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How does invoice discounting work?

Invoice discounting allows you to access money tied up in unpaid invoices by getting an
advance against them through an invoice discounting company.

Also known as confidential invoice discounting, this form of invoice financing is the preferred
option if you don't want your customers to know you’re taking advances against outstanding
invoices.

<h2>How does invoice discounting work?</h2>

First, you'll need an invoice discounting facility extended to you by a discounting company. The
rest of the process works like this:

<h3>Step 1: Invoice your customer</h3>

You raise an invoice with your customer and forward a copy of the invoice to your discounting
company for them to advance money against it.

<h3>Step 2: Get your advance from the discounting company</h3>

Depending on the terms of your agreement, you could get up to 90% of the value of an unpaid
invoice within 24 hours.

<h3>Step 3: Chase up payment with your customer</h3>

It's up to you to follow up with your customer and chase up payment of the unpaid invoice. As
you retain control of your sales ledger and debt collection, your customers need never know
about your invoice discounting facility.

<h3>Step 4: Your customer settles into a trust account</h3>

For confidentiality purposes, your customer pays the outstanding invoice amount into a trust
account in your name, which is managed by your discounting company.

<h3>Step 5: The discounting company pays you the balance of the invoice</h3>

The discounting company takes what’s owed to them from the trust account and pays you the
balance of the invoice, minus any agreed-upon fees.

<h2>Invoice discounting advantages</h2>



Invoice discounting gives you quick, discrete access to consistent cash flow to fund your
operations, pay your debts, negotiate better terms with suppliers, or take on new opportunities.

Unlike other forms of invoice financing, discounting can be kept confidential. Your customers
won't know you're making use of the facility as they pay directly into an account in your name
and you remain responsible for collecting payments from them. As the invoice discounting
company doesn't deal with your customers directly, you're able to maintain your own customer
relationships and safeguard your reputation.

You also don't need any high-value assets to secure funding, and the process tends to be easier
than applying for a bank loan. There's also no need to worry about some of the strict terms and
requirements often associated with other forms of funding. Invoice discounting allows you to
retain full ownership of your company, and you can use the funds in any way you see fit for your
business.

<h2>Invoice discounting disadvantages</h2>

Invoice discounting is only available for B2B or commercial invoices. Ideally, your business also
needs to be making a net turnover of £250,000 or more and meet any other requirements stated
by the discounting provider.

It is also not an option if you don't offer your customers payment terms of 30 days or more.
Additionally, invoice discounting isn't suitable for all business types, especially those where
disputes or quality issues could be raised and result in an invoice not being paid in full.

While the entire process can be kept confidential, doing so is resource intensive as the
responsibility of vetting customers and collecting payment falls on you, rather than the invoice
discounting company.

<h2>How do you know if invoice discounting is right for your business?</h2>

Invoice discounting might be right for your business if you:

1) Meet the yearly £250,000 a year turnover requirement

2) Have a steady stream of commercial customers on 30 to 120-day payment terms

3) Don’t want your customers to know you have an invoice financing facility in place

4) Have the resources to manage your sales ledger and debt collection.

<h3>Plan your next steps</h3>

Ultimately, you'll need to work with a trusted invoice discounting provider to iron out specifics
such as eligibility, terms, and service fees.



The right discounting company understands your business, offers transparent terms and reliable
access to funds when you need them most.

It's a good idea to compare multiple providers to understand the costs and fees involved and to
help you make an informed decision about your business.


