WORKING CAPITAL FINANCE

TIME
PAY
TO

The biggest issue for
small suppliers
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The large, multinational businesses
that drive the global economy
have rarely been under so much
pressure to demonstrate that the
good they do for society matches
the returns they generate for
shareholders.
Working practices and financial
management are under intense
scrutiny from politicians and
regulators, with much of the
attention focused on how they
treat suppliers.
Millions of designers and manufacturers
that make the vital components inside the
latest smartphones, cars and household
appliances have traditionally been
squeezed by the huge global brands they
serve, often waiting nervously for months
to be paid.
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In order to pay wages and keep the lights on, they have been
forced to resort to expensive short-term financing solutions, such
as factoring, credit cards or high-cost short-term loans. Each of
these provides money up front to cover everyday expenses, but
come at a price few small businesses can bear.
For larger suppliers, often multi-billion-dollar companies in their
own right, there is traditional supply chain finance provided by
big banks. Whilst welcome to all who are able to participate, this
brand of finance is usually the preserve of those top few large
suppliers to a bank’s biggest customers. So once again, the small
and medium enterprises (SMEs) vital to all supply chains and
indeed all economies, are left out in the cold.
Greensill estimates that up to 75% of the cost of goods sold
was previously unaddressed by existing short-term financing
arrangements as they are cumbersome to administer, inflexible to
changing circumstances and expensive.
This is why Greensill developed an entirely new model of Working
Capital Finance that aims to make exclusive solutions once only
used by multinationals available right across the supply chain at
the lowest possible cost.
Greensill’s version of supply chain finance combines the latest
technology with global capital markets expertise. The approach
might sound like a high finance solution spawned on Wall Street
or in the City of London but it is not.

75%

cost of goods
sold unaddressed
by finance
arrangements

6.5 million

job opportunities
potentially lost
due to late
payment

Greensill’s unique approach to supply chain finance, one which
has opened up this vital working capital tool to more than 8
million customers and suppliers around the world, is deeply
rooted in the rich red earth of Bundaberg, Queensland, Australia,
where founder and chief executive Lex Greensill grew up on his
family’s sugar cane farm.
There he saw the damage wrought by a lack of working capital
on an otherwise sound agricultural businesses. Far from the big
cities, they were usually the last to be paid for their produce.
Late payment is a global scourge but the financial constraints it
imposes are matched by the devastating effect it can have on
people, communities and economies.
A study by the European Commission in 2018 concluded that 6.5
million jobs could have been created if more bills were paid on
time in the previous year.
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It reported unfair payment practices are widespread in
transactions between businesses in Europe. SMEs suffer most
because they do not have sufficient bargaining power to
negotiate their payment terms or the resources to mitigate the
impact of late payment.
Around 95% of SMEs were paid late in Western Europe, while the
figure was 89% for those in the eastern part of the EU.
In Italy only 13.7% of large companies pay on time, compared
to 36.8% of micro companies. Meanwhile, in Sweden, small
enterprises tend to pay within 30 days while large companies pay
after several months, in effect using their subcontractors as banks.
The cashflow impact on those companies losing out is significant
but the effect on the mental health of those chasing the money is
often overlooked. According to a UK study, 1/3 of people affected
by late payment experienced anxiety, extreme anger, depression
or insomnia.

89-95%
of SMEs based
in the EU were
paid late

13.7%

of large
companies in Italy
paid on time

33%

of people
chasing payment
experience
adverse mental
health
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Research by the Electrical
Contractors’ Association and
Building Engineering Services
Association revealed:

64%

72%
experience
stress

lose sleep

51%
suffer mental
health issues
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Pressure has been building in
the UK for some time to address
the problem. The Federation of
Small Businesses calculated that
50,000 SMEs collapse each year
as a direct result of late payment,
costing the economy £2.5 billion
per year.
Trade publication Accountancy Age reported UK SMEs
had to wait on average 23 days beyond due payment date
for their money in 2019, double the figure of the previous
year.
Now, political action is being taken with Lord Mendelsohn
introducing a bill in the House of Lords in January that
proposes to cut terms to a statutory limit of 30 days, ban
companies charging suppliers for prompt payment and
give the Small Business Commissioner powers to levy
fines on companies with poor payment records.
“Late payment is crippling small businesses, while the
UK economy is crying out for investment,” says Lord
Mendelsohn. “By failing to tackle late payment, we are
starving our small businesses of the capacity to act.”

“Late payment
is crippling small
businesses, while the UK
economy is crying out
for investment. By failing
to tackle late payment,
we are starving our
small businesses of the
capacity to act.”
Lord Mendelsohn

The US government is trying to lead by example on late
payment with a prompt payment rule that ensures that
valid and proper invoices submitted by vendors are paid
on time by federal agencies. In most cases they must pay
interest if they pay vendors late.
As well as the social implications being more openly
addressed, the onus is on large companies to adopt new
governance standards to ensure fair treatment of their
suppliers and reconsider strategic priorities.
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At the World Economic
Forum in January there was
much talk of a “systemic shift
towards purposeful business
and responsible capitalism,
challenging well-established
assumptions about
shareholder primacy”.
A new “Davos Manifesto” was released which urged companies to
consider the values most relevant to doing business in the 2020s and
specifically tackled relationships with suppliers. The manifesto stated:
“A company considers its suppliers as true partners in value creation.
It provides a fair chance to new market entrants. It integrates respect
for human rights into the entire supply chain.”
Lex Greensill, who attended the Davos event, is a supporter of the
new manifesto and believes the company’s innovations in Working
Capital Finance are in tune with the new mood of respect and
collaboration.
Greensill works for suppliers by leveraging the strong credit rating of
the large corporate buyer at the top of the supply chain, so smaller
members at the bottom of the pyramid gain access to their cash
at ultra-low rates. This enables non-investment grade suppliers to
benefit from investment-grade financing rates.
Greensill buys hundreds of thousands of invoices, or trade
receivables, from companies of all sizes and packages them into
short-term, buyer-backed bonds that are then sold to investors. Rates
for the service are as low as 1 per cent of the outstanding invoice,
two-to-three times lower than traditional asset-based lending.

“Greensill’s
innovations in
Working Capital
Finance are in tune
with the new mood
of respect and
collaboration”

Greensill makes finance fairer, paying businesses and people the cash
they are owed when they are owed it.

Lex Greensill, founder and
chief executive of Greensill
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Supplier Spotlight: Dallas
Digital Signs & Graphics
On any construction project, putting a sign on the door is one
of the last jobs to be done. That means Gulnara Balic and her
employees at Texas-based Dallas Digital Signs & Graphics are
among the last to be paid.
Construction is notorious for late payment, among the top three
the worst offenders in a study by the European Commission,
and providing the finishing touches of signage means payment
comes well down the priority list.
But with Greensill and its Early Pay Program, Balic is reimbursed
in just a few days so she can settle bills to her own suppliers and
pay wages without worry.
“It helps us with our cashflow tremendously,” Balic says of
working with Greensill. “It used to be we would do our work and
wait. Now we get paid in a few days. It’s a big difference.”
With Greensill, much of the waiting is removed from the
equation and the positive impact on stress levels of employees
across the business is clear as they never have to worry about
being paid on time, no matter how slowly an invoice is being
processed by a client.
“It’s always about payroll,” Balic says. “You can always ask for
credit from suppliers, but you can’t ask for credit from your
employees. Having money available almost immediately is a
huge benefit to the people of the construction business.”

“You can always ask for
credit from suppliers,
but you can’t ask
for credit from your
employees. Having
money available almost
immediately is a huge
benefit to the people
of the construction
business.”
Gulnara Balic, Dallas Digital
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Greensill
and Australia
Lex Greensill, founder and chief executive, experienced first-hand
the devastating effect of inefficient financial supply chains can
have on a business as he grew up on his parent’s sugar cane farm
in Bundaberg, Queensland.
For every crop, his family would wait as long as two years for
payment from planting the seed to shipping the sugar and
beyond. This formative experience is at the heart of all Greensill
does today.
Greensill is an international provider of working capital finance
based in London but with major operations in Australia. It is one
of several providers of working capital finance in the Australian
market, competing with traditional suppliers that typically charge
double-digit interest rates.

1.5-2%

Typical cost of Greensill
finance in Australia
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Under a Supply Chain Finance (SCF)
programme a supplier can elect to
receive early payment of their
invoices from Greensill for
a small discount – typically an
annualised rate of 1.5-2 per
cent in Australia – rather than
wait for payment on normal
terms. Greensill collects the funds
from the customer at an agreed
date in the future.
This cost is lower than suppliers would otherwise be able to
obtain from any other working capital funding sources, such
as banks or other credit providers. It has proved popular with
suppliers and main contractors alike.
Recent controversy about the terms imposed on small suppliers
by leading Australian companies for receiving prompt payment
has focused attention on the supply chain finance sector – and
Greensill has been a vocal opponent of any attempt to squeeze
suppliers with inappropriate contracts.
“Greensill will not provide SCF solutions to SMEs where
their customer pays them on payment terms longer than
30 days,” says Lex Greensill. “We want to ensure all
SMEs have fairer access to finance.”
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Supplier Spotlight: Construction
Claims Consultants
For Tony Hilton and the team at Sydney’s Construction Claims
Consultants, working with Greensill has eliminated risk and
helped the company grow.
Since turning to Greensill for Supply Chain Finance in November
of 2017, CCC has been able to offer payment terms that
outperform competitors, which in turn enables him to win over
subcontractors.
“I can always pay my quarterly Business Activity Statement
(BAS) on time,” Hilton said, “because the stream of revenue
coming into the business is more consistent and predictable.”
Beyond better payment terms, Greensill has also enabled CCC
to foster a better relationship with his contractor’s accounts
team: any issues can be resolved with a simple phone call.
“The ease of dealing with the Greensill system has been a
big benefit to my business and it has helped me to grow and
expand — not just subcontractors, but pay-as-you-go staff as
well.”

“I can always pay my
quarterly Business
Activity Statement
(BAS) on time
because the stream
of revenue coming
into the business is
more consistent and
predictable.”
Tony Hilton, Construction
Claims Consultants
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