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WAREHOUSE
LEGAL CHALLENGES
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LEGAL – LOSS PREVENTION

Warehouse Recourse from
Conﬂicting Claims to Goods
By Eric Meyers and Kevin Phillips
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When faced with conflicting
claims to goods in its
possession, the warehouse
has a duty to not only act,
but act in a timely manner.

ITH THE INCREASE of fraudulent activity involving the shipment
of goods and online purchases, the third-party-logistics industry has
seen a developing trend of conflicting claims to goods. The common fact pattern involves a new or one-time depositor who requests an expedited transload
or cross-dock agreement from the warehouse, which will govern a certain
shipment of goods set to arrive at the facility to be shipped out to the ultimate
consignee in short order. Oftentimes, this type of depositor will have purchased
the goods online and have the goods shipped directly to the warehouse facility.
The warehouse then receives and stages the goods for delivery in accordance
with its depositor’s instructions. Before the original seller realizes that the credit
card used by the depositor to purchase the goods was fraudulent, the goods have
already been delivered to the warehouse and released to the carrier for shipment to the ultimate consigned destination. In some instances, however, the
goods still remain in the care, custody and control of the warehouse at the time
the fraud is discovered. This article will address the warehouse’s legal recourse
when faced with this situation involving conflicting claims to goods.
■ U.C.C. §7-603
The Uniform Commercial Code, which has been adopted and codified in
all U.S. jurisdictions, provides recourse for a warehouse faced with conflicting
claims to goods in its possession. The U.C.C. states: “If more than one person
claims title to or possession of the goods, the bailee is excused from delivery
until the bailee has a reasonable time to ascertain the validity of the adverse
claims or to commence an action for interpleader. The bailee may assert an
interpleader either in defending an action for nondelivery of the goods or by
original action.”1

■ More Than One Claim
To trigger the protection of §7-603 is the action of more than one person or
entity having claimed title to, or requested possession of, the goods. Although
it may seem obvious, given the nature of these claims, when a lending institution is involved, actual conflicting claims may not be present. For example, the
United States Court of Appeals for the Second Circuit held that, when a bank
holds certificates of title on the goods, which it secured as collateral for loans
made to the depositor, §7-603 does not apply, given the absence of another person or entity making a claim to the goods.2 For example, if the depositor never
objects to the bank’s claim to the goods, but the warehouse nevertheless refuses
to deliver the goods to the bank, the warehouse may be liable to the lender for
conversion. Thus, if §7-603 does not apply, then the second element of the
statute – the reasonable time component – likewise does not apply to allow the
warehouse to hold the goods for any period of time.
However, other authorities have suggested that, when a warehouse knows
that the goods are stolen or realizes that the depositor is acting adversely to a
clearly valid right, the warehouse shall be liable to the true owner for conver3PL Americas — Summer 2016
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sion if delivery is made to the depositor, regardless of whether the
rightful owner has made demand for
the goods.3 Consequently, whether
faced with actual conflicting claims or
knowledge of stolen goods, the warehouse will have a limited amount of
time to pursue its legal recourse.
■ Reasonable Time
Generally, where more than one
person claims title to stored goods,
the warehouse is excused from delivery until he has had a reasonable time
to ascertain the validity of the adverse
claims or to bring an interpleader action. But just how long can the warehouse hold those goods? This remains
an undecided area of the law and will
vary from case to case and based on
the jurisdiction. At least one court,
however, has suggested that waiting
four months to bring an interpleader
is unreasonable. In Security Storage
Co. of Washington v. Cave,4 a warehouse stored household goods on
behalf of the plaintiff depositor. After
the plaintiff divorced her husband,
the warehouse received a letter from
the plaintiff’s ex-husband claiming
ownership in the goods and instructing the warehouse to not take any action that would jeopardize his interest
in the inventory. Shortly thereafter,
the depositor instructed the warehouse to release a small portion of
the goods. The warehouse refused to
deliver the goods to the depositor and
instead encouraged her to negotiate
with and resolve the matter with her
ex-husband. Ultimately, four months
later, the depositor brought a lawsuit
against the warehouse for conversion. Upon appearing in the case,
the warehouse filed an answer along
with a counterclaim for interpleader
pursuant to §7-603. The court, however, held that the interpleader was
untimely and, therefore, the warehouse was liable for conversion. The
court reasoned that the warehouse
never ascertained the validity of the
ex-husband’s adverse claim to the
goods.5
Ultimately, when faced with conflicting claims to goods in its possession, the warehouse has a duty to not
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only act, but act in a timely manner.
The conflicting claim must not be
disregarded.
■ Investigation,
Indemnification
and Interpleader
Once the warehouse has been notified of an adverse claim to goods in its
possession, delivery to the depositor
shall be at the warehouse’s own peril.
Accordingly, the warehouse should
immediately provide written notice
to the adverse claimants that it is in
receipt of the claims and will hold
the goods until it has had a reasonable time to ascertain the validity of
the claims pursuant to §7-603. As
it investigates the claims to determine which of the claimants has superior title, the warehouse may seek
a bond or indemnification agreement
from the claimant, indemnifying the
warehouse from any and all damage
caused by delivery to the claimant.
Next, if neither party is willing
to provide such assurance, and the
warehouse is unable to determine
which claimant holds the better title,
the warehouse has no other legal recourse but to file an interpleader action. As noted above, it is imperative
that this action be timely filed after
a diligent initial investigation. An
interpleader action allows the warehouse to initiate a lawsuit as an uninterested third party, joining all other
parties claiming an interest in the
goods. The court will then determine
which claimant holds superior title to
the goods.
Many jurisdictions will allow the
warehouse to recover its attorney’s
fees and costs relative to filing and
appearing in the action; however,
any expense relative to the initial
investigation is typically excluded.
Further, it is noteworthy that some
jurisdictions will not award fees if the
warehouse asserts its warehouse lien
over the subject goods because assertion of the lien makes the warehouse
an interested party.6
Finally, if the conflicting claim is
presented by virtue of naming the
warehouse as a defendant in a lawsuit, the warehouse may appear in

the litigation and answer by bringing
the interpleader as a counterclaim.7
If title or right to the goods can be
proved, then a defense to the claim is
established.
■ Representations and
Warranties by the
Depositor
It is important to use the IWLA
Standard Terms and Conditions in
warehousing agreements and warehouse receipts. The language of
Section 16 provides important representations and warranties by the
depositor regarding true and accurate
title to the goods, which allows for the
recovery of fees, costs and other damages associated with the warehouse’s
defense of any conflicting claims to
goods.8
■ Time is of the Essence
Given the increase of fraudulent
activity in the industry, conflicting
claims to goods involving buyers and
sellers are becoming more frequent.
Ultimately, when faced with conflicting claims, a warehouse has several
legal options at its disposal. The key,
however, is that the warehouse act
timely. Although “reasonable time”
may vary based on the circumstances
at issue, it is clear that inaction, especially inaction over the course of
several weeks or months, will limit
the warehouse’s legal recourse and
potentially subject it to liability for
conversion. In order to preserve these
rights and limit exposure to liability when presented with conflicting
claims to goods, it is critical that the
warehouse take timely action and
seek the advice of specialized legal
counsel familiar with the logistics
industry and the rights available to
warehouses under the U.C.C.
Eric Meyers is an Attorney with
Scopelitis, Garvin, Light, Hanson &
Feary, P.C. in Chicago, Illinois. Kevin Phillips is an Attorney-Partner
with the same firm.
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