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Abstract—Factoring accounts receivable is widely accepted as an 

alternative financing source and utilized in almost every industry that 
sells business-to-business or business-to-government. However, its 
patronage in the construction industry is very limited as some barriers 
hinder its application in the construction industry. This study aims at 
assessing the barriers to the use of factoring accounts receivables in 
the Ghanaian construction industry. The study adopted the sequential 
exploratory research method where structured and unstructured 
questionnaires were conveniently distributed to D1K1 and D2K2 
construction firms in Ghana. Using the one-sample t-test and 
Kendall’s Coefficient of concordance data were analyzed. The most 
severe challenge concluded is the high cost of factoring patronage. 
Other critical challenges identified were low knowledge on factoring 
processes, inadequate access to information on factoring, and high 
risks involved in factoring. Hence, it is recommended that contractors 
should be made aware of the prospects of factoring of accounts 
receivables in the construction industry. This study serves as basis for 
further rigorous research into factoring of accounts receivables in the 
industry. 
 

Keywords—Barriers, contractors, factoring accounts receivables, 
Ghanaian, perception. 

I. INTRODUCTION 

N Ghana, Building and Road Contractors are classified 
according to their financial standing. The Ministry of Works 

and Housing classifies these contractors under four groups: 
D1K1, D2K2, D3K3 and D4K4. The category of a contractor 
determines the type of work the contractor can perform. D1K1 
contractors are contractors with the capacity to execute 
projects that are above US$500,000.00 in value, D2K2 
contractors have the capacity to execute works projects that 
are up to a value of US$500,000.00, D3K3 contractors have 
the capacity to execute projects with a maximum value of 
US$200,000.00 and D4K4 contractors have the resources to 
carry out project with maximum value of US$75,000.00. One 
prominent challenge faced by contractors for public sector 
projects is financing [18]. Contractors bear a significant 
capital cost, and financial options for lowering capital costs 
are frequently sought. 

Factoring services can be viewed as a full-service financial 
solution for accounts receivable [6]. Based on the time scale, 
financing can be divided into long-term and short-term 
financing. [5] Indicated that, users need to consider the 
features and advantages of each type before deciding which to 
apply on their projects. Despite short-term financing are 
obtained quickly as compared to long-term financing it easily 
causes bankruptcy if the payback period becomes due without 
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sufficient returned payment [5]. With long-term financing, 
interest rates are higher, constraints are more and the 
application process is complicated [5]. Despite the lower 
impact to the user and risk of bankruptcy of long-term 
financing, small or medium companies find it difficult to raise 
funds for repayment [5]. Literature reveals that, approximately, 
66% of construction projects funds are generated from 
financial institutions like banks [21], [5]. Dependency on 
financial institutions may possess inherent disadvantages 
which may lead to more financial burden on the contractor. 
Hence, there is still a search for less risky alternatives for 
securing financial aid for the executing of construction 
projects. Scholars have suggested that, factoring accounts 
receivable is an effective means of raising short-term capital 
and transferring/reducing risks for construction [2]. 

According to [26], factoring is a financial transaction where 
an organization sells its accounts receivable to a factor at a 
discount. Now, factoring is regarded globally as a means of 
raising short-term capital for financial needs. There are 
numerous benefits in the use of factoring including the 
reduction and transferring of credit risks, improvement of cash 
flows, lowering financial administration costs and increasing 
efficiency and productivity [2]. Even though factoring has 
been successfully implemented in other industries, its 
assimilation in the construction industry is not effective [2] as 
there are numerous inherent challenges in its effective usage in 
the construction industry. In some developed economies such 
as the United States, United Kingdom among others, factoring 
is largely used as compare to developing countries like Ghana. 
However, factoring of account receivables is mostly used 
around the World as a vehicle to mobilize and free up cash 
flows for profitable growth of firms [12]. Hence, its usage can 
be very beneficial to firms in developing countries if the 
barriers that hinder its application are successfully mitigated. 
Therefore, this study seeks to identify the barriers to the usage 
of factoring accounts receivables in the Ghanaian construction 
industry. 

II. CONCEPT OF FACTORING 

Factoring of account receivables is recognized globally as a 
growing source of external financing for all types of firms [15]. 
Factoring is one of the earliest forms of commercial finance. 
The concept of factoring accounts receivable originated from 
the US textile industry [22]. Notwithstanding, [23], the origin 
of factoring can be traced to the Roman Empire. However, the 
concept of factoring became more prominent in America in 
the 19th century. In recent times, factoring can be explicitly 
regarded as a completed financial service for accounts 
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receivables [5]. The process of factoring involves a supplier 
(contractor) of the account receivable who sells them to a 
factor, a financial institution that provides the services of 
financing, credit management and collection [9]. Construction 
firms are likely to run into credit risks if payments due them 
are delayed. The use of factoring receivables can reduce this 
credit risk for the construction firm, because the factor can 
provide instant payment to clear the debt. However, the 
construction firm receives payment in cash at a discount from 
the factor, which varies by region and according to firm 
policies [25], [5]. There are two types of commonly used 
factoring methods. They include non-recourse factoring and 
recourse factoring. Non-recourse factoring offers the client 
full credit management service cover on approved debts [26]. 
This guard against the possibility of the factor being unable to 
secure full payment of factored invoices. Recourse factoring 
provides all types of facilities except debt protection. Under 
recourse factoring, the client’s liability to factor is not 
discharged until customer pays in full. According to [26], in 
recourse factoring, the factor takes responsibility of the clients' 
debt collections, but reserves the right to pursue full restitution 
from the client for any bad debts [24]. The overall factoring 
volume reached $11.342 trillion USD in 2006, according to 
Factors Chain International (FCI). When compared to the 
volume in 2005, the growth rate is about 12% [7]. But 
factoring is widely used in developed countries, however, in 
developing countries like Ghana, there is limited data and 
information on factoring due to its low popularity. Reference 
[19] opined that, African countries are insignificant in terms of 
patronage of Global factoring market. In Ghana, [12] reported 
a total factoring industry volume in 2012 to be four million 
euros which represents 0.01% of GDP. They reported total 
advances of one million euros, 58 clients, 36 debtors and the 
sector employing 45 persons. Comparatively, this depicts low 
patronage of factoring in Ghana. Low patronage of factoring 
in developing countries is due to numerous barriers as shown 
in Table I. 

 
TABLE I 

BARRIERS TO FACTORING ACCOUNTS RECEIVABLES 

Factors References 

High cost of factoring patronage [10]; [17] 

Unavailability of legal and regulatory systems [17] 

Inadequate access to information on factoring [13]; [10] 

Low knowledge on factoring processes [19]; [13] 

Inadequate infrastructure to facilitate factoring processes [3] 

Lack of judicial precedents on factoring [19]; [13] 

Costly tax imposes [24] 

Poor perception of factoring by firms [19] 

III. RESEARCH METHOD 

In achieving the aim, the research adopted the sequential 
exploratory research method. This involved the collection of 
qualitative data to either confirm, add or delete variables 
identified through the review of literature. The qualitative data 
were purposively collected from six major stakeholders in 
factoring of accounts receivables. The sample was chosen 

based on their rich experience from being involved in the 
processes of factoring of accounts receivables. The 
stakeholders included three major construction firms and three 
major financial institutions. From the qualitative data collected, 
four challenges of factoring of accounts receivables were 
added to the ones identified from literature. They included 
inadequate documentation from construction firms, unrealistic 
timelines for receiving monies, high collateral for securing the 
facility and bureaucratic nature of authentication of documents. 
With these 12 variables a close-ended questionnaire was 
developed to collect quantitative data from construction firms 
in Ghana. For this study, only D1K1 and D2K2 construction 
firms were contacted. These categories of respondents are 
mostly involved in huge projects that require high capital 
investments. The respondents were asked to rate the severity 
of the challenges using the five-point Likert scale of 1 = 
lowest; 2 = low; 3 = high; 4 = higher and 5 = highest. The 
structured questionnaires developed were conveniently 
distributed to 94 construction firms through hand delivery and 
supplemented with online distribution. Out of the 94 
questionnaires distributed, 81 were retrieved. However, upon 
further checks, six were deemed invalid and therefore 75 
questionnaires were used for the analysis representing a 
response rate of 79.79%. The high sample response rate can be 
attributed to the use of online survey [11]. Furthermore, there 
were constant reminders and follow-ups. The questionnaire 
administration and collection lasted for a six-month period 
aided by three assistants. The sample size was deemed 
adequate as it satisfies the recommendations of many 
researchers that a sample of 30 for any group could be deemed 
representative [20]. 

A. Data Analysis 

One-sample T-Test analysis was used to ascertain the 
relative severity of the variables as adopted by [1]. The mean 
scores, standard mean error and significance (p-values) of 
each variable were employed to ascertain the outcome of the 
survey and paint a clearer picture as shown in Table II. For 
each attribute, the null hypothesis was that, the attribute was 
not significant (Ho:U = Uo) and the alternative hypothesis 
was that the attribute was significant (H1:U > Uo). Uo is the 
population mean fixed at 3.5 and the significance level was set 
at 95% as used by several researchers [16], [1], [14]. The five-
point Likert rating scale was adopted hence; any criterion was 
considered significant if it had a mean of 3.5 or more. The p-
values were also used to confirm the statistical significance of 
each criterion. In addition, standard error was used to give an 
indication of how the sample represents the population [8]. 
Standard errors closer to zero depicts a low variability 
between the sample and population mean and vice versa. 
Lastly, the Kendall’s Coefficient was computed to confirm the 
reliability of the five-point scales by measuring the internal 
consistency among the various factors. According to [4], 
overall agreement amongst sets of rankings can be ascertained 
by using Kendall’s coefficient of concordance. For Kendall’s 
W, ‘no agreement’ and ‘complete agreement’ are represented 
by the values 0 and +1 respectively from a range 0 to +1. The 
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Kendall’s W values for this study was 0.397 which depicts a 
degree of overall agreement amongst the sets of ranking. From 
Table II, two variables had means below the test mean of 3.5. 
Hence, it is reasonable to conclude that, the first 10 factors 
from Table II are severe challenges that hinders the use of 
factoring of accounts receivables in the Ghanaian construction 
industry. Also, from Table II, all of the factors had a standard 

error mean less than 1.000 depicting that, there is little 
variability in the data collected and consistency in agreement 
among the respondents. In Table II, all the variables were 
significant as it recorded p-value less than 0.05. This gives a 
strong indication of the statistical significance of the 
challenges that hinders the use of factoring of accounts 
receivables in the Ghanaian construction industry.  

 
TABLE II 

1-TAILED TEST, SIGNIFICANCE AND KENDALL’S COEFFICIENT OF CONCORDANCE 

Factors Mean Standard Mean Error Rank Sig (1-tailed) Statistically significant 

High cost of factoring patronage 4.530 0.502 1st 0.000 Yes 

High risks involved in factoring 4.520 0.058 2nd 0.000 Yes 

Low knowledge on factoring processes 4.510 0.058 3rd 0.000 Yes 

Poor perception of factoring by firms 4.510 0.058 4th 0.000 Yes 

Lack of judicial precedents on factoring 4.410 0.496 5th 0.000 Yes 

Unrealistic timelines for receiving monies 4.410 0.572 6th 0.000 Yes 

Inadequate access to information on factoring 4.390 0.517 7th 0.000 Yes 

Costly tax imposes 4.290 0.053 8th 0.000 Yes 

Inadequate documentation from construction firms 3.960 0.048 9th 0.000 Yes 

Inadequate infrastructure to facilitate factoring processes 3.630 0.056 10th 0.014 Yes 

Unavailability of legal and regulatory systems 3.480 0.503 11th 0.016 Yes 

Bureaucratic nature of authentication of documents 3.430 0.498 12th 0.023 Yes 

Kendall’s W = 0.397 

 

IV. DISCUSSION OF RESULTS 

The challenges associated with the use of factoring of 
accounts receivables in the Ghanaian construction industry as 
ranked in Table II using mean scores and level of significance 
are discussed as follows: 

A. High Cost of Factoring Patronage 

The high cost of patronizing factoring facilities deters most 
construction firms from considering such approach. 
Consequently “high cost of factoring patronage” was ranked 
as the most severe challenge with a mean of 4.530 and a 
corresponding significance level of 0.000, which indicates that, 
it is a statistically significant challenge to the use of factoring 
of accounts receivables. The use of factoring the impose a 
whole range of additional cost to a company [10]. Reference 
[17] indicated that, the use of factoring may attract discount 
charges (based on bank interest, ranging from 1.5% to 3.0% 
over base rate) and service fees (ranging from 0.2% to 0.5% of 
turnover). There may be additional costs for additional 
requested services, such as credit protection charges for non-
recourse factoring agreement (range from 0.5% to 2% of 
turnover). This limits the use of factoring of accounts 
receivables as an alternative financing approach for 
construction firms. Also, in most situations, the high cost of 
collateral for securing the facility hinders it patronage.  

B. High Risks Involved in Factoring 

Risky ventures are unattractive for numerous profit-making 
industries like construction. Based on the interviews 
conducted, it was realized that, the high risk of factoring 
hinders its patronage. It was ranked as the second most severe 
challenge with a mean score of 4.520 and a significance level 
of 0.000. Reference [19] opined that, the factoring business is 
a high-risk venture due to the lack of facilitating financial 

infrastructure. A registration system for the assignment of 
receivables is a critical infrastructure required for factoring. 
However, [3] disclosed that, such platforms are non-existent in 
many African countries including Ghana.  

C. Low Knowledge on Factoring Processes 

Low knowledge on factoring processes was ranked as the 
third most severe challenge with a mean of 4.520 and a 
corresponding significance level of 0.000. This finding is in 
agreement with the assertion of [19] who indicated that, the 
lack of knowledge of factoring is a significant challenge its 
growth in sub-Saharan Africa. He explained that, numerous 
governments in Africa did not champion factoring as a result 
of limited knowledge of its prospects. Reference [13] also 
postulated that, there is a lack of awareness of what factoring 
is as there are different levels of understanding and use of 
terminologies in different countries. This limits the 
implementation of factoring as an alternative source of 
funding in the Ghanaian construction industry.  

V. CONCLUSION 

Research has shown that, factoring improves the financial 
competitiveness of firms by increasing their liquidity and 
enhancing their cash-flow patterns of businesses. Most 
construction companies face liquidity risk as they are mostly 
not able to get enough finance to execute their obligations. 
Furthermore, construction firms are constantly seeking ways 
of lowering financing costs and seeking other effective 
financing alternatives. Therefore, factoring of account 
receivables is an appropriate alternative financing approach 
suitable for construction firms. However, this study has shown 
that, there are inherent barriers that hinders the patronage of 
factoring financial facilities like unrealistic timelines for 
receiving monies, costly tax imposes and unavailability of 
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legal and regulatory systems. From the study, it was realized 
that, high cost of factoring patronage was the most severe 
challenge to the use of factoring in the Ghanaian construction 
industry. Based on the findings, it is recommended that, 
substantial awareness should create on the prospects of 
factoring of accounts receivables in the construction industry. 
This will create the platform for governments to develop 
appropriate legislation to govern its operation thereby, 
reducing the risk involved in the patronage of factors. This 
will further have a ripple effect on the cost of patronizing 
factors hence, encouraging more construction firms to 
consider factoring of accounts receivables as an alternative 
financing source. This study was limited to only construction 
firms in Ghana. However, there are other significant 
stakeholders that are involved in the factoring business like 
financial institutions. Therefore, further studies can put more 
emphasis on the barriers exclusive to financial institutions in 
Ghana.  
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