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Reminders

12

Unit 12
Reminders
What the law says about late payment

Because of the seriousness of late payment (causing bankruptcy etc.), the EU brought in laws in 2002 which protect businesses when they have a customer who doesn’t pay. These laws are accepted in all EU countries.

Under the laws, all businesses are allowed to charge interest on late payments as soon as the time in the contract of sale has gone by – 30 days, for example. The interest rate is relatively high – usually 7–8% above the normal rate for banks in the customer’s country. Knowing that they must pay this high interest often makes sure that customers settle invoices on time.

However, if the customer still doesn’t pay, a business has the right also to recover the debt and the customer must pay the costs for this. There are two possibilities. The first is for a business to go to a solicitor who specialises in debt recovery. There are also debt collecting agencies which recover debts for business clients. The second possibility, which is only a last resort, is to take court action, that’s to say, to take the problem to a judge. That, however, can be very expensive. 

So, what do businesses most often do when they have a late payment problem with a customer? The answer is that it depends on a number of different things. The most important of these is the relationship with the customer. Do they usually pay on time? Do they often pay late? How important to you is their business? In many cases, it’s better to talk to the customer and to find a solution if you can without taking any further action. It’s also possible that the customer just can’t pay at the moment. In this case, the question is: How can you help the customer to pay – for example by arranging instalments or deferring payment? And finally, it can happen that when a company that you do business with stops trading 
(e.g. goes bankrupt), then there may be little or no possibility that you’ll get your bad debt paid at all.
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