Debt Factoring Explained
Scenario
1. Mr Kindhearted buy a used car from Mr Poff. He received an invoice which is to be paid in 30 days.
2. Meanwhile Mr Poff has cash flow problems and needs his invoices to be paid early. He cannot wait 30 days for payment.

3. Mr Poff approaches the Debt Factorer, who gives Mr Poff a cheque for 80% of the value of the invoice, so the teacher writes out a cheque for £800 and gives it to Mr Poff.

4. After 30 days, Mr Kindhearted pays his invoice of £1000, but as Mr Poff has factored the debt, Mr Kindhearted pays it to the Debt Factorer instead of Mr Poff. Mr Kindhearted writes out a cheque for £1000 and gives it to the teacher (the debt factorer).

5. The debt factorer then writes out a cheque for £150 and gives it to Mr Poff. This is for the remaining balance of £200, less the debt factorer’s fee of 5% of the invoice total (£200 - £50 = £150)

The end.

Bodgit and Crash Used Car Sales
123 High Street,

Farnham

Surrey

INVOICE

	
	Company 7542383; VAT : 4790543185
	

	
	
	
	
	
	
	

	
	Invoice Number:
	728
	
	
	

	
	Date:
	
	14 February 2008
	
	
	

	
	
	
	
	
	
	

	
	To:
	Mr Kindhearted
	
	
	

	
	
	45 Gullible Street

Godalming

Surrey
	
	
	


	
	Fees:
	
	
	
	
	

	
	
	1 ‘good as new’ Nissan Sunny 
	
	Amount
	£1000

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	Total
	£1000

	
	
	
	
	
	
	

	
	Payment terms:
	
	
	
	

	
	Payment due within 30 days of invoice date.

	
	
	
	
	

	
	Mr R. I. Poff
	
	
	

	
	Company Director
	
	
	




  SadWest Bank










Date……………………
Pay……………………………………………………………………………………………………………………….


…………………………………………………………………………………………………………………………….

………………………………………………………………………………………………..

Mr D Factor


60 - 54 - 21





    Account Payee





£





Account No


54237861





Branch Sort Code


605421





Cheque No


000110








