
federal laws prohibit the selling of accounts
receivable to factors

federal laws prohibit the selling of accounts receivable to factors in certain regulated industries and under
specific circumstances to protect financial transparency and prevent fraud. While factoring—selling accounts
receivable to third parties—is a common financial tool for businesses seeking liquidity, it is not without legal
boundaries. This article provides a comprehensive examination of the federal legal landscape surrounding the
selling of accounts receivable, highlighting key statutes, regulatory restrictions, and the implications for
businesses and factors alike. Understanding these federal restrictions is crucial for companies considering
factoring arrangements to ensure compliance and avoid legal pitfalls. The discussion also addresses
exceptions and industry-specific regulations that influence the permissibility of factoring transactions. The
following sections will explore the legal framework, examine notable federal prohibitions, analyze the role of
regulatory agencies, and outline best practices for lawful factoring engagements.
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Federal Legal Framework Governing Accounts Receivable Factoring

The foundation of federal laws concerning the selling of accounts receivable to factors is rooted in statutes
designed to regulate commercial transactions and protect creditors and debtors. Factoring, the process where
businesses sell their receivables to third-party financial institutions known as factors, provides immediate
cash flow but is subject to federal oversight to prevent abuses. The Uniform Commercial Code (UCC),
although adopted at the state level, provides uniformity in the assignment and sale of accounts receivable,
but federal laws overlay additional restrictions, especially in sensitive sectors.

Federal statutes such as the Bankruptcy Code, the Securities Act, and specific consumer protection laws can
impact factoring arrangements. These laws outline the conditions under which accounts receivable may be sold,
the rights of original debtors, and the treatment of receivables in insolvency situations. Additionally, federal
fraud and anti-money laundering statutes impose restrictions designed to maintain financial integrity in
factoring transactions.

Uniform Commercial Code and Federal Overlays

The Uniform Commercial Code Article 9 addresses the perfection and priority of security interests, including
those involving accounts receivable. While the UCC facilitates factoring by establishing rules for the
transfer of receivables, federal laws may override these provisions in certain sectors or under specific
conditions. Understanding how federal and state laws interact is critical for lawful factoring.

Bankruptcy Code Implications

Under the federal Bankruptcy Code, the sale of accounts receivable must be carefully structured to avoid
preferences or fraudulent conveyances. The Code restricts certain transfers prior to bankruptcy filings to



protect creditors’ equitable rights, effectively limiting how and when accounts receivable can be sold to
factors.

Key Federal Prohibitions on Selling Accounts Receivable to Factors

Though factoring is generally permitted, several federal laws explicitly prohibit or restrict the selling of
accounts receivable to factors in specific contexts. These prohibitions aim to safeguard financial systems,
protect consumers, and ensure transparency.

Prohibition Under Truth in Lending Act (TILA)

The Truth in Lending Act restricts factoring arrangements when accounts receivable stem from consumer credit
transactions. The law requires clear disclosure of credit terms and limits the transferability of certain
consumer debt to protect consumers from deceptive practices.

Restrictions in the Healthcare Sector

Federal statutes such as the Health Insurance Portability and Accountability Act (HIPAA) and the Anti-
Kickback Statute impose restrictions on factoring medical accounts receivable. These laws prohibit the sale or
transfer of certain healthcare-related receivables to prevent fraud, abuse, and violations of patient privacy.

Financial Institutions Reform, Recovery, and Enforcement Act (FIRREA)

This law restricts the factoring of accounts receivable tied to federally insured financial institutions. FIRREA
aims to prevent risky transactions that could destabilize the banking sector and protects the integrity of
federally insured deposits.

Regulatory Agencies and Their Enforcement Roles

Several federal agencies oversee and enforce laws pertaining to the selling of accounts receivable to factors.
Their roles include monitoring compliance, investigating violations, and imposing penalties on unlawful
factoring transactions.

The Federal Trade Commission (FTC)

The FTC enforces consumer protection laws related to factoring, particularly when consumer debts are
involved. The agency investigates deceptive practices and ensures that factoring does not violate truth-in-
lending and fair debt collection standards.

The Consumer Financial Protection Bureau (CFPB)

The CFPB monitors factoring activities connected to consumer finance, ensuring that federal laws protecting
consumers are upheld. The bureau frequently issues guidelines and conducts examinations of factoring
companies.



The Department of Health and Human Services (HHS)

HHS enforces regulations impacting the factoring of healthcare receivables, including HIPAA compliance and
fraud prevention. The Office of Inspector General (OIG) within HHS plays a key role in investigating unlawful
transfers.

Industry-Specific Restrictions and Exceptions

Federal laws do not uniformly prohibit the selling of accounts receivable to factors across all industries.
Instead, restrictions often depend on the nature of the receivables and the regulatory environment governing the
industry.

Healthcare Industry

The sale of accounts receivable in healthcare is heavily regulated to prevent fraud and protect patient
information. Exceptions exist for certain types of receivables, but strict compliance with HIPAA and fraud
statutes is mandatory.

Financial Services

Receivables associated with banks and other financial institutions are subject to FIRREA and other federal
banking laws, which restrict factoring to avoid risks to the financial system. Exceptions may apply for non-
federally insured entities or specific types of receivables.

Consumer Goods and Services

In consumer markets, the sale of accounts receivable is regulated primarily to protect consumers from unfair
debt collection and ensure transparency under TILA and the Fair Debt Collection Practices Act (FDCPA).

Legal Risks and Compliance Strategies in Factoring

Businesses engaging in factoring must navigate complex federal laws to avoid legal risks such as penalties,
voided contracts, or litigation. Compliance strategies are essential to lawfully sell accounts receivable to
factors.

Due Diligence and Contractual Safeguards

Thorough due diligence on the legality of receivables and careful drafting of factoring agreements help mitigate
risks. Contracts should explicitly address compliance with applicable federal laws and outline responsibilities
and warranties.

Monitoring Regulatory Developments

Staying informed about changes in federal laws and regulations governing factoring ensures ongoing
compliance. Engaging legal counsel specializing in commercial finance is advisable for navigating evolving
requirements.



Implementing Internal Controls

Establishing robust internal controls for receivables management and factoring transactions helps prevent
unlawful sales and protects the business from regulatory scrutiny.

Review all receivables for regulatory restrictions before sale

Ensure full transparency with debtors regarding factoring arrangements

Maintain detailed records of all factoring transactions

Train staff on legal compliance and reporting obligations

Frequently Asked Questions

What are federal laws regarding the selling of accounts receivable to
factors?

Federal laws generally do not prohibit the selling of accounts receivable to factors. Factoring is a common
financial transaction where businesses sell their receivables to third parties (factors) to improve cash flow.

Are there any federal restrictions on factoring agreements?

While federal laws do not prohibit factoring itself, certain regulations such as the Truth in Lending Act
(TILA) and the Fair Debt Collection Practices Act (FDCPA) may apply to factoring agreements, ensuring
transparency and fair treatment of debtors.

Can the Federal Trade Commission (FTC) regulate the sale of accounts
receivable to factors?

Yes, the FTC can regulate deceptive or unfair practices related to factoring transactions, but it does not
prohibit the sale of accounts receivable outright.

Do federal laws protect debtors when their accounts receivable are sold
to factors?

Yes, federal laws such as the FDCPA protect debtors from abusive collection practices, regardless of
whether the account is held by the original creditor or a factor.

Is it legal for a company to sell its accounts receivable to a factor under
federal law?

Yes, it is legal under federal law for companies to sell their accounts receivable to factors. This practice is
widely used for financing and liquidity purposes.

Are there any federal laws that require notification when accounts



receivable are sold to factors?

Federal laws do not generally require notification to debtors when accounts receivable are sold to factors,
but state laws or the terms of the contract may impose such requirements.

How do federal bankruptcy laws interact with the sale of accounts
receivable to factors?

Federal bankruptcy laws recognize factoring transactions, but the timing and nature of the sale may be
scrutinized to ensure it was a legitimate sale and not a preferential transfer or fraudulent conveyance.

Additional Resources
1. Understanding Federal Restrictions on Accounts Receivable Factoring
This book provides a comprehensive overview of federal laws that regulate the selling of accounts receivable
to factors. It explains the legal framework and restrictions imposed to protect businesses and creditors. The
text includes case studies and practical examples to help readers grasp the complexities of these regulations.

2. The Legal Landscape of Factoring: Federal Prohibitions and Compliance
Focusing on the intersection of finance and law, this book explores the federal prohibitions against selling
accounts receivable to factors. It discusses compliance requirements and the consequences of violating these
laws. Readers will find detailed analysis of statutory provisions and regulatory guidance.

3. Accounts Receivable Factoring and Federal Law: A Practical Guide
This guide offers business owners and legal practitioners a practical approach to navigating federal
restrictions on factoring accounts receivable. It covers relevant statutes, enforcement policies, and
strategies to lawfully manage receivables. The book also highlights common pitfalls and how to avoid them.

4. Federal Regulations Governing the Sale of Accounts Receivable
Delving into federal regulatory frameworks, this book examines the specific laws that prohibit or limit the
selling of accounts receivable to third-party factors. It provides an in-depth review of legislative history and
regulatory intent. The book is ideal for legal scholars and financial professionals seeking detailed regulatory
analysis.

5. Factoring and the Law: Federal Prohibitions Explained
This text breaks down the federal prohibitions on factoring accounts receivable in clear, accessible language.
It explains why these laws exist and how they impact businesses and financial institutions. The book also
includes guidance on how to structure transactions to stay within legal boundaries.

6. Compliance Challenges in Accounts Receivable Factoring under Federal Law
Addressing the challenges faced by companies in complying with federal laws on factoring, this book offers
insights into regulatory expectations and enforcement trends. It discusses risk management techniques and
compliance best practices. The content is supported by real-world examples and regulatory commentary.

7. The Prohibition of Accounts Receivable Sales: Federal Statutes and Case Law
This scholarly work examines the statutory prohibitions and relevant case law concerning the sale of
accounts receivable to factors. It provides an analytical perspective on judicial interpretations and their
implications for business practices. The book is valuable for attorneys, judges, and academics.

8. Financial Transactions and Federal Law: The Limits of Accounts Receivable Factoring
Exploring the boundaries set by federal law on factoring financial assets, this book offers a detailed look at
the legal restrictions on accounts receivable sales. It discusses the impact of these limits on financial markets
and business financing options. The book also considers future legislative trends.

9. Navigating Federal Prohibitions on Selling Accounts Receivable to Factors
This resource focuses on practical advice for businesses navigating federal restrictions on accounts
receivable sales. It includes checklists, compliance tips, and legal considerations to help avoid violations. The



book serves as a handbook for CFOs, accountants, and legal advisors involved in receivables management.
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