Selling at an undervalue

S Bishop –v- E Blake [12 April 2006] High Court

The Message:
A borrower successfully argued that her lender had sold her property at an undervalue and was, therefore, liable to account for sale proceeds as if a proper market price had been obtained.

The Case:
This case arose out of dealings with an inn located near Daventry in Northamptonshire. Mrs Blake contracted to sell the inn and other land to Mrs Bishop for £290,000. Only £50,000 of that sum was to be paid on completion and the balance of £240,000 was to be paid to Blake over the following three year period. Blake would take a mortgage over the inn to secure the debt of £240,000. Completion of the sale took place and Bishop granted Blake the mortgage.
Following completion, Bishop carried on her public house business at the inn. However, there was a delay of over 2 years in registering the transfer of the inn to Bishop at the Land Registry. 
Subsequently, Bishop let the inn to a third party and moved out of the inn. Importantly, the lease was granted without the consent of Blake, which was a requirement of Bishop's mortgage. The inn was then operated by a company called Gillie's Inns Limited, which was to play a significant role in this case.
Even though Bishop had been registered as owner of the inn, the Land Registry was unable to register her as the owner of all the land Blake had contracted to sell her. Consequently, Bishop, who at this stage owed Blake some £150,000, argued that Blake was in breach of contract by failing to sell to Bishop all the land which she had contracted to sell. For that reason, Bishop argued that Blake could not enforce the outstanding £150,000 and refused to pay it.
Blake exercised the power of sale in her mortgage and sold the inn to Gillie's Inns Limited for £225,000. Bishop brought proceedings against Blake for damages, arguing that Blake had wrongfully exercised her power of sale and claiming that the inn had been sold at an undervalue.

The Court dismissed Bishop's claim that Blake was in breach of contract in not selling to Bishop everything she had contracted to sell. The relevant documentation made it clear that there were title issues relating to the land, which Bishop failed to have registered and the Court held that Blake had complied with her contractual obligations.

The Court also held that Blake was entitled to exercise the power of sale. That was because Bishop had not complied with her mortgage in granting the lease of the inn without first obtaining Blake's consent.

However, the Court stated that Blake had failed to take care to obtain a proper market price for the inn. She was, therefore, liable to account to Bishop for the sale proceeds as if she had received the proper market price. The Court considered that the inn's market value at the date of the sale was £340,000 and Blake had to account to Bishop as if she had received that amount.
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