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About Red Flag Alert
Red Flag Alert is a business intelligence solution that provides real-time
data on every business in the UK. From financial health to key decisionmakers, our intelligence will drive your business to the next level.
• 6.5 million UK businesses
• 20 million key decision-makers
• 100,000 data updates every day
• 100+ indicators of financial health
• 50+ filters of key business data
• 7 detailed financial health ratings
• 2.6 million telephone records

Our Solution
Back in 2003, Red Flag Alert was developed by Begbies Traynor to help
them identify businesses in financial distress that could be good prospects
for restructuring or corporate recovery.
By collating and enriching data on a huge range of UK businesses, Red
Flag Alert allowed Begbies Traynor to significantly improve its sales and
marketing activities. Now Begbies Traynor is the number one business
recovery firm in the UK.
The Red Flag Alert product we have today has evolved from over a decade
of development and considerable investment and is an unparalleled
business intelligence solution. It helps businesses from the FTSE 100 to
SMEs to grow, mitigate risk and remain compliant.
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Introduction
Every week we update Red Flag Alert with insolvent debt data, which
provides critical insight into the financial health ratings we allocate to every
UK business.
Specifically, the data highlights where companies have supplied goods or
services on open credit terms and their invoices remain unpaid when the
debtor enters insolvency proceedings.
If a company incurs bad debt when a customer enters insolvency, they are
three times more likely to become insolvent in the next 12 months. But the
circumstances provide essential context, as the impact of bad debt will
depend on many factors, including the size of unsecured loss comparative
to net worth, industry, and number of losses incurred.
For example, a business with a net worth of £50m incurring a £2,000 loss
will experience no risk, whereas a company with a net worth of £100k will
likely struggle to absorb a £75k loss.
At Red Flag Alert, losses are used in our algorithm to calculate financial
health ratings. In some cases, one bad loss can take a company from
being financially secure to severely at risk of insolvency; subsequently, this
is one of our key indicators of financial health.
This new quarterly report takes an industry view, looking at overall trends in
insolvent bad debt and drilling down into specific sectors.
We’re kicking off our first report with a fascinating look at insolvent debt
during the Covid-19 pandemic. Poor business performance usually
correlates with an increase in insolvent bad debt, but this situation is
different. A range of Government measures and short-term changes to the
insolvency process has meant we’ve seen less insolvent bad debt.
While this is undoubtedly the calm before the storm, we can still see some
early trends that indicate the tsunami of bad debt to come over the next 12
to 18 months.
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Key Findings

• The total level of insolvent business debt dropped by £189m
during the last quarter.
• Decline in debt is due to the reaction to the pandemic including
the Government’s financial support.
• A drop in total debt will be short-lived, with the retail sector
showing 12.6% growth in insolvent debt.

Total levels of insolvent business debt in the 12 months to 30 June 2020
were £1.577bn, down 10.7% from £1.766bn at the end of March. The
decline has been due to the Government’s Covid-19 support measures,
creditors flexing payment terms, and less formal action being taken against
companies in serious financial distress.
These quarterly figures are in complete contrast to trends this time last
year, which saw total insolvent debt grow by £161m in Q2.
We predict the recent downward trend to be short-lived and point to retail
sector debt as a barometer for what the future holds.
Total insolvent debt has declined because struggling companies have been
able to draw on financial support from the Government and many have
been provided with more breathing space and flexibility by creditors.
However, some sectors have seen insolvent debt increase. Tellingly, retail
levels have grown by £6m, which seems like a much lower number in
comparison, but represents a 12.6% increase during the last quarter.
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This growth is important because retail performance is an early indicator of
levels of consumer confidence and economic volatility. It’s a sector which
employs millions of people in the UK and directly impacts the performance
of many other industries, such as logistics and manufacturing.
Insolvent debt in the manufacturing sector grew by 17.4% from £89.6m to
£105.2m, while logistics saw a marginal increase of 0.84%, taking debt
levels to £62.3m at the end of June.
Other sectors that saw rises in insolvent debt include hotels and
accommodation, where levels more than doubled to £12.4m. At the same
time, travel and tourism witnessed a 79% spike in write-offs, with insolvent
debt growing from £5m to £9.1m during the past quarter.
This is likely the tip of the iceberg in the leisure industry as the sector looks
at widespread insolvency, significant consolidation and extensive layoffs.
The construction and property sectors account for some of the UK’s
highest levels of insolvent debt, with total amounts standing at around
£371m at the end of June, representing a 2.2% rise during the past
quarter.
Our financial modelling since we started our records in 2004 shows that
the construction and property sectors typically operate with some of the
highest levels of insolvent debt. The impact of the pandemic hasn’t yet
been that pronounced on these sectors. One threat they are now facing is
uncertainty around office-based working caused by the pandemic, possibly
leading to a long-term dip in demand for commercial property. Much will
depend on Government plans to shore up the industry with infrastructure
projects and easing of restrictions on planning.
This quarter’s Write Off figures have been skewed by the Covid-19
measures introduced by Government and positive steps quickly taken by
companies during the lockdown. We’re now coming to the end of
Government support and, while some companies and sectors will bounce
back, insolvent debt will likely see a sharp upwards trajectory over the next
6 to 12 months.
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About The Author
Mark Halstead is the Managing Director at
Red Flag Alert. He works with FTSE 100 and
ambitious SMEs to help them integrate big
data into decision-making and critical
business processes. With more and more
data becoming available, Mark ensures
businesses use the richest and most relevant
data to build competitive advantage.
His experience in big data analytics, financial
services and strategic leadership enables Mark to provide data solutions in
business development, risk and compliance.
As co-founder of Red Flag Alert, Mark oversaw its growth from zero to 450
customers in seven years. He is also co-founder of commercial lender
Reparo Finance and commercial finance broker Funding Options.
Mark is regularly asked to provide expert insight on business data for
leading industry and national publications, including The Times, The i,
Accountancy Today, AccountingWEB, CEO Today, Finance Monthly, AAT
Comment, Mortgage Finance Gazette, Estate Agent Today and the Retail
Gazette.
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Overview

In the 12 months to 30 June 2020, the total insolvent bad debt
figure for trade creditors stands at £1.57bn – that’s a decrease of
£189m since the 12 months to 31 March 2020 and a decrease of
£205m versus the 12 months to 30 June 2019.

As we’ve discussed, this decrease is caused by Government measures
that are delaying insolvency for many businesses. Here is a rundown of the
key factors that are suppressing insolvent bad debt.
Support with wages: The furlough scheme has helped businesses cope
with one of their key costs – payroll. The scheme is still ongoing and will
cost more than £30bn as the Government supports almost 10 million
workers.
Rent payments: The Government relieved a second significant financial
pressure on businesses by providing short-term relief from commercial rent
repayments. The Corporate Insolvency and Governance Act 2020 supports
businesses by protecting them from repossessions if they don’t make rent
repayments. This is catastrophic for commercial landlords, but in the short
term has enabled companies to avoid rent payments – only 13.8% of
commercial rents were paid during Q2 2020.
Direct funding: Government loan and grant schemes helped keep
companies afloat during the pandemic. CBILS, bounce-back loans, and
rates relief were all critical lifelines for many businesses.
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Formal Action: The following factors are all likely contributors to the
slowdown in the number of businesses that are being written off the
Companies House database:
• HM Courts & Tribunals Service has reduced the operation of the courts
and tribunals that often play a part in insolvencies.
• HMRC has reduced enforcement activity.
• The Insolvency Service, insolvency practitioners, and Companies House
have been adjusting to new working arrangements.
General Forbearance: Suppliers and HMRC were less aggressive in
collecting debts as a sense of understanding and flexibility pervaded during
the pandemic.
As Government measures start to wind down and goodwill recedes, many
businesses will be left trying to operate in a very challenging market.
Although the trend of insolvency is currently downward, we still see small
spikes that may be a sign of what is to come.
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Construction
• In the 12 months to 30 June 2020, insolvent bad debt in
construction was £258m, an increase of £71m since the 12
months to 30 June 2019.
• Despite contributing 6% to GDP, construction companies
account for 18% of insolvencies.
• When large contractors like Carillion enter insolvency, they
typically bring down subcontractors that rely on their contracts.

Insolvent bad debt in construction has increased by 37% in 12 months.
Initially, this was driven by Brexit uncertainty, but the market was starting to
improve in late 2019 as a resolution was on the horizon – the pandemic put
a stop to the recovery.
Now, as we come out of the pandemic, many smaller construction
companies are praying that large projects go ahead. If they don’t, these
poorly capitalised small companies won’t survive for long without these
critical contracts.
The Prime Minister pledged £5bn to “build, build, build” and Housing
Secretary Robert Jenrick has pledged to tackle the “outdated and
cumbersome” planning system. Practically, the goal is to designate more
land for building homes, schools, shops and offices. If these plans become
a reality, it may be the impetus the sector needs to stave off a wave of
insolvencies.
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Bars and Restaurants

• In the 12 months to 30 June 2020, insolvent bad debt in bars
and restaurants was £32m, an increase of £9m since the 12
months to 30 June 2019.
• In the previous quarter, insolvent bad debt has decreased by
12.6% as the sector has been shored up by Government
schemes.

This week sees the Government launch the Eat Out to Help Out campaign,
a subsidy to get consumers visiting restaurants. It’s a sign that the
Government understands the importance of the hospitality sector; it’s a
huge employer and driver of economic activity – if people are eating out, it
can be a significant economic stimulator.
But the future remains uncertain. There is little doubt that restaurants and
bars will eventually bounce back. However, visitor numbers are still low, and
with winter (and a potential second spike) just around the corner, it’s hard
to see pre-pandemic levels of activity in the next 12 months.
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Hotels and Accommodation

• In the 12 months to 30 June 2020, insolvent bad debt in hotels
and accommodation was £12.3m, an increase of £10m on the
12 months to 30 June 2019.
• In the previous quarter, insolvent bad debt has spiked by 108%.
• Business and conference cancellations have hit the industry.

Many hotels will suffer from a lack of tourism and will battle with low
occupancy rates for the foreseeable future, but a reduction in business
bookings will also have a severe impact on some providers.
Many hotels rely on business travellers and bookings of events, trade
shows and meetings. These bookings are made in advance – and will
certainly not be happening. Hotels will have to write off reservations, and
the insolvent bad debt we’re already seeing demonstrates that there are
challenging times ahead.
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Travel and Tourism
• In the 12 months to 30 June 2020, insolvent bad debt in travel
and tourism was £9.1m, an increase of £5.8m since the 12
months to 30 June 2019.
• In the previous quarter, insolvent bad debt has spiked by 79%.
• Large travel companies are already starting to enter
administration. Shearings and Maritime Voyages are two of the
latest failures, and this will likely lead to a raft of insolvencies from
the smaller suppliers that rely on them for business.

The travel and tourism industry has structural parallels to the construction
industry: when large companies fail, it causes smaller suppliers that rely on
them for business to also fail. This will likely be the case with Shearings, a
specialist leisure group – they went into administration in July owing £332m
to 1,021 unsecured creditors – many of them smaller travel companies.
There is hope that the staycation market can keep the industry ticking over,
but walking around a deserted central London gives a sense that a return
to pre-pandemic levels of tourist activity is years away.
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Manufacturing
• In the 12 months to 30 June 2020, insolvent bad debt in
manufacturing was £105m, an increase of £25m since the 12
months to 30 June 2019.
• In the previous quarter, insolvent bad debt has spiked by 17%.
• Manufacturers are exposed to fractured supply chains and
economic volatility, so a global pandemic has presented a
challenging operating environment.

Many manufacturers are reliant on a small number of suppliers, or even one
key supplier. When large companies like Debenhams enter administration,
the manufacturing sector will suffer insolvent bad debt.
Recent news is better. In July the sector grew at its fastest rate in three
years as there are signs of a bounce back. However, employment in
manufacturing fell for the sixth month in a row. The fortunes of the sector
will be tied closely to the wider economy so as demand stagnates we
expect insolvent bad debt to increase.
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Support Services
• In the 12 months to 30 June 2020, insolvent bad debt in support
services was £245m, a decrease of £241m since the 12 months
to 30 June 2019.
• Support service businesses work across a broad cross-section of
industries, so the decrease reflects the wider trend.
• As insolvent bad debt increases in the coming months, expect
the support services sector to be affected.

The UK support services industry is robust and a favourite of private equity
firms that see its dour efficiency as a sound investment. Although the
sector can offer consistent revenue streams and long-term growth, it is
exposed to market forces. When their clients perform poorly, support
service businesses struggle.
Consider a facilities management company with a hospitality client base –
its success is directly linked to the venues it serves and many businesses
are exposed in this way. Expect insolvent bad debt in the support services
industry to grow in the coming months.
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General Retailers
• In the 12 months to 30 June 2020, insolvent bad debt in general
retailers was £58m, a decrease of £35m since the 12 months to
30 June 2019.
• In the previous quarter, insolvent bad debt grew by £6m.
• Similar to support services, retailers will hold business accounts
with companies across a broad range of sectors, so the decrease
in insolvent bad debt is reflective of the general decline.

Retail bad debt figures reflect trade accounts held by retailers (think about
a large furniture store also supplying local offices).
The modest quarterly growth in insolvent bad debt is driven by Government
measures to protect business; once these measures are relaxed, retailers
will likely start accruing much larger bad debt as customers file for
administration.
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Spot Financial Risk Before It Derails
Your Business
Billions of pounds in bad debt are written off by UK businesses every year,
causing thousands to become insolvent. We help you avoid this fate by
providing detailed financial health data on your clients, so you can set the
right credit terms and take action where necessary.
Red Flag Alert is powered by an algorithm that has evolved over decades
to provide health ratings that are highly specific to each business. Billions of
data points have been collected, and these vast datasets power our
algorithm to make accurate predictions on business failures.
Detailed financial health ratings: We allocate every business a financial
health rating that accurately predicts insolvency. Our clients use this to
monitor their clients, set credit limits and ensure onboarding is smooth.
Unique expert insight: Our experts are always adding new data points,
looking at every angle from accounting period changes to bad debt
exposure – anything that gives us an insight into what’s really happening in
a business.
Efficient onboarding: Make quick risk assessments in your onboarding
process, avoid companies that don’t meet your criteria and set appropriate
credit limits for those that do.
Real-time monitoring: Our data points are updated daily so you can
monitor businesses and be alerted the moment any change happens to
their financial health. This early warning system means you can proactively
manage risk.
To discuss how Red Flag Alert can help your business develop world-class
risk management, contact Richard West on richard.west@redflagalert.com
or 0344 412 6699.
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Appendix
Total insolvent debt by sector for the 12 months to 30 June 2020,
compared to 12 months to 30 June 2019 and 12 months to 31 March
2020.
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Total Insolvent bad debt for the past nine periods.
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