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NEW JERSEY LAW OF TRUST RECEIPTS*
A trust receipt in its simplest terms is merely a docu-

ment reciting that the borrower holds certain goods, docu-
ments, or instruments for the account of a lender. The expres-
sion "trust receipt" is used in two main categories of situations
in which, while the form of the trust receipt is the same, legal
arguments in support of the transaction are considerably dif-
ferent. This should be carefully noted because the language
of decisions denning trust receipts in one set of situations, if
adopted as a formula, would make trust receipts in the other
main category invalid.

A trust receipt is described as follows in the Uniform Trust
Receipts Act as tentatively adopted at Chicago' in 1930 by the
National Conference of Commissioners on Uniform State
Laws1:

SECTION 2. [What Constitutes Trust Receipt Trans-
action and Trust Receipt.]

1. A trust receipt transaction within the meaning
of this act is any transaction between a lender and a bor-
rower for one of the purposes set forth in Subsection 3,
whereby

(a) a lender holding a security interest in goods,
documents or instruments delivers or causes to be

* The notes for this article have been arranged largely by C Rudolf Peterson,
Esq., A.B. Princeton 1928, LL.B. Columbia 1931, and member of the New York
Bar. The longer notes are adapted for the most part from notes accompanying
the trust receipt cases in Hanna's Cases and Materials on the Law of Creditors'
Rights, and Cases and Other Materials on Security.

1 Handbook of the National Conference of the Commissioners on Uniform
State Laws (1931), 302 ff. The following quotations, however, are from a recent
draft prepared but not yet published by Professor Karl N. Llewellyn, draftsman
of the Uniform Act and one of the Commissioners from New York.
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delivered such goods, documents or instruments to
the borrower; or

(b) a lender gives new value in reliance upon the
transfer by the borrower to such lender of a security
interest in documents or instruments which are actu-
ally exhibited to the lender, or to his agent in that
behalf, at the place of business of either lender or
agent, but possession of which is retained by the bor-
rower ;

provided that the delivery under paragraph (a) or the
giving of new value under paragraph (b) either

(i) be against the signing and delivery by the
borrower of a writing designating the goods, docu-
ments or instruments concerned and acknowledging
that a security interest therein remains in or has
passed to the lender, or

(ii) be pursuant to a prior or concurrent agree-
ment of the borrower to give such a writing. * * *

3. A transaction shall not be deemed a trust receipt
transaction unless the possession of the borrower there-
under is for one of the following purposes:

(a) in the case of goods, documents or instru-
ments, for the purpose of selling or exchanging them,
or of procuring their sale or exchange; or

(b) in the case of goods or documents, for the
purpose of manufacturing or processing the goods
delivered or covered by the documents, with the pur-
pose of ultimate sale, or for the purpose of loading,
unloading, storing, shipping, transshipping or other-
wise dealing with them in a manner preliminary to or
necessary to their sale; or

(c) in the case of instruments, for the purpose of
delivering them to a principal for or under whom the
borrower is holding them, or for consummation of
some transaction involving delivery to a depositary
or registrar, or for their presentation, collection, or
renewal.
The Uniform Act in section 32 further provides that the

3 "SECTION 3. [Attempted Creation or Continuance of Pledge Without Deliv-
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agreement to pledge not accompanied by delivery of possession
shall be Valid to the extent of new value given by the lender,
but as against lien creditors only for ten days, unless notice
by filing or otherwise is given. Purchasers for value and with-
out notice take free of any such agreement to pledge. Sub-
section 3 also contains a specific reference to the re-delivery
by a pledgee for a temporary and limited purpose. The lender's
interest in such a case persists for ten days without notice
against lien creditors.

A contract, in due form, to give a trust receipt, if followed
by delivery, is equivalent to a trust receipt.8

ery or Retention of Possession.]
1. An attempted pledge or agreement to pledge not accompanied by delivery

of possession, other than such as is described in Subsection 1 (b) of Section 2,
shall be valid as against creditors of the borrower only as follows:

(a) to the extent that new value is given by the lender in reliance
thereon, such pledge or agreement to pledge shall be valid as against all
creditors with or without notice, for ten days from the time the new value
is given, although the lender has not taken possession;

(b) after the lapse of the period provided in paragraph (a), and in
any case not falling within paragraph (a), then the pledge shall have
validity as against lien creditors becoming such without notice as described
in Subsection 2 of Section 7, only being a new transaction begun at the
time that the lender takes possession.
2. Purchasers for value and without notice of the lender's interest shall take

free of any such pledge or agreement to pledge unless it has been perfected by
possession taken.

3. (a) Where a lender, although for a temporary and limited purpose,
delivers to a borrower goods, documents or instruments in which the lender holds
a pledgee's or other security interest, but such delivery is not accompanied by the
execution of a trust receipt or made pursuant to an agreement to execute a trust
receipt, the lender's interest takes effect as in Subsection 1 (a) for ten days from
the time of delivery; and after ten days takes effect as in Subsection 1 (b).

(b) If the transaction described in paragraph (a) of this Subsection except
for the absence of the trust receipt or agreement to execute the same fulfills the
requirements of a trust receipt transaction, then if the borrower later executes a
trust receipt covering the goods, documents or instruments delivered, the provi-
sions of this Act shall apply as if the transaction had been a trust receipt trans-
action from the beginning."

8 "SECTION 4. [Contract to Give Trust Receipt.]
1. A contract to give a trust receipt, if in writing and signed by the bor-

rower, shall, with reference to goods, documents or instruments thereafter deliv-
ered by the lender to the borrower in reliance on such contract, be equivalent to
a trust receipt within the terms of Section 7 (1).

2. Such a contract shall as to such goods, documents or instruments be
specifically enforceable against the borrower; but this Subsection shall not enlarge
the scope of the lender's rights against creditors of the borrower as provided in
and limited by Subsection 1."
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Section 84 makes the lender's security interest in the trust
receipt transactions valid against all creditors of the borrower
for thirty days with or without notice. The documents or
instruments must actually be shown to the lender and the
thirty day period dates from that time.5 The Act provides
for filing with the Secretary of State of affidavits in regard to
trust receipt transactions.6 The Act states specifically that it

4 "SECTION 8. [General Effect of Lender's Filing or Possession.']
1. Piroper filing under this Act shall be effective to preserve the lender's

security interest in documents or goods as against all subsequent parties, save as
otherwise provided by Sections 9, 10, 11, 14 or IS of this Act.

2. The due taking or retaking of possession by the lender of goods, docu-
ments or instruments shall thereafter, so long as such possession is retained, have
the effect of notice to all persons of the lender's interest.

3. Unless there is proper filing or the taking of possession within the period
designated in Section 7 (1), the security interest of the lender shall, after the
lapse of such period, be deemed, as against creditors, to accrue only from and as
of the time of subsequent proper filing or of the lender's taking of possession,
whichever is prior."

""SECTION 7. [Validity Against Creditors Apart from Filing.]
1. The reservation by the lender of a security interest in goods, documents

or instruments, or the transfer to the lender of such interest, under the terms of
the trust receipt and of any written agreement covering the trust receipt trans-
action, shall without any filing be valid as against all creditors of the borrower,
with or without notice, in the following cases: * * *

(b) But where the borrower at the time of the trust receipt transaction has
and retains the documents or instruments, the period shall be reckoned from the
time such documents or instruments are actually shown to the lender, or from
the time that the lender gives new value under the transaction, whichever is prior."

9 "SECTION 13. [Filing and Refiling of Affidavit Concerning Trust Receipt
Transactions Covering Documents or Goods.]

1. Any lender undertaking or contemplating trust receipt transactions with
reference to documents or goods is entitled to file with the Secretary of State
his affidavit containing:

(a) a designation of the lender and the borrower, and of the chief
place of business of each within this State, if any; and

(b) a statement that the lender is engaged, or expects to be engaged,
in financing under trust receipt transactions the acquisition of goods by
the borrower; and

(c) a description of the kind or kinds of goods covered or to be
covered by such financing.
2. It shall be the duty of the filing officer to mark each affidavit filed with

a consecutive file number, and with the date and hour of filing, and to keep such
affidavit in a separate file; and to note and index the filing in a suitable index,
indexed according to the name of the borrower and containing a statement of the
borrower's chief place of business as given in the affidavit. The fee for such
filing shall be one dollar.

3. Presentation for filing of the affidavit described in Subsection 1, and
payment of the filing fee, shall constitute proper filing under this Act,_ in favor
of the lender, as to any documents or goods falling within the description in the
affidavit which are within one year from the date of such filing, or have been,
within thirty days previous to filing, the subject-matter of a trust receipt transac-
tion between the lender and the borrower.
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does not apply to single transactions of legal or equitable pledge
but only to transactions constituting a course of business.7

The degree to which merchandise and finance company
creditors participate in trust receipt transactions, which involve
businesses conducted on a national scale or at least in several
states, is justification for the efforts of the National Conference
of Commissioners on Uniform State Laws to eliminate some
of the existing differences of conception of the nature of trust
receipt transactions. The expression "trust receipt" is itself
a misnomer. The person executing the receipt is not a trustee.
It is an odd commentary on the use of language that a docu-
ment, the whole purpose of which is to negative the idea that
the signer is a trustee, should nevertheless use the word "trust"
as a part of its title. What is intended is an emphasis upon the
signer's fiduciary obligation. The document might more ex-
actly be described as a bailee receipt, which is a term that some
courts have attempted to specify. The expression "trust re-
ceipt", however, is now so well established that one may as
well accept it in all legal discussion.8

The type of trust receipt which was likely first in point of
use, although not first today in the matter of importance, is the
trust receipt connected with the return of a pledge for a special

4. At any time before expiration of the validity of the filing a further
affidavit conforming to the provisions of this section may be filed in like manner
as the original filing. The proper filing of such further affidavit shall be valid
in like manner as an original filing, and shall continue the prior rank of the
lender's existing security interest as against all junior interests. It shall be the
duty of the filing officer to mark, file and index the further affidavit in like manner
as the original."

7 "SECTION IS. {Acts Not Applicable to Certain Transactions.]
This act shall not apply to single transactions of legal or equitable pledge,

not constituting a course of business, whether such transactions be unaccompanied
by delivery, or involve constructive delivery, or delivery and redelivery, actual
or constructive, so far as such transactions involve only a lender who is an indi-
vidual natural person, and a borrower entrusted as a fiduciary with handling
investments or finances of the lender."

8 The discussion in the text assumes a unitary ownership. If one accepts the
theory that the ownership is divided there is some basis for the notion that the
signer of the trust receipt is a genuine trustee. The title is split into two or
more parts, much as there may be different interests in real estate. On this
analysis the ultimate buyer is the 'beneficial owner, while the financing agency, of
course, has merely security title, as well as the right to possession. The signer
of the trust receipt acknowledges an obligation not only to hold the possession
at the direction of the financing agency, but also to hold his ultimate ownership
subject to the same obligation. See Void, Trust Receipt Security in the Financing
of Sales, (1930) 15 CORN. L. Q. 543.
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or temporary purpose.9 This trust receipt is a common inci-
dent of collateral banking. Assume that the Reconstruction
Finance Corporation makes a loan to a bank. The loan is
secured by a pledge of customer's promissory notes. As these
notes become due the Reconstruction Finance Corporation,
through one of its fiscal agents, sends them to the local bank
for collection, renewal, or substitution. The local bank, when
it receives the notes, executes a trust receipt on which the notes
are scheduled and which contains a statement of the interest
of the corporation and a recital that the borrowing bank is
holding the pledged paper for account of the lender with an
obligation to return, within a certain period, and in any event
on demand, and to forward all collections. In such a situation
possession of the security in the first instance has been with
the borrower. Possession has been transferred to the lender
when the borrower's obligation was incurred and has now been
returned to the borrower for a temporary and limited purpose.
In other words the transaction is bi-partite.10

9 There are apparently no New Jersey cases. The pledgee's position, however,
is so generally recognized, that one may assume he would be protected in' New
Jersey. See particularly Reeves v. Capper and Another, 5 Bing. (N.C.) 136,
132 Eng. Rep. 1057 (1828) ; Rose v. Coble, 81 N.C. 517 (1868) ; Clark v. Corser,
154 Minn. 508, 191 N.W. 917 (1923). Cf. Hunter v. Payne, 113 Misc. 385, 184
N.Y.S. 433 (1920) [aff'd 197 App. Div. 919, 188 N.Y.S. 926 (4th Dept, 1921)].
Clark v. Iselin, 88 U.S. 360, 22 L. Ed. 568 01875), stands out as a leading deci-
sion, as do White v. Platt, 5 Denio (N.Y.) 269 (1848) ; Leahy v. Simpson's
Administrator, 60 Mo. App. 83 (1894) ; Radford Grocery Co. v. Powell, 228
Fed. 1 (CCA. 5th, 1915) ; Babbitt Brothers v. First National Bank (War
Finance Corporation, Intervenor), 32 Ariz. 588, 261 P. 45 (1927); National
Park Bank v. American Brewing Co., 79 Mont. 542, 257 P. 436, 1043 (1927).
It has been held that the common law of England and the civil law of Scotland
are identical on this point. Northwestern Bank, Limited, v. John Poynter, Son,
& Macdonalds, [1895] A.C. 56. It is to be observed, however, that the validity
of the pledge is maintained in the face of the plddgor, his trustee in bankruptcy,
and his creditors. By redelivery of a pledged chose in action a creditor loses
his hold on the property as against one who deals in good faitlh with the debtor
in reliance upon his ostensible ownership. See JONES, A TREATISE ON THE LAW
OF COLLATERAL SECURITIES AND PLEDGES (3d ed. 1912) §87; Canal-Commercial
Trust & Savings Bank v. New Orleans, Texas & Mexico Railway Co., 161 La.
1051, 109 So. 834 (1926).

See generally In re Alday Motor Company, 50 F.(2d) 228 (D. Tenn. 1931);
Hubbell, Slack & Co. v. Farmers' Union Cotton Co., 196 S.W. 681 (Tex. Civ.
App., 1917) ; In re Reeve's Estate, 111 Iowa 260, 82 N.W. 912 (1900). Cf. City
National Bank v. Lewis, 73 Okl. 329, 176 P. 237 (1918). The subject is dis-
cussed in Jones, op. cit., §§40, 86, 87.

10It is arguable that a Uniform Trust Receipts Act should have nothing to
do with the return of a pledge for a temporary and special purpose and that if
it mentions such a transaction at all it should be only to eliminate it from the
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The conventionalized truest receipt, in connection with
importing transactions and the distribution of manufactured
goods, is a document in a tri-partite arrangement.

An instance of the tri-partite set-up of an importing trans-
action would be found if a New Jersey importer wished to
import silk from Japan. The usual method of arranging for
the importation would be for the New Jersey company to obtain
a letter of credit from a bank of international connections
whereby the bank would agree to accept drafts up to a stated
amount drawn on the bank by the sellers of the silk. The
letter of credit would provide that each draft was to be accom-
panied by an ocean bill of lading, insurance certificate, and
consular and other invoices. The bank would further stipulate
that it be named as consignee of the shipment. In due course
the bank would accept the draft and when the shipment arrived
the bank would release the bills of lading to the importer upon
the latter's signing a trust receipt reciting that the silk was
the property of the bank, that the bank had the right to recall
it at any time, but that the signer of the trust receipt had all
the risks of loss to the property. There might or might not be
a provision allowing the importer to sell the silk without the
permission of the bank.

The most conspicuous use of the trust receipt in the dis-
tribution of manufactured goods has been in the financing of
wholesale transactions of motor vehicles. The practice of
motor car manufacturers is to do business on a cash basis. In
a number of instances the motor car corporation has a finance
company subsidiary whose function it is to assist dealers to
obtain most of the money which they require in order to pay
cash to the manufacturer. When a dealer wishes a shipment
of cars he sends his order to the manufacturer and notifies the
finance company. Oars are shipped by the manufacturer usu-
ally on negotiable bill of lading to the order of the consignor.

trust receipts situation. The pledge is almost inevitably used in a loan trans-
action. The trust receipt is characteristically used in a purchase-money trans-
action. Taking the field as a whole there is little doubt that in these purchase-
money situations there is less likelihood of deception of and injury to other
creditors. It has been suggested that trust receipts be allowed as valid, without
recording, only in purchase-money transactions. See Void, op. cit. (1930) 15
CORN. L. Q. 543.
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The manufacturer attaches to the bill of lading a sight draft
for the full wholesale price of the car. The draft is drawn on
the dealer and is payable to the manufacturer. The manu-
facturer endorses both the draft and the bill of lading in blank
and sends them to some local representative. The finance
company, in pursuance of previous arrangements with the
dealer, having been notified of the shipment, draws a sight draft
against the dealer for fifteen or twenty per cent of the manu-
facturer's draft. When the cars arrive the dealer pays the
amount of the finance company's draft on him and thereupon
the finance company pays the full amount of the manufacturer's
draft. As soon as the manufacturer's draft is paid, the man-
ufacturer's representative releases the bill of lading to the
finance company which in turn delivers it to the dealer upon
his signing a trust receipt. The trust receipt rarely covers
more than four vehicles and frequently a separate trust receipt
is signed for each vehicle. The trust receipt may or may not
allow the dealer to sell the car without the permission of the
finance company.11

The holder of an unrecorded trust receipt in New York
has little to fear from adverse claimants unless they can protect
themselves under the New York Factors Act or on the basis of

11 TRUST RECEIPT
Received of GENERAL MOTORS ACCEPTANCE CORPORATION the

Motor Vehicles described above.
I (we) hereby acknowledge that said Motor Vehicles are the PROPERTY

OF SAID GENERAL MOTORS ACCEPTANCE CORPORATION and
agree to take and hold the same, at my (our) sole risk as to all loss or injury,
for the purpose of storing- said property; and I (we) hereby agree to keep said
Motor Vehicles brand new and not to operate them for demonstrating or other-
wise, except as may be necessary to drive said Motor Vehicles from freight depot
or from above city to my (our) place of business with all due care at my (our)
risk en route against all loss and damage to said Motor Vehicles, Persons or
Property, and except as I (we) may be allowed by you in a special case to use
the same for demonstrating upon or compliance with the conditions expressed in
your instructions to us, and to return said Motor Vehicles to said General
Motors Acceptance Corporation or its order upon demand; and pay and discharge
all taxes, encumbrances and claims relative thereto. I (we) hereby agree not
to sell, loan, deliver, pledge, mortgage, or otherwise dispose of said motor
vehicles to any other person until after payment of amounts shown on Dealer's
Record of Purchase and Release of like identification number herewith. I (we)
further agree that the deposit made by me (us), in connection with this trans-
action, may be applied for reimbursement for any expense incurred by General
Motors Acceptance Corporation, in the event of breach of this Trust or repos-
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estoppel. The case of Moors v. Kidder12 is a characteristic deci-
sion in which the holder of a trust receipt in an importing
transaction was protected. There the defendant banker issued
a letter of credit in ordinary form, the goods were shipped to
the banker's order and when they arrived the importer was
allowed to take the goods on trust receipt in order to enter them
in a warehouse for the account of the banker. The importer
wrongfully entered them in the name of his broker and pledged
the warehouse receipts. The court held that the title of the
banker, to whom the trust receipt had been delivered, was good
against the pledgee. While the circumstances in the particular
case might entitle the pledgee to protection under the New
York Factors Act, the case is significant because of the categor-
ical statement to the effect that the banker to whom the trust
receipt had been issued had all the rights of an owner.13

The latest case of first importance involving New York
law is In re James, Inc.1* This case involved the business
practices of the Commercial Investment Trust and the General
Motors Acceptance Corporation in financing automobile dis-
tribution. The dealer, a bankrupt at the time of the decision
of the case, was an automobile dealer in Watertown, New York.
The arrangements for the shipment and financing of the trans-
action were the usual ones. The dealer became bankrupt after
obtaining possession of several cars for which trust receipts had
been issued. The dealer executed security documents, which
were interpreted to be chattel mortgages, to other creditors.
The court was faced with claims from the finance company,

session of said Motor Vehicles.
It is further agreed that no one has authority to vary the terms of this Trust

Receipt.
Executed this day of , 19 , at
Witness

(Dealer)
By

Official Title if Company)
12106 N.Y. 32, 12 N.E. 818 (1887).
18 An earlier New York decision, though responsible for the doctrine, nowhere

employs the term "trust receipt". Farmers' & Mechanics' National Bank v.
Logan, 74 N.Y. 568 (1878). Charavay & Bodvin v. York Mfg. Co., 170 Fed.
819 (C.C.S.D. N.Y., 1909), examines the cases exhaustively. Among the more
important New York decisions not already cited are First National Bank of
Cincinnati v. Kelly, 57 N.Y. 34 (1874) ; Drexel v. Pease, 133 N.Y. 129, 30 N.E.
732 (1892) ; In re Cattus, 183 Fed. 733 (CCA. 2d, 1910).

"30 F.(2d) 555 (CCA. 2d, 1929).


