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British Woodworking Federation (BWF) response to the discussion paper ‘Building a Responsible Payment Culture’ 

As the trade association for the woodworking and joinery manufacturing industry in the UK, the BWF’s membership is drawn from manufacturers, distributors and installers of timber doors, windows, conservatories, staircases, all forms of architectural joinery, as well as suppliers to the industry. As a fundamental part of the UK manufacturing and construction sector, woodworking represents an estimated £5.2 billion spread across 5,300 firms in the UK and employing well over 100,000 people.

Our members span the full range of companies, from family businesses, to large corporations.  They operate throughout the UK and provide genuine employment opportunities in parts of the UK that are often areas of high unemployment. We are proud to report that our membership yields the most concentrated population of apprenticeships in the UK Construction Sector.

As members of the NSCC we have helped to champion the cause of fair payment in construction through the NSCC’s Fair Payment Campaign, which has been running for over 6 years with three clear objectives designed to improve payment practices:

· Certainty of payment

· 30-day payment

· The removal of retentions.

Further information regarding the campaign can be found at: www.bwf.org.uk/campaigns/uk-manufacturing/the-fair-payment-campaign
It is encouraging to see the government’s industrial strategy ‘Construction 2025’ addressing issues such as late payment.  The wider construction industry is letting itself down time and time again adopting reprehensible tactics to avoid paying in a timely fashion.  
In an erratic market, pressure is put on our members to fulfil short lead orders, the impact of this on cashflow is exacerbated by poor payment practices and there continues to be little support evident from the banks when these situations hit crisis point. Information gathered through our Joinery State of Trade Survey has suggested that late payment issues were contributing to members postponing or cancelling crucial investment decisions on machinery and hampering vital spending on R&D and product improvement. This mirrors recent findings from the FSB that late payment or extended terms often lead to small businesses suffering reduced profitability, paying their suppliers late and having their business growth restricted.
Late payment is a major factor in the high number of insolvencies. You can see this in the case of Kestrel Joinery. It is often the case that more companies go out of business as the market emerges from recession than on the way in - better payment practices would alleviate some of this problem and would also help to reduce cost and improve competitiveness as the cost of credit starts to be stripped out of contracts.

Some anecdotal responses from the joinery industry:

“As you are aware our demise at Kestrel joinery was largely due to a main contractor. In my opinion having worked in the industry for over 30 years main contractors really need to be aware of how to conduct themselves in the market place and be made fully aware of the long term damaging effect they are having on their own industry. They don’t actually 'build' anything anymore and the growing trend is package everything and let the poor subbies take the risk! I have seen this developing for decades now and it is happening not just in joinery but groundworks, brickwork, roofing, M&E and many other trades. Cashflow is king in our business and their cavalier tactics of squeezing the subbies into 60, 90 and sometimes 120 day accounts is bleeding the very life blood that enables them to complete projects.

“Stalling tactics on payments, bogus invoice queries, small print etc are very callous and are the reason why our industry is being crippled. I'm afraid this way of doing business is a familiar trend and does not just affect the construction industry. When are people going to wake up and realise that the buck stops somewhere but I'm afraid that they probably do!! Fair trading, honesty, decency all now seem to be viewed as old fashioned it seems. Yes I am still very bitter to what has happened to our established business that was built on those very foundations. Out of work, miserable and totally disillusioned as to how these people can keep getting away with this!!! We have got to make a stand on this otherwise the dole queues are going to be full of good tradesman without a job to go to. And don’t bother looking to your bank for help because they are at the very top of the food chain and could not give a damn. It's a shame they don’t also realise that it was a company like ours that paid their wages!!
“Since we are pumping money into the banks, this really sticks in the craw, it would seem more appropriate that if contractors are outside of legal payment terms, the banks should assume the risk and enforce payment, it would be a huge relief to smaller suppliers.”

Kestrel Joinery

“Our financial situation from October last year to recently has been the most difficult it has ever been due to having to increase labour to cope with work and demand, with payment terms being stretched beyond due dates and contractors withholding payments and clients being unable to pay months past the end of the job, contractors asking for discounts which have been given to win the work, then once extra labour thrown at the job and unforeseen ‘extras’ within the contract eating into any profits.  Our company has had to make drastic changes to its attitude, ie. increase prices, decrease work force, be more selective on which contracts we take on, and even down to not wasting the costs of pricing jobs that won't be profitable or are not likely to win from contractors that use us as a ‘pricing machine’.”
The Construction Leadership Council may help to facilitate real and better collaboration up and down the supply chain. A key desired outcome of the Industrial Strategy is to ‘Develop a construction supply chain payment charter’. We would like to see the charter reflect the principles of the Fair Payment Campaign i.e. 30-day payment terms, certainty of payment and no cash retention with clear guidance on how it would be monitored and dissuasive penalties for non-compliance.

Some steps have already been taken in the right direction, such as the introduction of specific payment terms on construction projects down to Tier 3 suppliers, the use of Project Bank Accounts and payment by BACS, but the Government needs to be clear on its expectations and the action it will take if companies do not address late payment within their businesses. 
The NSCC cites the London 2012 Olympic Games as demonstrating the system can work as the Olympic Delivery Authority (ODA) successfully established clear payment terms for its supply chain and then monitored performance to ensure that they were complied with.

Although late payment is a cultural issue that affects much of the supply chain, we share the concerns of the NSCC that the ‘power’ lies with Tier 1 contractors, many of which continue to impose unfair payment terms and deliberately withhold money even when their clients, such as the public sector, pay fairly. Extended payment terms are incentivised as Tier 1 construction companies make profit from cash management; they effectively operate as a bank holding onto their clients’ money for as long as possible before paying their suppliers. It is perverse that even companies that have signed up to the Prompt Payment Code and are using Government money can operate such a complicated payment process, implement extended payment terms of 120 days and use public sector funds in this way.
Restricting working capital, particularly in the product supply sector adds as a disincentive to invest, both in terms of technology and vitally people and this further exposes the market in the UK to importers who do not suffer the same problems in their domestic market.
Any Tier 1 contractor that does not apply the principles of fair payment on public sector projects and across the rest of its business should not be eligible for public sector contracts. Companies that do pay fairly, and in accordance with the commitments set out by Government, should be publicly recognised as having good corporate and social responsibility.

We support the recommendations of the NSCC as set out in their response, and as such we would urge the Government to focus on a solution based on clear payment terms and demonstrable sanctions if they are not met in addition to flexible credit and financing solutions through project bank accounts.  Vitally we urge Government not to miss this opportunity to change the payment culture of the UK business community and drive our economic growth in a sustainable manner to all parts of the supply chain. We would be happy to provide more information on the topic of late payment or discuss our response in more detail if necessary.
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