Abstract for promational use only. Full version available at www.iesepublishing.com

ail|[ESE

Business School E-215-E
University of Navarra February 2021

Factoring Through NoviCap - Launching a Fintech
Startup

Thomas Klueter

Marc Antoni Macia

Floating on his surfboard, Marc Antoni Macia was waiting for the next good wave. The W Hotel
in Barcelona was to his right and a few surfers were out in the ocean on this early morning in
2015. Surfing had always been a good way for him to clear his mind and think about some of the
important decisions he had to make regarding his new venture, NoviCap. He had taken
the “plunge” with two friends, incorporating NoviCap,a 100% online factoring solution for SMEs
some months ago, but now some critical next steps had to be taken. There were concerns as
growth had been muted and the company was short on cash. They would have to carefully
rethink their business model to ensure the.company would get lock-in from clients. While Marc
was convinced that NoviCap served an important need, he also wondered how traditional
players in the financing space, particularly banks, were going to react to his emerging company
and how he could prepare for their actions.

An Idea Takes Shape

Born in 1988, Marc was a natural entrepreneur. He completed his double degree in business and
economics in Barcelona, Paris and Hong Kong and decided early on to join a startup, leading their
business intelligence and strategy efforts. During this time, he decided to launch Palila, a
Barcelona-based e-commerce business that sought to deliver unique, locally hand-made products
of leather and wood. He sold the company two years after its founding. In 2012, Marc was
accepted to the Young Talent Program of IESE business school, which is a pre-admission program
for the traditional MBA degree. During the four weeks of summer classes on IESE’s campus in
Barcelona, Marc met Federico Travella, who, as Managing Director of Rocket Internet in Southeast
Asia, had substantial experience in the startup space as well. During the program breaks, the two
enjoyed talking about their experiences as entrepreneurs and began exchanging and discussing
future opportunities they could pursue. At one stage, Marc highlighted that he and his partner at
Palila had regularly experienced working capital problems. In particular, he had found it difficult to
deal with customers wanting to extend payment terms (up to 90 days after the invoice). This made
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cash management extremely difficult and less predictable for young enterprises and the problem
was typical for SMEs working with bigger companies/buyers. To his disappointment, banks and
factoring firms were not able to solve his problem. There had to be a better way! Marc
and Federico thought about how they could offer a solution to companies facing similar issues. An
idea was born that would allow companies with invoices pending collection to receive advance
payments through a very simplified online process in the form of a marketplace. This was later was
called NoviCap.

The Legacy Ways of Financing Growing Ventures

Financing new ventures and small medium enterprises through existing invoices (receivables)
was not new. Banks had long accepted receivables as collateral for financing, albeit in a highly
regulated environment. At the same time, no substantial market for factoring transactions had
emerged in Spain. Marc thought that the biggest issues in factoring were-a result of the legacy
operations found in banks.

Generally, factoring was managed the same way as loans: through client representatives and
relying on personal client relationships. Such relationships were fundamentally based on the
idea of exhaustive administration and documentation needs-inside the bank. Banks thoroughly
analyzed the financial background of their clients before they would consider onboarding them
for the bank (i.e., making them eligible to receive financing from factoring). They also required
an exhaustive history of sales and payment records before onboarding a customer. This
complicated access to finance and only 53% of small businesses with revenues under $1 million
that applied for credit were approved.® Furthermore, banks applied a minimum threshold in
order to ensure that a client would be profitable and not simply take administrative resources
away. Thus, for example, a smaller facility of €100,000 was not really available for SMEs.
The result was that banks were not interested in offering factoring services to smaller firms as
the administrative burden would outweigh their possible gain. This stood in stark contrast with
demand, as 45% of small businesses applied for credit in 2015, of which 55% were seeking a loan
amount below $100,000.2

Another issue when needing financing through factoring from banks was speed. Given the
administrative burden, the onboarding of new clients required simply took time. For companies
in need of quick cash, this was not an attractive option. In addition, the mere fact that clients
had to visit their banks during limited opening times in order to renew and change their credit
lines was a turnoff. Moreover, in 2014, banks— particularly those in Spain — had suffered in a
blow to their reputations due to the fallout from the financial crisis. Many banks were struggling
with profitability, so their focus was on cost savings, while reducing what they thought of as non-
essential investments (including client-focused innovation). Other banks tried to aggressively
cross-sell services when SMEs asked for financing, which was another turnoff. All of this resulted
in low confidence in banks generally by individual preferences as illustrated in Figure 1.

1 Source: NoviCap company presentation.

25ource: NoviCap company presentation.
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Figure 1
Confidence in Banks from 1979 to 2015
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Americans’ consumer confidence in banks.
% of respondents with “a great deal/quite a lot of confidence.”

Source: Gallup (https://news.gallup.com/poll/192719/americans-confidence-banks-languishing-below.aspx).

A Factoring Alternative

Marc and Federico envisioned NoviCap as two-sided online marketplace between small to medium
enterprises having collectible receipts that were in search of financing and investors interested in
short-term investment opportunities. Thus, the marketplace would connect small firms with
outstanding invoices, and in need of financing or better cash positions, to investors. Investors
would be institutional investors as well as family offices and HNW!Is, which wanted another way to
earn a financial return. Basically, NoviCap would purchase the invoice at a discount and then later
receive the payment of the debtor. For each transaction, NoviCap would keep the difference
between what the company paid and the interest received by the investor. This way of factoring
allowed the SMEs the freedom to choose which invoices to finance. SMEs would have full flexibility
and no long-term contracts and commitments.

For the clients, the marketplace would be completely online, with a dedicated account manager
supporting the onboarding, as well as the approval and disbursement of funds. NoviCap had the
goal of making the onboarding and first disbursement a 48-hour exercise and any follow-up
disbursement (for registered customers) completed within two hours. Clients could upload their
invoices and then decide which invoices they wanted to finance and when. They could examine
how much maximum credit would be available from NoviCap online and maintain flexibility in
managing their cash needs. SMEs would have full control of their cash flow without making any
personal guarantees.

|ESE Business School-University of Navarra

3


https://news.gallup.com/poll/192719/americans-confidence-banks-languishing-below.aspx

