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Liability for Lessee's Unauthorized Disposition of Leased Assets in

Financial Leasing

ZHAO Yue
(Anhui Guoyun Law Firm, Hefei 230000, Anhui, China)

Abstract: In financial leasing the lessor owns the leased asset while the lessee possesses and uses it. Unauthorized sale,
mortgage or sublease by the lessee constitutes disposition without right and triggers conflict between ownership and third-party
rights. This article argues that the lessor's ownership in financial leasing performs a security function, and its effect should
balance publicity and substance. Where the asset is movable and unregistered, a good-faith third party may acquire rights under
the bona fide acquisition doctrine, extinguishing the lessor's ownership. Good faith should be measured by whether the third
party exercised reasonable inquiry, considering possession, place and price of the transaction, and the parties' relationship; a third
party who knows or ought to know the asset is leased is not in good faith. The lessor's remedies include termination, recovery of
the asset and damages. Termination and recovery may be pursued together, with damages limited to actual loss; the lessor may
claim all unpaid rentals or compensation. The lessee's liability lies in the concurrence of breach and tort; the lessor may choose
one but cannot recover twice. A culpable lessee should compensate the full loss, including the asset's value, unpaid rentals and
enforcement costs. Third-party protection varies: an owner by bona fide acquisition cannot be pursued; a mortgagee's right is
limited to the asset's value; a sublessee in good faith may resist termination.

Key words: financial leasing; unauthorized disposition; bona fide acquisition; opposability of ownership; concurrence of
liabilities
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