Receivable Financing
SUMMARY:
When we talk about Trade Finance, the general thought that comes in our mind is that it is related to Import-Export, Shipment of Goods from one destination to another, Maturity Date, Payments, Creditworthiness, etc. Receivable Financing forms an utmost important part of Trade Finance in today’s business world. Be it a Domestic or an International Trade, Receivable Finance has become the apex requirement in Trade world. In fact, not only the large companies, but even the small and medium sized firms are now opting for Receivable Financing.
Banks play a major role in Trade Finance and in turn they are facing a lot of pressure from organizations seeking finances in the form of Receivable Financing. In today’s world if any organization wants to grow at a standard pace, then they have to think about managing their receivables in an organized manner. 

What do we mean by “RECEIVABLES”?
In simple terms, Receivables means Debtors – amount which is due from the customers. When a company sells any of its products to a customer and at the Point of Sale, if that Customer does not have ready Cash, then he agrees to pay the money at some future date. So the customer walks away with the product, but the Company does not receive money at that stage (POS). The Customer thus becomes a Debtor to the Company for that amount. And the Company becomes Creditor for the Customer. Thus the customer owes money to the company. These are treated as Assets of the Company because it expects to receive payment for the outstanding amounts soon. Receivables are recorded by a company's accountants and reported on the balance sheet.
Effect of Global Growth in Receivables
As the business grows, the number of receivables grows as well. These Receivables increase in two ways,
1. Vertical Increase – This means the receivables amount for the same Customer increases again and again.
2. Horizontal Increase – In this case, the number of Customers opting for receivables increase.
Both are good as well bad signs for the growth of a business for companies. It fairly depends upon the customers’ repayment capability and time taken for the same. If the Vertical Growth of Receivables is equally supported by the repayment schedule by customer, then it is a good growth sign for company. But if the rate of increase of receivables is higher than the repayment capacity of the customer, then it is an alarming signal for the company and it should take adequate measures to recover / balance the growth rate. As far as Horizontal Growth is concerned, it is most Unpredictable and dangerous part. Because the customers are new to the company and company may or may not be aware of their repayment capability.
Creditworthiness of Customers
The above discussion takes us to a new topic called “Creditworthiness of Customers”. For a growing company, it is of utmost important to keep a track of Creditworthiness of its customers. It is nothing but the repayment capacity of the customers. As discussed earlier, it directly affects the growth rate of company and in a way to the profitability. 

Introduction to Receivable Financing
What do we mean by Receivable Financing?
Receivable Financing is a tool or a method used by companies to obtain the faster Cash flow based upon the credit sale. It is the preferred financial tool in obtaining flexible working capital for businesses of all sizes. The receivable credit line is determined by the financial strength of the customer (Buyer), not the client (The seller of the receivables). It is simply selling the Credit Sales to the Bank or Financial Organization that provides Receivable Financing. Thus Receivable Financing involves selling a company’s account Receivables to a Financial Institute to obtain funds. The Financial Institute charges fees for this service. They further take the responsibility to collect the payment from the customers. Thus the company is relieved of chasing the customers for the funds. 
Need for Receivable Financing
With the growing financial needs, organizations are finding various ways and modes of creating finances and financial aids to their businesses. Apart from Loans and Bill Discounting, companies are now looking for other options of financing. Receivable Financing is one of the strong modes of financing prevailing in the business world. The various characteristics of Receivable Financing are as below,
1. Immediate Working Capital
2. Simple format
3. Easy availability
4. Less paper work
5. Less responsibility for recovery

Working Theory of Receivable Financing
The most important point that is considered by Financial Institutes in providing finance against a Company’s Receivables is the Number of Days for which the financing is required. As a matter of fact, the globally accepted standard is 0 to 90 Days. They usually don’t accept those receivables that are due for more than 90 days. Therefore, a Company should sell its outstanding invoices / receivables only if they are still within the payment period or within 90 days.  Thus most finance companies will pay a discounted amount depending on the receivable ages.

Advantages of Receivable Financing
To Seller,
There are three primary advantages:
1. The Risk and Responsibility associated with the collection of debt is transferred from Seller to the Financial Institute. Seller will then be able to concentrate more on his daily productive activities
2. Seller will be able to collect some considerable amount of working capital for his business needs. He will then be able to create a strong backup for his future needs and he will not face any crisis situations going forward. Important point to note here is that the seller is creating an ample space for his business in future that is built on the basis of his past or previous receivables.
3. Accounts Receivable Financing is the quickest means of obtaining finances for the company in order to cater to the growing needs of the business

To Financial Institutions,
1. It is one of the ways of earning Interest on Loans to the Banks
2. It assists Banks to expand their business in the form of Loans, Discounting, Factoring, Lending etc
How does Receivables Finance work ?

1. Supplier delivers goods
2. He submits invoices to Customer
3. Supplier, who is the client of the Bank,  sells the invoices to his Bank
4. Bank makes immediate payment to Supplier
5. On due date, Customer makes payment to Bank
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