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Perfection

Exam Tip: An improper filing can negate 
perfection but not attachment. 

A. In order to perfect a security interest you 
need one of four things: (1) filing of a finance 
statement; (2) possession of the collateral; (3) 
control over the collateral; or (4) there could be 
automatic perfection in certain circumstances. 



Filing

Filing is the most common way to perfect a security interest.

A filing statement must include the following:
• Debtor’s name, name of the secured party, and the 

collateral covered by the financing statement
• Financing statements can be generic (need not be specific)
• Purpose is to put the world on notice of an outstanding 

financial obligation
• If there’s a change which leads the financing statement to 

be seriously misleading, the creditor must file a new 
financing statement within four months in order to retain 
priority 



Filing Cont’d

Where to File
1) The state of the debtor’s principal residence or place 

of business controls. If the debtor has more than one place 
of business, it’s in the location of the CEO

2) Generally filings have to be made with the 
designated office in the state. Central filing does not apply to 
fixtures, minerals, oils, gas, and farm crops because they’re 
interests in land and therefore have to be filed in the county 
where the real property sits and there has to be an adequate 
description of the real property.

3) If a filing statement is filed in the wrong place it is 
ineffective to create perfection except against those with 
actual knowledge of its contents



Effective Date for Perfection

1) The general rule is that the effective date of perfection is 
the date and time of the filing of the financing statement
2) If the filing of the financing statement happens before 
attachment, perfection is effective upon attachment but 
relates back to the date of the filing
3) A PMSI for non-inventory goods is allowed a 20-day grace 
period to file
4) If a PMSI is given in inventory, in order to take priority over 
a prior creditor the new creditor must send notification to the 
holder of a prior after-acquired inventory interest. The 
notification must be addressed to the location specified in the 
filing statement.



Multi-State Transactions

1) The debtor’s location determines the applicable state law 
and filing rules
2) The location of the collateral is not controlling
3) Interested parties have to check the filings in the debtor’s 
state even if the collateral is located in a different state
4) If a debtor moves to a different state, a perfected security 
interest will become unperfected after four months unless the 
perfected creditor re-files in the new state within the new 
time
5) If a creditor has a security interest which is transferred to a 
new debtor in a new state, have one year to re-file in the new 
state



Possession 

a. Possession of the collateral by the secured party 
accomplishes valid perfection
b. Possession is required for cash

Ex. Physical checks, promissory notices, 
negotiable instruments, bonds, bills of lating, 
etc.

c. Creditor in possession must use reasonable care 
to protect and preserve the collateral
d. Perfection is effective as of the date of 
possession and even if the creditor is in possession, 
he can still file a financing statement



Control

a. Control applies to intangible assets such as 
deposit accounts, electronic chattel papers, 
investment property, and promissory notes

b. If the depository is the secured party, 
perfection is automatic



Automatic Perfection

Occurs upon attachment and it happens when the creditor has a PMSI 
and the collateral is consumer goods of any value or farm machinery 
equipment under $2500; cars don’t qualify for automatic perfection

Consumer Transferee
1) A creditor’s perfection by mere attachment is ineffective against a 
bona fide purchaser of the debtor who uses the collateral for personal 
household uses. 
2) The transferee has to give value for the collateral without 
knowledge of the creditor’s security interest; gifts don’t qualify

Ex. Guy owns a power saw in his home that he uses for personal use. 
Guy who sold it to him has a PMSI which perfected on attachment. Guy 
sells saw to a dealer who wants to re-sell it. 


