Y Atradius

Managing risk, enabling trade

October 2016 @

Atradius Payment Practices
Barometer

International survey of B2B payment behaviour
Taiwan — key survey results



NDIS3A AJAYNS

%)
c
o
<
m
=<
o
m
1%}
c
[
~
wn

XIAN3ddV TVIILSILVLS

Taiwan - key survey results

Sales on credit terms

The global business environment has weakened, due to a num-
ber of factors such as low commodity prices, weak trade growth
and financial turbulence. Still, Asia remains a global leader, with
emerging Asia contributing more to global GDP growth than
other regions. The fragility of the global economy, as well as the
above mentioned risks, may weigh on Taiwan’s economic recov-
ery. For this reason, political institutions in the country are work-
ing to reshape the country’s global competitiveness, and create a
vigorous and sustainable economy in Taiwan. Against this back-
ground, businesses in Taiwan appear to be strongly focused on
credit risk management, in order to protect their liquidity posi-
tion against the risk of payment default arising from B2B trade
on credit with both domestic and foreign customers. Survey
findings in Taiwan confirm this, and businesses’ concern about
efficiency in receivables management as the greatest challenges
to business profitability this year.
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More information in the Statistical appendix

Suppliers in Taiwan offer credit terms to their B2B
customers notably less often than last year

Demonstrating a real preference for the safety of cash based
transactions, suppliers surveyed in Taiwan made 39.5% (down
from 49% last year) of their B2B sales on credit terms. This falls
below the average for Asia Pacific, where 46% of suppliers sold
on credit. This quite strong aversion to selling on credit terms,
which Taiwanese suppliers appear to have in common with those
in China, may point to a payment culture that prioritizes payment
methods that minimize the exposure to the risk of payment de-
fault.

© 91%

of respondents in Taiwan reported
late payment of invoices by domestic and
foreign B2B customers over the past year

Foreign B2B customers of suppliers in Taiwan notably
less likely to be offered credit terms than domestic
customers

Along with this conservative attitude towards granting trade
credit to B2B customers, suppliers surveyed in Taiwan appear to
be markedly more inclined to offer credit terms in their home
market than abroad. Nearly 48% of domestic and 31% of foreign
B2B sales in Taiwan were transacted on credit. This compares
to 50.3% of domestic and 42% of foreign credit based sales at
regional level. The foreign figure for the country is notably be-
low the average for the region, showing that suppliers in Taiwan
are the least open to export on credit terms in Asia Pacific. This
preference of suppliers in Taiwan for selling on credit in the more
familiar territory of the home market (also observed in China)
may highlight that the security of the transaction, as well as the
familiarity with domestic business practices, are of primary con-
cern for trading companies.
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Overdue B2B invoices (%)

91% of respondents in Taiwan (88% at regional level) reported
late payment of invoices by domestic and foreign B2B customers
over the past year. This response rate, which is equal to that in
China, resulted in an average of 44% of the total value of B2B re-
ceivables remaining unpaid after the due date. This is in line with
the Asia Pacific average (44%).

Suppliers in Taiwan more exposed to foreign trade credit
risk than last year

On average, 43% of the total value of domestic B2B invoices in
Taiwan was paid late. The proportion of foreign B2B invoices paid
late was a little higher, amounting to nearly 46% of the total val-
ue of Taiwanese suppliers’ export sales on credit. Compared to
last year, the domestic payment default rate in Taiwan remained
steady. In contrast, the default rate of foreign invoices increased
by an average of 4%, which is the highest y-o0-y increase at regional
level. This may explain the very conservative approach to granting
trade credit to overseas customers shown by suppliers in Taiwan.

Late payment of (domestic and foreign) B2B invoices in Taiwan
is reflected in the average Days Sales Outstanding (DSO) figure
of survey respondents. In Taiwan, this averages 42 days (in line
with the 41 days average for the region) and shows no significant
variation compared to one year ago. This may indicate Taiwanese
suppliers’ strong focus on collecting long outstanding invoices of
high value.

About the same percentage of Taiwanese suppliers expect an in-
crease in DSO over the next 12 months (28%) as an improvement
(26%). 46% of suppliers surveyed in the country do not anticipate
changes in DSO over the same time frame.

Past due B2B receivables in Taiwan (avg. %)
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More information in the Statistical appendix
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L1 30%

of the suppliers in Taiwan had to take specific
measures to correct cash flow as a consequence
of late payment from customers

More suppliers in Taiwan than in Asia Pacific concerned
about cost containment

Most of the suppliers surveyed in Taiwan (around 24%, compared
to 21% at regional level) consider cost containment to be the big-
gest challenge to business profitability this year. This opinion ap-
pears to be consistent with Taiwanese suppliers’ strong focus on
the efficient collection of outstanding invoices, as a way to con-
tain the financial and administrative costs of carrying outstanding
trade receivables. Maintaining adequate cash flow levels concerns
as many suppliers in Taiwan as in Asia Pacific (20%). Slightly more
respondents in the country (14%) than in Asia Pacific (11%) con-
sider efficiency in receivables management to be the biggest chal-
lenge to business profitability this year.
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Payment duration (average days)

In Taiwan, suppliers request payment of domestic B2B invoices,
onaverage, 37 days afterthe invoice date (average for Asia Pacific:
32 days). Foreign customers an average of 40 days to pay. Over
the past year, Taiwanese suppliers have shortened the average
payment terms offered to domestic B2B customers by an aver-
age of five days. This stricter credit policy applied by Taiwanese
suppliers domestically may reflect downside risks that currently
weigh on Taiwan’s economic recovery. In contrast, foreign terms
have lengthened by an average of three days, which may indicate
an attempt of suppliers to win sales contracts overseas.

Payment duration in Taiwan (avg. days)
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More information in the Statistical appendix

Taiwanese suppliers turn past due invoices into cash, on
average, two months from invoicing

Both foreign and domestic B2B customers of Taiwanese suppli-
ers settle past due invoices almost within the same time frame
as they did last year (on average, 22 days after the invoice due
date). This means that suppliers in Taiwan turn overdue invoices
into cash, on average, around two months from invoicing. This is
in line with the Asia Pacific average. [ > Statistical appendix, p 8 ]

Key payment delay factors

Significantly more suppliers in Taiwan (nearly 56%) than in Asia
Pacific (46%) reported that domestic B2B customers pay invoic-
es late due to insufficient availability of funds. One year ago, the
response rate for Taiwan was 46%, suggesting that companies in
the country are operating in a challenging business environment.
In contrast to the survey pattern, which highlights that domestic
customers in Asia Pacific delay payments intentionally for finan-
cial purposes, more suppliers in Taiwan (35%) than in Asia Pacific
(25%) reported that domestic customers delay payment most
often due to disputes over the quality of goods delivered or ser-
vices provided. This is the highest response rate for this reason
observed across the countries surveyed in the region, which in-
dicates that this issue occurs on Taiwan's domestic market more
often than elsewhere in the region.

Foreign late payment in Taiwan is most often attributable
to the complexity of the payment procedure

In line with the opinion expressed by most of the suppliers sur-
veyed in Asia Pacific, the most frequent issue affecting credit
based transactions between Taiwanese suppliers and their over-
seas customers is the complexity of the payment procedure. This
was cited by 43% of suppliers in the country (38% at regional lev-
el). Customers’ liquidity issues delay payment of export invoices
for 37% of suppliers in Taiwan compared to 34% in Asia Pacific.

More suppliers in Taiwan than in Asia Pacific had to
correct cash flow due to late payment from customers

Most of the suppliers in Taiwan (30%, compared to 34% in Asia
Pacific) had to take specific measures to correct cash flow as a
consequence of late payment from customers. Almost as many
suppliers in the country (22%) as in Asia Pacific (24%) pursued
additional financing from banks, factors or others. However, 31%
of suppliers in Taiwan (compared to 25% in the region) reported
that late payment from customers had no significant impact on
their businesses. This is consistent with the earlier mentioned
finding highlighting that more respondents in the country (14%)
than in Asia Pacific (11%) consider efficient receivables manage-
ment to be the greatest challenge to business profitability this
year. To ensure the utmost efficiency in B2B receivables man-
agement, notably more suppliers in Taiwan (54%) than in Asia
Pacific (44%) will check their customers’ payment history more
often over the next 12 months. 50% of suppliers in the country
(45% in the region) said they will increase customers’ creditwor-
thiness checks over the same time frame. 48% of Taiwanese sup-
pliers (39% in Asia Pacific) will sell more often on cash terms to
B2B customers. This tallies with Taiwanese suppliers’ clear-cut
preference for cash based transactions commented earlier on in
this report.
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Uncollectable receivables

Suppliers in Taiwan wrote off 1.7% of the total value of B2B re-
ceivables (down from 2.2% last year) as uncollectable. This is
below the average for Asia Pacific (2.1%). It is consistent with
Taiwanese suppliers’ strong focus on efficient collection of out-
standing invoices, as a way to contain the financial and adminis-
trative costs of carrying outstanding trade receivables. Domestic
uncollectable receivables were written off as often as foreign
ones. Uncollectable domestic B2B receivables originated most
often from the chemicals, construction, consumer durables and
electronics industries.

Uncollectable B2B receivables in Taiwan
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More information in the Statistical appendix
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of Taiwanese suppliers expect
an increase in DSO
over the next 12 months

More suppliers in Taiwan than in Asia Pacific wrote off
receivables as uncollectable due to disputed invoices

In line with the regional response rate, 43% of the suppliers sur-
veyed in Taiwan (51% in Asia Pacific) wrote off receivables as
uncollectable most often because the customer went bankrupt
or out of business. Interestingly, more suppliers in Taiwan (33%)
than in Asia Pacific (22%) reported that receivables were written
off as uncollectable due to disputes over invoices. This is consist-
ent with earlier comments in this report, and with the fact that
notably more suppliers in Taiwan (35%) than in Asia Pacific (25%)
said that domestic customers delay payment most often due to
disputes over the quality of goods delivered or services provided.

For more insights into the B2B receivables collections practices in
Taiwan and worldwide, please see the Global Collections Review
by Atradius Collections (free download after registration), availa-
ble from October 2016 on www.atradiuscollections.com
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Payment practices by industry

Suppliers surveyed in Taiwan reported trading on credit terms
mainly with B2B customers in the consumer durables, construc-
tion, ICT, food, machines, chemicals and business services indus-
tries. Invoice payment terms extended to B2B customers in the
chemicals industry appear to be the longest (averaging 42 days
from the invoice date) of all those granted in other industries
surveyed.

Despite being granted above average terms for payment of in-
voices, B2B customers in the chemicals industry take the long-
est to pay overdue receivables (on average, within 32 days after
the invoice due date). However, it is the construction industry in
Taiwan which generated the largest proportion of past due B2B
invoices. Around half of the total value of B2B invoices issued by
Taiwanese suppliers to B2B customers in this industry was paid
late. The lowest proportion of overdue B2B receivables was gen-
erated in the electronics and food industries.

Based on survey responses, late payment of invoices due to li-
quidity constraints from customers occurred most often in the
chemicals and construction industries (65% of suppliers sur-
veyed in Taiwan cited this in respect to both industries). Late
payment in the metals industry in Taiwan was most often due
to the formal insolvency of the buyer (according to 64% of the
suppliers surveyed in the country). [ > Statistical appendix, p 4 ]

Taiwanese suppliers expect customers’ payment
practices in the chemicals industry to worsen

Most of the Taiwanese suppliers surveyed (54%) do not antici-
pate any change in the payment practices of their B2B customers
in the metals industry. An improvement in the payment behav-
iour of B2B customers in the electronics industry is expected by
53% of Taiwanese suppliers (compared to 16% expecting deteri-
oration). The payment behaviour of B2B customers in the con-
struction industry in Taiwan is also expected to improve by 41%
of suppliers surveyed (compared to 36% expecting a deteriora-
tion). In contrast, in the chemicals industry, 35% of the suppliers
surveyed expect payment practices of B2B customers to worsen
over the next 12 months while only 25% anticipate improvement.
No significant change is anticipated in respect to payment prac-
tices of B2B customers in other industries.

To learn more about the Survey design of the Atradius Payment Practices
Barometer, please see Survey design.

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.

On Twitter? Follow @Atradius or search #atradiusppb to stay
up to date with the latest edition.
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Statistical appendix

The Statistical appendix to this report is part of the October 2016
Payment Practices Barometer of Atradius (survey results for Asia
Pacific) available at www.atradius.com/publications

Download in PDF format (English only).

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 complete-
ness, 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.

Copyright Atradius N.V. 2016

If you've found this report useful, why not visit our website www.atradius.com,
where you'll find many more Atradius publications focusing on the global econ-
omy, including country reports, industry analysis, advice on credit management
and essays on current business issues. - Subscribe to notifications of our Pub-
lications and receive weekly emails to alert you when a new report is published.

Connect with Atradius
on Social Media

You
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