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Executive Summary

Commercial lenders face a dilemma that has quietly shaped the industry for decades. Verify
slowly and lose good borrowers to faster competitors. Or move fast on self-reported data and
absorb the risk of what that data hides.

Most institutions never chose a side. They built a compromise: point-in-time underwriting. Review
the file at onboarding, re-check it quarterly, and trust the borrower's paperwork in between. That
compromise held up as long as fraud was hard to manufacture and portfolios moved slowly.

Neither condition holds anymore. Generative tools produce perfect loan documentation in
minutes. Ledger manipulation compounds monthly while controls check quarterly. And the
borrowers lenders decline for lack of verifiable data are exactly the ones competitors fund and
grow with.

This paper examines both sides of the dilemma with equal weight. On the risk side: why every
standard control validates artifacts the borrower controls, and how the major fraud typologies
exploit that single blind spot. On the revenue side: how the same blind spot silently taxes
origination through slow approvals, conservative advance rates, and declined deals that were
actually good.

The conclusion is structural, not incremental. The dilemma dissolves only when verification moves
from borrower-supplied documents to the debtor's own system of record: the AP platforms and
vendor portals where invoices are approved, scheduled, and paid. Direct-to-source data replaces
the false choice between speed and safety with a single standard that delivers both.

1. The Dilemma Nobody Chose

Every commercial credit committee inherits the same tradeoff.

Diligence takes time. Documents must be collected, statements reviewed, debtors confirmed,
exams scheduled. Each step adds days. Each day costs deals. A borrower who needs working
capital this month does not wait politely through a 14-day approval cycle. They call the next
lender.

Speed takes trust. Every day cut from the approval cycle is a control removed or a document
taken at face value. The faster the yes, the more the decision leans on what the borrower chose to
show.

So the industry settled on a compromise: verify thoroughly once, at a point in time, then trust
forward. Underwrite hard at onboarding. Re-paper quarterly or annually. Assume the borrower you
approved in January is the borrower you hold in June.



The compromise was rational when it was built. Documents were hard to fake convincingly. Books
changed slowly. Relationships carried real information. None of that describes the current
environment.

Verify slowly Move fast
10-14 days of diligence. Trust the file as given.
Good borrowers walk. Absorb what it hides.

— =

The compromise: point-in-time underwriting

Verify once at onboarding - re-check quarterly - trust forward in between

Figure 1- The tradeoff every credit committee inherits, and the compromise built on it.

Point-in-time underwriting assumes the borrower you funded in January is the
borrower you hold in June. Same client mix. Same margins. Same ledger

integrity. Every one of those assumptions decays daily.

2. What the Credit File Actually Proves

Walk through a standard commercial verification stack and ask one question of every item: who
controls this evidence?

Control What it appears to prove Who controls the evidence
Invoice PDF A receivable exists The borrower
Aging report The receivable is current The borrower's accounting system
Borrowing base . . .
. The collateral is sufficient Signed by the borrower
certificate
Bank statements Cash is flowing Selected and submitted by the borrower

The debtor acknowledges the
debt

Debtor confirmation Contact details supplied by the borrower

Field exam The books are sound Records prepared and hosted by the borrower



Six controls. One source. Every artifact in the standard stack passes through the hands of the
party with the incentive to misstate it. In any other domain this would be called a conflict of
interest. In lending it is called documentation.

Invoice PDF

Aging report

) » The borrower
Borrowing base certificate

produces or mediates

the evidence behind
Bank statements all six controls

Debtor confirmation

Field exam

Figure 2 - Six standard controls, one source. Every artifact is produced or mediated by the borrower.

None of this means the controls are useless. It means they answer a narrower question than the
one underwriting is actually asking. A bank statement proves money moved; it does not prove why.
An aging report is a screenshot of whatever the accounting system was told to say. A confirmation
letter proves someone answered an email, not that the debt exists.

The data freshness problem

There is a second, quieter defect: even honest data arrives stale. Financials are weeks old at
submission and months old by renewal. The average commercial credit file is refreshed quarterly
at best. Meanwhile the book it describes changes daily: a debtor starts paying slow, concentration
creeps, margins compress.

Institutions monitor stock portfolios by the second and loan collateral by the quarter. The gap
between those two clocks is where both problems in this paper live: the fraud that goes unseen,
and the good borrower who cannot prove they are good fast enough.

3. The Risk Side: How Ledger Manipulation Beats Point-

in-Time Review

Ledger fraud rarely starts as a scheme. It starts as a bridge. An owner under sudden pressure re-
ages one invoice to survive a covenant test, fully intending to fix it next quarter. The control



calendar gives them time. The relationship gives them cover. By the time anything surfaces, the
hole has compounded.

Occupational fraud runs a median of about twelve months before detection. In lending books,
ledger fraud often runs longer, because every standard control has a built-in delay the fraudster
can read like a timetable: restate before the exam, re-age after the audit, keep the certificate
internally consistent.

exam exam exam exam
True exposure

Exposure (illustrative)

What the file
shows at review

Months since the scheme begins

Figure 3 - lllustrative: a ledger scheme against a quarterly control calendar. The file looks clean at every exam while true
exposure compounds.

The five typologies that matter

1. Fabricated receivables. Invoices for work never performed, supported by generated documents.
Survives because review happens on documents, not transactions. The First Brands collapse
cost lenders over $500M through fabricated invoices that passed every file review.

2. Double-pledging. The same receivable financed by two lenders. Both hold UCC filings, signed
certificates, and completed audits. Neither sees the debtor's payables ledger, where the
invoice shows as paid months earlier.

3. Re-aging. Invoice dates rolled forward so a deteriorating book looks current. Survives because
the exam is quarterly and the ledger is daily.

4. Confirmation fraud. The lender's verification email goes to a look-alike domain, answered by a
persona the borrower controls. Every element of the interaction, the domain, the mailbox, the
letterhead, is borrower-manufactured.

5. Related-party receivables. Sales to entities the borrower controls, dressed as third-party
revenue. Survives because entity relationships are invisible in the documents the borrower
supplies.

Five schemes, one root cause: point-in-time validation of borrower-controlled data. They are not
five problems requiring five point solutions. They are one visibility problem wearing five costumes.



The Al asymmetry

For decades, fraud had tells. Wrong fonts, reused templates, math errors. Underwriters caught
fakes because fakes looked fake. Generative tools ended that era. A synthetic invoice now carries
correct tax treatment, debtor-specific PO formats, and serial numbers that follow the real
sequence. Cloned voices answer callback numbers. Synthetic email threads arrive with realistic
history.

The asymmetry is structural. The fraud side compounds: every successful scheme funds better
tooling and gets shared. The verification side is static: PDF review, a phone call, a mailed letter, an
annual exam. When the document itself can be manufactured perfectly, document review stops
being a control. It becomes a ritual.

What a fraud loss actually costs

At a 3% net margin, a single $2M fraud write-off consumes the entire profit of roughly $65M in
performing loans. And the write-off is the cheap part. The credit tightening that follows declines
good borrowers for two years. Examiner attention increases. A good credit team burns out in the
internal review. Fraud losses are not priced like credit losses; institutions respond to them
emotionally, not actuarially.

$ 2 M ' the write-off itself: $2M

one fraud write-off

the performing loans whose entire annual profit it consumes: $65M

Figure 4 - At a 3% net margin, one $2M write-off consumes the annual profit of a $65M performing book.

4. The Revenue Side: What the Same Blind Spot Costs at
Origination

The risk story has a mirror image that rarely makes it into a committee deck, because it never
books as a loss. It books as nothing at all.



The silent decline

A three-year-old subcontractor with real contracts and a creditworthy debtor applies for a
facility. The file is messy: statements need explanation, no audited financials yet, receivables that
would take two weeks of manual effort to confirm. The committee passes. Safe choice.

That borrower gets funded across the street and triples. Their receivables, the ones deemed too
hard to verify, pay like clockwork. The data proving it existed the whole time, sitting in their
debtor's vendor portal, where nobody looked.

Declines driven by unverifiable data are silent losses. No report captures them, so nobody owns
them. Meanwhile the immaculate file, the one with instant document turnaround and ten years of
clean paperwork, sails through. Fraudsters never miss a document deadline. Real businesses do,
because they are busy running a business.

The velocity tax

Every deal that closes also pays a tax. Fourteen-day approval cycles filter out borrowers who
cannot wait. Conservative advance rates price in the uncertainty of self-reported collateral.
Manual statement review consumes analyst hours that scale linearly with book growth. Renewals
re-paper what could be re-verified automatically.

Time spent examining self-reported data is not diligence. It is latency with a clean conscience. A
process can be thorough about the wrong evidence, and most are.

Where it hurts Point-in-time reality The commercial cost

Approval cycle 10-14 days of document collection Good borrowers close elsewhere

Advances held at a conservative 70% e .
Advance rates . . Smaller facilities, less yield
of invoice value

Declines “Could not verify in time” Silent loss, never measured
Renewals Full re-papering Analyst hours, borrower friction

s lit Facility sized once, held fixed between Over-committed capital in troughs;
easonali
v reviews capped growth in peaks

Book growth Verification scales with headcount Growth capped by ops capacity

5. Direct-to-Source: The Data Was Always There

There is one place where the truth about a receivable already exists, updated in real time,
maintained by people with no incentive to lie to the lender: the debtor's own payables system.
Ariba, Coupa, the vendor portals every large buyer requires its suppliers to use.



Inside that system of record: whether the invoice exists, whether it was approved, whether it is
scheduled for payment, whether it was already paid, and to whom. It was never designed for
lenders. It was designed so the debtor could manage its own obligations. Which is exactly why it is

honest.

the old path: The borrower
self-attested -
documents - invoices - agings - certificates

The debtor's
system of record

Ariba - Coupa - portals

/

transaction-level truth

Kapwork Al agents

verified receivables -

continuous anomaly detection read the ledger at the source

Figure 5 - Verification moves from borrower-supplied documents to the debtor's own system of record.

Why source data is structurally different

» It is adversarially neutral. The debtor's AP team maintains it for their own operations. It does
not know or care that a lender is watching.

» It is transaction-level, not artifact-level. It describes the state of the obligation itself, not a

document about the obligation.
» Itis continuous. It updates when reality updates, not when the exam calendar says so.

» It is complete against the typologies. Fabricated invoices do not exist there. Double-pledged
receivables show as paid there. Re-aged invoices show their real dates there. Confirmation
fraud is bypassed entirely, because nobody needs to ask the borrower for a contact.

Every workaround in the traditional stack, confirmation letters, field exams, statement analysis,
exists because direct observation of the debtor's ledger used to be impossible. The interesting
question for this decade is what happens to a control stack built on impossibility when the

impossibility expires.

From spot-checks to systemic detection

Point-in-time review samples: 10% of invoices, one exam per quarter, one confirmation per large
debtor. Source-connected monitoring inverts the model. Every receivable is validated against the
system of record, continuously. Anomalies surface as they form: an invoice that appears in the
borrowing base but not in the debtor's AP queue, a payment that landed at the borrower but never
reduced the pledged balance, dilution trending before it breaches.



Detection stops being an audit event and becomes a property of the book.

6. Both Sides of the Ledger: What Changes in Practice

The reason this paper gives equal weight to risk and revenue is that direct-to-source data does
not make lenders choose. The same connection that de-risks the book accelerates it.

Risk prevention

Typologies neutralized at the data layer
Detection in days, not months

X Continuous portfolio surveillance

One direct-to-source

connection

always on - every receivable Revenue enablement

Time-to-fund in hours
Messy-but-good borrowers become fundable
Advance rates set on verified collateral

Figure 6 - The same connection answers both committee questions: can we trust the book, and can we grow it faster.

Risk prevention: monitoring that compounds in the lender’s favor

» Fraud typologies are neutralized at the data layer, not chased at the document layer.

» The twelve-month detection window collapses. A scheme that cannot survive week one never
compounds into a write-off.

» Portfolio surveillance moves from quarterly snapshots to continuous state: concentration,
dilution, and payment behavior visible as trends, not surprises.

» The fraudster's calendar advantage disappears. There is no exam date to restate around when

validation is always on.

Revenue enablement: onboarding that says yes faster, and to more

» Time-to-fund drops from weeks to days or hours, because the slowest step, verifying the
collateral, becomes a lookup instead of a project.

» The messy-but-good borrower becomes fundable. Verified receivables speak for themselves
when the file cannot.

» Advance rates can reflect verified collateral quality instead of pricing in documentary
uncertainty.

» The book grows without verification headcount growing with it.

The dual outcome is the point. Institutions that adopt source verification first do not just cut their
own losses; they push fraud toward competitors, because fraud flows to the softest verification



like water. They also win the borrowers everyone else was too slow to approve. The advantages
stack.

The same connection answers both questions the committee has always
traded off: Can we trust this book? and Can we grow it faster? With source

data, the answer to both is yes, for the same reason.

7. Questions for Your Own Stack

A practical close. Put the current verification stack in front of the committee and ask:

1. Of the items in our credit file, how many does the borrower control end to end?

2. If a motivated borrower re-aged 15% of the book today, what is the earliest date any current
control would surface it?

3. How many declines last year cited verification effort or data quality, and did anyone review
what those borrowers did next?

4. When we confirm a receivable, who supplied the contact we confirmed with?

5. Have we ever seen our borrowers' receivables from inside the debtor's system of record, even
once?

If the answers are uncomfortable, the discomfort is the finding. The dilemma between speed and
safety was never a law of nature. It was a limitation of the evidence available. The evidence has
changed.

About Kapwork

Kapwork connects receivables finance to the debtor's system of record. Using Al agents that read
directly from AP platforms and vendor portals such as Ariba and Coupa, Kapwork validates that
each receivable exists, is approved, and is scheduled for payment, before funding and
continuously afterward. The result is preventative, systemic anomaly detection for portfolio
defense, and verified data that lets financiers onboard good borrowers in hours instead of weeks.

To see source verification against live receivables, visit kapwork.com.
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