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Slow payers face long-awaited scrutiny

Averape finre payments ouerdue idays]

The cash crunch
suffered by so mony
companies during
the pondemic has
not been equally
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shared oround.

On Fridoy, retail
group Premier
lnvestments was

one of the winners -
delivering o better-

'::";:;i;::l'.'
onnuol net profit to
o record $738
million despite the
f ravoils of
covtD- 7 9.

r.. .15 :r..: i! :it, Pfemief'S Stfong
:i:i:P;-i::Ff :fi:i?.,r4r:i. cosh balance _

oround $449 million
ot the end of its

finoncial year, more thon double the previous yeor - come of the
expense of its suppliers.

Manufacturers hod to watt much longer than usual - up fo sx
months - for the money they were owed for delivering clothes
and other goods to stores including Just Jeons, Peter Alexander
ond Smiggle.

Premier's financtal occounts reveol that its trade payables, which reflect how much money tt
owes supplters ond other creditors, soared to $209 mittton from $81.9 mitlion a year eorlier,
including $54 millian ta poy interim dividends.

Premierdeclinedtocommenton exoctlyhowlongit tooktopaybillsbut saidtheJust
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Group(whichawnsthe clothtngstorebronds)had"sought suppoffromsupp[iersfortemporory
flextbilityinpoyment terms"duringthe pandemicondwas nowprog ressingto
" m o re u s u o t" poyme nt te rmso sth e vtru se o se sa n d so m e sto res reope ned.

But of 12A days, even Premter's usuat payment terms ore for too [ong, welt beyond the
Business Council of Austrolio's recommended ttme frome of 30 doys.

Big componies hove been able to easily dictate poyment terms becouse their small suppliers
will typicolty miss out on soles ottogether if they do not accept them, There hove been no
laws in Australia forcing companies to pay bills quickly (olthough federol and most state
governments hove prompt poyment policies for their invoices) ond componies have been
under no obligotion to disclose how long it takes them to hand over cosh to suppliers.

But that will chonge from January 2027, when companies that eorn more than $100 milli"on

a yeor wttt be required by tow to reveal exactly how tong it tskes them to pay small suppliers,
including the shortest ond longest payment periods.

Federol Small Business Ombudsman Kote Carnetl says some componies previously mode
excuses for detoying bitl poyments by defining smotl businesses os compctnies with less thqn
20 people or providing services worth less than $7 million o yeor.

ButinSeptember, theSenotepossed legislotionapprovingtheintroduction ofthenew
PaymentTimesReporting Schemewhichrelies ontaxlawto defineasmollbusiness

-e ntitie sw it h o n o n n u a ltu r n ove rof le ssth o n $ 7 0 m iltio n.

Big companies ond gavernment enterprises witl be required to repoft twice a yeor on their
payment terms and practtces for their smalt business supptiers and the reports witl be made
ovailable for alt, free, on the tnternet.

The scheme is not as tough os the federal Smoll Business Ombudsman would like, becquse
there ore no finonctot penotttes for componies thot do not pay smatt bustnesses within 30
doys. The only penolty is being nomed ond shamed. There are fines for componies thot do
not report at otl.

But Ms Carnell's office witt ctosety monitor comptionce (whtch is expected to cost compantes
obout $22.5 mitlion o yeor) and will push for tougher tegislotion if payments do not start
speeding up.

Big companies will atso need to disclose whether they use suppty choin finance schemes,
which require suppliers to occept a discount on invoices to get paid eorly.

Use of supply choin finoncing hos risen during COVID-19, with Coolition, o reseorch group
owned by S&.P Global, reporttng thot the schemes "continued to see robust growth due to
rising volumes" in the first half of 2A20 (t did not specify the exoct volumes).
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Greensitl Copital, ane of the biggest global providers of the schemes, cloims only o few
companies abuse them to poy suppliers late and that there witt still be demand for the
schemes after the new poyment laws come inta effect.

Thisyearit toldcllentstnAustrolto, tnctudingconstructiongroupClMlC, thattheycoutd
nolongeroccessifs finoncingtodelay billpoymentsbeyond 31doysafter theendofOctober,
w in n in g p ro isefro m M sCa r n e ltfo r ta kin g o " p ro o ctive o pp ro a c h ".

But ClMlC, which now takes ot least 60 days to poy suppl[ers, cou[d simpty find onother
supply chain finoncier if it does not wont to poy oll its bills wtthtn o month.

To fend off crtttcism of supply choin finonce schemes, which have been used by several big
companies that hove collapsed due to occounting scando{s includtng Abu
Dhobiheodquortered NMC Heolth, Singapore's Agritrode and the UK's BrightHouse, financiat
providers have been on a PR offensive.

The globot suppty chain finance forum, wttich includes banks ond ather financtal institutians,

soid tn August thot small businesses should never be butlied by compantes into joining the

schemes and tronsparency in reporting the use of the schemes wos "desirob{e".

The forum olso sotd the incidences of supptters belng forced into occepting unfavourable

terms were "isoloted ond uncommon" ond orgued thot the liabitities orking from componies'
use of the schemes dtd "not create additionol finoncial rtsk obove ond beyond those that
already exist in trade between o buyer and a se[ter".

S&.P Global Rotings onolyst Groeme Ferguson ogreed thot there was nothing "inherently

wrong" with suppty chain finonce, pointing out thot it con tncrease o company's access to

funding sources ond improve the efficiency of its capitol structure.

But Mr Ferguson soid existing qccounting standards stitt make it posstble for componies to

hide thek use of supply chatn finqnce foctlities and thot this csn "obscure a compony's

underlying financiat health ond make o compony appeor to be more creditworthy thon it
actuolly ts".

Regulators ore pressing for more disclosure. ln June, the US Securities and Exchange

Commission sent letters to Coco-Cola and Boeing osking for more information on their use

af supply chain finance.

T h e reg u loto rn otedCoco - Co [o's a cco u ntspoya b te h o d in c rea sed by o ro u n d $ 7 . 7 biltio n

in20l gafterdelaying poymentstosuppliersond thatttuseda supplychainftnonce progrom.ltwas
askedtaexplain theimpactthe orrangementshodanoperattngcqsh f{owandwhether
itp lo n n e dtofu rth e r exte n d poym e ntte r m s.

It also asked the soft drinks graup to consider disctasing changes in its accounts payobte
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days to provide investors with "o metric" of how supply chain finonce arrangements
impacted its worktng copttat.

Similor questions were asked of Boe[ng, whose financiol statements showed $4.5 bitlion wos
payable to supplters parttcipattng in suppty chain ftnance programs.

Neither coca-Cola nor Boeing hove disclosed their replies to the sEC.

Meanwhi{e, lowsuits ore cropping up ogainst companies thot have used the schemes. ln
August, CIMIC wos htt with o sutt filed in the Victorian bronch of the Federal Court by class
actton firm Pht Finney McDonotd.

The suit olleges that between Februory 2015 and July 2079 CIMIC's reparted eorntngs were
not derived from cash generation from operating octivities, ond were instead generoted from
"the receipt of foctoring".

CIMIC uses both troditiona{ factortng, whtctt tnvolves setting its invotces to ftnonciers so tt
con collect cosh eorly, ond "reverse factaring" whtch is another term for suppty chotn

finance.

The sutt clatms CIMIC's use of foctortng meont tts cosh generotton wos not sustotnoble and
thot the company did not provide "a true and fair view of its ftnancial position as ot the
reporting dqte to which the relevont finoncial report related" and that it consequentty misted
investors.

CIMIC did not reveol to investors unttl mid-2019 thot it had entered into factoring
orrongements with banks and finonciol institutions to setl its receivobtes, disclasing that its
receivobles foctoring significontly increased to $7.99 billion otthe end of June from $6OO
miltion in 2077.

The foctoring was worse than anolysts had expected, with Hong Kong's GMT research
previously estimating thot CIMIC hod factored $1.2 bitlion of receivables.

CIMIC has subsequentty disctosed more information, breaking out its use of foctoring ond
reverse factoring. tn tts most recent update, at its holf-yeor resutts tn luty, it soid the tevet of
suppty choin finance ocross the group wos $36a.6 mitlion ot the end of June, down from
$851.3 mtltian at the end of December.

NMC Heolth, which is listed on the London Stock Exchange ond was o user of Greensill's
services, has also been hit with several ctass-action lawsuits after going into admtnistration
in April.

US short seller and research group Muddy Waters soid in late 2079 thot it betieved NMC
Health wos infloting asset volues ond understating debt, materially mtsleoding investors
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"such os by trying to give investors the (folse) impression it does not engoge in reverse

foctoring".
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