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A pledge is _a special kind of bailment. In this f oods are
delivered as a security for payment of dtm o Wil

, rthe performance of promise.
Sec. 172 defines pledge as, ‘T Hment of goods as securit

payment of a debt or for performance of a promise, is called pledge."

" The person who deliv 'the oods j led pawnor or pledger. \I@
person who receives the goods is called pawnee or pledgee. Under a pledge,

one person transfers the possession of goods to another _in_order to_secure the

payment of debt or performance of a promise. If there is _no transfer of
possession of goods, there is no pledge. |

EXAMPLE

A borrows Rs. 1000 from B and gives his watch as security for payment
of the debt. The bailment of watch is called a pledge.

Essentials of Pledge

{he essentials of a pledge are as under:
*."Movable Property

1 A pledge only involves the movable property. This includes different
- Y00ds, valuables, documents for title e.g. railway receipt, bills of lading etc.

EXAMPLE i
Agives his car to B as a security and borrows Rs. 1
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2. Limited Interest ‘ Ws.oﬂﬂimﬁed—lﬂlﬂ'&st th‘

j ‘"When a person pledges q°,°ds In 2 ofi
"

EXAN:\P::es his T.V to B for repair. A does not pay st.fr?(;(anz (/eaFI)iéc‘il ui)h?c:g;:’ ,

B pledges the T.V with X to borrow Rs. 900. A pledge :

500.

3. Transfer of Possession

Under & pledge, only the possession of goods is transferred by tne
Rawnor to the pawnee.

EXAMPLE |

C pledges ornaments with B and gets a loan of Rs. 1 Lac. The
Possession of ornaments transfers from C to B.

4. No Transfer of Ownership

Under a pledge, the ip-of goods-remains with the > pawnor. Only
the possession of goods is transferred and not the title thereto.
| EXAMPLE |

M pledges his car with N and gets a loan of Rs. 2 Lac. The ownership of
car remains with M.
B,

T_he_mmn_hauing_themstody\oj_gaods--cannmﬂoledgs\@. For
example, a servant in control of his master's goods cannot make a valid pledge

~ “ofthem. ~ . '

| EXAMPLE

: T puts some goods in the custody of his Servant, S. S pledges the goods
with B. Itis not a valid pledge.
Rights of Pledgee
The rights of pledgee are as follgws: \
1. Right to Retain (_ Pl o 1 \ 0N )
The pledgee can retain the goods pledged until his dues are paid. He cal,
retain them for payment of debt or performang '

. : € of promise for interest due onté-
debt and all necessary expenses incurred by-him-for- the preservation-of goeds
[Sec 178}

EXAMPLE

A borrows Rs. 2 Lac from B and Pledges his diamond ring. If A does no!::f-ff
return the loan, B can retain the ring. :
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2. Right to Retain for Other Debts :
her ee lends advances to the same pledgor after the date of
the pledge, it shall be

Presumed that the right to retain over the pledged goods
extends even to the subse ' '
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"EXAMPLE o
M borrows Rs. 4 Lac

from N on 1st March and pledges his car.. On 1st
June, M borrows another sum of Rs. 3 Lag from N. M repays the first debt in full.
N can retain the car against his claim for second loan.

3 Bj_g_ht ig Extraordinary Expenses ,
The pledgee has the right to recover from the pledger, extra-ordinary
expenses incurred by him for preservation of the goods pledged. But he cannot

retain the goods if such €Xxpenses are not paid. He only has the right to sue the
pledgor for recovery of such extra-ordinary expenses. [Sec. 175]

EXAMPLE

S pledges his horse with T. The horse falls sick and T spends some
expenses on his treatment. T can sue S to recover expenses.

| 4, &ght to Sue and Sell

If the pledgor makes default in the payment of the debt or performance of
the promise, the pledgee may sell the goods pledged after giving to the pledgor, —
a reasonable notice of his intention to sell. The following points must be r_\‘qt_gg’:;
a. The reasonable notice is necessary. A sale of goods without notice is void.

b. The pledgee cannot sell the goods to himself. If he does so, such sale is void.
The pledgor can recover the goods on payment.

c. If the proceeds of sale are less than the amount due, he can recover the
“balance from the pledgor but if there is surplus, he must return it. [Sec. 176]

EXAMPLE

A lends Rs. 5 Lac for 6 months to B and B pledges his car with A. B fails
to pay. A can sell B's car to recover his loan after giving a reasonable notice.

Duties of Pledgee
The duties of pledgee are as follows:

1. To take reasonable care of the goods pledged.

2 EQI@make any unauthorized use of the goods p|ed-ghicz_j:_‘_
3. Not to mix the goods pledged with his own goods.

4. Not to do any act inconsistent with the terms of contract. -
3. To return the goods pledged on receipt of his full dues.

6. To deliver any accretion to the goods pledged.
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2. Right to Claim Damages

If the pledgee mixes the goods pledged with his own goods or ¢
them-into other forms, the pledgor has the right to claim damages.

3. Right to Claim Increase

. . The pledgor has the right to receive the pledged goods back along wﬁ
accretion, if any, on making the full payment on stipulated date.

4. Right to Redeem the Debt

A pledger, who makes default in 5
has a right to redeem the debt at any subsequent time before the actual sale of

goods pledged. [Sec. 177]
- Duties of Pledgor

o ‘The rights of pledgor are as under:
1. Right to Redeem

If the pledgee makes an unauthorized sale, €.9. Without g
reasonable notice, the pledgor can file a suit for redemption of goods, treatiy
sale as void after depositing the dues with the court. [Secﬁ 177] '

payment of debt at the stipulateq dat%

The duties of pledgor are as follows:

1. Duty to Compensate

It is the duty of pledgor to compensate the

~expenses incurred by him. [Sec. 175]
2. Duty to Complete

comply with the terms of contract.

DIFFERENCE BETWEEN PLEDG
The following are points of different betyy

PLEDGE

1. Purpose
The goods are delivered as a security
for loan or for performance of the
Promise:

2. Rights

The pledgee has a right of sale of the
Pledgeq goods on default after giving g
i  the pledgor.

« US ;
The ;“" Goods

sty © Pledge : :
~ goody p|§ dg‘va‘;\.asno right of using the |

pledgee for the extra-ordinary

E AND BAILMENT
€€n pledge and bailment:
BAILMENT

He can oS No sych right ofsaif
dues, etam the goods or sue for ift
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mm of goods ; -

The pledgee is not bound to return the
0ods dellvergd unless the debit s

repaid or promise performed

5. Lien . . i oa

Lien can be exercised even for non-

In bailment without reward the bailee is

bound to return the goods on demand
by the bailor.

Lien can be exercised only for the

payment of interest,

Hypethecatien/

— The term hypothecation ls defined as the creation of security on movable

, n. In this case, the’
ins with the borrower but payment of debt is
orrower is required to send the details of these
s default on the debt, the creditor may file a suit
Or récovery of the loan, and for sale of hypothecated goods.

| labour and skill spent.

T

‘the go6ods rema;
secured by such goods. The b
goods to the creditor. If there |
against the debtor f

EXAMPLE

X, a textile firm, takes a loan from the bank. X gives the ,seCUrity of its
inventory lying in its godown to secure the repayment of loan. It is hypothecation
because the inventory remained with the borrower X.

Mortgage

The term mortgage may be defined as the creation of security on the
immovable property of the buyer for securing the repayment of loan. The transfer

of interest in the immovable property for the purpose of securing the loan is

called mortgage. The transferor of interest is called the mortagager and the
transferee is called the mortgagee.

EXAMPLE |

A borrowed Rs. 10 million from a bank. A
plot of land for securing the loan and interest. Thi

Pledge by Non-Owners

The owners of goods can make a v
~ OWners is also valid in the following cases:

1. Mercantile Agent '

A mercantile agent is a person who is authorized b
%¢ll goods or to raise money on the security of goods. T
'Cantile agent is valid if th i
A mercantile agent must be in possession of the go
0 goods, e.g: railway receipt.
OSsession of goods must be with the co
. Mercantile agent must make the
‘Siness as mercantile agent.

transferred the title deeds of his
s is called a mortgage.

alid pledge but a pledge made by non-

nsent of rea| owner.‘
pledge in the ordinary course of his
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;.2 The pawnee acts in good faith and does not have any notice that the

has no authority to pledge.

EXAMPLE ertain pict
A French company sent to their London agents C ; .Id;t) tL)Jres f°r
exhibition only but the agents pledged them. The pledge was Nheld 1o be vajjj
(Moddi vs. Pall Mall Deposit & Forwarding Co.)

2. Possession under Voidable Contract .

A person having possession of goods under a voidable contract cy
make a valid pledge of the goods, provided the contract has not peen rescindeg
before the contract of pledge and he has acted in good faith and without notice ¢
the pledgor's defect of title [Sec. 178-A]

EXAMPLE

A purchased a ring from P and gave a fake cheque. Before discovery of

fraud, the ring was pledged with B. The pledge was held to be valid. (Phillips vs
Brooks Ltd.)

3. Pledgor with Limited Interest
Wher_e a person pledges goods in which he has only a limited interest, the -
pledge is valid to the extent of the limited interest. [Sec. 179]
EXAMPLE

A delivers cloth to B to make a suit and agrees to pay Rs. 150 as sewing
charges. B pledges the suit with C for Rs. 300. The pledge is valid up to Rs. 150.
A can recover the suit on payment of Rs. 150 to C.

4. Seller in Possession after Sale :
A seller, in possession after sale, is no more the owner of the goods buta
pledge made by him will be valid, provided the pawnee acts in good faith and

without notice of previous sale. The original buyer can obtain damages from the
seller. [Sec. 30(1) Sale of Goods Act]

EXAMPLE
B buys goods from A and makes payment, but leaves them in thé,
possession of A. A pledges the goods with C who is not aware of the sale. The“i
pledge is valid.
5. Buyer in Possession before Sale - 4
Where a buyer, who has agreed to buy, obtains the possession of goo%:

i to @
' seller's consent before payment of price, pledges these go'od.s -
:)v:vr\]/ngee who takes them in good faith and without notice of the seller's right &

lien, the pledge is valid. [Sec. 30(2) Sale of Goods Act]

EXAMPLE |
A agrees to buy a car

|
i
{

- o
from B if his mechanic approves. A obtd"
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- possession of the ‘car and pledges it with X. The pledge is valid.
6. Pledge by Co-Owners R

EXAMPLE

A and B jointly own a car. A keeps the car with himself with B's consent. A
pledges it with X. B never gave his consent for such pledge. The pledge is valid.
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