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Questions and Answers from Onsite Conference Webinar:

“How Banks Can Make Money and Attract New Business

Replacing Trade Credit with Bank Credit and Using B2B Electronic Payments”

Participants in the December 15, 2005 webinar, hosted by Kevin Archer of OnsiteConference.com, asked several penetrating and thoughtful questions of co-presenters Sarsha Adrian and Stephen Irish. The following summarizes those questions and their answers, and provides elaboration where appropriate. 

Feel free to contact Sarsha if you have further questions or need additional information. She may be reached at 781-466-6577 or via email at sadrian@colfc.com.

1. What is Business Payment Connection anyway? How do you describe it or 

explain it?

Business Payment ConnectionTM (BPC) is a B2B payment solution developed by Collaborative Financial Concepts for banks to offer their business customers.

BPC is a unique solution because it combines bank credit with electronic payments. Replacing seller trade credit with bank credit speeds up the seller’s cash flow by unlocking the cash that is tied up in receivables. Buyers like BPC because it helps them preserve their cash. BPC also lets seller and buyer select their payment terms and rates. For the bank, the fee revenue generated by each BPC transaction adds up quickly.  

Steve Irish, EVP and CTO of Enterprise Bank, said that his bank is using BPC both to retain business customers and to attract new customers. The technology behind BPC is compatible with every bank back-office loan system and every front-office desktop browser. Installing new users on BPC takes only minutes. No major investment in software or hardware is required. 

Collaborative Financial Concepts does not sell the product. Rather, we offer BPC as a program for banks to use for the benefit of their customers.  We offer it on an affordable Application Service Provider (ASP) basis. CFC makes its money from a small portion of the bank’s fee collected for each transaction.

A very simple statement summarizing BPC is “Replacing Trade Credit with Bank Credit.” A transaction between a seller and a buyer takes place, but there’s not an account receivable created on the seller’s books. Businesses quickly “get it.”  They’ve all felt the pain of inadequate cash flow, especially if they need capital to grow.

2. Is BPC a concept that is too complicated to advertise?

That’s not been our experience. BPC is all about business’ #1 problem: cash flow. Our experience shows that it is best introduced by customers talking to other customers. It builds by word of mouth.  

3. What type of journal entry does a buyer make for a BPC transaction?

In a business accounting system:

· to a seller it’s a cash transaction

· to a buyer it’s a payable

· and to the bank it’s a micro loan. 

4. Which industries get the most out of BPC?

Multiple industries: 

· Manufacturers at the beginning of the supply chain have major cash flow problems.

· Consulting or services companies who outsource staff.

· Government projects that require detailed auditing.

Any industries that involve sellers who want quick cash or buyers who want time to pay their payables will find BPC useful.

5. Does the bank have to qualify the buyer? Use underwriting or credit scoring?

Whatever process the bank has in place works for BPC. We have the ability to feed a credit scoring provider or bank credit system. The BPC online application captures enough information for banks to comfortably make credit decisions. 

6. Do you document lines of credit? Is it an issue when accounts payable 

become bank debt? 

The BPC purchase line is short-term debt with extended “free” repayment terms. That improves the buyer’s cash position and the bank’s deposit position.  It has not been an issue with any buyer to date that such the buyer’s account payable formally becomes bank debt. The BPC purchase line has been generally recognized as a trade payable with advantageous terms.

7. Are you perfecting a security interest in the A/R held by the seller?  Via a 
A/R purchase agreement and UCC filings?

Not currently.  The seller no longer carries a receivable for a transaction that takes place in the BPC program. The amount of the purchase immediately becomes a bank loan payable on the books of the buyer and a receivable on the books of the bank. The sheer volume of the BPC business that’s generated makes it operationally impractical for perfected security interests. It might make sense to perfect an interest later on if a sizeable advance to a buyer is rolled over into an amortizing note.  

It is important to understand that the bank credit extended is to buyers doing business with existing bank customers. These buyers are referred to the bank by the bank customers. The best bank customers come from existing customer referrals. It’s a very low-risk credit for that reason. Additionally, the loaned amounts are smaller, and payments are due at regular intervals, so less is at risk.  

BPC gives the bank complete end-to-end visibility. The purchase line can only be used to purchase goods or services from the bank’s customer. And the bank sits in the middle of the relationship and can see every transaction that’s taking place. So the amount of control the bank has – the information that it has about the businesses, the transactions it can monitor – puts the buyer and the seller on a very short leash. If the bank gets uncomfortable, the loan officer can put the buyer’s purchase line on hold with the press of a button. Bank is in control 100% of the time.

8. In the example given, just five percent of the bank’s overall customers 

qualifying for the program seems low. 

Yes, five is a conservative figure. From experience, 15 percent is a better estimate. The figure could actually be greater than that, but our current banks’ focus is on businesses that are between $1M and $10M and looking for growth capital and better cash flow.  

Loan officers should be especially cognizant of the benefits of BPC. It is another tool they can offer their customers. The loan officers can get paid on usage, because each transaction generates fee revenue for the bank.

9. How do you handle credit memos?

Easy.  The seller issues credit memos against disputed invoices.  When placing new orders, the buyer can see the available credit memos and can use the credit on the next purchase.

10. Is there any recourse with the seller?

It’s the bank’s option. Up until now we have not seen it needed.  

11. Does the model assume the buyer and seller are both U.S. companies?  If not, 

does your system handle international trade? Can funds be settled in other currencies?  And, does the bank provide working capital financing to

overseas suppliers?  How do you credit-qualify them?

The buyer and the seller can both be doing business anywhere. It is all conducted via the web. CFC is interviewing foreign currency system and service providers. But the price the buyer pays back to the bank is equal to the amount paid to the seller at the time of seller payment. 

The questions above will elicit different answers, depending on the type and size of the bank. A US-based international bank can offer trade credit services to buyers and sellers anywhere; for them, BPC simplifies the entire Letters of Credit process. That simplification is greatly appreciated by trading partners.  US-based regional banks can stay inside the US or work with an international bank.

An innovative solution developed by CFC involves integrating an insurer of trade credit. Through our relationship with the insurer and using online technology, we can arrange for the banks to get an 85% to 90% guarantee on the transactions they finance. This type of arrangement can opens up the playing field for banks that have been reluctant to finance foreign receivables. BPC combined with trade credit insurance will be an increasingly important competitive edge for companies that and participating in the global economy – and of course, for the banks that serve those businesses.    

In the case of Enterprise Bank, it is a community-focused institution that is dedicated to serving business customers within the bank’s geographical footprint. Enterprise uses BPC to improve awareness and gain market share from regional competing banks. They do use insurance to finance larger transactions ($100K +) and to reduce their risk on businesses outside their footprint.   

12. Does your system allow anyone in addition to the buyer, seller and your bank 

access to the system (such as a third party freight forwarder or financier)?

Absolutely YES.  We have had extensive discussions with carriers, and most of them have online tracking systems that can easily be plugged into BPC.  We also can link in secondary lenders who can take on the more risky business for the banks in the CFC network. 

13. Does your system provide the entire range of trade products from letters of 

credit, private label letters of credit to open account, financial supply chain?
BPC establishes a universal payment environment where buyers can place purchase orders or make quote requests, and sellers receive purchase orders and invoice buyers online.  BPC matches the quotes, purchase orders, invoices and credit notes and keeps a single record of each transaction online for the buyer and seller to view. This environment eliminates paper from the process and ensures that both buyer and seller are working with the same information, online and in real-time. This reduces the confusion-causing delays, inconsistencies, and late payments that are familiar frustrations of a system that relies on paper. 

Businesses prefer BPC to Letters of Credit because BPC transactions need not be static. Orders often go through multiple changes. With traditional Letters of Credit, changes mean amending paper documents or issuing new ones. But with BPC, all changes are done immediately, online, and everyone can see the changes and come quickly to agreement and approval. BPC is like a very user-friendly Letter of Credit.

14. What would you say are the key take-aways of today’s session?

This BPC is a B2B payment solution that can complement a bank’s cash management strategy. It makes for strengthened relations between the bank and the seller, the bank’s customer. It also generates high quality referrals and cross-selling opportunities.

BPC is a WIN-WIN-WIN solution:

· Buyers win because the get the terms they need and preserve their cash.

· Sellers win because the close the cash gap that opens up when trade credit is extended.  They get their money immediately, which enables them to grow faster.

· Banks win because they earn additional fee revenue, bring in new customers, cement their relationships with existing customers, and provide an important new service as a trusted intermediary between buyers and sellers. 
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