
Intro to Secured Transactions



What is a Security Interest?

Secures payment for an underlying obligation

Think of buying on credit.



What is a Security Agreement

• A document that provides a lender a security 
interest in a specified asset or property that is 
pledged as collateral. In the event that the 
borrower defaults, the pledged collateral can 
be seized and sold.



Parts of a Security Interest

Parties

1. Secured Party

2. Obligor (person who has to pay the 
money back)

Obligor can also be referred to as debtor. 



Parts of a Security Interest 

Collateral

Collateral is property which is subject to a 
security interest. It can be tangible or 
intangible. How property is categorized is 
important in determining how 
perfection/filing is treated and will also 
affect priority in certain circumstances



Tangible Goods 

All goods that are moveable are classified as inventory equipment, consumer goods, 
or farm products. 

A. Inventory: Goods are inventory if they are sold for sale or lease in the 
normal course of business; not farm products though

B. Equipment:  Are goods that are not farm products or consumer goods; 
they’re used for productivity in business

C. Consumer Goods: Goods that are used/bought for non-business, 
personal, family, or household purposes

D. Farm Products:  Crops, livestock, supplies that are used/produced in 
farming operations

Determining Classification
a. Primary purpose controls the classification
b. If bought for one thing, then changed to another, what originally bought for 
controls
c. The classification is determined upon attachment



Intangible Collateral

• Negotiable instruments, chattel paper, 
documents of title, accounts, deposit 
accounts, investment property, insurance 
policies, commercial tort claims, promissory 
notes, leases, and general intangibles: 
copyright, trademark, patent, software 
(software purchased in a box is general 
intangible. If there’s software in a car, that 
software is considered part of a car), franchise 
rights, and royalties.



Other types of Collateral 

• Proceeds
1. Anything that the 

debtor acquires/collects from 
the sale, trade, or disposition 
of the collateral (categorized 
as cash or non-cash).



Description

In the security agreement, description 
of the collateral is important in order 
to give a secured party priority over 
others so you can ID the collateral so 
when you file a security agreement, 
everyone is on notice as to what 
property is subject to the security 
interest



Eligible Transactions 

Any transaction that creates by agreement a security interest in personal property or a fixture.

Leases

a. Generally not Article 9 transactions, usually covered by Article 2(a). However, a transaction in 
the form of a lease can create a security interest if the lessee must pay consideration for the right 
to possess the goods for the term of the lease. The payment obligation can’t be terminated by the 
lessee and one of the following three things:

• 1) Original term of the lease is greater than or equal to the remaining economic life of the 
goods;

• 2) The lessee is bound to renew the lease for the remaining economic life of the goods or will 
become the owner of the goods;

• 3) The lessee has the option to renew the lease for the remaining economic life of the goods 
for no or nominal consideration upon compliance with the lease agreement

• A potential secured party can file a security agreement in order to obtain protection of Article 
9 if it’s unclear as to whether the goods are subject to Article 2(a) or Article 9

• Benefit is it’s totally to the benefit of the lender or secured party. Does not estop them from 
arguing later that it’s a lease



Consignments 

If consignment falls under Article 9, person who gave the goods gets a 
purchase money security interest in inventory
• For consignment to fall under Article 9, the following must be met:

1) The consignor must deliver the goods to a merchant for a 
merchant to sell

2) The merchant (consignee) must deal in goods of that kind 
and must not operate under the name of the consignor

3) The consignee must not be generally known by its creditors 
to be substantially engaged in selling the goods of others 

4) The consignee must not be an auctioneer
5) With respect to each delivery, the value of the goods 

delivered must be at least $1k at the time of the delivery
6) The goods must not be consumer goods immediately before 

the delivery



Liens

Statutory/Common Law Lien are not governed by 
Article 9, except for the rule regarding priority

• Agricultural Liens are subject to Article 9

• Interest in farm products (crops or livestock) that 
secures payment of an obligation for either goods 
or services furnished with respect to the debtor’s 
farming obligation, or rent on rental property 
leased by a debtor in connection with a farming 
operation


