1. Precision Manufacturers (“PM”) rents a drill press. The press is a used machine and it
has a remaining economic life of five years. It is currently valued at $25,000. PM signs a
three-year lease obligating it to pay $800 in rent per month. According to the lease, PM is
also obliged to take out insurance on the drill press; if it fails to do so and the press is
damaged or destroyed while in PM’s possession or while being shipped back to the lessor,
PM will be responsible for the loss. PM is also obliged to perform regular maintenance on
the machine. The lessor, however, does provide a warranty against any defects during the
term of the lease not caused by mishandling or ordinary wear and tear. At the end of the
three years, PM has the option of purchasing the machine for $5,000; otherwise, PM is
responsible for the costs of shipping the drill press back to the lessor. The lessor does not
file a financing statement. A year after signing the lease, PM goes bankrupt. As between
the trustee in bankruptcy and the lessor, who prevails as to the drill press?







2. Far West Bank (“FWB”) enters into negotiations with White Sanitation regarding a
loan. White is primarily engaged in the business of hauling garbage and has entered into
numerous contracts with apartment buildings and construction companies. Under these
contracts, White supplies a garbage bin which remains on site and then periodically
empties the bin. The garbage bin remains the property of White and at the end of the
contract it removes the bin. These hauling contracts are priced by the frequency with
which White empties the bin. There is one monthly charge; that is, there is no separate
charge for the use of the bin and another for the hauling of the garbage.

Because its main operations give it the capacity to haul large containers, White also
has a subsidiary business of renting out large, portable storage containers. These are also
used by construction companies to store equipment and supplies on site, although there are
other uses: for example, ranchers will sometimes rent them to store grain or equipment;
and homeowners sometimes rent them to store household effects while an addition is being
added to their home.

At the beginning of negotiations on August 1%, FWB files a financing statement that
describes the collateral as “accounts, now owed or hereinafter arising.” When the loan
agreement is finally signed on August 21*, it contains the same description of collateral. At
that time White has about a hundred existing garbage hauling contracts and about two
dozen rental agreements.

On August 10™, in need of some ready cash, White enters into an agreement with
Central Bank (“CB”). Under this agreement, White physically transferred ten year-long
rental agreements for storage containers to CB in exchange for cash. White used the cash
to meet its payroll and utilities for that month, and it also contacted the ten renters and
told them to pay CB for the remainder of the rental term. Four months later, White
defaults on its loan from FWB. As between FWB and CB, who has priority to the income
stream from the ten rental agreements?







3. Floor Art is located in North Carolina; the company makes rugs. The rugs are made on
large looms that are operated by computers. Each loom costs around $10,000 new and
Floor Art has four looms. National Bank has a security interest in Floor Art’s “equipment,
now owned or hereinafter acquired” which is properly perfected by filing. Floor Art
decides to relocate to South Carolina and does so on June 1*. On September 1%, it borrows
$5,000 from Local Bank; the president of the company personally guarantees this loan. On
October 1%, concerned about the declining fiscal health of the company, Local Bank
requests and receives a security interest in Floor Art’s equipment. At the time it takes this
security interest, Local Bank does a search in both North and South Carolina and discovers
National Bank’s pre-existing security interest. On October 15", National Bank learns for
the first time of Floor Art’s relocation; up until that time Floor Art had been using up its
old stationary with the North Carolina address. National Bank immediately refiles in
South Carolina. On November 1%, Floor Art defaults on both its loans.

As between National Bank and Local Bank, who has priority in Floor Art’s
equipment?







4. On September 12™, Bob goes to Office Online (“O/0”), a computer/office products store
to purchase a new Gatedoor computer for his janitorial business. He purchases the
computer under a written conditional sales agreement, by which O/O retains title to the
computer, identified by make and serial number, until he finishes making the scheduled
payments. Bob arranges for the computer to be delivered to and installed at his place of
business on September 19". The Gatedoor computer arrives that day and Bob uses it for a
week, when another computer manufacturer, NexGen, comes out with a brand-new model
that represents a quantum leap forward in capability.

Bob decides the NexGen model is worth getting, even though he knows he won’t get
full value on resale of his week-old computer. In fact he decides to sell the week-old
computer at a steep discount to his niece, Connie, who has just started law school. On
September 27", he delivers the week-old computer to Connie, who pays in cash and has no
knowledge of the conditional sales agreement.

Bob then takes the money he received from Connie and drives to NexGen’s
warehouse, where he buys the super-duper new computer direct from NexGen. Bob uses
the money he got from Connie as a down payment, and NexGen retains a security interest
in the computer to secure the remainder of the purchase price, which Bob agrees to pay
over time. This agreement is reduced to writing. On September 28", NexGen perfects its
security interest by filing a financing statement.

On September 30™, O/O files a proper financing statement, describing the collateral
as “equipment, including Gatedoor Computer serial No. 12345." On November 1*, Bob
subsequently defaults on his obligation to O/O. Assuming O/O is able to establish all of the
foregoing, can O/O recover the original Gatedoor computer from Connie?







5. Same facts as in the preceding problem. Does Office Online have a security interest in
the NexGen computer and, if so, what is the priority of that security interest in relation to
NexGen’s security interest?




CONGRATULATIONS!
You have finished the secured transactions portion of the Commercial Law survey course.

Best of luck wherever your future career takes you.
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