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Glossary of acronyms
Acronym Meaning or definition
ADR Alternative dispute resolution
Automatic The right to obtain interests and compensations cannot be surrendered by the creditor and cannot be

payment of
interest  and
compensations

subject to negotiations with debtors

average EU
hourly labour
cost

An average EU-wide cost of man-hour applied under the OIOO approach, equal to EUR 25.70.
Notably, Eurostat estimated that in 2022 EU-wide average hourly labour costs at EUR 30.50:
https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Hourly labour_costs

B2B

Business-to-Business



https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Hourly_labour_costs

Acronym Meaning or definition

B2B EU Commission study: Business-to-business transactions: a comparative analysis of legal measures

comparative Vs, soft-law instruments for improving payment behaviour, 2018,

study 2018 https://publications.europa.eu/en/publication-detail/-/publication/c8b7391b-9b80-11e8-a408-
0laa75ed71al/language-en/format-PDF/source-103408786

B2C Business to consumers

Commission | Commission Report to the European Parliament and to the Council on the implementation of the Late

report to the EP

Payment Directive: COM (2016) 534 final, https://eur-lex.europa.eu/legal-

and the | content/EN/ALL/?uri=COM%3A2016%3A534%3AFIN (and the supporting SWD 2016 278)

Council https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CEL EX%3A52016SC0278

Commission Building a responsible payment culture — improving the effectiveness of the Late Payment Directive.

Study 2021 https://op.europa.eu/en/publication-detail/-/publication/ch4bclbd-1467-11ed-8fa0-
0laa75ed71al/language-en/format-PDF/source-search

Corporate Directive 2022/2464 of the European Parliament and of the Council of 14 December 2022 amending

Social Regulation (EU) No 537/2014, Directive 2004/109/EC, Directive 2006/43/EC and Directive

Reporting 2013/34/EU, as regards corporate sustainability reporting.

Directive  or

CSRD

CWP 2023 Commission Work Programme 2023, https://commission.europa.eu/strategy-documents/commission-

work-programme/commission-work-programme-2023 _en

D&B payment

https://www.dnb.com/en-ch/knowledge/study/payment-study-2022-download/

survey 2022

Dies ad quem | Ending day of a period or deadline

ECJ European Court of Justice

Economisti Economisti Associati, Nomisma, Crif, Milieu : Building a responsible payment culture in the EU —
Study 2022 Improving the effectiveness of the Late Payment Directive (2011/7/EU)

ECOSOC European Economic and Social Committee

EPR....] European Payment Report, Intrum (different years)

EP Resolution
2019

Resolution of the European Parliament on the implementation of the Late Payment Directive, 2019,
https://www.europarl.europa.eu/doceo/document/TA-8-2019-0042 EN.html

Expert group | Expert group, which informs every six months about the rate applicable to the statutory interest for
late payments in the Member States (see Annex 13), https://ec.europa.eu/transparency/expert-groups-
register/screen/expert-groups/consult?do=groupDetail.groupDetail&grouplD=2710

Ex post| Ex post evaluation study on the implementation of the Late Payment Directive, 2015

evaluation https://publications.europa.eu/en/publication-detail/-/publication/400ecc74-9a54-11e5-b3b7-

study 2015 0laa75ed71al

F4F  Opinion | Opinion of the Fit for Future Platform on the implementation of the Late Payment Directive, 2021,

2021 https://commission.europa.eu/document/download/157d837a-22a0-47fb-ac9a-

628f559d4923 en?filename=Final%200pinion%202021 SBGR2 06%20Late%20payments_fup.pdf
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https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=COM%3A2016%3A534%3AFIN
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52016SC0278
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https://op.europa.eu/en/publication-detail/-/publication/cb4bc1bd-1467-11ed-8fa0-01aa75ed71a1/language-en/format-PDF/source-search
https://commission.europa.eu/strategy-documents/commission-work-programme/commission-work-programme-2023_en
https://commission.europa.eu/strategy-documents/commission-work-programme/commission-work-programme-2023_en
https://www.dnb.com/en-ch/knowledge/study/payment-study-2022-download/
https://www.europarl.europa.eu/doceo/document/TA-8-2019-0042_EN.html
https://ec.europa.eu/transparency/expert-groups-register/screen/expert-groups/consult?do=groupDetail.groupDetail&groupID=2710
https://ec.europa.eu/transparency/expert-groups-register/screen/expert-groups/consult?do=groupDetail.groupDetail&groupID=2710
https://publications.europa.eu/en/publication-detail/-/publication/400ecc74-9a54-11e5-b3b7-01aa75ed71a1
https://publications.europa.eu/en/publication-detail/-/publication/400ecc74-9a54-11e5-b3b7-01aa75ed71a1
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Acronym Meaning or definition

G2B Public authorities/government to businesses (the public sector is always the debtor in the transactions
falling under the scope of the LPD)

Impact Impact assessment 2009 for the LPD 2011 - SEC(2009) 315 https://eur-lex.europa.eu/legal-

assessment content/EN/TXT/PDF/?uri=CELEX:52009SC0315&from=EN

2009

JRC Study | Conti, M., Elia, L., Ferrara, A. and Ferraresi, M., Governments™ Late Payments and Firms™ Survival:

2018 Evidence from the European Union,
https://publications.jrc.ec.europa.eu/repository/handle/JRC121059

JRC 2021 Ferrara A., Ferraresi M. Assessing the economic impact of faster payments in B2B commercial
transactions. Final Report, https://publications.jrc.ec.europa.eu/repository/handle/JRC121059

JRC Study | Ferrara A., Ferraresi M. (2022), Assessing the economic impact of faster payments in B2B

2022 commercial transactions. https://publications.jrc.ec.europa.eu/repository/handle/JRC130205

LPD Late Payment Directive (Directive 2011/7/EU)

Mediation Directive 2008/59/EC on Mediation in Civil and Commercial matters

Directive

m or micro A microenterprise as in Commission Recommendation concerning the definition of micro, small and
medium-sized enterprises (2003/361/EC)

M A medium-sized company as in Commission Recommendation concerning the definition of micro,
small and medium-sized enterprises (2003/361/EC)

MS EU Member States

(e][e]0) One-in-one-out approach

p.a. Per year (from Latin ‘per annum’)

PC Public consultation

Plum Plum Consulting 2017: Sweating the Small Stuff, http://plumconsulting.co.uk/sweating-small-stuff-

Consulting impact-bureaucracy-burden

2017

PO[nhumber] Policy option — for details please refer to Table 1, Table 2 and Table 3

Public Directive 2014/24/EU of the European Parliament and of the Council of 26 February 2014 on public

procurement | procurement and repealing Directive 2004/18/EC: Other Directives in the public procurement area

directives  or|are: - Directive 2014/25/EU (on public procurement in the utilities sector). The EU Public

PP directives

procurement framework also includes Directives 2014/23/EU (on concessions), - Directive
2009/81/EC (on procurement in the defence and security sector), Directive 89/665/EEC and Directive
92/13/EEC (Remedies Directives), Directive 2014/55/EU (on e-invoicing in public procurement).

RSB

Regulatory Scrutiny Board

S or small

A small company as in Commission Recommendation concerning the definition of micro, small and
medium-sized enterprises (2003/361/EC)

SAFE survey

Survey on SMEs access to finance
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Acronym Meaning or definition

SDG Sustainable Development Goal

SME panel A targeted SME consultation, details and results in Annex 16

SME https://single-market-economy.ec.europa.eu/smes/sme-strategy/sme-performance-review_en
Performance

Review

SME Strategy | COM(2020) 103, https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52020DC0103
SOTEU State of the European Union speech

Strategic https://eur-lex.europa.eu/legal-

foresight report
2022

content/EN/TXT/?2uri=CELEX%3A52022DC0289&qid=1658824364827

Trade credit

Supplier credit, takes place when a sale is not made against cash but against a deferred payment

The Domino
Effect study

2017 UK study ‘The Domino Effect: the impact of late payments’, https://www.sage.com/en-
gb/blog/wp-content/uploads/sites/10/2017/12/Domino-Effect-Late-Payments-Research-Sage.pdf

UTP Directive

Directive 2019/633 of the European Parliament and of the Council of 17 April 2019 on unfair trading
practices in business-to-business relationships in the agricultural and food supply chain
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Glossary of terms
A note on terminology:

e Paymentterm is the time period set out in the contract and agreed by the two parties. It corresponds
to the trade credit granted by the creditor to the debtor to pay off the amount due.

e Payment delay is the period of time starting after the due date according to the contract (payment
term), until the payment is received by the creditor.

e Payment duration (or period) is the total period of time required for the payment to reach the
creditor, i.e. from the beginning of the payment term until the payment is received (total sum of
payment term and potential delay). The figure below visualises the difference between these

concepts:

Payment term (s.g. contractual) Payment delay

-
-

v

=
-

-

| ]
time . tirre

-
r

Payment duration (payment term + delay)

-
L J

Figure 1 : Payment term, payment delay, payment duration

e  Agreed term — payment term agreed in the contract,

e Arbitration service

e Commercial transaction serves to transmit economic values such as materials, products, and
services from those who want to exchange them for another value, usually money, to those who
need them and are willing to pay a countervaluel. The LPD defines ‘commercial transactions’ as
transactions between undertakings or between undertakings and public authorities which lead to the
delivery of goods or the provision of services for remuneration.

e Compensation refers to both compensation flat fee and compensation interest together

e Contract, invoice

e Days sales outstanding (DSO) is the average number of days it takes a company to receive payment
and is calculated as follows: DSO= (average amount of the account receivable/revenue) * 365 days.

e Interest for late payment - means statutory interest for late payment or interest at a rate agreed upon
between undertakings, subject to Article 7 of the LPD

e Mediation service

e Legal term — payment term stemming from provisions of the law, e.g. the LPD

e Statutory interest for late payment — means simple interest for late payment at a rate which is equal
to the sum of the reference rate and at least eight percentage points (LPD, Art 2 par. 6)

e Terms: firm, company, business, enterprise, undertaking are used interchangeably

e Verification procedure — a procedure by which the conformity of the goods or services with the
contract is to be ascertained

Annexes

This report includes mandatory annexes (annexes 1-5), standard annexes (SME test, digital
by default) and others in support of the main text.

1 https://www.britannica.com/topic/commercial-transaction;
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INTRODUCTION

1.1 Political context

1.

Reliable streams of payments are necessary for SMEs to operate, grow and invest.
Prompt payments protect small business’ liquidity, productivity, and solvency.
They strengthen the competitiveness of the whole EU economy. They support
companies in their transition towards more sustainable and digital models and
strengthens their resilience. Late payment harms the functioning of the internal
market, adversely affects employment and poses risks to the growth prospects of
the EU. A culture of late payment undermines the freedom of economic initiative,
enshrined in the EU Charter of Fundamental Rights (Article 16).

Before the coronavirus pandemic, only 40% of payments? in commercial
transactions were made within the agreed contractual deadline. Economic shocks
and factors increasing uncertainty cause timeliness of payments to deteriorate. In
first half of 2022, six out of ten companies expected the risk of late payments to
grow in the short term due to inflation®. High interest rates, which are an indirect
effect of inflation, support late payment?. Predictability of payments is important
for all businesses. SMEs have more limited access to liquidity than public
authorities or large businesses, which makes getting paid on time vital. Late
payment disrupts their daily operations, negatively affects their employment and
investment decisions, and undermines their position in supply chains.

The Commission recognises a broad consensus that the European model for
inclusive economic growth, based on sustainable competitiveness, economic
security, trade and open strategic autonomy and fair competition, is a source of
prosperity®. In 2019, the European Parliament © identified several shortcomings of
the Late Payment Directive (LPD), e.g. the lack of an absolute maximum payment
term in B2B transactions, insufficient remedial measures, and insufficient
enforcement mechanisms. The SME Strategy for a sustainable and digital Europe,
calls for ensuring a ‘late-payment-free’ environment for SMEs and strengthening
the enforcement of the LPD. In 2021, the Fit for Future platform highlighted critical
issues in the implementation of the LPD in the F4F Opinion 2021. These findings
mirror the conclusions of previous assessments carried out by the European
Commission’ - see Annex 6.

President von der Leyen announced a revision of the LPD in the 2022 SOTEU
speech ‘because it is simply not fair that 1 in 4 bankruptcies are due to invoices not
being paid on time. For millions of family businesses, [the revision] will be a

2B2B comparative study 2018

% Intrum, EPR 2022,

4_PPMI, ‘SMEs and high inflation’, SME Performance Review, in preparation

® COM(2023) 168 final,

® EP Resolution 2019

! Ex-post Evaluation 2015, Commission Report to the EP and the Council, B2B Comparative study 2018



lifeline in troubled waters’. The President announced an SME relief package as
well. The revision of the LPD has been included in the CWP for 2023.

1.2 Legal context

5.

1)

2)

3)

4)

The LPD was adopted in 2011 to address the shortcomings of Directive
2000/35/EC (see Annex 6). It introduced the following measures:

Obligations for payments G2B:

a) public authorities have to pay for goods and services within 30 days,

b) public entities operating in the market and carrying out economic activities, and
public authorities in the healthcare can set payment terms not exceeding 60 days.

Obligations for payments B2B:

a) enterprises have to pay their invoices within 30 days. This term can be extended to
60 days if expressly agreed and not “grossly unfair” to the creditor.

Both in B2B and G2B transactions, where a contract foresees a verification procedure

for the acceptance of the goods or the services, it should not exceed 30 days from the

date of the reception of the goods or services. This term can be extended (indefinitely)

as long as expressly agreed in writing, and not “grossly unfair” for the creditor.

Enterprises are entitled to claim interest for late payment and to obtain a minimum

fixed amount of EUR 40 as a compensation for recovery costs. They can claim

reasonable compensation for all remaining recovery costs.

The minimum interest rate for late payment is 8 percentage points above the ECB’s

reference. Public authorities are not allowed to fix a lower interest rate for late payment.

Businesses can fix a lower rate if it is expressly agreed in the contract and not “grossly

unfair” to the creditor.

The LPD (recital 4) recalls all the relevant regulations to facilitate judicial claims
of unpaid credits cross-border®.

The LPD is closely linked to the Unfair Trading Practices in the agro-food supply
chain (UTP) Directive. The legal relationship between the two legal texts is
explained in Recitals (17) and (18) and article 3(1) of the UTP Directive. Notably,
the late payment prohibition in the UTP Directive constitutes a lex specialis for the
agricultural and food sector in relation to the LPD. The prohibition of late payments
laid down in the UTP are without prejudice to the late payments and remedies rules
in the LPD. The late payments in the LPD are also without prejudice to the specific
rules applicable in the agri-food sector to value-sharing agreements, payments in
the context of the school scheme and to certain payments in the must and wine
sectors.

The Corporate Sustainability Reporting Directive (CSRD) requires large and listed
companies to report according to European Sustainability Reporting Standards
(ESRS) to be adopted by the Commission. It specifies that ESRS should define e.g.
the information that companies have to report about payment practices. The recitals

8 https://commission.europa.eu/law/cross-border-cases/procedures-simplify-cross-border-cases _en
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1.3

10.

11.

12.

13.

14.

15.

of the CSRD indicate that such information should include the date or period for
payment, and the rate of interest for late payment or the compensation for recovery
costs.

Some of the public procurement directives provide for a direct payment to
subcontractors. Art 71(3) of the directive 24/2014/EU provides for the possibility
for the Member States to lay down provisions on direct payments to the
subcontractor for services, supplies or works provided to the economic operator to
whom the public contract has been awarded (the main contractor) ‘where the nature
of the contract so allows’.

Implementation — state of play

The LPD entered into force on 16 March 2011. All Member States have transposed
the Directive. The last notification of transposing measures arrived in July 2014.

In April 2023, there were 8 infringement procedures pending: 6 for bad application
and 2 for non-conformity of legislation. Many of the bad application cases involve
long payment delays to suppliers by the public authorities, particularly in the health
sector. Others concern not respecting the interest rates and compensation for
recovery costs.

The case law of the Court of Justice concerning the LPD, either exclusively or
jointly with Directive 2000/35/EC, includes several preliminary rulings and one
judgement in the framework of an ongoing infringement procedure (see Annex 11).

The LPD’s implementation was supported by an awareness raising campaign and
an expert group (see glossary), which informs every six months about the rate
applicable to the statutory interest for late payments in the Member States (see
Annex 13).

The LPD allows Member States to introduce provisions that are more favourable
to the creditor than those necessary to comply with the Directive. Several Member
States® resorted to this possibility and enacted stricter rules (see examples in Annex
9).

While the Commission did not carry out an evaluation before this impact
assessment, there is extensive evidence collected throughout the years, which
constitutes a robust basis to identify the problems and the possible options to

9Austria, Bulgaria, Croatia, Denmark, Finland, France, Germany, Ireland, Lithuania, Poland, Spain, Sweden
and the Netherlands. The United Kingdom excludes the extension from 30 to 60 days in payments by public
entities in the healthcare sector, and transposed the 40 eur compensation in the form of a schedule according
of the value of the invoice (similar to the Irish national provisions).
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address them. Namely, the LPD was evaluated in 2015%° and several of its aspects
were assessed in 2016%, 2017%2, 20183, 2019%*, 2021 and 202226 - see Annex 6.

16.  The initiative is expected to contribute to Sustainable Development Goals: SDG 8,
‘decent work and economic growth’, SDG 3, ‘Ensure healthy lives and promote
well-being for all at all ages’, SDG 4, ‘Quality education’ and SDG 9, ‘Industry,
Innovation and Infrastructure’.

2 PROBLEM DEFINITION

2.1 What is the problem?

5 out of every 10 invoices are paid late!’ — SMEs are more affected than large companies

17.  Commercial transactions between undertakings consist in supplying goods or
providing services in exchange of monetary payments. Every year, between 18 and
40 billion invoices are exchanged in the EU, more than 500 every second?®.

18. Late payments are those payments that are not made within the agreed or legal
term. In addition to late payments, there are also long payment terms set in
contracts. The longer the period between the delivery of goods or services and the
payment, the less likely the creditors are to consider the period as fair, as regards
both late and long payment terms.

19. Late payments represent a problem for the European economy because of their
negative economic and social consequences. They reduce competitiveness,
increase uncertainty, reduce SME participation in public procurement and harm the
well-being of entrepreneurs. Late payments undermine productivity® growth and

10 Ex-post evaluation

1 commission Report to the EP and the Council

12 )rC 2021

13B2B comparative study 2018

14 Ep Resolution 2019

15 F4F Opinion 2021

16 commission Study 2021, JRC 2022 study

17 source: D&B payment survey 2022

18 https://blog.summitto.com/posts/number_of_invoices/

19 Uncertainty and Productivity: Exploring the Links: ‘Uncertainty affects productivity through reductions
in capital investment, which in turn lowers the trajectory of labour productivity’.
http://www.microprod.eu/wp-content/uploads/2022/09/Uncertainty 1Sep2022.pdf

The Domino Effect study: ‘Companies need channel their administrative resources from other potentially
more productive uses to managing late payments.’,

Fluctuations in Uncertainty: ‘When uncertainty is high, productive firms are less aggressive in expanding
and unproductive firms are less aggressive in contracting. The high uncertainty makes both of them more
cautious. This caution produces a chilling effect on the productivity-enhancing reallocation of resources

across firms’.
https://www.jstor.org/stable/pdf/23723489.pdf?refregid=excelsior%3Acf14d88cfe9ae0ea753d5346751629
e2&ab_segments=&origin=&initiator=&acceptTC=1
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fairness, both of which are key factors on which the EU is building its sustainable
competitiveness?. In any affected company they increase working capital needs,
drive up hassle costs and increase financing costs. They affect companies from all
sectors?!, all EU Member States?® and they disproportionately severely affect
SMEs?. As a result, they are present in cross-border transactions, undermining the
development of the single market and internationalisation of EU companies. In
2022, average EU payment term equalled 37 days and average EU actual payment
time stood at 50 days®*. See Annex 17.

Figure 2: Late payment problem - context, drivers, and consequences

-
LIQUIDITY BORROWING' = accomplished at the expense of business partners, through:
Context either a creditor’s validation, following from differences in bargaining power
or outright unlawfully by unilaterally paying late (breach of contract) = no fear of consequences

r --- 1\
o J

f 10 invoices in the EU are paid late

nore affected than large companies

/— \\ Increased uncertainty - increases the risk
Reduced competitiveness and of running a business:
productivity due to: * reduced investment capacity
* higher hassle costs (administrative increased liquidity risk (including risk
Consequences

aspects of chasing debtors, man-
hours)
higher financing costs

of bankruptcy/insolvency)

reduced trust and confidence in the
market

employment — jobs lost

spread along and across value
chains, industrial ecosystems,
entire economy

Reduced participation in public Social impacts, e.g. reduced well-being of
\\ / procurement entreprensurs (SDGs)

20 COM(2023) 168
21 EPR 2022
22 EPR 2022

23 T. Nicolas, Short-term financial constraints and SMEs’ investment decision: evidence from the working
capital channel, Small Business Economics (2021)
24 EPR 2022,



https://link.springer.com/article/10.1007/s11187-021-00488-3
https://link.springer.com/article/10.1007/s11187-021-00488-3

Figure 3: Trend lines for total payment duration  Cash is king’ was a common refrain
(average of B2B, G2B and B2C) and delays in throughout the 2008-2009 recession and

payments by public authorities, in the EU-24%° even more true during the reCOVE‘I’yZG.
c0.00 The adoption of the LPD in 2011

(transposition in 2014) helped reduce
40,00 \,\/\_ payment delays from their high post-
crisis  (2008-2009) levels and has
20,00 K_N lowered firm exit rate by 0.3 percentage
0,00 points in sectors highly exposed to the
O o v public authorities, compared to sectors

less dependent on the public

= Average delay in payments - public  authorities?’. The delays rose sharply in

e on in days to get paid 2020, likely driven by the coronavirus
(number of days) crisis, and have remained high since
20. then. Average payment duration went
up from 37.2 days in 2019 to 56.5 days
in 2020%,

21.  Since then, payment performance has not returned to its pre-crisis levels. In 2022,
payment duration was higher than in 2014.

2.1.1 Public authorities often pay late

22. Public authorities should lead by example and pay their suppliers on time. The LPD
recalls a “special responsibility” of public authorities to facilitate SME access to
finance and develop a legal and business environment supportive of timely
payments in commercial transactions?®®. The importance of public authorities
paying on time is driven by the fact that every year, over 250 000 public authorities
in the EU spend around 14% of GDP (around EUR 2 trillion per year) on the
purchase of services, works and supplies. And yet, the payment performance of
public authorities can stand significantly below the requirements set by the LPD.

23. In Italy, the average payment period of the “worst” public payers exceeds 400
days®. In Spain, local communities often pay late: in October 2022, their average
payment period stood at 53 days, and there were cases of payment periods
exceeding 300 days®L.

25 Source: EPR 2022. Total duration in days to get paid presents the average of business-to-consumers,
business-to-business and public authorities' transactions. Note: Covers EU-27 countries except Cyprus,
Luxembourg and Malta, where data is not available.

26 ACCA and CBI (2010), Small Business Finance and the Recovery,
http://www.accaglobal.com/content/dam/acca/ global/PDF-technical/small-business/pol-af-sbf.pdf
27 JRC 2018 study

28 SME Performance Review

29 |PD, Recital 6

30 hitps://www.confindustriadm.it/tempi-di-pagamento/

31 https://www.hacienda.gob.es/es-ES/CDI/Paginas/PeriodoMedioPago/PeriodoMedioPago.aspx
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24.

25.

2.1.2

26.

27.

28.

29.

In general, although late payments by public authorities have gone down
significantly since the introduction of the LPD (from 27.8 days in 2011 to 16.8 days
in 2022) (see figure 3), they remain a significant problem. On average, payments
by public authorities are still slightly more delayed than payments in business-to-
business transactions (16.8 days for G2B vs. 13.3 days for B2B).

Although public authorities are already obliged to pay within 30 days since the
introduction of the LPD, numerous 