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After this session you should …

•
…

 be fam
iliar w

ith the idea of Supply C
hain Finance.

•
…

 have in m
ind the principles calling for the need for financing the exchange 

betw
een custom

er and supplier.
•

…
 be able to explain how

 supply chain finance w
orks.

•
…

 be fam
iliar w

ith different options that exist for practitioners in order to 
provide liquidity in the supply chain.

•
…

 be aw
are of potential benefits supply chain financing and w

here they com
e 

from
.

•
…

 not becom
e supply chain financing experts.
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Agenda

1.
Introduction

2.
W

hat is the challenge for supply chains
3.

O
ptions to finance receivables

4.
B

eyond that …
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SC
F past and now

•
S

upply chain finance has been used as a broad term
 in the past

•
D

escribing how
 w

e look at the supply chain through a financial lens
•

Identifying the financial im
pact from

 supply chain transactions
•

U
nderstanding how

 supply chain decisions im
pact the financial statem

ents

•
B

ut S
C

F now
 has specific m

eaning, since around 2008
•

A m
ethod to provide liquidity to buyers and sellers

•
N

ot new
 though…

.
•

Paym
ent term

s: N
et 30 or 2%

 10, N
et 30
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Liquidity in S
upply C

hains

•
W

hat is liquidity?
•

“C
ash, cash equivalents and other assets (liquid assets) that can be easily converted into 

cash (liquidated)” (lexicon.ft.com
)

•
R

equired because liquidity allow
s the business to operate, to pay bills, to buy m

aterials, 
etc. 

•
W

hy is this now
 an issue?

•
The global financial crisis of 2008 exacerbated an already difficult problem

 –
getting cash 

to fund business operations. 
•

Buyers are increasingly looking for w
ays to reduce their net operating w

orking capital 
requirem

ents –
that is, the funds necessary to continue operation of the business.  

•
M

any buyers extend the paym
ent cycle from

 30 days to 150+ days.
•

Therefore, m
any suppliers have to w

ait very long to get paid, and need cash to pay bills 
w

hile w
aiting for the invoice paym

ent.
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Trade credit as an exam
ple

•
Trade credit: A supplier delivers goods but the custom

er needs to pay for the 
goods only after a defined period of tim

e, e.g. 30 days, 90 days, …
¾

The supplier extends a credit to the custom
er.
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W
hat is SC

F, then ?

•
S

upply C
hain Finance is a set of solutions that allow

 a com
pany obtain the 

cash necessary to run the business, leveraging its role w
ithin the supply chain 

and its relationships w
ith other players in the chain.

•
There are m

any variations am
ong the different solutions

•
D

ifferent term
inology used by various professionals

•
Sim

ply put –
its a w

ay to align the cash needed to run a supply chain betw
een the SC

 
partners and a funding source for com

panies

•
S

C
F provides financing

•
Supply chains ‘finance’ or fund their receivables (and som

etim
es inventory).

•
Typically by m

aking use of the financial stability of the supply chain and not the individual 
com

pany. 
•

Third parties often involved:  Banks, other financial institutions.
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R
isk issues

•
C

om
panies suffer higher risk if they are not able to access capital, this affects 

their ability to operate
•

Financial instability m
ay or m

ay not be related to operational capabilities –
and supply 

chain partners can typically tell the difference quite w
ell.

•
Those com

panies w
ith higher risk increase the vulnerability of all the supply 

chains in w
hich they contribute

•
S

m
aller com

panies can be assisted by larger com
panies in their supply chain

•
Larger com

panies likely have better credit term
s w

hich could be extended to the sm
aller 

firm
, w

ith support, collateral or guarantees by the larger firm
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W
hat’s the challenge?
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Tw
o G

eneral O
ptions for Financing

•
Financing –

tw
o types

•
D

ebt
•

Equity

•
W

hen applying these options to S
upply C

hain Finance (S
C

F)…
•

M
ost are using debt –

or loans –
to provide liquidity –

cash –
to the firm

•
Som

e entail selling the asset (e.g. a receivable from
 the buyer), usually at a deep 

discount

•
There are m

any variations
•

Each w
ith advantages and disadvantages
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Supply C
hain Finance:  H

ow
 does it w

ork?

•
C

ase:  R
aw

 m
aterial purchase

•
S

ituation:  B
uyer agrees to pay seller in X days

•
S

eller can:  
•

W
ait X days for paym

ent
•

C
onsider other options to get cash sooner

•
t=tim

e, X=paym
ent date, Y=am

ount

S
upplier 

(seller)
C

ustom
er 

(buyer)
Purchase O

rder

Product
t=0

Paym
ent

t=X
At t=0,

the Buyer has the obligation to 
pay the Seller Y am

ount at t=X
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U
p to you

•
C

onsider this case:
•

A seller and a buyer are discussing a contract for a specific product. The sales price is 
100 fancy pennies. The product w

ill be delivered today and is payable 30 days from
 now.

•
B

uyer and seller m
eet to discuss an alternative arrangem

ent for paym
ent

•
Include 3rd party if desired

•
O

bjective: m
eet your specific objectives, consider different options

•
R

eport back:
•

N
ature ofthe

agreem
ent

•
H

ow
and

w
hen

are
the

invoices
paid?

•
R

ew
ards
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Basic factoring

•
If the seller does not w

ant to w
ait…

.
•

O
ne seller option called factoring:
•

Sell the receivable to a third party (e.g. collections agency), called the Factor
•

The receivable is an obligation of the buyer to pay the seller

S
upplier 

(seller)
C

ustom
er 

(buyer)

Product
t=0

O
bligation to 
pay y

at 
t=X

C
ollections 
A

gency

C
ash

Y-%
Paym

ent of y at 
t=X

O
bligation to pay y at t=X

t=0
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R
ecourse –

im
portant for the factoring agreem

ent

•
The Factoring agreem

ent entails tw
o options:

•
Factoring W

ith R
ecourse:  The Factor can go back to seller to collect if the buyer fails to 

pay

•
Factoring W

ithout R
ecourse:  The Factor has no option to go back to the seller to collect, 

can only collect from
 the buyer.
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Factoring w
ith recourse

•
If the B

uyer fails to pay the Factor, then the Factor can collect from
 the seller.

•
The %

 off invoice w
ill be low

er because the seller still bears the risk if the 
custom

er does not pay.

S
upplier 

(seller)
C

ustom
er 

(buyer)

Product
t=0

O
bligation to 

pay y at t=X
C

ollections 
A

gency
(Factor)

C
ash

Y-%

Paym
ent of Y at 
t=X

O
bligation to pay y at t=X

t=0
O

bligation to 
pay factor

R
epaym

ent 
to factor
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Factoring w
ithout recourse

•
If the B

uyer fails to pay the Factor, then the Factor is stuck.
•

N
o option to go back to the seller to collect.

•
The %

 off invoice w
ill be higher because the Factor bears the risk if the 

custom
er does not pay.

S
upplier 

(seller)
C

ustom
er 

(buyer)

O
bligation to 

pay y at t=X
C

ollections 
A

gency
(Factor)

C
ash

y-%

Paym
ent of Y at 
t=X

O
bligation to pay y at t=X

t=0
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O
ptions to finance receivables
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M
any options to finance receivables

•
Factoring is a com

m
on approach

•
But it can com

e at a high cost (%
 of the invoice)

•
O

ther options vary based on several factors
•

Loan or sale of the receivable
•

Tim
ing of the paym

ents
•

W
hich party bears the risks of repaym

ent
•

U
se of different types of collateral 

•
W

ho initiates the arrangem
ent

•
E

ach option has slightly different im
pact on net operating w

orking capital
•

B
e clear about the specific exchange –

‘factoring’ m
eans different things to 

different parties
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O
ptions

R
equires

external party (bank, 
factor, …

)
O

nly
from

 w
ithin the supply 

chain
Initiated

by seller
Factoring
Financing

loan
Forfaiting
Inventory Financing
Invoice

auction

Invoice
discount

D
ynam

ic
invoice discount

Initiated by buyer
R

everse factoring
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C
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m
on situation in the supply chain: W

ealthy buyer and supplier is in need of financing.

=>  Financing options strongly focus on providing financing to suppliers.
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are, these term

s m
ean different things to different people.
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Invoice discount

•
Initiated by the seller

•
N

o third party involved
•

Seller offers low
er price for early paym

ent
•

Buyer chooses to exercise the option to pay early at a discount

•
The paym

ent am
ount Z w

ill be low
er than the invoice am

ount
•

The tim
ing of the paym

ent in exchange for the discount is determ
ined by the seller, but it 

w
ill be shorter than the original paym

ent term
8.11.2018
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Product
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E.g. 2%
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D
ynam

ic (invoice) discounting

•
Initiated by the seller

•
N

o third party involved

•
Seller offers low

er price for early paym
ent, tim

ing of paym
ent and discount rate varies 

•
Buyer negotiates tim

ing and rates and chooses to exercise the option to pay early at a discount

•
The paym

ent am
ount Z w

ill be low
er than the invoice am

ount

S
upplier 

(seller)
C

ustom
er 

(buyer)

Product
t=0

O
bligation to pay y at t=X

t=0

O
ption to pay z at t<X

E.g. 2%
10, N

et 30 O
R

3%
 5 or 1%

 20, etc.
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Financing Loan (also know
n as Invoice D

iscount+)

•
U

se the receivable as collateral for the basis of a loan (e.g. from
 a bank)

•
Initiated by the seller

•
Third party involved

•
S

eller uses invoice as collateral for loan w
ith 3rd P

arty (e.g. B
ank)

•
Third party issues loan to seller, uses seller credit risk to set the rate

S
upplier 

(seller)
C

ustom
er 

(buyer)

Product
t=0

Loan paym
ent 

obligations
y+%

B
ank

C
ash Loan

y

O
bligation to pay y at t=X

t=0
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Forfaiting

•
U

sed for exports/im
ports

•
Initiated by the seller

•
Third party involved, usually w

ith expertise in export/im
port

•
Seller sells the receivable to the third party at a discount

•
Third party buys receivable at a discount, collects from

 Buyer
•

If Buyer (Im
porter) fails to pay, 3P takes risk, cannot collect from

 Seller (Exporter)

S
upplier 

(seller)
C

ustom
er 

(buyer)
Product to C

ustom
er at t=0

O
bligation to 
pay y at 

t=X
Third P

arty 
(export 

expertise)

C
ash

y-%

Paym
ent of y at 
t=X

O
bligation to Pay y at t=X

t=0
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Inventory Financing

•
Initiated by the seller

•
Third party involved

•
S

eller arranges line-of-credit or loan in order to purchase m
aterials 

•
Third party offers loan w

ith S
eller's inventory as collateral

•
U

seful w
hen seller m

ust pay its suppliers before being able to sell FG
I; also used to 

build inventory prior to peak dem
and season

S
upplier 

(seller)
C

ustom
er 

(buyer)

O
bligation to 
pay y at 

t=X
Inventory as C

ollateral

Third P
arty 

(B
ank)

C
ash

y-%
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Invoice auction

•
Initiated by the seller

•
Third parties invited

•
S

eller arranges an auction process to solicit bids for the invoice (B
uyer obligation to 

pay); seller can use existing auction platform
•

H
ighest bidder w

ins
•

Like factoring w
ithout recourse, but using an auction to find third party

S
upplier 

(seller)
C

ustom
er 

(buyer)
O

bligation to 
pay y at t=X

O
pen to 
Third 

P
arties

C
ash
??

O
bligation to 

pay y at t=X
C

ollects from
 

buyer, 
paym

ent of y at 
t=X
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R
everse factoring

•
Initiated by the B

uyer
w

ho also initiates the financing options
•

Third party involved through the B
uyer

•
S

eller has the option to use the financing options offered
•

Third party offers to finance receivable based on the B
uyer’s credit risk, m

eaning 
low

er cost loan

S
upplier 

(seller)
C

ustom
er 

(buyer)
Product to C

ustom
er at t=0

O
bligation to 
pay y at 

t=X
Third P

arty 
(B

ank)

C
ash

Y-%

Paym
ent of y at 
t=X

O
bligation to pay y at t=X

t=0
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B
eyond that …
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Advanced options

•
U

tilize autom
ated processes

•
Less uncertainty in tim

ing
•

Low
er cost loan operations

•
S

olicit and use m
ore detailed data about seller and buyer

•
M

ore inform
ed risk assessm

ents
•

C
an result in low

er risk and therefore low
er cost loans

•
Favorable rates for increased visibility and faster process due to autom

ated info sharing, 
better risk assessm

ent

•
P

roactive use of inform
ation technology for faster and m

ore inform
ed decision 

m
aking
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H
ow

 about –
reducing the need for financing in the supply chain?

•
C

onsignm
ent inventory (custom

ers push the capital requirem
ent onto the 

supplier) …
 has a strong im

pact on financing in the supply chain …
•

D
irect shipm

ents (reduce the need to tie up capital in w
arehouses)

•
Various form

s of collaboration –
•

Vendor m
anaged inventory (VM

I), sales and operations planning (S&O
P), collaborative 

planning, forecasting and replenishm
ent (C

PFR
), continuous replenishm

ent (C
R

P), 
etc…

. 

•
E

ach of them
 m

ay reduce the am
ount of inventory necessary to m

aintain 
service levels
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So w
hat are the benefits of SC

F?

•
P

otential to reduce the N
et O

perating W
orking C

apital R
equirem

ents 
(N

O
W

C
)

•
Potentially low

er for both seller and buyer via quicker cash to seller, low
er inventories

•
P

otential low
er cost m

aterials
•

Via discounts
•

Low
er operating costs w

ith use of technology for inform
ation

•
P

otentially faster cycle tim
es

•
Via faster cash, faster operations

•
R

educing C
C

C

•
P

otentially m
ore robust supply chain

•
Via collaborative financial connections and ensuring supplier health

•
B

enefits to third parties 
•

M
ore custom

ers for loans, potentially low
er risk
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Take aw
ay points

•
C

om
panies have m

any options to finance the supply chain, driven by different 
factors

•
M

ultiple parties: Buyer, seller, financial 3P, non-financial 3P
•

Initiated by different parties: Buyer, seller
•

Various Term
s

•
Assets being financed –

receivables, raw
 m

aterials, finished goods inventory (FG
I)

•
Form

s –
loans, purchase, purchase w

ith risk options

•
A

lternative to reducing the need for financing from
 operations.

•
M

ultiple potential benefits for each party
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