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A : 

If you're new to invoice factoring, there can be a lot to learn.
This A=Z guide breaks apart the terms and ideas to give you a
better understanding of how it all works. Still have questions?

Email us at sales@factorfinders.com. We'd love to help!
--The Factor Finders Team

Accounts Receivable Factoring, Account Creditors &
Account Debtors 

Accounts receivable factoring is the same thing as invoice
factoring, which is the process of selling your outstanding
receivables so that you don't have to wait for slow-paying
debtors.  Account creditors are the companies that provide
services to customers, while account debtors are the clients
who purchase the services.  

B : Broker 

A broker is a person or company who sells goods or services
for someone else. Why work with one for finding a factoring
company? Easy: You don’t have to do any of research/work
and you will get exclusive deals and savings passed directly
to you from the funder because of their partnership with the
broker.  

C : Credit Score

Worried about your credit score? Don’t be! Factoring
companies are mainly concerned with your debtor’s credit
score, as they are the ones ultimately paying the invoices. 

D : Discount Rates & Due Diligence

Discount rates are the percentage of the invoice charged as a
fee by the factor for advancing funds. Due diligence is the
background research conducted by the factor to assess the
creditworthiness of potential customers. 



E : Eligibility 

Nearly all businesses are eligible to factor, as long as they have 
current invoices payable by another business for completed
goods and/or services. It doesn't matter how long you've been
in business and in most cases, your personal credit won't be an
issue.

F : Fees

Factoring does come with some fees. The discount rate can be
flat, meaning it won’t change, no matter how long the invoice is
outstanding, or it can vary depending on how long the factor
owns the invoice. Discount fees vary from factoring company to
factoring company and can depend on the size of invoices,
credit worthiness of the customer or even the contractual
commitment, for example. Read your contract carefully to
make sure there aren’t any hidden fees—they can add up
quickly!

G : Getting Started

The process is generally pretty easy: Complete an application
and include a customer list of those you’d like to factor. You’ll
also most likely need to submit: accounts receivable aging
report, copy of DBA filing or Articles of Incorporation, copy of
most recent tax return and of course, invoices you’d like to
factor. 

H : How to Choose a Factoring Company

It’s important to find the right fit for YOUR business when
choosing an invoice factoring company. A few things to
consider: industry expertise and establishment: 



H : How to Choose a Factoring Company (continued)

How long has your factoring company been in business? Are
they specialized and knowledgeable about your industry?
Flexibility: Make sure your company works on your terms: not
the other way around. You want someone that easily fits into
your business plan. Customer service: Think of your factoring
company as an extension of your own business: If they aren’t
responsive to you or you don’t care for their attitude, assume
they will treat your clients the same way!

I : Industries

Invoice factoring is great for any B2B company. If you have
great clients that just take a long time to pay their invoices, you
will most likely qualify for invoice factoring. Some factoring
companies specialize in certain niches so working with one
that is familiar with your industry is something to look for in a
factoring company! 

J : Justifiable

Invoice factoring is a smart solution for businesses to free up
working capital. Sometimes (and incorrectly) perceived as a
‘last-ditch effort,’ invoice factoring is not for companies in
financial jeopardy. In fact, many companies GROW after
starting invoice factoring. By getting cash that is already
technically owed to you (just a lot faster) you aren’t chained to
the mail waiting for your check to arrive. If you have
opportunities for business growth, you are able to seize them
right away, instead of waiting for your working capital to
stabilize. 



K : Know When to Start

Sometimes people wait until they are in dire situations before
they explore invoice factoring. If you feel like you are constantly
just squeaking by when it comes to making payroll or covering
other expenses, start now. You may have received a check
from your debtor just in time today, but what about next time?
Or the time after? Invoice factoring can provide stability to your
cash flow, whether or not you receive payment from your
debtors. 

L : Lockbox

A service provided by banks wherein you would receive your
cash advances. 

M : Merchant Cash Advance

Another type of funding. MCA’s offer an up-front advance of a
fixed dollar amount in return for a percentage of that
business’s future forecasted sales, collected daily through
credit/and or debit card sales.

N : Non-Recourse Funding & Notice of Assignment

Non-recourse funding is an ideal, risk-free solution. In a non-
recourse funding agreement, the factoring company will
assume all risk of the invoice, whether or not your customers
ultimately pay. Notice of assignment is a letter that your
factoring company will send to your clients to let them know
they will be taking over your accounts receivables, and that
clients should send future payments to them. 

O : Outstanding Receivables

Invoices your customers have not yet paid. 



Q : Qualifications

Qualifying for invoice factoring is pretty easy: you must have
current B2B invoices, not be factoring with another company
(unless you are able to get out of your contract), not have a UCC
filing on your business (unless they are willing to subordinate)
and be able to provide documents and information such as a
valid driver’s license and social security number.

R : Recourse Factoring & Reserves

With recourse financing, the business owner must buy the 
invoice back from the factoring company if their clients fail to 
pay the invoice. It's less risky for factoring companies, so fees 
are generally lower with this type of program. Your reserve is 
the percentage of the invoice that is held aside until your client
pays the invoice in full. Once paid, it is released back to you, 
minus a fee for factoring. Advance rate + Reserve = 100% of the
total invoice.

S : Spot Factoring & Start-ups

AKA “single invoice factoring,” spot factoring allows companies
to factor a single invoice without entering into a long-term
relationship with the factoring company. Start-ups are great
candidates for invoice factoring simply because they don’t
have the long-term establishment requirements that most
banks want in order to get funding.

P : Purchase Order Financing

A common type of funding that provides a cash advance on
your purchase order rather than delivered goods. Therefore you
can use the cash to cover supplies and/or other costs
associated with manufacturing and shipping your product. 



T : Term Agreements

Simply, your contract with your factoring company.

U : UCC Lien

UCC=Uniform Commercial Code, or a set of standardized laws
for the trade and sale of goods and services. A lien is usually a
form of collateral that the debtor pledges to their lender in
order to get a loan or advance of funds. 

V : Validity Guarantee & Verification

A validity guarantee required by many factors just ensures that
your invoices are: 1) Valid for services completed and/or goods
2) Unpledged to another creditor 3) Collectible. Verification is
the process of confirming that the work and/or services on
your invoices are valid. 

W : Wire Transfer

A type of funds transfer where the funds are deposited in the
client’s bank account the same day as the factor purchases an
invoice(s). 

X : fleXibility

One of the great benefits of factoring : Most factoring
companies are extremely flexible on which invoices you
factor and how often.

Y : whY Should You Factor?

Invoice factoring is a great solution for businesses that need 
alternative funding. It allows you to take control over your 
operating costs, build (or re-build) your credit, pursue better
contracts & gives you greater purchasing power with suppliers.



Z : Zero

The amount of debt your business will incur. Unlike a bank loan,
there's nothing to pay back when you factor--you’re
simply getting the cash that’s already owed to you, just a lot
faster!


