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VOLATILE CREDIT
MARKETS

ctoring companies navigating through
elevated credit volatility In 2026.
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ABSTRAGE

The 2026 credit environment is not merely challenging; it is structurally different.
Investment-grade credit spreads have widened approximately $1.35 trillion in
non-financial corporate debt is being refinanced at punitive rates this year alone. For
factoring companies, these conditions are not peripheral, rather they hit the core of the
business model.

This whitepaper addresses the specific liquidity risks that CFOs, portfolio risk heads, and
lending operations leaders at factoring platforms must govern in 2026: spread
compression, tightening collateral monitoring, dilution escalation, and fraud exposure,

and the operational control architecture required to protect against each.
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LIQUIDITY RISK IN'THE 2026 FACTORING

LANDSCAPE

Factoring companies operate at the intersection of credit, collections, and capital markets.
In 2026, this intersection has become a structural pressure point, one that rewards
operational discipline and penalizes reactive governance.

+ Elevated Interest Rates Compressing Spreads

The Federal Reserve's sustained higher-for-longer posture has driven the 10-year Treasury
yield toward 4.5%, compressing the interest rate buffer that historically insulated
factoring spreads. When cost of funds rises and advance rates remain anchored by lender
covenants, for companies funding at floating rates, this is not a future risk, it is a presentone.

+ Tighter Lender Monitoring of Collateral

In 2026, as debtor financial stress rises, dilution rates are climbing. Simultaneously, aging
profiles are elongating, with days sales outstanding extending in stressed sectors.
Lendersare incorporating historical dilution trends into reserve determinations, penalizing
portfolios where controls are reactive rather than anticipatory

+ Increased Scrutiny on Dilution and Aging

In 2026, as debtor financial stress rises, dilution rates are climbing. Simultaneously,
agingprofiles are elongating, with days sales outstanding extending in stressed sectors.
Lenders are incorporating historical dilution trends into reserve determinations, penalizing
portfolios where controls are reactive rather than anticipatory

+ Fraud and Double-Funding Exposure

Invoice fraud and double funding, where the same receivable is pledged to multiple lenders,
is a growing operational risk in high-volume digital factoring environments. Without
systematic debtor verification, UCC monitoring, and duplicate invoice detection, a single
fraud event can trigger lender suspension, regulatory scrutiny, and reputational damage
that outlasts the financial loss itself.
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1. RECEIVABLES BASE [NTEGRINEISSHECORE

LIQUIDITY DRIVER

The borrowing base is only as strong as the receivables that underpin it and in volatile
credit conditions, maintaining the integrity of that base is the single most important
operational control a factoring company can exercise. Inaccurate aging, uncaptured in
eligibles, and understated reserves translate directly into mis-stated borrowing capacity,

and potentially, lender non-compliance.

+ Receivables Base Integrity

Control Area

Risk Exposure

IMS Decimal Control

_|_

AR Aging
Accuracy

Mis-stated aging inflates eligible
base and overstates borrowing

Daily reconciled aging with
automated exception flagson
stale buckets

Ineligible
Receivables

Cross-aged, disputed, or
diluted invoices eroding true
collateral value

Rule-based ineligibility
screening aligned to lender
covenants

Concentration
Limits

Single-debtor overexposure
triggering covenant breach
undetected

Real-time concentration
dashboards with covenant
headroom alerts

Reserve
Calculations

Understated reserves reducing
lender confidenceand audit
readiness

Dynamic reserve modeling
updated against rolling
dilution trends

Cross-Aging
Controls

Aged invoices masking debtor
distress across multiple
accounts

Cross-aging detectio
napplied across all debtor
and client ledgers

Effective AR aging requires daily reconciliation and not monthly batch runs. Cross-aging
controls must flag when one overdue invoice from a debtor causes all invoices from that
debtor to become ineligible; a covenant condition many factoring operators fail to

automate. Reserve calculations must be dynamic not static, updated as dilution trends shift

and debtor behavior changes
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2.

DILUTION AND SBRGIEERBSIGN CONTROLS

Dilution is the silent spread compressor, unlike a debtor default, which is visible
andimmediate, it erodes receivables value gradually, often only detected at lender
audit or facility review. By then, reserves may be understated by months of untracked
adjustments.

+ Key Dilution Controls Required in 2026

Growth in contractor headcount is universally good for revenue and however, it comes with
an operational strain on the finance team’s capacity. A staffing firm that increases its
contractor book from 200 to 500 workers faces a 150% increase in payroll processing
volume, but rarely a commensurate increase in finance headcount. The result can be a
dangerous compression of quality control at exactly the point when IRS exposure is highest.

* Credit memo and dispute tracking: Every post-invoice adjustment captured and
matched to the original receivable.

* Post-funding adjustments: Adjustments after advance disbursement must trigger
immediate reserve recalculation.

« Trend analysis on debtor payment behavior: Rolling 13-week payment performance
tracked per debtor entity

+ Historical dilution modeling: Trailing 3- and 6-month dilution rates used to stress
current reserve assumptions

Trend modeling feeds directly into lender-facing reports, demonstrating proactive
governance rather than reactive correction, distinction lenders increasingly use to
differentiate covenant flexibility for well-controlled portfolios.
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3. cosT or ENERISOIRNE

In a higher-for-longer rate environment, the cost of capital is not fixed; it is variable per
draw, per timing decision, and per utilization level. Factoring operators who treat their
credit facility as a flat-cost resource leave measurable yield on the table.

» Optimizing draw timing: Drawing funds only when deployment is imminent, not as a
precautionary buffer, reduces idle capital costs and protects net spread

» Avoiding idle liquidity: Undeployed drawn funds carry financing cost without generating
advance yield; minimizing idle days directly protects spread margin

* Monitoring effective spread compression: Tracking net yield per advance against cost of
funds on a rolling basis detects compression early and informs pricing decisions

+ Covenant headroom tracking: Maintaining real-time visibility overleverage, concentration,
and advance rate covenants prevents forced de-leveraging at theworst point in the
credit cycle

FRAUD FISICANERRBEEEESRINDING CONTROLS

The digitalization of invoice submission has accelerated factoring volumes and created
new fraud vectors. In 2026, with credit stress rising and debt or financial health
increasingly variable, the incentive for clients to present ineligible, duplicate, or fictitious
receivables for funding is at a cyclical high.

» Debtor verification protocols: Independent verification of debtor existence, trading
relationship, and invoice legitimacy before advance is released

* Notice of assignment enforcement: Ensuring all relevant debtors have received and
acknowledged the assignment of receivables to protect priority of claim

+ UCC monitoring: Regular UCC lien searches to detect competing security interestsfiled by
other creditors against the same receivable pool

« Duplicate invoice detection: Automated matching across invoice number, debtor identity,

amount, and date to detect same-invoice refunding attempts across clients or facilities

» Portfolio audit procedures: Periodic portfolio audits, internal and lender-initiated, supported
by audit-ready documentation packs prepared by IMS Decimal



13-WEEK ERSHEORESASHNE For

FACTORING OPERATIONS

For factoring companies, cash forecasting is not a treasury nicety, rather it is a credit
risk tool. The 13-week rolling forecast links expected collections to advance obligations,
operating costs, and facility utilization, giving leadership the foresight to avoid liquidity
gaps before they become lender events.

+ Linking expected collections to advance rates: Collection timing from each debtor is
modeled against the advance rate to project net cash inflow per week

* Payroll and operating expense alignment: Fixed and variable costs are mappedagainst
forecast collection weeks to identify buffer insufficiency before it occurs

+ Trend analysis on debtor payment behavior: Rolling 13-week paymen tperformance
tracked per debtor entity

» Stress testing debtor slowdown scenarios: DSO extension scenarios with +10,+15, and +20
days, are run to model cash shortfall thresholds and trigger lender pre-notification
protocols

» Liquidity buffer thresholds: Minimum undrawn facility capacity is maintained as adefined
percentage of average weekly funding volume

A well-constructed 13-week model does not simply project cash; it creates a weekly
covenant compliance narrative. When lenders request a liquidity update on short
notice ,the factoring operator with a maintained rolling forecast responds with

confidence.




IMS Decimal

ReCONEIERTINRARBRITERTRE AND

REPORTING GOVERNANCE

The control framework described in prior sections is only as effective as the
reconciliation and reporting infrastructure that validates it daily. Reconciliation is not a
back-office function, it is the mechanism through which lender confidence is earned
and maintained.

+ The IMS Decimal Reconciliation Architecture

* Sub-ledger to general ledger tie-outs: Daily reconciliation of the AR sub-ledger tothe
general ledger, ensuring no funding position is orphaned or unrecorded in either system

« Daily funding reconciliations: Each advance and collection is reconciled same day against
the borrowing base certificate, with variances escalated immediately

» Exception-based reporting: Material exceptions like aging breaches, ineligible receivables,
dilution spikes are surfaced in structured reports within 24 hours of occurrence

+ Audit-ready documentation standards: All reconciliations, funding decisions, and
exception resolutions are always documented and stored in audit-ready format

This architecture positions the factoring operator not just as a borrower, but as a
governance partner to its lenders. In a credit environment where lender patience is
finite and facility reviews are accelerating, that positioning is a material competitive
advantage

+ Why Lender Confidence is a Liquidity Asset

Factoring companies with strong reconciliation governance and proactive reporting
consistently demonstrate lower reserve step-up frequency, faster facility renewal
cycles, and greater lender flexibility. Governance quality is not a soft metric; it directly
affects borrowing capacity and cost of capital.
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Liou EEESTRESSSMBNEL (NG FoR

2026 SCENARIOS

Stress modeling translates macro conditions into portfolio-specific liquidity projections.
It moves the conversation from ‘what could go wrong' to 'if this goes wrong, here is our
response, and here is our timeline before a lender event occurs.’ That specificity is what
separates operationally mature factoring companies from vulnerable ones.

Stress
Scenario

Trigger

Condition

Liquidity
Impact

Mitigation
Lever

Debtor
Insolvency

Single debtor >15% of
portfolio defaults
unexpectedly

Borrowing base
contraction of
10—-20% in one cycle

Concentration limits+
pre-funded reserve
buffer

Collection
Elongation

DSO extends 15+ days
sector-wide within 4—-6
weeks

Cash flow gap of 2-4
weeks; immediate
covenant pressure

13-week forecast
update + draw timing
optimization

Reserve
Step-Up

Lender mandates
reserve increase from 5%
to 10% of base

Reduced net
advance; effective
spread compression

Pre-built reserve model
with lender
communication protocol

Spread
Compression

SOFR spike and tighter
lender margins converge
simultaneously

Net interest income
erosion of 50-100
basis points

Draw optimization +cost
of capital monitoring
dashboard

Fraud /
Double-Funding

Duplicate invoices
funded across two or
more lenders

Portfolio audit + claw
back exposure;
lender trust
damaged

UCC monitoring +
automated duplicate
invoice detection

The factoring operator that has modeled these scenarios in advance, with defined
trigger thresholds and pre-agreed lender communication protocols, is positioned to
manage the event rather than react to it.




THE |EISSREGINIRE ADVANTAGE

+ Control and Reporting Partner for Factoring Platforms

We embed within your operations to provide daily AR reconciliation, exception-base
dreporting, and borrowing base support that reflects how lenders actually assess
collateral quality, not how accounting standards define it. Our controls are calibrated to
your lender covenants, not generic best practices.

+ Borrowing Base Integrity and Reconciliation Specialist

Our reconciliation architecture, sub-ledger to GL, daily funding tie-outs, and
audit-ready documentation, is purpose-built for factoring. We design these frameworks
to withstand lender field examination, regulatory audit, and portfolio review without
preparation time or remediation risk.

+ Risk Governance Advisor Supporting Lender Confidence

We bring dilution modeling, stress scenario analysis, covenant headroom dashboards,
and 13-week cash forecasting to your finance function, translating operational data
into governance intelligence that lenders trust and boards can act on.
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WHAT Ims BECIMEEBERUERS - or

FACTORING OPERATIONS

In 2026, liquidity discipline is not a reporting function, it is a survival function. The
factoring companies that will maintain lender confidence, protect their spreads, and
grow through this credit cycle are those with the operational controls to prove portfolio
quality on demand.

X3

13-week rolling
certificate tracking, trend cash
support and modeling, and forecasting with
independent exception alert debtor
validation reporting

Daily AR aging Borrowing base Dilution
reconciliation
and ineligibles
screening
against lender
covenants

slowdown
stress scenarios

A

Audit-ready
sub-ledger to GL
reconciliation
documentation
at all times

Fraud and
duplicate invoice
detection
controls
integrated into
funding workflow

Covenant
headroom
monitoring and
structured
lender reporting
support
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