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ABSTRACT

Factoring business refers to the transfer of creditors' accounts receivable and the
provision of comprehensive credit services integrating trade financing, accounts
receivable management and collection, sales account management, customer credit
assessment and credit risk guarantee. In China, factoring business is usually divided into
bank factoring business provided by commercial banks and commercial factoring
business provided by commercial factoring companies. Bank factoring business mainly
serves large central enterprises, state-owned enterprises and listed companies above
designated size; Commercial factoring companies mainly serve small and medium-sized
enterprises linked by supply chain systems. The factoring financing services provided by
commercial factoring companies have provided important scenario-based financing
services for core enterprises, upstream suppliers, downstream franchisees or distributors
in the supply chain system, and have become the main source of financing for SMEs in
the supply chain system. Over the past decade, commercial factoring business has
flourished in our country. The total amount of factoring business increased from RMB 5
billion in 2011 to RMB 2.02 trillion in 2021, and the factoring business served more than
one million small and medium-sized enterprises, which played a significant role in
improving the speed of capital turnover and improving the efficiency of supply chain

management of small and medium-sized enterprises.

Commercial factoring companies face huge development opportunities and risk
challenges. On the one hand, domestic small and medium-sized enterprises are booming,
and the demand for factoring financing combined with supply chain management is huge,
conservatively expected to be more than one trillion yuan per year, the market prospect is
very broad, and commercial factoring companies are facing huge development
opportunities. On the other hand, small and medium-sized enterprises and small and
micro merchants served by commercial factoring companies have weak anti-risk ability,
high default rate, easy to form bad debt risks, and various hidden risks. Excellent risk
prevention and control strategy is the core competitiveness of the operation and
management of commercial factoring companies, determines the company's business
mode, affects the company's business results, and is an important guarantee mechanism
for the company to cope with risks and challenges. If the risk prevention and control
strategy with problems is not effectively improved, it will affect the normal operation and

development of commercial factoring companies, and at worst it will cause the risk of
\Y
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asset default, resulting in the termination of factoring business, and even forcing
commercial factoring companies to withdraw from the market and go bankrupt and
liquidate. Therefore, it is of great significance to study how commercial factoring
companies can improve risk prevention and control strategies, reduce bad debt rates,
ensure asset safety, and achieve sustainable business development, which is of great
significance to the development of the factoring industry and the smooth financing

channels of small and medium-sized enterprises.

A Commercial Factoring Company is a small and medium-sized factoring company
registered in the Shanghai Free Trade Zone, focusing on providing factoring services for
small and medium-sized enterprises in the retail industry in the past six years, serving a
total of 20,000 small and medium-sized enterprises and providing a total of 800 million
yuan in factoring financing services. Due to changes in the domestic economic cycle, the
slowdown in the growth rate of total retail sales of consumer goods, changes in monetary
policy, online and offline impact of new retail formats, information technology upgrades,
and the sudden outbreak of the new crown epidemic, the customers of Commercial
Factoring Company A encountered major challenges and defaulted frequently. The
company's bad debt rate once reached 6.4%, and its ability to operate sustainably was
seriously affected. Through the continuous improvement of risk prevention and control
strategies, the company reduced the bad debt rate to less than 1% within two years, the
asset quality recovered rapidly, and the business developed steadily, effectively resolving

the hidden risks in the early stage.

This paper takes the improvement of the risk prevention and control strategy of
commercial factoring company as the research object, uses the investigation and research
method and case analysis method to analyze the problems existing in its early risk
prevention and control strategy, focuses on the "internal and external aspects" and "before,
during and after the three stages" to study the improvement plan, implementation
measures and guarantee mechanism of its risk prevention and control strategy, and
verifies the good practice effect of its improved risk prevention and control strategy

through empirical analysis of sample cases.

Vi
doi:10.6342/NTU202300891



This paper argues that the risk prevention and control strategy of commercial
factoring companies should include two aspects: internal risk prevention and control of
factoring self-governance and external risk prevention and control of factoring business
based on customer credit. The core of the internal risk prevention and control strategy is
to strictly follow the principle of "compliance is the fundamental prerequisite for business
development and innovation, and sufficient liquidity is the basic guarantee for continuous
operation", and strictly prevent the liquidity risk, compliance risk and operational risk of
the factor itself. The focus of the external risk prevention and control strategy is to
establish pre-identification, in-process supervision and post-event control measures for
customer risks to ensure that customer group risks, credit risks, market risks and legal
risks are identified in advance; Strictly implement the supervision and early warning
mechanism during the incident, and strengthen process detection and control; Effective
control after the fact, timely and compliant completion of accounts receivable collection,
correction of process hidden dangers, improvement of risk feedback and iterative
optimization mechanism. In business practice, the customer's industry and supply chain
operation characteristics are an important basis for the design of risk prevention and
control strategies, pre-event risk identification is more important than in-event
supervision and post-event collection, and the big data risk control model is conducive to

eliminating information asymmetric risks at all stages.

In summary, this paper summarizes the lessons and experience through the research
on the improvement of the overall risk prevention and control strategy of commercial
factoring company A, in order to provide certain references and references for the industry
to carry out the supply chain factoring business of small and medium-sized enterprises

and support the development of small and medium-sized enterprises.

Keywords: Commercial factoring companies, risk prevention and control strategies,

research
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