
Working Capital / Supply Chain Financing – Does it hide the debt burden? 

Introduction 

Supply chain financing (SCF) has emerged as an essential tool for corporates seeking to 
enhance their working capital efficiency and improve supplier relationships. The two 
principal mechanisms within SCF—payables financing (reverse factoring) and 
receivables financing—offer distinct advantages by accelerating cash flows. However, 
their accounting treatment and implications for balance sheets are often debated. 

For a well-informed financial analyst, SCF transactions, when executed and disclosed 
appropriately, do not create confusion on the balance sheet. Payables settled early 
through financiers remain liabilities, albeit reclassified, while receivables sold to 
financiers are excluded from the balance sheet in the case of a "true sale." Any scenario 
where receivables remain on the balance sheet post-sale constitutes double counting, 
and, if intentional, would be regarded as fraudulent. This opinion examines the 
mechanics and accounting treatment of SCF, demonstrating why it presents no 
analytical ambiguity for seasoned professionals. 

Payables Financing: Mechanics and Accounting 

Mechanics of Payables Financing 
In payables financing, a corporate buyer arranges for a financier, typically a bank, to pay 
suppliers early. The buyer subsequently repays the financier on agreed terms, which 
may include an extension beyond the original trade terms. This arrangement benefits 
suppliers by improving their cash flow while allowing the buyer to manage liquidity and, 
in some cases, extend payment terms. 

Accounting Treatment 
From an accounting standpoint, the liability originally classified as "trade payables" is 
either reclassified as "borrowings" or maintain as “Other Payables” with associated 
notes depending upon the level of security (rarely any) and recourse which is normally 
in line with other unsecured trade creditors. The fundamental obligation remains 
unchanged; it is simply owed to a financial institution rather than a supplier. The total 
liability on the balance sheet is unaffected, as the reclassification reflects the nature of 
the counterparty rather than any change in the debt itself. 

Implications for Analysis 
For a competent financial analyst, payables financing presents no challenge. The 
liability is transparently disclosed, and any impact on working capital metrics, such as 
days payable outstanding (DPO), can be readily identified. Analysts are well aware that 
improved DPO figures under an SCF arrangement reflect a financing decision rather 
than operational efficiency. Regulatory frameworks, including IFRS and US GAAP, 
mandate sufficient disclosures to ensure clarity for external stakeholders. 



Receivables Financing: Mechanics and Accounting 

Mechanics of Receivables Financing 
Receivables financing allows a company to sell its receivables to a financier, often at a 
discount, in exchange for immediate liquidity. This enables the company to accelerate 
cash inflows, mitigating the cash flow impact of long-dated customer payment terms. 
The financier assumes the risk of collection in a "true sale" scenario, where the 
receivables are derecognised from the seller's balance sheet. 

Accounting Treatment 
When receivables are sold as part of a true sale, they are removed from the balance 
sheet entirely. The cash proceeds from the sale replace the receivable, ensuring that 
total assets remain unaffected. Any scenario in which the receivables remain on the 
balance sheet, while simultaneously recognising the cash received, constitutes double 
counting. Such an act not only contravenes accounting principles but also amounts to 
fraudulent misrepresentation. 

No Scope for Confusion 
For financial analysts, the treatment of receivables financing is straightforward. 
Analysts are trained to assess whether receivables have been correctly derecognised 
and to reconcile the balance sheet with the cash flow statement. Disclosures required 
by accounting standards provide clarity on the terms of the transaction, including 
whether it qualifies as a true sale or a secured borrowing. Any inconsistencies between 
cash inflows and receivables reductions would immediately signal potential 
misrepresentation. 

Fraudulent Practices and Analytical Safeguards 

Nature of Fraud in Working Capital Financing / SCF 
Fraud arises when companies deliberately misclassify or misrepresent such financing  
transactions to enhance their financial position. Common examples include: 

1. Double Counting Receivables: Retaining receivables on the balance sheet after 
a true sale while also recording the cash raised. 

2. Hiding Payables Reclassification: Failing to disclose that trade payables have 
been replaced by financial borrowings, misleading stakeholders about the 
company’s liquidity and leverage. 

Such practices distort key financial ratios, such as current ratios and leverage metrics, 
and can mislead investors, lenders, and other stakeholders. 

  



Detection by Analysts 
Experienced financial analysts are well-equipped to detect such practices. Tools and 
techniques include: 

• Trend Analysis: Abrupt changes in financial ratios, such as unusually high 
current ratios, prompt further scrutiny. 

• Cross-Referencing Financial Statements: Analysts reconcile the balance 
sheet, cash flow statement, and notes to accounts to ensure consistency. 

• Review of Auditor Opinions: Qualified or adverse opinions from auditors 
regarding SCF arrangements are significant red flags. 

Fraudulent misrepresentation in SCF not only undermines the trust of investors but also 
invites regulatory scrutiny and reputational damage. 

Why SCF Does Not Confuse Competent Analysts 

SCF transactions, when appropriately disclosed and accounted for, do not confuse 
seasoned financial analysts. Payables financing, although reclassified, remains a 
liability, and its impact on working capital metrics is transparent. Receivables sold in a 
true sale are excluded from the balance sheet, avoiding double counting. Analysts rely 
on disclosures, analytical tools, and professional expertise to ensure that SCF 
arrangements are properly understood and interpreted. 

Confusion arises only in cases of poor disclosure or deliberate misrepresentation. Such 
actions, however, are outside the realm of standard financial analysis and fall into the 
domain of fraud detection. For ethical analysts and accountants, transparency and 
adherence to established accounting principles ensure that SCF remains a legitimate 
and valuable financial tool, fostering trust in financial reporting. 

Conclusion 

Supply chain financing, comprising payables and receivables financing, is a practical 
and legitimate means for corporates to optimise working capital. Provided transactions 
are executed in compliance with accounting standards and transparently disclosed, 
they do not create balance sheet confusion for competent financial analysts. Payables 
remain liabilities, appropriately reclassified, while receivables sold under true sales are 
derecognised to prevent double counting. 

Fraudulent practices, such as retaining sold receivables or misclassifying payables, 
undermine financial integrity but are readily detectable by skilled analysts. Ultimately, 
SCF is a tool of efficiency and liquidity management, not obfuscation, when used 
ethically. Transparency and robust governance are essential for preserving confidence 
in financial reporting. 


