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David Peace, Director of Chespond Business & Careers Services, having been trained by an Ex European Director of one of the main credit agencies, offers an insight into the rarefied world of the credit analyst and the credit industry. David believes that if businesses have a better understanding of how the credit sector works, then they can prevent some of the damage that incorrect ratings causes to their companies. 
If we start with a brief historical review, this will help explain how the credit industry has become such an established and important fact of modern business. 

The Evolution of the Limited Company

Since the earliest recognizable companies in the 1300’s businesses were mainly run by owners and there was a high risk for investors. If you invested £1 into any enterprise, you became liable for all debts of that enterprise. With the repeal of the USERY ACT in 1862 the way was paved for a new type of business – The Limited Liability Company which would limit the liabilities of any investor. Now, invest £1 and all you could lose was £1. Investors would not be held to account for the debts of the business. Entrepreneurs with no money could now raise it and run a company. In the 10 years after 1862 a staggering 6,200 Limited Liability Companies were formed.

The Companies Act of 1948 paved the way for the modern day version of the Limited Liability Company allowing Directors and Shareholders Limited Liability. Companies were, however, still required to produce annual accounts and undergo annual audit and filing at Company House for all to see was compulsory.
Even in 1977 many businesses relied on trust, however, recession hiked bad debts and killed trust and this, not surprisingly, created an increased demand for credit checking.

Nowadays you would not reasonably expect to be able to open a business account with a large company without being vetted in some manner. Credit Management is now mainstream, widely understood to be needed to protect a vital asset – namely debtors.

History of the Credit Agency

Records indicate that as far back as the 1700s 92% of business was conducted on credit. Credit has been the most influential factor in commercial growth since business began and, where credit exists, then someone has to be able to judge credit worthiness so enters the CREDIT ANALYST.
Jumping forward to the mid 1800s, credit management was an accepted reality but the methodology of assessing credit worthiness was far more civilized and very different to today. You were not actually assessed on whether or not you had money, as there was no way to find that out. You were assessed on your character.
• Did you drink or womanise
• Did you use profanity or take the Lords name in vain

• Did you attend church and observe the Sabbath
In the larger towns and cities most merchants knew who to trust in terms of extending credit. Once travel became easier and common place, mainly through the rapid expansion of the railways, customers seeking credit from merchants in the more frontier towns had unknown histories. Thus groups of merchants requested information from the cities on which businessmen not to trust and this developed into credit agencies. In 1841 Lewis Tappan created a commercial credit service. Then RG Dun (R.G. Dun Mercantile Agency) was incorporated by Tappan's grandson in 1859. It later merged with Bradstreet’s Credit Service to form Dun & Bradstreet, a name still well known today and this is the development of what we recognize as the modern credit agency.

The Modern Development of Abbreviated Accounts

Up to 1980 every limited company in the UK was required to file full audited accounts including Full Profit & Loss Account, Balance Sheet and Detailed Notes to the accounts. However, post 1980, The European Charter on Filing Regulations for Small Companies removed the need for audit of annual accounts for qualifying companies. The 1986 Companies Act set the turnover threshold for a Small Company at £150,000 but in the 2006 Companies Act, that threshold had been raised to £6.5 million and now over 91% of UK Limited Companies fall into this category. 

If annual turnover is less than £6.5 million and you file abbreviated accounts (aka audit exempt) then an analyst is deprived of seeing Turnover, Profits, Losses, Dividends, Costs, Detailed Creditors and Detailed Current Assets. Thus, an analyst has no idea if the company is growing or shrinking and cannot determine if the business is making profits or losses. Basically, with the removal of almost all that is needed to determine how strong or weak a business is how can an analyst set the right limits? It’s impossible!

What is your Company Business File?

Holding up to 49 feet of information, the Company Business File is what modern credit agencies exhibit to anyone who does a company search on you. It includes your annual return to Companies House and is the basis upon which banks, suppliers, customers and other companies make their assessment of your company and decide whether or not to do business with you. Very few Business Owners or MDs are aware of the impact that their Business File has on their business, even fewer have actually seen what is in it.
Managing Directors should be, and will be, conscious of the effects of credit but few are conscious or even aware of just how many businesses engage in Vendor Vetting (seeing the Business File).

All Government bodies and offices are compelled in law to vendor vet
All banks and financial institutions now must vet for Money Laundering
Over 40 % of larger businesses vendor vet as standard (this number is growing all the time and smaller businesses are following suit).
So the state of a company’s Business File is very high on the agenda of almost everyone that company deals with.

What Impact Does This Have on the MDs Company ?
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	In 2009/2010 there were just over 11 million searches on Limited Companies  through Company House (nearly 12 million searches in 2010/2011).

Add those made through Credit Reference Reports (about another 11M) and that is a lot of searches on a total of only 2.4 million active companies.




The estimated 22 Million business checks may see the MD’s company as being;

 Loss making when they are actually making profits

 Non credit worthy when they are credit worthy

 Much smaller and not worth trading with

 Less stable and so not worth buying from

 High risk so not worth lending to, not worth investing in and/or not worth partnering

If your company looks insolvent, non profitable, loss making or very small it will have a negative impact on;

 Trade Credit Supply

 Non Trade Credit Supply (e.g. Buying phone systems and utilities, even renting offices )

 Winning Contracts

 Selling your services to larger companies who vendor vet

 Obtaining Finance

 Selling your company for what it is truly worth at Exit

Most people think a bad credit rating effects Trade Credit and it does, but when it also effects your sales, pipeline, finance and in effect every other aspect of running a business, then it is clear why negatively rated businesses find it harder to survive and flourish. 
Being able to understand what information the credit analysts require and how best to present that in your annual return to Company House is the key to ensuring that your company Business File is as true a reflection of your company as it should be. From the article above it should be apparent what the downside of a poor Business file is, but the benefits of a good Business File can be more business and an enhanced reputation. Which would you prefer? 
For further information or a FREE review of your Business File contact:
Chespond Business & Careers Services, Lauder, Berwickshire

Tel 07976 096675

Email david@careers-services.co.uk
Website www.careers-services.co.uk
