
Late payments can be a major 
problem for small businesses

Late payments can be a major problem for small 
businesses by impacting cash flow and hindering 
growth.  

When customers fail to pay their invoices on time, it 
can create a ripple effect on a small business’s finances 
by making it difficult to pay suppliers, cover operating 
expenses and invest in growth opportunities. 

Late payments can be particularly problematic for 
businesses that operate on slim margins where even a 
small delay in receiving payments can have significant 
consequences. 

According to a report by the Australian Small Business 
and Family Enterprise Ombudsman (ASBFEO), late 
payments are a major issue for small businesses with 
many experiencing delays of up to 120 days to receive 
payment from their clients.  

In fact, they found that more than 50% of small 
businesses reported experiencing cash flow problems as 
a result of late payments. 

While there are no specific statistics on the number of 
small businesses that are forced to close due to late 
payments in Australia, it’s clear that this is a serious issue 
that can have significant consequences for the viability of 
small businesses.  

So, what can you do? 
Implementing: 

• effective payment policies  

• financing options, and  

• government initiatives aimed at reducing late payments  

are all important strategies that can help small businesses 
address this issue and ensure their long term success.  
 

Have you heard of cash flow or invoice 
funding? 
Cash flow funding, also known as working capital funding, 
provides businesses with the financing they need to cover 
short-term expenses, such as payroll and inventory, while 
they wait for payment from their customers. This type of 
funding can be especially useful for small businesses that 
have large seasonal fluctuations in cash flow or need to 
manage unexpected expenses. 

Invoice funding, also known as invoice factoring, allows 
small businesses to sell their outstanding invoices to a 
third-party financial provider at a discount. This can provide 
immediate cash flow to the business while the provider 
takes on the responsibility of collecting payment from 
the customer. Once the customer pays their invoice, the 



provider will release the remaining balance to the small 
business minus any fees or interest charges. 

Both funding types can help small businesses address 
the issue of late payments by providing them with the 
financing they need to cover expenses and invest in 
growth opportunities. However, it’s important for small 
business owners to carefully consider the terms and fees 
associated with these options of funding before signing 
on. 

In addition to using cash flow or invoice funding, 
there are several steps you can take to help prevent late 
payments. 

For example, you could: 

• establish clear payment terms and policies with your 
customers, 

• include late payment fees and interest charges, 

• give a discount for on time payments, 

• implement an automated payment system that sends 
reminders to customers when their invoices are due, 
or  

• if you have regular billing cycles you could implement 
a direct debit system and have the payment 
debited from your client’s account each month on a 
scheduled date. 

There is technology to help you implement some of 
these strategies and probably available within your 
existing accounting system. 

Contact us for our article on ‘How to ensure you are paid 
on time’.  
 

What’s the main difference between cash 
flow and invoice funding? 
They differ in terms of how they are structured and the 
type of funding they provide. 

Cash flow funding typically involves borrowing money 
to cover a business’s operating expenses such as rent, 
utilities and payroll. This type of financing is usually 
unsecured, meaning that the borrower does not need to 
provide collateral to secure the loan. Cash flow funding 
can be short term or long term and can be provided 
in the form of a loan, line of credit or other financing 
arrangement. 

Invoice funding, on the other hand, involves selling unpaid 
invoices to a third-party financing company, also known as 
a factor. The factor provides the business with an upfront 
payment, usually around 80% to 90% of the value of the invoice, 
and then collects payment from the customer when the invoice 
is due. Once the customer pays the invoice, the factor deducts 
their fees and returns the remaining balance to the business. 

The main difference between cash flow funding and invoice 
funding is that cash flow funding provides a business with 
financing to cover its operating expenses, while invoice funding 
provides finance based on outstanding invoices.  

Cash flow funding is typically easier to obtain than invoice 
funding as it does not require the business to have outstanding 
invoices to use as collateral. However invoice funding can be a 
useful option for businesses that have outstanding invoices and 
need immediate access to cash. 

If you are having trouble with late payments, please reach out to 
our finance team who specialises in this type of funding. 

We look forward to hearing from you.  

Contact us to read  
‘How to ensure your 
business financial 
model is profitable’

How to ensure you are paid on time
BE OPEN FROM THE OUTSET  
To avoid overdue payments, it’s important to 

establish clear expectations from the start. 
When meeting with clients for the first time, be open and 

upfront about your terms and conditions. Many small and 

medium-sized businesses (SMBs) are reluctant to discuss 

money, but this can lead to misunderstandings and 

payment disputes down the line. Instead, ensure that all 

quotes, estimates, contracts and related documentation 

clearly outline your terms and conditions in writing. This 

should include details on how and when payments are 

expected, any penalties for overdue payments and any 

additional fees that may apply to payments.  
By being transparent and upfront about your expectations, 

you can help minimise the risk of overdue payments and 

ensure that your business is paid on time.  
 

DEPOSITS  When it comes to managing cash flow, asking for a 

deposit upfront can be a smart move.  This is particularly relevant for businesses that rely on 

expensive raw materials or that have high overhead costs. 

By including a deposit clause in your contracts, you can 

ensure that you have the necessary funds to cover your 

expenses and avoid carrying the bulk of the financial 

burden.  
The deposit amount should at least cover the cost of your 

raw materials, but it could also include a percentage of 

the total project cost. Additionally, setting clear terms and 

conditions for the deposit, such as the payment deadline 

and refund policies, can help reduce payment disputes 

and ensure that you are paid for the work you do.  
So, if you’re looking to improve your cash flow and minimise 

financial risk, consider incorporating a deposit into your 

business model.  

INVOICING AND PAYMENTS  
When it comes to invoicing and payments, it is 

important to be clear and transparent.  
This means invoicing on a regular basis and including all 

necessary details. Your invoices should clearly state the 

details of the goods or services provided, any order numbers 

or reference codes, the total amount owing, the due date for 

payment and the available payment methods.  
By providing this information upfront, you can minimise the 

risk of payment delays and ensure that your clients have 

everything they need to process payment on time. In fact, 

missing or incomplete information on an invoice is one of 

the main reasons companies cite for delaying payment.  
So, make sure your invoices are clear, accurate and include all 

the necessary details. This can help you receive your payment on 

time and avoid unnecessary payment disputes.  
 

INCENTIVES FOR EARLY PAYMENTS  
Offering incentives for early payments can be a terrific 

way to improve your cash flow and encourage prompt 

payment from clients.  One common incentive is to offer a discount of between 5% 

and 10% of the invoice total if the payment is made prior to 

the due date. 
While this may seem like a significant amount, it is important 

to consider the benefits of advance payment such as 

reduced costs associated with collections and improved 

cash flow. By offering this type of incentive, you can create a 

win/win situation for both you and your clients.  
Your client benefits from the discount while you benefit 

from improved cash flow and reduced administrative costs.  

So, if you are struggling with overdue payments and cash flow 

issues, consider offering incentives for early payments. It could be 

just the thing you need to get your business back on track.  

 

Disclaimer: This article provides general information only and has been prepared without taking into account your objectives, financial situation or needs. We recommend that you consider whether it is 
appropriate for your circumstances. Your full financial situation will need to be reviewed prior to acceptance of any offer or product. It does not constitute legal, tax or financial advice and you should always 

seek professional advice in relation to your individual circumstances. ©2023
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