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Introduction:
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Factoring has changed.Gone are the old days
of long term contracts with This short report
explains some of the more modern factoring
options to help cash �ow. 

Out With The Old In With The New
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Cash Flow Challenges
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Cash �ow is vital for businesses, yet late

invoice payments regularly cause

signi�cant issues. 

Many pro�table businesses struggle or

even risk insolvency because they can’t

collect money quickly enough. 

Late payments from customers can create

a domino effect on a business’s cash �ow. 

When invoices go unpaid for weeks or

months, companies struggle to pay their

own suppliers, cover running costs, or

invest in new stock and projects. 

In fact, over a third (36%) of UK SMEs are

facing cash �ow issues that make it

di�cult to pay essential costs . Even

otherwise pro�table businesses are at risk

– lack of cash (not lack of pro�t) is a top

reason for business failure, with one study

attributing cash �ow problems to 82% of

business closures

Despite this, many business owners in the

UK aren’t aware of modern invoice

�nancing and factoring options, which can

provide fast relief and prevent cash-�ow

crises.
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Traditional Factoring
Explained
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In the past, invoice factoring often came with rigid terms and control that didn’t suit every

business. Under a traditional factoring agreement, a company would sell its entire sales

ledger (all outstanding invoices) to a factoring provider. 

The factor would typically advance around 80–90% of the invoice value immediately, then

take over collection of payments from the company’s customers. Once a customer paid an

invoice, the remaining balance (10–20%) was forwarded to the company, minus the factor’s

fees. 

While this provided quicker cash, it also meant the factoring company managed your credit

control and dealings with your clients – taking control of the sales ledger and collections.

Traditional factoring agreements usually required long-term contracts and committing all

invoices to the factor, whether you needed to �nance each one or not. 

The costs could be high due to service fees, interest (often called a discount charge), and

sometimes additional charges hidden in lengthy contracts. 

For many small businesses, this one-size-�ts-all approach was too restrictive. They lost a

degree of control over customer relationships (since clients knew a factor was involved)

and had less �exibility – you couldn’t pick and choose which invoices to fund. 

As a result, while factoring did solve cash �ow timing issues, it wasn’t suitable for every

company (for example, those with only occasional cash �ow gaps, or those uncomfortable

with clients dealing with a third party for payments). 
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Fortunately, invoice �nance has evolved. Modern providers offer a range of more �exible

options – from selective invoice funding to con�dential arrangements – that address the

drawbacks of the old model. 

Businesses today can tailor �nancing to their needs, maintain more control, and often use

these services on a short-term or even one-off basis.
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Modern Factoring &
Invoice Financing Options
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Today's factoring solutions offer

�exibility and greater control. Here’s a

summary of the key types:

Selective Invoice Finance

You choose speci�c invoices to

�nance.

Ideal for occasional cash-�ow needs

without long-term commitments.

Invoice Discounting

Borrow money using unpaid invoices as

collateral.

You retain responsibility for customer

payments and maintain con�dentiality.

Recourse Factoring

You sell invoices but remain responsible if

customers don’t pay.

Usually cheaper but involves more risk for

your business.

Non-Recourse Factoring

Factor takes responsibility for unpaid

invoices.

Reduces your risk, but generally comes at

higher cost.

Con�dential Invoice Discounting

Customers are unaware you’re using

invoice �nancing.

You handle collections as usual,

protecting your relationships.
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Spot Factoring (Single Invoice Factoring)

Factor single invoices on a one-off basis.

Flexible, suitable for occasional cash �ow boosts.

Whole Ledger Factoring

Finance all invoices with a factor who handles credit control.

Good for ongoing, consistent funding needs.

Reverse Factoring (Supply Chain Finance)

Initiated by large buyers to help suppliers get paid early.

Excellent if you supply to larger companies that offer these programs.

Maturity Factoring

Factor guarantees payment at invoice due date, providing security rather than

immediate cash.

Suitable if guaranteed timely payment is the priority, not immediate funds.

Disclosed Factoring

Customers know invoices are factored and pay the factor directly.

Useful for businesses comfortable outsourcing credit control openly.
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Con�dential Factoring

Customers unaware of factoring arrangement.

You maintain control and con�dentiality over collections.

Fintech-Driven Invoice Finance

Modern, digital solutions for fast and �exible invoice funding.

Popular among startups and SMEs who value simplicity and convenience.

Industry-Speci�c Factoring

Tailored solutions for sectors like construction, healthcare, manufacturing,

recruitment.

Provides specialised support for industry-speci�c invoicing challenges.
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Glossary of Key Terms (Simpli�ed)

Factoring: Selling unpaid invoices to a third-party for immediate cash.

Recourse/Non-Recourse: Whether or not your business carries the risk if the customer

doesn’t pay.

Invoice Discounting: Borrowing against invoices while handling collections yourself.

Spot Factoring: Financing just one invoice at a time.

Selective Finance: Financing speci�c chosen invoices rather than your whole ledger.

Advance Rate: Percentage of invoice value advanced by the factoring provider.

Debtor: Your customer who owes payment on an invoice.

Credit Control: Managing and collecting invoice payments from customers.

Bad Debt Protection: Protection provided by non-recourse factoring if a customer doesn’t

pay.

Drawdown: Taking funds from your available �nancing facility.

Facility Limit: Maximum amount available under your invoice �nance arrangement.

Veri�cation: Factoring provider con�rming validity of invoices before advancing funds.



Invoice Factoring in ����: A Brief Guide

06

Key Takeaways
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Factoring has evolved from rigid long-term contracts to �exible, tailored solutions.

Modern invoice �nancing can be con�dential, selective, or even single-invoice based.

Factoring can provide short-term cash-�ow relief to avoid insolvency.

Businesses should explore different factoring options carefully to select the best �t for

their needs.

For a more comprehensive guide to factoring or to book a time to speak to one of our team for

impartial advice, go to

factorfast.co.uk

Also try out our new Invoice Finance Recommendation Tool

http://factorfast.co.uk/
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For Your Free
Consultation 
We offer a free independent consultation and advice with no

obligation.. To speak with one of the team to discuss which option

is best for your company needs, click the button below and enter

your details  

Learn more

https://factorfast.co.uk/


factorfast.co.uk

info@factorfast.co.uk

https://factorfast.co.uk/
mailto:info@factorfast.co.uk

