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Business gets a boost on bringing in debts 

Changes in the statutory protection for late payment of 
commercial debts sees a tightening up on how quickly 
commercial debts should be settled and the opportunity 
to recover costs, but businesses wanting to use the 
legislation need to make sure their contract terms do not 
over-ride the terms of the Act. 

The changes came into force on 16 March 2013 for 
contracts entered into after that date. One key change is 
that commercial businesses will be expected to pay their 
supplier invoices within 30 days, unless they have both 
agreed a longer time limit, of no more than 60 days. 
And all public bodies will now be required to pay their 
suppliers within 30 days, except for some healthcare and 
economic activities. 

Statutory interest will now be a minimum of 8% above 
the European Central Bank’s reference and interest will 
start to run automatically if the period for payment is not 
specified, or where it is deemed to be “grossly unfair”.  
The interest charges will automatically kick in at 30 days 
from the latest date of either receiving the supplier’s 
invoice, or of receiving or accepting the goods or services.
And unless a ‘reasonable’ longer period is agreed, any 
purchaser must confirm that goods or services conform 
to the contract within 30 days. 
 
Another important change is the right to claim 
compensation for reasonable costs incurred in recovering 
a debt, when the amount exceeds the established fixed 
charge sum of 40 Euros. 

For contracts entered into prior to 16 March 2013 the 
parties had the opportunity to agree a date for payment. If 
payment was not made in that period, the supplier could 
rely on the legislation (the Late Payment of Commercial 
Debts (Interest) Act 1998) to claim an enhanced rate 
of interest and compensation for late payment. In the 
absence of an agreed period the legislation provided that 
after a period of 30 days interest would run at 8% above 
the Bank of England base rate (currently 0.5%). It is very 
common in disputes for the supplier to rely on this Act to 
increase its recovery of outstanding amounts.

The new legislation for contracts entered into after 16 
March 2013 has changed this to a default period for 
payment of 30 days, unless a “reasonable” date for 
payment has been agreed. The new legislation caps the 
agreed reasonable date at 60 days. After this period (30 

days by default or 60 days as agreed) interest will now 
run at 8% above the European Central Bank rate, which 
is more generous than the provisions in most commercial 
contracts. This new legislation is an attempt to ensure 
that invoices are paid promptly and end a culture of late 
payment and includes specific provisions relating to 
government entities which now must pay within 30 days or 
face claims for interest and compensation.  

On a practical level it does mean that customers and 
suppliers should check the small print of their contract 
terms to ensure that (1) payment terms are agreed at 
between 30 and 60 days; and (2) the rate of interest is 
not lower than 8% above the European Central Bank rate 
(currently 0.75%), if you want to take advantage of the 
new provisions. This is good news for suppliers, who will 
now be able to impose tighter credit controls and ensure 
that cash flow is maintained, but potentially bad news for 
customers who were relying upon longer payment periods 
to maintain their own cash flow.

Whilst the legislation might automatically impose the 
enhanced interest and compensation after 30 days, a 
supplier still needs to find a way of getting paid. The 
only way a supplier can ‘force’ a customer to pay this 
enhanced interest and compensation is by obtaining a 
Court order which reflects the terms of the legislation. If a 
customer pays the invoice and refuses to pay the interest 
and compensation, it may be uneconomic to pursue a 
claim for the outstanding interest and compensation 
through the courts. Suppliers should ensure that any 
claim for interest and compensation made under the new 
legislation is included as a head of claim on any legal 
proceedings.
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