
What Is Invoice Trading? How It Works, Benefits, and 
Risks Explained 

 

Running a small or medium-sized business often comes down to one thing: cash flow. 
You may have issued several invoices to your clients, but waiting 30, 60, or even 90 
days for payment can put serious pressure on your day-to-day operations. That is 
where invoice trading comes in. 

Invoice trading is a financing method that lets businesses sell their unpaid invoices to 
investors through an online platform, receiving most of the invoice value upfront — often 
within a day or two. It is practical, flexible, and does not require you to take on any new 
debt. 

In this guide, we will explain exactly what invoice trading is, how the process works 
step by step, and whether it makes sense for your business. 

 

What Is Invoice Trading? 

Invoice trading is a type of short-term business finance. When a business has issued an 
invoice but cannot wait for the customer to pay, it uploads that invoice to an invoice 
trading platform. Investors on the platform then purchase the invoice — or a share of it 
— and the business receives cash almost immediately. 

It is also known by several other names including invoice finance, peer-to-peer invoice 
lending, receivables trading, and invoice exchange. The concept is straightforward: 
instead of waiting weeks for your customer to pay you, you convert that future payment 
into immediate working capital. 

Unlike a bank loan, invoice trading does not add debt to your balance sheet. You are 
essentially getting paid early for work you have already completed and invoiced for. 

 

How Invoice Trading Works: A Step-by-Step Breakdown 

The process is simple and most platforms have made it entirely digital. Here is how it 
works from start to finish: 

Step 1: Register on an Invoice Trading Platform 

You sign up on an invoice trading platform, complete a verification process, and connect 
your business accounts. Most platforms verify your business identity, trading history, 
and the creditworthiness of your customers before approving your account. 

Step 2: Submit an Unpaid Invoice 
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Once registered, you upload an invoice you are waiting to get paid on. The invoice must 
meet the platform's requirements — typically it should be from a verified business 
customer, not a consumer, and must not be overdue. 

Step 3: Investors Review and Fund the Invoice 

The platform lists your invoice on its marketplace. Investors — which can be individual 
investors, institutions, or the platform itself — review the invoice and decide whether to 
fund it. On some platforms, this happens automatically. 

Step 4: You Receive an Advance 

Once the invoice is funded, you receive a percentage of its value — typically between 
70% and 90% — directly into your bank account. This usually happens within 24 to 72 
hours. 

Step 5: Your Customer Pays and the Balance Is Released 

When your customer pays the invoice on the original due date, the payment goes to the 
platform. The platform deducts its fee and releases the remaining balance to you. 

Real Example: How a Rs. 5 Lakh Invoice Gets Traded 

Suppose your business has issued an invoice worth Rs. 5,00,000 to a corporate client, 
due in 60 days. You need funds now. Here is what happens: 

• You upload the invoice to an invoice trading platform 

• The platform advances 85% of the value: Rs. 4,25,000 reaches your account 
within 48 hours 

• After 60 days, your client pays Rs. 5,00,000 to the platform 

• The platform deducts its fee (say 2%, or Rs. 10,000) and sends you the 
remaining Rs. 65,000 

• Your total received: Rs. 4,90,000 — you paid Rs. 10,000 to access the cash 60 
days early 

 

Key Benefits of Invoice Trading for Businesses 

1. Faster Access to Working Capital 

The most obvious benefit is speed. Traditional bank loans can take weeks or months to 
process. Invoice trading platforms typically release funds within 24 to 72 hours. For a 
business facing an urgent payroll or supplier payment, this can be the difference 
between smooth operations and a crisis. 

2. No Collateral Required 

Invoice trading is secured against the invoice itself — not your personal assets, 
property, or equipment. This makes it accessible to businesses that do not have 
significant assets to pledge as collateral. 



3. Selective Flexibility 

Unlike traditional invoice factoring, which often requires you to hand over your entire 
sales ledger, invoice trading lets you choose which specific invoices to trade. You stay 
in control and only use the service when you need it. 

4. No Impact on Customer Relationships 

On most invoice trading platforms, your customer is not contacted by any third party. 
They simply pay the invoice as usual on the due date. Your relationship with your client 
remains unchanged. 

5. Does Not Add Debt 

Since you are selling an asset (your invoice) rather than borrowing money, invoice 
trading does not appear as debt on your balance sheet. This keeps your financial ratios 
clean, which can be useful if you are seeking other forms of finance. 

6. Accessible to SMEs 

Small and medium businesses that are often rejected by banks for loans find invoice 
trading much more accessible. Platforms typically focus on the creditworthiness of your 
customer — not your business — when deciding whether to fund an invoice. 

 

Invoice Trading vs. Invoice Factoring vs. Invoice Discounting 

Many business owners confuse these three terms. They are similar but not the same. 
Here is a clear comparison: 

 

Feature Invoice Trading Invoice Factoring Invoice 
Discounting 

Bank Loan 

Speed 24–72 hrs 24–72 hrs 24–72 hrs Weeks/Months 

Collateral Invoice only Invoice only Invoice only Assets/Guarantees 

Customer 
Contact 

None Yes (factor chases) None None 

Flexibility Select invoices Whole ledger Whole ledger Fixed amount 

Debt on Balance 
Sheet 

No No No Yes 

Typical Cost 1–3% 2–5% 1–3% Variable (higher for 
SMEs) 

 

The main difference comes down to control and flexibility. Invoice trading gives you the 
most flexibility — you pick individual invoices to trade and there is no long-term 
commitment. Invoice factoring typically involves outsourcing your entire receivables 
ledger to a factor who also chases payments from your customers. Invoice discounting 



is confidential like trading, but usually requires a minimum turnover and a commitment 
to the whole ledger. 

 

Who Is Eligible for Invoice Trading? 

Business Types That Can Apply 

• Limited companies and LLPs 

• Sole traders and partnerships (on some platforms) 

• Businesses that invoice other businesses (B2B) — not B2C 

• Businesses with a clear invoice trail and payment history 

Invoice Requirements 

Not all invoices are eligible. Most platforms require: 

• Invoice raised to a verified business, not an individual consumer 

• Invoice not yet due or overdue 

• Invoice value above a minimum threshold (usually Rs. 50,000 or more) 

• Invoice free from any existing liens or assignments 

Industries That Use Invoice Trading Most 

Invoice trading is especially popular in industries with long payment cycles, including 
manufacturing, IT services and consulting, logistics and freight, construction and 
engineering, staffing and recruitment, and wholesale and distribution. 

Who May Not Be Eligible 

Invoice trading may not be available to businesses with very new trading histories, 
those invoicing consumers directly, or businesses where the debtor (the customer) has 
a poor credit rating. Each platform has its own eligibility criteria. 

 

Risks and Disadvantages of Invoice Trading 

Invoice trading is not without drawbacks. Here is what to be aware of before you start: 

Platform Fees Reduce Your Final Receipt 

You will always receive less than the full invoice value. Fees typically range from 1% to 
5% of the invoice amount depending on the platform, the debtor's credit rating, and how 
long the invoice is outstanding. It is important to calculate whether the cost is worth the 
benefit. 

Risk of Customer Non-Payment 



If your customer fails to pay the invoice, many platforms operate on a recourse basis — 
meaning you will be required to repay the advance. Some platforms offer non-recourse 
funding (where the platform absorbs the default risk), but this usually comes at a higher 
fee. 

Over-Reliance on Short-Term Finance 

Using invoice trading as a regular fix for cash flow problems can become expensive 
over time. It is better suited as an occasional bridge solution, not a permanent substitute 
for proper working capital management. 

How to Reduce Your Risk 

• Read the terms carefully — understand whether the agreement is recourse or 
non-recourse 

• Only trade invoices from reliable, creditworthy customers 

• Compare platform fees before committing 

• Use invoice trading selectively, not as a default financing habit 

 

How to Choose an Invoice Trading Platform 

If you have decided invoice trading is right for your business, here is what to look for 
when choosing a platform: 

• Speed of funding — how quickly will cash reach your account? 

• Advance rate — what percentage of the invoice value do they advance? 

• Fee structure — are fees transparent and fixed, or variable? 

• Recourse vs. non-recourse — who bears the risk if the customer does not pay? 

• Minimum and maximum invoice sizes — does the platform suit your invoice 
values? 

• Regulatory compliance — is the platform registered or regulated by the relevant 
authority? 

• Customer service — is there real support available when something goes wrong? 

 

Invoice Trading in India: What Businesses Should Know 

In India, invoice trading is increasingly accessible through the TReDS (Trade 
Receivables Discounting System) framework, set up and regulated by the Reserve 
Bank of India (RBI). TReDS platforms allow MSMEs to upload invoices related to 
corporate buyers and get funded by banks and financial institutions. 

Key Points for Indian Businesses 

• TReDS is mandatory for large corporates (with Rs. 500 crore+ turnover) to 
register on a TReDS platform 
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• Invoices must be GST-compliant and in electronic format 

• Popular TReDS platforms in India include RXIL, M1xchange, and Invoicemart 

• Funding is available from RBI-regulated banks — making it safer for MSMEs 

• The process is entirely digital and reduces dependence on informal lending 

 

When Invoice Trading Is — and Is Not — the Right Choice 

Invoice Trading Makes Sense When: 

• You have a large invoice outstanding and a pressing payment obligation 

• You cannot qualify for a bank overdraft or business loan 

• You want a one-off cash injection without a long-term finance commitment 

• Your customers are creditworthy businesses with reliable payment habits 

Consider an Alternative When: 

• You need ongoing, regular funding — an overdraft or revolving credit line may be 
cheaper 

• Your customer base is primarily consumers (B2C) — most platforms only fund 
B2B invoices 

• Invoice fees would eat significantly into your profit margin on a low-margin job 

 

Frequently Asked Questions About Invoice Trading 

What is invoice trading in simple terms? 

Invoice trading means selling an unpaid invoice to an investor in exchange for 
immediate cash. You receive a large portion of the invoice value upfront and the 
remainder (minus a fee) once your customer pays. 

How quickly can a business receive funds? 

Most invoice trading platforms release funds within 24 to 72 hours of the invoice being 
approved and funded. 

What percentage of the invoice do businesses receive upfront? 

Typically between 70% and 90% of the invoice value is advanced upfront. The 
remaining balance (minus the platform fee) is released once the customer pays. 

Is invoice trading the same as invoice factoring? 

No. With factoring, you usually hand over your entire debtor ledger and the factor 
chases payments from your customers. Invoice trading is more selective — you choose 
individual invoices — and in most cases, your customers are not contacted. 

What happens if my customer does not pay? 



On recourse platforms, you must repay the advance if your customer defaults. On non-
recourse platforms, the platform absorbs the default risk — but fees are typically higher 
for this protection. 

Does invoice trading affect my business credit score? 

Generally, no. Since invoice trading is not a loan, it does not typically appear on your 
credit file. However, it is always worth confirming this with the specific platform you use. 

Is invoice trading available to startups? 

Most platforms require at least 6 to 12 months of trading history. Very new startups may 
find it difficult to qualify, though some platforms are more flexible for businesses with 
strong corporate debtors. 

What is TReDS and how does it relate to invoice trading in India? 

TReDS stands for Trade Receivables Discounting System. It is an RBI-regulated 
framework that allows MSMEs in India to trade invoices with banks and financial 
institutions. It works on the same principle as invoice trading but operates under a 
regulated and structured environment. 

 

Conclusion 

Invoice trading is one of the most practical short-term finance tools available to small 
and medium businesses. It solves a real problem — the gap between issuing an invoice 
and actually receiving payment — without requiring collateral, adding debt, or locking 
you into long-term contracts. 

For businesses in industries with long payment cycles, or those that cannot easily 
access bank credit, invoice trading can be a genuine lifeline. The key is to use it wisely: 
compare platform costs carefully, understand whether the agreement is recourse or 
non-recourse, and treat it as a targeted cash flow tool rather than a permanent financing 
solution. 

If you are an MSME in India, exploring TReDS platforms is a particularly safe and 
regulated way to get started with invoice trading. 


