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The Effect of Notice of Assignment of Receivables in Factoring

Contracts

ZHAO Yue
(Anhui Guoyun Law Firm, Hefei 230000, Anhui, China)

Abstract: Factoring centres on the assignment of receivables. To be effective against the account debtor, the assignment
must be notified. Article 764 of the Civil Code provides that when the factor notifies the debtor of the assignment, it shall
identify itself and attach necessary supporting documents. Article 765 provides that after notice, the debtor may not raise against
the factor the defence that the receivable does not exist or has been extinguished. Article 768 provides that where multiple
factoring contracts are concluded over the same receivable, the registered factor prevails over the unregistered; among registered
factors, priority follows the order of registration; where none is registered, priority belongs to the factor named in the notice that
first reaches the debtor. These provisions build a system of notice, registration and priority, yet leave four gaps. First, it is unclear
who may give notice, whether only the assignor or also the factor. Second, the form of notice and the standard of receipt are
uncertain, and the effect of oral, electronic or public notice is contested. Third, the consequences of non-notification are unclear,
in particular whether the debtor is discharged by paying the assignor and whether the factor may invoke apparent assignment.
Fourth, the relationship between registration and notice is unresolved, and whether registration may substitute for notice is
disputed. This article argues that notice may be given by the assignor or the factor, but a factor giving notice must identify itself
and produce supporting documents; that notice must reach the debtor and be capable of verification, with electronic notice
effective where the debtor has agreed to that channel; that absent notice the debtor is discharged by payment to the assignor, and
apparent assignment applies only where the assignor appears as the creditor with the factor's acquiescence; and that registration
determines priority among competing assignees but does not substitute for notice as against the debtor.

Key words: factoring contract; assignment of receivables; notice; registration; effect against third parties; protection of the
debtor
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