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Arun Soundarajan,
Country Manager for India commented
on the report:

éé

“The outbreak of the coronavirus
pandemic and the consequent

supply disruptions from China have
significantly hurt Indian industries
that are heavily dependent on imports.
The virus-containment measures that
severely affected domestic demand
are expected to cause a contraction of
household consumption growth over
the coming months. This adds to an
expected decline of both investment
and industrial construction, amid
forecasts of a significant decrease in
exports.

Overall, business performance and
credit risk has deteriorated in all main
industries in India, thus worsening the
insolvency outlook this year.

Reflecting on all the challenges posed
to the country’s economic performance,
businesses polled in India expressed
concern over their short-term financing
flexibility and working capital cycle
over the coming months.
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Introduction

Like many other economies that depend on Asian supply
chains, the outbreak of the pandemic in India has triggered
severe economic shocks. In the case of India, however, these
latter added to an economic slowdown that had already start-
ed last year largely caused by faltering domestic demand.

Key takeaways from the report

The vast majority of businesses in India anticipate a signifi-
cant deterioration in B2B payment behaviour. Key indicators
of financial stress echo this, including the year-on-year three-
fold increase in write-offs of uncollectable debt and doubling
in average value of long-overdue invoices. In all, the majority
of respondents to the survey pointed to significantly lower
success rates in debt collection than last year.

Perhaps as an indicator of a reduced appetite for risk amid an
expected rise in insolvencies, total value of B2B sales trans-
acted on credit has declined compared to last year’s survey
results. This is not surprising when you consider that the vast
majority of businesses polled used self-insurance as a risk
mitigation tool. While any risk-mitigation technique is better
than none, self-insurance does little to transfer risk and can
prove to be costly during a period of increased insolvencies.

Businesses in India predict an increase in reliance on bank
finance in the coming months. In addition they could benefit
from a strategic approach to credit management combining
several approaches including pre-credit assessment checks
of all customers, discount incentives for early settlement of
invoices and payment guarantees. These may be letters of
credit, credit insurance and payment bonds.
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Survey findings for India

Decrease in B2B sales on credit reflects
increase in credit risk environment

The Atradius Payment Practices Barometer survey in India
reveals that respondents polled in the country transacted half
of the total value of their B2B sales on credit. This is lower
than the average recorded last year (55%). The decreased use
of B2B trade credit in India is most probably a reflection of
a heightened perception of customer credit risk, triggered by
the severe impact of the coronavirus outbreak on the coun-
try’s economy, leading to a subdued outlook and an expected
rise in insolvencies.

In terms of market split for B2B trade, survey findings high-
light that 56% of survey respondents’ sales on credit were
transacted on the domestic market (regional average for Asia:
61%), and 44% on foreign markets (regional average: 40%).
This is most often the case for both SMEs and enterprises in
the wholesale trade sector, who appeared to be the most likely
to trade on credit terms with their B2B customers, particularly
abroad.

Payment duration in India

Payment delay
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Significantly longer payment terms
accommodate need for short-term trade
finance

Along with a decreased use of trade credit in B2B sales, sur-
vey findings highlight that B2B customers enjoy significantly
longer payment terms than last year. This is particularly the
case for SMEs and for the wholesale sector. Payment terms
are on average ten days longer, at 41 days from the invoice
date. This suggests that in times of severe cash flow issues,
B2B buyers lean on suppliers to fill a gap in short-term trade
financing. When asked about the underlying criteria for set-
ting payment terms, 57% of respondents reported that they set
payment terms in accordance with their company standards
and internal business practices, while 44% do so in accord-
ance with industry standards. As much as 30% of respondents
set individual payment terms, customised according to the
credit capacity of the customer.

Most common credit risk mitigation
technique in India: self-insurance

Consistent with the more liberal payment terms offered to
their B2B customers, respondents to the India survey appear
to use an almost equally balanced mix of techniques aimed
at mitigating customer credit risk in these challenging times.
These most often include self-insurance (92% of respondents),
and the request of guarantees of payment in B2B trade (84%).
This is particularly the case for respondents from SMEs and
in the retail / distribution sector. Additional customer credit
risk management techniques commonly cited include: adjust-
ment of payment terms, offers of discounts for early payment
of invoices, requests for letters of credit, and trade credit in-
surance (each reported by as many as 80% of respondents).
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0 Atradius - Key Findings

70%

of Indian respondent
anticipate a significan
deterioration of their B2B
customers’ payment
practices over the coming
months

Atradius Payment Practices Barometer - June 2020

Write-offs of uncollectable B2B receivables
three times higher than last year

According to survey findings, respondents in India reported
having written off nearly 9% of overdue receivables as uncol-
lectable (three times higher than the average of last year and
the current average for the region). The survey also highlight-
ed a significant increase in late payments from B2B custom-
ers. An average of 66% of the total value of B2B invoices were
overdue (far above the 39% recorded last year). This compares
to the 52% average for the region. Long-term overdue invoices
(still outstanding after 90 days past due, with a high likelihood
of turning into bad debts) amount to 29% of the total value of
B2B invoices issued by respondents (regional average: 15%).

Overdue invoices are cashed in within 39 days of the invoice
due date, significantly longer than the 24-day average of one
year ago, and above the 27-day average for the region. In all,
the survey respondents indicated significantly lower success
in debt collection than last year, consistent with the substan-
tial worsening of the insolvency environment, particularly
at country level. Survey responses showed that collecting
outstanding debts was most difficult in the ICT/electronics,
chemicals and pharmaceuticals industries.

When asked about the reasons for payment delays from their
B2B customers, 70% of respondents in India stated that B2B
customers delay payments as they use outstanding invoices

ATRADIUS PAYMENT PRACTICES BAROMETER - RESULTS JUNE 2020

éé

As a key driver of working capital,
businesses should focus their attention
on account receivables, and specifically
the efficiency of their turnover

through a strategic approach to credit
management. These strategies should
aim at protecting their balance sheet
from losses, and remain financially
sound particularly, but not only, in
times of economic uncertainty.

?”

Arun Soundarajan,
Country Manager for India
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as a form of financing. In order to manage the risk of liquidity
constraints caused by delayed B2B payments, most of the re-
spondents (55%) postponed payment of invoices to their own
suppliers, 40% needed to strengthen their internal credit con-
trol procedures increasing time, resources and costs to chase
overdue payments, and almost the same percentage (39%)
needed to pursue additional financing from external sources.

Poor outlook for B2B customers’ payment
practices

Respondents in India are deeply pessimistic about the pay-
ment practices outlook for their B2B customers over the com-
ing months, with a vast majority (70%) of respondents antic-
ipating a significant deterioration. In particular, the default
risk is expected to increase in the agriculture, construction
and machines industries, as well as in the hospitality sector,
with negative repercussions on the cash flow and investment
capacity of the businesses. In response, many businesses are
planning on further strengthening their credit management
procedures, with 62% of respondents planning on resorting
to self-insurance. In addition, many respondents anticipate
requesting guarantees of payment more often, or seeking to
avoid the concentration of trade credit risk on single buyers
in their customer portfolios.

Dependence on bank finance expected to
increase due to cash flow constraints

Consistent with the challenges posed to the country’s eco-
nomic performance by the pandemic-induced domestic con-
tainment policies and the global economic downturn, survey
respondents in India expressed concern over their working
capital cycle and short-term financing flexibility. For 9 in 10
respondents, this will increase dependence on bank finance.
However, 83% of respondents believe that the liquidity inject-
ed into the economy by the banking system will largely con-

respondents in India are
concerned over a deterioration of
their working capital cycle and
short term financing flexibility

Atradius Payment Practices Barometer - June 2020

Uncollectable B2B receivables
in India
(% of total value of B2B receivables)

50 %

Credit sales

66 %

Past due
B2B invoices

Uncollectable

9%

Sample: companies interviewed (active in domestic and foreign markets)
Source: Atradius Payment Practices Barometer — June 2020

tribute to offset the impact of the economic crisis on the busi-
ness community. Displaying an optimistic mindset, 95% of the
India survey respondents expect their business performance
to improve significantly over the coming months. In particu-
lar, respondents expect a recovery of investments (67%) and
household consumer demand (57%) to have a positive impact
on their business. 37% of respondents, chiefly from large en-
terprises and in the wholesale trade sector, expressed concern
about the negative impact of an increasing exchange rate vol-
atility on their export flows over the next 12 months.
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Overview of payment practices in India
By industry

Chemicals

Nearly 30% of the total value of B2B invoices
is over 90 days overdue

28% of the total value of invoices in the Indian chemicals sec-
tor remains unpaid more than 90 days past the due date. This
percentage is consistent with the average for the country. 8%
of the total value of B2B invoices is written off as uncollecta-
ble (country average: 9%). As highlighted by the survey find-
ings, an average of 67% of the total value of B2B invoices in the
chemicals industry extends past the due date. This is in line
with the country average. Respondents reported outstanding
receivables in their own industry were most difficult to col-
lect. According to most of the survey’'s respondents, payment
delays are caused by B2B customers in the Indian chemicals
industry using outstanding invoices as a form of financing, or
because of disputed invoices (67% of respondents in each case).

In terms of average timings of invoice-to-cash-turnaround,
65% of respondents reported a DSO (Days Sales Outstanding)
up to 30 days, 23% up to 90 days and 12% of 90 days or more.
This results in a 33-day industry average (country average: 60
days). If considered in light of the strong focus on debt collec-
tion displayed by Indian respondents in the chemicals indus-
try, particularly through internal sources as well as law offic-
es and attorneys (88% in each case), this average DSO figure
confirms a relatively high success rate in collecting receiva-
bles, particularly invoices of high value.

0 Atradius - Key Findifigs
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40%

of Indian respondents needed to
strengthen their internal credit
control procedures increasing
time, resources and costs to
chase overdue payments

Atradius Payment Practices Barometer — June 2020
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9 out of 10 chemicals businesses choose to
self-insure

9 out of 10 Indian respondents in the chemicals industry re-
ported they retain and manage customer credit risk internally
(self-insurance), or ask for guarantees of payment. 87% re-
quest letters of credit from their B2B customers to whom they
sell goods and services with deferred payment.

In order to remain financially sound and avoid liquidity
constraints caused by customer payment defaults, many re-
spondents from the industry (54%) said they needed to delay
payment of invoices to their own suppliers. In addition, 45%
reported they had to increase time, resources and costs to
chase overdue invoices.

Despite expected deterioration in credit risk,
business confidence remains strong

Significantly more Indian respondents from the chemicals
industry (71%) expect customer credit risk to deteriorate than
to improve (11%) over the coming 12 months. In response to
this, most of the survey’'s respondents (80%) plan on selling
on cash terms, on offering discounts for early payment of in-
voices and on putting in place measure to avoid credit risk
concentration in their customer portfolio substantially more
often over the coming months.

For 91% of respondents, dependence on bank finance will
increase over the coming months due to the increased in-
debtedness of the industry. When asked their opinion on the
outlook for the availability of bank financing over the coming
months, 82% of the respondents in the chemicals industry are
confident that banks will continue provide loans to business-
es to alleviate cash flow constraints. With the same positive
mindset, the majority of Indian respondents in the chemicals
industry believe that the business performance of their indus-
try in terms of sales and profits will improve over the coming
months.
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Textiles / clothing

Majority experience late payment as
customers use overdue invoices as a form of
financing

For 7 in 10 of the survey respondents in the Indian textiles/
clothing industry, B2B customers delay payments because
they use outstanding invoices as a form of financing, or due to
disputes over the goods and services provided. Based on sur-
vey findings, late payments in the industry amount to an av-
erage of 66% of the total value of invoices issued in B2B trade
(in line with the country average). Long overdue receivables
(more than 90 days overdue) average 28% of the total value
of overdue payments (in line with the country average). The
proportion of receivables written off as uncollectable averag-
es 8%, (country average: 9%). Respondents reported that they
had the most difficulty in collecting debts from the consumer
durables sector.

In terms of average timings of overdue invoices collection,
47% of respondents reported a DSO (Days Sales Outstanding)
up to 30 days, 28% up to 90 days and 25% of 90 days or more.
This results in an 89-day industry average (significantly
above the 59-day country average). Despite the strong focus
on debt collection displayed by Indian respondents in the tex-
tile/clothing industry (91% reported to use internal resources
for debt collection), the average DSO figure points to a very
low success rate in collecting receivables, particularly invoic-
es of high value.

0 Atradius - Key Findings

33 %

of the total value of overdue
invoices in the Indian ICT/
electronics sector extends over
90 days past due, with a high
likelihood to turn into bad debts

Atradius Payment Practices Barometer — June 2020

Late payments cause a ripple effect
throughout the industry’s supply chain

Over half of the respondents in the Indian textile/clothing
industry (54%) reported that due to late payments from their
customers they needed to delay payments to their own sup-
pliers to avoid liquidity shortages. 45% needed to pursue ad-
ditional financing from external sources.

In order to strengthen their credit management procedures,
almost all businesses surveyed (94%) said they have resorted
to self-insurance, (retaining and managing customer credit
risk in-house). Selling on a cash basis and putting in place
measures to avoid a concentration of credit risk are also credit
management techniques frequently used in the industry.

Upswing in long overdue invoices expected
with negative impact on cash flow

Significantly more respondents in the Indian textiles/cloth-
ing industry (69%) anticipate a deterioration of the risk of cus-
tomer payment default than an improvement (10%) over the
coming months. 21% do not expect any change. In particular,
the anticipated deterioration in customer credit risk is expect-
ed to cause an upswing in long-term (over 90 days old) out-
standing invoices, further straining businesses’ cash flow. To
safeguard their liquidity position from the negative impact of
customers’ payment default, nearly half of the respondents in
the industry (47%) plan to offer discounts for early payment
of invoices, and 40% to request guarantees of payment more
often over the coming months.

Looking ahead, respondents expressed concern about an in-
creasing dependence of their industry on bank finance, due
to higher levels of indebtedness. On a positive note, however,
4 in 5 respondents are confident that banks will further in-
crease financial support for the industry going forward. When
asked about the outlook for business performance of the in-
dustry, 92% of respondents said that business performance
(sales and profits) will improve over the coming months.
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ICT / electronics

Majority uses overdue invoices as a form of
short-term finance

In terms of the average time it takes to cash in overdue in-
voices, 71% of respondents reported a DSO (Days Sales Out-
standing) up to 30 days, 12% up to 90 days and 17% of 90 days
or more. This results in a 54-day industry average (below the
59-day country average). When asked about the reasons for
customers’ payment default, 76% of respondents reported
that B2B customers most often delay payment as a form of
financing. Late payments also are quite often due to disputed
invoices and inefficiencies of the banking system (69% of re-
spondents).

Overall, survey findings show that late payment in the Indian
ICT/electronics industry average 64% of the total value of the
B2B invoices issued in the industry (country average: 66%).
Long-overdue receivables (more than 90 days overdue, with a
high likelihood of turning into bad debts) average 33% of the
total value of overdue invoices (country average: 29%). The
proportion of receivables written off as uncollectable averag-
es 11% (country average: 9%). 3 in 5 respondents said they had
the most difficulty collecting invoices from B2B customers in
their industry.

Strengthening of internal credit control
procedures needed to avoid cash flow issues

Over half of the respondents in the Indian ICT/electronics in-
dustry (57%) reported that due to late payments they needed
to strengthen their internal credit control procedures. In order
to do so, almost all respondents in the industry reported they
resorted to the retention and management of customer credit
risk internally (self-insurance).

For 55% of respondents, customers’ late payments caused
them to delay payments of invoices to their own suppliers, or
to ask for an extension of their bank overdraft. To minimise
the impact of poor cash flow on their business operations, all
respondents reported to have increased costs, time and re-
sources to strengthen bad debt collection operations through
internal resources, or by employing law offices or attorneys
(83% of respondents).

ATRADIUS PAYMENT PRACTICES BAROMETER - RESULTS JUNE 2020

Dependence of industry on bank finance
expected to grow in the near term

As observed earlier, respondents in the Indian ICT/electronics
industry are strongly focused on the collection of bad debts.
Over the coming months, over half of the respondents (52%)
plan on increasing their dunning activities (outstanding in-
voices reminders), or on outsourcing debt collection to an
external agency in addition to strengthening their dedicated
internal resources. This is likely to be linked to concerns ex-
pressed by the majority of respondents in the industry (70%)
about a further deterioration of B2B customers’ payment
practices in their industry over the coming months, resulting
in a lengthening of DSO, with negative impacts on the invest-
ment capacity of the business.

Against this backdrop 86% of the respondents, particularly
from the services sector of the ICT/electronics industry, fore-
see an increase in businesses dependence on bank finance
due to cash flow constraints. However, respondents are con-
fident that banks will play a major role in safeguarding the
country’s economy from the fallout of the pandemic. With the
same positive mindset, 97% of respondents in the industry
believe that business performance (sales and profits) will im-
prove over the coming months.
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Survey design for Asia

” . . . . .
% Survey objectives Sample overview - Total interviews = 1,413
m
3 Atradius conducts annual reviews of international corpo-
2 rate payment practices through a survey called the ‘Atradi- Economy n %
- ; , s .
a us.Paym.ent .Practlces Barometer'. In this report f0c1.151ng on ioe 209 14.8
Asia, which is part of the 2020 edition of the Atradius Pay-
. . . Hong Kong 200 14.2
ment Practices Barometer, companies from seven economies
(China, Hong Kong, India, Indonesia, Singapore, Taiwan and India 204 144
“ Unlted Arab Emirates) have begn surveyed. Due to a change Indonesia 200 14.2
E in resegrch methodology. for this survey, some year-on-year Singapore 200 142
Z comparisons are not feasible for some of the results.
= Taiwan 200 14.2
w
2 Using a questionnaire, CSA Research conducted 1,413 inter- UAE 212 12.3
views in total. All interviews were conducted exclusively for
Atradius. Sector (total Asia) n %
Manufacturing 593 42.0
Wholesale trade/ Retail trade /
4 Survey scope Distribution 598 423
=
4 m Basic population: companies from seven economies Services 222 15.7
§ (China, Hong Kong, India, Indonesia, Singapore, Taiwan
% and UAE) were surveyed. The appropriate contacts for Business size (total Asia) n %
g accounts receivable management were interviewed. Small enterprises 140 919
x m Sample design: the Strategic Sampling Plan enables to Medium-sized enterprises 949 67.2
perform ag analysis of country data crossed by sect_or and Large enterprises 324 229
""""""" company size. It also allows to compare data referring to a
specific sector crossed by each of the economies surveyed.
m Selection process: companies were selected and contacted
by use of an international internet panel. A screening It may occur that the results are a percent more or less than 100%. This is
for the appropriate contact and for quota control was the consequence of rounding off the results. Rather than adjusting the
conducted at the beginning of the interview. outcome so that it totalled 100%, we have chosen to leave the individual
. . . results as they were to allow for the most accurate representation possible.
m Sample: N=1,413 people were interviewed in total
(approximately n=200 people per country). In each
country a quota was maintained according to three classes
of company size.
m Interview: Computer Assisted Web Interviews (CAWI) of
approximately 15 minutes duration. Interview period:
March 2020.
Disclaimer
This report is provided for information purposes only and is not intended as a recommendation as to particular transactions, investments or strategies in any way
to any reader. Readers must make their own independent decisions, commercial or otherwise, regarding the information provided. While we have made every
attempt to ensure that the information contained in this report has been obtained from reliable sources, Atradius is not responsible for any errors or omissions, or
for the results obtained from the use of this information. All information in this report is provided ‘as is’, with no guarantee of completeness, accuracy, timeliness
or of the results obtained from its use, and without warranty of any kind, express or implied. In no event will Atradius, its related partnerships or corporations, or
the partners, agents or employees thereof, be liable to you or anyone else for any decision made or action taken in reliance on the information in this report or
for any consequential, special or similar damages, even if advised of the possibility of such damages.
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Statistical appendix

Find detailed charts and figures in the Statistical
Appendix for Asia. This is part of the June 2020 Payment
Practices Barometer of Atradius, available at
www.atradius.com.au/publications

Download in PDF format (English only).

Copyright Atradius N.V. 2020

If after reading this report you would like more information about protecting your receivables against payment
default by your customers you can visit the Atradius website or if you have more specific questions, please leave a
message and a product specialist will call you back. In the Publications section you'll find many more Atradius publi-
cations focusing on the global economy, including country reports, industry analyses, advice on credit management
and essays on current business issues.

Subscribe to notifications of our Publications and receive weekly emails to alert you when a new report is published.

For more insights into the B2B receivables collection practices in India and worldwide,
please go to www.atradiuscollections.com

For India www.atradius.sg
Email: info.in@atradius.com

Connect with Atradius on Social Media
You
Tube
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