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Introduction to Invoice Finance:
Understanding the Basics

What is Invoice Finance?

Invoice finance is a business financing solution that enables companies to
leverage their unpaid sales invoices for business growth and expansion. It
serves as an alternative to conventional funding methods like bank loans
or a line of credit.

The process is simple: businesses can access instant cash flow by assigning
the rights to their invoices to a third-party financial institution, referred to
as a factor or invoice finance provider. In exchange, the invoice finance
provider advances a percentage of the invoice's value to the business,
allowing them to fulfill their immediate working capital requirements.

Once the customer pays the invoice, the remaining balance, minus fees,
and/or interest, is released by the invoice provider back to the business.
This way, invoice finance offers

a flexible and effective means for companies to manage their cash flow
efficiently and seize growth opportunities.

How does Invoice Finance Work?

The process of invoice finance involves a few key steps. Let's take a closer
look:

1. Application: To begin the process, a business applies for invoice
finance or invoice factoring with an invoice finance provider. The
provider evaluates the business's creditworthiness, as well as that of
its customers, to determine eligibility.


https://www.novacashflowfinance.com.au/news/the-invoice-finance-process-from-application-to-funding/

2. Invoice Submission: After approval, the business submits its invoices
to the finance provider. These invoices must be for completed or
delivered sales or services and have agreed-upon payment terms.

3. Advance and Verification: The finance provider carefully verifies the
authenticity and accuracy of the submitted invoices. After approval,
they provide the business with an advance amount, typically
between 70% and 90% of the invoice value. The exact percentage
depends on considerations such as the business's creditworthiness
and that of its customers.

4. Funding: The invoice finance provider transfers the advanced funds
to the client's business in cleared funds, providing immediate
working capital that can be used to cover business expenses, invest
in growth, or manage cash flow gaps.

5. Collection: The finance provider may assist in collecting payments
from the business’'s customers, but it is essential to maintain a
positive client-customer relationship. They may work collaboratively
with the business to ensure timely payments without disrupting
existing relationships.

6. Payment Settlement: Once the customer pays the invoice, the
finance provider deducts any outstanding fees, usually accrued
interest. The remaining balance is then released to the client’s
business, completing the transaction.

Types of Invoice Finance

To determine which type of invoice finance will work for a business, here's a
brief comparison:

Invoice Factoring

With invoice factoring, a business sells or assigns its invoices to an invoice
finance provider.

In return, the finance provider advances a significant percentage of the
invoice value upfront, typically around 80% to 90%.

When the customer pays the invoice, the finance provider deducts their
fees and releases the remaining balance to the business.


https://www.novacashflowfinance.com.au/news/types-of-invoice-finance/

Factoring provides businesses with immediate cash flow and relieves them
of the burden of collection.

Invoice Discounting

In the case of invoice discounting, a business retains full control of its sales
ledger and remains fully responsible for collecting payments from
customers.

The invoice finance provider offers a loan, similar to an overdraft or line of
credit, based on the approved invoices' value, providing a percentage of
the invoice amount as an advance. When the customer pays, the business
repays the loan along with the finance provider’s fees. Invoice discounting
is often kept confidential, allowing businesses to maintain customer
relationships and manage their collection process.

Benefits of Invoice Finance

Invoice finance, whether invoice discounting or invoice factoring offers
numerous advantages for businesses:

Improved Cash Flow: By accessing immediate funds tied up in unpaid
sales invoices, businesses can overcome cash flow gaps and meet their
financial obligations on time. This allows for smoother operations and
enables growth opportunities.

Flexibility: Invoice finance is a highly flexible financing option that
aligns with a business’s sales. Unlike traditional financing, it does not
require real estate as security. As the volume and value of invoices
increases, the available funding also grows, providing a scalable solution
for working capital needs.

Efficient Working Capital Management: Invoice finance empowers
businesses to maintain better control over their cash flow. It facilitates
effective working capital management, ensuring funds are readily
available for essential expenses.

Despite its misunderstood nature, invoice finance or invoice factoring is a
powerful working capital tool that can benefit many Australian SMEs /
SMBs.


https://www.novacashflowfinance.com.au/invoicefinance/

Unlike traditional financing options, invoice finance doesn't require the
family home as collateral, and it is not linked to real estate security. This
makes it a more accessible option for businesses seeking financial support.

Additionally, as your business grows, invoice finance grows with it. This
makes it an excellent choice for growing businesses in need of flexible and
scalable working capital solutions.



A Brief History of Invoice
Factoring

Empowering Businesses Through

Financial Innovation

Invoice factoring, also known as invoice finance, debtor finance, or
receivables finance, is a widely used financial tool by businesses today.
However, it boasts a fascinating history that spans centuries. This chapter
explores the origins and evolution of invoice factoring, tracing its roots
back to ancient civilisations. It has developed into a powerful financing
solution for businesses worldwide.

Ancient Origins:

The practice of invoice factoring finds its roots in ancient Mesopotamia,
where merchants participated in trade and employed a financing method
called “advances.” These advances enabled merchants to obtain prompt
payment for their goods, ensuring a consistent cash flow and reducing the
risks linked to delayed payments.

Medieval Europe:

In Europe, during the Middle Ages, invoice factoring became increasingly
important in fostering trade and economic expansion. Trusted individuals
or firms known as factors emerged as intermediaries who bought
merchants’ invoices at a discounted rate, providing them with immediate
cash. The factors then took on the responsibility of collecting payment
from the debtors, freeing merchants to concentrate on their core business
activities.

Industrial Revolution and the Rise of Modern Factoring:

The Industrial Revolution in the 18th century brought about significant
changes to invoice factoring. The rapid growth of commerce and trade



demanded more advanced financing solutions. Factoring transformed into
a specialised financial service tailored to meet the requirements of growing
industries.

Development of Factoring Companies:

In the late 19th and early 20th centuries, specialist factoring companies
began to emerge, offering comprehensive factoring services to businesses.
These specialised firms played a vital role in providing working capital to
manufacturers and suppliers, particularly in industries such as textiles,
transportation, and agriculture.

Post-World War II Expansion:

After World War I, invoice factoring witnessed a surge in popularity, driven
by the need for businesses to recover and rebuild. Factoring became a vital
tool for small and medium-sized enterprises (SMEs) aiming to overcome
cash flow challenges and sustain their operations amidst economic
uncertainty.

Technological Advancements and Globalization:

The latter half of the 20th century saw remarkable technological
advancements and the emergence of globalisation. These factors brought
about a revolution in invoice factoring, enhancing its efficiency and
accessibility. Electronic invoicing, online platforms, and automated credit
assessment systems streamlined the process, enabling businesses to
access funding swiftly and conveniently.

Contemporary Invoice Factoring:

Today, invoice factoring has evolved into a widely adopted financial
practice embraced by businesses across various industries. Factoring
companies offer bespoke solutions to cater to the specific requirements of
different sectors, ensuring cash flow stability and facilitating business



growth. The flexibility and convenience of invoice factoring have made it an
appealing alternative to traditional bank loans.

The long history of invoice factoring is a testament to the resilience and
adaptability of financial practices throughout history. From its ancient
origins to its modern-day applications, invoice factoring has played a
pivotal role in empowering businesses, supporting economic growth, and
mitigating financial risks. As businesses continue to evolve and face new
challenges, invoice factoring is likely to remain a valuable tool in their
financial arsenal, ensuring stability and enabling growth in an
ever-changing business landscape.



Invoice Factoring in the U.s

Early American Trade and Factoring:

During the early years of American colonization, trade and commerce were
crucial for the growth of the young nation. Invoice factoring emerged as a
vital financial mechanism that facilitated trade by providing merchants
with immediate cash for their invoices. This practice stimulated economic
activity and encouraged further investment in various industries.

Industrial Revolution and Factoring

The Industrial Revolution brought rapid industrialisation and the expansion
of manufacturing in the United States. As industries thrived, invoice
factoring, in different forms, became a crucial financing tool for businesses,
especially manufacturers. It enabled them to obtain working capital and
efficiently manage cash flow. Invoice factoring allowed manufacturers to
concentrate on production while the factor handled the collection of
accounts receivable.

Factoring in the Transportation and Shipping
Industries

During the 19th century, the growth of the transportation and shipping
industries played a pivotal role in connecting various regions of the United
States. Invoice factoring proved especially vital in these sectors, as it
provided the necessary funds to keep the transportation networks running
smoothly. Factors played a key role in ensuring the financial stability of
transportation companies, facilitating the movement of goods and driving
economic expansion.

Factoring in the Small Business Sector

Invoice factoring has always been a vital support system for small
businesses in the United States. Small and medium-sized enterprises
(SMEs) often encounter difficulties in securing traditional bank financing
due to limited credit history or collateral. Factoring companies stepped up
to address this issue by granting access to working capital based on the



value of their outstanding invoices. This enabled SMEs to grow their
operations, create job opportunities, and contribute to the overall
economic growth of the country.

Innovation and Technological Advancements

In recent decades, invoice factoring has embraced technological
advancements, enhancing efficiency and accessibility. The rise of digital
platforms and online invoice factoring services has simplified financing for
businesses of all sizes. This innovation has not only improved the efficiency
of invoice factoring but has also contributed to the development of
technology-driven industries, contributing to the overall growth of the U.S
economy.

Support for Startups and Entrepreneurship

Invoice factoring has also played a vital role in supporting startups and
fostering entrepreneurship in the United States. Aspiring entrepreneurs
often face challenges in securing funding during the early stages of their
ventures. Factoring companies have provided a lifeline to these start ups
by offering financing based on their accounts receivable. This support has
nurtured innovation, encouraged new business ideas, and contributed to
the vibrant start up ecosystem in the country.

Throughout the history of the United States, invoice factoring has been
instrumental in driving economic development. By granting businesses
immediate access to working capital, invoice factoring has empowered
entrepreneurs, manufacturers, and SMEs to thrive and contribute to the
nation’s growth. As the economy evolves, invoice factoring is expected to
remain a crucial financial tool, supporting businesses, driving innovation,
and fuelling the economic development of the United States.



Fuelling Australian Business
Growth

The Impact of Invoice Factoring in

Australia

Invoice factoring has proven to be a valuable financing solution that has
contributed significantly to the development and growth of businesses in
Australia.

This chapter explores how invoice factoring has been utilised as a strategic
financial tool, empowering Australian businesses, improving cash flow, and
fostering economic progress across various sectors

Supporting Small and Medium-sized Enterprises
(SMEs):

Australia’'s economy thrives on a dynamic network of SMEs, and invoice
factoring has been pivotal in supporting their growth. SMEs often face
challenges when seeking traditional bank financing due to limited credit
history or collateral. Invoice factoring offers a practical alternative by
enabling businesses to leverage their accounts receivable and access
immediate funds. This financial flexibility empowers SMEs to fulfill their
working capital requirements, expand their operations, and contribute to
job creation and economic prosperity.

Facilitating Cash Flow Management

Maintaining a healthy cash flow is vital for the sustainability of any
business. Invoice factoring has played a crucial role in helping Australian
businesses effectively manage their cash flow. By selling their invoices to a
factoring company, businesses can convert their outstanding accounts
receivable into immediate cash. This reliable and predictable cash flow
empowers businesses to meet financial obligations, cover operational



expenses, invest in growth opportunities, and capitalise on market
opportunities.

Overcoming Seasonal Fluctuations

Seasonal industries in Australia, including tourism, agriculture, and related
businesses often face fluctuations in demand. Invoice factoring has been
and still is a vital lifeline for businesses in these sectors, enabling them to
navigate lean periods or low cashflow. By converting outstanding invoices
into immediate cash, businesses bridge revenue gaps, cover operating
costs, and maintain stability during off-peak seasons. This financial support
ensures the long-term viability of many Australian businesses operating in
seasonal industries.

Enabling Business Expansion

Invoice factoring has acted as a catalyst for business expansion and
investment in Australia. With improved cash flow through factoring,
businesses can seize growth opportunities, invest in new equipment,
expand their product offerings, enter new markets, or acquire other
businesses. By providing readily available capital, invoice factoring has
empowered businesses to capitalise on strategic initiatives and drive
economic development in the country.

Mitigating Financial Risks

Managing credit risk is a crucial aspect of business operations, particularly
when dealing with customers who have a history of late payments or
defaults. Factoring companies typically provide credit risk assessment
services, assisting businesses in evaluating their clients’ creditworthiness.
By partnering with a factoring company, businesses can transfer the credit
risk linked to their invoices. This risk mitigation not only safeguards
businesses against bad debts but also allows them to concentrate on their
core competencies without the burden of credit management.

Supporting Startups and Innovation

Invoice factoring has also played a vital role in nurturing entrepreneurship
and supporting startups in Australia. Startups frequently face challenges in
securing traditional financing due to their limited operating history. Invoice



factoring offers startups a viable financing option by utilising their
accounts receivable. This support empowers entrepreneurs to pursue their
innovative ideas, launch new ventures, and contribute to the dynamic
startup ecosystem in Australia.

Invoice factoring has become a powerful financial tool that has made a
substantial impact on the growth of Australian businesses. By enhancing
cash flow, supporting SMEs, enabling business expansion, and mitigating
financial risks, invoice factoring has empowered businesses in diverse
sectors to thrive, invest, and innovate. As the Australian business landscape
evolves, invoice factoring is expected to remain a crucial element of the
financial toolkit, driving economic progress, and fostering business growth
throughout the country.



The Role of Invoice Finance in
Business Growth and Cash
Flow Management

Managing cash flow and growth with

invoice finance

Building a Better Business

Cash flow is the lifeblood of any business. It is the fuel that keeps
operations running smoothly, enables growth, and ensures the timely
payment of suppliers and employees. However, maintaining a healthy cash
flow can be a challenge for many businesses, especially those that operate
on credit terms. This is where invoice finance plays a crucial role. In this
chapter, we will explore how invoice finance contributes to business
growth and cash flow management.

Understanding Invoice Finance

Invoice finance, also known as accounts receivable financing or sometimes
debtor finance, enables businesses to convert their outstanding invoices
into immediate cash. It offers a way to access funds tied up in accounts
receivable before actual customer payments are received. Invoice finance
is typically provided by specialised financial institutions known as factors or
invoice finance providers.



The Process of Invoice Finance

Invoice finance involves three key parties: the business seeking
financing, the customers who owe payments (debtors), and the
invoice finance provider. Here's how it generally works:

Invoice Submission

The business generates an invoice for goods or services already sold and
delivered to a customer and submits it to the finance provider.

Verification and Advance

The finance provider verifies the invoice and advances a certain percentage
of its value, typically ranging from 70% to 90%.

Collecting the payments

The finance provider can assist on request in collecting the payment from
the customer, however at all times mindful not to disturb the relationship
between client and customer. The customer makes the payment directly
to the finance provider.

Remaining Balance

Once the customer pays the invoice in full, the finance provider releases
the remaining balance to the business after deducting fees and charges.

The Role of Invoice Finance in Business Growth

1. Improved Cash Flow: Invoice finance provides immediate access to
cash, eliminating the need to wait for customers to pay their invoices.
This improves cash flow and enables businesses to meet their
financial obligations, such as paying suppliers and employees on
time.

2. Working Capital: By unlocking the value of accounts receivable,
businesses can free up working capital to invest in growth initiatives.
This capital can be used to expand operations, invest in new
equipment, hire additional staff, or launch marketing campaigns.



3. Opportunity to Offer Credit Terms: Offering credit terms to

customers can be a competitive advantage, as it encourages sales
and customer loyalty. However, it can strain cash flow. Invoice finance
allows businesses to offer credit terms while still maintaining a
healthy cash flow by bridging the payment gap.

Flexibility: Invoice finance is a flexible financing option that grows
with the business. As sales and accounts receivable increase, the
available funding also increases. This flexibility makes it an attractive
option for businesses experiencing rapid growth.

The Role of Invoice Finance in Cash Flow Management

1.

Predictable Cash Flow: Invoice finance provides a predictable cash
flow stream as businesses receive an advance on their invoices. This
predictability allows for better financial planning, budgeting, and
decision-making.

Reduction of Bad Debt Risk: Invoice finance providers often conduct
credit checks on customers before approving financing. This reduces
the risk of bad debt by identifying customers with poor
creditworthiness. In addition, the responsibility for collecting
payments rests with the finance provider, further mitigating the risk
of non-payment.

Outsourced Credit Control: Invoice finance providers can often assist
in credit control, including credit assessment, invoicing, and
collections. By outsourcing these tasks, businesses can focus on their
core operations and save time and resources associated with
managing credit control in-house.

Faster Growth Cycles: With improved cash flow and reduced
payment cycles, businesses can shorten their growth cycles, seizing
opportunities to expand into new markets, launch products, or
acquire competitors.

Invoice finance plays a vital role in establishing and growing many
Australian businesses, small medium and large.

Business owners and entrepreneurs should consider invoice Factoring as a
cashflow and working capital finance tool in their businesses.



How to Protect a Business from
Bad Debts

This week, we feature an informative article curated for Nova by Matthew
Spann from NCI, experts in trade credit insurance. NCI is dedicated to
addressing this pivotal and critical aspect of business protection.

If you have queries, we wholeheartedly endorse Matthew for his
unwavering commitment to his clients’ best interests.

Trade Credit Insurance: An overview

Trade Credit Insurance is protection for businesses against the possibility of
non-payment from their customers. Essentially, when trading on credit
terms there is a risk that the business they are dealing with will not be able
to pay for many reasons but the most common is insolvency. This bad debt
that occurs to the businesses can have dramatic impacts such as slowing
expansion, hindering cash-flow or even putting the business at risk of
collapse. Businesses previously considered “blue chip” have been among
some of the most spectacular failures.

The value of a debtors’ ledger is often one of the largest assets on a
business’ balance sheet and it is often not insured despite customer
insolvency risk being one of the most volatile exposures. A business that
works on 5% profit margins and loses $50,000 as the result of
non-payment, will have to sell another $1,000,000 worth of goods or
services to recoup these costs. Trade Credit Insurance not only protects a
business from a situation like this but it gives directors and owners peace
of mind that they will be protected — and puts cash back in their pocket
therefore making the business more financially stable.

The market for Trade Credit Insurance is wide and varied and is suitable to
all businesses who trade on credit terms. Generally, it becomes cost



effective when a business has a revenue of more than $2 million per year
but there are exceptions and dedicated products tailored for the SME
market.

A specialist Trade Credit Insurance broker will assess many aspects of a
business before approaching the market. As this process is taking place,
the specialist broker will assess different structure types and policy
variations will be considered to give the business the best solution based
on the most cover, on the best policy structure for the lowest premium.
The most common structure is called Whole of Turnover where all
insurable sales are covered at 90% indemnity for a 12 month policy period.

How to Minimise the Risk of a Bad Debt?

rw
How to Minimise the Risk
of a Bad Debt? a -~

Whilst Trade Credit Insurance is the ultimate
protection against a bad debt there are many
other things a business can do to help reduce the
chances of this happening in the first place.
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Whilst Trade Credit Insurance is the ultimate protection against a bad debt
there are many other things a business can do to help reduce the chances
of this happening in the first place.

For example, a business should:

1. Know who they are trading with by confirming they are dealing with
the correct entity

2. Have up-to-date terms and conditions that clients agree to

3. Have a robust assessment criteria and set a process to evaluate the
potential customers and stick to it

4. Set specific credit limits and make sure they are justified



What do the Credit Insurers look for when Assessing Risk?

When insurers are assessing a business and their risk, they consider many
things but most importantly they will look at:

Estimated insurable credit sales for the year
Top exposures and clients

Three year bad debt history

Credit procedures

Industry risk

GEFNOIIN IS

It is these factors that allow the insurer to make an assessment on the
potential risk this business represents and generate a premium rate to
apply to the insurable turnover — usually between 0.1% — 0.5%. Premiums
are tax deductible and can be paid monthly, quarterly or annually.

Benefits of Trade Credit Insurance

Preserving profit: A bad debt is really lost net profit and bad debt reserves
do not put cash back in their bank account

Protect Liquidity and Cash Flow: Credit insurance policies usually cover
90% of the outstanding debt and claim
payments inject funds back into a business

Confidence to Expand: Having the policy enables growth knowing that the
cost of potential failures has already been covered and gives the business a
major competitive advantage whilst uninsured suppliers operate with
uncertainty. Expanding a business means trading with new customers but
also trading at higher levels with existing customers and either avenue
involves larger credit risks which this product provides security over should
there be a non-payment event.

Strengthen Credit Management: Firm credit limit decisions are provided
on the debtors based on sound analysis and
information

Add Security: Insuring a debtors’ ledger often provided a new source of
security to offer banks who can then be assigned to policies in some cases

Cover for Preferential Payment Demands and Collection/Legal Costs: Most
policies include coverage for preferential payment demands for monies
received in the six months prior to a liquidation. They also cover collection



and legal costs with the logic being that the sooner a business starts third
party debt collection the higher the chances of recovery and avoiding or at
least reducing a claimable bad debt.

Navigate Away from Bad Debts: In addition to reimbursing businesses for
unexpected bad debts, credit insurance also helps businesses avoid bad
debts in the first place by helping them steer clear of extremely poor credit
risks as opposed to trading blindly. All insurers have a large database which
commonly includes confidential information on debtors.

Summary

Like insurance for your car or home, Trade Credit Insurance is there for
when the unexpected happens. A Trade Credit Insurance policy is there to
protect a business against non-payment but it also provides confidence to
grow. No one wants to experience a bad debt but for many it is simply part
of doing business. A policy’s value is immediately realised when a claim is
needed to be lodged and generally, when run properly, a Trade Credit
Insurance policy pays for itself with the additional sales and profits
generated by having this protection over a customer base. Passing on 90%
of the credit risks to specialist Trade Credit Insurers transitions a business
from doing risky and unsecured trades to virtually risk-free trades with
customers.



Types of Invoice Finance:
Exploring Factoring,
Discounting, and Selective
Invoice Finance

Invoice finance is a versatile financial solution allowing businesses to
access immediate cash by leveraging their accounts receivable. Businesses
can choose from several invoice finance arrangements based on their
specific needs.

Choosing the type of invoice finance for

your business

We will explore three common types of invoice financing in this chapter:
factoring, discounting, and selective invoice financing.

Factoring

Factoring is a widely used form of invoice finance that involves the sale of
accounts receivable to a finance provider, known as a factor. The factor
assumes responsibility for collecting payments from the customers,
providing businesses with immediate cash flow.

Factoring is a widely used form of invoice finance that involves the sale or
assignment of accounts receivable to a finance provider, known as a factor.
The factor may or may not assist in collecting payments from the
customers depending on the arrangement between the factor and client.
This provides businesses with immediate cash flow.



Key Features of Factoring:

Funding Percentage: Factors typically advance around 70% to 90% of the
invoice value upfront. The remaining balance, minus fees, is paid when the
factor collects full payment.

Credit _Control: Factors may offer credit control services and assistance,
managing collections and helping manage credit risk, allowing businesses
to focus on core operations.

Confidential or Disclosed: Factoring arrangements can either be
confidential or disclosed. A confidential factoring arrangement does not
disclose the factor’'s involvement to the customer, while a disclosed
factoring arrangement does.

Recourse or Non-recourse: Factoring can be structured as non-recourse
or recourse. In non-recourse factoring, the factor assumes the risk of
non-payment, while in recourse factoring, the business retains the risk and
must repurchase invoices if they remain unpaid. Most factoring services in
Australia are on a recourse basis.

Discounting

Invoice discounting, or confidential invoice finance, is a form of invoice
finance that allows businesses to borrow against accounts receivable
without involving a third party. Unlike factoring, the business retains
control over the collection process and maintains a direct relationship with
its customers.

Key Features of Discounting:

Funding Percentage: In discounting, the finance provider typically
provides an advance of around 70% to 90% of the invoice value. The
business retains control over the collections process and is responsible for
collecting payments from the customers.

Confidentiality: Discounting arrangements are often confidential,
preserving customer relationships with the business

Direct Relationship with Customers: In discounting, the business
maintains a direct relationship with its customers and is responsible for




managing credit control, invoicing, and collections. This requires the
business to have robust credit management systems in place.

Recourse: Discounting is typically structured as a recourse arrangement,
meaning that the business retains the risk of customer non-payment. If an
invoice remains unpaid after a specified period, the business is required to
repay the advanced funds to the finance provider.

Selective Invoice Finance

Selective invoice finance, also known as spot factoring or single invoice
finance, provides businesses with the flexibility to finance specific invoices
rather than their entire accounts receivable portfolio. It allows businesses
to choose which invoices to finance, based on their immediate cash flow
needs.

Key Features of Selective Invoice Finance:

Invoice Selection: Businesses choose individual invoices or a subset of
accounts receivable for financing. In this way, they can select invoices with
longer terms of payment or those from slow-paying customers.

Funding Percentage: Finance providers typically advance around 70% to
90% of the invoice value.

These are the main categories of invoice finance. Contact Nova Cash Flow
Finance for more details.



The Basics Benefits and
Drawbacks of Invoice Finance
Making Informed Decisions

Invoice finance or Invoice factoring provides businesses with valuable
opportunities to enhance cash flow and secure immediate working capital.
Understanding both its advantages and drawbacks is crucial for informed
decision-making. In this chapter, we will explore the benefits and
drawbacks of invoice finance. This will enable you to determine if it aligns
with your business' financing requirements.

Benefits of Invoice Finance

Improved Cash Flow: One of the primary benefits of invoice finance is the
improvement in cash flow. By unlocking the value of accounts receivable,
businesses can access immediate cash, which can be used to cover
expenses, pay suppliers, invest in growth initiatives, and meet financial
obligations promptly.

Improved Cash Flow: One of the primary benefits of invoice finance is the
improvement in cash flow. By unlocking the value of accounts receivable,
businesses can access immediate cash, which can be used to cover
expenses, pay suppliers, invest in growth initiatives, and meet financial
obligations promptly.

Faster Access to Funds: .Invoice finance provides businesses with a faster
and more efficient way to access funds compared to traditional financing
options. Instead of waiting for customers to pay their invoices, businesses
can receive an advance on the outstanding invoices, allowing for quicker
access to working capital.

Flexibility: Businesses can choose which invoices to finance and when to
access funding. This flexibility provides businesses with control over their
cash flow and enables them to address immediate financial needs as they
arise.



Growth Opportunities: By improving cash flow and providing working
capital, invoice finance enables businesses to seize growth
opportunities. It allows businesses to invest in expansion, hire additional
staff, purchase new equipment, or launch marketing campaigns,
ultimately driving business growth.

Mitigation of Credit Risk: In certain arrangements, finance providers
assist and advise with credit control and collections, reducing the risk of
bad debt and ensuring timely payments from customers. Sometimes
trade credit insurance is involved to assist in credit protection and risk
management.

Drawbacks of Invoice Finance

Cost: Invoice finance comes with costs and fees that businesses need to
consider. The finance provider charges fees for services such as credit
checks, administration, and financing. These costs can vary depending on
the provider and the specific terms of the arrangement.

Customer Perception: In some cases, the involvement of a finance

provider in the collections process may impact the relationship between
the business and its customers. Customers may perceive the financing
arrangement as a sign of financial instability or view the involvement of a
third party negatively. However, confidential invoice finance options can
mitigate this drawback by keeping the financing arrangement
confidential.

Reliance on Customer Payments: Invoice finance is dependent on the
timely payment of invoices by customers. If customers delay or default on
payments, it can impact the availability of funds and cash flow for the
business. Businesses should carefully assess the creditworthiness of their
customers and the potential risks associated with their payment
behaviours.

Long-Term Commitment: Some invoice finance arrangements may
require businesses to enter into long-term contracts or commit to
minimum financing volumes. This can limit the flexibility of the business in
choosing alternative financing options or adjusting the financing
arrangement based on changing needs.




Potential Impact on Profitability: Invoice finance costs, including fees and
interest, should be evaluated to assess overall financial performance as the
cost of invoice finance may impact the profitability of the business.

Invoice finance offers significant benefits like improved cash flow, quicker
access to funds, flexibility, growth opportunities, and credit risk mitigation.
However, businesses must weigh these advantages against potential
drawbacks such as costs, customer perception, reliance on customer
payments, long-term commitments, and impact on profitability. By
thoughtfully considering the pros and cons, businesses can determine if
invoice finance aligns with their financial needs and goals.



Finding the Right Invoice
Finance Provider

Choosing the Right Invoice Finance

Provider

When considering invoice finance as a financing solution for your business,
finding the right provider matters.

Picking the right provider can greatly impact how successful and effective
your invoice finance setup is. This chapter outlines essential factors to
weigh when picking an invoice finance provider.

Key Considerations

Reputation and Experience

The reputation and experience of an invoice finance provider are crucial
factors to consider. Look for providers with a solid track record and positive
reviews from other businesses in your industry. Consider their experience
in working with businesses of similar size and sector. A reputable and
experienced provider is more likely to have the expertise and resources to
meet your specific financing needs.

Services and Flexibility

Examine the services of the invoice finance provider. Do they offer
factoring, discounting, or selective invoice finance? Evaluate the flexibility
in financing options, funding percentages, and repayment terms. Seek a
provider who tailors services to your unique needs and scales financing as
your business grows.

Funding Amount and Speed

Consider the funding amount and speed provided by the invoice finance
provider. Assess the maximum percentage of invoice value they offer as an



advance and determine if it meets your cash flow needs. Additionally,
inquire about their turnaround time for funding. A provider that can
provide quick access to funds aligns with the purpose of invoice finance —
to improve cash flow promptly.

Fees and Charges

Understand the costs of your invoice finance arrangement and recognise
potential fees. These could include charges for «credit checks,
administration, and financing. Compare these fees from various providers
to ensure fairness and competitiveness. Think about how these costs
might affect your financial situation and balance them against the benefits
of the financing solution.

Credit Control and Customer Relationships

If credit control is an important aspect for your business, evaluate the
credit control services offered by the provider. Understand their approach
to credit management, collection procedures, and the level of involvement
they have with your customers. If maintaining direct relationships with
your customers is vital, look for providers that offer confidential invoice
finance, where the financing arrangement remains undisclosed to your
customers.

Customer Support and Accessibility

Consider the level of customer support and accessibility provided by the
invoice finance provider. Will you have a dedicated account manager or
point of contact? Assess their responsiveness to inquiries and their
willingnhess to provide guidance and support when needed. A provider that
offers excellent customer service and clear communication channels can
contribute to a smooth and satisfactory financing experience.

Financial Stability of the Provider

Look into their stability. Can they handle market changes? Are they reliable
for funding? A strong financial provider keeps your financing secure and
ongoing.



Industry Expertise and Network

Assess the provider's understanding of your industry and their network of
contacts. Look for providers that specialise in your sector or have
experience working with businesses similar to yours. They are more likely
to understand your specific challenges, requirements, and customer
dynamics, making them better equipped to provide tailored solutions.

Conclusion

Choosing the right invoice finance partner is key. Look at reputation,
experience, services, speed, fees, support, and more. By weighing these
factors and comparing providers, you'll find a reliable partner that matches
your goals, boosting your cash flow effectively.



From Application to Funding:
INnvoice Finance

Invoice factoring, also known as invoice finance, receivables finance or
debtor finance, is a useful tool. It facilitates the flow of cash for businesses
and allows them to access funds immediately. Here, we will discuss the
process, from application to funding, and the benefits it brings to
companies of all sizes.

Understanding Invoice Factoring

Before diving into the process, let's briefly recap what invoice factoring or
invoice finance entails. Invoice factoring is a financial service for businesses
provided by specialised companies known as factors, invoice factors or
invoice finance companies. These factors purchase the rights to
outstanding sales invoices from businesses to make advances against
those invoices, providing immediate cash in return. Essentially, invoice
factoring allows businesses to convert their accounts receivable into
instant working capital to utilise in their business.

1. Application and Documentation

The first step in the invoice finance process is the application stage. To
apply for invoice finance, businesses need to provide certain
documentation, including:

1. Invoices: The primary requirement for invoice factoring is having
outstanding sales invoices from creditworthy customers. These
invoices serve as collateral for the funding.

2. Debtors ledger: The detailed debtors ledger shows sales activity on
the applicant and gives the funder an insight into average invoice
size, payment conduct and spread of customers.

3. Customer Information: Businesses are usually required to provide
details about their customers, including contact information,
payment history, and creditworthiness.




4. Business Documentation: Factors may request business-related
documents such as financial statements, bank statements, articles of
incorporation, and tax returns to assess the financial health and
legitimacy of the company.

2. Due Diligence and Approval

Once the application and documentation are submitted, the factor
conducts a comprehensive due diligence process. This involves verifying
the creditworthiness of the applicant business as well as its customers,
assessing the quality of the outstanding invoices, and evaluating the
overall financial stability of the company.

Factors evaluate various factors during the due diligence process, such as
the aging of invoices, concentration risk (reliance on a single customer),
the industry in which the business operates, and the likelihood of invoice
disputes or chargebacks. Based on this assessment, the factor determines
the maximum advance rate (the percentage of the invoice amount that
will be provided as immediate funding) and the fees and charges
associated with the factoring service.

3. Agreement and Notification

When your application is approved, you and the factor establish a factoring
agreement. This document outlines the arrangement’s terms, including
fees, advance rates, notifications, and other specifics.

After signing the agreement, you input your invoices into the factor’s
software and share copies of these invoices with them. Usually, the factor
informs the customers whose invoices are involved, confirming that
upcoming payments should go to the factor. The extent of
disclosure—whether the factor's role is disclosed or kept
confidential—depends on the agreement and your business's preferences.

4. Verification and Funding
After the notification is sent, the factor verifies the authenticity of the

invoices with the customers. This verification process ensures that the
invoices are valid, accurate, and undisputed. It helps prevent fraud and



ensures that the factor is financing legitimate transactions. It also helps
protect the client form spurious or unjustified disputes.

Upon successful verification, the factor provides the agreed-upon funding
to the business. The amount funded is typically a percentage of the total
invoice value, minus the factor’'s fees. The funding can be disbursed
through various methods, such as direct bank transfers, virtual wallets, or
other electronic payment systems.

5. Collection and Account Management

After the funding, factors often assist in collecting payments from your
customers. Reputable factors manage this process tactfully, ensuring it
doesn’'t harm your client-customer relationship. This support can ease your
administrative load tied to accounts receivable and let your business
concentrate on its main operations.

Factors have skilled account managers who engage with customers. They
ensure timely payment collection and handle any invoice disputes or
problems. These managers uphold a professional and respectful customer
relationship, representing both the factor and your business.

6. Reserve and Final Settlement

In the factoring process, the factor sets aside a part of the funds as a
reserve. This reserve acts as a safeguard for possible invoice disputes,
chargebacks, or customer insolvencies. When the invoices are fully paid,
the factor releases the reserve amount, after deducting fees or
adjustments, to your business.

Once all outstanding invoices are collected, the factor reconciles any
remaining balances with your business. At this point, you receive a detailed
account statement from the factor. This statement details transactions,
fees, and adjustments made throughout the factoring period. Many factors
offer online software accessible round the clock, ensuring complete
transparency for clients.



Summary

From application to funding, the invoice finance process presents a flexible,
efficient path for businesses to improve cash flow and access working
capital. Partnering with a reputable factor allows businesses to leverage
their accounts receivable, enabling growth, stability, and enhanced
financial control. Understanding the steps involved in the process
empowers businesses to make informed decisions and harness the
benefits of invoice factoring to drive their success.
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A Brief History of Invoice Factoring
Empowering Businesses

Through Financial Innovation

Invoice factoring, also known as invoice finance, debtor finance, or receivables
finance, is a widely used financial tool by businesses today. However, it boasts a
fascinating history that spans centuries. This chapter explores the origins and
evolution of invoice factoring, tracing its roots back to ancient civilisations. It has
developed into a powerful financing solution for businesses worldwide.

Ancient Origins:

The practice of invoice factoring finds its roots in ancient Mesopotamia,
where merchants participated in trade and employed a financing method
called “advances.” These advances enabled merchants to obtain prompt
payment for their goods, ensuring a consistent cash flow and reducing the
risks linked to delayed payments.

Medieval Europe:

In Europe, during the Middle Ages, invoice factoring became increasingly
important in fostering trade and economic expansion. Trusted individuals
or firms known as factors emerged as intermediaries who bought
merchants’ invoices at a discounted rate, providing them with immediate
cash. The factors then took on the responsibility of collecting payment from
the debtors, freeing merchants to concentrate on their core business
activities.

Industrial Revolution and the Rise of Modern Factoring:

The Industrial Revolution in the 18th century brought about significant
changes to invoice factoring. The rapid growth of commerce and trade
demanded more advanced financing solutions. Factoring transformed into
a specialised financial service tailored to meet the requirements of growing
industries.

Development of Factoring Companies:



In the late 19th and early 20th centuries, specialist factoring companies
began to emerge, offering comprehensive factoring services to businesses.
These specialised firms played a vital role in providing working capital to
manufacturers and suppliers, particularly in industries such as textiles,
transportation, and agriculture.

Post-World War Il Expansion:

After World War Il, invoice factoring witnessed a surge in popularity, driven
by the need for businesses to recover and rebuild. Factoring became a vital
tool for small and medium-sized enterprises (SMEs) aiming to overcome
cash flow challenges and sustain their operations amidst economic
uncertainty.

Technological Advancements and Globalization:

The latter half of the 20th century saw remarkable technological
advancements and the emergence of globalisation. These factors brought
about a revolution in invoice factoring, enhancing its efficiency and
accessibility. Electronic invoicing, online platforms, and automated credit
assessment systems streamlined the process, enabling businesses to
access funding swiftly and conveniently.

Contemporary Invoice Factoring:

Today, invoice factoring has evolved into a widely adopted financial practice
embraced by businesses across various industries. Factoring companies
offer bespoke solutions to cater to the specific requirements of different
sectors, ensuring cash flow stability and facilitating business growth. The
flexibility and convenience of invoice factoring have made it an appealing
alternative to traditional bank loans.

The long history of invoice factoring is a testament to the resilience and
adaptability of financial practices throughout history. From its ancient
origins to its modern-day applications, invoice factoring has played a
pivotal role in empowering businesses, supporting economic growth, and
mitigating financial risks. As businesses continue to evolve and face new
challenges, invoice factoring is likely to remain a valuable tool in their



financial arsenal, ensuring stability and enabling growth in an
ever-changing business landscape
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Invoice Factoring in the U.s

Early American Trade and Factoring:

During the early years of American colonization, trade and commerce were crucial for
the growth of the young nation. Invoice factoring emerged as a vital financial
mechanism that facilitated trade by providing merchants with immediate cash for
their invoices. This practice stimulated economic activity and encouraged further
investment in various industries.

Industrial Revolution and Factoring

The Industrial Revolution brought rapid industrialisation and the expansion of
manufacturing in the United States. As industries thrived, invoice factoring, in
different forms, became a crucial financing tool for businesses, especially
manufacturers. It enabled them to obtain working capital and efficiently manage
cash flow. Invoice factoring allowed manufacturers to concentrate on production
while the factor handled the collection of accounts receivable.

Factoring in the Transportation and Shipping Industries

During the 19th century, the growth of the transportation and shipping industries
played a pivotal role in connecting various regions of the United States. Invoice
factoring proved especially vital in these sectors, as it provided the necessary funds to
keep the transportation networks running smoothly. Factors played a key role in
ensuring the financial stability of transportation companies, facilitating the
movement of goods and driving economic expansion.

Factoring in the Small Business Sector

Invoice factoring has always been a vital support system for small businesses in the
United States. Small and medium-sized enterprises (SMEs) often encounter
difficulties in securing traditional bank financing due to limited credit history or
collateral. Factoring companies stepped up to address this issue by granting access to
working capital based on the value of their outstanding invoices. This enabled SMEs
to grow their operations, create job opportunities, and contribute to the overall
economic growth of the country.

Innovation and Technological Advancements

In recent decades, invoice factoring has embraced technological advancements,
enhancing efficiency and accessibility. The rise of digital platforms and online invoice
factoring services has simplified financing for businesses of all sizes. This innovation
has not only improved the efficiency of invoice factoring but has also contributed to
the development of technology-driven industries, contributing to the overall growth
of the U.S economy.

Support for Startups and Entrepreneurship



Invoice factoring has also played a vital role in supporting startups and fostering
entrepreneurship in the United States. Aspiring entrepreneurs often face challenges
in securing funding during the early stages of their ventures. Factoring companies
have provided a lifeline to these start ups by offering financing based on their
accounts receivable. This support has nurtured innovation, encouraged new business
ideas, and contributed to the vibrant start up ecosystem in the country.

Throughout the history of the United States, invoice factoring has been instrumental
in driving economic development. By granting businesses immediate access to
working capital, invoice factoring has empowered entrepreneurs, manufacturers, and
SMEs to thrive and contribute to the nation’s growth. As the economy evolves,
invoice factoring is expected to remain a crucial financial tool, supporting
businesses, driving innovation, and fuelling the economic development of the United
States.
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Fuelling Australian Business
Growth

The Impact of Invoice Factoring in Australia

Invoice factoring has proven to be a valuable financing solution that has
contributed significantly to the development and growth of businesses in
Australia.

This chapter explores how invoice factoring has been utilised as a strategic
financial tool, empowering Australian businesses, improving cash flow, and
fostering economic progress across various sectors

Supporting Small and Medium-sized Enterprises (SMEs):

Australia's economy thrives on a dynamic network of SMEs, and invoice
factoring has been pivotal in supporting their growth. SMEs often face
challenges when seeking traditional bank financing due to limited credit
history or collateral. Invoice factoring offers a practical alternative by
enabling businesses to leverage their accounts receivable and access
immediate funds. This financial flexibility empowers SMEs to fulfill their
working capital requirements, expand their operations, and contribute to
job creation and economic prosperity.

Facilitating Cash Flow Management

Maintaining a healthy cash flow is vital for the sustainability of any
business. Invoice factoring has played a crucial role in helping Australian
businesses effectively manage their cash flow. By selling their invoices to a
factoring company, businesses can convert their outstanding accounts
receivable into immediate cash. This reliable and predictable cash flow
empowers businesses to meet financial obligations, cover operational
expenses, invest in growth opportunities, and capitalise on market
opportunities.

Overcoming Seasonal Fluctuations

Seasonal industries in Australia, including tourism, agriculture, and related
businesses often face fluctuations in demand. Invoice factoring has been and still is
a vital lifeline for businesses in these sectors, enabling them to navigate lean periods
or low cashflow. By converting outstanding invoices into immediate cash, businesses
bridge revenue gaps, cover operating costs, and maintain stability during off-peak



seasons. This financial support ensures the long-term viability of many Australian
businesses operating in seasonal industries.

Enabling Business Expansion

Invoice factoring has acted as a catalyst for business expansion and investment in
Australia. With improved cash flow through factoring, businesses can seize growth
opportunities, invest in new equipment, expand their product offerings, enter new
markets, or acquire other businesses. By providing readily available capital, invoice
factoring has empowered businesses to capitalise on strategic initiatives and drive
economic development in the country.

Mitigating Financial Risks

Managing credit risk is a crucial aspect of business operations, particularly when
dealing with customers who have a history of late payments or defaults. Factoring
companies typically provide credit risk assessment services, assisting businesses in
evaluating their clients’ creditworthiness. By partnering with a factoring company,
businesses can transfer the credit risk linked to their invoices. This risk mitigation not
only safeguards businesses against bad debts but also allows them to concentrate
on their core competencies without the burden of credit management.

Supporting Startups and Innovation

Invoice factoring has also played a vital role in nurturing entrepreneurship and
supporting startups in Australia. Startups frequently face challenges in securing
traditional financing due to their limited operating history. Invoice factoring offers
startups a viable financing option by utilising their accounts receivable. This support
empowers entrepreneurs to pursue their innovative ideas, launch new ventures, and
contribute to the dynamic startup ecosystem in Australia.

Invoice factoring has become a powerful financial tool that has made a substantial
impact on the growth of Australian businesses. By enhancing cash flow, supporting
SMEs, enabling business expansion, and mitigating financial risks, invoice factoring
has empowered businesses in diverse sectors to thrive, invest, and innovate. As the
Australian business landscape evolves, invoice factoring is expected to remain a
crucial element of the financial toolkit, driving economic progress, and fostering
business growth throughout the country.
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The Role of Invoice Finance in Business Growth and Cash Flow Management

Managing cash flow and growth
with invoice finance

Building a Better Business

Cash flow is the lifeblood of any business. It is the fuel that keeps operations running
smoothly, enables growth, and ensures the timely payment of suppliers and
employees. However, maintaining a healthy cash flow can be a challenge for many
businesses, especially those that operate on credit terms. This is where invoice
finance plays a crucial role. In this chapter, we will explore how invoice finance
contributes to business growth and cash flow management.

Understanding Invoice Finance

Invoice finance, also known as accounts receivable financing or sometimes debtor
finance, enables businesses to convert their outstanding invoices into immediate
cash. It offers a way to access funds tied up in accounts receivable before actual
customer payments are received. Invoice finance is typically provided by specialised
financial institutions known as factors or invoice finance providers.

The Process of Invoice Finance

Invoice finance involves three key parties: the business seeking
financing, the customers who owe payments (debtors), and the
invoice finance provider. Here's how it generally works:

Invoice Submission

The business generates an invoice for goods or services already sold and delivered
to a customer and submits it to the finance provider.

Verification and Advance

The finance provider verifies the invoice and advances a certain percentage of its
value, typically ranging from 70% to 90%.

Collecting the payments

The finance provider can assist on request in collecting the payment from the
customer, however at all times mindful not to disturb the relationship between client
and customer. The customer makes the payment directly to the finance provider.



Remaining Balance

Once the customer pays the invoice in full, the finance provider releases the
remaining balance to the business after deducting fees and charges.

The Role of Invoice Finance in Business Growth

1.

2.

Improved Cash Flow: Invoice finance provides immediate access to cash,
eliminating the need to wait for customers to pay their invoices. This improves
cash flow and enables businesses to meet their financial obligations, such as
paying suppliers and employees on time.

Working Capital: By unlocking the value of accounts receivable, businesses
can free up working capital to invest in growth initiatives. This capital can be
used to expand operations, invest in new equipment, hire additional staff, or
launch marketing campaigns.

Opportunity to Offer Credit Terms: Offering credit terms to customers can be a
competitive advantage, as it encourages sales and customer loyalty.
However, it can strain cash flow. Invoice finance allows businesses to offer
credit terms while still maintaining a healthy cash flow by bridging the
payment gap.

Flexibility: Invoice finance is a flexible financing option that grows with the
business. As sales and accounts receivable increase, the available funding
also increases. This flexibility makes it an attractive option for businesses
experiencing rapid growth.

The Role of Invoice Finance in Cash Flow Management

1.

Predictable Cash Flow: Invoice finance provides a predictable cash flow
stream as businesses receive an advance on their invoices. This predictability
allows for better financial planning, budgeting, and decision-making.
Reduction of Bad Debt Risk: Invoice finance providers often conduct credit
checks on customers before approving financing. This reduces the risk of bad
debt by identifying customers with poor creditworthiness. In addition, the
responsibility for collecting payments rests with the finance provider, further
mitigating the risk of non-payment.

Outsourced Credit Control: Invoice finance providers can often assist in credit
control, including credit assessment, invoicing, and collections. By
outsourcing these tasks, businesses can focus on their core operations and
save time and resources associated with managing credit control in-house.
Faster Growth Cycles: With improved cash flow and reduced payment cycles,
businesses can shorten their growth cycles, seizing opportunities to expand
into new markets, launch products, or acquire competitors.



Invoice finance plays a vital role in establishing and growing many Australian
businesses, small medium and large.

Business owners and entrepreneurs should consider invoice Factoring as a cashflow
and working capital finance tool in their businesses.
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This week, we feature an informative article curated for Nova by Matthew Spann
from NCI, experts in trade credit insurance. NCI is dedicated to addressing this
pivotal and critical aspect of business protection.

If you have queries, we wholeheartedly endorse Matthew for his unwavering
commitment to his clients’ best interests.

How to Protect a Business from

Bad Debts

Trade Credit Insurance: An overview

Trade Credit Insurance is protection for businesses against the possibility of
non-payment from their customers. Essentially, when trading on credit terms there is
a risk that the business they are dealing with will not be able to pay for many reasons
but the most common is insolvency. This bad debt that occurs to the businesses can
have dramatic impacts such as slowing expansion, hindering cash-flow or even
putting the business at risk of collapse. Businesses previously considered “blue chip”
have been among some of the most spectacular failures.

The value of a debtors’ ledger is often one of the largest assets on a business’
balance sheet and it is often not insured despite customer insolvency risk being one
of the most volatile exposures. A business that works on 5% profit margins and loses
$50,000 as the result of non-payment, will have to sell another $1,000,000 worth of
goods or services to recoup these costs. Trade Credit Insurance not only protects a
business from a situation like this but it gives directors and owners peace of mind
that they will be protected — and puts cash back in their pocket therefore making the
business more financially stable.

The market for Trade Credit Insurance is wide and varied and is suitable to all
businesses who trade on credit terms. Generally, it becomes cost effective when a
business has a revenue of more than $2 million per year but there are exceptions
and dedicated products tailored for the SME market.

A specialist Trade Credit Insurance broker will assess many aspects of a business
before approaching the market. As this process is taking place, the specialist broker



will assess different structure types and policy variations will be considered to give
the business the best solution based on the most cover, on the best policy structure
for the lowest premium. The most common structure is called Whole of Turnover
where all insurable sales are covered at 90% indemnity for a 12 month policy period.

How to Minimise the Risk of a Bad Debt?

How to Minimise the Risk
of a Bad Debt?

Whilst Trade Credit Insurance is the ultimate
protection against a bad debt there are many
other things a business can do to help reduce the
chances of this happening in the first place.

:' e NovaCashFlowFinance

Whilst Trade Credit Insurance is the ultimate protection against a bad debt there are
many other things a business can do to help reduce the chances of this happening in
the first place.

For example, a business should:

1. Know who they are trading with by confirming they are dealing with the correct
entity

2. Have up-to-date terms and conditions that clients agree to

3. Have a robust assessment criteria and set a process to evaluate the potential
customers and stick to it

4. Set specific credit limits and make sure they are justified

What do the Credit Insurers look for when Assessing
Risk?

When insurers are assessing a business and their risk, they consider many things
but most importantly they will look at:

Estimated insurable credit sales for the year
Top exposures and clients

Three year bad debt history

Credit procedures

Industry risk

o=



It is these factors that allow the insurer to make an assessment on the potential risk
this business represents and generate a premium rate to apply to the insurable
turnover — usually between 0.1% — 0.5%. Premiums are tax deductible and can be
paid monthly, quarterly or annually.

Benefits of Trade Credit Insurance

Preserving profit
A bad debt is really lost net profit and bad debt reserves do not put cash back in their
bank account

Protect Liquidity and Cash Flow
Credit insurance policies usually cover 90% of the outstanding debt and claim
payments inject funds back into a business

Confidence to Expand

Having the policy enables growth knowing that the cost of potential failures has
already been covered and gives the business a major competitive advantage whilst
uninsured suppliers operate with uncertainty. Expanding a business means trading
with new customers but also trading at higher levels with existing customers and
either avenue involves larger credit risks which this product provides security over
should there be a non-payment event.

Strengthen Credit Management
Firm credit limit decisions are provided on the debtors based on sound analysis and
information

Add Security
Insuring a debtors’ ledger often provided a new source of security to offer banks who
can then be assigned to policies in some cases

Cover for Preferential Payment Demands and Collection/Legal Costs

Most policies include coverage for preferential payment demands for monies
received in the six months prior to a liquidation. They also cover collection and legal
costs with the logic being that the sooner a business starts third party debt collection
the higher the chances of recovery and avoiding or at least reducing a claimable bad
debt.

Navigate Away from Bad Debts
In addition to reimbursing businesses for unexpected bad debts, credit insurance
also helps businesses avoid bad debts in the first place by helping them steer clear



of extremely poor credit risks as opposed to trading blindly. All insurers have a large
database which commonly includes confidential information on debtors.

Summary

Like insurance for your car or home, Trade Credit Insurance is there for when the
unexpected happens. A Trade Credit Insurance policy is there to protect a business
against non-payment but it also provides confidence to grow. No one wants to
experience a bad debt but for many it is simply part of doing business. A policy’s
value is immediately realised when a claim is needed to be lodged and generally,
when run properly, a Trade Credit Insurance policy pays for itself with the additional
sales and profits generated by having this protection over a customer base. Passing
on 90% of the credit risks to specialist Trade Credit Insurers transitions a business
from doing risky and unsecured trades to virtually risk-free trades with customers.
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Types of Invoice Finance: Exploring
Factoring, Discounting, and
Selective Invoice Finance

Invoice finance is a versatile financial solution allowing businesses to access
immediate cash by leveraging their accounts receivable. Businesses can choose
from several invoice finance arrangements based on their specific needs.

Choosing the type of invoice
finance for your business

We will explore three common types of invoice financing in this chapter: factoring,
discounting, and selective invoice financing.

Factoring

Factoring is a widely used form of invoice finance that involves the sale of
accounts receivable to a finance provider, known as a factor. The factor
assumes responsibility for collecting payments from the customers,
providing businesses with immediate cash flow.

Factoring is a widely used form of invoice finance that involves the sale or
assignment of accounts receivable to a finance provider, known as a factor.
The factor may or may not assist in collecting payments from the
customers depending on the arrangement between the factor and client.
This provides businesses with immediate cash flow.

Key Features of Factoring:

Funding Percentage: Factors typically advance around 70% to 90% of the
invoice value upfront. The remaining balance, minus fees, is paid when the factor
collects full payment.

Credit Control: Factors may offer credit control services and assistance,
managing collections and helping manage credit risk, allowing businesses to
focus on core operations.



Confidential or Disclosed: Factoring arrangements can either be confidential or
disclosed. A confidential factoring arrangement does not disclose the factor’s
involvement to the customer, while a disclosed factoring arrangement does.

Recourse or Non-recourse: Factoring can be structured as non-recourse or
recourse. In non-recourse factoring, the factor assumes the risk of non-payment,
while in recourse factoring, the business retains the risk and must repurchase
invoices if they remain unpaid. Most factoring services in Australia are on a
recourse basis.

Discounting

Invoice discounting, or confidential invoice finance, is a form of invoice finance that
allows businesses to borrow against accounts receivable without involving a third
party. Unlike factoring, the business retains control over the collection process and
maintains a direct relationship with its customers.

Key Features of Discounting:

Funding Percentage: In discounting, the finance provider typically provides an
advance of around 70% to 90% of the invoice value. The business retains control
over the collections process and is responsible for collecting payments from the
customers.

Confidentiality: Discounting arrangements are often confidential, preserving
customer relationships with the business

Direct Relationship with Customers: In discounting, the business maintains a
direct relationship with its customers and is responsible for managing credit
control, invoicing, and collections. This requires the business to have robust
credit management systems in place.

Recourse: Discounting is typically structured as a recourse arrangement,
meaning that the business retains the risk of customer non-payment. If an invoice
remains unpaid after a specified period, the business is required to repay the
advanced funds to the finance provider.

Selective Invoice Finance

Selective invoice finance, also known as spot factoring or single invoice finance,
provides businesses with the flexibility to finance specific invoices rather than their
entire accounts receivable portfolio. It allows businesses to choose which invoices to
finance, based on their immediate cash flow needs.



Key Features of Selective Invoice
Finance:

Invoice Selection: Businesses choose individual invoices or a subset of
accounts receivable for financing. In this way, they can select invoices with longer
terms of payment or those from slow-paying customers.

Funding Percentage: Finance providers typically advance around 70% to 90%
of the invoice value.

These are the main categories of invoice finance. Contact Nova Cash Flow Finance
for more details.
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The Basics Benefits and
Drawbacks of Invoice Finance
Making Informed Decisions

Invoice finance or Invoice factoring provides businesses with valuable opportunities
to enhance cash flow and secure immediate working capital. Understanding both its
advantages and drawbacks is crucial for informed decision-making. In this chapter,
we will explore the benefits and drawbacks of invoice finance. This will enable you to
determine if it aligns with your business' financing requirements.

A

Benefits of Invoice Finance

Improved Cash Flow: One of the primary benefits of invoice finance is the
improvement in cash flow. By unlocking the value of accounts receivable,
businesses can access immediate cash, which can be used to cover
expenses, pay suppliers, invest in growth initiatives, and meet financial
obligations promptly.

Improved Cash Flow: One of the primary benefits of invoice finance is
the improvement in cash flow. By unlocking the value of accounts
receivable, businesses can access immediate cash, which can be used
to cover expenses, pay suppliers, invest in growth initiatives, and meet
financial obligations promptly.

Faster Access to Funds: .Invoice finance provides businesses with a
faster and more efficient way to access funds compared to traditional
financing options. Instead of waiting for customers to pay their invoices,
businesses can receive an advance on the outstanding invoices,
allowing for quicker access to working capital.

Flexibility: Businesses can choose which invoices to finance and when
to access funding. This flexibility provides businesses with control over
their cash flow and enables them to address immediate financial needs
as they arise.



Growth Opportunities: By improving cash flow and providing working
capital, invoice finance enables businesses to seize growth
opportunities. It allows businesses to invest in expansion, hire additional
staff, purchase new equipment, or launch marketing campaigns,
ultimately driving business growth.

Mitigation of Credit Risk: In certain arrangements, finance providers
assist and advise with credit control and collections, reducing the risk of
bad debt and ensuring timely payments from customers. Sometimes
trade credit insurance is involved to assist in credit protection and risk
management.

Drawbacks of Invoice Finance

Cost: Invoice finance comes with costs and fees that businesses need to
consider. The finance provider charges fees for services such as credit checks,
administration, and financing. These costs can vary depending on the provider
and the specific terms of the arrangement.

Customer Perception: In some cases, the involvement of a finance provider in
the collections process may impact the relationship between the business and its
customers. Customers may perceive the financing arrangement as a sign of
financial instability or view the involvement of a third party negatively. However,
confidential invoice finance options can mitigate this drawback by keeping the
financing arrangement confidential.

Reliance on Customer Payments: Invoice finance is dependent on the
timely payment of invoices by customers. If customers delay or default on
payments, it can impact the availability of funds and cash flow for the
business. Businesses should carefully assess the creditworthiness of their
customers and the potential risks associated with their payment behaviours.

Long-Term Commitment: Some invoice finance arrangements may require
businesses to enter into long-term contracts or commit to minimum financing
volumes. This can limit the flexibility of the business in choosing alternative
financing options or adjusting the financing arrangement based on changing
needs.

Potential Impact on Profitability: Invoice finance costs, including fees and
interest, should be evaluated to assess overall financial performance as the cost
of invoice finance may impact the profitability of the business.



A

Invoice finance offers significant benefits like improved cash flow,
quicker access to funds, flexibility, growth opportunities, and credit
risk mitigation. However, businesses must weigh these advantages
against potential drawbacks such as costs, customer perception,
reliance on customer payments, long-term commitments, and
impact on profitability. By thoughtfully considering the pros and
cons, businesses can determine if invoice finance aligns with their
financial needs and goals.
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Finding the Right Invoice Finance
Provider

Choosing the Right Invoice Finance Provider: Key Considerations?

When considering invoice finance as a financing solution for your business, finding
the right provider matters.

Picking the right provider can greatly impact how successful and effective your
invoice finance setup is. This chapter outlines essential factors to weigh when
picking an invoice finance provider.

Reputation and Experience

The reputation and experience of an invoice finance provider are
crucial factors to consider. Look for providers with a solid track
record and positive reviews from other businesses in your industry.
Consider their experience in working with businesses of similar
size and sector. A reputable and experienced provider is more
likely to have the expertise and resources to meet your specific
financing needs.

Services and Flexibility

Examine the services of the invoice finance provider. Do they offer
factoring, discounting, or selective invoice finance? Evaluate the
flexibility in financing options, funding percentages, and
repayment terms. Seek a provider who tailors services to your
unique needs and scales financing as your business grows.

Funding Amount and Speed

Consider the funding amount and speed provided by the invoice
finance provider. Assess the maximum percentage of invoice value
they offer as an advance and determine if it meets your cash flow
needs. Additionally, inquire about their turnaround time for
funding. A provider that can provide quick access to funds aligns



with the purpose of invoice finance — to improve cash flow
promptly.

Fees and Charges

Understand the costs of your invoice finance arrangement and recognise potential
fees. These could include charges for credit checks, administration, and financing.
Compare these fees from various providers to ensure fairness and competitiveness.
Think about how these costs might affect your financial situation and balance them
against the

benefits of the financing solution.

Credit Control and Customer Relationships

If credit control is an important aspect for your business, evaluate the credit control
services offered by the provider. Understand their approach to credit management,
collection procedures, and the level of involvement they have with your customers. If
maintaining direct relationships with your customers is vital, look for providers that
offer confidential invoice finance, where the financing arrangement remains
undisclosed to your customers.

Customer Support and Accessibility

Consider the level of customer support and accessibility provided by the invoice
finance provider. Will you have a dedicated account manager or point of contact?
Assess their responsiveness to inquiries and their willingness to provide guidance
and support when needed. A provider that offers excellent customer service and
clear communication channels can contribute to a smooth and satisfactory financing
experience.

Financial Stability of the Provider

Look into their stability. Can they handle market changes? Are they reliable for
funding? A strong financial provider keeps your financing secure and ongoing.

Industry Expertise and Network

Assess the provider’s understanding of your industry and their network of contacts.
Look for providers that specialise in your sector or have experience working with
businesses similar to yours. They are more likely to understand your specific
challenges, requirements, and customer dynamics, making them better equipped to
provide tailored solutions.

Conclusion

Choosing the right invoice finance partner is key. Look at reputation, experience,
services, speed, fees, support, and more. By weighing these factors and comparing



providers, you'll find a reliable partner that matches your goals, boosting your cash
flow effectively.
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from application to funding:
Invoice Finance

Invoice factoring, also known as invoice finance, receivables finance or debtor
finance, is a useful tool. It facilitates the flow of cash for businesses and allows them
to access funds immediately. Here, we will discuss the process, from application to
funding, and the benefits it brings to companies of all sizes.

1. Understanding Invoice Factoring

Before diving into the process, let’s briefly recap what invoice factoring or invoice
finance entails. Invoice factoring is a financial service for businesses provided by
specialised companies known as factors, invoice factors or invoice finance
companies. These factors purchase the rights to outstanding sales invoices from
businesses to make advances against those invoices, providing immediate cash in
return. Essentially, invoice factoring allows businesses to convert their accounts
receivable into instant working capital to utilise in their business.

2. Application and Documentation

The first step in the invoice finance process is the application stage. To apply for
invoice finance, businesses need to provide certain documentation, including:

1. Invoices: The primary requirement for invoice factoring is having outstanding
sales invoices from creditworthy customers. These invoices serve as
collateral for the funding.

2. Debtors ledger: The detailed debtors ledger shows sales activity on the
applicant and gives the funder an insight into average invoice size, payment
conduct and spread of customers.

3. Customer Information: Businesses are usually required to provide details
about their customers, including contact information, payment history, and
creditworthiness.

4. Business Documentation: Factors may request business-related documents
such as financial statements, bank statements, articles of incorporation, and
tax returns to assess the financial health and legitimacy of the company.

3. Due Diligence and Approval



Once the application and documentation are submitted, the factor conducts a
comprehensive due diligence process. This involves verifying the creditworthiness of
the applicant business as well as its customers, assessing the quality of the
outstanding invoices, and evaluating the overall financial stability of the company.

Factors evaluate various factors during the due diligence process, such as the aging
of invoices, concentration risk (reliance on a single customer), the industry in which
the business operates, and the likelihood of invoice disputes or chargebacks. Based
on this assessment, the factor determines the maximum advance rate (the
percentage of the invoice amount that will be provided as immediate funding) and
the fees and charges associated with the factoring service.

4. Agreement and Notification

When your application is approved, you and the factor establish a factoring
agreement. This document outlines the arrangement's terms, including fees,
advance rates, notifications, and other specifics.

After signing the agreement, you input your invoices into the factor’s software and
share copies of these invoices with them. Usually, the factor informs the customers
whose invoices are involved, confirming that upcoming payments should go to the
factor. The extent of disclosure—whether the factor’s role is disclosed or kept
confidential—depends on the agreement and your business’s preferences.

5. Verification and Funding

After the notification is sent, the factor verifies the authenticity of the invoices with the
customers. This verification process ensures that the invoices are valid, accurate,
and undisputed. It helps prevent fraud and ensures that the factor is financing
legitimate transactions. It also helps protect the client form spurious or unjustified
disputes.

Upon successful verification, the factor provides the agreed-upon funding to the
business. The amount funded is typically a percentage of the total invoice value,
minus the factor’s fees. The funding can be disbursed through various methods,
such as direct bank transfers, virtual wallets, or other electronic payment systems.

6. Collection and Account Management



After the funding, factors often assist in collecting payments from your customers.
Reputable factors manage this process tactfully, ensuring it doesn’t harm your
client-customer relationship. This support can ease your administrative load tied to
accounts receivable and let your business concentrate on its main operations.

Factors have skilled account managers who engage with customers. They ensure
timely payment collection and handle any invoice disputes or problems. These
managers uphold a professional and respectful customer relationship, representing
both the factor and your business.

7. Reserve and Final Settlement

In the factoring process, the factor sets aside a part of the funds as a reserve. This
reserve acts as a safeguard for possible invoice disputes, chargebacks, or customer
insolvencies. When the invoices are fully paid, the factor releases the reserve
amount, after deducting fees or adjustments, to your business.

Once all outstanding invoices are collected, the factor reconciles any remaining
balances with your business. At this point, you receive a detailed account statement
from the factor. This statement details transactions, fees, and adjustments made
throughout the factoring period. Many factors offer online software accessible round
the clock, ensuring complete transparency for clients.

Summary

A

From application to funding, the invoice finance process presents
a flexible, efficient path for businesses to improve cash flow and
access working capital. Partnering with a reputable factor allows
businesses to leverage their accounts receivable, enabling growth,
stability, and enhanced financial control. Understanding the steps
involved in the process empowers businesses to make informed



decisions and harness the benefits of invoice factoring to drive
their success.
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HOW TO USE INVOICE FINANCE
TO REPAY TAX DEBT

Dealing with Australian Tax Office (ATO) debt can severely impact a
business’s cash flow and daily operations. Finding effective
solutions to repay this debt while maintaining working capital is
crucial for businesses of all sizes.

challenges of ATO debt

Recent data reveals that small and medium-sized businesses owe a
substantial $33 billion out of the total $50.2 billion owed to the ATO in the
last four years. With the ATO adopting a more proactive approach to debt
collection, businesses are facing stricter criteria, tighter payment plans,
court actions, and credit rating implications.

ATO debt consequences

The consequences of delayed ATO debt repayment include interest
charges, potential exemptions reduction, negative credit impact, and
diminished access to tax refunds.

invoice finance as a solution

Invoice Finance emerges as a fast, flexible, and effective funding solution
for businesses aiming to settle ATO debt sustainably. This financial facility
allows businesses to use outstanding invoices as collateral, securing a loan
of up to 95% of their value.

benefits of invoice finance



Approval in 24-48 hours: Invoice Finance can be approved promptly,
addressing ATO debt with urgency.

Control and Independence: Compared to traditional finance, it offers
businesses more control over accessing working capital.

Eligibility and Flexibility: The application process is straightforward,
providing a flexible alternative to traditional credit options.

Emergency Funding: Invoice Finance allows businesses to access
emergency funding within 24 hours.

managing ATO debt

Understanding the consequences of ATO debt, including interest charges,
credit implications, and reduced tax refunds, emphasizes the importance of
timely repayment. Businesses can consolidate debt or opt for Invoice
Finance to navigate ATO repayment efficiently.

how to use invoice finance to

repay ATO debt

Invoice Finance hinges on the value of your invoices. The higher the value
of outstanding invoices, the more working capital becomes available. It's
like getting cash upfront, especially when settled invoices provide an
immediate boost to cash flow.

This working capital plays a crucial role in promptly meeting ATO
repayment obligations, avoiding the standard 30-day wait for invoice
settlements. Bypassing this delay helps your business steer clear of
accumulating ATO debt interest and confronting negative credit
implications, safeguarding long-term financial stability.

Invoice Finance brings a level of flexibility and control that empowers your
business to grow and scale smoothly without being bogged down by ATO
debt or other financial liabilities. This proactive approach ensures your
business remains agile and resilient in the face of financial challenges.



nova - your reliable, dependable

financial ally

Get access to working capital in outstanding invoices and address
ATO debt with Nova, Australia’s most reliable non-bank lender. With
over 20 years’ experience, Nova offers fast, flexible, and seamless
invoice finance solutions for businesses of all sizes.

contact us

Connect with Nova today for a chat with lending specialists.
Break free from ATO debt constraints and empower your
business with the right financial solutions.
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