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Introduction and Course Objectives:
Welcome to Secured Transactions (Law 316).

This course deals primarily with methods of business financing through the giving of
security upon items of personal property. Businesses generally operate on borrowed
money. For example, retail businesses would rarely have enough capital to purchase
inventory without using the income from sale of that inventory to pay for it. But what
creditor will trust the business with money to buy inventory without some recourse in
case the business cannot repay the loan? The obvious solution is for the creditor to
obtain from the borrower a right to seize and sell the inventory if the loan is not repaid.
This is only one example of the common methods of business finance.

Most businesses do not own real estate. Generally, they rent premises and most of the
value of their business is in inventory or in equipment. They may also have other assets
such as accounts receivable (debts which others owe to them and have not yet paid).
All these assets can be used as security for loans that the business will use to operate.

Because these methods of obtaining security can be complex, a system of creating and
registering these security interests was created in the U.S. through provisions of the
Uniform Commercial Code. The idea of a personal property security registry that would
document the creation of these common forms of security has been adopted in many
countries. In Canada, all provinces have adopted some form of personal property
security legislation (PPSA). The Federal government also has a security registration
system under the Bank Act. It is much older than the PPSA statutes, but still plays an
important role in the Canadian economy and shares some features with PPSA.

These statutes not only govern the creation and documentation of security interests in
personal property, they also sort out priorities among multiple creditors. Our business
that needs to borrow to finance inventory purchases may also have other creditors who
are financing other aspects of the business such as purchase of equipment or general
operating expenses. It is important for creditors to know, in the event of business failure,
how their priorities over various business assets will be sorted out. Generally, creditors
with a higher priority over assets can afford to lend at lower rates because they are
undertaking less risk.

In this course, you will learn a great deal about the methods of business finance and
about the law regulating business borrowing. The law often appears complex, but if you



understand the business realities behind the law, it will generally make sense. PPSA
legislation has been worked out over many years to provide a code that reflects, in most
cases, the way in which business operates and that facilitates this operation. Don’t be
concerned if you have little experience in business issues. We will start from the
assumption that you have no exposure to business finance and we will build the
concepts gradually until you have a thorough understanding of the legislation and how it
works.

At the end of the course, assuming time permits, we will also look briefly at the world of
negotiable instruments. Although these have become less important in business due to
the electronic age, you will still want to understand something about the law governing
cheques and other bills of exchange (such as “cheques” written on credit unions) as
they still form a part of our commercial system.

By the time you have finished this course you should be able to:

1. Know and understand the various principal methods of business finance that
involve security on personal property;

2. Know and understand how the relevant legislation governs and affects these

methods;

Understand the policy underlying the provisions of the relevant legislation;

4. Apply the legislation to real-life situations and be able to justify the results.
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