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Preface

It has been our experience that students approach the course in
secured transactions with more apprehension than they do other cours-
es—indeed, far more than the subject matter warrants and far more than
is usually generated by the course in sales. We believe that at least two
factors are responsible for our students’ heightened level of anxiety.
First, learning Article 9 of the Uniform Commercial Code requires a stu-
dent to master a technical vocabulary that is neither familiar nor intu-
itive. Second, the business context of secured lending and personal prop-
erty financing is alien territory to most students. All students have
bought or sold goods, and studying Article 2 therefore produces only the
discomfort caused by a first encounter with statutory materials. Article 9
is quite different. While many students may have experienced the inde-
scribable joy of a secured car loan, only a handful in any given class have
any experience with inventory or accounts receivable financing. Fixture
financiers seem to be absent altogether. As a result, the difficulty of
learning new law is compounded by an unfamiliar transactional context.
Students reading traditional casebooks often have as much trouble
understanding why the business actors featured in reported cases behave
in certain ways as they have understanding the solution Article 9 imposes
on the problems the cases present.

We are not certain that any law professor can solve the problems
posed by students’ lack of familiarity with the business context in which
Article 9 operates. It may be that only years of experience as practicing
lawyers can do that. However, we would like to find techniques that can
begin the process in law school in a way superior to traditional casebooks.
To that end, we borrow from those contemporary legal scholars who see
value in the use of narrative and simulation as devices for communication
and learning. We propose to explore the law of secured transactions from
the perspective of a staff attorney at a mythical bank holding company
with several financing arms. In the pages that follow, we will introduce
Megabank, Inc. and its flagship urban bank, the Bank of New Babylon.
Along the way, we will also present a consumer finance subsidiary
(Friendly Finance Co.), a commercial finance subsidiary specializing in
inventory and accounts receivable financing (NB Commercial Finance
Co.), a real estate mortgage loan originator (NB Mortgage Co., Inc.), a
‘subsidiary devoted to credit card operations (NBCard, Inc.), and a (some-
what shaky) small town bank (the Bovine State Bank) acquired by Mega-
bank, Inc. as part of the trend toward consolidation in the banking indus-
try. Naturally, it will also be necessary to introduce some of their com-
petitors. It is our hope, in this process, to provide illustrations of the
range of personal property financing transactions, as well as to provide
some glimpse into the tasks, pressures, and incentives facing the people
involved in them. Expository material that would normally be in notes is
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vi PREFACE

provided through the medium of mythical loan officer training and opera-
tions manuals.

The reader will note that reports of judicial opinions in appellate
cases are entirely absent from this book, although we do occasionally pro-
vide case citations in connection with particular problems. The omission
of traditional case reports is, in part, a reflection of our hope that narra-
tive may be substituted for them as a means of setting secured transac-
tions in their business context, as well as our intention to shift the focus,
at times, from the dispute resolution function of commercial law to its
role in planning transactions.

The omission of traditional case reports is also, in part, motivated by
the rather awkward state of current personal property lending law. Arti-
cle 9 of the Uniform Commercial Code supplies the law of secured trans-
actions in all 50 states. Until recently, the 1972 version of Article 9, with
a few modest subsequent official modifications and sporadic non-uniform
state-specific amendments, was entirely dominant. The case law inter-
preting the statute for the bulk of the last three decades has thus incor-
porated the section numbering, the vocabulary, the definitions, and the
rules of the 1972 version of Article 9, as modified from time to time. In
1998, the sponsoring organizations for the Uniform Commercial Code
officially approved and recommended for adoption an overhauled Article
9, which has been enacted by all of the states. The 1998 version of Article
9 substantially changes the section numbering and definitional sections
of the earlier version, and it makes a number of substantive rule changes
as well. Because of those changes, our current body of Article 9 case law,
though by no means superseded substantively, has become a clumsy
teaching vehicle for a course focused on the 1998 version of Article 9.

Most fundamentally, however, our omission of traditional case reports
reflects our belief that statutes are mastered best by incremental increas-
es in the ability to work with them, and that such incremental increases
are most effectively produced by solving problems before and during class
rather than by reading enormous numbers of cases. The citations occa-
sionally accompanying problems are included to satisfy those with more
traditional tastes.!

The 1998 version of Article 9 became effective on July 1, 2001 in most
states and in the rest by January 1, 2002. In addition, the 1998 version
of Article 9 provided a one-year transition period during which the earlier
version of Article 9 would continue to apply to transactions entered into
prior to the effective date of the 1998 version of Article 9. After the one-
year transition period, these transactions are subject to the rules in the
1998 version of Article 9. As a result, these materials deal only with the
1998 version of Article 9.2

1. In the hope that we will not break 2. For a clear explanation of the tran-
the narrative flow of the book, we introduce sition rules see, Caroline N. Brown, U.C.C.
the case citations, as well as relevant Code Revised Article 9: The Transition Rules, 79
section numbers, in bracketed footnotes. N.C. L. Rev. 993 (2001).
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With the foregoing preliminary comments concluded, it is time to
meet some of the players in our unfolding story and to provide some
introductory background material. To that end, we ask each of our stu-
dents to assume that he or she is Sidney Carlson, a recent law school
graduate. Sidney has just passed the bar examination and is about to
commence permanent employment with MEGABANK, Inc.



PREFACE




Acknowledgements

We gratefully acknowledge the contributions to this book provided by
our students over many years. Their use of successive versions of these
materials in class, and their comments on many of the problems, have
been enormously helpful. The students are too numerous to list individu-
ally, but they have our thanks. As always, we must also thank Senior Pro-
gram Coordinator Camella M. Dimitri, who has assisted us on this project
from the beginning and has put up with both of us longer than should be
required of any human being.

PB
MBW



Table of Cases

References are to pages. Cases cited in principal cases
and within other quoted materials are not included.

Battista v. Savings Bank of Baltimore, 67
Md.App. 257, 507 A.2d 203 (Md.App.
1986), 154

Benschoter v. First Nat. Bank of Lawrence,
218 Kan. 144, 542 P.2d 1042 (Kan.1975),
160, 161

Berry, In re, 189 B.R. 82 (Bkrtcy.D.S.C.
1995), 42

Biglari Import Export, Inc., In re, 130 B.R.
43 (Bkrtcy.W.D.Tex.1991), 78

Bing v. General Motors Acceptance Corp.,
237 F.Supp. 911 (E.D.S.C.1965), 161

Bloomquist v. First Nat. Bank of Elk River,
378 N.W.2d 81 (Minn.App.1985), 159

Bluegrass Ford-Mercury, Inc., In re, 942
F.2d 381 (6th Cir.1991), 84

Calderon v. United Furniture Co., 505 F.2d
950 (5th Cir.1974), 160

Census Federal Credit Union v. Wann, 403
N.E.2d 348 (Ind.App. 1 Dist.1980), 159

Chrysler Credit Corp. v. Koontz, 277 Il
App.3d 1078, 214 Ill.Dec. 726, 661
N.E.2d 1171 (Ill.App. 5 Dist.1996), 160

Clark Pipe & Supply Co., Matter of, 893
F.2d 693 (5th Cir.1990), 154

Clovis Nat. Bank v. Thomas, 77 N.M. 554,
425 P.2d 726 (N.M.1967), 126

Cox v. Galigher Motor Sales Co., 158 W.Va.
685, 213 S.E.2d 475 (W.Va.1975), 160

Crocker Nat. Bank (Credit Alliance) v.
Clark Equipment Credit Corp., 724 F.2d
696 (8th Cir.1984), 111

.Davenport v. Chrysler Credit Corp., 818
S.W.2d 23 (Tenn.Ct.App.1991), 173

Dearman v. Williams, 235 Miss. 360, 109
So.2d 316 (Miss.1959), 159

Deavers v. Standridge, 144 Ga.App. 673,
242 S.E.2d 331 (Ga.App.1978), 160

District of Columbia v. Thomas Funding
Corp., 593 A.2d 1030 (D.C.1991), 81

Downing, In re, 286 B.R. 900 (Bkrtcy.
W.D.Mo.2002), 164

Duffield v. First Interstate Bank of Denver,
N.A,, 13 F.3d 1403 (10th Cir.1993), 157,
172

Filtercorp, Inc., In re, 163 F.3d 570 (9th
Cir.1998), 58

First and Farmers Bank of Somerset v.
Henderson, 763 S.W.2d 137 (Ky.App.
1988), 160

First Maryland Leasecorp. v. M/V Golden
Egret, 764 F.2d 749 (11th Cir.1985), 62

Fish, In re, 128 B.R. 468 (Bkrtcy.N.D.Okla.
1991), 45

Five Points Bank v. Scoular-Bishop Grain
Co., 217 Neb. 677, 350 N.W.2d 549 (Neb.
1984), 126

Fuentes v. Shevin, 407 U.S. 67, 92 S.Ct.
1983, 32 L.Ed.2d 556 (1972), 162

Gaynor v. Union Trust Co., 216 Conn. 458,
582 A.2d 190 (Conn.1990), 154

General Elec. Credit Corp. v. Timbrook, 170
W.Va. 143, 291 S.E.2d 383 (W.Va.1982),
160

Girard v. Anderson, 219 Iowa 142, 257
N.W. 400 (Iowa 1934), 160

Gregory v. First Nat. Bank of Or., 241 Or.
397, 406 P.2d 156 (Or.1965), 159

Gulf Oil Corp. v. Smithey, 426 S.W.2d 262
(Tex.Civ.App.-Dallas 1968), 160

Henderson v. Security Nat. Bank, 72 Cal.
App.3d 764, 140 Cal.Rptr. 388 (Cal.App.
1 Dist.1977), 159, 160

Hester v. Bandy, 627 So.2d 833 (Miss.1993),
160

Howell v. Ford Motor Credit Co., 1975 WL
22851 (Okla.App.1975), 159

Hudak v. Central Bank of The South, 529
So.2d 936 (Ala.1988), 154

In re (see name of party)

ITT Diversified Credit Corp. v. First City
Capital Corp., 737 SW.2d 803 (Tex.
1987), 106



p.o.¢

TABLE OF CASES

Ivy Properties, Inc., In re, 109 B.R. 10
(Bkrtcy.D.Mass.1989), 42

James Talcott, Inc. v. Franklin Nat. Bank,
292 ‘Minn. 277, 194 N.-W.2d 775 (Minn.
1972), 98

J.I. Case Co. v. Borg-Warner Acceptance
Corp., 669 S.W.2d 543 (Ky.App.1983),
111

Kessel v. Western Sav. Credit Union, 463
N.W.2d 629 (N.D.1990), 154

Kham & Nate’s Shoes No. 2, Inc. v. First
Bank of Whiting, 908 F.2d 1351 (7th
Cir.1990), 154, 172

King v. General Motors Acceptance Corp.,
140 F.Supp. 259 (M.D.N.C.1956), 159

KMC Co. v. Irving Trust Co., 757 F.2d 752
(6th Cir.1985), 154, 172

Kroeger v. Ogsden, 429 P.2d 781 (Okla.
1967), 159

Lane v. John Deere Co., 767 S.W.2d 138
(Tenn.1989), 154

Laurel Coal Co. v. Walter E. Heller & Co.,
539 F.Supp. 1006 (W.D.Pa.1982), 160

L.C. Williams Oil Co. v. NAFCO Capital
Corp., 130 N.C.App. 286, 502 S.E.2d 415
(N.C.App.1998), 35

Leasing One Corp. v. Caterpillar Financial
Services Corp., 776 N.E.2d 408 (Ind.App.
2002), 35

Lehigh Press, Inc. v. National Bank of
Georgia, 193 Ga.App. 888, 389 S.E.2d
376 (Ga.App.1989), 85

Luthy v. Philip Werlein Co., 163 La. 752,
112 So. 709 (La.1927), 161

Manhattan Credit Co. v. Brewer, 232 Ark.
976, 341 S.W.2d 765 (Ark.1961), 160
Martin v. Dorn Equipment Co., 250 Mont.
422, 821 P.2d 1025 (Mont.1991), 160

Martin Specialty Vehicles, Inc., In re, 87
B.R. 752 (Bkrtcy.D.Mass.1988), 154

Matter of (see name of party)

MBank El Paso v. Sanchez, 836 S.W.2d 151
(Tex.1992), 160

Mitchell v. W. T. Grant Co., 416 U.S. 600,
94 S.Ct. 1895, 40 L.Ed.2d 406 (1974),
162

MJK Clearing, Inc., In re, 286 B.R. 109
(Bkrtcy.D.Minn.2002), 65

Moe v. John Deere Co., 516 N.W.2d 332
(S.D.1994), 154

Morris v. First Nat. Bank & Trust Co. of
Ravenna, 21 Ohio St.2d 25, 254 N.E.2d
683 (Ohio 1970), 160

Nevada Nat. Bank v. Huff, 94 Nev. 506, 582
P.2d 364 (Nev.1978), 154

North Georgia Finishing, Inc. v. Di-Chem,
Inc., 419 U.S. 601, 95 S.Ct. 719, 42
L.Ed.2d 751 (1975), 162

Oaklawn Bank v. Baldwin, 289 Ark. 79, 709
S.W.2d 91 (Ark.1986), 159

Owensboro Canning Co., In re, 46 B.R. 607
(Bkrtcy.W.D.Ky.1985), 50

Pickle Logging, Inc., In re, 286 B.R. 181
(Bkrtcy.M.D.Ga.2002), 52

Pierce v. Leasing Intern., Inc., 142 Ga.App.
371, 235 S.E.2d 752 (Ga.App.1977), 159

Pioneer Finance & Thrift Corp. v. Adams,
426 S.W.2d 317 (Tex.Civ.App.-Eastland
1968), 159

Pleasant v. Warrick, 590 So.2d 214 (Ala.
1991), 160

Pristas v. Landaus of Plymouth, Inc., 742
F.2d 797 (3rd Cir.1984), 104

Raffa v. Dania Bank, 321 So.2d 83 (Fla.App.
4 Dist.1975), 159

Rea v. Universal CIT Credit Corp., 257 N.C.
639, 127 S.E.2d 225 (N.C.1962), 159

Reid v. Key Bank of Southern Maine, Inc.,
821 F.2d 9 (1st Cir.1987), 154

Riley State Bank of Riley v. Spillman, 242
Kan. 696, 750 P.2d 1024 (Kan.1988), 154

Schmode’s, Inc. v. Wilkinson, 219 Neb. 209,
361 N.W.2d 557 (Neb.1985), 168

Security Pacific Housing Services, Inc. v.
Cape Mobile Home Mart, Inc., No.
CV191-866CC (Franklin County,
Mo.1995), 154

Sniadach v. Family Finance Corp., 395 U.S.
337, 89 S.Ct. 1820, 23 L.Ed.2d 349
(1969), 162

Southtrust Bank of Alabama v. Borg-War-
ner Acceptance Corp., 760 F.2d 1240
(11th Cir.1985), 104

Stone Machinery Co. v. Kessler, 1 Wash.
App. 750, 463 P.2d 651 (Wash.App. Div.
3 1970), 160

Systran Financial Services Corp. v. Giant
Cement Holding, Inc., 252 F.Supp.2d
500 (N.D.Ohio 2003), 158

Tepper Industries, In re, 74 B.R. 713 (9th
Cir.BAP (Cal.) 1987), 54

Thompson v. Ford Motor Credit Co., 550
F.2d 256 (5th Cir.1977), 160

Thompson v. Ford Motor Credit Co., 324
F.Supp. 108 (D.S.C.1971), 159

Thorp Commercial Corp. v. Northgate In-
dustries, Inc., 654 F.2d 1245 (8th Cir.
1981), 84

Universal C.I.T. Credit Corp. v. Farmers
Bank of Portageville, 358 F.Supp. 317
(E.D.M0.1973), 108

Van Brunt v. BancTexas Quorum, N.A., 804
S.W.2d 117 (Tex.App.-Dallas 1989), 163

Viscount Furniture Corp., In re, 133 B.R.
360 (Bkrtcy.N.D.Miss.1991), 47



TABLE OF CASES xxi

Wade v. Ford Motor Credit Co., 455 F.Supp. | Westinghouse Credit Corp. v. Shelton, 645
147 (E.D.Mo.1978), 154 F.2d 869 (10th Cir.1981), 154

Walker v. Walthall, 121 Ariz. 121, 588 P.2d
863 (Ariz.App. Div. 1 1978), 160



Table of Statutes

UNITED STATES

UNITED STATES CODE ANNOTATED

11 U.S.C.A.—Bankruptcy

' This Work
Page

137

362(a)(4)
362(b)(3)
503(b)(4)

547(c)(2) ---
547(c)(3)
547(c)(4)
547(c)(5) ---

547(e)(3) ---
1112(8) -

26 U.S.C.A.—Internal Revenue Code
This Work
Sec.
6321—63823 -
6323(b)(2)(A)
© 6323(b)(3) --------- L
6323(b)(5) ---occeeomceaaaee
6323(A) (1) «onoemmemme e

REVISED UNIFORM COMMERCIAL CODE

This Work
Sec. Page
N o A D RIS 16

REVISED UNIFORM COMMERCIAL CODE
This Work

Sec.
Art. 1
1-103(a)(3)
1-103(b)
1-103(b)
1-201—1-205 oo 17
1-201(b)(3)
1-201(b)(9)
1-201(b)(9)
1-201(b)(9)
1-201(b)(9)
1-201(b)(20)
1-201(b)(25)
1-201(b)(25)
1-201(b)(25)
1-201(b)(27)
1-201(b)(27)
1-201(b)(27)
1-201(b)(29)
1-201(b)(29)
1-201(b)(29)
1-201(b)(29)
1-201(b)(30)
1-201(b)(30)
1-201(b)(30)
1-201(b)(30)
1-201(b)(35)
1-201(b)(35)
1-201(b)(35)
1-201(b)(35)
1-201(b)(37)




xxiv

TABLE OF STATUTES

UNIFORM COMMERCIAL CODE
This Work

Sec.
1-102(2)(c)

1-201(27)
1-201(28)
1-201(28)
1-201(28)

1-201(32)
1-201(32)
1-201(32)

UNIFORM COMMERCIAL CODE
This Work

Sec.
2-403(1)(b)
D)
2-702 ...

2-TO2(2) sovosemsznsseninanses
2-702(3) ---
Art. 2B ..o
4-104(a)(5)
6-104 ...
8-106 -..--.
8-301.....
Art.
Art.
Art.
Art.
Art.
Art.
Art.
Art.
Art.
Art.
Art.
Art.

Art.

9-102(2) ...
9-102(34)---
9-102(44)-..
9-102(a) ---..-
9-102(a)(2)---ccceee
9-102(a)(2) - --oceceeee
2 [0 21 (1] () S —————

9-102(a)(2)---veaceeee

9-102(a)(2)---
9-102(a)(2)- e
9-102(a)(2)(A)—(a)(2)(D)
9-102(a)(3)
9-102(a)(5)---
9-102(a)(5)---
9-102(a)(6)---
9-102(a)(6)---
9-102(a)(7)
9-102(a)(7)
9-102(a)(9)---
9-102(a)(9)---
9-102(a)(9)
9-102(a)(11) -cooo e
9-102(a)(12) --cceeee s
9-102(a)(12) -ceoceee
9-102(a)(12)(A)
9-102(a)(13) -cecoceeee
9-102(a)(18) - oo
9-102(a)(19) --co e
(08 1,21 €: 0] 2 1) N —
9-102(a)(21)
9-102(a)(23)
9-102(a)(23)
9-102(a)(23)
9-102(a)(26)
9-102(a)(28)
9-102(a)(28)



TABLE OF STATUTES

XXV

UNIFORM COMMERCIAL CODE

This Work
Sec.
9-102(a)(28)(A) oo 143
9-102(a)(29)
9-102(a)(33)
9-102(a)(33)
9-102(a)(33)
9-102(a)(33)
9-102(a)(33)
9-102(a)(34)
9-102(a)(34)
9-102(a)(34)
9-102(a)(42)
9-102(a)(42) ---
9-102(a)(42)
9-102(a)(43)
9-102(a)(43) ---
9-102(a)(43) ---
9-102(a)(44) ---
9-102(a)(46) ---
9-102(a)(47) ---
9-102(a)(47)
9-102(a)(48)
9-102(a)(48) -.---.
9-102(a)(48)
9-102(a)(52) ---
9-102(a)(52) ---
9-102(a)(52)
9-102(a)(58)
9-102(a)(58)
9-102(a)(58)
9-102(a)(59)
9-102(a)(59)
9-102(a)(61)
9-102(a)(64)
9-102(a)(64)
9-102(a)(64)
9-102(a)(64)(A)
9-102(a)(64)(B)
9-102(a)(65) ---------
9-102(a)(65) ------
9-102(a)(69) ---------
9-102(a)(70) ---------
9-102(a)(70) ---.....
9-102(a)(70) ---------
9-102(a)(70) -----..
9-102(a)(70) --------
9-102(a)(73) ---------
9-102(a)(74) ...
9-102(a)(75) .-
9-102(a)(76) ---------
9-102()(TT)=ssseessvmscnninmmmsamssmssnnsas
" 9-102(a), Commént 4.a. --oo...ooo...oo...._. 53
9-102, Comment 2.a. ..o 63
9-102, Comment 4.a. - 55
9-102, Comment 4.a. ... 66
9-102, Comment 4.a. --.
9-102, Comment 5.d. ----ooocooooooo. 73
9-102, Comment 9(b) ... 56
9-102, Comment 11 81
9-102, Comment 13.¢.----ccoocooooe 65

UNIFORM COMMERCIAL CODE

This Work
Page
9-103 - 104
...108

9-103(a)(1)---
9-103(d) ------
9-103(d) <o

9-103, Comment 3 ...
9-103, Comment 3
9-103, Comments.--.-...............

9-104(b)
9-104, Comment 3 .- .o
9-104—9-107 oo
9-108 ..........

9-108(a) ---
9-108(b) ------
9-108(b)(3) -----
9-108(c)-------
9-108¢e) ---
9-108(e) ------
9-108(e)(1)---

9-109(a)(1)---
9-109(a)(5)---
9-109(8)(5) - e
9-109(D) -
9-109(c)(13) -
9-109(d) ------
9-109(d) ------
9-109(d)(2) -----

9-109(d)(11) ccoeee cemnreammenanmanen e
9-109, Comment 2
9-109, Comment 4
9-109, Comment 6
9-109, Comment 7

9-201(a) ---
9-201(a) ---
9-202.......

9-203 -......
9-203(b) -

9-203(b)(1) -----

9-203(b)(2) oo
9-203(b)(3)(A)



XxXv1

i TABLE OF STATUTES

UNIFORM COMMERCIAL CODE
This Work

Sec.
9-203(0)(3)(A) - emmemmeeeL
9-203(b)(3)(B) ----
9-203(1)(3)(D) --eeeeeemeee
9-203(b), Comment 6
[ 210 1(; ) ST
9-203(d)
9-203(d)

9-203(g)
9-203, Comment 3 ...
9-203, Comment 4 ...
9-203, Comment 5 ... 54
9-204 -coconioinmancs

9-204(a) -------n---
9-204(b)(1) --------
9-204(b)(1) -

9210 oo

9-301(3)
9-301, Comment 5 ... 142
9-301, Comment 5.c. --..................._._. 142
L T 146

9-303, Comment 2 -..
9-303, Comment 3 --.

9-310(a) ---------
9-310(b)(2)

UNIFORM COMMERCIAL CODE
This Work

Sec.
9-312(e)—(h)
9-313

9-313(b)

9-313(d) --ooo
9-313, Comment 3 :
9-313, Comment 4

9-315(1) ...
9-315(a)(1)-...
9-315(a)(1)----
9-315(a)(1)----
9-315(a)(1)----
9-315(a)(1)----
9-315(a)(2)
9-315(a)(2)
9-315(a)(2)----

9-315(a)(2)----

9-315(d) --ooooe
9-315, Comment 2
9-315, Comment 2
9-315, Comment 3

9-316(a) ----
9-316(a) ----
9-316(a)
9-316(a)
9-316(b) ----
9-316(b) ----
9-316(d) ----
9-316(d) --..
9-316(€) ---oooo
9-316, Comment 2
9-316, Comment 2

9-317(a) ----
9-317(a) ----
9-317(a)(2) el
9-317(a)(2) -

9-317(a)(2)(A) .
9-317(a)(2)(B)
9-317(b)
9-317(b) ----
9-317(b)
9-317(e)
9-317(e) ----
9-317(e) ----
9-319(a) ----
9-319(a)



