QUESTION 20

S is the Buffalo franchisee for the T-G Lawn Mover Co. B operates a local landscaping and gardening company.  On May 1, 1978, S sold B 10 Model  100 golf course law movers for $2,500 apiece.  The total purchase price was $25,000.  B paid $ 5,000 down and agreed to pay the balance of $20,000 in four equal  monthly installments, beginning on June 1.  B executed and delivered to S a security agreement and financing statement covering the lawn movers to secure the balance of the purchase price.  S duly filed the financing statement.

On May 15, B discovered that the lawn mowers that S had sold him were not Model 100s but Model 80s.  Nevertheless, B was sufficiently pleased with their performance and made no mention of the discrepancy to S.  B made the installments due in June, July, and August, but on august 15, he learned from one of his customers that a Model 80 retailed for only $ 2,000.  B tendered the lawn movers to S, demanding that S return the $20,000 that B had already paid to S.  S refused tender and demanded that B pay the last installment of $5,000 or return the lawn mowers to him as provided in the security agreement.  B refused and told S, “You set foot on my property after these law mowers and my boys will break your body.” B kept the lawn movers and locked them in his warehouse.

S now seeks your advice.  He states that he can use the lawn mowers in his own business or, perhaps, resell them for the balance due under the contract of sale.  S also tells you that the word in the trade is that B is in poor financial condition and that B now has few assets other than the lawn mowers.  S has just learned B is planning to immediately remove the lawn mowers and sell them in Ohio.

What advice would you give S? 

21.  On January 15, 1987, C loaned his friend D the sum of $8,000, ad D signed and delivered to C and unsecured note for that amount.  Unknown to C, D subsequently became insolvent and remained so at all times afterwards.  When D failed to make the payment due on the note on March 15, C insisted that D provide security for the loan.  On March 16, D executed and delivered to C a security agreement covering D’s office furniture.  C immediately perfected his security interest.  On April 30, C loaned an additional $ 5,000.  On the same day, as collateral for the new loan, D executed and delivered to C a security agreement covering D’s manufacturing equipment.  C immediately perfected his security interest.  D filed a voluntary petition in bankruptcy on June 30, scheduling $15,000 in assets and $100,000 in debts.  T was duly appointed trustee and now wishes to avoid both security interests as voidable preferences.

T will be successful in avoiding:

(A) Neither security interest.

(B) Both security interests.

(C) Only the security interest in the office furniture.

(D) Only the security interest in the manufacturing equipment.

22,  On May 1, Dan applies for a $10,000 loan from Bank A. Dan signs a financing statement and a security agreement granting a security interest in Dan’s equipment.  On May 2, after checking the files and finding no competing interests, Bank A files the financing statement.  On May 3, Dan borrows $20,000 from Bank B, giving Bank B a security interest in the same equipment.  Bank B loans the money and immediately files a financing statement covering the equipment.  On May 10, Bank A loans Dan $10,000 from the loan application he submitted on May 1. Who has priority to the equipment?

(A) Bank A.

(B) Bank B.

(C) Neither.

(D) If a conflict over priority arises, Banks A and B must divide their interests.

22. On June 1, X Bank loans Joe’s Hardware Store money and takes a security interest in Joe’s existing inventory and all after-acquired inventory.  A financing statement is filed.  On July 1, Y Bank promises to loan Joe’s $10,000 to purchase hammers and obtains a security agreement from Joe’s granting Y Bank a security interest in the hammers.  Y Bank immediately files a financing statement and notifies X Bank of the impending loan and its purchase money interest.  The loan is then made to Joe’s, who endorses the Y Bank check over to the hammer distributor in exchange for the hammers.  Who has priority in the security interest in the hammers?

(A) X Bank, because it has priority in all after-acquired property.

(B) X Bank, because it filed its financing statement first.

(C) Y Bank, because it has an inventory purchase money security interest in the hammers.

(D) Y Bank, because X Bank did not object tot he loan.   

