
T H E  U L T I M A T E  G U I D E  T O 
FREIGHT FACTORING



If you’re in the trucking business, chances are you’ve 
heard the term “freight factoring” thrown around quite 
a lot the past few years. While freight factoring has 
become a popular way for some owner-operators 
and trucking companies to dodge gaps in their 
income, many drivers and business owners still don’t 
understand precisely what it is, or exactly how it 
works.

After all, freight factoring has the potential to 
financially benefit many in the trucking industry, 
especially owner-operators who often spend as much 
time on their finances as they do on the road. First, 
we’ll explain in plain English exactly how the process 
works, then we’ll go about answering some common 
questions about it (while hopefully dispelling some of 
the rumors).

INTRODUCTION
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While hauling freight is by no means an easy job, 
the principles of how one makes a living doing it are 
relatively simple: the customer has cargo to be delivered, 
you deliver it, and your payment minus your cost equals 
your profit. 

However, this simplicity is marred by the fact that 
payments are almost never made immediately, with 
industry standard being 40 days (or more) to fully 
process payouts to drivers and trucking companies. 
These process times can quite literally make or break a 
freight company’s budget, and many have had to turn 
elsewhere to make ends meet from time to time. 

In the past, many relied on bank loans or even credit 
cards to stay afloat when there are more “payouts” than 
“pay-ins” on the balance sheet. Not only is this hard to 
juggle, but it can end up costing thousands in interest 
payments – especially over time. 

With freight factoring, a company or owner-operator 
makes their delivery as usual, but instead of waiting on 
payment, they transfer or “sell” the invoice for the job 
to a third party company. This company will “buy” the 
invoice for slightly less than the total owed for the job, 
but they make up for it by paying immediately. With 
money in hand, the freight company goes about their 
business as usual, while the freight factoring company 
cashes in the invoice and does all the waiting. 

For some freight companies – especially smaller or 
privately owned operations - this type of immediate 
payment will seem like a lifesaver for their weekly or 
monthly budget, allowing them to cover expenses 
without incurring any debt. Others, on the other hand, 
will be extremely skeptical of the costs associated with 
the transaction. 

Luckily, we’ve outlined all the details of how freight 
factoring works in the next section. 

WHAT IS FREIGHT FACTORING?
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Like all business transactions, freight factoring works 
because there is an incentive for all the parties involved. 

As we mentioned, the incentive for the freight company 
or owner-operator is immediate payment instead of long 
waits. For the freight factoring company, the incentive is 
the percentage they charge or “leave out” of the invoice 
when purchasing from the driver, which translates to 
profit when they later collect from the customer. Speaking 
of the customer, their incentive is that they get to deal 
with a company that has the financial collateral to wait 
for a payout rather than a small freight company that’s 
literally dying to get paid. 

Here is a more in-depth look at the process: 

- A company (customer) needs A shipped to location B.
- They hire you to deliver it, and you do a credit check 

with your factoring company to see if the customer’s 
load qualifies for their services. 

- If so, upon delivery, you send the invoice and all 
paperwork for the load to your factoring company. 
Usually paperwork is submitted online or through a 
mobile application.

- They purchase that invoice, and you or your company 
receive payment.

- The factoring company then collects the payment from 
the customer. 

Now, depending on a number of situations, there may 
be a few additional steps involved in this process. For 
the sake of this discussion, it’s best to think of applying 
for factoring like seeking health insurance or trying to 
get a credit card. That’s because companies and owner-
operators don’t just hire factoring companies, they 
apply for them. And it’s the nature of this application 
that will eventually determine the terms of the factoring 
agreement.

HOW (AND WHY) FREIGHT FACTORING WORKS
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In general, factoring companies dictate their programs 
off risk and volume. The company will ask these 
questions to see how you will qualify:

1. Monthly Invoice Volume – Just like going to Costco 
or Sam’s Club, the more you factor the less you pay 
as a percentage. 

2. Customer Base – Are you working with multiple 
brokers off load boards or just one customer? Having 
100% concentration with one debtor can be risky. 

3. Customers Days to Pay – There is a large difference 
between having $20K out for 25 days compared 
to 75 days. Essentially the factoring company could 
have purchased three times amount of invoices with 
the customer who pays in 25 days. 

4. How much of your invoice do you need to 
operate your business – Factoring companies can 
limit their risk by only advancing 85%-95% of the 
load when you deliver. This can help you get a lower 
rate. 

HOW (AND WHY) FREIGHT FACTORING WORKS
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Once all of these components are considered, the 
factoring company will then make an offer. When 
assessing the offer, review the terms of the contract for 
these items:

1. How much can be borrowed? – Also known as 
max credit line or max factoring facility it limits how 
much you can grow with a factoring company. A lot 
of factoring companies get larger loans from other 
banks, and they will limit a carrier’s growth so they 
can accelerate their credit line with their debtors in a 
steady fashion.

2. Percentage of invoice funded the day you 
deliver – Are you getting all the money the day you 
deliver, or will you have a “reserve” account with the 
factoring company? 

3. Aging of Invoices – When a factor does not 
advance the full amount there is a good likelihood 
there will be aging fees in the contract. This will 
increase your cost with the factoring company. The 
longer your customer takes to pay, the more you 
pay in “aging fees”. You will also want to note the 
“clearance days” for checks. Your factoring company 
may have 7 days of clearance, which means 7 days 
after they receive the check they apply it to your 
account. For example, your customer pays the factor 
in 38 days and they have 7 clearance days, that 
check will post to your account on day 45, possibly 
increasing your aging fee.

4. Other fees – What is the transaction fee or cost to 
send the money to the carrier? If you need to be paid 
the same day, what is that fee? Is there an invoice 
prep fee or invoice submission fee? Is there an 
administrative fee? Is there a default factor advance 
fee? Is there a setup fee, or lien search fee? Is there a 
termination fee or lien release fee? 

5. Number of days to receive up front funds after 
delivery – Majority of companies will have a cutoff 
of noon, and will send funds via ACH the next day. 
If the carrier misses the cut off time or “qualification 
time”, the deployed funds are delayed 24 hours. 

6. How do I terminate from the contract? – The 
factoring company will have a contract length. In 
order to get out of the contract you will need to submit 
a termination notice in the proper amount of days 
prior to the contract end date. Next, the selling down 
of your open account receivables – any invoice the 
factoring company has paid you on, but has not 
received from your customer. If any of these are not 
met, you may be renewing your agreement with that 
factor for another term. 

The above means that freight factoring is not for every 
company and certainly not for every owner-operator. In 
the next section, we’ll discuss some of the other factors 
that can determine whether or not factoring is right for 
your business. 

HOW (AND WHY) FREIGHT FACTORING WORKS
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The Application Process isn’t as Painful as it 
Seems 
While credit checks and the surrender of other 
personal / business information are far from enjoyable 
experiences, applications for many freight factoring 
companies usually only take a few minutes. Moreover, 
while getting the actual funding can vary, the average 
time is around 24 hours. At best, it can be as little as 1 
hour, depending on your choice of factoring company. 
Some applications will allow the factoring company to 
immediately collect on your receivables, so always be 
careful when filling out an application to make sure it is 
not a binding contract.

Freight Factoring Has been Around for Decades 
Many truck drivers and freight company owners wrongly 
assume that factoring is a new fad or just a bunch of 
predator companies looking for a quick buck. No need 
to worry - this process (and many of the companies) 
have been around for decades. The main reason for 
its growth in popularity has more to do with global 
economic factors and the increased cost of hauling 
freight than anything else. 

Companies Use Factoring for Different Reasons 
Not every company or owner-operator uses factoring 
for the same reason. Sure, cash flow assistance is a 
significant benefit for almost all who participate, but 
some larger companies are more concerned with overall 
growth. For others, they merely lack the capabilities 
or man-power (either permanently or temporarily) to 
manage all the communication and payment collections 
that go along with multi-truck freighting. If you haven’t 
done billing and collecting in the industry, a factoring 
company can take that back office task over for you. 
This can save you hours of time that may be better spent 
delivering loads or finding better paying freight. 
When you get a load, a factoring company can 
determine that broker/shipper’s ability to pay. If 
you don’t have systems in place to credit check your 
customer, you are susceptible to higher risk.

On top of that, there are a staggering number of new 
trucking companies being formed every year, and it 
can be challenging for them to get financing the old-
fashioned way (i.e., from a bank). Factoring, in many 
cases, is the only way they can get up enough cash flow 
to run for more than a few months. 

The point is, there’s no right or wrong way to use freight 
factoring, providing you have properly weighed the risks 
and benefits.

IMPORTANT THINGS TO KNOW
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Every Factoring Company Has Pros and Cons 
As for some of those risks – it should go without saying 
that, as with any industry, there are good companies, 
better companies, and bad companies. Before you sign 
on the “dotted line” for a Freight Factoring service, it 
would be wise to run the numbers several times over, 
and ask questions about any parts of the agreement with 
which you are unsure. 

What is the Difference between Recourse and 
Non-Recourse Factoring?
Some factoring companies claim to be non-recourse, 
meaning they want you to believe they will not collect 
from you if your customer does not pay the factoring 
company back. This is actually only true if the customer 
files for bankruptcy during the time in which you 
submitted the invoice until they are supposed to pay 
the factoring company. This happens very rarely. All 
factoring companies will recourse you if your customer 
simply does not pay or pays late, it is just a matter of 
when they will collect from you. Remember, factoring 
companies are not in the business of giving away free 
money. All factoring companies have language in the 
contract to make sure it can collect from you if your 
customers fail to pay in a timely fashion.

IMPORTANT THINGS TO KNOW
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Customers Have Quality Too
The chance that a customer might not pay up is a risk 
that the factoring company has to take in order to make 
money. However, you can’t really blame them for doing 
their best to minimize that risk. This is called “reasonable 
assurance,” and it basically means that the factoring 
company has to have some sort of information indicating 
that your customer can and will pay when the time 
comes. 

The process usually includes credit checks and other 
information gathering (which, depending on the 
company, you may have to pay for). This is largely 
avoided by working with customers who are pre-
approved by the factoring company. Many times, if 
the customer is not in the credit check system, you can 
request the factoring company to check them out to see if 
they can be trusted to pay.

Always Read the Fine Print 
Every factoring company has their own policies in place 
to minimize their risk or maximize their income. What 
makes them a good or bad company is how those 
policies affect your ability to make money. For instance, 
some companies may offer you lower rates than others, 
and it may sound too good to be true. Be careful 
because they could be charging other fees to make up 
the cost, like aging fees, per invoice fees, swipe fees, 
transaction fees and others.

Some companies may be able charge a lower amount 
because they skimp on customer service or collections, 
while others lack the speed to pay you when you need it. 

You usually get what you pay for when it comes to 
factoring, so always ask what you get for paying a 
higher rate. Some companies offer additional benefits 
like small business loans, dispatching services, fuel cards, 
emergency roadside assistance, tire discounts, insurance 
down payment assistance and truck/trailer financing. 

Some even have extended hours and/or are open 
on weekends and holidays, while others are open just 
Monday-Friday, 8-5. 

It just depends, but if you don’t read the fine print, it might 
cost you a lot of freedom. 

IMPORTANT THINGS TO KNOW
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Whether you’ve come away from this guide excited about freight factoring or absolutely sure that it’s not for you or 
your business, we hope at least that it no longer seems confusing or intimidating. If you do plan to consider it, please 
be sure to weigh all the pros and cons first, and make sure it’s a good fit for the way you run your business. 


