could suffer if the threat is enacted, it may concede to the weaker party’s 

request. By way of example, Haberdasher described how his business partner’s 

reputation was used in the first instance to encourage errant late payers to 

communicate (Moeller and Sandberg, 2017). In the following example, 
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Haberdasher had undertaken building works for a business client at the client’s 

home. 

I phoned him up and said [name] not going to fuck about anymore, 
we are working in [location] at the weekend, we’re not far from your 
house, don’t bother ringing me back, don’t bother answering the 
texts, don’t bother doing anything you haven’t done up to now, we’ll 
just pop round Saturday or Sunday, not sure when. We’ll just come 
round and sort it out. Within 15 minutes he’s rung me back and said 
we need to meet. So, you are taking the problem to them. He’s happy 
to enter a court battle with me; he’s happy to appoint solicitors, he’s 
happy to just drag this on for two years. We’d done this to bring it to a 
head (Haberdasher CdbSm). 

This approach, an implied threat of physical force to remove previously installed 

work, supported by Haberdasher’s reputation, worked. 

In this example, the buyer wanted to play liar’s poker using regulatory systems 

to stymy payment. Haberdasher countered this by adopting an alternative and 

potentially illegal, intimidatory and advisarial approach. 

Threats may be used to confabulate an event. On countless occasions over the 

previous five years, Ursula, whilst working in the construction industry, had 

been threatened by subcontractors that if an invoice was not paid the supplier 

would ‘come round and break your legs’. In other instances, contractors visited 

her office, quizzed her concerning an unpaid invoice in a loud and verbally 

intimidating manner, or had sat in the office until they were paid. The technique 

is used to instil the fear of confrontation and embarrassment and if successful 

may result in the buyer settling. To demonstrate this, the example below sets 

out to show how intimidation can be used to collect outstanding debts – but I do 

so with a reminder that this is an illegal act. Haberdasher also used the 

technique by threatening to issue a statutory demand (see Sections 7.5, and 

8.4). The threat was reinforced with a claim that the non-payer had placed 
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Haberdasher in a position where he had to collect the monies or close his 

business – a matter of survival. When the buyer questioned this, Haberdasher 

would try to keep the upper hand by requiring the buyer to visit Haberdasher 

premises. 

I always used to go and say if you don’t pay us that we’re bust 
anyway, even if we weren’t. So, we’ve got nothing to lose, so we 
aren’t going to drive to Manchester to see you, you come to see us 
you can sort it out. You’re not going to pay us that money; we’re out 
of business we don’t give a shit. So, what are they dealing with? They 
are thinking, hang on this isn’t, we want to pay this over 12 months 
and we’re saying no we’ll put a winding-up order on you, or we are 
just going to take the stuff out. You need to know who you are 
dealing with so big plc, just hit them with a winding-up order. A 
builder of a reasonable size reputation, because they are all happy to 
tell you everything who are their clients, what sites they’ve got so 
they are doing a bowling alley, four of them for the same client across 
the country and suddenly they get one of them going in on a 
Saturday night, fuses go, ceiling starts coming down it spreads, so it’s 
a game of bluff (Haberdasher CdbSm). 

In this example, Haberdasher used the intimidation technique to partially 

remove the works previously undertaken. Nothing overly damaging to the 

buyer’s premises and something easy enough to replace (at additional cost), 

but one that caused sufficient disruption. Firstly using the legal right of 

reservation of title the goods are removed (Mcmeel and Ramel, 2002; Albert, 

2006; The Insolvency Service, 2009; HMRC, 2013; Rogers, 2015). This sends a 

public message to the buyer’s stakeholders that the buyer has not, for whatever 

reason, paid its bills. This approach is therefore a version of the idea of causing 

reputational damage (see Section 3.2) to the buyer. The forced removal 

technique can also be considered as an alternative interpretation of the 

nuisance factor referred to above. Calphurnia’s directors had used a similar 

technique where non-payment resulted in the removal of a previously installed 

roof. Calphurnia reported that in more recent years the company had changed 
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its approach and now collaborated with buyers to assist in settlement. Where 

this was not possible, it recommended professional advisers that would assist 

the buyer through the voluntary bankruptcy process, an approach not dissimilar 

to that of Patience described at the start of this section. 

Highlighted above are several cases of the usage of intimidation as a collection 

tool. Respondents also admitted to being intimidated by buyers who were trying 

to avoid payment. One respondent that had been trading for less than four 

years said 

On meeting our customer to hand-deliver a court summons (in 
Botswana) the customer decided to threaten us with violence if we 
did not leave his compound. We were surrounded by his ‘staff’ and 
helped off the premises. It took a further 90 days and believe it or not, 
a car chase and a court judgement in our favour to get payment 
(10,520,467,815). 

Lavinia was owed money for services undertaken and when she requested 

payment, the buyer became highly abusive, initially verbally and then via 

messages and emails. Finally, the buyer issued actual threats, at which point 

Lavinia, against advice, decided to cease any further action as she genuinely 

believed that she would find the buyer outside her house with a baseball bat as 

‘in order to ensure that someone did not to get one over on him he would rather 

die’. Haberdasher said it was normal to attend a buyer’s premises to collect a 

debt and be confronted by many people with intent to intimidate him onto 

leaving without payment. Haberdasher cited one such instance. 

…he had three blokes, two on one side and one on the other. They 
both sat there, arms crossed like what you going to do? Three of 
them. My business partner said I’ll give you 10 minutes to rustle up 
some more blokes. He said I don’t need more blokes. With that the 
table went over and by God did they get hurt and we never did 
anything to the bloke that owed us the money. He said so where do 
we go from here? My partner said I did tell you to get more people; 
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I’m being fair and reasonable with you. I’m giving you an opportunity 
to level the playing field. Of course, these three didn’t want to know 
then. I said, where do we go from here? Do we give you another 15 
minutes to rustle up some more people? And of course, he’s totally 
disorientated; he can’t work out where’s the door and where’s the 
window so I said you know I think you’re being a bit unreasonable; I 
think we should give him an hour to rustle up some more people and 
then we can have a proper chat. Course he didn’t want to know he 
just said I’ll get it paid. 

Quintus recalled a similar experience where, following the beginning of 

litigation, a deal was struck with the buyer to settle. The deal involved Quintus 

visiting a pub and being paid in cash. While the money was counted and 

handed over, Quintus noted a group of men leaving the pub. Fearing that he 

would be robbed, he made an excuse to visit the toilet before leaving, at which 

point he climbed out of the window and ran in the opposite direction to the 

group waiting outside. Quintus recalled another instance where he visited a 

buyer’s home and obtained payment from his wife. Quintus was subsequently 

advised that the buyer’s wife told her husband (who was in prison at the time of 

the payment) about the visit and that she had felt intimidated by the situation. 

The husband placed a contract for Quintus to be shot but, fortunately for him, 

the husband had an incorrect address; thus, the assassin was unable to fulfil 

the contract. Quintus was not sure how much truth there was in the story having 

been advised of the events later, but such stories are perhaps indicative of a 

violent culture. 

While these cases were said to have occurred over ten years ago, there were 

hints that such approaches to collection and avoidance are still used. 

Intimidation was mentioned as a means of collection or payment avoidance by 

four of the first ten owner/manager interviewees. As a result, I added a question 

on intimidation to the second questionnaire (see Section 6.4). I monitored 
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responses while the questionnaire was live to determine if there was a 

consistent response rate in the answers over time and the number of 

responses. Intimidation remained in a range between 35% and 40% throughout 

the period. When the survey closed, a total of 36% of respondents reported 

having experienced intimidation. Two further owner-managers from the final six 

interviews confirm having experienced intimidation resulting in an overall 

response of 37.5%. The consistency over time and via two methods of data 

collection leads me to conclude that intimidation is widely used/experienced by 

micro- and small businesses.  

Discounts and time-to-pay arrangements 

I have thus far considered the use of formal and informal processes to collect 

outstanding debts. Both methods seek to restore communication to obtain 

settlement. When communications are restored, legal advisers recommend that 

suppliers should consider reaching a negotiated settlement, which entails 

offering a discount or an extension on the time-to-pay. Despite using advisers or 

commencing litigation, suppliers remain in or return to the persuasion stage 

(Figure 4-1). Using responses from the questionnaires, this section summarises 

respondents’ use and views on discounts and payment extensions. 

Some 77% of my respondents did not offer or accept requests for discounts. 

Comments such as: ‘Because I’m stubborn! Why should they have been 

rewarded for delaying payment and causing me stress?’ (10.522.080.704) and 

‘The money owed was the money owed, no discounts’ (10.520.086.719) 

suggest that some respondents took a principled and emotional stance in their 

reasoning (see Section 3.4, Figure 3-3). 
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Logistical/financial reasoning were also cited in support of a refusal to give a 

discount: ‘we work on fixed profit margin so we can’t offer to give any further 

discount’ (10.521.109.652). Some respondents considered that a discount had 

already been granted where, for example, the supplier did not impose their 

rights to statutory interest and penalties afforded to them by the LPCDR 2013. 

Where a discount was granted, the overriding feeling was one of resignation 

and resentment of the fact that without a discount it was unlikely the debt would 

be paid. ‘I would not have got any of the money otherwise so cut my losses’ 

(10.520.268.136). ‘I don’t think the clients ever had any intention of paying. 

They used me’ (10.520.749.646). 

Suppliers were more likely to agree an extended payment term than to grant a 

discount – 53% of respondents stated that they took this course of action. From 

my data, 17 respondents stated that their clients had asked for a discount 

and/or extension of time-to-pay. 

Consistent with Figure 3-3, there was a mix of reasoning for agreeing to 

extended payment terms. Some respondents evidenced an emotional 

motivation in rejecting the requests, basing the decision on a matter of principle: 

‘It was straightforward. We wanted what was owed when it was due, as laid 

down by the agreement both parties had signed’ (10.522.126.070). 

Other respondents making similar comments expressed a feeling of a breach of 

trust in the payment process: ‘I did the work in good faith; I expected the 

payment the same way’ (10.520.086.719). Some respondents demonstrated a 

combination of emotional and rational reasoning, contrasting the principle that 

the debt was due with the difficulty of collection: ‘[i]t was a blood out of stone 

situation not involving any loss to me apart from some petrol and a couple of 
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hours of my time’ (10.520.513.043). A more rational approach was adopted by 

others, who considered the benefit of collection as opposed to non-receipt of 

the outstanding monies. Respondents that took this route demonstrated a 

rational approach in reasoning and to the solution applied: ‘The important thing 

was to get the payment offering an instalment plan – [that] was better than 

nothing (10.521.301.022); ‘We do offer extended terms to clients who are 

struggling but we do link this with a payment plan - regular small payments 

(weekly or monthly)’ (10.520.098.846). 

Some respondents demonstrated a desire to accept elongated payment terms 

to keep a client acknowledging that a breach in payment may not be the buyer’s 

fault with the late payment being the knock-on effect of others’ actions: ‘[our] 

client may be working for a different end client who is also withholding funds. 

Various reasons’ (10.520.542.185). If all attempts to obtain settlement failed 

suppliers had to consider writing the debt off. 

Work undertaken by Moeller and Sandberg, (2017) relating to credit within illicit 

drug distribution found that dealers preferred co-operative to adversarial 

methods for resolving disputes when faced with late or non-payment (figure 

8.2). Co-operative methods include writing off all or part of the debt and/or 

refinancing the time to pay. This approach is the same as suppliers who adopt a 

non-litigious route to collection in the licit world. Adversarial approaches consist 

of extortion or revenge. Extortion in the licit world is comparable to applying 

interest charges for late payment or liquidating the defaulting buyer’s assets. 

Revenge in the illicit world involved the use of violence, a phenomenon muted 

by Haberdasher. In the licit world revenge is comparable to the concept of 

expending money on the legal process with the sole aim of causing disruption to 
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the buyer or tarnishing the buyer’s reputation (Ariely, 2016). The commonality 

between both worlds is that revenge may also be used be used in the form of 

intimidation and violence. 

 

 

Figure 8-2 Mode of governance and outcome (Moeller and Sandberg, 2017, fig. 1) 

 

To sue or not to sue? 

When faced with an overdue payment and a potential bad debt, the supplier is 

likely to conclude that their trust in the buyer has been abused. Whether the 

abuse is intentional or not, coupled with the approach the buyer takes in 

resolving the matter, will influence the supplier’s attitude towards collection 

(Moeller and Sandberg, 2017). The supplier may rationally evaluate the 

likelihood of settlement and therefore the appropriate action to take. However, if 

the supplier believes that the buyer is deliberately dishonourable, then collection 

approaches may become mired in the desire for revenge (Ariely, 2012c, 2016, 

Approach to 
settlement

Cooperative

Loss Refinancing

Adversarial

Extortion Revenge
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2017; Moeller and Sandberg, 2017). Revenge may be financially inefficient for 

the supplier resulting in additional time and money being expended which may 

exceed the sum being sought (see Section 3.4). 

So far, this chapter has considered the use of formal and informal processes. 

Debt collection is not a clear linear process; a supplier may need to use multiple 

techniques moving from informal to formal and back to informal processes. 

Similarly, as matters develop there may be a need to move from in-house to 

external, third-party providers returning to in-house processes if a resolution is 

to be found and the debt settled. This section returns to the questionnaires to 

conclude, from the quantitative data, on the effectiveness of the formal and 

informal techniques used. The data is presented chronologically by firstly 

considering the route(s) taken to achieve collection (Table 8-1), the success of 

the route taken (Table 8-2) and finally comparing the effectiveness of a litigious 

versus non-litigious route based on debt and company size (Table 8.3). 

Overall, 69% of respondents made use of one or more formal and/or informal 

techniques (Table 8.1). Micro-businesses were markedly unlikely to agree a 

discount but would consider an extension on the time-to-pay. Similarly, micro-, 

and small businesses were the least likely to commence legal proceedings. This 

is most likely due to the disproportionate cost of expending time and money in 

pursuit of small sums. I will return to this point in the conclusion of this chapter. 
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Table 8-1 Comparison of post what now? actions taken by suppliers 
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I now consider the effectiveness of the various routes taken (Table 8.2). Only 

11% of respondents received full settlement with costs whilst 53% secured 

partial settlement. The balancing 36% of respondents failed to receive any 

settlement at all, consisting of 9% that did not pursue the debt further and 17% 

who ceased collection once judgement had been granted. 

By its very definition the what now? point is reached when negotiations have 

stalled leading to three scenarios. The first scenario, accounting for 10% of 

responses, is where the buyer is unable to pay or is bankrupt. In this case, the 

supplier’s best hope of recovery will be from the liquidator, but this may entail a 

reduced settlement at best, or nothing if the buyer has insufficient assets to 

cover all its debts. Secondly, the buyer may have no intention of paying. In this 

case, the only way to legally resolve the matter is for the supplier to put to one 

side emotional responses and apply rational cost-versus-benefit logic using the 

liar’s poker formula set out in Section 3.4. In this instance, the supplier will 

consider the cost of litigation versus agreeing a discount. This said, and as 

demonstrated by comments made by respondents’ in relation to the principle 

that the debt is due, emotions may overrule the logical response (Cohan, 2002; 

Haidt, 2006, 2013; Mate, 2016). Thirdly, the buyer may either have a genuine 

dispute or be stalling for time. As demonstrated by interviewees, recovery may 

be best achieved by restoring communication and collaborating with the buyer. 

This may result in accepting a discounted payment, extending the time-to-pay, 

or adopting an alternative approach similar to Bagot and Octavia (see Section 

8.3). 
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Table 8-2 Summary of post what now settlement 
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Having compared the effectiveness of individual businesses approach to 

collection, I next compare the overall effectiveness of litigation versus non-

litigation as a method of recovery (Table 8.3). 

Based on the data, 55% of debts were below £1,000. Using litigation led to 75% 

of suppliers receiving something. Only 62% of those taking a non-litigious route 

received something, thus a litigious route appears to be more favourable than a 

non-litigious one. There may be two possible reasons for this. Firstly, and 

despite some interviewees feeling differently, there is the simplicity of using 

Money Claim Online where solicitors are not required, and the case may be 

determined using Alternative Dispute Resolution. The second reason may be 

that the buyers decided to settle having realised that the supplier was taking the 

matter to court. Furthermore, the buyer may have wanted to avoid any potential 

reputational damage (see Section 3.2), or to reduce the inconvenience of 

defending the case caused by a relatively small amount of money. 

Debts in the £1,000 to £10,000 range, accounted for 355 of respondents’ 

answers. My data revealed that 75% of respondents received partial recovery 

by taking an informal route versus 58% if litigation was pursued. Suppliers 

achieved a marginally better chance of partial recovery from a non-litigious 

route. My findings support Aaron (a debt collector) and Imogen’s (a solicitor) 

recommendations that clients should continue negotiations for settlement (see 

Section 7.5) if for no other reason than to stop legal costs escalating. 

For debts above £10,000, litigation was again the least successful option, with 

57% of respondents recovering something versus 67% where the legal route 

had not been undertaken. Faced with the low odds of success and the 

likelihood costs may exceed the sum recovered (see table 3.1), I conclude that 
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a rational supplier will consider a cost-versus-benefit analysis justification of 

pursuing litigation and will opt for a non-litigious route to a solution. 

I revisited the split between litigation and non-litigious approaches through the 

lens of the buyer to determine if a different pattern emerged. Where the buyer 

was a consumer (litigate 60%, non-litigation 62%) or micro-business (litigate 

56%, non-litigation 61%) there was an insignificant difference between the 

litigation and non-litigious routes. If the buyer was a small business (litigate 0%, 

non-litigation 68%), however, results indicated that a litigious route would not 

lead to settlement, probably because the buyer was unable to pay. For medium 

or large/Government buyers, an interesting pattern emerged with differing 

results. Litigation led to a full or partial recovery in all instances where the buyer 

was a medium business (litigate 100%, non-litigation 50%). For 

large/Government buyers, non-litigation by the supplier led to partial or full 

recovery in all instances (litigate 50%, non-litigation 100). A helicopter analysis 

of this finding may be that larger buyers consider the likelihood of winning a 

case before deciding to settle or defend. However, people make decisions and 

grassroots-level Government employees may not want to be seen to or else 

have to explain to their superiors why a small- or micro-company has not been 

paid if legal action is threatened, as was the case recounted by Faulconbridge 

in section 8.2. 

Finally, I revisited the success rates of the litigation versus non-litigious routes 

by comparing time-to-pay versus discounts to determine whether a combination 

of solutions led to a better outcome in collection (Table 8.3). Again, there was 

little difference between pursuing a litigious route over a non-litigious one 

(litigate 61%, non-litigation 66%). 
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The questionnaire and interview data suggest that while continuing to negotiate 

with clients is of paramount importance, there are instances where litigation is 

advisable. Interestingly, the interviewees that issued statutory demands or 

commenced litigation did so to re-engage errant buyers who were refusing or 

unable to make payment. This tactic, especially in the case of statutory 

demands, was seen to be a cost-effective way of restoring the power differential 

between a buyer withholding payment and the supplier. Some suppliers 

admitted that they experienced an element of pleasure when issuing a statutory 

demand or beginning litigation, which may be linked to revenge (see Section 

3.4). Professional advisers warned that suppliers should adopt a rational 

approach to debt collection as costs could easily exceed return, advice that all 

interviewees had displayed. Costs, and the complexities of the legal system, 

were seen to be reasons for taking an informal approach, although with the 

advent of the SBC some smaller businesses may consider reporting larger 

buyers as a more effective route to resolution. 
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Table 8-3 Comparison of success rates of formal verses informal collection processes 
based on debt size, client size and method used. 
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I conclude this section by reflecting on the initial findings in which I stated that 

78% of micro and 17% of small businesses failed to conduct any form of credit 

checks at the commencement of business, relying instead on trust (see 

Sections, 2.2, 6.2). When asked if suppliers had learned anything from the 

experience of late payment, 71% stated they would improve their own internal 

collection processes (see Section 4.3). Improvements identified by respondents 

ranged from improving collection processes (25%) undertaking due diligence 

(15%), enhancing (or using) contract terms (8%), requesting payments in 

advance (14%), and chasing debts more promptly (9%). Respondents thus 

recognised their own shortcomings and/or over-reliance on trust in the 

relationship (see Section 2.2). Recognition that buyers cannot necessarily be 

trusted in a relationship was reported by 29% of respondents. I conclude that 

buyers, despite entering into a contract, do not encapsulate the interests of the 

supplier and do not feel obliged to fulfil their obligation. Thus, the supplier who 

overly relies on trust without due diligence is likely to face problems with 

collection. 

8.4 Chapter summary 

This chapter concludes the findings of my research by addressing directly my 

third sub-question: how effective do small businesses find formal and/or 

informal collection processes in collecting trade debts? 

Collection of an unsettled invoice can take two routes, formal or informal and be 

co-operative or adversarial in nature (figure 8.2). Of the suppliers that reached 

the what now? point, 31% did not change their approach to collection and 

continued to chase their invoices using the same methods. As Haberdasher 
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said, ‘if you know they are going to take their time, you accept that’. This is not 

to say that the suppliers were happy with the outcome, merely that they were 

resigned to the possibility that further attempts to speed up payment might 

result in loss of future custom or cost more than the eventual return. 

Whether suppliers used conventional methods of collection in the form of 

legislation (see Section 8.2) or unconventional approaches (see Section 8.3), 

including the use of intimidation, the intent was the same. At the outset, when 

buyers’ do not adhere to the contract, they retain a degree of power because 

they retain the money owed placing them in better bargaining position. 

Suppliers will try to neutralise the perceived power imbalance to facilitate 

payment. Business problems are not always binary and thus multiple solutions 

may be required to resolve issues. When faced with debt collection, for 

example, several routes that lead to a solution may be used including litigation, 

an extension of time, discounts, or any combination of these. On rare 

occasions, alternative solutions are applied including the use of intimidation. 

My data suggests that litigation should only be used as a last resort to 

recommence settlement negotiations. Litigation, used in this way, can restore 

the power imbalance between the supplier and buyer. It is noted that large 

buyers may have deep pockets to defend a case brought by a supplier. 

However, buyers are more likely to act rationally, weighing up the cost of 

settlement versus the cost of defending the case. Litigation that proceeds to trial 

results in a low recovery rate which, quite possibly, is because the buyer has 

insufficient funds when the debt was originally due. The data suggests that 

litigation that continues to trial occurs when suppliers act emotionally, believing 

in the principle that a debt is due in full on the due date regardless of the 
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buyer’s situation. This is consistent with Korobkin and Guthrie, (1994, p. 109) 

prediction that ‘litigants will be more likely to reject a settlement offer if they view 

the offeror as morally blameworthy or as disrespectful of their claim.’ While 

some suppliers use litigation as a tool to recommence payment negotiations, 

others may perceive betrayal of trust as a predominant deciding factor resulting 

in a desire to exact revenge. Ariely (2016) explains this by stating: ‘when people 

are betrayed, people feel tremendous anger and people entertain the notion of 

revenge and they spend a lot of money on revenge and of course we have 

lawyers to proof that’.  

The most successful route to collection appeared to be agreeing on an 

extension of time-to-pay, a formal variant of doing nothing and waiting for 

payment. This assumption may therefore explain why offering discounts does 

not appear to change the effectiveness of collection. If the hypothesis of buyer 

cash flow constraints is correct, a candid approach and earlier admission by the 

buyer could result in considerably less stress being incurred by both parties 

worrying about how a debt is to be settled, allowing a mutually agreeable 

solution to be found. Buyer cash flow constraints are not the sole reason for late 

payment. Some buyers suffer debtor inefficiency in payment processes whilst 

others may deliberately attempt to avoid settlement. In both these instances, the 

use of formal processes sends a signal of intent to restore the power 

differential. Reactance theory (Miller et al., 2013; Rosenberg and Siegel, 2018; 

Ma, Tang and Kay, 2019) used in this way explains why the buyer then 

considers the risk of retribution versus the cost of settlement and accordingly 

negotiates a settlement to clear the debt. 
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I have thus far concluded that suppliers use a combination of formal and 

informal processes to collect an outstanding debt. Whilst the intent is to obtain 

full settlement the reality is that debts are only partially recovered at the small 

business level when the costs of time are considered. My earlier research 

(Smith, 2013), on the Late Payment of Commercial Debts Act 1998, proved that 

if interest and penalties are applied, suppliers obtain full restitution. Despite this 

conclusion, however, suppliers still do not use the Act, mainly for commercial 

reasons where they fear alienating the buyer and thus losing future work. 

This brings me full circle back to the idea of trust being an expectation of a 

positive outcome, an ‘anticipatory emotion’ (Kemper, 1978, p. 72) that can be 

enhanced by mitigating risk (see Section 2.2) (Barbalet, 2014). With this in 

mind, my final question asked respondents whether they would change their 

approach to credit control and debt collection. A fifth of respondents recognised 

that their lack of due diligence had led to a failure to identify cash-constrained 

buyers. Another fifth concluded that not offering trade credit and requiring 

payment in advance would resolve future issues, whilst a further fifth believed 

buyers were untrustworthy. The latter view appears to support the statement 

that buyers do not feel obliged to fulfil the obligation but fails to identify 

suppliers’ weakness and reliance on trust. If buyers are genuinely 

untrustworthy, either because of inefficiency in the payment process or because 

of wilful intent, existing regulatory measures have failed to address the problem 

of late payments and may even encourage deviations as outlined by the liar’s 

poker formula and discussion on the nullity of the legal process (Chapter 3). In 

Chapter 7, I stated that professionals recommend suppliers take a rational 

approach and accept a discount for settlement in preference to commencing 
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expensive legal proceedings. This advice is at odds with the notion that the 

supplier is entitled to the full amount invoiced. The recommendation is also 

flawed as it assumes the supplier will act in a rational manner, yet decision 

making is irrational due to ‘unconscious emotions and motivations' (Cohan, 

2002, p. 282). Having proved the impotence of regulatory systems, in Chapter 

9, I highlight the work I have undertaken to enact a change in legislation 

designed to entice buyer compliance as opposed to the current restitutive 

approach. 
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9 Conclusion 

If everyone is a bit more realistic with each other and themselves, I 
think a lot of these credit control issues would fall away. A lot of the 
issues and litigation would fall away. You could actually have a few 
board solicitors, which would be lovely. But the problems come when 
people do not just [have] false expectation and false realisation, but 
it’s not just false realisation because it was false expectation in the 
first place (Daranius, owner of a construction company). 

I think that people focus on bad debts for all the wrong reasons. They 
don’t focus on how they got there. So if you look at it that yes you are 
going to end up in court OK do a bad job, bodge it, don’t fill the 
contract in, don’t do your valuations, but if you do all that properly 
when you do get to that point, bang there is your letter mate [statutory 
demand], you’re going under… either change the way you go into it, 
or you just get more aggressive and issue winding-up orders to 
everyone, or you just go round and give them a good hiding 
(Haberdasher, owner of a construction company). 

9.1 Introduction 

I began this thesis with a description of my work experience of late payment 

(see Section 1.1), which motivated my research. Primarily, I want to understand 

why all my clients pay me late and why it bothers me given I am paid eventually. 

To address this, I framed this principal research question 

How effective are formal and/or informal collection processes, and 
what is the relationship between them for small businesses in the 
collection of overdue trade debts? 

Addressing this question necessitated an in-depth understanding of what 

regulatory systems are and how they relate to trade debts (Chapters 2 to 4) 

and, secondly, the circumstances and experiences that influence the formal and 

informal collection processes adopted by SMEs in the collection of trade debts 

(Chapters 6 to 8). Accordingly, I addressed the principal question via three 

subsidiary questions: 
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What factors and processes contextually influence small 
businesses decisions regarding how to collect late payments? 
(Chapter 6). 

What influences suppliers’ choices to use formal and/or informal 
means to collect overdue trade debts and how are these 
decisions made? (Chapter 7). 

 
How effective do small businesses find formal and/or informal 
collection processes in collecting trade debts? (Chapter 8). 
 

The first part of this thesis consists of three chapters. I undertook a review of 

the foundations of trade credit in Chapter 2, framing the subject and identifying 

the problem of late payments. Chapter 3 sets out the context of the subject and 

the theory behind the use of regulatory systems designed to ensure group 

adherence to mutual societal values. Chapter 4 explains how successive 

governments have attempted to develop and apply regulatory systems to 

ensure obligations made between consenting trade parties are honoured. 

The second part comprises four chapters covering the way the research has 

been undertaken. Chapter 5 details the methodology used: an explanation of 

the research design, collection, analysis, and lessons learned to answer the 

main and subsidiary questions. Chapter 6 explores respondents’ knowledge of 

credit control procedures, the extent of the late payment problem and how it 

affects their businesses and staff. Chapter 7 contextualises the problem of late 

payment by outlining respondents’ experiences of the events that led to the 

what now? point: – the time when a supplier considers what further action to 

take to collect an outstanding debt. The chapter concludes with an analysis of 

respondents’ use of external advisors and the potential formal and/or informal 

routes available to obtain settlement. Finally, using respondents’ experiences of 
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formal and informal processes, the thesis determines the effectiveness of the 

various approaches undertaken by the respondents in Chapter 8.  

This concluding chapter draws the work together to present my response to the 

principal question in Section 9.2. Section 9.3 considers the robustness of my 

research, especially with regards to data collection, the quality of that data and 

its analysis. I resolve my raison d’être for beginning my academic journey of 

discovery in Section 9.4 and detail my contribution to the knowledge 

surrounding the effects of late payments on small businesses and ongoing 

policy development. I conclude this chapter and the thesis with 

recommendations for future research that could be undertaken to progress this 

area of enquiry further (Section 9.5). 

9.2 Influencing factors in the collection of trade debts 

This section summarises the work I undertook to answer the principal research 

question: 

How effective are formal and/or informal collection processes and what is 

the relationship between them for small business in the collection of 

overdue trade debts? 

and what I discovered. 

I commenced chapter 1 with a personal insight into the life of a Finance Director 

of a small business working in the construction sector and of the problems that 

surround the collection of debt. From the personal insight presented in Chapter 

1, I developed six key themes. The primary theme within this thesis is that 

emotional reactions in trade credit emanate from trust. My second theme 

conceptualised the need for regulatory processes designed to encourage 
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contractual compliance to support trust that comes with the transaction. The 

third theme explored power and how it can be used to exert the will of one party 

over another. The fourth theme highlighted how power can be used within trade 

credit to avoid or delay payment. Temporality is a critical element of trade credit 

and thus forms the basis of my fifth theme. The six theme relates to the 

materiality of the trade debt to the financial stability of a business at a given 

point in time. 

Considering these themes together, one can see how contracts that are initially 

designed to enhance and support trust can nevertheless, and over time, 

become ambiguous and contested, especially by a party in a powerful position. 

Because of contractual ambiguity, the wronged party may suffer ramifications 

that effect both financial and human assets of the business. This sequence of 

events can then impede the ability of the wronged party to claim the full amount 

that they believe they are owed due to factors beyond their control. For 

instance, a wronged party may not be aware of the ambiguity of a sales contract 

until they have not been paid. This realisation will lead to a decision being 

required on how formal and/or informal processes can be used to obtain 

payment (Figure 1-1). 

Chapter 2 set out the field of study by detailing the conceptual basis of trade 

credit, focusing on the importance of the role of trust. Trade credit creates an 

obligation to perform an agreed act (to pay) at a later time. From the trust 

giver’s perspective, it is an anticipatory emotion incorporating confidence that 

the other party to the transaction will honour the agreement (see Section 2.2). It 

is an internalised expectation of a positive outcome based on the self-belief of 

one’s judgement, despite having no direct control over the performance of the 
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obligation. I used the cash-to-cash cycle to demonstrate how time is a 

fundamental element of trade credit (Section 2.3) and how timely collection of 

debts can directly impact the viability of a hitherto profitable business (figure 

2.2). Some of the reasons that businesses engage in trade credit relationships 

for mutual benefit are summarised in section 2.4. Not all buyers are honourable, 

and when one party decides (for whatever reason) that it is not obliged to 

honour the contract, it may give rise to a dispute. Not all disputes are legitimate, 

and some buyers abuse suppliers trust in an unethical attempt to gain fiduciary 

advantage by either delaying or attempting to avoid payment.  

Chapter 3 discussed the imperative for, and creation of, rules designed to 

support trust (resolving rules) and encourage both parties to honour the 

contract. To enable rules to be enacted, however, governing rules are required 

to stipulate how the resolving rules are to be applied, by whom and in what 

format. When more emphasis is placed on the creation and adherence of the 

governing rules, there is a risk that the cost of applying the resolving rules 

outweighs the gain that restitution brings. Recognising this ambiguity, an 

unscrupulous party might abuse the system using the governing rules to nullify 

a legitimate claim. 

I use game theory and specifically liar’s poker to explain how such a sequence 

can be applied to trade credit. Rules are the foundation of formal processes 

created under the assumption that parties will act rationally, which is not always 

the case. I concluded Chapter 3 by linking motivational theory (Dheise, 2001; 

Pink, 2010) and psychological reactance theory (University of Canberra, 2017; 

Rosenberg and Siegel, 2018; Ma, Tang and Kay, 2019) to explain how 

emotions trigger irrational decisions when a breach of trust occurs. Decisions 
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are not, however, singular and may consist of a trade-off between rational and 

irrational considerations (Figure 3-3). 

I discussed the regulatory measures instituted by the UK Government in 

Chapter 4. The chapter sets out the historical background of current legislation 

with an analysis of the thoughts behind and subsequent events leading from the 

introduction of the various measures. It explains how the Labour Government 

attempted to change the culture of late payments by giving suppliers the right to 

charge interest and penalties on debts paid beyond contractual terms, a right 

that is rarely used. One of the main problems with this approach is that the 

sums sought in interest can be negligible in comparison to the reputational 

damage caused to the supplier if they insist on their rights.  

With so few suppliers enacting their rights, there is little incentive for buyers to 

ensure that invoices are settled on time. Testament to the LPCDIA failure lies in 

the fact that 24 years after its introduction, late payment continues to be an 

issue for many small businesses.  

Worse still, the LPCDIA legitimises bullying by large companies who use the 

spirit of the Act to incorporate derisory contractual terms. For example, many 

large businesses increased their payment terms to 60 days or more. A further 

common abuse is to replace the right to interest at 8% above Bank of England 

Base Rate with a lower rate. This later abuse is then backed up with contractual 

wording stating that that the supplier agrees that the rate is substantive. Where 

the interest rate offered is lower than the buyer’s blended cost of finance, there 

is even less incentive to pay on time when doing so may increase a buyer’s 

capital requirements and thus its cost of finance.  
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The subsequent Conservative Party approach has been one of voluntary 

compliance through PPC, PPPR and the SBC. In 2013, five years after PPC 

launch, only 126 companies had signed up, 94 of which only did so following a 

high-profile campaign by Abrahams MP (2013). At best, many large businesses 

have treated the PPC as nothing more than a public relations exercise 

(Hansard, 2018; BEIS, 2021a). Treating the code as nothing more than a 

marketing or public relations tool may explain why it has been ineffectual with 

reports of high-profile companies continuing to abuse their supply chains (The 

Editor, 2018).  

BEIS took back control of PPC from Chartered Institute of Credit Managers in 

2020 and now monitors compliance by cross-referencing PPPR submissions 

with non-compliant traders being referred to the SBC for investigation (BEIS, 

2021a). Despite the PPC being strengthened and relaunched in 2021 (BEIS, 

2021b), it remains voluntary. It is therefore unlikely to have any real effect on 

payment practices until large businesses are required to become signatories, 

coupled with the SBC being granted enhanced powers to investigate and fine 

deviants. In May 2022 the UK Government proposed the Procurement Bill 

which requires invoices issued to public bodies or utility companies to be paid 

within 30 days (Lord True, 2022). Furthermore, the Bill, if successful, requires 

all companies within the supply chain to settle outstanding invoices within 30 

days. I concluded the chapter by outlining industry best practices of credit 

control measures to avoid an overdue payment and summarising the collection 

stages businesses may need to take (Figure 4-1). 

Chapter 5 details the methods used in my research, founded on my being an 

insider taking a pragmatic position and taking an abductive approach. An initial 
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literature review was undertaken to conceptualise and theorise the field of trade 

credit.  

I used two questionnaires which elicited 324 usable responses. The 

questionnaires were completed using Survey Monkey and analysed in Excel. In 

addition, to obtain a richer understanding of the subject matter, I undertook 20 

interviews conducted throughout the research phase. A combination of advisers 

and suppliers were interviewed to gain a wider understanding of the subject and 

to expand on areas in the questionnaire. The interviews were transcribed and 

coded using MaxQDA. While reviewing the research data, and during initial 

writing, it became apparent that trust and motivation played a key role in 

decision-making. This led me to return to the academic literature to explain, find 

support for and cement my initial observations. 

As described in Chapters 2 and 4, trust is based on confidence which can be 

enhanced through credit control procedures. I found that respondents tended to 

have a naïve and lackadaisical approach to client validation, being more 

interested in the sale than the payment (Chapter 6). I conclude that at the micro 

and small business levels, a sale is linked to emotions leading to euphoria when 

a large contract is awarded, or a new client is converted. I posit that payment is 

almost a secondary factor of consideration. Few respondents knew or used 

data collected by PPC or PPPR, instead placed an over-reliance on good faith 

that the buyer would pay to contract.  

Small and medium businesses reported the greatest impact of late payments, 

which presented in respondents incurring longer working hours and increased 

levels of stress. I found that the effects of late payment permeate outside the 

workplace, affecting sleep and family life. At the SME level, the owner-manager 
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is likely to have a substantial stake in the businesses, which may, in turn, be 

linked to their family’s success. For example, business debts may be secured 

on family homes and family finances may be dependent on the success of the 

business. This is not the case in large businesses which employ salaried staff 

paid a regular amount each month and who may therefore have less empathy in 

the payment process. I found respondents were more concerned with the 

emotive and temporal impact of late payments than the monetary ones. 

When faced with late payment, the approach taken by SMEs was influenced by 

the effect of the debt at a specific point in time. My results also showed that 

37.5% of interviewees and 36% of survey respondents had used or experienced 

intimidation in the collection of overdue debts. This leads to the answer of the 

first subsidiary question:  

What factors and processes contextually influence small businesses 

decisions regarding how to collect late payments? 

I conclude that the underlying circumstances that influence decision-making at 

micro and small business level are a combination of rational economic 

reasoning and irrational decision behaviour based on past experience 

(biographical) and gut feel (biological influences) underwritten by an over-

reliance on trust. 

To gain a better understanding of respondents’ biographical experiences, I 

began with an exploration of the reasons why interviewees entered business. At 

the micro and small business level, owners were motivated by a desire to do a 

good job. Money did not form a motivational factor in the economic sense (Fehr 

and Gächter, 1998), but did serve as an indication of self-value and worth. 

Buyers that paid late were deemed to be rude, disrespectful, and unappreciative 
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of the effort undertaken by the small business. These findings accord with 

motivational theory (Dheise, 2001; Pink, 2010; Ariely, 2011, 2013). More 

experienced business owners and larger businesses tended to adopt a more 

pragmatic view that late payment was part of doing business. Communication is 

key to maintaining trust in a relationship. When communication breaks down as 

a result of breached promises, partial payments without explanation, disputes 

and an inability or a wilful decision by the buyer not to pay the what now? point 

is reached. Where buyers wanted to pay but were unable to do so and admitted 

this to the supplier, both parties tended to work together to find a solution. When 

the late payment occurred because of the buyer’s deliberate stalling, dispute, or 

intimidation the supplier would review current collection processes and consider 

alternative approaches. Deliberate late payment elicited a greater emotional 

response consistent with psychological reactance theory (Ariely, 2012c; 

University of Canberra, 2017; Rosenberg and Siegel, 2018; Ma, Tang and Kay, 

2019). Depending on the impact of the debt on the business, suppliers 

consulted third party advisers such as accountants, solicitors, debt collection 

agents and the SBC to advise how to resolve the situation and obtain payment. 

What influences suppliers’ choices to use formal and/or informal means 

to collect overdue trade debts and how are these decisions made? 

Suppliers used a combination of formal and informal approaches to collection. 

More experienced suppliers (80%) had less emotion in the process and adopted 

a more procedural approach to collection. Whilst litigation was an option and 

adopted by 23% of questionnaire respondents that had reached the what now? 

point, awareness of the associated legal costs introduced a degree of wariness 

into the process. As such, professional advisers had recommended accepting 
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discounts or time-to-pay arrangements to reach conclusion. Less scrupulous 

buyers use this wariness to obtain an advantage as demonstrated by liar’s 

poker (see Section 3.4). The aim of suppliers was invariably to restart 

communications to obtain settlement. 

Trade credit produces an element of risk for the supplier that gives the buyer 

initial power in the transaction. The power may be unintentionally used to fuel 

buyers’ payment inefficiency or deliberately to advantage them (see Section 

2.4). In Chapter 8, I contrasted the use of formal and informal collection 

processes to determine how each is used and with what degree of success. 

Interviewees were wary of commencing litigation due to costs, the time and the 

complexities involved in the process. Experienced suppliers found that using 

statutory demands and solicitors to restore the power differential between the 

parties and to recommence negotiations led to a greater chance of settlement. 

Less experienced suppliers who took the legal route did so in the belief that 

they would receive full settlement at the end of the process. As explained in 

Chapter 2, this is not always the case due to cost capping by the courts and the 

fact that solicitors’ fees are due regardless of the amount awarded, thus leading 

to a shortfall in the amount recovered from the buyer. In the construction 

industry, this is a widely known and used tactic. Unscrupulous main contractors 

and quantity surveyors are known to look at a sum owed and automatically 

deduct anticipated legal costs from a supplier’s invoice in the belief that the 

supplier will be advised by their lawyers to accept the discount on a cost-

versus-benefit basis (Drake, 2021). Such practices are contrary to contract law 

in which both parties reach and honour an agreement: the supplier agrees to 

supply, and the buyer agrees to pay.  
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Irrespective of whether formal processes were undertaken, suppliers had to 

consider and use informal measures such as extended payment periods and 

discounts. Some, however, were able to find more creative methods of 

collection such as retention of title and leaseback of intellectual property. 

How effective do small businesses find formal and informal collection 

processes in collecting trade debts? 

I find that formal processes should be used with caution and only to restore the 

power imbalance between the parties. Litigation is used to reduce the power 

imbalance between parties so that communication can be restored leading to 

the settlement of an outstanding invoice. Litigation that proceeds to court almost 

invariably results in little or no return, this may be because the buyer has 

insufficient funds to pay and is unwilling to admit this. 

In summary, my findings demonstrate that SMEs’ failure to conduct credit 

checks and due diligence coupled with an over-reliance on the trust that the 

buyer will pay is the underlying cause of late payments. Companies House, 

PPC and PPPRs all offer suppliers valuable free and easy access to information 

that would allow a supplier to make an informed judgement on the 

trustworthiness of a prospective (larger) buyer. This would help alleviate some 

of the stress incurred by suppliers when debts are not paid on time by large 

businesses. However, since there is no legal requirement for companies to be 

enrolled on the PPC, or for smaller businesses to report their payment 

practices, this limits SMEs’ ability to credit check another SME. In any case, if a 

business was to turn down every request for trade credit, it is unlikely that the 

supplier would survive as competitors will offer (or agree to) credit terms to gain 

competitive advantage (Paul, 2010). 
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While Governments have attempted to assist suppliers by enacting LPCDR, 

PPC and PPPR, these measures fail to adjust to the factors that affect micro 

and small businesses (Matthews, 2013). For example, the very foundation of 

LPCDR in granting a right to claim interest that is rarely used fails in its intent to 

incentivise large businesses to pay their bills on time. Whilst the Late Payment 

of Commercial Debt (Interest) Act 1998 was created to change culture, all it has 

achieved is to legitimise buyer abuse enabling contracts with less favourable 

terms thus granting even greater power to the buyer. I assert that the UK 

Government has failed to understand the motivational nuances of small 

businesses compared to big businesses. Suppliers want buyer compliance and 

not restitution. Yet we currently have a situation where the existence of 

regulatory systems favours non-payers and encourages the use of liars’ poker. 

Less scrupulous buyers use the cost and complexity of the legal process to 

stymy suppliers’ rights to full restitution and the legal process appears to 

support this. The UK Government’s fundamental failure to resolve the 

juxtaposition between the theory of law not working in practice due to costs has 

led to buyers not feeling obliged to honour their obligation. 

Once again, there is little incentive for buyers with inefficient systems (Halligan, 

2022) to enact processes and procedures to ensure that all debts are paid in 

time despite the fact that in the long term late payment may be detrimental to 

the buyer (Esenduran, Gray and Tan, 2022). As a result, suppliers accept 

discounts as a cheaper option than enacting formal processes, a point widely 

known and acknowledged in the construction and arbitration industry (Drake, 

2021). 
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There is evidence that the SBC may prove to be useful in reducing the power 

imbalance between small and large businesses (see Section 7.3) since it is a 

free service to the small supplier but carries a huge stick in the form of the 

SBC’s ability to publicly name and shame, and thus cause reputational damage 

to the buyer (see Sections 3.3, 4.2). There is still a risk of non-payment where, 

for example, the more significant business refuses to engage with the SBC (see 

Section 4.4), or the buyer is another small business. 

I summarise how the topics discussed in this thesis are interlinked through trust, 

power, Government initiatives and emotions in Figure 9-1. 
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Figure 9-1 Summary of thesis findings linking constituent parts 
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9.3 Robustness of the research data  

For the research to be robust under scrutiny, it must be consistent in approach 

and undertaken observing good process. The internal quality control to achieve 

robustness in my research findings is based on Madison’s ten-point guideline 

for substantiating validity (discussed in Heil, 2011). 

In Section 5.2, I outlined my reasoning why a pragmatic approach was the most 

appropriate way of addressing my primary research question. Underpinning this 

thesis is my ontological understanding of late payment founded in my 

professional experience. In accountancy, the reporting date is only true at the 

point that the data is reported and under the circumstances that prevail in the 

lead up to the reporting date. Auditors are required to question all data in search 

of the truth and to reflect on externalities that may influence what is initially 

presented; such events may, for example, occur after the balance sheet date, 

but before the signing of the balance sheet. Adopting this philosophy in my 

research enabled me to consider, reflect on, and amend where required, either 

the interpretation of the literature or the approach to data collection. This is 

evidenced, for example, when because of the difficulty in obtaining research 

participants, a new approach to the research phase was required (see Section 

5.4). Initially, I had explored wellbeing and happiness and how this influenced 

the decision-making process. This was subsequently changed to explore how 

the use of formal (regulatory systems) and/or informal collection processes 

influenced decision-making. Wellbeing and regulatory systems may appear to 

be at odds until one considers that regulatory systems are introduced to ensure 

the wellbeing and cohesion of society (See section 3.3). The change in direction 

necessitated a review of the original literature at the beginning the research 
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phase. A further review was undertaken on completion of the data collection 

phase with specific regard to behavioural science and the theory of trust. By 

maintaining an open mind during the research phase, I was able to identify and 

investigate unanticipated phenomena such as respondents’ reference to the 

use of violence as a method of collection or avoidance of the settlement of an 

outstanding debt (see Section 6.4). This finding led to my adaptation of the 

second questionnaire and subsequent interviews to investigate this 

phenomenon. This exposed an additional angle to the research and revealed 

the use of intimidation to gain control of a situation. I also found that, on 

occasion, verbal threats were nothing more than a colloquial term used in a 

specific industry (see Section 8.3). 

By taking a pragmatic approach to research, no guarantee can be made that 

another researcher would arrive at the same conclusions, especially if the 

subsequent research was conducted under different economic conditions. For 

example, during an economic downturn, larger companies may hold on to their 

cash longer resulting in a higher degree of stress by SMEs’ being recorded. My 

research was undertaken during 2017 and 2018 and it is entirely feasible that 

the same research conducted whilst the coronavirus pandemic was unfolding 

may produce different results. 

9.4 Significance of findings 

The problem of late payment is probably as old as trade, and it is difficult to see 

its demise. However, a more nuanced understanding of its causes and effects 

might mitigate some of the more extreme consequences. An estimated 50,000 

companies cease trading every year (FSB, 2016b) as a result of late payment. 
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Amongst my interviewees, of the 17 who were either owners of micro or small 

businesses or who collected debts on behalf of SMEs, four had previously 

phoenixed because of late/non-payment and two had dissolved partnerships 

because of the stress related to the collection process (see Section 7.2). My 

research has shown that some buyers weaponise existing legislation, 

specifically the cost and complexities of formal processes to stymy the 

collection of outstanding debts. The LPCDR was enacted to change the culture 

of late payments giving suppliers the right to charge interest from the buyers. I 

find that suppliers are either unaware of the act, or do not use it for fear of 

retribution by the buyer: 

If one wants to improve payment discipline, it would be 

necessary to adopt new and better measures. However, new 

measures may be adopted only on the basis of new knowledge 

about the causes of lack of payment discipline (Šalamon, 

Milfelner and Belak, 2015, p. 353). 

This leads to the question of how my research may assist in bringing about 

change. 

During the process of this study, the late payment regulatory landscape has 

continued to change. Between 2013 and 2018 (see Section 4.2), the 

Government undertook (and I responded to) four consultations to find solutions 

to the problem of late payment. These processes resulted in the passing of two 

Acts – the Small Business, Enterprise and Employment Act 2015 and the 

Enterprise Act 2016 – and four sets of regulations - the LPCDR 2013, the Late 

Payment of Commercial Debts (Amendment) Regulations 2015, the Reporting 

on Payment Practices and Performance Regulations 2017 and the SBC (Scope 

and Scheme) Regulations 2017. The Acts created the SBC and introduced 
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additional reporting requirements for large businesses. As detailed in Chapter 6, 

my respondents were unaware of these Government initiatives. 

I discussed the creation of regulations in Section 3.3, noting that regulations 

often begin with the writing of an academic paper or an individual suffering a 

loss. At the start of this thesis, I explained that such a loss motivated me to start 

in this journey. The foundations of questionnaire one and the literature review 

were presented to an ACCA event in November 2018, which was attended by 

the SBC. Following the presentation, the SBC introduced me to Lord 

Mendelsohn’s office, and during 2019 I assisted in the drafting, writing, checking 

and amendment of the Small Business Commissioner and Late Payments etc. 

Bill [HL] (Mendelsohn, 2020). 

As my research indicates the LPCDR has not brought about the desired change 

in late payment culture, I recommended that Lord Mendelsohn’s Bill should 

correct the limitations and defects by making it compulsory for large businesses 

to pay interest on all late payments. The intent is not to compensate the SME 

for lost interest (although it does), but to encourage larger businesses to pay on 

time, thus addressing my overall observation that suppliers prefer buyer 

compliance to restitution. The Bill has been structured to remove both the 

inadvertent promotion of buyer inefficiencies in payment processes and the 

deliberate use of suppliers’ funds as a cheap form of finance. It is proposed that 

large buyers who pay SMEs late will have to add interest to the late payment, 

the rate increases by 50% if the debt remains unpaid after 90 days 

(Mendelsohn, 2020). 

By restoring the power imbalance and reward for non-adherence to terms, the 

buyer will be less incentivised to pay late (Šalamon, Milfelner and Belak, 2015) 
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and more incentivised to put systems in place (Maque and San-Jose, 2017) for 

the swifter settlement of invoices. If this simple tweak works, the desired effect 

will not only be monetary but will also lead to a reduction in stress suffered by 

small business staff and owners dealing with the consequences of late 

payment. 

There is a risk that spurious disputes will arise on the submission of invoices 

and as part of the anti-avoidance measures, the Bill includes a verification and 

dispute process. To ensure the integrity of data provision, the Bill requires 

auditors to report breaches in PPPR to the SBC who can then enact an 

independent enquiry. 

The Bill had its first reading in the House of Lords on 21 January 2020 but, due 

to Covid and changes in the operation of House of Lords (Park et al., 2020), did 

not receive a second reading. I was invited to function as gatekeeper, review 

the Bill, and following further consultation with other interested parties (SBC, 

accountancy bodies, MP’s, academics, solicitors) to co-ordinate proposed 

revisions. The Bill was re-presented to the House of Lords ballot in May 2021 

and again in May 2022. The Public Bill Office received 113 entries in the 2021-

22 session and over 100 in the 2022-23 session. The ballot system randomly 

selects 25 proposed Bill’s from all those submitted. Unfortunately, the Bill was 

not selected on either occasion in the ballot (UK Parliament, 2022). It will be 

represented at the next session.  

The Government announced in the December 2019 Queen’s speech its 

intention to 

clampdown on late payment more broadly and strengthened the 
powers of the Small Business Commissioner to support small 
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businesses that are exploited by their larger partners (Prime 
Minister’s Office, 2019, p. 44). 

In 2020, ownership and management of the PPC was moved from CICM to the 

SBC. A newly formed PPC Steering Group, hosted by BEIS and reporting to the 

Minister for Small Business, was established at the end of 2020 – a group I was 

invited to join. 

The group brings together stakeholders with an interest and 
expertise in business-to-business payment practices in supply 
chain alongside departmental officials... [The] long term role of the 
group is to provide valuable insight and support to Government 
and the Office of the Small Business Commissioner in the PPC’s 
continued growth and development (King, 2020). 

The group consulted and made recommendations to BEIS on the reformed PPC 

launched at the start of 2021 (BEIS, 2021b). 

Industry (for example Electrical Contractors Association, 2019; Williams, 2022) 

and the media have shown a growing awareness of wellbeing issues, especially 

the impacts of workplace stress (see Section 6.3). Given that interviewees 

reported 81% of staff suffered increased stress, this thesis extends the study of 

trade credit from the quantitative confines of accounting and into the qualitative 

arenas of behavioural and psychological sciences. Paul and Boden (2012) 

began this cross-over in their work and this thesis is intended to continue that 

journey. It enables other fields and sciences to look at trade credit from a new 

perspective, namely how late payments affect the emotions of the human 

assets of a business as opposed to only the monetary ones. 

9.5 Future Research 

Throughout this thesis, I have referred to other areas of potential research 

investigation where the subject matter is beyond the scope of this work or has 
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been prompted by its findings. This section presents suggestions for further 

study. 

My research work on trade credit is placed to bridge the divide between 

quantitative studies in the subject (how many people are affected and the value 

of late payments) and behavioural science and psychology (how people are 

affected by and what changes can be made to reduce the effect of late 

payments). This body of work also enables those studying supply chain and risk 

management to understand and incorporate emotional factors associated with 

delayed payments into mathematical models designed to optimise efficiency in 

production (Salah Eddine, Saikouk and Berrado, 2021). By creating this bridge, 

it is intended that future research will look at the emotional wellbeing of SME 

owners, of the lives of those working in credit management generally and debt 

collection specifically. Further research in this area will enable a deeper 

understanding of how late payments affect SME’s survival allowing policy 

creators to tailor future regulations. 

A breach of trust manifests itself in an involuntary negative emotional feeling 

(see Section 2.2), which may be post-rationally directed and blamed on the 

buyer who has not settled their invoice. Further research is recommended to 

determine whether emotions resulting in increased stress are the by-product of 

late payment or the partial or non-acceptance that the supplier was 

lackadaisical in their credit control procedures. In other words, is the supplier 

externalising their internal failings? Such research could then determine how 

stress suffered by the staff/owners/managers of SME’s is influenced by late 

payment or other externalities such as the work/life balance. The proposed 

further research would assist professionals dealing with the after-effects of late 



Conclusion 

 
337 

payments. The research could also influence those charged with policy creation 

to change the culture of late payments. Legislative changes and more 

knowledgeable professionals aware of the consequences of late payments will 

then be better qualified to help SME owners. The long-term impact of the 

additional research will be to reduce the number of owner/managers that lose 

their business because of late payment and in turn may go on to suffer family 

and health breakdowns. 

The research into this field should recognise that a single cause and effect and 

solution may not apply to all business sizes or industries. I suggest, therefore, 

that future research on how late payments affect the human assets of 

businesses be extended to determine if there are links with the number of 

buyers, type of industry, age, gender, and payment experiences so that an 

industry-by-industry approach can be considered (Chapter 6). 

Initially, the use of violence, whether verbal or physical, had not crossed my 

mind as an area of research. Nevertheless, following the instances mentioned 

during the interview process and the subsequent survey (see Section 6.4, 8.3), 

further investigation of these findings and the reasons behind the results would 

be useful. The result of such work could assist in the safeguarding of suppliers 

in the future or the training of future staff so that verbal forms of abuse for either 

debt collection or avoidance can be eliminated. 

Finally, in-depth research into when and why discounts and extended time-to-

pay is given will, I believe, elicit a much deeper understanding of the use of 

liar’s poker by buyers, particularly in the construction industry. With this 

enhanced understanding, it is hoped that legislators will re-address the current 

ineffective formal processes designed to deter late payment. 
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I propose a longitudinal multi-case study using multiple research subjects. This 

approach is proposed to reveal the stories leading to the late payment, how it is 

resolved (co-operation verses adversarial, figure 8.2) to quantify the cost to 

business. In an ideal world, the researcher would consider the whole supply 

chain, although the reality of the real world means that this level of micro-

granularity is unlikely to occur. 

By holding up a new lens on trade credit features, policymakers will be able to 

develop novel approaches to reduce the instances of late payment and thus the 

impact on human assets. With new trade credit policies and the targeted 

education of late payers, buyers will be motivated and may gain a better 

understanding of the importance of paying suppliers on time. If such a day ever 

dawns, then the answer to my initial question, why do all my clients pay me late 

and why does it bother me? will be ‘they do not and therefore it does not’. 
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11 Appendices 

1.1 Appendix 1 – Questionnaire No.1 

The first questionnaire was released in November 2018 via Survey Monkey and 

initially branded ACCA members to complete. The survey was subsequently 

branded and issued to other groups including the CICM, All Lucid, via direct 

email invitation to creative businesses.   

Q1 - Question mapping 
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Q1 - Survey Monkey Skip Logic 

Survey one used skip logic and was branded and promoted through ACCA and 

via direct email campaign to companies within the creative sector. The table 

below shows the total number of responses to each question from the two 

campaigns.  In total 108 responses were received and 34 were rejected leaving 

a net 74 responses that were used in my thesis. The surveys contained skip 

logic. For comparative and data checking purposes I have added a column 

showing the maximum number of responses that could be achieved. For 

example, on the ACCA route 54 people answered question 16. Of these, 38 

answered yes and would proceed to questions 17 to 19. The remaining 16 who 

answered no will be redirected to question 20.  
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Q1 - Questionnaire Responses 

The following section contains the answers to Questionnaire No.1 

 
 

% SPLIT

ACCA CREATIVE TOTAL ACCA CREATIVE TOTAL

1 54 20 74 Yes 30% 17 5 22

No 70% 37 15 52

2 54 20 74 Yes 22% 14 2 16

No 78% 40 18 58

3 54 19 73 Yes 16% 11 1 12

No 84% 43 18 61

4 54 20 74 Yes 8% 3 3 6

No 35% 16 10 26

Didn't know there was a Small Business Commissioner 35 7 42

5 54 20 74 Farming 0 1 1

Mining, oil, gas, electric 4 0 4

Manufacture of Food Products 0 0 0

Manufacture of goods 7 0 7

Construction - Domestic (for example house building, repairs to homes) 2 3 5

Construction - Public (for example roads, hospitals, B2B) 2 1 3

Food Retail (products for external consumption, eg. Tesco, Asda) 0 1 1

Food Retail (services for internal consumption, eg. cafe, coffee shop, pub) 0 1 1

Other Retail 3 0 3

Professional Services - Financial (E.g. accountants, solicitors) 11 2 13

Professional Services - Construction (E.g. Designers, architects, M&E, Surveyors) 4 2 6

Professional Services (Other) 7 4 11

Web Service Providers (E.g. telecoms, hosting, web developers, social media) 3 0 3

Creative (TV, production, actors etc.) 3 2 5

Consumer Services (E.g. Hairdresser, sports coach) 8 3 11

Other (please specify) 0 0 0

6 54 20 74 Micro (1-9 employees) 15 16 31

Small (10-49 employees) 18 2 20

Medium (50-249 employees) 12 1 13

Large (over 250 employees) 9 1 10

7 3 18 21 Owner \ Principle Shareholder 2 15 17

Director \ Main decision maker 0 2 2

Middle Management 1 1 2

Employee 0 0 0

8 54 20 74 Manufacture of goods 9 1 10

Sale of Labour \ Time 24 16 40

Margin on resale of goods \ services 17 2 19

Use of capital item 4 1 5

Other (please specify) 0 0 0

9 21 20 41 We don't do any 16 5 11 16

All our clients are large companies so we don't do anything 1 1 0 1

We check the client with a credit reference agency 8 5 3 8

We check the company at Companies House 10 5 5 10

We check company details on the Prompt Payment Code website 0 0 0 0

We check data on Duty to Report website 0 0 0 0

We validate the VAT number at VIES 3 3 0 3

We obtain credit references from the new client's existing suppliers 2 2 0 3

We obtain bank reference from the new client's bank 1 0 1 1

10 What was your annual turnover net of VAT last year? 54 20 Open-Ended Response 6.7E+09 54 20 74

11 What is the average value of your invoices? 54 20 Open-Ended Response 623635 54 20 74

12 13 17 30 None - everyone pays on time 1 1 2

Up to 25% 9 7 16

26% - 50% 2 4 6

51% - 75% 0 4 4

76% - 99% 1 0 1

100% every invoice is paid late 0 1 1

13 3 2 5 £40 1 0 1 1

£70 1 0 1 1

£100 3 3 0 3

14 5 4 9 Under your terms 2 1 1 2

Under Clients terms 2 1 1 2

In accordance with Late Payment Legislation 5 3 2 5

PRE-FORMULATED ANSWERS

What is the size of your business?

And what is your position within the business?

How are your principal sales earned?

What credit control policies do you do

What percentage of payments from business are paid 

late?

How many invoices did you apply a statutory fee to?

Have you heard of The Late Payment of Commercial 

Debts Regulations?

Have you heard of the Prompt Payment Code?

Are you aware of 'Duty to Report'?

Did you know that the Small Business Commissioner 

is responsible for Late Payments?

What sector are you in?

How many invoices did you charge interest against?

QUESTION No. RESPONSES

RESPONDENT GROUP

No. RESPONSES

RESPONDENT GROUP
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% SPLIT

ACCA CREATIVE TOTAL ACCA CREATIVE TOTAL

15 How many clients paid? 6 4 10 The statutory charge 4 2 2 4

Interest 6 4 2 6

Were any of the late payments for less than £ 1,000 54 20 74 Yes 38 14 52

No 16 6 22

17 CHECK DIGIT 26 12 26 12 38

92 47 9750 Under 30 days 2383 22 11 33

30-60 days 6735 21 10 31

61-90 days 292 17 8 25

91 - 120 days 122 16 9 25

Over 120 days 218 16 9 25

CHECK DIGIT 32 12 32 12 44

18 171 228 1 5 1 6

2 2 3 5

3 4 2 6

4 2 1 3

5 0 1 1

6 2 0 2

N/A 12 3 15

1 8 2 10

2 9 4 13

3 3 1 4

4 3 0 3

5 1 0 1

6 1 1 2

N/A 5 2 7

1 8 4 12

2 5 2 7

3 7 0 7

4 0 1 1

5 1 2 3

6 1 1 2

N/A 8 2 10

1 4 1 5

2 4 0 4

3 4 2 6

4 4 1 5

5 1 0 1

6 1 0 1

N/A 11 4 15

1 1 1 2

2 4 0 4

3 1 2 3

4 3 2 5

5 4 0 4

6 1 1 2

N/A 13 2 15

1 0 0 0

2 0 0 0

3 3 0 3

4 2 1 3

5 4 2 6

6 4 1 5

N/A 15 4 19

CHECK DIGIT 33 12 33 12 45

19 80 We don't do anything, we just wait for the buyer to pay us 3 1 4

We continue to chase, sending letters, statements or telephoning until we are paid 30 10 40

We agree discounts for early settlement 1 2 3

We agree extended payment terms to avoid litigation 6 1 7

We agree discounts to avoid litigation 3 0 3

We proceed in-house using Money Claim Online 3 2 5

We pass the case to a debt collector 3 3 6

We appoint solicitors 2 1 3

We write the debt off 6 3 9

Other (please specify) 0 0 0

PRE-FORMULATED ANSWERS

How many invoices under £ 1,000 were paid late 

during your last financial year?

What are the normal reasons clients give for late 

payment? (Rank in order of excuse)

How do you normally deal with deal with late 

payments?

Debt is under £1,000

client disputes goods\services were provided 

client disputes accuracy of the invoice 

client has a counter claim 

RESPONDENT GROUP RESPONDENT GROUP

client only pays on red letter

client is inefficient 

client has cash flow problems

QUESTION No. RESPONSES No. RESPONSES
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% SPLIT

ACCA CREATIVE TOTAL ACCA CREATIVE TOTAL

20 47 18 65 Yes 25 14 39

No 22 4 26

CHECK DIGIT 14 12 14 12 26

21 91 Under 30 days 469 12 8 20

30-60 days 683 13 10 23

61-90 days 134 10 7 17

91 - 120 days 49 9 7 16

Over 120 days 34 9 6 15

CHECK DIGIT 24 13 24 13 37

22 117 1 4 1 5

2 4 2 3

3 9 9 6

4 12 0 3

5 0 5 1

6 12 0 2

N/A 0 0 0

1 5 2 7

2 16 4 10

3 18 3 7

4 0 0 0

5 5 0 1

6 0 0 0

N/A 0 0 0

1 11 3 14

2 6 2 4

3 12 6 6

4 0 8 2

5 5 0 1

6 0 0 0

N/A 0 0 0

1 3 1 4

2 6 2 4

3 3 3 2

4 16 0 4

5 10 0 2

6 0 6 1

N/A 0 0 0

1 0 1 1

2 6 4 5

3 6 3 3

4 12 0 3

5 10 0 2

6 6 0 1

N/A 0 0 0

1 0 0 0

2 0 0 0

3 6 3 3

4 12 4 4

5 10 0 2

6 18 6 4

N/A 0 0 0

CHECK DIGIT 24 13 24 13 37

23 78 We don't do anything, we just wait for the buyer to pay us 1 1 2

We continue to chase, sending letters, statements or telephoning until we are paid 24 12 36

We agree discounts for early settlement 2 1 3

We agree extended payment terms to avoid litigation 8 3 11

We agree discounts to avoid litigation 3 1 4

We proceed in-house using Money Claim Online 3 0 3

We pass the case to a debt collector 4 4 8

We appoint solicitors 3 2 5

We write the debt off 4 2 6

Other (please specify) 0 0 0

PRE-FORMULATED ANSWERS

How do you normally deal with deal with late 

payments?

How many invoices between £ 1,000 and £10,000 

were paid late during your last financial year?

Were any of the late payments between than £ 1,000 

and £10,000

What are the normal reasons clients give for late 

payment? (Rank in order of excuse)

Debt is over £1,000 and less than £10,000

client disputes goods\services were provided 

client disputes accuracy of the invoice 

client has a counter claim 

client only pays on red letter

client is inefficient 

client has cash flow problems

QUESTION No. RESPONSES No. RESPONSES

RESPONDENT GROUP RESPONDENT GROUP
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% SPLIT

ACCA CREATIVE TOTAL ACCA CREATIVE TOTAL

24 45 18 63 Yes 19 1 20

No 26 17 43

CHECK DIGIT 10 1 10 1 11

25 38 Under 30 days 42 8 1 9

30-60 days 49 9 0 9

61-90 days 15 7 0 7

91 - 120 days 10 7 0 7

Over 120 days 7 6 0 6

CHECK DIGIT 17 1 17 1 18

26 85 1 3 1 4

2 0 0 0

3 6 0 2

4 8 0 2

5 0 0 0

6 6 0 1

N/A 5 0 5

1 3 0 3

2 10 0 5

3 3 0 1

4 0 0 0

5 10 0 2

6 0 0 0

N/A 2 0 2

1 6 0 6

2 4 0 2

3 9 0 3

4 0 0 0

5 0 0 0

6 0 0 0

N/A 5 0 5

1 2 0 2

2 4 0 2

3 9 0 3

4 8 0 2

5 0 0 0

6 0 0 0

N/A 6 0 6

1 0 0 0

2 4 0 2

3 6 0 2

4 4 0 1

5 5 0 1

6 6 0 1

N/A 6 0 6

1 0 0 0

2 0 0 0

3 3 0 1

4 8 0 2

5 10 0 2

6 12 0 2

N/A 7 0 7

CHECK DIGIT 18 1 18 1 19

27 36 We don't do anything, we just wait for the buyer to pay us 0 1 1

We continue to chase, sending letters, statements or telephoning until we are paid 17 1 18

We agree discounts for early settlement 2 0 2

We agree extended payment terms to avoid litigation 5 0 5

We agree discounts to avoid litigation 1 0 1

We proceed in-house using Money Claim Online 2 0 2

We pass the case to a debt collector 3 0 3

We appoint solicitors 3 1 4

We write the debt off 0 0 0

Other (please specify) 0 0 0

PRE-FORMULATED ANSWERS

Were any of the late payments between £10,000 and 

£100,000?

How many invoices between £10,000 and £100,000 

were paid late during your last financial year?

What are the normal reasons clients give for late 

payment? (Rank in order of excuse)

How do you normally deal with deal with late 

payments?

Debt is over £10,000 an dless than £100,000

client has a counter claim 

client only pays on red letter

client is inefficient 

client has cash flow problems

QUESTION No. RESPONSES No. RESPONSES

RESPONDENT GROUP RESPONDENT GROUP

client disputes goods\services were provided 

client disputes accuracy of the invoice 
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% SPLIT

ACCA CREATIVE TOTAL ACCA CREATIVE TOTAL

28

Were any of the late payments for more than £ 

100,000 ? 45 18 63 Yes 4 0 4

No 41 18 59

CHECK DIGIT 2 0 2 0 2

29 7 Under 30 days 3 2 0 2

30-60 days 0 1 0 1

61-90 days 0 1 0 1

91 - 120 days 0 1 0 1

Over 120 days 1 2 0 2

CHECK DIGIT 3 0 3 0 3

30 18 1 0 0 0

2 0 0 0

3 0 0 0

4 0 0 0

5 0 0 0

6 6 0 1

N/A 2 0 2

1 1 0 1

2 0 0 0

3 0 0 0

4 0 0 0

5 5 0 1

6 0 0 0

N/A 1 0 1

1 0 0 0

2 0 0 0

3 3 0 1

4 0 0 0

5 0 0 0

6 0 0 0

N/A 2 0 2

1 1 0 1

2 0 0 0

3 0 0 0

4 0 0 0

5 0 0 0

6 0 0 0

N/A 2 0 2

1 0 0 0

2 2 0 1

3 0 0 0

4 0 0 0

5 0 0 0

6 0 0 0

N/A 2 0 2

1 0 0 0

2 0 0 0

3 0 0 0

4 4 0 1

5 0 0 0

6 0 0 0

N/A 2 0 2

CHECK DIGIT 4 0 4 0 4

31 12 We don't do anything, we just wait for the buyer to pay us 0 0 0

We continue to chase, sending letters, statements or telephoning until we are paid 4 0 4

We agree discounts for early settlement 2 0 2

We agree extended payment terms to avoid litigation 2 0 2

We agree discounts to avoid litigation 2 0 2

We proceed in-house using Money Claim Online 0 0 0

We pass the case to a debt collector 1 0 1

We appoint solicitors 1 0 1

We write the debt off 0 0 0

Other (please specify) 0 0 0

CHECK DIGIT 44 17 44 17 61

32 74 accountant 3 9 12

insurance broker 1 0 1

bank 0 0 0

debt collection agent 9 5 14

solicitors 11 4 15

Small Business Commissioner 0 0 0

Professional or trade body 0 1 1

Never sought external advice 25 6 31

Other (please specify) 0 0 0

PRE-FORMULATED ANSWERS

Which professional advisors have you have 

sought advice from in relation to late payments?

How many invoices over £100,000 were paid late 

during your last financial year?

Debt is over £100,000

client only pays on red letter

client is inefficient 

client has cash flow problems

client disputes goods\services were provided 

client disputes accuracy of the invoice 

RESPONDENT GROUP RESPONDENT GROUP

client has a counter claim 

What are the normal reasons clients give for late 

payment? (Rank in order of excuse)

How do you normally deal with deal with late 

payments?

QUESTION No. RESPONSES No. RESPONSES



Appendix 

 
383 

 
 

% SPLIT

ACCA CREATIVE TOTAL ACCA CREATIVE TOTAL

33 21 11 32 I used Money Claim Online 3 1 4

I did it myself \ in-house 2 6 8

I used a solicitor 7 0 7

I've not needed to 5 2 7

There's no point it costs too much 4 1 5

Even if I won I doubt I would get paid 0 1 1

CHECK DIGIT 12 3 12 3 15

34 16 4 20 for less than £ 1,000 14 2 1 3

between £ 1,000 and £10,000 25 7 3 10

between £10,000 and £100,000 8 7 0 7

over £100,000 0 0 0 0

35 12 2 14 under 30 days 0 0 0

over 30 days but within 60 days 0 0 0

over 60 days but within 90 days 2 0 2

over 90 days but within 6 months 1 0 1

over 6 months but less than a year 3 1 4

over 1 year 2 1 3

ongoing 4 0 4

36 12 2 14 Under £ 1,000 0 0 0

Between £ 1,000 and £10,000 6 2 8

Between £ 10,000 and £ 100,000 6 0 6

Over £100,000 0 0 0

37 11 2 13 Yes 8 0 8

No 3 2 5

38 11 2 13 Yes 6 0 6

No 5 2 7

39
What was the solicitor's estimate for collection costs 

(include legal fees, court fees, barristers fees) 5 0 Open-Ended Response 5 0 5

40 5 0 5 Lower than the eventual cost 0 0 0

About right 4 0 4

Higher than the eventual cost 1 0 1

41 7 0 7 yes 6 0 6

no 1 0 1

42 9 2 11 because the debtor filed for bankruptcy 3 0 3

as we didn't pursue the judgment 3 1 4

due to the cost of enforcement 0 0 0

plus costs 3 1 4

but not the costs 0 0 0

with costs 0 0 0

but not the costs 0 0 0

We lost the case We lost the case 0 0 0

Other (please specify) 0 0 0

PRE-FORMULATED ANSWERS

Did your solicitor give you an estimated cost to 

complete litigation?

Excluding any award for costs in your favour, how 

accurate was your solicitors estimate of the total 

collection costs?

Did the cost of collection influence your decision to 

commence action?

Having taken further action did you?

Have you ever commenced litigation?

How many cases have you taken to court in the last 5 

years where the claim was;

Considering your most recent legal case, how long 

did it take to collect the debt?

How much was the debt for?

Did your solicitor state their fees were due in full 

irrespective of any award for costs by the court?

Yes

No

Collect part of the debt

Collect the whole debt

Receive nothing 

QUESTION No. RESPONSES No. RESPONSES

RESPONDENT GROUP RESPONDENT GROUP
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% SPLIT

ACCA CREATIVE TOTAL ACCA CREATIVE TOTAL

43 44 17 61 Yes 19 14 33

No 25 3 28

CHECK DIGIT 18 14 18 14 32

44 396 Rarely 8 4 12

Some of the time 4 6 10

Most of the time 2 1 3

All of the time 2 0 2

N/A 1 3 4

Rarely 7 3 10

Some of the time 0 5 5

Most of the time 0 1 1

All of the time 1 1 2

N/A 9 4 13

Rarely 7 8 15

Some of the time 2 3 5

Most of the time 1 0 1

All of the time 0 0 0

N/A 7 2 9

Rarely 5 3 8

Some of the time 1 6 7

Most of the time 1 1 2

All of the time 5 0 5

N/A 5 4 9

Rarely 5 3 8

Some of the time 2 6 8

Most of the time 1 0 1

All of the time 2 0 2

N/A 7 4 11

Rarely 4 0 4

Some of the time 6 11 17

Most of the time 0 2 2

All of the time 1 0 1

N/A 6 1 7

Rarely 6 2 8

Some of the time 0 3 3

Most of the time 1 0 1

All of the time 0 0 0

N/A 10 8 18

Rarely 7 4 11

Some of the time 4 2 6

Most of the time 0 1 1

All of the time 1 3 4

N/A 4 3 7

Rarely 1 1 2

Some of the time 5 4 9

Most of the time 4 6 10

All of the time 5 2 7

N/A 3 1 4

Rarely 1 1 2

Some of the time 5 4 9

Most of the time 5 5 10

All of the time 7 3 10

N/A 0 0 0

Rarely 7 3 10

Some of the time 3 4 7

Most of the time 2 3 5

All of the time 5 1 6

N/A 0 2 2

Rarely 7 3 10

Some of the time 2 4 6

Most of the time 1 5 6

All of the time 6 1 7

N/A 1 0 1

Rarely 10 1 11

Some of the time 3 5 8

Most of the time 0 4 4

All of the time 2 1 3

N/A 2 1 3

Other (please specify) 0 1 1

PRE-FORMULATED ANSWERS

Has late payment impacted your business?

In what way? (tick all that apply)

Late payment results in extra hours 

chasing debts

Late payment results in extra hours 

dealing with suppliers chasing us for 

payments

Late payments result in extra hours 

being incurred on revising cash 

flows\arranging alternative funding

Because we are paid late we put more 

pressure on other debtors to pay earlier

We have to rely on our bank overdraft

We have to take out loans to cover 

shortfalls

We have been unable to invest in new 

equipment/ and or staff 

Our staff have had to reduce their 

salaries 

Dividends\owners drawings have been 

reduced or delayed

Late payment causes a lot of stress to 

staff 

We pay our own suppliers late

QUESTION No. RESPONSES No. RESPONSES

RESPONDENT GROUP RESPONDENT GROUP

We struggle to pay our staff on time

We struggle to pay business bills like 

energy, business rates and rent
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% SPLIT

ACCA CREATIVE TOTAL ACCA CREATIVE TOTAL

CHECK DIGIT 3 13 3 13 16

45 50 Never 0 0 0

Sometimes because the debt is significant 2 2 4

Sometimes because of other circumstances 0 1 1

Often because the debt is significant 0 2 2

Often because of other circumstances 1 1 2

Always because the debt is significant 0 1 1

Always because of other circumstances 0 0 0

Never 1 1 2

Sometimes because the debt is significant 1 0 1

Sometimes because of other circumstances 0 2 2

Often because the debt is significant 1 0 1

Often because of other circumstances 0 0 0

Always because the debt is significant 0 1 1

Always because of other circumstances 0 0 0

Never 3 1 4

Sometimes because the debt is significant 0 1 1

Sometimes because of other circumstances 0 0 0

Often because the debt is significant 0 2 2

Often because of other circumstances 0 0 0

Always because the debt is significant 0 0 0

Always because of other circumstances 0 1 1

Never 3 1 4

Sometimes because the debt is significant 0 0 0

Sometimes because of other circumstances 0 3 3

Often because the debt is significant 0 0 0

Often because of other circumstances 0 0 0

Always because the debt is significant 0 0 0

Always because of other circumstances 0 0 0

Never 2 2 4

Sometimes because the debt is significant 0 0 0

Sometimes because of other circumstances 1 0 1

Often because the debt is significant 0 0 0

Often because of other circumstances 0 0 0

Always because the debt is significant 0 0 0

Always because of other circumstances 0 0 0

Never 2 0 2

Sometimes because the debt is significant 0 3 3

Sometimes because of other circumstances 1 2 3

Often because the debt is significant 0 0 0

Often because of other circumstances 0 0 0

Always because the debt is significant 0 0 0

Always because of other circumstances 0 1 1

If you would like to expand your answer with further information please enter it here. 0 4 4

46 43 16 59 Yes 4 5 9

No 39 11 50

47 43 16 59 Yes 3 3 6

No 6 5 11

Didn't ask for arrangement 6 4 10

Didn't need arrangement 28 4 32

48

Did HMRC apply penalties or interest to the late 

payment? 41 16 57 Yes 7 3 10

No 34 13 47

49 42 16 58 Yes 21 14 35

No 21 2 23

50 What lessons have you learnt from the experience? 21 14 Open-Ended Response 21 14 35

51 43 16 59 Yes 13 11 24

No 30 5 35

52 What changes have you made? 16 13 Open-Ended Response 16 13 29

53 43 16 59 Yes 7 8 15

No 36 8 44

54 What changes have you made? 11 10 Open-Ended Response 11 10 21

55 43 16 59 Yes 0 5 5

No 43 11 54

56 Please enter a contact email address. 7 6 Open-Ended Response 7 6 13

Have you changed your approach to debt collection ?

Would you be happy to discuss your experiences in 

more detail in a 30-60 minute interview?

Has late payment affected you?

Did you pay any of your taxes late as a result of your 

clients paying you late?

Did HMRC agree a 'Time to Pay' arrangement?

Have you learnt any lessons from the experience?

Have you changed your approach to credit control?

It has impacted my mental health

I worry about it at work

I worry about it outside of work

PRE-FORMULATED ANSWERS

RESPONDENT GROUP RESPONDENT GROUP

I has caused one or more sleepless nights

It has impacted on my family life 

It has impacted on my physical health 

QUESTION No. RESPONSES No. RESPONSES
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1.2 Appendix 2 – Interviews 

The following table lists, and cross references interviewees names to the 

Shakespearean names and references used in throughout this thesis. 
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1.3 Appendix 3 – Questionnaire No.2  

The following three sections cover the survey summaries relating to the survey 

sent to panel members of AAT, posted to small business groups on Facebook 

and via a paid for 235 responses on Survey Monkey. 

 

Q2 - Survey Monkey Skip Logic 
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Question

Total 

Responses

ACTUAL ESTIMATE ACTUAL ESTIMATE ACTUAL ESTIMATE

Completion Rate 60% 59% 80% 60% 91% 58% 77%

Time to Complete : Minutes 7 13 10 13 4 12 7

Responses 10 10 259 279

Rejected 4 2 23 29

Used 6 8 236 250

Question Abbriviated Question

1 Have you ever felt intimidated by a 

client when asking for your money?

6 8 236 250

2 Have you ever reached the point 

where an invoice is so late that 

you've thought 'WHAT NOW?'

6 8 236 250

3 Who made late payment 5 7 96 108

4 Applied LPCDR rights? 4 6 67 77

5 Which professional advisors have 

you have sought advice from in 

relation to late payments?

5 7 96 108

6 Did you take their advise? 2 4 50 56

7 Where the invoice was late, did you 

agree a discount to get settlement?

1 35 36

8 Where the invoice was late, did you 

agree a an extended time  to 

get settlement?

5 7 96 108

9 Did you refer the debt to the Small 

Business Commissioner for his 

assistance?

5 7 95 107

10 Have you ever commenced litigation 5 7 96 108

11 Did your solicitor state their fees 

were due in full irrespective of any 

award for costs by the court?

9 9

12 Did your solicitor give you an 

estimated cost to complete 

litigation?

9 9

13 What was solicitors estimate 7 7

14 Excluding any award for costs in 

your favour, how accurate was your 

solicitors estimate of the total 

collection costs?

7 7

15 Did the cost of collection influence 

your decision to commence action?

1 3 22 26

16 How much was debt? 5 7 96 108

17 How long did it take to collect the 

debt?

5 7 96 108

18 Result of further action? 5 7 96 108

19 What lessons have you learnt from 

the experience?

5 5 91 101

20 Impact on late payment on 

individual

6 8 219 233

21 What sector are you in? 6 8 235 249

22 What is the size of your business? 6 8 235 249

23 And what is your position in the 

business?

6 8 235 249

24 How are your principal sales 

earned?

6 8 235 249

25 How old are you? 0 1 235 236

Small Business Survey

SKIP LOGIC MAX SKIP LOGIC MAX

4 493

SKIP LOGIC MAX

2

1 4

AAT Survey Monkey

155

13 75

1

2 6

3
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Q2 - Questionnaire Responses 

The following section contains the answers to Questionnaire No.2 
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1.4 Appendix 4 – Summary of Questionnaire Respondents 

The following table details the data collection sources, summary of rejected 

surveys and final data set used within Chapters 6-9. 
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1.5 Appendix 5 – Industry Recommended Credit Management Processes 

Credit control procedures reveal a buyer’s payment reputation, helping ensure 

that their trust in the buyer is justified. I now summarise recommended industry 

best practice concerning credit management procedures designed to reduce 

risk and enhance trust. In the summary, I outline what things a supplier should 

consider when offering trade credit, explaining how these fit in with the 

regulatory environment. I classify these as informal processes (see Figure 1-1). 

Businesses can obtain advice on credit control from multiple sources such as 

professional bodies (ACCA, 2012; ICAEW, 2012; CICM, 2018), credit collection 

agencies (Experian, 2018), business associations (FSB, 2017b), banks, 

government (BIS, 2018) and the trade press. Having evaluated the 

recommendations of the various sources, coupled with over 30 years in 

practice, the consensus of best practice can be summarised as follows. 

Develop a credit policy – and stick to it 

A credit policy will set out the business approach to granting credit, checks to be 

undertaken before granting credit and the key points that collection will be 

escalated through the collection process. Consideration of credit insurance, 

letters of credit and export finance should be considered before setting payment 

terms with the buyer. The Late Payment of Commercial Debts (Interest) Act 

1998 offers an implied term of 60 days. From July 2021, signatories of the PPC 

must pay 95% of invoices raised by small businesses in 30 days. 
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Know your customer 

This may seem obvious, but suppliers may not know the correct legal name of 

the buyer, especially if the buyer is a large company with various subsidiaries. 

Both the trading and registered name (and company number) or owner’s name 

and address if a sole trader should be recorded by the supplier. Once the 

supplier knows whom they are dealing with, credit searches should be 

undertaken and credit scores obtained. This can be a swift and cheap process 

with companies such as Credit Safe, or Experian. Free checks can also be 

made at Companies House, the UK’s company registration agency, for 

company information and accounts, the Government’s website for payment 

practices and the SBC for adherence to prompt payment, together with details 

of the signatory terms and contact details when a breach occurs. Failure to 

record the information correctly may lead to delays and even frustrate an action 

through the courts. 

Involve the whole business in credit management 

Trade credit can lead to strategic advantage (Paul, 2010) and all parts of the 

supplier’s business should be involved. A sale should commence by obtaining  

information about the new client and/or checking the client’s current credit 

status. Credit control will use the information to obtain satisfactory credit 

references and keeping them current. The legal department will issue the 

contract/terms of business to accounts will submit the invoice. Credit control will 

then ensure timely collection leading to repeat business. In a small business all 

these functions may be undertaken by one or more persons. 
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Balance incoming and outgoing credit facilities 

The supplier should consider the credit terms it obtains from its own vendor’s 

and balance or improve (see Section 2.4 cash to cash cycle) the terms with its 

own buyer’s. The supplier should retain a degree of flexibility, it should also 

know when to turn away new business if it considers that it is overly exposed on 

credit. When the supplier is faced with a buyer who wants to pay but is unable 

to, the buyer should be best placed to work with the supplier to find a solution. 

Credit finance options 

The supplier should continually monitor short-term finance options such as 

overdrafts (secured on the debtor’s book), factoring and invoice discounting, so 

that it can vary and pass on any finance charges to the buyer by varying the 

sales price, or the payment terms granted. Does the buyer operate SCF and, if 

so, what are the criteria to be eligible if required? 

Internal collection processes 

Suppliers should check with their buyers regarding how invoices should be 

submitted, whether by post, email or uploaded directly into the buyer’s invoice 

portal. The supplier should ensure the invoice has been received and whether 

there are any queries. If there are, these should be dealt with swiftly. 

Statements, emails and telephone calls to the buyer’s accounts department 

should also be made regularly to trace an invoice through the payment system. 

Information relating to payment practices was available on the PPC website 

when it was managed by CICM but was subsequently removed by BEIS. 
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Know your rights and know when to use them (or not) 

The supplier should know their regulatory rights in the collection process and be 

familiar with all available options. This should include knowledge of relevant late 

payment legislation, including the Late Payment of Commercial Debts (Interest) 

Act 1998, reporting procedures for buyer breaches if they are a member of a 

PPC or liable to report payment practice performance reports. Knowledge of the 

functions of the SBC acting as both signposter and dispute resolver. Different 

rules apply to different sectors. For example, the construction sector is 

governed by the Housing Grants, Construction and Regeneration Act 1996 with 

disputes being resolved through arbitration or the courts. The public sector is 

governed by the Public Contracts Regulations 2015 with offences reportable to 

the Cabinet Office. 

The processes are simple to adopt with relevant buyer information available 

online at no cost. However, the information is currently stored in multiple places 

including, for example, Companies House. PPC and PPPR data are all 

accessed in different Government portals. I explore my research subjects’ 

knowledge and use of the regulatory provisions in Chapter 6. 

 

 

 


