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Section 1. Section 98.9, subsection 5, Code 1993, is

amended to read as follows:

5. In making cor noting a protest of a negotiable
instrument, the notarial officer must deifermine the-matters
set-forth whether there {s evidence of dishonor as provided in

section 534373569 354.3505.

Sec. 2. Section 533.43, subsection 3, Ccde 1993, :s
amended to read as follows:

3. The share draft is pavable to a member of the credit
unicon, or to a member of the family of the issuer of the share
draft, or to a business in which the issuer of the share draft
has an interest. However, the exception contained in this
subsection does not apply to any person referred Lo in this
subsection if the person is a holder in due course, as
provided in chapter 554, article 3;-ard-with-respech-te-a
share-draft-whiech-ta-:3sued-prior-to-the-exdrratien-of-one
year-gftec-Aprit-137;-19797-che-nerson-snati-nor-bhe-denzed-the
rtagnts-of~g-notder-tn-due-¢onsse-gf-the-share-dratt-sotery-on
the-grounda~tnat-the-sphare-draft-faria-to-meer-che
requirements-ef-section-554-31847-aubsection-;-paragraph-2a.

Sec. 3. Section 537.3211, Code 1993, is amended to read as
follows:

$37.3211 NOTICE OF CONSUMER PAPER.

Every ncte which is a negotiable instrument persuamt-+& as

provided in section 554.3104 taken in a consumer credit

transaction, 1f the writing requires or provides for a
signature of the consumer, shail conspicuously show on its
face the following: "This 1s a consumer credit ifransaction."

Sec. 4. Sectlion 539.1, Code 1993, is amended to read as
T0Llows:

539.1 ASSIGNMENT OF NONNEGOTIABLE INSTRUMENTS.

3onds, due bills, and all instruments by wnich the maker
Dromises to pay ancther, without words of negoriability, a sum

Of money, or by which the maker promises Lo pav
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labor, or acxnowledges any money, labor, or property to be
due, are asslgnable by endorsement on the instrument, or by
other writing. The assignee, including a person who takes
assignment for colliection in the regular course of business,
has a right of action on them in the assignee's cwn name,
supject to any defense or counterciaim which the maker or
deotor had against an assignor of the instrument before nctice
cf the assignment. In case of conflict between thnis section
and gntform-€emmercrai-Codes secrions 554738657 554.5116 eor

and 554.93318, these sections 554.5:16 and 554.9318 controi.

Sec. 5. Secrtion 539.2, Code 1993, is amended to read as
foliows:

$39.2 ASSIGNMENT PROHIBITED BY INSTRUMENT.

When by the terms of an lnstrument its assignment is
pronibited, an assignment thereof shall nevertheless pe valid,
but the maker may make use of any defense or counterclaim
against the assignee which the maker may have against any
assignor thereof before notice of such assignment s given to
the maker in writing. In case of conflict petween this
section and Bniferm-€fommercrar-€sde; sections 55438657

554.93518

control.

Sec. 6. Section 5%94.1201, subsections 20, 24, and 43, Ccde
1993, are amended to read as follows:

20. "Holder" means-a-person-whe-ts-rn-poassessron-of-a
docunent-of-trhie-or-an-tnarrument-or-a-certificated
rnveatment-decurity-drawn;-trsspedr-sr-endoragd-to-thar-perann
or-ta-that-personta-srder-ar-to-bearer-sr-+p-pranke with

respect to a negotlable instrument, means the person in

possession 1f the instrument is pavable to bearer or, in the

case of an instrument pavable =o an identified persgon, Lf the

.fled person s in possessiorn. "Ho:der" with respect to
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a document of title means ine person In possession if the
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deliverable -0 bearer or to the order . the s0n




24. "Money" means a medium of exchange authorized or .
adopted by a domestic or foreign government as-a-part-of-ita

currency and includes a monetary unit of account established

43. "Unauthorized" signature or-endorsement means one made
without actual, implied, or apparent authority and includes a
forgery.

Sec. 7. Section 554.1207, Code 1993, is amended to read as
follows:

554.1207 PERFORMANCE OR ACCEPTANCE UNDER RESERVATION OF
RIGHTS.

i. A party who, with explicit reservation of rights,
performs or promises performance or assents to performance in

a manner demanded or offered by the other party does not

thereby prejudice the rights reserved. Such words as "without
prejudice"”, "under protest" or the like are sufficient. .

2. Subsection 1 does not apply to an accord and

satisfaction.

Sec. 8. Section 554.2103, subsection 3, Code 1993, is
amended to read as follows:

3. The following definitions in other Articles apply to
this Article:
“Check”. Section 554.3104.
“Consignee". Section 554.7102.
“Consignor". Section 554,7102.
“Consumer goods". Section 554.9109.
"Dishonor”. Section 55473587

554.3502.

"Draft". Section 554,3104.

Sec. 9. Section 554.25:11, subsec:tion 3, Code 1993, is
amended to read as follcws:
rer on the effect
473882 584.3310),

J. Subject to the provisions of this chap
of an instrument on an obligation (section 55

payment by check is conditional and is defeared as between the

_3_




parties b dishonor of the check on due preseniment.
UNIFORM COMMERCIAL CODE
ARTICLE 3 - NEGOTIABLE INSTRUMENTS
PART 1
GENERAL PROVISIONS AND DEFINITIOQONS
Sec. i0. NEW SECTION. 554.3101 SHORT TITLE. This

Article may be cited as Uniform Commercial Coée -- Negotiable

Instruments.
Sec. ll. NEW SECTION. 554,3102 SUBJZCT MATTER.

1

1. This Arct.cle applies to negotiable ins:truments., It

does not app.y to money, to payment orders governed by Article
8, or to securities governed by Article 12.

2. If there is conflict between this Article and Article 9
or 12, Artic:es 9 and 12 govern.

3. Regu:ations of the Board of Governcrs of the Federal
Reserve System and operating circulars of the Fecderal Reserve
Barks supersede any inconsistent provision of this Articie to
the extent of the inconsistency.

Sec. 12. NEW SECTION. 554.3103 DEFINITIONS.

1. In this Article:

a. "Acceptor" means a drawee who has accepted a draft.

b. "Drawee" means a person ordered in a draft to maxe
payment.

c. "Drawer" means a person who signs or is identified in a
draft as a person crdering payment.

d. "Good faith" means horesty 1in fact and the observance
of reasonable commercial standards of fair dealing.

e. "Maker" means a person who signs or 1s 1dentified 1in a
note as a person undertaking o pay.

f. "Qréer" means a written instruction to pay money Signed
by the person giving the instruction., The instruction may oe
adéressed to any person, lncluding the person giving rthe
instruction, or to one Or more persons fointly Or In the
ailternative but nobt 1o succession.,  An authorizaticn to pay s

.
i

not an order unless the person authorized to pay is also
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instructed to pay.

g. "Ordinary care" in the case of a person engaged in

business means observance of reasonable commercial standards,

prevailing in tne area in which the person is located, with

respect to the business in which the person is engaged.

in

the case of a bank that takes an instrument for processing for

collection or payment by automated means, reasonable

commercial standards do not require the bank to examine the

instrument if the failure to examine does not violate the

bank's prescribed procedures and the pank's procedures do not

vary unreasonably from gereral banking usage not disapproved

by this Article or Article 4.

h. "Party" means a party to an instrument.

i. "Promise" means a written undertaking to pay money

signed by the person undertaking to pay.

An acknowledgment of

an obligation by the obligor is not a promise uniess the

obligor also undertakes to pay the obligation.
J. "Prove" with respect to a fact means to meet

of establishing the fact (section 554.1201,

the burden

subsection 8).

k. "Remitter" mearns a person who purchases an instrument

Erom its issuer if the instrument is payable to an identified

person other than the purchaser.

2. Other definitions applying to this article and the

sections in which they appear are:
"Acceptance".
"Accommodated party".
"Accommodation party".
"Alteration”.

“Anomalous endorsement™,
"Blank endorserent™.
“Cashier's checxk".
"Certificate of deposit",
"Certified checx”.
"Check".

"Considerazion".

Section
Section
Section
Section
Section
Section

Section

Section

Secticn

Section

554.3409.
554.3419,
554.3419.
554.3407.
554.3205.
554.3205.
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"Drafc”.

"Heolder in due course™.
"Incomplete instrument™.
"Endorsement".
"Endorser”.

"Instrument”.

"Issue".

“Issuer".

"Negotiable instrumentz™.
"Negotiation",

"Note",

"Payable at a definite time".
"Pavable on demand".
"Payabie to bearer".
"Payable to order".
“Payment”.

"Person entitled to enforce”.
“"Presentment"”,
"Reacquisition".

"Special endorsement",
"Teller's checx".
"Transfer of instrument”,
"Traveler's check".

"Value",

3. The following definitions in other Articles appl

this Article:
"Bank",

“Banking day".
"Clearing house".
"Coilecting bank".
"Depositary bank".
"Documentary draft".
"Intermediary ban<".
"Ivem".

"Payor bank".

Sectiion
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section

Sechion

Section
Sectlon
Section
Section
Section
Section
Section
Section

Section

wn
FoN

54.2:04.
54.3302.
554.3115.
554.32204.
554.3204.
55%.2104,
554.2:05.
554.3.0%,
5534.3104.
554.3201,
554.3104%.
554.3108,
554.3108.
554.2109.
554.3109.
554.3602.
554.3301.
554.3501.
554,3207.
554.32065.
554.3.04.
554.3203.
554.3.04.
554.3303.

y Lo
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554.4105.
554.4:04.
554.4104.
554.4105.
554.4:05.
554.5.04

554.4.05.
554.4204.
554.4105.
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"Suspends payments". Section 554.4104.

4. In addition, Article 1l contains general definitions and
principles of construction and interpretation applicable
throughout this Article.

Sec. 13. 554.3104 NEGOTIABLE INSTRUMENT.

i. Except as provided in subsections 3 and 4, "negotiable
instrument" means an unconditional promise or order to pay a
fixed amount of money, with or without lnterest or other
charges described in the promise or order, if 1t:

a. 1is payable to bearer or to order at the time 1t :is
issued or first comes into possession of a holder;

b. 1is payable on demand or at a definite cime; and

c. does not state any other undertaxing or instruction by
the person promising or ordering payment to do any act in
addition to the payment of money, but the promise or order may
contain {i}) an undertaking or power to give, maintain, or
protect collateral to secure payment, (1ii) an authorization or
power to the hoider to confess judgment or reaiize on or
dispose of collateral, or {(iii) a waiver of the benefit of any
law intended for the advantage or protection of an obligor.

2. M"Instrument" means a negotiable instrument,

3. An order that meets all of the requirements of
subsection 1, except paragraph "a", and otherwise falls within
the definition of "check"” in subsection 6 is a negotiable
instrument and a check.

4. A promise or order other than a check is not an
instrument if, ac the time 1t is issued or f£lrst comes into
possession of a helder, it contains a conspicuous statement,
however expressed, to the effect that the promise or order is
not negotiable or is not an instrument governed by this
Arzicle,

An instrument " if ir is a promice an
an instrument falls

T320Nn en




6. "Check" means (i) a draft, other than a documentary

draft, payable on demand and drawn on a bank or (ii) a
cashier's check or teller's check. An insirument may be a
check even though it s described on its face by another tersm,
such as "money order."

7. “"Cashler's check" means a draft with respect %o which
the drawer and drawee are the same bank or branches of the
same pank,

8. "Teller's check™”™ means a draft drawn by a bark (1} on
another bark, or (1i) pavable at <r through

9. MTraveler's check" means an instrument thaz (i) is
payable on demand, (il1) is cdrawn on or payab.e at or through a
bank, (Lil} 1s designrated by the term "traveler's check” or by
a substantially similar term, and (iv) requires, as a
condition to payment, a countersignature by a person whoese
specimen signature appears on the instrument,

10. "Certificate of deposit" means an instrument
containing an acknowlecdgment by a bank that a sum of morey has
been received by the bank and a promise by the bank to repay
the sum of money. A certificate of deposit is a note of the
bank.

Sec. 4. NEw SECTION. 554,3105 ISSUE OF INSTRUMENT.

1. ™"Issue" means the firs: delivery of an instrument by
the maker or drawer, whe-her o a holder or nonhoider, for the
purpose of giving rights on the instrumeni to any person.

2. An unissued instrument, or an unissued incomp:eze
instrument that is compleied, 1s binding on the maker oOr
drawer, bu% nonissuance is a defense. An inscrument that is
condltionally issued or is issued for a special purpose s
binding on the maker or drawer, but failure of the condi:zicn
or spec:ial purpose o be fulfilled is a defense.

3. "Issuer" applies to issued and unissued insgtrumen
means a maker or drawer of ar instrument,

Sec. 15. NEW SZCTION. 554.3.06 UNCONDITIONAL PROMISE
ORDER.
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1. Except as provided in this section, for the purposes of
section 554.3104, subsection 1, a promise or order 1is
unconditional unless it states (1) an express condition to
payment, (ii) that the promise or order is subject to or
governed by another writing, or (iii)} that rights or
obligations with respect to the promise or order are stated in
another writing. A reference to another writing does not of
itself make the promise or order conditional.

2. A promise or order is not made conditional (i) by a
reference to another writing for a statement of rights with
respect to collateral, prepayment, or acceleration, or (ii)
because payment is limited to resort to a particular fund or
source.

3. If a promise or order requires, as a condition to
payment, a countersignature by a person whose specimen
signature appears on the promise or order, the condition does
not make the promise or order conditional for the purposes of
section 554.3104, subsection 1. If the person whose specimen
signature appears on an instrument fails to countersign the
instrument, the failure to countersign 1is a defense to the
obligation of the issuer, but the failure does not prevent a
transferee of the instrument from becoming a holder of the
instrument,

4. If a promise or order at the time it is issued or first
comes into possession of a holder contains a statement,
required by appiicable statutory or admiristrative law, o the
effect that the rights of a holder or transferee are subject
to claims or defenses that the issuer couid assert against the
origiral payee, the promise or order is not :therepy made
conditional for the purposes oI secticn 554.3104, subsection
L; but if the promise or order 1s an instrument, there cannot
be a holder in due course of tne instrument.

Sec. ih. NEW SECTION. 554,3.07 INSTRUMENT PAYABLE IN
COREIGN MONEY.

Jniless the instrument otherwise nrovides, an instrument

'J
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that states the amount payable in foreign money may be paid in
the foreign money or in an eguivalent amount in doliars
calcuzated by using the current bank-offered spct rate at the
place of payment Zor the purchase of dollars on the day on
which the instrumen: is paid.

Sec. 17. NEW SECTION. 554.3108 PAYABLE ON DEMAND OR AT
DEFINITE TIME.

1. A promise or crder is "payable on demand"™ If it (i)
states that 1t is payable on demand or at sight, or otherwise
indicates that It is payable at the will of the holder, or
{i1i1) does not state any time of payment.

2, A promise or order is "payable at a definite time" if
it 1s payable on elapse of a definite period of time afrer
sight or accep=ance or at a fixed date or dates or at a time
or times readily ascertainable at the fime the promise or
order is issued, subject to rights of (i) prepayment, (11i)
acceleration, (11i) exfension at the option of the holder, or
(1v) extension 20 a further cdefinite time at the option of the
maker or acceptor or automatically upon or after a specified
act or event.

3. If an instrumen:z, payable at a fixed date, 1s also
payab:ie upon demand made before the fixed date, the Instrument
1s payable on demand until the fixed date and, 1f demand for
paynent is not made before that cdate, becomes payable at a
defin.te time on the fixed date.

Sec. 18. NEW SZCTION. 554.3109 PAYA3LE TO BEZARER OR TO
ORDER.,

1. A preomise or crder 1s payable to bearer 1f it

a. states that it is payeble to bearer or tc the order cf
hearer or otherwise indicates that the person in possession of
the promlse or crder 1s entitied to payment;

b. does not state a payee; or

c. states that it is payable to or to the order of cash or
otherwise irndicates that 1t 1s nct payable to an ldentified

person.




(== T e e e T ¥ B S SO SR

[ I N R R T o R e T S
— O [« ~JRCSS N~ SN T SO U S N S

[ R S N e
L= T US B S

[y
(W23

LE I S S
RN ¢ s BERES B o 0|

s.F. ART7Y nu.r.

2. A promise or order that is not payable to bearer is
payable to order if it is payable (i) to the order of an
identified person or (ii) to an identified person or order. A
promise or order that is payable to order is payable to the
identified person.

3. An instrument payable to bearer may beccme payable to
an identified person if it is specially endorsed pursuant to
section 554.,3205, subsection 1. An instrument payable to an
identified person may become payable to bearer if it is
endorsed in blank pursuant to section 554.3205, subsection 2.

Sec. 19. NEW SECTION. 554.3110 IDENTIFICATION OF PERSON
TO WHOM INSTRUMENT IS PAYABLE.

1. The person to whom an instrument is initially payabdole

is determined by the intent of the person, whether or not
authorized, signing as, or in the name or behalf of, the
issuer of the instrument. The instrument is payable to the
person intended by the signer even if that person is
identified in the instrument by a name or other identification
that is not that of the intended person. If more than one
person signs in the name or behalf of the issuer of an
instrument and ali the signers do not intend the same person
as payee, the instrument is payable to any person intended by
one or more of the signers.

2. If the signature of the issuer of an instrument 1s made
by automated means, such as a check-writing machine, th payee
of the instrument is determined by the intent of the person
who supplied the name or identification of the payee, whether
or not authorized to do so.

3. A person to whom an instrument is payable may be
:dentified in ary way, lnciuding by nrname, identifying number,
otfice, or account number. For the purpcse of determining the
noider cf an instrument, the following rules apply:

a. f an instrument 1s payable to an acccu
account is identified only by number, the instrument is

: - -

payable to the person to whom the acccunt is payable. 1If an
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instrumen: 1s payable to an account icentified by number and
by the name of a person, the instrument is payablie to the
named person, whether or not that person is the oswner of the
account identified by number.

b. if an instrument is payable to:

(1y a trust, an estate, or a persorn described as truscee
or representative of a trust or estate, the instrument 1is
payable to the trustee, the representative, or a successor of
either, whether or not the beneficlary or estate 1s aiso
named;

(2) a person described as agent or similar representati
of a named or ldentified perscon, the instrument i1s payable
the represented person, the representative, or a successor
“he representative;

{(3) a fund or organization that 1s not a legal entity, the
instrument 1s pavab.le to a representative of the members of
the fund or organization; or

(4) an office or to a person described as holding an
office, the instrument is payable to the named person, the
incumbent of the office, or a successcr to the incumbent.

4. If an irstrument 1s payable Lo twe Or more perscns
alternatively, it is payable to any of them and may be
negotiated, discharged, or enforced by any or all of threm 1in
possession of the instrument. If an instrument 1ls payable to
two or more persons not alternatively, it is payvable to all of
them and may be negotlated, éischarged, or enforced only by
all of rhem. If ar instrument payabie to two Or nore persons
is ambliguous as to whether it 1Is payable to the persons
alternatively, the instrument is payable to the persons
alternatively,.

Sec. 20. NEwW SECTION. L PLACZ OFr PAYMENT.

Ixcept as otherwise provi items In Article 4, an
instrument 1is payable at the place of payment stated in the
instrument. If ng place of payment is stated, an instrument

.8 pavable at the acddress of the drawee or maker stated .n the

- 2=
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instrument. If no address is stated, the place of payment 1is
the place of business of the drawee or maker. If a drawee or
maker has more than one place of business, the place of
payment is any place of business of the drawee or maker chosen
by the person entitled to enforce the instrument. If the
drawee or maker has no place of business, the place of payment
is the residence of the drawee or maker.

Sec. 21. NEW SECTION,. 554.3112 INTEREST.

1. Unless otherwise provided in the instrument, (1)} an

instrument is not payable with interest, and (ii) interest on
an interest-bearing instrument is payable from the date of the
instrument.

2. Interest may be stated in an lnstrument as a fixed or
variable amount of money or it may be expressed as a fixed or
variable rate or rates. The amount or rate of interest may be
stated or described in the instrument in any manner and may
require reference to information not contained in the
instrument. If an instrument provides for interest, but the
amount of interest payable cannot be ascertained from the
description, interest is payable at the judgment rate in
effect at the place of payment of the instrument and at the
time interest first accrues.

Sec. 22. NEW SECTION. 554.3113 DATE OF INSTRUMENT.

1. An instrument may be antedated or postdated. The date

stated determines the time of payment if the instrument is
pavable at a fixed period after date. Except as provided in
section 554.4401, subsection 3, an instrument payable on
demand is not payable before the date of the instrument.

2. If an instrument is undated, its date is the date of
its 1ssue or, in the case of an unissued instrument, the date
1t first comes into possession of a holder.

Sec. 23. NEW SECTION. 554.3114 CONTRADICTORY TERMS OF
INSTRUMENT.,

I£ an Instrument contains contradictory terms, typewritzen

teras prevaii over printed terms, handwritten terms prevail
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over both, and words prevall over numbers.

Sec. 24. NEW SECTION. 554.3115 INCOMPLETE INSTRUMENT.

l. "Incomplete instrument"” means a signed writing, whether
or not :ssued by the signer, the conients of which show at the
cime of signing that it is incomplete but that the signer
1ntended it to be completed by the addition of words or
numbers.

2., Subject to subsecticn 3, if an incomplete instrument is
an instrument under section 554.2104, it may be enforced
according to its terms if it is not completed, or according to
1ts terms as augmented by completion. If an incomplete
instrument 1s nct an instrument under section 554,3104, but,
after completior, the requirements of section 554.3104 are
met, the instrument may be enforced according to its terms as
augmnented by completion.

3. If words or numbers are added %0 an incomplete
instrument without authority of the signer, there is arn
alteration of the incomplete instrument under section
554.3407.

4. The burden of establishing that worcs or numbers were
added to an incomplete instrument without authority of the
signer is on the person asserting the lack of authority.

Sec. 25. NEW SECTION. 554.3116 JOINT AND SEVERAL
LIABILITY -- CONTRIBUTION,

1. Except as otherwise provided in the instrumenz, two oOr
more persons who have the same lilability on an instrument a&s
makers, drawers, acceptors, endorsers who endorse as joint
payees, or ancmalous endorsers are jointly and severally
liable in the capacity irn which they sign.

2. Except as provided in section 554.3419, subsection 5,
2t by agreenent of the affec:ed parties, a party naving joint
and several liability who pavs the instrument is entitled to
rece.ve from any party having the same joint and severa:l
Jiability contribution in accordance with appllcable law.

3. Discharge of one party having ;oint and several
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liability by a person entitled to enforce the instrument does
not affect the right under subsection 2 of a party having the
same joint and several liability to receive contribution from
the party discharged.

Sec. 26. NEW SECTION. 554.3117 OTHER AGREEMENTS
AFFECTING INSTRUMENT.

Subiect to applicable law regarding exclusion of proof of
contemporaneous or previous agreements, the obligation of a
party to an instrument to pay the instrument may be modified,
supplemented, or nullified by a separate agreement of the
obligor and a person entitled to enforce the instrument, if
the instrument is issued or the obligation is incurred in
reliance on the agreement or as part of the same transaction
giving rise to the agreement. To the extent an obligation is
modified, supplemented, or nullified by an agreement under
this section, the agreement is a defense to the obligation.

Sec. 27. NEW SECTION. 554.3118 STATUTE OF LIMITATIONS.

1. Except as provided in subsection 5, an action to

enforce the obligation of a party to pay a note payable at a
definite time must be commenced within six vears after the due
date or dates stated in the note or, if a due date is
accelerated, within six years after the accelerated due date.

2. Except as provided in subsection 4 or 5, if demand for
payment is made to the maker of a note payable on demand, an
action to enforce the obligation of a party to pay the note
must be commenced within six years after the demand. If no
demand for payment is made to the maker, an action to enforce
the note is barred if neither principal nor interest on the
note has been paid for a continuous period of ten years.

3. Except as provided in subsection 4, an action to
enlorce the obligation of a party to an unaccepted draft to
pay the craft must be commenced within three vears after
dishonor of the draf: or ten years after the dace of the
draft, wnichever pericd expires first,

1. An action to enforce the sbligatior of the acceptor of
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a certified checx or the issuer of a teller's check, casnhier's
check, or traveler's checkx must be commenced within three
years after demand for payment ig made to the acceptor or
issuer, as %the case may be.

5. An action to eniorce the obligation of a party to a
certificate of deposit to pay the Instrument must be commenced
within six years after demand for payment is made to the
maker, but 1f the instrumen: states a due date and the maker
1s not required to pay before that date, the six-year period
begins when a demand for pavment Is in effect and the due date
rhas passed.

6. An action to enforce the opbligatiocon of a party to pay
an accepted dratft, other than a certifiecd checx, must be
commerced (i) within six years after the due date or daces
stated in the draft or acceptance 1f the obligation of the
acceptor 1s payable at a cdefinite time, or {(ii} within six
years after the date of the acceptrance 1f the obligation of
the acceptor 1s payable on demand.

7. Unless governed by other law regarcing ciaims for
indemnjity or contribution, an action (.} for conversion of an
instrunent, for money had and received, or like ac:ilon based
on cenversion, {ii) for breach of warranty, or (1ii) to
enforce an obligation, duty, or right arising under this
Article and not governed by this section nust be commenced
within three years after the cause of action accrues.

Sec, 28. NEW SECTION. 554.3119 NOTICE OF RIGHT TO DEFEZND
ACTION,

In an action for breach of an obligation for which a third

verson is answerable over pursuant to this Article or Articie
4, the defendant may give the thirzd perscn wrltten notice of
the litigation, and the person notified may then gilve similiar
notice to any otnher person who 1s answerable over. If the
notice states (1) that the perscon notified may come In and
deferd and (ii) that failure 0 do so will bind the perscn

rotified 1n an action later brought by the person giving the

_16..
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notice as to any determination of fact common to the two .
litigations, the person notified is so bound unless after
seasonable receipt of the notice the person notified does come
in and defend.
PART 2
NEGOTIATION, TRANSFER, AND ENDORSEMENT
Sec. 29. NEW SECTION. 554.3201 NEGOTIATION.

1. "Negotiation" means a transfer of possession, whether

voluntary or involuntary, of an instrument by a person other
than the issuer to a person who thereby becomes its holder.

2. Except for negotiation by a remitter, if an instrument
is payable to an identified person, negotiation reguires
transfer of possession of the instrument and its endorsement
by the holder. If an ilnstrument is payable to bearer, it may
be negotiated by transfer of possession alone.

Sec. 30. NEW SECTION. 554.3202 NEGOTIATION SUBJECT TO

RESCISSION.

L. Negotiation is effective even if obtained (i) from an .
infant, a corporation exceeding its powers, or a person
without capacity, (ii) by fraud, duress, or mistake, or (iii)
in breach of duty or as part of an illegal transaction.

2. To the extent permitted by other law, negotiation may
be rescinded or may be subject to other remedies, but those
remedies may not be asserted against a subseguent holder in
due course or a person paying the instrument in good faith and
without knowledge of facts that are a basis for rescission or
other remedy.

Sec. 31. NEW SECTION, 554.3203 TRANSFER OF INSTRUMENT --
RIGHTS ACQUIRED BY TRANSFER.

- An instrument :is transferred when if is delivered by a

—

ty
%]

perscn otrer than its Issuer for the purpose of giving to the

kel
m
"

son receiving delivery the right to enforce the instrument.
2. Transfer of an instrument, whethner or not the :“ransfer
a

iz negotliation, vests in the %“ransferce any right of :thne
transferor to enforce the instrument, includirg any right as a

_17.—




@ 1 holder in due course, but the transferee cannot acquire rights
of a holder in due course by a transfer, directly or
indirectly, from a holder in due course if the :ransferee

engaged in fraud or illegality affecting the instrument.

3. Uniess ctherwise agreed, if an instrument is

(o AT ¥ 3 B P S |

transferred for value and the transferee coes not become a

~]

holder because of lack of endorsement by the transferor, the
8 transferee has a specifically enforceable right to the

9 unqualified endorsement of the transferor, but negotiation of
10 tkhe instrument dces not occur until the endorsement 1s made.
11 4. If a transferor purports to transfer less than the

12 entire instrument, negotiation of the instrumert does not

13 occur. The transferee obtains no rignhts under this Article
14 ard has only the rignts of a partial assignee.

15 Sec. 32. NEW SECTION. 554.3204 ENDORSEMENT,

1 1. "Endorsemen:" means a signature, other than that of a

17 signer as maker, drawer, or acceptor, that alone or

18 accompanied by other words is made on an instrument for the

19 purpose of (i) negotiating Zhe ilnstrument, (ii) restricting
20 payment of the instrument, or (iii) incurring endorser's

21 liabiility on the instrument, but regardless of the Intent of
22 the signer, a signazure and 1its accompanying words Is an

23 erdorsement unless the accompanying words, terms of the

24 instrument, vlace of the signature, or other clrcumstances
25 unambiguously indicate that the signature was made for a

26 purpose other tnan endorsement, For the purpcse of

27 dertermining wkhetner a signature is made on an instrument, a
28 paper affixed¢ to the instrument is a part of the instrument.
29 2. "Endorser" means a person who makes an endorsement.
30 3. For the purpose of determining whether the transferee
31 of an instrument is a holder, an endorsement that transiers a

32 security interest In the insztrument is effective as an

Fh

33 ungualified endorsement of the Instrument.
34 3. If an instrument Ls pavable =g a holder under a nare
3

S that is not the name 5f the holder, encorsement may be made oy

_18..
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the holder in the name stated in the instrument or in the
holder*'s name or both, but signature in both names may be

required by a person paying or taking the instrument for value

or collection.

Sec. 33. NEW SECTION. 554.,3205 SPECIAL ENDORSEMENT --
BLANK ENDORSEMENT -- ANOMALOUS ENDORSEMENT.

1. If an endorsement is made by the holder of an
instrument, whether payable to an identified person or payable
to bearer, and the endorsement identifies a person to whom it

makes the instrument payable, it is a "special endorsement.”
When speclally endorsed, an instrument becomes payable to the
identified person and may be negotiated only by the
endorsement of that person. The principles stated in section
554.3110 apply to special endorsements.

2. If an endorsement is made by the holder of an
instrument and it 1s not a special endorsement, it is a "blank
endorsement." When endorsed in blank, an instrument becomes
payable to bearer and may be negotiated by transfer of
possession alone until specially endorsed.

3. The holder may convert a blank endorsement that
consists only of a signature into a special endorsement by
writing, above the signature of the endorser, words
identifying the person to whom the ianstrument is made payable.

4. "Anomalous endorsement" means an endorsement made by a
person who 1s not the holder of the instrument. An anomalous
endorsement does not affect the manner in which the instrument
may be negotiated.

Sec. 34. NEW SECTION. 554.3206 RESTRICTIVE ENDORSEMENT.

1. An endorsement limifing payment to a particular person

or otherwise prohibiting further transfer or negctiation of
the instrument is not effective to prevent furcher ctransfer or
negotiation of the instrument.

2. An endorsement stating a conditicn to the right of the
endorsee to receive paymen:t does not affect the right of the

endorsee to enforce the instrument. A person paying the

_19_




Instrumen: Or taking it for vaiue or collection may disregard
the cond:tion, and the rights and liabilities of that person
are not affected by wnether the condition nas been fulfiiled.

3. If an instrument bears an endcorsemen: (i) described in
section 554.4201, subsection 2, or (ii) 1n blank or to a
particular bank using the words "for deposit,™ "for
colliection,”" cr other words indicating a purpose of havin
instrument collected by a bank for the endcrser or for a
particular acccunt, the Zoilowing rules apply:

a. A person, other than a bank, who purchases the
instrument when so endorsed converts the 1nstrument unless
amount paid for the instrumen: s received by the endorser
appiied consistentiy with the endorsemen:z.

b. A depositary bank that purchases the instrument or
takes it for collecticen when so endorsed converts the
instrument unliess the amount paid by the banx with respect
the instrument 1s received by the endorser or applied
consistently with the endorsement.

c. A payor bank that 1s also the deposizary bpank or thac:
rakes tne instrument for ilmmediate payment over the counter

from a person other than a coilecting banrk converts the

instrument unless the proceeds of the instrumen: are received

by the endorser or applied consistently with the endorsenent.

d. Except as otherwise providec¢ in paragraph ¢, a payor
park or intermediary ban< may disregard the endorsement and is
not iiable {f the proceeds of the instrumenz are neot recelved
by the endorser or applied consistently with the endorsenment.

4. Except for an endorsement covered by subsection 3, If
an instrument bears an endorsement using words to the effect
rhat payment 1s tO be made to the endorsee as agent, trustee,
or otner fiduciary for the penefit of the endorser or arother
person, the folilowing rules app:iy:

a. Unless there 1s notice of preach of Zicducilary duty as
provided in section 554.3207, a person who purchases the

instrunent from the endorsee or takes tne instrument from the

_20_




—
i RN < T o « IENRE G B AR A B < N VO R S

[

— =
P S PR 5

[

= =
L~ h

PO

[SU T S R R G I I S
S0 =~ A N s W N O

[PV VI ¥ ]
R o= RN )

r

[ P
[P AN

[
.
FN

i

L

S.F. JéZ_Zl H.F.

endorsee for collection or payment may pay the proceeds of .
payment or the value given for the instrument to the endorsee
without regard to whether the endorsee violates a fiduciary
duty to the endorser.
b. A subsequent transferee of the instrument or person who
pays the instrument is neither given notice nor otherwise
affected by the restriction in the endorsement unless the
transferee or payor knows that the fiduciary dealt with the
instrument or its proceeds in breach of fiduciary duty.
5. The presence on an instrument of an endorsement to
which this section applies does not prevent a purchaser of the
instrument from becoming a holder in due course of the
instrument unless the purchaser 1s a converter under
subsection 3 or has notice or knowledge of breach of fiduciary
duty as stated in subsection 4.
6. In an action to enforce the obligation of a party to
pay the instrument, the obligor has a defense if payment would
violate an endorsement to which this section applies and the .
payment 1is not permitted by this section.
Sec. 35. NEW SECTION. 554.3207 REACQUISITION.

Reacquisition of an instrument occurs 1f it is transferred

to a former holder, by negotiation or otherwise. A former
holder who reacquires the instrument may cancel endorsements
made after the reacquirer first became a holder of the
instrument. If the cancellation causes the instrument to be
payable to the reacquirer or to bearer, the reacquirer may
negotiate the instrument. An endorser whose endorsement 13
cancelled is discharged, and the discharge is effective
against any subsequent holder.
PART 3
ENFORCEMENT OF INSTRUMENTS

Sec. 36. NEW SECTION. 554.3301 PEZRSON ENTITLED TO
ENFORCE INSTRUMENT,

"Person entitled to enforce" an instrument means (1) tne

holder of the instrument, (ii) a nonnolder 1n pcssession of
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the instrument who has the rights of a hoider, or (iil) a
person not 1n possession of the instrument who is entitled to
enforce the instrument pursuant to section 554.3309 or
554.3418, subsection 4., A person may be a person entitled to
enfotrce the instrument evern though the person is not the owner
of the instrument or is in wrongful possession of the
instrument.

Sec. 37. NEW SECTION. 554,3302Z HOLDER IN DUE COURSE.

1. Subiect to subsection 3 and section 554.3106,

sunsection 4, "holder in due course" means the holder of an
irstrumens if:

a. the instrument when .ssued or negotiated to the holder
does not bear such apparent evidence of forgery or alterazion
Or 15 not otherwise s$O irregu.ar or incomple:te as to call into
question 1ts authenticity; and

b. the holder took the 1lnstrumen:t (i) for value, (ii) irn
good faith, (11i) without rotice that the instrument is
overdue or has been dishonored or that there is an uncured
defauit with respect to payment of another instrument 1ssu
as part of the same series, (iv) without notice that the
instrument contains an unauthorized sigrature or has been
altered, (v) without notice of any claim to the Instrument
described in section 554.3306, and (vi) without notice that
any party has a defense or claim in recoupment described in
section 554.3305, subsection 1.

2. Notice of discharge of a party, other than discharge in
an insolvency prcceeding, 1s not notice of a defense under
subsection }, bux discharge s effective agains:t a person wno
pecame a holder in Gue course with notice of the discharge.
Public £1ling or recording of a document does not of itself
constitute notice of a defense, claim in recoupmen:z, ©or cia:im
tc the Instrumen:.

3. Except to the extent & transferor or precdecessor .n
interest has rights as a no:der in due course, a perscn CoEes

not acquire rich:is Gf a hclider in due course of an imstrument

_22_
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taken (1) by legal process or by purchase in an execution,
bankruptcy, or creditor's sale or similar proceeding, {1i) by
purchase as part of a bulk transaction not in ordinary course
of business of the transferor, or (iii) as the successor in
interest to an estate or other organization.

4. If, under section 554.3303, subsection 1, paragraph
“"a", the promise of performance that is the consideration for
an instrument has been partially performed, the holder may
assert rights as a holder in due course of the instrument only
to the fraction of the amount payable under the instrument
equal to the value of the partial performance divided by the
value of the promised performance.

5. If (i) the person entitled to enforce an instrument has
only a security interest in the instrument and (ii) the person
obliged to pay the instrument has a defense, claim in
recoupment, or claim to the instrument that may be asserted
agalnst the person who granted the security interest, the
person entitled to enforce the instrument may assert rights as
a holder in due course only to an amount payable under the
instrument which, at the time of enforcement of the
instrument, does not exceed the amount of %the unpaid
obligation secured.

6. To be effective, notice must be received at a time and
in a2 manner that gives a reasonable opportunity to act on it.

7. This section 1s subject to any law limiting status as a
holder in due course in particular classes of transactions.

Sec. 38. NEW SECTION. 554.3303 VALUE AND CONSIDERATION.

1. An instrument is isstued or transferred for wvalue 1if:

a. the ingtrument is issued or transferred for a promise
of performance, to the extert the promise has been performed;
D. the transferee acquires a security interest or other
lien in the instrument other than a lien obtained by judicial

nroceeding;
c. the instrument is Iissyed or transferred as payment of,

Oor as security for, an antecedent claim against any perscn,

_23_
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whether 0r not the claim is due;

d. the instrument 1s issued 2r transferred in exchange for
a negotlable instrument; or

e. the instrument s issued or transferred in exchange for
the incurring of an irrevocable obligation to a third party by
the person taking the instrument.

2. "Consideration"” means any consideration sufficlent :to
support a simple contract. The drawer or maker of an
instrument has a defense 1f the instrument is issued wlithout
consideration. If an instrument 1s issuecd for a promise of
performance, the issuer nas a defense to the extent
performance of the promise is due and the promise has not been
performed. If an instrument 5 issued¢ for value as stated in
subsection 1, the instrument is also issued for consideration,
Sec. 39. NEW SECTION. 554.3304 OVERDUE INSTRUMENT,.

1. An instrument payable on demané¢ becomes overdue ai the

earliest of the following times:

a. on the day after the day demand for payment is duly
made;

b. if the instrument is a check, ninety days after 1its
date; or

c. 1if the instrument 1s not a check, when the instrument
has been outstanding for a period of time after its date which
is unreasonably long under the circumstances of the particular
case in light of the nature of the instrument and usage of the
trade.

2, With respect to an insrrument payabie at a definite
time the following ruies apply:

a. If the principal is payable in installments ancd a due
date has not been accelerated, the instrument bec¢gmes overdie
upon default under the instrument for nonpaymen:t of an
installment, and the Instrument remains overdue until the
cdefault is cured.

9. If the principal is no: pavable in inst

a
due date has nct peen accelerated, the instrume:
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overdue on the day after the due date.

c¢. If a due date with respect to principal has been
accelerated, the instrument becomes overdue on the day after
the accelerated due date.

3. Unless the due date of principal has been accelerated,
an instrument dces not become overdue 1f there 1s default in
payment of interest but no default in payment of principal.

Sec. 40. NEW SECTION. 554.3305 DEFENSES AND CLAIMS IN
RECOUPMENT,

1. Except as stated in subsection 2, the right to enforce

the obligation of a party to pay an instrument is subject to
the following:

a. a defense of the obligor based on (i) infancy of the
obligor to the extent it is a defense to a simple contract,
{(ii) duress, lack of legal capacity, or illegality of the
transaction which, under other law, nullifies the obligation
of the obligor, (i1ii) fraud that induced the obligor Lo sign
the instrument with neither knowledge nor reasonable
opportunity to learn of its character or its essential terms,
or (1iv) discharge of the obligor in insolvency proceedings;

b. a defense of the obligor stated in another section of
this Article or a defense of the obligor that would be
available if the person entitled to enforce the instrument
were enforcing a right to payment under a simple contract; anrd

¢. a claim in recoupment of the obligor against the
original payee of the instrument if the claim arose from the
transaction that gave rise to the instrument; but the claim of
the obligor may be asserted against a transferee of the
instrument ornly to reduce the amount owing on the instrument
at the time the action is brought.

2. The right of a helder in due course to enforce the

f=

obligation of a party to pay the instrument is subiect to
ses of

the c¢biigor stated in subsection 1, paragraph "a",
bt 1s not subject tc defenses cf tre obligor stated in

subsection 1, paragraph "b", or claims in recoupment stated in

_25_
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3. Except as stated in subsection 4, in an action o
nfo

enforce the obligation of a party £o pay the instrument, the

don

cbiligor may not assert against the person entitled to enforce
the instrument a defense, claim in recoupment, or claim to :the
instrunent (section 554.3306) of another person, but the other
person's claim to the instrument may be asserted by the

cbligor 1f the other person is joined in the action and

&S 0~ O

persona:ily asserts the claim against the person entit.ed to

11 enforce tne instrument., An obligor is not obliged o pay the

12 instrument if the person seexing enforcement of the instrument
dces not have rights of a holder In due course ané the obligor

14 proves that the insirument is a lost or stolen instrument.

15 4. In an action to enforce the obligation of an

16 accommodation party to pay an instrument, fhe accommodation

17 party may assert agains:t the person enticled to enforce the

18 instrument any defense or clalm in recoupment under subsection

19 1 that the accommodated party could assert against the person
20 entitled to enforce the instrument, except the defenses of

21 di scharge in insolvency proceedings, infancy, and lack of
le

22 legal capacity.
23 Sec. 41. NEW SECTION. 554.3306 CLAIMS TO AN INSTRUMENT.
24 A person taking an ilnstrument, otner than a person having

25 rignhts of a holder in due course, is subject to a claim of a
26 property or possessory right in the instrument or its

27 oroceeds, includirng a claim to rescind a negoetiation and to
28 recover the instrument or its proceeds. A person having

29 rights of a nolder in due course takes free of the claim to

30 the instrunent.

31 Sec. 42. NEW SECQ;Q\ 554.3307 XNOTICzZ OF BREACH OF

12 FIDUCTIARY DUTY.

33 2. In this gection:

34 a. "Flduclary" means an agent, =“rustee, nartne corporate
35 officer or directgcr, Or other repres tive owing a flduclary
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duty with respect to an instrument.

b. "Represented person" means the principal, beneficiary,
partnership, corporation, or other person to whom the duty
stated in paragraph "a" is owed.

2. If (i) an instrument is taken from a fiduciary for
payment or collection or for value, (i1) the taker has
knowledge of the fiduciary status of the fiduciary, and (iii)
the represented person makes a claim to the instrument or its
proceeds on the basis that the transaction of the fiduciary 1is
a breach of fiduciary duty, the following rules apply:

a. Notice of breach of fiduciary dpty by the fiduciary 1is
notice of the c¢laim of the represented person.

b. In the case of an instrument payable to the represented
person or the fiduciary as such, the taker has notice of the
breach of fiduciary duty if the instrument is (i) taken 1in
payment of or as security for a debt known by the taker to be
the personal debt of the fiduciary, {(ii) taken in a
transaction known by the taker to be for the personal benefit
of the fiduciary, or (iii) deposited to an account other than
an account of the fiduciary, as such, or an account of the
represented person.

c. If an instrument is issued by the represented person or
the fiduciary as such, and made pavyable to the fiduciary
personally, the taker does not have notice of the breach of
fiduciary duty unless the taker knows of the breach of
fiduciary duty.

d. If an instrument is issued by the represented person or
the fiduciary as such, to the taker as payee, the taker has
notice of the breach of fiduciary duty if the instrument is
(1) taken in payment of or as security for a debt known by the
taker to be the personal debt of the fiduclary, (1i) taken in
A transaceion known by the taxer tc be for the personal
benefit of the fiduciary, or (ii:i) depositzed to an account
other than an accournt of the fiduciary, as such, 9r an account

of the represented perscn.

-27=-




Sec. 43. NEW SECTION. 554.3308 PROOF OF SIGNATURES AND
STATUS AS HOLDER IN DUE COURSE.

1. In an action with respect o an Instrument, the

authenticlity of, and authority to make, each signature on the
instrument 1s admitted unless specifically denied in the
pleadings. If the validity of a signature is denied in the
pieadings, the burden of establishing validity is on the
person claiming validity, but the signature is presumed to be
authentic and authorized unliess the acticn is to enforce the
liability of the purported signer and the signer is dead or
incompetent at the time of trial of the issue of wvalidity of
the signature. If an action to enforce the instrument is
brought agalinst a person as the undisclosed principal of a
person who signeé the instrument as a party to the instrument,
the plaintiff has the burden of establishing that the
defendant 1s liable on the instrument as a represented person
under section 554.3402, subsection 1.

2. If the validity of signatures is admitted or proved and
there 1s compliance with subsecticn 1, a plaintiff producing
the Instrument is entitled to payment 1f the plaintiff proves
entitiemenrt to enforce the instrument under section 554.3301,
unless the defendant proves a defense or claim 1n recoupmenz.
If a defense or claim in recoupment is proved, the right to
payment of the pilaintiff is subject to the defense or claim,
except to the extent the plaintiff proves that the plaintiff
has rights of a nolder in due course which are nct sublect to
the defense or claim.

Sec. 44. NEW SECTION. 554.3309 ENFORCEMENT OF LOST,
DESTROYED, OR STOLEN INSTRUMENT.

1. A person not in possession of an instrument 1s entitled

to enforce the instrument 1f: (i) the person was in
possession of the 1nstrument and entitled to erforce 1% when
loss of possessicn occurred, (i1) the loss of possession was
not the result of a transfer py the person or a iawful

seizure, and (iii) the person canno% reasonably obtain
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possession of the instrument because the instrument was
destroyed, its whereabcuts cannot be determined, or it 1§ in
the wrongful possession of an unknown person or a person that
cannot be found or is not amenable to service of process.

2. A person seeking enforcement of an instrument under
subsection 1 must prove the terms of the instrument and the
person's right to enforce the instrument. If that proof 1is
made, section 554.3308 applies to the case as if the person
seeking enforcement had produced the instrument. The court
may not enter judgment in favor of the person seeking
enforcement unless it finds that the person required to pay
the instrument is adegquately protected against loss that might
occur by reason of a claim by another person to enforce the
instrument. Adequate protection may be provided by any
reasonable means.

Sec. 45. NEW SECTION. 554.3310 EFFECT OF INSTRUMENT ON
OBLIGATION FOR WHICH TAKEN.

1. ©Unless otherwise agreed, if a certified check,

cashier's check, or teller's check is taken for an obligation,
the obligation 1s discharged to the same extent discharge
would result if an amount of money equal to the amcunt of the
instrument were taken in payment of the obligation. Discharge
of the obligation does not affect any liability that the
obligor may have as an endorser of the instrument.

2. Unless otherwise agreed and except as provided in
subsection 1, if a note or an uncertified check is taken for
an obligation, the obligation is suspended to the same extent
the obligation would be discharged if an amcunt of money equal
to the amount of the instrument were taken, and the following
rules appiy:

2. In the case of an uncertified check, suspension of the
obligation continues until dishonor of the check or until it
ls paid or certified. Payment cr certification of the check
tesu.ts In discharge of the obligation to the extent of the

amcunt of the check.
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b. In -he case of a note, suspension of the obligation
continues until dishonor of the note or urtil it is pald.
Payment of the note results in discharge of the obligation to
the extent of the payment.

c. Except as provided in paragrapn "d", if the check or
note is dishonored and the obligee of the obligation for which
the instrument was taken is the person entitled to enforce the
instrument, the obligee may enforce either the instrument or
the obligation. In the case of an instrument of a third
person which is negotiated to the obligee by the obligor,
discharge of the obligor on the instrument also discharges tne
obligation.

é. If the person entitled to enforce the instrument taken
for an obligation is a person other than the obligee, the
obligee may not enforce the obiigation to the extent the
obligation is suspended. If the obligee is the person
entitled to enforce the instrument but no longer has
possession of it because it was lost, stolen, or destroyed,
the obligation may not be enforced to the extent of the amount
payable on the instrument, and to that extent the obligee's
rights against the obligor are limited to enfcrcement of the
instrument.

3. If an instrument other thar one described in subsection
1 or 2 is taken for an obligation, the effect is (1) that
stated in subsection 1 if the instrument is one on which a
bank is liable as maker or acceptor, or (ii) that stated in
subsection 2 in any other case,

Sec. 46. NEW SECTION. 554.3311 ACCORD AND SATISrACTION
BY USE OF INSTRUMENT.

1. If a person against whom a claim is asserted proves

that (i) tnat person in good falth tendered an instrument o
the claimant as full! satisfaction of the ciaim, (il) the
amourt of the claim was uniiquidated or subject to a bona f{ide
dispute, and (iii) the claimant obtalned payment of :the

instrument, the fol..cwing subsections app.y.
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2. Unless subsection 3 applies, the claim is discharged if
the person against whom the claim is asserted proves that the
instrument or an accompanying written communication contained
a conspicucus statement to the effect that the instrument was
tendered as full satisfaction of the claim.

3. Subject to subsection 4, a claim is not discharged
under subsection 2 if either of the following applies:

a. The c¢laimant, if an organization, proves that (1)
within a reasonable time before the tender, the claimant sent
a consplcuous statement to the person against whom the claim
ls asserted that communications concerning disputed debts,
including an instrument tendered as full satisfaction of a
debt, are to be sent to a designated person, office, or place,
and (i1) the instrument or accompanying communication was not
received by that designated person, office, or place.

b. The claimant, whether or not an organization, proves
that within ninety days after payment of the instrument, the
claimant tendered repayment of the amount of the instrument to
the person agalnst whom the claim is asserted. This paragraph
does not apply if the claimant is an organization that sent a
statement complying with paragraph "a" letter (i).

4. A claim is discharged if the person against whom the
claim 1s asserted proves that within a reasonable time before
collection of the instrument was initiated, the claimant, or
an agent of the claimant having direct responsibility with
respect to the disputed obligation, knew that the instrument
was tendered in full satisfaction of the claim,

Sec. 47, NEW SECTION. 554.3312 LOST, DESTROYED, OR
STOLEN CASHIER'S CHECK, TELLER'S CHECK, OR CERTIFIED CHECK.

1. In this section:

a. "Checx" means a cashier's check, telletr's check, or
certified check.

p. '"Claimant" means a person who claims the right to
receive the amount of a cashier's check, teller's check, or

certified check that was lost, destroyed, or stolen,
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c. "De:claration of loss" means a written statemen:, made

-

under penaity of perjury, to the effect that (i) the declarer
lost possession of a check, (1i) the declarer is tnhe drawer or
payee of the check, in the case of a certified check, or the
remitter or payee of the check, in the case of a cashier's
check or teller's check, {(i1ii) the loss of possession was not
the result of a transfer by the declarer or a lawful seizure,
and (iv}) the declarer cannot reasonably cbtain possession of

the check because the check was destroyed, its whereabouts
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cannot be determined, or it is in the wrongful possession of

—
fa

an unknown person or a perscr that cannot be found or 1s not
2 amenable to service of process.

3 d. "Obligateé bank™ means the lssuer of a cashier's check
4 or teller’s check or the acceptor of a certified check.

15 2. A c¢ilaimant may assert a claim to the amount of a check
16 by a communication to the obligated bank describing the check

17 with reasonable certainty and requesting payment of the amount

18 of the check, 1f (i) the claimant is the drawer or payee of a
19 certified check or the remitter or payee of a cashler's check
20 or teller's check, (ii) the communication contalns or 1is

21 accompanied by a deciaration of loss of the claimant with

22 respect to the checx, (iii) the communication is received at a
23 time and in a manner affording the bank a reasorable time to
24 act on it before the check is paid, and (iv) the cla:imant

25 provides reasonrabie identification if requested by the

26 obligated bank. Delivery of a declaration of loss 1s a

27 warranty of the truth of the statements made in the

28 declaration. If a claim is asserted in compliance with this
29 subsection, the following rules apply:

30 a. The claim becomes enforceable at the later of (i) the
31 time the claim 1is asserted, cor (ii) the ninetieth day

32 follewing the date of the check, in the case of a cashier's
33 check or teller's check, or the rinetieth day foliowing the
34 date of the acceptarce, in the case of a certiflied checx.

35 b. Until the claim becomes enforceanle, it nhas no legal

..32_




-
ol =T N R R A S L O TS S B

[
b

—
LA A VS

16

S.F. é)'zz H.f.

effect and the obligated bank may pay the check or, in the
case of a teller's check, may permit the drawee to pay the
check. Payment to a person entitled to enforce the check
discharges all liability of the obligated bank with respect to
the check. '

c. If the claim becomes enforceabie before the check is
presented for payment, the obligated bank is not obliged to
pay the check.

d. When the claim becomes enforceable, the obligated bank
becomes obliged to pay the amount of the check to the claimant
if payment of the check has not been made to a person entitled
to enforce the check. Subject to section 554.4302, subsection
l, paragraph "a", payment to the claimant discharges all
liability of the obligated bank with respect to the check.

3. If the obligated bank pays the amount of a check to a
claimant under subsection 2, paragraph "b", subparagraph (4)
and the check is presented for payment by a person having
rights of a holder in due course, the claimant is obliged to
{i) refund the payment to the obligated bank 1f the check is
paid, or (ii) pay the amount of the check to the person having
rights of a holder in due course if the check 1is dishonored.

4. If a claimant has the right to assert a claim under
subsection 2 and is also a person entitled to enforce a
cashier's check, teller's check, or certified check which is
lost, destroyed, or stolen, the claimant may assert rights
with respect to the check either under this section or section
554.3309.

PART 4
LIABILITY OF PARTIES
Sec. 48. NEW SECTION. 554.3401 SIGNATURE,

h

1. A person is not liable on an instrument unless {i} the

person signed the instrument, or (ii) the person is
represented Dy an agent or representative whe signed the
tastrument and the signature 1s binding on the represented

person under section 554.3402.
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2. A .ignrnature may be made (i) manually or by means of a
device or machire, and (ii) by the use of any name, including
a trade or assumed name, or by a word, marx, or symbol
executed or adopted by a person with present intention to
authenticate a writing.

Sec. 49. NEW SECTION. 554.3402 SICNATURL BY
REPRESENTATIVE.

1. If a person acting, or purporting to act, as a
representative signs an instrument by signing either the name
of the represented person or the name of the sigrer, the
represented person is bound by the signature to the same
extent the represented person would be bound if the sigrature
were on a simple contract. If the represented person 1is
pound, the signature of the representative is the "authorized
signature of the represented person" and the represented
person is liable on tne instrument, whether or not identified
in the instrument.

2. If a representative signs the name of the
representative to an instrumen:t and the signature 1s an
authorized signature of the represented person, the following
rules apply:

a. If the form of %he signature shows unambiguously that
the signature is made on behalf of the represented person who
is identified in the instrumen:t, the representative 1s not
liable on the 1ilnstrument.

b. Subject to subsection 3, if (1) the form of the
signature does not show unambiguously that the signature :is
made in a representative capacity or (11) the represented
person is not identified in the instrument, the representative
is liable on the instrument to a holder irn due ccurse that
took the instrument without notice that the representative was
not intended to be liable on the Instrument. With respect :o
any other person, the representative 1s liable or the
instrument unless the representative proves that the original

parties did not i1ntend the representative to be liable on the
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instrument.

3. If a representative signs the name of the
representative as drawer of a check without indication of the
tepresentative status and the check is payable from an account
of the represented person who is identified on the check, the
signer 1s not liable on the check if the signature is an
authorized signature of the represented person.

Sec. 50. NEW SECTION. 554.3403 UNAUTHORIZED SIGNATURE.

1. Unless otherwise provided in this Article or Article 4,

an unauthorized signature is ineffective except as the
signature of the unauthorized signer in favor of a person who
in good faith pays the instrument or takes it for value. An
unauthorized signature may be ratified for all purposes of
this Article.

2. If the signature of more than one person is required to
constitute the authorized signature of an organization, the
signature of the organization is unauthorized if one of the
required signatures is lacking.

3. The civil or criminal liability of a person who makes
an unauthorized signature is not affected by any provision of
this Article which makes the unauthorized signature effective
for the purposes of this Article.

Sec. 51. NEW SECTION. 554.3404 IMPOSTORS -- FICTITIOUS
PAYEES.,

1. If an impostor, by use of the mails or otherwise,

induces the issuer of an instrument to issue the instrument to
the impostor, or to a person acting in concert with the
impostor, by impersonating the payee of the instrument or a
person authorized to act for the payee, an endorsement of the
instrument by any person in the name of the payee is effective
as the endorsement of the payee in favor of a person who, in
good faithk, pays the instrument or takes it for value or for
coiliectiocn,

2. If (1) a person whose inten:t determines to whom an

lnstrument is payable (section 554.3110, subsection 1 or 2)
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does not :atend the person identified as payee to nave any
interest in the instrument, or {(ii) the person identified as
payee of an instrument is a fictiticus persorn, the following
rules apply until the instrument is negotiated by special
endorsement:

a. Any person in possession of the instrument is its
holider.

b. An endorsement by any person in the name of the payee
stated in the instrument is effective as the endorsement of
the payee in favor of a person who, in good faith, pays the
instrument or takes it for value or for collection.

3. Under subsection 1 or 2, an erdorsement is made in the
name of a payee if (i) it is made in a name substantially
similar toc that of the payee or (ii) the instrument, whether
or not endorsed, is deposited in a depositary bank to an
account in a rame substantially similar to that of the payee.

4. With respect to an instrument to which subsection 1 or
2 applies, 1f a person paying the instrument or taking it for
value or for collection fails to exercise ordinary care in
paying or taking the instrument and that failure substantially
contributes to loss resulting from paymen: of the instrument,
the person bearing the loss may recover from the person
failing to exercise ordinary care to the extent the failure to
exercise ordinary care contributed to the loss.

Sec. 52. NEW SECTION. 554.3405 EMPLOYER'S RESPONSIBILITY
FOR FRAUDULENT ENDORSEMENT BY EMPLOYEE.

1. In this section:

a. "Employee" includes an independent ccntractor and
employee of an independent contractor retained by the
emplover.

b. "Fraudulent endorsement”" means (i) in the case of an
instzrument payable to the employer, a forged endorsement
purporting to be that of the emplover, or (ii) in the case ot
an instrument with respect to which the employer is the

issuer, a forgec endorsement purporting to be that of the
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person identified as payee.

c. "Responsibility" with respect to instruments means
authority {i) to sign or endorse instruments on behalf of the
employer, {(ii} to process instruments received by the employer
for bookkeeping purposes, for deposit to an account, or for
to prepare or process instruments for
(iv) to supply information

other disposition, (iil)
issue in the name of the employer,
determining the names or addresses of payees of instruments to
be issued in the name of the employer, (v} to control the
disposition of instruments to be issued in the name of the
employer, or {(vi) to act otherwise with respect to instruments
in a responsible capacity. "Responsibility" does not include
authority that merely allows an employee to have access to
instruments or blank or incomplete instrument forms that are
being stored or transported or are part of incoming or
outgoing mail, or similar access.

2. For the purpose of determining the rights and
liabilities of a person who, in good faith, pays an instrument
or takes it for value or for collection, if an employer
entrusted an employee with responsibility with respect to the
instrument and the employee or a person acting in concert with
the employee makes a fraudulent endorsement of the instrument,
the endorsement is effective as the endorsement of the person
to whom the instrument 1s payable if it is made in the name of
that person. 1If the person paying the instrument or taking it
for value or for collection fails to exercise ordinary care in
paying or taking the instrument and that failure substantially
contributes to loss resulting from the fraud, the person
bearing the loss may recover from the persorn failing to
exercise ordinary care to the extent the failure to exercise
ordinary care contributed to the loss.

3. Uncer subsection 2, an endorsenent is made in the name
of the person to whom zan instrument is payable if (1) it 1is
rade 1n a name substantially similar to the name of that
tne instrument, whether or not endorsed, is

person or (ii)
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deposited .n a depositary bank to an account in a name

D

i

substantialiy similar to the name of that person.
Sec. 53. NEW SECTION. 554.3406 NEGLIGENCE CONTRIBUTING
TC FORGED SIGNATURE CR ALTERATION CF INSTRUMENT.

L. A person wnose failure to exercise ordinary care

S o b

substantially contributes to an alteration ¢f an instrument or
to the making of a forged signature on an iastrument Iis

precluded from asserting the alteration or the forgery against

)
7
8
% a person who, in good faith, pays the instrument or takes it
0 for value or for coliection.

1 2. Under subsection 1, 1f the person asserting the

2 preclusion falls to exercise ordinary care in paying or ta<ing
13 the instrument and that failure substantially contributes o
14 loss, the loss 1s allocated between the person precluded and
15 the person asserting the preclusion according to the extent to
16 which the failure of each to exercise ordinary care

17 contributed to the loss.

18 3. Under subsection 1, the burden of proving failure %o

19 exercise ordinary care 1s on the person asserting the

20 preclusion, Under subsection 2, the burden of proving failure
21 to exercise ordinary care is on the person precluded.

22 Sec. 54. NEW SECTION. 554.3407 ALTERATION.

23 1. "“Alteration" means (i) an unauthorized change in an

24 instrument that purports to modify in any respect the

25 obligation of a party, or (ii) an unauthorizeé addition of

26 worés or numbers or other change 0 an incomplete instrument
27 relating to the obligation of a party.

28 2. Except as provided in subsection 3, an alterartion

29 fraudulently made discharges a party whose obligation is

30 affected by the alteration unless that party assents or is

31 precluded from asserting the alteration. No other aiteration
32 discharges a party, and the Instrument may be enforced

33 according to its origlnai terms.

3. A payor banx or drawee paying a fraudulentiy alitered

[+

S I V¥
wun

instrument or a person taking it for wvalue, in good faith and
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without notice cof the alteration, may enforce rights with
respect to the instrument (i) according to its original terms,
or (ii) in the case of an incomplete instrument altered by
unauthorized completion, according to its terms as completed.
Sec. 55. NEW SECTION. 554.3408 DRAWEE NOT LIABLE ON
UNACCEPTED DRAFT.
A check or other draft does not of itself operate as an

assignment of funds in the hands of the drawee available for
its payment, and the drawee is not liable on the instrument
until the drawee accepts it.

Sec. 56. NEW SECTION. 554.3409 ACCEPTANCE OF DRAFT --
CERTIFIED CHECK.

1. *“"Acceptance" means the drawee's signed agreement to pay

a draft as presented. It must be written on the draft and may
consist of the drawee's signature alone. Acceptance may be
made at any time and becomes effective when notification
pursuant to instructions is given or the accepted draft is
delivered for the purpose of giving rights on the acceptance
to any person.

2. A draft may be accepted although it has not been signed
by the drawer, is otherwlise incomplete, is overdue, or has
been dishonored.

3. If a draft is payable at a fixed period after sight and
the acceptor fails to date the acceptance, the holder may
complete the acceptance by suppliying a date in good faith.

4. M"Certified check" means a check accepted by the bank on
which it is drawn. Acceptance may be made as stated in
subsection 1 or by a writing on the check which indicates that
the check 1s certified. The drawee of a check has no
obligation to certify the check, and refusal to certify is not
dishonor of the check.

Sec. 57. NEW SECTiON. 554.3410 ACCEPTANCZ VARYING DRAFT.

1. If the terms of a drawee's acceptance vary from the
terms of the draf: as presented, the holder may refuse the

acceptance and trea:z the draft as dishonored. In that case,
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the drawee may cancel the acceptance.

2. The terms of a draft are not varied by an acceptance to
pay at a particular bank or place in the United States, unless
the acceptance states that the draft is to be paid only at
that bank or place. -

3. If the holder assents to an acceptanhce varying the
terms of a draft, the obligation of each drawer and endorser
that does not expressly assent to tne acceptance is
dischatrged.

Sec., 58. NEW SECTION. 554.3411 REFUSAL TO PAY CASHEIER'S
CHECKS, TELLER'S CHECKS, AND CERTIFIED CHECKS.

i+ In this section, "obligated bank" means the acceptor of

a certified check or the issuer of a cashier's check or
teller's check bought from the issuer,

2. If the cbiigated bank wrongfulliy (i) refuses to pay a
cashier's check or certified check, {(ii) stops payment of a
teller's check, or {(iii) refuses to pay a dishonored teller's
check, the person asserting the right to enforce the checx is
entitied to compensation for expenses and loss of interest
resulting from the nonpayment and may recover consequential
damages if the obliga-ed bank reZuses to pay after receiving
notice of particular circumstances giving rise to the damages.

3. Expenses or conseqguential damages under subsection 2
are not recoverabie if the refusal of the obiigated bank to
pay occcurs because (i) the bank suspends payments, (ii) the
obligated bank asserts a claim cr defense cof the bank that 1t
has reasonable grounds to believe is available against the
person entitied to enforce the instrument, (iii) the obligated
bank has a reasonable doubt whether the person demanding
payment 1s the person entitled to enforce the instrument, or
{iv) payment is prohibited by law.

Sec. 59. NEW SECTION. 554.3412 OBLIGATION OF ISSUER O
NOTE OR CASEIER'S CHECK.

The issuer of a note or casrtier's check or other draft

L&

drawn on the drawer .s obliged to pay the instrument (1)
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according to its terms at the time it was issued or, if not
issued, at the time it first came into possession of a holder,
or (ii) if the issuer signed an i1ncomplete instrument,
according to its terms when completed, to the extent stated in
sections 554.3115 and 554.3407.

person entitled to enforce the instrument or to an endorser

The obligation 1s owed to a

who paid the instrument under section 554.3415.
Sec. 60. NEW SECTION. 554.3413 OBLIGATION OF ACCEPTOR.
1. The acceptor of a draft is obliged to pay the draft (1)

according to its terms at the time it was accepted, even

though the acceptance states that the draft
(i1)

varies the terms of the draft, according to

originally drawn" or eguivalent terms,

draft as varied, or (iii) if the acceptance

is payable "as

if the acceptance
the terms of the
is of a draft that

is an incomplete instrument, according to 1ts terms when
completed, to the extent stated in sections 554.3115 and
554.3407.
enforce the draft or to the drawer or an endorser who paid the
draft under section 554.3414 or 554.3415.

2. If the certification of a check or other acceptance of

The obligation is owed to a person entitled to

a draft states the amount certified or accepted, the
If (1) the

certification or acceptance does not state an amount,

obligation of the acceptor is that amount.
(ii) the
amount of the instrument is subsequently raised, and (iii) the
instrument is then negotiated to a holder in due course, the
obligation of the acceptor is tnhe amount of the instrument at
the time it was taken by the holder in due course.

Sec. 61. NEW SECTION. 554.3414 COBLIGATION OF DRAWER.

L. This section does not apply to cashier's checks or

cther drafts drawn on the drawer.

2. If an unaccepted draft is dishonored, the drawer is

obliged to pay the draft (i) according to its terms at the
issued, at the time 1t first

time it was issued or, 1f not

came 1into possession of a hoider, or (ii) if the drawer signed

s

an incompiete instrument, according to its terms when
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completed, o the extent stated in sections 554.3115 and
554.3407. The obligation is owed to a person entitled to
enforce the draft or to an endorser who paid the draft under
section 554.3415.

3. If a draft is accepted by a bank, the drawer 1is
discharged, regardless cof when or by whom acceptance was
obtained.

4. If a draft 1s accepted and the acceptor is not a bank,
the obligation of the drawer o pay the draft if z-he draft is
dishonored by the acceptor is the same as the obligation of an
endorser under section 554.3415, subsections 1 and 3.

S. If a draft states that it is drawn "without recourse"
or otherwise disclaims liability of the drawer to pay the
éraft, the drawer is not liable under subsection 2 to pay the
draft 1f the draff 1s not a check. A disclaimer of the
liability stated in subsection 2 is not effective if the draft
is a check.

6. If (1) a check 1s not presented for payment or given to
a depositary bark for collection within thirty days after its
date, (1i) the drawee suspends payments after expiration of
the thirty-day period without paying the check, and (1iii)
because of the suspension of payments, the drawer is deprived
of funds maintained with the drawee to cover payment of the
check, the drawer to the extent deprived of funds may
discharge its obiligation to pay the check by assigning to the
person entit_ed to enforce the check the rights of the drawer
against the drawee with respect to the funds.

Sec. 62. NEW SECTION. 554.3415 OBLIGATION OF ENDORSER.

l. Subject to subsections 2, 3, and 4 and to section

554.3419, subsection 3, 1f an irnstrument is dishonored, an
endorser 1s obliged to pay the amount due cn the instrument
(1) according Yo the terms of the instrument at the time it
was encorsed, or (1i) if the endorser endorsed an incomplete
instrument, accerding to its terms when compieted, to the

extent stated in seczions 554.3115 and 554.3407. The
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obligation of the endorser is owed to a person entitled to
enforce the instrument or to a subsequent endorser who paid
the instrument under this section.

2. If an endorsement states that it is made "without
recourse” or otherwise disclaims liability of the endorser,
the endorser is not liable under subsection 1 to pay the
instrument.

3. If notice of dishonor of an instrument is reguired by
section 554.3503 and notice of dishonor complying with that
section is not given to an endorser, the liability of the
endorser under subsection 1 is discharged.

4, If a draft is accepted by a bank after an endorsement
is made, the liability of the endorser under subsection 1 is
discharged.

5. If an endorser of a check is liable under subsecticn 1
and the check is not presented for payment, or given to a
depositary bank for collection, within thirty days after the
day the endorsement was made, the liability of the endorser
under subsection 1 is discharged.

Sec. 63. NEW SECTION. 554.3416¢ TRANSFER WARRANTIES.

1. A person who transfers an instrument for consideration

warrants to the transferee and, if the transfer is by
endorsement, to any subsequent transferee that:

a. the warrantor is a person entitled to enforce the
instrument;

b. all signatures on the instrument are authentic and
authorized;

c. the instrument has not been altered;

d. the instrument is not subject to a deferse or claim in
recoupment of any party which can be asserted against the
warrancor; and

€. the warrantor has no krowledge of any insolvency
proceecing commenced with respect to the maker or acceptor or,
In the case of an unaccepted draft, the drawer.

2. A person to whom the warranties under subsection 1 are
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macde anrd who took the instrument in good faith may recover

{rom the warrantor as damages for breach of warranty an amount
equal to the losg suffered as a result of the breach, but not
more than the amount of the instrument plus expenses and Loss
interest tne breach.
3.

disclaimed with respect to checks,

of incurred as a result of

The warranties stated in subsection 1 cannct be

Unliess notice of a claim
for breach of warranty is given to the warrantor within thirty
the breach and

days after the claimant has reason to know of

the 1dentity of the warrantor, the liability of the warrantor
under subsection 2 is discharged to the extent of any loss
caused by the delay in giving notice of the claim.
4. A cause of action for breach of warranty under this
section accrues when the claimant has reason to know of the
breach.

WARRANTIES.

64. PRESENTMENT

TF

P

NEW SECTION. 554.3417

an uraccepted draft is presented to the drawee for

Sec.
1.

payment or acceptance and the drawee pays or accepts the

draft, (1) the person obtaining payment or acceptance, at the
time of presentment, and (1i) a previous transferor of :he
draft, at the time of transfer, warrant to the drawee making
payment or accepting the draft in good faith that:

a. the warrantor is, or was, at the time the warrantor
transferred the draft, a person entitled to enforce the draft
or authorized to obtain payment or acceptance of the draft on
behalf of a person entitled to enforce the cdraft;

b. the draft

¢. the warrantor has no knowledge tnat the signature of

has not been aliered; and
the drawer of the draft i1s unauthorized,
2.

damages for breach of warranty equal to the amount paid by the

A drawee making payment may recover from any warrantor

drawee less the amcunt the drawee received or is entitled %o
adéit.on,

In

expensges anrd

receive from the drawer pecause of the payment.

the drawee is entitled to compensation for L1085

of interest resul:zing from the breach. The right of the
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drawee to recover damages under this subsection is not .
affected by any failure of the drawee to exercise ordinary
care in making payment. If the drawee accepts the draft,
breach of warranty is a defense to the obligation of the
acceptor. If the acceptor makes payment with respect to the
draft, the acceptor is entitled to recover from any warrantor
for breach of warranty the amounts stated in this subsection.

3. If a drawee asserts a claim for breacn of warranty
under subsection 1 based on an unauthorized endorsement of the
draft or an alteration of the draft, the warrantor may defend
by proving that the endorsement is effective under section
554.3404 or 554.3405 or the drawer is preciuded under section
554.3406 or 554.4406 from asserting against the drawee the
unauthorized endorsement or alteration.

4. If (i) a dishonored draft is presented for payment to
the drawer or an endecrser or (ii) any other ilnstrument is
presented for payment to a party obliged to pay the
instrument, and (1ii) payment is received, the fcllowing rules .
apply:

a. The person obtaining payment and a prior transferor of
the instrument warrant to the person making payment in good
faith that the warrantor is, or was, at the time the warrantor
transferred the instrument, a person entitled to enforce the
instrument or authorized to obtain payment on behalf of a
person entitled to enforce the instrument.

b. The person making payment may recover from any
warrantor for breach of warranty an amount equal to the amount
paid plus expenses and loss of interest resulting from the
breach.

5. The warranties stated in subsections ! and 4 cannot be
disclaimed with respect to checks. Unless notice of a claim
for breacnh of warranty is given to the warrantor within thirty
days after the claimant has reason to xnow of the preach and

tne identity of tne warrantor, the iiability of trhe warrantor
under subsection 2 or 4 is discharged to the extent of any .
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loss causel by the delay in giving notice of the claim.

6. A cause of action for breach of warranty under this
section accrues when the claimant has reason £o know of the
breach.

Sec. 65. NEW SECTION. 554.3418 PAYMEINT OR ACCEPTANCEZ BY
MISTAKE.

1. Except as provided in subsection 3, 1f the drawee of a

draft pays or accepts the draft and the drawee ac:ted on the
mistaxen pelief that (i) payment of the draft had not been
stopped pursuant to section 554.4403 or (ii) the signature of
the drawer of the draft was authorized, the drawee may recover
the amount of the drafi from the person to whom or for whose
benefit payment was made or, in the case of acceptance, may
revoke the acceptance. Rilghts of the drawee under this
subsection are not affected by failure of the drawee to
exercise ordinary care in paying or accepting the draft.

2. Except as provided in subsection 3, 1f an iastrument
has been paid or accepted by mistake and the case is not
covered by subsection 1, the person paying Or accepting may,
to the extent permitted by the law governing mista<e and
restitution, (1) recover the payment from the person to whom
or for whose berefit payment was macde or (ii) ir the case of
acceptance, may revoke the acceptance.

3. The remedies provided by subsection 1 or 2 may not be
asserted against a person who took the instrument in good
faith and for value or who in good faith changed position in
reliance on the payment or acceptance. This subsection does
not iimit remedies provided by section 554.3417 or 554.4407.

4. Notwithstanding section 554.4215, Iif an instrument is
paid or accepted by mistake and the payor or acceptor recovers
payment or revokes acceptance under subsection 1 or 2, the
instrument is deemed not to have bdeen paid or accepted and is
treated as dishonored, and the person from whom payment :is
recovered has rights as a person entitled o enforce the

dishonored inscrument.
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Sec. 66. NEW SECTION. 554.3419 INSTRUMENTS SIGNED FOR
ACCOMMODATION.

1. If an instrument is issued for value given for the
berefit of a party to the instrument ("accommodated party")
and ancther party to the instrument ("accommodation party")
signs the instrument for the purpose of incurring liability on
the instrument without being a direct beneficiary of the value
given for the instrument, the instrument is signed by the
accommodation party "for accommodation.”

2. An accommodation party may sign the instrument as
maker, drawer, acceptor, or endorser and, subject to
subsection 4, is obliged to pay the instrument in the capacity
in which the accommodation party signs. The obligation of an
accommodation party may be enforced notwithstanding any
statute of frauds and whether or not the accommodation party
receives consideration for the accommodaticn.

3. A person signing an instrument is presumed to be an
accommodation party and there is notice that the instrument is
signed for accommodation if the signature is an anomalous
endorsement or is accompanied by words indicating that the
signer is acting as surety or gquarantor with respect to the
obligation of another party to the instrument. Except as
provided in section 554.3605, the obligation of an
accommodation party to pay the instrument is not affected by
the fact that the person enforcing the obligation had notice
when the instrument was taken by that person that the
accommodation party signed the instrument for accommodation.

4. If the signature of a party to an instrument is
accompanied by words indicating unambiguously that the party
is guaranteeing ccllection rather than payment of the
obligation of another party to the instrument, the signer is
obliged to pay the amount due on the instrumert to a person
entitled to enforce the instrument only 1f (i) execution of
sudgment against the other party has been returned

unsatisfied, (1l) the other party is insolvent or in an
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insclivency proceeding, (iii) the other party cannot be served

-

with process, or (iv) 1t is otherwise apparent that payment

w N

cannot be obtained from the other party.

>

5. An accommodation party who pays the instrument 1is

wn

entitled to reimbursement from the accommodated party and is
entitled to enforce the instrument against the accommodated
party. An accommcdated party who pays the inscrument has no
rignt of recourse against, and is not entitled to contribution
from, an accommodation party.

Sec, 67. NEW SECTION. 554.3420 CONVERSION OF INSTRUMENT.

1. The law applicable to conversion of personal property

—

—

applies to instruments. An instrument is also converted 1£ it

-]

[PYRE S I = Y “ R o + B R o)}

is taken by transfer, other than a negotlation, from a person
14 not entitled to enforce the instrument or a bank makes or
15 obtains payment with respect to the instrument for a person
16 not entitled to enforce the instrument or receive payment. An
17 action for conversion of an i1nstrument may not be brought by
@ 18 (i) the issuer or acceptor of the instrument or (ii) a payee
19 or endorsee who did not receive delivery of the instrument
20 either directly or through delivery to an agent or a co-payee.
21 2. In an actlon uncder subsection 1, the measure of
22 liability is presumed to be the amount payable on the
23 instrument, but recovery may not exceed the amount of the
24 plaintiff's interest in the instrument.
25 3. A representative, other than a depositary bank, who has
26 in good faith dealt with an instrument or its proceeds on
27 benhalf of one who was not the person entitled to enforce the
28 instrument is not liable in conversion to that person beyond

29 the amount of any proceeds that it has not paid out.

30 PART 5
31 DISHONOR
12 Sec. 68, NEW SECTION. 6554.3501 PRESENTMENT,
33 1. "Presentment" means a demand made by cor on behalf of a
34 person entitled to enforce an 1nstrument (1) to pay the
@ 35 instrument made to the drawee or a party obllged to pay tre
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instrument or, in the case of a note or accepted draft payable
at a bank, to the bank, or (ii) to accept a draft made to the
drawee.

2. The following rules are subject to Article 4, agreement
of the parties, and clearing-house rules and the like:

a. Presentment may be made at the place of payment of the
instrument and must be made at the place of payment if the
instrument is payable at a bank in the United States; may be
made by any commercially reasonable means, including an oral,
written, or electronic communication; is effective when the
demand for payment or acceptance is received by the person to
whom presentment 1s made; and is effective 1f made to any one
of two or more makers, acceptors, drawees, or other payors.

b. Upon demand of the person to whom presentment is made,
the person making presentment must (i) exhibit the instrument,
(11) give reasonable identification and, if presentment is
made on behalf of another person, reasonable evidence of
authority to do so, and {(iii) sign a receipt on the instrument
for any payment made or surrender the instrument if full
payment is made. '

c. Without dishonoring the instrument, the party to whom
presentment is made may (i) return the instrument for lack of
a necessary endorsement, or (ii) refuse payment or acceptance
for failure of the presentment to comply with the terms of the
instrument, an agreement of the parties, or other applicable
law or rule.

d. The party toc whom presentment is made may treat
opresentment as occurring on the next business day after the
day of presentment 1f the party to whom presentment is made
has established a cut-off hour not earlier than two p.m. for
the receipt and processing of instruments presented for
payment or acceptance and presentment is made after the cuz-
off hour.

Sec. 69. NEW SECTION. 554.3502 DISEONOCR.

>. Dishoror of a note is governad by the following rules:

-49-




B

o ~J W

16
il
12
13

1
-

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

(ST % N S B v
[ S e~

34

Se———————————— S vy s s

a. If -ne note 1s payable on demand, the note 1is
dishonored if presentment is duly made to the maker and the
note is not paid on the day of presentment.

b. If the note 1s not payable on demand and is payable at
or tnrough a bank or the terms of the note require
presentment, the note is dishonored 1if presentment 1s duly
made and the note is not paid on the day it becomes payable or
the day of presentment, whichever is later.

¢c. If the note is not payable on demand and paragrapn "b"
does not app.y., the note is dishonored if 1t is not paid on
the day it becomes payable.

2. Dishonor of an unaccepted draft ogher than a
documentary draft is governed by the following rules:

a. If a check is duly presented for payment to the payor
bank otherwise than for immediate payment over the counter,
the check is dishonorec if the payor bank makes timely return
of the check or sends timely notice of dishonor or nonpayment
under section 554.4301 or 554.4302, or becomes accountable for
the amcunt of the check under section 554.4302.

b. If a draft is payable on demand and paragraph a does
not apply, the draft is dishonored if presentment for payment
1s duly made to the drawee and the draft is not paid on the
day of presentment.

c. If a draft 1s payable on a date stated in the draft,
the draft is dishonored :f (i) presentment for payment 1is duly
made to the drawee and payment is not made on the day the
draft becomes payable or the day of presentment, whichever 1is
~ater, or {(ii) presentment for acceptance 1s cduly made before
the day the draf:t becomes payable and the draft is not
accepted on the day of presentment.

d. If a draft is payable on elapse of a period of time
after signt or acceptance, the draft is dishonored if
presentment for acceptance is duly made anc the draft s not
accevpred on the day ¢f presentmen:.

3. Dishonor of an unaccepted documentary draft occurs
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according to the rules stated in subsection 2, paragraphs "b",
"c", and "d", except that payment or acceptance may be delayed
without dishonor until no later than the close of the third
business day of the drawee following the day on which payment
or acceptance is required by those paragraphs.

4. Dishonor of an accepted draft 1is governed by the
following rules:

a. If the draft is payable on demand, the draft 1is
dishonored if presentment for payment is duly made to the
acceptor and the draft is not paid on the day of presentment.

b. If the draft is not payable on demand, the draft is
dishonored if presentment for payment is duly made to the
acceptor and payment is not made on the day it becomes payable
or the day of presentment, whichever is later.

5. In any case in which presentment is otherwise required
for dishonor under this section and presentment is excused
under section 554.3504, dishonor occurs without presentment 1if
the instrument is not duly accepted or paid.

6. If a draft is dishonored because timely acceptance of
the draft was not made and the person entitled to demand
acceptance consents to a late acceptance, from the time of
acceptance the draft is treated as never having been
dishonored.

Sec. 70. NEW SECTION. 554.3503 NOTICE OF DISHONOR.

1. The obligation of an endorser stated in section

554.3415, subsection 1 and the obligation of a drawer stated
in section 554.3414, subsection 4, may not be enforced unless
(i1} the endorser or drawer 1s given notice of dishonor of the
instrument complving with this section or (il) notice of
dishonor is excused under secticn 554.3504, subsection 2.

2. Notice of dishonor may be given by any perscn; may be
given py any cemmercially reascnable means, including an orai,
written, or electronic communication:; and is sufficient 1€ it
reasonab.y identifies the instrument and indicates that thne

1nstrument has been dishonored or has n¢t been pa:id or
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accepted. =Return of an instrument given to a bank for
collection is sufficient notice of dishonor.

3. Subject to section 554.3504, subsection 3, with respect
to an instrument taken for collection by a collecting bank,
notice of dishonor must be given (1) by the bank before
midnight of the next banking day following the banking day on
which the bank receives notice of dishonor of the instrument,
or (ii1) by any other person within thirty days following the
day on which the person receives notice of dishonor. With
respect to any other instrument, notice of dishonor must be
given within thirty days following the day on wnich dishonor
OCCUrs.

Sec. 71. NEW SECTION. 554.3504 EXCUJSED PRESENTMENT AND
NOTICE OF DISHONOR.

1. Presentment for payment or acceptance of an instrument

is excused if (1) the person entitled to present the
instrument cannot with reasonable diligence make presentment,
{ii) the maker or acceptor has repudiated an obligation to pay
the instrument or is dead or in insolvency proceedings, (iii}
by the terms of the instrument presentment 1s not necessary to
enforce the obligation of endorsers or the drawer, (iv) the
drawer or endorser whose obligation is being enforced has

waived presentment or otherwise has no reason to expect or

right to require that the instrument be paid or accepted, or

(v) the drawer instructed the drawee not to pay or accept the
draft or the drawee was not oblicated to the drawer Lo pay the
draf-.

2. Notice of dishonor is excused 1f (1) by the terms cf
thne instrument notice of dishonor is not necessary to enforce
the obligation of a party to pay the instrument, or {(11i) the
party whose cbligation is being enforced waived notice of
dishonor. A waiver of presentment is also a walver of ncotice
of dishonor.

3. Delay in giving notice of dishonor is excused 1f the

delay was caused by circums:zances beyond the control of the

_52_




Lo I e L O L " 2 T

L T N T N S T T N T N T e B S o L o
< I O N B R A T - T R S T I =TT

27

person giving the notice and the person giving the notice
exercised reasonable diligence after the cause of the delay
ceased to operate.
Sec. 72. NEW SECTION. 554.3505 EVIDENCE OF DISHONCR.
1. The following are admissible as evidence and create a

presumption of dishonor and of any notice of dishonor stated:

a. a document regular in form as provided in subsection 2
which purports to be a protest;

b. a purported stamp or writing of the drawee, payor bank,
or presenting bank on or accompanying the instrument stating
that acceptance or payment has been refused unless reasons for
the refusal are stated and the reascns are not consistent with
dishonor;

c. a book or record of the drawee, payor bank, or
collecting bank, kept in the usual course of business which
shows dishonor, even i1f there is no evidence of who made the
entry.

2. A protest is a certificate of dishonor made by a United
States consul or vice consul, or a notary public¢ or other
perscon authorized to administer oaths by the law of the place
where dishonor occurs., It may be made upon information
satisfactory to that person. The protest must identify the
instrument and certify either that presentment has been made
or, if not made, the reason why it was not made, and that the
instrument has been dishonored by nonacceptance or nonpayment.
The protest may aliso certify that notice of dishonor has been
given to some or all parties.

PART 6
DISCHARGE AND PAYMENT

Sec. 73. NEW SECTION. 554.3601 DISCHARGE AND EFFECT OF

DISCHARGE.

1. The obiigation of a party to pay the instrument is

discnrarged as stated in this Article or by an act or agreement
with the party which wouid discharge an obligation tc pay

noney under a simple contract.
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2. Discnarge of the obliigation of & party is not effective
against a person acquiring rights of a holder in due course of
the instrument without notice of the discharge.

Sec. 74. NEW SEZCTION. 554.3602 PAYMENT,

1. Subject o subsection 2, an instrument is paid to the

extent payment s made (1) by or on behalf of a party obliged
to pay the instrument, and (il} to a person entitled to
gnforce the 1nstrument, To the =2xtent of the payment, the
obiigation of the party obliged to pay the instrument is
discharged even though payment is made with knowledge of a

claim to the instrument under sectlon 554.3306 by another

person.
2. The obligation of a party to pay the instrument is not
discharged under subsection 1 if:

a. a claim to the instrument under section 554,3306 1s
enforceable against the party receiving payment and (i)
payment 1is made with knowledge by the payor that payment 1s
pronhibited by irjunction or similar process of a court of
competent jurisdiction, or (1ii) in the case of an instrument
other than a cashier's check, teller's check, or certified
check, the party making payment accepted, from the person
having a claim to the instrument, indemnity against loss
resulting from refusal to pay the person entitled to enforce
the instrument; or

b. the person making payment knows that the instrument 1is
a stolen instrument and pays a person it knows is in wrongful
possession of the instrument.

Sec. 75. NEW SECTICN. 554.3603 TZINDER Or PAYMENT.

1. If tender of payment of an obligation o pay an

instrument is made to a person entitlied to enfcorce the
instrument, the effect of tender is governed Dy principles of
law applicable to tencder of payment under & simple contract.
2. If tender of payment cof an obligation to pay an
instrument 1s made tc a person entiitled to enforce the

instrument and the tencder s refused, there 15 discharge, %o
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the extent of the amount of the tender, of the obligation of .
an endorser or accommodation party having a right of recourse

with respect to the cobligation to which the tender relates.

3 If tender of payment of an amcount due on an instrument

- .

1s made to a person entitled to enforce the instrument, the

obligation of the obligor to pay interest after the due date
on the amount tendered is discharged. If presentment 1s
required with respect to an instrument and the obligor is able
and ready to pay on the due date at every place of payment
stated 1n the instrument, the obligor is deemed to have made
tender of payment on the due date to the person entitled to
enforce the instrument.

Sec. 76. NEW SECTION. 554.3604 DISCHARGE BY CANCELLATION
OR RENUNCIATION.

1. A person entitled to enforce an instrument, with or

without consideration, may discharge the obligation of a party
to pay the instrument (i) by an intentional voluntary act,
such as surrender of the instrument to the party, destruction, .
mutilation, or cancellation of the instrument, cancellation or
striking out of the party's signature, or the addition of
words to the instrument indicating discharge, or (ii) by
agreeing not to sue or otherwise renouncing rights against the
party by a signed writing.

2. Cancellation or striking out of an endorsement pursuant
to subsection 1 does not affect the status and rights of a
party derived from the endorsement.

Sec. 77. NEW SECTION. 554.3605 DISCHARGE OF ENDORSERS
AND ACCOMMODATION PARTIES.

L. In this section, the term "endorser" includes a drawer

having the obligation described in section 554.3414,
subsection 4.

2. Discharge, under section 554.3604, of the obligation of
4 party to pay an instrument does not discharge the obligation

of an endorser or accommodation party having a right of
recourse against the discharged party.
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3. If - person entitled to enforce an inscrument agrees,
with or without consideration, to an extension of the due date
of the obligation of a party to pay the instrument, the
extension discharges an endorser or accomrtodation party havin
a right of recourse against the party whose obiigation is
extended to the extent the endorser or accommodation party
proves that the extension caused loss to the endorser or
accomnodation party with respect to the right of recourse,.

4. If a person entitled to enforce an inszrument agrees,
with or without consideration, to a material modification of
the obligation of & party other than an extension of the due
date, the modification discharges the cbligation of an
endorser or accommodation party nhaving a rignt ¢of recourse
against the person whcose obligation is medified to the extent
the modification causes loss to the endorser or accommodation
party with respect to the right of recourse. The loss
suffered by the endorser or accommodation party as a result of
the modification is equal to the amount of the right of
recourse unless the person enforcing the instrument proves
that no loss was caused by the modification or that the loss
caused by the modificatlon was an amount less than the amount
of the right of recourse.

5. If the obligation of a party to pay an instrument is
secured by an interest in collateral and a person entitled to
enforce the instrument impairs the value of the interest in

collateral, the obligation cf an endorser or accommodation

party having a rignt of recourse against the obligor is

discharged to the extent of the impairment. The value of an
interest in coliateral i1s impaireé to the extent (1) the value
of the interest 1s reduced to an amount less than the amount
of the right of recourse of the party asserting discharge, or
(i1) the reduction in value ¢f the interest causes an iLncrease
in the amount by which the amount of the right of recourse
exceeds the value of the interes:z. The purden of proviag

impairment is on the party asserting discharge.
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6. If the obligation of a party is secured by an interest

in collateral not provided by an accommodation party and a
person entitled to enforce the instrument impairs the value of
the interest in collateral, the obligation of any party who 1s
jointly and severally liable with respect to the secured
obligation is discharged to the extent the impairment causes
the party asserting discharge to pay more than that party
would have been obliged to pay, taking into account rights of
contribution, if impairment had not occurred. If the party
asserting discharge is an accommodation party not entitled to
discharge under subsection 5, the party is deemed to have a
right to contribution based on joint and several liability
rather than a right to reimbursement. The burden of proving
impairment is on the party asserting discharge.

7. Under subsection 5 or 6, impairing value of an interest
in collateral includes (1) failure to obtain or maintain
perfection or recordation of the interest in collateral, (il)
release of collateral without substitution of collateral of
equal value, (1i1) failure to perform a duty to preserve the
value of collateral owed, under Article 9 or other law, to a
debtor or surety or other person secondarily liable, or (iv)
failure to comply with applicable law in disposing of
collateral.

8. An accommodation party is not discharged under
subsection 3, 4, or 5 unless the person entitled to enforce
the instrument knows of the accommodation or has notice under
section 554.3419, subsection 3, that the instrument was signed
for accommodation.

9. A party is not discharged under this section if (i) the
party asserting discharge consents to the event or conduc:
that is the basis of the discharge, or (ii) the instrumen:z or
& separate agreement of the party provides for waiver of
discharge under this section elther specificaliy or by general
Language indicating that parties waive defenses based on

suretyship or impairment of collateral.

_57_




—
o W - O 0 00 ) Y N e e )

por

—

-

—

AU SRR A B o B 1" R . ° B AN B 0 R 6 R o A N o N e e o
LT Ve B 2« B T AT ™ 1 TR ~ Y V' R o B Y == T Vo T + « BENNENEE o Y

~ -
-

32
33

*
“

35

Sec. 78. Section 554.4101, Code 1993, is amended to read
as follows:

554.4101 SHORT TITLE.

This Article shati-be-knewn-and may be cited as Uniform
Commercial Code -- Bank Deposits and Collections.

Sec. 79. Section 554.4102, Code 1993, is amended to read
as follows:

554.4102 APPLICABILITY.

1. To the extent that items within this Article are also
within the-seope-of Articles 3 and 8, they are subject to the

provisions of those Articles., In-the-event-of If there is

conflict, the-previsions-of this Article govern-these-of
governs Article 3, but the-previstens-ef Article 8 govern
thoae-of governs this Article.

2. Tne liability of a bank for action or nonaction with
respect to amy an item handled by it for purposes of
presentment, payment, or co.iection 1s governed¢ by the law of
the place where the bank 1is located. In the case of action or
nonaction by or at a branch or separate office of a bank, its
liability is governed by the law of the place where the brancnh
or separate office 1s located.

Sec. 80. Section 554.4103, Code 1993, s amencded to read
as follows:

554.,4103 VARIATION BY AGREEMENT -- MEASURE OF DAMAGES --
CERPAIN ACTION CONSTITUTING ORDINARY CARE.

1. The effect of the provisicns of this Articie may be
varled by agreement except-that-=eo-agreement-can, but the

varties to the agreement cannot disclaim a bank's

responsibiiity for its ewm lack of good faith or fatlure to
exercise ordinary care or ean limit the measure of damages for

sawen the lack or failures-but, However, the parties may

determine by agreement determine the standards by which auen
thé bank's responsibility is to be measurec¢ if sueh those
stvandards are not manifestly unreasonable.

2. TFederai Reserve regulations and operating te=ters
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circulars, clearing house rules, and the likes have the effect
of agreements under subsection 1, whether or nct specifically
assented to by ail parties interested in items handled.

3. Actilon or nonaction approved by this Article or
pursuant to Federal Reserve regulations or operating tetrera

constitutes circulars is the exercise of ordinary care and, 1in

the apsence of special instructions, action or nonaction
consistent with clearing house rules and the like or with a
general barklng usage not disapproved by this Article, is
prima facie eenmatitutes the exercise of ordinary care.

4. The specification or approval of certain procedures by
this Article does-net-econatttate is not disapproval of other
procedures whteh that may be reasonable under the
clrcumstances.

5. The measure of damages for failure to exercise ordinary
care in handling an item is the amount of the item reduced by
an amount whteh that could not have been realized by the use
exercise of ordinary carey-and-where. 1If there is also bad
faith 1t includes any other damagesy-itf-any;-suffered-by the
party suffered as a proximate consequence.

Sec. 8l1. Section 554.4104, Code 1993, is amended to read
as follows:

554.4104 DEFINITIONS AND INDEX OF DEFINITIONS.

1. In this Article, unless the context otherwise requires:

a. "Account" means any deposit or credit accourt with a

bark and-ineiudes, including a emeckirngr;-time;-intereat-or

savings-account demand, time, savings, passbook, share draft,

or_iike account, other than an accouat evidenced by a

certificate of deposit;

b. "Afternoon" means the period of a day between noon and
midnight;
c. "Banking day" means that the part of any a day on which

a2 bank 15 open to the public £ carrying on substantially all

o
ol 1ts banking functions but for the purposes of determining a

bank's midnight deadline, shall aot irclude Saturday, Sunday,
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or any hol.aay when the federal reserve banks are not
performing check clearing functions;
d. "Cleavin¢ house" means any an association of barnks or
other payors regularly clearing items;

e, "Customer" means amny a person having an account with a
bank or for whom a bank has agreed to collect items and

tnectudea, 1ncluding a bark earryirg that maintains an acccunt

wieh at another bank;:

£. "Documentary craft" means any-negatiable-or
nonnegortadie-drafi-wrth-accorpanying-documentay-3ecurities-er
ocher-papera-to-pe-dextrered-againat-nonsr-sf-the-drafe a

draft to be presented for acceptance or pavment If specified

irstructions for uncertified securities (section 554.8102) or

other certificates, statements, Or the like are to pe received

the dract;

1

g. "Draft" neans a draft as defined in section 554.31i04 ¢

an iter, other than an instrument, that is an order;
h. "Drawer" means a pe

payment;

1. "Item" means ary-tinmstrument-for-the-paymnenc-of-money

even-thnougn-tt-re-rob-negotirable-put-dees-net-rnerude-moneéy an

rson ordered in a draff to maxe

oy

instrument or a promise or order to pay money hand.ed by a

bark for collection or payment. The term does not include a

payment order governed by Articie i2 or a credit 9r depit_carc
h o3 "Midnigrt deadlire" with respect to a bank is

midnight on its rnext banrking cday follcowing the banking day on

which 1z recelves the relevant irem or notice or from which

the zime for taking action commences to run, whichever (s

Later; Z
+r--UPzoperiy-payadbiet-tneivdes-esne-agvarianizity-of-fands ooz
for-pavment-at-the-cine-of-devraian-to-pay-or-dtahoners
T k. "Se:ttle" means to pay in cash, by clearing house

-60-
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settlement, in a charge or credit or by remittance, or

otherwise as tnstructed agreed. A settlement may be elther

provisional or final;

k 1. "Suspends payments" with respect to a bank means that

it has been closed by order of the supervisory authorities,

that a public officer has been appointed to take it over, or

that 1t ceases or refuses to make payments in the ordinary

course of business.

2. Other definitions applying to this Article and the

sections in which they appear are:
"Agreement for electronic presentment",
"Bank",

“Collecting bank",

"Depositary bank"”.

"Intermediary bank".

"Payor bank".

"Presenting bank".

"Presentment notice",

Section
Section
Section
Section
Section
Section

Section

Sectton-554-4186<

Section

554.4110.
554.4105.
554.4105.
554.4105.
554.4105.
554.4105.
554.4105.

554.4105,

3. The following definitions in other Articles apply to

this Article:

“"Acceptance”. Section 554-34%6

554.3409.
"Alteration". Section 554.3407.
"Cashiers check". Section 554.3104.
"Certificate of deposit". Section 554.3104.
YCerrptfreationt s — - - - - Sectron-554-34231

"Certified check".
"Check",
"Draft".

"Good faith".

Section
Section

Section

~Section

554.,2409,.
554.3104,
554.3104.
554.3103.

"Holder in due course".

i

“instrument”.

Section

Section

554.3302.

554.5114.

"Notice of dishonor".

Section

35473588

554.3503.
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except a payor banks
f---URemiteing-bankli-means-any-payor-or-intermediary-bank
remrtting-for-an-ttem,

Sec. 83. Section 554.4106, Code 1993, is amended to read
as follows:

554.4106 SEPARATE OFFICE OF A BANK.

A branch or separate office of a bank is a separate bank
for the purpose of computing the time within which and
determining the place at or to which action may be taken or
notices or orders shatt must be given under this Article andg
under Article 3.

Sec. 84. Section 554.4107, Code 1993, is amended to read
as follows:

554.4107 TIME QF RECEIPT OF ITEMS.

i. For the purpose of allowing time to process items,
prove balances, and make the necessary entries on its books to
determine its position for the day, a bank may fix an
afternoon hour of two P.M. or later as a cutoff hour for the
handling of money and items and the making of entries on 1its
books.

2. Any An item or deposit of money received on any day
after a cutoff hour so fixed or after the close of the banking
day may be treated as being received at the opening of the
next banking day.

Sec. 85. Section 554.4108, Code 1993, is amended to read
as follows:

554.4108 DELAYS.

1. Unless otherwise instructed, a collecting bank in a
good faith effort to secure payment mayr;-in-the-case of

specific ttema item drawn on a payor other than a bank, and

with or without the approval of any person involved, may
waive, wmodify, or extend time limits imposed or permitted by

this chapter for a period not tnm-exeess-of-an exceeding two

-e
addifional banking day days withcut discharge of secondary

parcies-agnd-withous drawers or endorsers or liability to its
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transferor or amy a prior party.
2. Delay by a collecting banx or payor bank beyond time
limits prescribed or permitted by this chapter or by

instructions is excused 1f (i) the delay s caused by

interrupticn of communication facilities, suspensicn of

payments by another bark, war, emergency conditions, faliure

of equipment, or other circumstances beyond the contrel of the

bank provrded-:zt and (1il) the bank exercises such diligence as

the clrcumstances require.

Sec. 86. NEW SECTION. 5534.4110 ELECTRONIC PRESENTMENT.

i. M"Agreement f£0or electronic preseniment” means an
agreement, cliearing-hcuse rule, or federal reserve regulation
or operating circula:z, providing that presentment of an item
may be made by transmission of an image of an item or
information describing the item ("presentment notice") rather
than delivery of the item itself. The agreement may provide
for procedures governing retention, presentment, paymentz,
dishonor, and other matters concerning items subject to the
agreement.

2. Presentment of an 1tem pursuant to an agreement for
presentment is made when the presentment notice Is recelved.

3. If presentument 1s made by presentment notice, a
reference to "ltem" or "check" 1in the Article means the
presentment notice uniess the context otherwise :indicates.

Sec. 87. NEW SECTION. 554.4111 PAYABLE TEROUGH OR
PAYABLE AT BANK -- COLLECTING 3ANK,

1. If an item states that it is "payable =through" a bank
dertifiled in the 1lterm, (1) the ltem designazes the bark as &
coilecting ban< and dces not by ltself autnorize tne bank o
pay the time, and (ii) the item may be presented for paymert
only by or through the bank.

2. If an item states that it is "pavable at"
identified in the item, the ltem is equ.valen: to
drawn on the

Sec. 88. iz T R B TATUTE OF LIMITATIONS.
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An action to enforce an obligation, duty, or right arising .
under this Article must be commenced within three years after
the cause of action accrues,

Sec. 89. Section 554.4201, Code 1993, is amended to read
as follows:

554.4201 PRESSMPPION-AND-DURAPION-OF-AGENEY STATUS OF
COLLECTING BANKS AS AGENT AND PROVISIONAL STATUS OF CREDITS ~-
APPLICABILITY OF ARTICLE -- ITEM ENDORSED "PAY ANY BANK".

1. Unless a contrary intent clearly appears and prter-+e
for an item is or becomes final, {subsectron-3-eof-szection
£54-421-and-sectitons-554-4222-and-554-42:33% the bank, with

respect to the item, is an agent or subagent of the owner of

the item and any settlement given for the item is provisional,

This provision applies regardless of the form of endorsement

or lack of endorsement and even though credit given for the

item is subject to immediate withdrawal as of right or is in

fact withdrawn; but the continuance of ownership of an item by .
its owner and any rights of the owner to proceeds of the item

are subject to rignts of a collecting bank, such as those

resulting from outstanding advances on the item and vatz:d

rights of recoupment or setoff. When If an item is handled by

barnks for purposes of presentment, payment, and collection, or
return, the relevant provisions of this Article apply ewven
though action of the parties clearly establishes that a
particular bank has purchased the item and is the owner of it,
2. After an item has been endorsed with the words "pay any
bank"™ or the like, only a bank may acqulre the rights of a

hoider until the item has been:

a. untri-the-ttem-has-dbeen returned to the customer
initiating collection; or
b. wunttri-ske-reem-has-seen specially endorsed by a vank %o
a perscn who is not a bank.
Sec. 90. Section 554.4202, Code 1993, i3 amended to read .

as foilows:
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554.4207 RESPONSIBILITY FOR COLLEZCTION OR RETURN -- WHEN
ACTION SEASONABBE TIMILY,

1. A coliecting bark must use exercise ordinary care 1in:

a. presenting an item or sending it Ior presentment; and

0. sending notice of dishonor <r nonpayment or returning
an item other than a documentary draft to the bank's
transferor or-direetiy-to-the-deposttary-bank-undes-subsection
Z2-of-secrion-554742:22 after learning that the item has nort
peen pald or accepted, as the case may be; and

c. sextling for an Iltem when the bank receives final
settlement; and

d. making-cr-provsdrng-for-any-necessary-protestr-and

es rotifying its transferor of any loss or delay in
transit within a reasorable time after discovery thereof.

2. A collecting bank tartng-proper-actisn-pefgre-tea
#rdright-deadline-forrowing-receint-af-an-ttemy-notice~ue
payment-arts-seaasraniy;-taking-propes-getton-withtn-a
reasonabiy-tonges-time-may-be-seasenable-bus-shne-nank-nas-che

burden-of-se-eatantraning exercises ordinary care under

subsection I by taking proper action befcre 1ts midnighs

deadline folilowing receipt of an item, notice, or settlement.

Taking proper_action within a reasonably longer time may

burden of establishing timeliness.

3. Subject to subsection L, paragraph "a" a bank is
liabie for the 1nsolvency, neglect, misconduch, mistake, o
default of another bank cr person or for loss or destru

of an item in the possessicn of cthers or in fransit er-ia-thre

possessren-sf-skrers,

Sec. 91. Section 554.4203, Code 2993, is amended to read
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restrictive endorsements (section 554.3206) oniy a collecting

(]

bank's transferor can give instructions whier that affect the

aad

bank or constitute notice to it, and a coliecting bank is not

liable to prior parties for any action taken pursuant to sueh

I

S the instructions or in accordance with any agreement with its
6 transferor.
7 Sec. 92, Section 554.4204, Code 1993, is amended to read

B as foliows:

9 554.4204 METHODS OF SENDING AND PRESENTING -- SENDING
10 bIREEY DIRECTLY TO PAYOR BANK.
1l 1. A collecting bank mu3at shalil send items by a reascnably

12 prompt method, taking into ¢onsideration any relevant

13 instructions, the nature of the item, the number of sueh those
i4 1tems on hand, amd the cost of collection inveclved, and the

5 method generaily used by it or others to present auweh those
16 items.
7

2. A collecting bank may send:

18 a. any an item direect directly to the payor bank;
19 b. any an item to amy a nonbarx payor if authorized by its

20 rransferor; and

1 C. any an item other than documentary drafts to any

22 nonbank payor, if authorized by Federal Reserve regulation or
23 operatiﬁé tetter circular, clearing house rule, or the like.
24 3. Presentment may be made by a presenting bank at a place

25 where the payor bank or other payor has requested that

26 presentment pe made.

27 Sec. 93, Sec:tion 554.4205, Code 1993, is amended Dy
28 striXking the section and inserting in lieu thereof the
29 following:

50 554.4205 DEPOSTTORY BANX HOLDER OF UNINDORSLED ITEM.
Tf a customer delivers an item to a depositary bank for

12 collection:

32 s. “re depcsitory bank beccmes a helder of the item at tihe
34 wime 1t receives the ltem Ior colliection 1f the custcmer at
35 the tine of deiivery was a nolder of the item, whether or noc




the customer endorse the item, and, 1f the bank satisfies the

(o]

cther requirements ©f section 594.3302, it is a holder 1in due
course; and

2. The depository bank warrants to collecting banks, the
payor bank or other payor, and the drawer that the amount of
the item was paid to the custcmer or deposited to the
customer's account.

Sec. 94. Section 554.4206, Code 1993, is amended to read

follows:

554.4206 TRANSFER BETWEEN 3ANKS.

L e s R E v, - U R %

p—

[
[

Any agreed method wmter that identifies the transferor bank

sufficient for the item's further transfer to arother bank.

-

—
[0 S B o L

Sec. 95. Section 354.4207, Code 1993, is amended by
striking the section and inserting in lieu thereof the
following:

554.4207 TRANSFER WARRANTIES.

(o)

b

—
-.J

1. A customer or cc:ilecting bank that transfers an item
and receives a settlement or other conslideration warrants to

the transferee and to any subseqguent collecting banx that:

18
19
20

a. the warrantor is a person entitled to enforce the 1tem;

b. all signatures on tne item are authentic and

LS R O]
[ I

authorized;

2]
fnd

c. the item has rot been altered;

)
L

d. the item is not subject to a defense or claim in

recoupment (section 554.3305, subsection 1) of any party than

[A I (V]
S

can be asserted against the warranteor:; ard

tJ
~J

€. the warrantor has no knowledge of any Insolvency

proceeding commenced with respect to the maker or acceptor o,

(SR 6
W o

:n the case of an unaccepted draft, the dravier,

9%
[

2. If an item is dishonored, a customer or collecting bank
transferring the item and receiving settlement or other
corsideration is obliged to pay the amcunt due on the ltem (1)
according to the ternms cof the ltem at the Time it was
transferved, or {11) 1f zhe transfer was an incompleze lterm,

according to 1tsg zerms when completed as stated i1n sections
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554.3115 and 554.3407. The obligation of a transferor is owed
to the transferee and to any subsequent collecting bank that
takes the item in good faith. A transferor cannot disclaim
its obligation under this subsection by an endorsement stating
that it is made "without recourse" or otherwise disclaiming
liability.

3. A person to whom the warranties under subsection 1 are
made and who took the item in good faith may recover from the
warrantor as damages for breach of warranty an amount equal to
the loss suffered as a result of the breach, but not more than
the amount of the item plus expenses and loss of interest
incurred as a result of the breach.

4. The warranties stated in subsection 1 cannot be
disclaimed with respect to checks. Unless notice of a claim
for breach of warranty is given to the warrantor within thirty
days after the claimant has reason to know of the breach and
the identity of the warrantor, the warrantor 1s discharged to
the extent cf any loss caused by the delay in giving notice of
the claim.

5. A cause of action for breach of warranty under this
section accrues when the claimant has reason to know of the
breach.

Sec. 96. Section 554.4208, Code 1993, is amended to read
as follows:

554.4208 SECURITY INTEREST OF COLLECTING BANK IN ITEMS,
ACCOMPANYING DOCUMENTS AND PROCEEDS.

1. A coilecting bank has a securilty interest in an item
and any accompanying documents or the proceeds of either:

a. in case of an item deposited in an account, to the
extent to which c¢redit given for the item has been withdrawn
or applied;

5. 1in case of an item for which it has given, credit
available for withdrawa: as of rignt, to the ex:ten:t cf tre
credit given whether or not the credit is drawn upon and

wnether or met there is a right of charge-back; or
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c. if 1t makes an advance on ¢r against the igem.

2. wWhen If credit whiesh-nas-peen glvern faor several ltems
recelved at one time or pursaant (o & Single agreement is
withdrawn or applied in part, the security interest remains
upon &11 the items, any accompanying documents or the proceeds
of eiiner, For the purpose of this section, credits first
glven are first withdérawn.

3. Receipt by a collecting bankx of a final settiement for
an lten 13 a4 realization on 1ts security interest in the ltem,
accorpanying documents and proceeds. Fe-ere-exteént-gnd-so SO
iong as the banik does not recelve final settlement for the
item or give up possession of the ltem or accompanying
documensts for purposes other <han collection, the security

interest continues to that extent and is subject to the

provistens-of Articie 9 execept-tha%, but:
a. no security agreement is necessary to make the security
interest enforceable (4ubsectron-1-0hi-sf section 55459263

554.9203, subsection 1, paragraph "a"); and

b. no filing is required to perfect the security interest;
and

¢c. the security interest has priorifty over conflicting
perfected security interests in the 1tem, accompanying
documents, or proceeds.,

Sec. 97. Section 554.4209, Code 1993, is amended o read
as follows:

554.4209 WHEN BANK GIVES VALUE FOR PURPOSES OF EOLDER IN
JQUE COURSE.,

ror purposes of determinling 1ts status as a holder in due
course, the a bank has gliven value toO the extent tha

t
securlty interest ir an ltem prévided-that, 1f the bank

ctherwise complies with the requirements of gecticn 554.3302
on o what constitutes 3 hoider 1n due course.

Sec. 98, sSection 554.3210, Coge 1993, :s amended to read
as follows:

554,4210 PRESENTMENT BY NOTICE OF ITEM NOT PAYABLE 3Y,

|
~)

o
t
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THROUGH OR AT A BANK -- LTIABILITY OF SECONDARY PARTIES. .
1. Unless otherwise instructed, a collecting bank may
present an item not payable by, through or at a bank by
sending to the party %o accept or pay a written notice thact
the bank holds the item for acceptance or payment. The notice
must be sent in time to be received on or before tne day when
presentment :is due and the bank must meet any requirement of
the party %o accept or pay under section 554735685 554.3501 by |
the close of the bank's next barking day after it kxnows of the |
requlrement.
2. HWhere If presentment is made by notice and netther

honor-nor paymert, acceptance, or request for compliance with

a requirement under section 554-3585 554.3501 is received by

the ciose of business on the day after maturity or, in the

case of demand items, by the close of business on the third

pankling day after notice was sent, the presenting bank may

treat the item as dishonored and charge any secordary-parcs .

drawver or endorser Dy sending tne-secendary-party it notice of

the facts,

Sec. 99. Section 554.4211, Code 1993, is amended by
striking the section and inserting in lieu thereof the
following:

554.4211 MEDIUM AND TIME OF SETTLEMENT BY BANK.

1. With respect to settlement by a bank, the medium and
time for settlement may be prescribed by federal reserve
regulations or circulars, clearing-house rules, and the like,
Or agreement. In the absence of suc¢h prescription:

a. the medium of settlement 1s cash or credit to an
account in a federal reserve bank of or specified by the
person to receive set:lement; and

b. the time of settlemenrt is:

(1) with respect to tender cf set:lement by cash, a

cashier's check, or telier's check, when the case ¢r check :is

sent or delivered.
{2) with respect to tender of settlement by credit in an .
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account in a federal reserve bank, when the credit is made.

(3) with respect %o tender of settlement by a credit or
debit %o an account in a bank, when tne credit or debit made
or, in the case of tercer of settlement by authority to charge
an account, when the authcrity is sent or delivered; or
(1) with respect to tender of settlerment by a funds
ansfer, when paynent s made pursuart o section 554.12406,
subsection I to the person receiving the settlement.

2 I the tender of settlement 1s not by a medium
autnorized by subsectlon 1 or the time ¢f settlement is not

e C

Inlon 1, no sezsiement occurs until the tender
settlement is acceptad by the person receiving the

3. 1f secztlement for an item 1s made by cashier's check o
s check and the person receliving settlemen:z, pefore its

a. presents or forwards the check for collection,

settlenment s final when the check s finally paid:; or

D, £falls to present or forward the check Zor collection,
settlement s final at the midnight deadline of the perscn
receiving settlement,

4. If seztlement for an ltem is made by giving authority
to charge the accocunt of the bank giving settlement in the
panx recelving settlement, seu:zlement is {inal when the charge
1s mace by :the banx receiving settlement Lf there are furnds
available :ia the acccurt for the amount <f the iten.

sec. 100. Section 554.4212, Code 1992, 1s amended to reac

as follows:

554.4212 RIGHT OF CHARGE-2ACK OR REFUND -- LIABILITY OF
COLLECTING BANX -- RETURN OF ITEM.

.. If a coliectiing bank has mace provisicral settlement

noitem and +vsezf faills by reason of
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the amount of any credit given for the item to its customer's
account, or obtain refund from its customer whether or not it
is abie to return the ittems item, if by its midnight deadline
or within a longer reasonable time after it learns the facts
1t returns the izem or sends notification of the facts. If

the return or notice is delayed beyond the bark's midnight

deadline or a longer reasonable time after it learns the

facts, the bank may revcoke the settlemen:, charge back the

credit, or obtain refund from its customer, but it is .iable

for any loss resulting from the delay. These rights to

revoke, charge pack and obtain refund terminate 1f and when a
settlement for the item received by the bank 1s or becomes
final taupsection-3-of-section-554-421r~and-aubsections-2-and
3-of-seecrion-554+4213%,

2e--Within-the-2ixe-and-manner-presertped-vy-tnis-sectiron
and-sectton-554:4301;-an-tnternedtary-or-payor-benx;-a3-tne
case-may-be;-mav-return-an-pnpatrd-item-direetiy-co-thne
deposrtary-bank-and-may-send-for-ecotrtection-a-draft-on-the
depositary-bank-and-obtatn-retmbursement-~-irn-sueh-case;-x£
the-deposttary-bank-has-recerved-provistonai-settiement-for
the-rbems-tt-must-retmburse-the-sanc-deaving-the-draft-and-any
proviatonai-credita-for-ehe-srem-petween-banxka-skati-become
and-remain-firats

2. A collecting bank rezurns ar item when it Is sent or

delivered to the pank's customer c¢r transfercr or pursuant %o

1ts 1nstructions,

3. A depositary bank whieh that is also the payor may
charge back the amount of an item to its cus:iomer's account or
obtain refund in accordance with the section governing return
of an item recei.ved by a payor bark for credit on its books
{section 554.4301).

4. The right to charge-back is not affected by:

a. prior previcus use of che a credi:t given for tne item;
b. failure by any bank to exercise ordinary care with
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respect to the item, but amy a bank so failing remains liabie.
5. A failure to charge-bacx or claim refund does not
affect other rights of the bark against the customer or any
other pdarty.
6. If credit is given in dollars as the equivalent of the
value of anrn item payable in a foreign eurrerey money, the
dollar amount of any charge-back or refund shart must be

caiculated on the basis of the buytmg-aight bank-offered spct

rate for the foreign eurremey money prevailing on the day when
the person entitled to the charge-back or refund learns that
it will not receive payment in ordinary course.

Sec. 10l1. Secticn 554.4213, Code 1993, 1s amended to read
as foilows:

554.4213 FINAL PAYMENT OF ITEM BY PAYOR BANX -- WEEZN
PROVISIONAL DEBITS AND CREDITS BECOME FINAL -- WHEN CERTAIN
CREDITS BECOME AVAILABLE IOR WITEDRAWAL.

1. An irem is finally paid by a paycr ban< whnen the banx
has first dore any of the followingy-whichever-mappens-firae:

a. paid the item in cash; eor

b. settled for the item without reservimg having a rignt
to revoke the settlement and-witheut-kaving-sner-cstght under
statute, clearing hcuse rule, Or agreemenc; oOr

cs--ecompleced-ene-process-of-pouring-the-ttem-co-the
tndreated-acesunt-of-the-draver;-naker-or-other-person-to-be
charged-therewitn;-or

6 ¢. made a provisionai settlement for the item and Zfalled
to revoke the settlement in the time and manner permitted by
statute, clearing house rule, or agreemen:.

Hpen-a-£inui-paymens-under-3ubparagraphe-tbhyi-lel-or-44t
tme-payor-banx-shati-ne-accountebie-for-the-amounc-cé-the
rtems

2 3. If provisicnai settiement for an item belween the
7or bhanks 1s made Through a Clearing house of

=3
by deblits or credizns in an account penween tnem, then to the

-7 4=
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entered in accounts between the presenting and payor banks or
between the presenting and successive prior collecting banks
seriatim, they become final upcon firal payment of the item by
the piyor bank.

3 4.

item which 1s or becomes final taubasection-3-saf-saction

If a collecting bank receives a settlement for an
554:4211;-3ubsectron-2-of-tnis-aecttony the bank is
accountable to its customer for the amount of the iltem and any
provisional cred:it given Zor the item 1in an account with 1%s
customer becomes firel.
4 5.

avallability of funds and (ii) any right of the banx to apply

Subject to (i) applicable law stating a time for

the crediz to an obligation of the customer, crediif given dDy a

bank for an item in an-aceourb-with-tt3-custemer a customer's

a. =n-anmy-ease-where if the bank has received a

provisional settliement for the item, -- when sueh tne

settlement becomes final and the bank has had a reasonable .

time to rearp-that-the-seckiemenr-r9-Frnar recelve return of

b. 1n-any-case-where if the bank 1s both a the depcsitary
bank and a the payor bank, and the item 1is finally paid, -- at
the opening of the bank's second banking day following receipt
of the item,

S.

aubdeet Subject to appiicapie law stating a time for

A-depostb-of-money-itn-a-panr-is-final-whern-made-puty

availability of funds and any right of the a bank to apply the

a deposit of money to an odbligation of the customer, the
deposit becomes available for withdrawal as of right at the

opening of the bank's next banking day £ettewing after receipt

0f the deposit.

Sec. 102, Seciion 554.42.4, Code 1993, is amended to reead
as follows:

5534.4214 INSOLVENCY AND PREFERENCE.

L. Any If ar iten 1s In or eemrng comes into the
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1n charge of the closed bank to the presenting bank or the
crosed bank's custonmer.

2. If a payor bank finally pavs an item and suspends
payments without making a settlement for the item with its
customer or the presenting bank which settlement 1s or beconmes
firal, the owner of the item has a preferved ciaim against th
payor bank.

3. If a payor bank gives or a collecting bank gives or
receives a provisional settlement for an item and thereafter
suspends payments, the suspension does not prevent or
interfere with the setslement settlements becoming final if
suen the finallfty occurs automatically upon the lapse of
certain time or the happering of certain events {subsecrron-3
af-seecrien-354742rx7-3ubvectionsg-i-tdt;-2-and-3-eof-sectton
554-4213%.

4., If a collecting bank receives from subsequent parties
settlement for an item which settlement is or becomes final
and the bank suspends payments wilthout making a settlement I0r
the item with its customer which settlement is or becomes
final, the owner of the item has a preferred claim against
suen the collecting bank.

Sec. 103, NEW SECTION, 554.4215 PRESENTMZNT WARRANTIZS.

1. If an unaccepted draft .s presented to the drawee for

e
payment or acceptance and the drawee pays or accepts the
drafr, (1) the person obtaining payment or acceptance, at the
time of presentment, and {(il) a previous transfercor of the
éraft, at the time of transfer, warranti to the drawee that
pays or accepts the draft in good faith that:

a. the warrantor is, or was, a:t the time the warranzor
transferred the drafz, a person entitled to enforce the draft
or aurhorized to obtain payment or acceptance of the drafr on

behalf of a person entitled to enforce the draft;
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b. the draft has not been aitered; and

¢. the warrantor has no knowiedge that the sigrature of
the purported drawer of the draft is unauthorized.

2. A drawee making payment may recover from a warrantor
damages for breach of warranty equal to the amount paid by the
drawvee less the amount the drawee received or is entitled to
receive from the drawer because of the payment. In add:ition,
the drawee is entitled to compensation for expenses and loss
of interest resuiting from the breach. The right of the
drawee to recover damages under this subsection is not
affected by any failure of the drawee to exercise ordinary
care in making payment. If the drawee accepts the draft (i)
breach of warranty is a defense to the obligation of the
acceptor, and (ii) if the acceptor makes payment with respect
to the draft, the acceptor is entitied to recover from a
warrantor for breach of warranty the amounts stated in this
subsection.

3. 1If a drawee asserts a claim for breach of warranty
under subsection 1 based on an unauthorized endorsement of the
draft or an alteration of the draft, the warrantor may defend
by proving that the endorsement is effective under section
554.3404 or 554.3405 or the drawer 1s precluded under section
554.3406 or 554.4406 from asserting against the drawee the
unauthorized endorsement or alteration.

4. If (i) a dishonored draft is presented for paymen: to
the drawer or an endorser or {ii} any other item is presented
for payment to a par:ty obliged to pay the item, and the item
ls paid, the person obtaining payment and a prior transferor
of the item warrant to the person making payment in good faith
that the warrantor s, or was, at the time the warrantor
transferred the item, a person ertitied to enforce the item or
authorized to obtain payment on behalf of a person entitled to
enforce the item. The person making payment may recover from
any warrantor for breacn of warranty an amount egual to the

amount paid plus expenses and loss of interest resulting from

_77_.




the breach,

5. The warranties stated in subsections 1 anéd ¢ cannot be

disclaimed with respect o checks. Unless notice of a clailm

e Lo M

for breach of warranty Is gilven to the warrantor with thircy
days after the claimant has reason to know of the breach and
the ldentity of the warrantor, the warrantor is discharged to
the extent of any loss caused by the delay in giving notice of
the cilaim.

6. & cause of act.on for breach of warranty under this

sectlion accrues when tne claimant has reason to know of the

—

breacn,
Sec. 104. NEW SECTION. 554.4216 ENCODING AND RETENTION
WARRANTIES.

-
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1. A person who encodes information on or with respect to
15 an item after issue warrants to any subsequent collecting barnk
i6 and to the payor bank or other payor that the information is
17 correctly enceded. If the customer of a depositary banx

18 encodes, that bark also makesg the warranty,
Yy

19 2. A person who undertakes to retaln an item pursuant to
20 an agreement for electronic presentment warzants to any

21 subsequent collecting bank and to the payor bank or other

22 payor that retention and presentment of the Item compliy with
23 the agreement. If a customer of a depository bank undertaxes
24 *o retain an item, that bank also maxes this warranty.

25 3. A person to whom warranties are made under thls section
26 and who tock the item in good faith may recover from the

27 warrantor as damages for breach of warranty an amount egual to
28 the loss suffered as a result of the breach, plus expenses and
29 loss of interest incurred as a result of the breach.

30 Sec. 105. Section 554.4301, Code 1993, is amended o read

31 as foilows:

32 554.4301 DEFERRED POSTING -- RECOVERY OF PAYMENT B8Y RITURN
33 OF ITEMS -- TIME OF DISHONOR -- RETURN OF ITZIMS BY PAYOR BANK.
33 L. Wnere-an-eutherized-seteczexent 1f a3 payor settles for a

L)
A

demand 1tem tother than a deocumentary drafty-recerved-by-a
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payor-bank presented otherwise than for immediate payment over
the counter has-beenm-made before midnight of the banking day
of receipt, the payor bank may revoke the settlement and
recover amy the payment settlement if, before it has made
final payment {subseetton-i-eof-zectiton-554v42%3y and before
its midnight deadline, it

a. returns the item; or

b. sends written notice of dishonor or nonpayment if the
item 15 heid-for-protest-er~tu-otherwise unavailabie for
return; and the item or notice includes the reason for
dishonor or nonpayment.

2. If a demand item is received by a paycr bank for crecdit
on its books, it may return sueh the item or send notice of
dishonor and may revoke any credlt given or recover the amount
thereof withdrawn by its customer, if it acts within the time
limit and in the manner specified in theé-preceding subsection
1. .

3. Unless previous notice of dishonor has been sen:z, an
item is dishoncred at the time when for purposes of dishonor
it is returned or notice sent, in accordance with this
section. .

4. An item 1s returned:

a. as to an item reeeived presented through a clearing
house, when it 1s delivered to the presenting or last
collecting bank or to the clearing house or 1is sent or

delivered in accordance with #+t38 clearing house ruies; or

b. in all other cases, when 1t is sent or delivered to the
bank's customer or transferor or pursuant to that customer's
or transferor's instructions.

Sec. 106, Section 554.4302, Code 1993, 1s amended to read
as follows:

554.4302 PAYOR BANK'S RESPONSIBILITY FOR LATE REITLRN OF
ITEM.

1. fIa-the-absence-of-a-vatid-defenze-such-aa-breach-of-a

presentment-warranty-{3vbseertan-t-of-apctton-554:-42635
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setriemenr-effecred-or-the-trker-1f I an item is presented en

to and received by a payor bank, the bank ls accountable for
the amount of:

a. a demand [tem, other than a documentary draft, whether
properly payable or not, if the bank, in any case where in
which 1t is not also the depositary bank, retains the item
beyond midnight of the banking dav of receipt without settling
for it or, regardleas-of whether or not it 1s also the
depositary bank, does not pay or return the item or send
notice of dishonor until after its midnight deadline; or

b. any other properly payabie liem unless, within the :time
allowed for acceptance or payment of that item, the bank
either accepts or pays the item or returns it and accompanying
documents,

2. The liab:ility of a payor bank to pay an item pursuant

Y

to subsection 1 is subject to defenses based on breach of a

presentment warranty (section 554.4208) or proof that the

person seeking enforcement of the iiapility presented or

transferred the item for the purpose of defrauding :the payor

Sec. 107. Sectionr 554.4303, Code 1993, 1s amended to read
as follows:

554.4303 WHEIN ITEMS SUBJ=CT TO NOTICE, STOP-BRBER 5TOP-
PAYMENT ORDZIR, LEGAL PROCESS, OR SETOFF -~ ORDER IN WHICH
ITEMS MAY BZ CHARGED Ok CERTIFIED.

1. Any knowledge, notice, or seep-srder stop-payment order

received by, legal prccess served upor, or setoff exercised by
a payor dandjy-wrether-sr-rot-effective-under-otner-ruzesd-sf

taw comes too late to terminate, suspend, or modify the bank's

right or duty to pay an item or to charge its customer's
account for the itemy-comes-too-itate-to-so-tesrmrnate;-suspend
[+

or-podrfy-anen-cight-or-duey £ the knowledge, nctice, 3tep

oréer stop-payment order, Or legal process 1s recelvecd of

served and a reascnable time for the bank to act thereon

explires ¢r the setoff 1s exercisecd after the banx-Ras-dene-any
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earliest of the following:

b. pe*d the bank pays the item in cash;
c. settted the banx setties for the item without reserving

auek-right under szazute, clearing house rule, or agreement;

d---compieted-the-process-of-posting-the-ttem-to-the
indteated-geconnt-aé-rpe-dravery-taker-or-other-person-to-ne
chnrged-eherevitih-or-otherwise-has-evidenced-by-examination-of
aven-tndrecated-aceount~and-by-aeccton-rea-decrston-zo-pay-the
ttem; Or

e d. bpecome the bank becomes accountable for the amount of

rhe item under subsection-1-488-pf-secripn-55474233-and
section 554.4302 dealing with the payor bank's responsibility
for late return of iltemss; Cr

e. with respect to checks, a cutoff hour no earlier than

one hour after the opening of the next banking day after thne

banking day on which the bank received the check and no later

than the close of that next banking day or, 1f no cutoff hour

is fixed, the close of the next barking day after the banking

day on which the bank received the check.

2. Subject to the-proviatens-of subsection 1 items may be
accepted, paid, certified or charged to the indicated account
of its customer in any order ceonventent-to-the-bank.

Sec., 108. Section 554.4401, Cocde 1993, is amended %to read
as follows:

554;4401 WHEN BANK MAY CHARGE CUSTOMER'S ACCOUNT.

l. As-agarmst-:ts-custemery-a A bank may charge against

the customer's account any of a customer an item whieh that is

otherwiae properly payable from that account even though the

charge creates an overdraft. An item is properly payable if

it is authorized by the customer and is in accordance with any

agreemenrt between the custcomer and bank.

2. A customer is not liable for the amount of an overdraft
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tf the customer neither signed the item nor benefited from tne

proceeds of the item.

J._A bank may charge against the account of a customer a

check that 1s otherwise properly payabie from the account,

even though payment was made before the date of the check,

tnless the customer has glven notice to the bank of the

postdating describing the check with reasonable certainty.

The notice 1s effective for the per.od stated in section

received at such time and in such marner as to afford the bark

4 reasoraole opoortunity to act on it pefore the pank takes

any action with respect to the check described in section

$54.4303. If a bank charges against the account of a customer

a check before the date stated in the notice of postdating,

the bank is liabie for damages for the ioss resulting from its

act. The loss may inciuce damages for dishonor ¢f subseguent

items under section 554.4402.

2 4. A bank whten that in good faith makes payment to a
holder may charge the indicated account of 1ts customer
according to:

a. the original tener terms of the customer's altered
ttem; or

b. the tener terms of the customer's ccmpleted item, even
though the bank knows the item has been completed unless the
bank has notice that the completion was improper.

Sec. 109. Section 554.4402, Code 1993, is amended to read
as follcows:

554.4402 BANK'S LIABILITY TO CUSTOMER FOR WRONGIUL
DISHONOR -~ TIME QF DETERMINING INSUFFICIENCY OF ACCOUNT.

1. Except as otherwise provided in thig Articie, a payor

pank wrongfully dishonors an item if it dishonors an itex that

i3 properiy payable, but 4 bark may cishoncr an item trat

wouid create an cverdraft ynless it has agreed to pay the

{n

ove

L |

raft.

A
.

A payor bank is liable to its customer for damages

|
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proximately caused by the wrongful dishonor of an item., When
tne-drshonor-occura-tharongh-sracake-trapritey Liability is
limited to actual damages proveds--if-so-proximazeiy-causesd
and-proved-damages and may inciude damages for an arrest or
prosecution of the cus:tomer or other consequential damages.
Whether any consequential damages are proximately caused by
the wrongful dishonor 1s a question of fact to be determined
1n each case.

3.

ba'ance on which a decision tc dishonor for insufficiency of

avallable funds is based may be made at any time be:tween the

time the item is received by the payor bank and the time that

the payor bank returns the item or gives notice in lieu of

return, and no more than one determination need be made.

at the election of the payor bank, a subsequent balance

determination is made for the purposes of reevaluating the

bank's decision to dishgnor the item, the account balance at

the time is determinative of whether a dishoror for

Sec. 110. Section 554,4402, Code 1993, is amended to read

foilows:

554.4403 CUSTOMER'S RIGHT TO STOP PAYMENT -~ BURDEN OF
PROOF OF LOSS.

1. A customer may-by-order-to-tne-customeris-banx-stoep
paymene-of-any-ttem-payapre-for-the-custemeris-aceount-nae-the

order-must-be Or any person authorized to draw on the account

1f there is more than one person may stop payment of an item

drawn on the customer's account or close the account by an

order to the bank describing the item or account with

reasonaple certainty received at suweh a time and in sueh a

manner as-te-afferd that affords the bank a reasonable

opportunity to act on it prier-+e before any action by the
bank with respect to the izem described in section 554.4302.

If the signature of more than one person is recuired to draw

any of these perscons may stop pavien: Or close
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the account.

2.7 An-aral-order-tg-binding-upon-the-bamk~-snzy-£for
Eonrteen-catendgr-days-uniess-confrrmed-itn-writing-withrn-that

pertrodr--A-Written-order-ts-effective-for-enty-six-months

for six months, but 1t lapses after fourteen caiendar cays if

the original order was oral and was not confirmed In writing

within that period. A stop-payment order may be renewed for

adéitioral six-month periods by a writing given to the bank

within a period during which the stop-payrment order is

effective.
3. The burcden of establishing the fact and amount of loss
resu.ting from the payment of an item contrary to a birding

arop-payment stop-payment order or order to close an account

I1s on the customer. The loss from payment of an item contrary

to & stop-payment order may include damages for dishonor of

subsequent items under section 554.4402.
Sec. 111. Section 554.4405, Code 1993, is amenced to read

as follows:

554.4405 DEATH OR INCOMPETENCE Or CUSTOMER.

1. A payor or colilecting bark's authority to eccept, pay,
or collect an item or to account for prcceeds of its
collection, Lf otherwise effective, is not rendered
ineffective by incompetence of a customer of eilther bank
existing at the time the 1item is issued or its collection is
undertaken if the banx does not know of an adjudicat:ion of
incompetence. Neither death nor 1ncompetence of a customer
revokes suel tne authority to accept, pay, collect or account
until the bank knows of the fact of death cr of an
adjudication of incompetence and has reasonabple opportunity to
act on it.

2. EZven with xrowiedge, a bank may for ter days alfter the
date of death pay or certify checxs drawn on or prier-ts
before that date urless ordered o stop payment by a person

claiming an interest 1n the account.
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Sec. 112. Section 554.4406, Code 1993, is amenced to read
as follows: -

554.4406 CUSTOMER'S DUTY TQ DISCOVER AND REPORT
UNAUTHORIZED SIGNATURE OR ALTERATION,.

1. when-a-bank-sends-=o-1ts-customer-a-statement-of
acconnt-accompanted-by-ttems-pard-in-good-£farvca-rn-aupport-of
thne-debit-entrtes-ar-netds-che-statement-ané-ttems-puragant-+o
a-recquest-or-instructrong-sf-+es-ecustomer-er-sthervwise-in-a
reasonable-manner-makea-the-statexrent-and-rtema-avarignze-to
the-exaromers-the-eustomes-must-exercise-reasanabite-care-and
promprress-to-exanire-the-grasement-and-tcems-co-diseover-the
customeris-uranthorized-signature-or~any-atteration-on-an-ittem
and-muat-notrfy-the-bank-premptiy-afeer-discevery-tnereof: A

bank that sends or makes availiable to a customer a statement

of account showing payment of items for the account shall

either return or make available to the customer the items paid

or provide information in the statement of account sufficient

te allow the customer reasonably to identify the Iitems paid.

The statement of account provides sufficient information, if

the item 1s described by item number, amount, and date of

payment .,
2.__If the items are not returned to the customer, the

person retaining the items shall either retain the items or,

1f the items are destroyed, maintain the capacity to furnish

legible coples of the items until the expiration of seven

years after recelpt of the ltems. A customer mav reqguest an

item from the bank that paid the item, and that bank must

provide in a reasonable time either the item or, 1f the item

has been destroyed or is not otherwise obtainablie, a legible

copy of the item.

3. If a bark sends or makes available a statement of

account or items pursuant to subseciicn 1, the customer must

exercise reascrable prompiness in examining the statement or

ihe items Lo determine whether any payment was not avthorized

because of an alteration of an item or because a purported
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the cusiomer was nei aunnorized.

2 If, based on the statement or items provided, the customer

3 should reasonably have discovered the unauthorized payment,

4 the customer must promproly notify the bank of the relevant

5 facts.

6 2 L. If the bank establitrsnes proves that the customer

7 talled, with respect to an item, to comply with tne duties

8 imposed on the customer by subsection % 3 the customer is

9 preciuded from asserting against the bank:
30 a. the customer's unauthorized slgnature ©or any alteration
11 on the item, 1f the ban< also estabiishes proves that 1t
12 sutfered a loss by reason of sweh the failure; and
13 b. an tne customer's unauthorized signature or alteration

14 by the same wrongdoer on any other item paid in good faith by
15 the hank after-thre-firat-reer-and-sratement-was-avariabie-to
16 the-ca3temer-for-a-regsonablie-period-—not-exceedrng-fourteen

17 eatendar-dava-and-before-the-bank-recetves-notification-fronm

18 the-cascamer-of-any-such-unauthorized-argratore-or-atteration

19 if the payment was made before the bank received notice fron

20 the customer of the unauthorized signature or a_teration and

21 afrer the customer had been afforded a reasonable perlod cf

22 time, not exceeding thirty days, in which to examine the item

23 or statement of account and notify the bank,

24 3-~-Phe-preciusiten-under-subsection-2-does-not-appiy-tf-the
25 customer-estabiishes-igeck-of-ordinary-care-on-the-pare-af-the
26 bark-rn-paying-the-izem{sis

27 5. If subsection 4 applies and the customer proves tnat

28 the bank failed to exercise ordinary care in payment the item

29 ard that the failure substantial contribuced to 1logs, tne 103

20 1s allocated between the customer precluded and the ovank

3] assertirg the preclusion according o the extent To which the
E ting b g

*N

Lt

12 failure of the customer to comp:iv wwilth supsection aré the

-

33 faitlure o

[ o

the bark tO exercise crcéinary care contributed o

i
34 the Ioss. If the customer proves that the han< did not pay

35 the irem in good faith, the preclusicn under subsection 4 does

_86_
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not apply.

4 6, Without regard to care or lack of care of either the
customer or the bank, a custome:r who does no:i wichin one year
from-cne-trme after the statement and or items are made
avallable to the customer (subsection 1) discover and report
the customer's unauthorized signature on or any alteration en
the-face-vr-pack-of-che-ttem-osr-dees-not-within-chree-yeary
from-tnat-trme-drscover-and-report-any-unauthorized
the bank sueh the unauthorized signature or endersement-or

such aiteration. If there s a preclusion uncder this

subsection, the payor bank may not recover for breach of

warranty under section 554.4208 with respect to the

unduthorized signature or alterantion to which the preclusion

appiies.

57--if-under-thra-secnion-a-payor-bank-has-a-vatid-defense
agatnst-a-ctatm-of-a-cuscomer-upen-or-resnteing-from-paynent
of-an-zrem-and-waives-or-fatris-upon-request-to-aaserc-the
defense-the-bank-may-not-asserc-agetnsc-any-cotiecting-bank-or
ether-prior-party-presenting-er-cranaferring-the-rtem-a-ctatn
based-upen-the-unanthorized-signacture-or-atterattan-giving
rise-to-the-customertis-ciatms

Sec. 113. Section 554.4407, Code 1993, is amended to read
as follows:

554.4407 PAYOR BANK'S RIGHT TO SUBROGATION ON IMPROPER
PAYMENT.

If a payor banx has paid an item over the utop-payment

order of the drawer or maker Lo stop payment, or after an

account has been closed, or otherwise under circumstances

Jiving a basis for objection by the drawer or maker, to
prevent unjust enricnment and conly o the extent necessary Lo
prevent css tc the bark by reason of its payment of the item,
the payor bank shazi-pse 1s suprogated to the rights

a. of any holder In due cocurse on the item against tne

drawer or maker:; and
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D. oI Tae payee or any other holder of che ltem against
the drawer o7 makery eilther on the ltem or uader the
transacrion out of which the item arose; and

c. of the drawer Or maker against the payee Or anv ot
noider of the item with respect 2o the transacticon out of
which the item arose,

Sec. 114. Section 354.4501, Code 1992, is amended o read
as follows:

554.450L HANDLING I DOCUMEINTARY DRAFTS -- DUTY TO SIND
FOR PRESENTMENT AND TG NOTIFY CUSTOMIR QF DISHONOR.

A bank whieh tha! takes a documentary draft for collection
mast shai! presen:t or send the drafi and accompanving
documents for presentment and, upon learning that the draft
nas not been pald or acceptec in due course muse, shall
seasonably notify its customer of sueh the fact even though it
may have discounted cr bought the draft or extended credi:
available for withdrawal as of rignt.

Sec. 115. Secticonr 554.4502, Code 1993, is amended to read
as follows:

54.4502 PRESENTMENT OF "ON ARRIVAL" DRAFTS.

whem If a draf: or the relevant instruc:tions require
presentmen: "on arrival", “when goods arrive" or the Iikxe, the
coilectling bark need not present until in its Jjudgment a
reasonable time for arrival of the goods has expired. Refusal
to pay or accept because the goods have not arrived is not

disheonor; tne bank must notify its transferor of sueh the

refusal but need not present the draft again until it s
instructed to do so or learns of the arrival 5f the gocds.
Sec. 1i6. Section 554.4503, Code 1993, is amended tg read

as follows;

$54.4503 RESPONSIBILITY OF PRESENTING BANK FOR DOCUMENTS
AND GOODS -- REIPORT OF REASONS FOR DISHONOR -- REFZREFR IN CASE

OF NELD.
Ferwise instructed and except as provided in

on.ess

ot
Article 5, a bark presenting a documentary drafs
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a. must deliver the documents to the drawee on acceptance
of the draft if it is payable more than three days after
presentment; otherwise, only on payment; and

b. wupon dishonor, either in the case of presentment for
acceptance or presentment for payment, may seek and foliow
instructions from any referee in case of need designated in
the draft or, if the presenting bank does rot choose to
utilize the referee's services, it must use diilgence and good
faith to ascertain the reason for dishoncr, must notify its
transferor of the dishonor and of the results of its effort to
ascertain the reasons therefor, and must request instructions,

But However, the presenting bank is under no obligation
with respect to goods represented by the documents except to
follow any reasonable Instructions seasonably received; it has
a right to reimbursement for any expense incurred in following
instructions and to prepayment of or indemnity for suek those
expenses,

Sec. 117. Section 554.4504, subsection 1, Code 1993, is
amended to reac as follows:

1. A presenting bank whteh that, following the dishonor of
a documentary draft, has seasonably requested instructions but
does not receive them within a reasonable time may stocre,
sell, or otherwise deal with the goods in any reasonable
manner .

Sec. 118. Section 554.5103, subsection 3, Code 1993, is
amended to read as follows:

3. Definitions in other Articles applying to this Article
and the sections in which they appear are:

"Accept"” or "Acceptance". Secticon 554-34316

554.3409.
"Contract for sale”. Section 554.2106.
"Draft", | Section 3104.
"Holder in due course". Section .3302.
"Midnight deadline". Section

“Security", Section
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s directed to

3.4208 and renumber section

n 5

+a

1

A

A buyer whc as pa

rencmber

554.4216 to

[

secrlon

+
“

signs Dbotnh & negociable instrumen

and a security

554.4

renumber supsequent sections through section 554.4214

accordingly, anc correct internal references.

Sec. 12.. REPEALS

1.
repealed.
2.

.4109, Code 1993,

EXPLANATION

Sec-1ion

Tmig bill amen
Code,

amands Ar-icle

s the chrapter 5354,

¢
Dy rewriting

A
a9

confiormance with
anrd

A f
Ca

the naticnal conference

raws, and provides cenforming amendments to

cf trhe Code

Part 1 of the new Article 2 establishes
incLuding definitions, regulirements Zor the
pavrent of negotlilable lnstruments, and :1ab

commlssioners

lating tc bpank deposits and c¢olliection
commendations by the american law ins

on

Sections 554.2101 through 554.3806, Code 1993, are

is repealed.

the Uniform Commercial

Article 3 relating to commercial paper,

s i



2279

invoived In a breacn of an obligaticon arisirg from transactioc:

involving an instrument.

Part 2 provides for the rnegotiation, transfer, and

[N PV S I

endersement of negotiabie instruments, including rignts

reacguisiticns, The bill includes

N

acguired by transfer

A

nd
requlrements regarding endorsements, inciuding special and
str

N

7

~}

pian< endorsements, ictive endorserents.

Part 3 provides for the enforcement of instruments, bdy

AT 6 o]

providing for the rignts of hclders of the instruments;

[
<

reguirements relating zo the transfer of inszruments f£or wvalue
Y 2

’

1. anrd consideration; =the payment of overdue instruments;

12 defenses arnd claims In recoupment; dutles owed by fiduclaries;

13 evidence of lost, destroyed, or stolen iascrumen<ts; the

14 discharge of obiigations; and obligaticons occurring upcn an

15 irmrstrument's loss.

16 Part 4 provicdes fcor she liability of parties, including

i7 requirements for signatures; the consequences of a fraudulent

18 endorsement or alterations; the acceptance oI checks and ctner "

19 drafcs; the obligations of issuers, acceptors, drawers, and

20 endorsers; warranties; and the conversion of instruments.

1 Part 5 provides for the dishonor of instruments, including
22 requirements relating to presen:imenz, and notice.
23 Part 6 provides for discharge and payment, including the

24 effect of discharge, and methods to accomplish discharge and

25 the tender of payment.

26 The bill also amends varicus sections in Ar-igle 4,

27 iancluding sectioas providing for definitions, payment

28 requirements, presentment, a statute of limitatiors,

29 warranties, settlement, liability, the return of items, and

30 bank charges.

3% The biil directs the Code editor to make ch 1anges necessary

32 o conform the biil wizh the model act.

33 The bill repeals secticns included within oid Article 3 and

34 a provision in Article 4 relating Yo the process of posting of

25 a notice by a bank in determining to Dav an .tem. ‘ﬂ&

.38 41865V 75
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SENATE FILE 2279
§-5275

Amend Senate File 2279 as follows:

1. By striking page 15, line 17, through page 16,
line 25, and inserting the following:

. "Sec. . NEW SECTION. 554.3118 ACCRUAL OF
CAUSE OF ACTION.

1. A cause of action against a maker or an
acceptor accrues

a. In the case of a time instrument on the day
after maturity;

b. In the case of a demand instrument upon its
date or, 1f no date is stated, on the date of issue.
2. A cause of action against the obligor of a
demand or time certificate of deposit accrues upon
demand, but demand on a time certificate may not be

made until on or after the date of maturity.

3. A cause of action against a drawer of a draft
or an endorser of any instrument accrues upon demand
following dishonor of the instrument. Notice of
dishonor is a demand.

4. Unless an instrument provides otherwise,
interest runs at the rate provided by law for a
judgment

a. In the case of a maker, acceptor or other
primary obligor of a demand instrument, from the date
of demand;

b. In all other cases from the date of accrual of
the cause of action."

2. Page 33, by striking line 16 and inserting the
following: “claimant under subsection 2, paragraph
Ildll'll‘ .

3. Page 42, line 30, by striking the figure "3"
and inserting the following: "4",.

4. Page 44, line 8, by striking the word "thirty"
and inserting the following: ‘“sixty".

5. Page 45, line 32, by striking the word
"thirty" and inserting the following: “sixty".

6. Page 59, line 24, by striking the word
"requires:" and inserting the following: ‘"requires:"

7. Page 60, line 13, by striking the word
"certified" and inserting the following:
"certificated”.

8. Page 60, by striking line 14 and inserting the
following: ‘"instructions for uncertificated
securities (section 554.8308) or".

§. Page 60, line 20, by striking the word
"Drawer" and inserting the following: "Drawee".

10. Page 61, by striking line 11 and inserting
the following:

""Agreement for electronic presentment"”. Section 554.4110."
Page 61, by striking line 12 and insert:ing




SENATE CLIP SHEET MARCH 23, 1994 Page 2

' §-5275
Page 2
1 the following: _
2 ""Bank". Section 554.4105." .
12. Page 61, line 19, by striking the figure :

3

4 "554.4105" and inserting the following: "554.4110",

5 13, Page 61, by striking line 26 and inserting

6 the following:

7 ""Certificate of deposit". Section 554.3104."
8 14. Page 61, by striking line 28 and inserting

9

the following:
10 ""Certified check™. Section 554.3409."

11 15. Page 64, by striking lines 32 through 34 and
12 inserting the following:

13 "2. If an item states that it is "payable at" a
14 bank identified in the item, (i) the item designates
i5 the bank as a collecting bank and does not by itself
16 authorize the bank to pay the item, and (ii) the item
17 may be presented for payment only by or through the

18 bank.
19 3. If a draft names a nonbank drawee and it 1is

20 unclear whether a bank named in the draft is a co-

21 drawee or a collecting bank, the bank is a collecting
22 bank."

23 l16. By striking page 64, line 35, through page

24 65, line 3.

25 17. Page 67, line 30, by striking the word

26 "UNINDORSED" and inserting the following:

27 "UNENDORSED". , i
28 18. Page 69, line 15, by striking the word r."
29 "thirty" and inserting the following: ‘“sixty".

30 19. By striking page 70, line 35, through page

31 71, line 1, and inserting the following:

32 "PRESENTMENT BY NOTICE OF ITEM NOT PAYABLE BY,

33 THROUGH, OR AT A BANK----; LIABILITY OF SEEONDARY

34 PARPFES DRAWER OR ENDORSER."

35 20. Page 78, line 4, by striking the word

36 "thirty" and inserting the following: ‘"sixty".

37 21. Page 80, line 17, by striking the figure

38 "554.4208" and inserting the following: "554.4215".
39 22. Page 85, line 25, by striking the word

40 "seven" and inserting the following: "eleven".

41 23. Page 86, line 22, by striking the word

42 "thirty" and inserting the following: ‘“sixty".

43 24, Page 90, by inserting after line 15 the

44 following:

45 "Sec. . NEW SECTION. 66B.16 APPLICABILITY OF

46 THIS CHAPTER.
47 This chapter does not apply to Article 3 or 4 of

48 chapter 554."
49 25, Page 90, by striking lines 17 through 20 and

50 inserting the following: -
§-5275 , -2-
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SENATE CLIP SHEET MARCH 23, 1994

" §-5275

i!!!"

16

Page 3

"The Code editor, in cooperation with the

2 legislative service bureau and in conformity with the

policies of the legislative council, is directed :o
renumber sections in this Act in conformance with the
numbering system included in the model Act as
recommended by the American law institute and national
conference of commissioners on uniform state laws, and
to correct internal references as necessary."

26. Page 90, by inserting after line 24 the
following:

"Sec. . EFFECTIVE DATE. This Act takes effect
July 1, 1395."

27. Title page, line 3, by inserting after the
word "sections" the following: ", and providing an
effective date".

28. By renumbering as necessary.

By AL STURGEON

$-5275 FILED MARCH 22, 1994
ADOPTED




SENATE FILE 22: 5

BY COMMITTEE ON COMMERCE

{SUCCESSOR TO SSB 2244)

(COMPANION TO LSB 4186HV)
{AS AMENDED AND PASSED BY THE SENATE MARCH 22, 1994)

S ———————— -~ New Language by the Senate
* - Language Stricken by the Senate
0]
Passed Senate, Date Passed Houst /‘D e 4/-(/7’7‘
Vote: Ayes Nays Vote: Ayes 75  Nays o
Approved
A BILL FOR

1 An Act amending the Uniform Commercial Code relating to
2 negotiable instruments, and bank deposits and collections, and
3 repealing sections‘ and grovidins an effective date,
4 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: Q
5 ' n
6 N
’ N
8 -
9 D
10
11
12
13
14
15
16
17
18

SF 2279
da/cc/26



W o~ bW

W oW W W W W R R RN R NN RN N O e e e
(S N S T B TR, U . B S TR WO R = TR Y- T SRR . ST - N S =

S.F. zazqn’ H.F.

Section 1. Section 9E.9, subsection 5, Code 1993, is
amended to read as follows:

5. In making or noting a protest of a negotiable
instrument, the notarial officer must determine the-matters
set-foreh whether there is evidence of dishonor as provided in
section 554+3589 554.3505.

Sec. 2. Section 533.43, subsection 3, Code 1993, is
amended to read as follows:

3. The share draft is payable to a member of the credit

union, or to a member of the family of the issuer of the share
draft, or to a business in which the issuer of the share draft
has an interest. However, the exception contained in this
subsection does not apply to any person referred to in this
subsection if the person is a holder in due course, as
provided in chapter 554, article 3s-and-with-respect-to-a
share-draft-which-+a-issued-prior-to-the-expiration-of-one
year-after-Apri1-13;-1979;-the-person-shati-not-be-denied-the
rights-of-a-holtder-in-due-course-of-the-share-drafe-sotetry-on
the-grounds-that-the-share-draft-£fatis-to-meet-the
requirements-of-section-554¢-31847;-subsection-17-paragraph-id4s,

Sec. 3. Section 537.3211, Code 1993, is amended to read as
follows:

$537.3211 NOTICE OF CONSUMER PAPER.

Every note which is a negotiable instrument pursuant-te as
provided in section 554.3104 taken in a consumer credit

transaction, if the writing requires or provides for a
signature of the consumer, shall conspicucusly show on its
face the following: “This is a consumer credit transaction.”

Sec. 4. Section 539.1, Code 1993, is amended to read as
follows:

539.1 ASSIGNMENT OF NONNEGOTIABLE INSTRUMENTS.

Bonds, due bills, and all instruments by which the maker
promises to pay another, without words of negotiability, a sum
of money, or by which the maker promises to pay a sum of money
in property or labor, or to pay or deliver any property or

-1-
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labor, or acknowledges any money, labor, or property to be
due, are assignable by endorsement on the instrument, or by
other writing. The assignee, including a person who takes
assignment for collection in the reqular course of business,
has a right of action on them in the assignee's own name,
subject to any defense or counterclaim which the maker or
debtor had against an assignor of the instrument before notice
of the assignment. 1In case of conflict between this section
and Yniform-Eommerciat-coder; sections 554738857 554.5116 er
and 554.9318, these sections 554.5116 and 554.9318 control.

Sec., 5. Section 539.2, Code 1993, is amended to read as
follows:

539,2 ASSIGNMENT PROHIBITED BY INSTRUMENT.

When by the terms of an instrument its assignment is

prohibited, an assignment thereof shall nevertheless be valid,
but the maker may make use of any defense or counterclaim
against the assignee which the maker may have against any
assignor thereof before notice of such assignment is given to
the maker in writing. 1In case of conflict between this
section and Hniferm-Cemmercigi-Eede; sections 554+38657
554.5116 or and 554.9318, these sections 55%4.5116 and 554.9318
control.

Sec. 5. Section 554,1201, subsections 20, 24, and 43, Code
1993, are amended to read as follows:

20. "“Holder" means-a-person-whe-ts-in-possession-of-a
document-of-titie-er-an-insteument-or-a-certrfteaced
tnvestment-securtty-drawvn;-tssucdr;-or-endorased-to-that-persen
or-to-that-personis-order-or-to-pbearer-or-in-biank with

respect to a negotiable instrument, means the person in

possession if the instrument is payable to bearer or, in the

case of an instrument payable to an identified person, 1if thne

identified person is in possession. "Holder"” with respect to

a document of title means the person in possession if the

goods are deliverable to bearer or to the order of the person

in possession.




XD~ N bW

W W W W W B R N R NN R R O R e P R o e e
Nl W o H O W ot W DWW B W N DY

S.F. zz??H.F.

24. "Money" means a medium of exchange authorized or
adopted by a domestic or foreign government as-a-part-of-its
eurreney and includes a monetary unit of account established

by an intergovernmental organization or by agreement between

two or more nations.
43. "Unauthorized" signature or-endorsement means one made

without actual, implied, or apparent authority and includes a
forgery.

Sec. 7. Section 554.1207, Code 1993, is amended to read as
follows:

554.1207 PERFORMANCE OR ACCEPTANCE UNDER RESERVATION OF
RIGHTS.

1. A party who, with explicit reservation of rights,
performs or promises performance or assents to performance in
a manner demanded or offered by the other party does not
thereby prejudice the rights reserved. Such words as "without
prejudice”, "under protest" or the like are sufficient.

2. Subsection 1 does not apply to an accord and
satisfaction.

Sec. 8. Section 554.2103, subsection 3, Code 1993, 1is
amended to read as follows:

3. The following definitions in other Articles apply to
this Article:

“"Check". Section 554.3104,
"Consignee". Section 554.7102.
"Consignor", Section 554.7102.
"Consumer goods". Section 554.9109.
"Dishonor”. Section 554+356%

554.3502.
"Draft". Section 554.3104.

Sec, 9. Section 554.2511, subsection 3, Code 1993, is

amended to read as follows:

3. Subject to the provisions of this chapter on the effect
of an instrument on an obligation (section 554+3862 554.3310),
payment by check 1s conditional and is defeated as between the

-3-
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parties by dishonor of the check on due presentment.
UNIFORM COMMERCIAL CODE
ARTICLE 3 - NEGOTIABLE INSTRUMENTS
PART 1
GENERAL PROVISIONS AND DEFINITIONS
Sec. 10. NEW SECTION. 554.3101 SHORT TITLE. This
Article may be cited as Uniform Commercial Code -- Negotiable

Instruments,
Sec. 11, NEW SECTION. ©554.3102 SUBJECT MATTER.
1. This Article applies to negotiable instruments. It

does not apply to money, to payment orders governed by Article
8, or to securities governed by Article 12.

2. If there is conflict between this Article and Article 9
or 12, Articles 9 and 12 govern.

3. Regulations of the Board of Governors of the Federal
Reserve System and operating circulars of the Federal Reserve
Banks supersede any inconsistent provision <f this Article to

the extent of the inconsistency.

Sec. 12. NEW SECTION. 554.3103 DEFINITIONS.

1. In this Article:

a. "Acceptor" means a drawee who has accepted a draft.

b, "Drawee" means a person ordered in a draft to make
payment.

c. "Drawer" means a person who signs or is identified in a
draft as a person ordering payment.

d. "Good faith" means honesty in fact and the observance
of reasonable commercial standards of fair dealing.

e. "Maker" means a person who signs or is identified in a
note as a person undertaking to pay.

f. "Order" means a written instruction to pay money signed
by the person giving the instruction. The instruction may be
addressed to any person, including the person giving the
instruction, or to one or more persons jointly or in the
alternative but not in succession. An authorization to pay is

not an order unless the person authorized to pay is also

_4__
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instructed to pay.

g. "Ordinary care" in the case of a person engaged in
business means observance of reasonable commercial standards,
prevailing in the area in which the person is located, with
respect to the business in which the person is engaged. 1In
the case of a bank that takes an instrument for processing for

collection or payment by automated means, reasonable

commercial standards do not require the bank to examine the
instrument if the failure to examine does not violate the
bank's prescribed procedures and the bank's procedures do not

vary unreasonably from general banking usage not disapproved

by this Article or Article 4.

h. "Party" means a party to an instrument.

1. "Promise" means a written undertaking to pay money

signed by the person undertaking to pay.

An acknowledgment of

an obligation by the obligor is not a promise unless the

obligor also undertakes to pay the obligation.
j. "Prove" with respect to a fact means to meet the burden

of establishing the fact (section 554.1201, subsection 8).

k. "Remitter" means a person who purchases an instrument

from its issuer if the instrument is payable to an identified

person other than the purchaser.

2. Other definitions applying to this Article and the

sections in which they appear are:

"Acceptance", Section 554,3409.
"Accommodated party". Section 554.3419.
"Accommodation party". Section 554.3419.
"Alteration". Section 554.,3407.
“"Anomalous endorsement". Section 554.3205.
"Blank endorsement". Section 554.3205.
"Cashier's check". Section 554.3104.
"Certificate of deposit". Section 554.,3104.
"Certified check”. Section 554.3409.

"Check".
"Consideration".

Section
Section

554.3104. .
554.3303.
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"Draft”.

“Holder in due course",
"Incomplete instrument".
"Endorsement™.
"Endorser".

“Instrument”.

"Issue",

“Issuer".

"Negotiable instrument”.
"Negotiation",

"Note".

"Payable at a definite time".
"Payable on demand”.
“"Payable to bearer”.
"Payable to order™.
"Payment".

"Person entitled to enforce".
"Presentment”.
"Reacquisition".

"Special endorsement".
"Teller's check”.
"Transfer of instrument”.
"Traveler's check".

"Value".

Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section

Section

s.r. £Z79 u.r.

554.3104.
554.3302,
554.3115.
554.3204.
554.3204.
554.3104.
554.3105.
554.3105.
554.3104.
554.3201.
554.3104.
554.3108.
554.3108.
554.3109.
554.3109.
554.3602.
554.3301.
554,3501.
554.3207.
554,3205.
554.3104.
554.3203.
554.3104.
554.3303.

3. The following definitions in other Articles apply to

this Article:
"Bank".

"Banking day".
"Clearing house".
"Collecting bank".
"Depositary bank”.
"Documentary draft”.
"Intermediary bank".
"Item".

"Payor bank".

Section
Section
Section
Section
Section
Section
Section
Section

Section

554.4105.
554.4104.
554.4104.
554.4105.
554.4105.
554.4104.
554.4105.
554.4104.,
554.4105.




"Susperds pavmenzs". Section 554.4104. .
. 4. In addition, Articiz 1 contains general definitions and
3 principles of construction and interpretation applicable
throughout this Articie.

Sec. 13. NEW SECTICN. 554.3104 NEGOTIABLE INSTRUMENT.

1. Except as provicded in subsections 3 and 4, "negotiable

instrument" means an unconditional promise or order to pay a
fixed amount of money, with or without interest or other

W o o~ N

charges described in the promise or order, if it:

10 a, 1s payable to bearer or to order at the time it is

11 issued or first comes into possession of a holder;

12 b. 1is payable on demand or at a definite time; and

13 c. does not state any other undertaking or instruction by

14 the person promising or ordering payment to do any act in

15 addition to the payment of money, but the promise or order may

16 contain (i) an undertaking or power to give, maintain, or

17 protect collateral to secure payment, (ii) an authorization or .
18 power to the holder to confess judgment or realize on or

19 dispose of collateral, or (iii) a waiver of the benefit of any

20 law intended for the advantage or protection of an obligor.

21 2. "Instrument" means a negotiable instrument.

22 3. An order that meets all of the requirements of

23 subsection 1, except paragraph "a", and otherwise falls within

24 the definition of "check" in subsection 6 is a negotiable

25 instrument and a check.

26 4. B promise or order other than a check is not an

27 instrument if, at the time it is issued or first comes into

28 possession of a holder, it contains a conspicuous statement,

29 however expressed, to the effect that the promise or order is

30 not negotiable or is not an instrument governed by this

31 Article. .

32 5. An instrument is a "note" if it is a promise and is a

33 "draft" if it is an order. 1If an instrument falls within the

34 definition of both "note" and "draft," a person entitled to .
35 enforce the instrument may treat it as either, |
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6. "Check" means (1) a draft, other than a documentary
draft, payable on demand and drawn on a bank or (ii) a
cashier's check or teller's check. An instrument may be a
check even though it is described on its face by another term,
such as "money order."

7. "Cashier's check" means a draft with respect to which
the drawer and drawee are the same bank or branches of the
same bank.

8. "Teller's check" means a draft drawn by a bank (i) on
another bank, or (ii) payable at or through a bank.

9. "Traveler's check” means an instrument that (i) is
payable on demand, (ii) is drawn on or payable at or through a
bank, (iii) is designated by the term "traveler's check" or by
a substantially similar term, and (iv) requires, as a
condition to payment, a countersignature by a person whose
specimen signature appears on the instrument.

10. “"Certificate of deposit" means an instrument
containing an acknowledgment by a bank that a sum of money has
been received by the bank and a promise by the bank to repay
the sum of money. A certificate of deposit is a note of the
bank.

Sec. 14, NEW SECTION. 554.3105 1ISSUE OF INSTRUMENT.

1. "Issue" means the first delivery of an instrument by

the maker or drawer, whether to a holder or nonholder, for the
purpose of giving rights on the instrument to any person.

2. An unissued instrument, or an unissued incomplete
instrument that is completed, is binding on the maker or
drawer, but nonissuance is a defense. An instrument that is
conditionally issued or is issued for a special purpose is
binding on the maker or drawer, but failure of the condition
or special purpose to be fulfilled is a defense.

3. "Issuer" applies to issued and unissued instruments and
means a maker or drawer of an instrument.

Sec. 15. NEW SECTION. 554.3106 UNCONDITIONAL PROMISE OR
ORDER.
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1. Except as provided in this section, for the purposes of
section 554,3104, subsection 1, a promise or order 1is
unconditional unless it states (i) an express condition to
payment, (ii) that the promise or order is subject to or
governed by another writing, or (iii) that rights or
obligations with respect to the promise or order are stated in
another writing. A reference to another writing does not of
itself make the promise or order conditional.

2. A promise or order is not made conditional (i) by a
reference to another writing for a statement of rights with
respect to collateral, prepayment, or acceleration, or (ii)
because payment is limited to resort to a particular fund or

source.
3. If a promise or order requires, as a condition to
payment, a countersignature by a person whose specimen

signature appears on the promise or order, the condition does
not make the promise or order conditional for the purposes of
section 554.3104, subsection 1. If the person whose specimen
signature appears on an instrument fails to countersign the
instrument, the failure to countersign is a defense to the
obligation of the issuer, but the failure does not prevent a
transferee of the instrument from becoming a holder of the
instrument.

4. If a promise or order at the time it is issued or first
comes into possession of a holder contains a statement,
required by applicable statutory or administrative law, to the
effect that the rights of a holder or transferee are subject
to claims or defenses that the issuer could assert against the
original payee, the promise or order is not thereby made
conditional for the purposes of section 554.3104, subsection
1; but if the promise or order is an instrument, there cannot
be a holder in due course of the instrument.

Sec, 16, NEW SECTION., 554.3107 INSTRUMENT PAYABLE IN
FOREIGN MONEY.

Unless the instrument otherwise provides, an instrument

_9_
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that states the amount payable in foreign money may be paid in
the foreign money or in an equivalent amount in dollars
calculated by using the current bank-coffered spot rate at the
place of payment for the purchase of dollars on the day on
which the instrument is paid.

Sec. 17. NEW SECTION. 554.3108 PAYABLE ON DEMAND OR AT
DEFPINITE TIME.

1. A promise or order is "payable on demand" if it (i)

states that it is payable on demand or at sight, or otherwise
indicates that it is payable at the will of the holder, or
(ii) does not state any time of payment.

2. A promise or order is "payable at a definite time" if
it is payable on elapse of a definite period of time after
sight or acceptance or at a fixed date or dates or at a time
or times readily ascertainable at the time the promise or
order is issued, subject to rights of (i) prepayment, (ii)
acceleration, (iii) extension at the option'of the holder, or
{iv) extension to a further definite time at the option of the
maker or acceptor or automatically upon or after a specified
act or event.

3. If an instrument, payable at a fixed date, is also
payable upon demand made before the fixed date, the instrument
is payable on demand until the fixed date and, if demand for
payment is not made before that date, becomes payable at a
definite time on the fixed date.

Sec. 18, NEW SECTION. 554.3109 PAYABLE TC BEARER OR TO
ORDER.

1. A promise or order is payable to bearer if it:

a. states that it is payable to bearer or to the order of

bearer or otherwise indicates that the person in possession of
the promise or order is entitled to payment;

b. does not state a payee; or

c. states that it is payable to or to the order of cash or
otherwise indicates that it is not payable to an identified

person.

_10_
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2. A promise or order that is not payable to bearer is
payable to order if it is payable (i) to the order of an
identified person or (ii) to an identified person or order. A
promise or order that is payable to order is payable to the
identified person.

3. An instrument payable to bearer may become payable to
an identified person if it is specially endorsed pursuant to
section 554,3205, subsection 1, An instrument payable to an
identified person may become payable to bearer if it is
endorsed in blank pursuant to section 554.3205, subsection 2.

Sec. 19. NEW SECTION. 554.3110 IDENTIFICATION OF PERSON
TO WHOM INSTRUMENT IS PAYABLE.

l. The person to whom an instrument is initially payable

is determined by the intent of the person, whether or not
authorized, signing as, or in the name or behalf of, the
issuer of the instrument. The instrument is payable to the
person intended by the signer even if that person is
identified in the instrument by a name or other identification
that is not that of the intended person, If more than one
person signs in the name or behalf of the issuer of an
instrument and all the signers do not intend the same person
as payee, the instrument is payable to any person intended by
one or more of the signers.

2. 1If the signature of the issuer of an instrument is made
by automated means, such as a check-writing machine, the payee
of the instrument is determined by the intent of the person
who supplied the name or identification of the payee, whether
or not authorized to do so.

3. A person to whom an instrument is payable may be
identified in any way, including by name, identifying number,
office, or account number. For the purpose of determining the
holder of an instrument, the following rules apply:

a. 1if an instrument is payable to an account and the
account 1is identified only by number, the instrument is
payable to the person to whom the account is payable. If an

-11-
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instrument is payable to an account identified by number and

by the name of a person, the instrument is payable to the
named person, whether or not that person is the owner of the
account identified by number,

b. if an instrument is payable to:

{1) a trust, an estate, or a person described as trustee
or representative of a trust or estate, thé instrument 1is
payable to the trustee, the representative, or a successor of
either, whether or not the beneficiary or estate is also
named;

(2) a person described as agent or similar representative
of a named or identified person, the instrument is payable to
the represented person, the representative, or a successor of
the representative;

{3) a fund or organization that is not a legal entity, the
instrument is payable to a representative of the members of
the fund or organization; or

(4) an office or to a person described as holding an
office, the instrument is payable to the named person, the
incumbent of the office, or a successor to the incumbent.

4. If an instrument is payable to two or more persons
alternatively, it is payable to any of them and may be
negotiated, discharged, or enforced by any or all of them in
possession of the instrument. If an instrument is payable to
two or more persons not alternatively, it is payable to all of
them and may be negotiated, discharged, or enforced only by
all of them. If an instrument payable to two or more persons
is ambiguous as to whether it is payable to the persons
alternatively, the instrument is payable to the persons
alternatively.

Sec. 20. NEW SECTION. 554.3111 PLACE OF PAYMENT.

Except as otherwise provided for items in Article 4, an

instrument is payable at the place of payment stated in the
instrument. If no place of payment is stated, an instrument
is payable at the address of the drawee or maker stated in the

_12_
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instrument. If no address is stated, the place of payment is
the place of business of the drawee or maker. If a drawee or
maker has more than one place of business, the place of
payment is any place of business of the drawee or maker chosen
by the person entitled to enforce the instrument. If the
drawee or maker has no place of business, the place of payment
is the residence of the drawee or maker.

Sec. 21. NEW SECTION. 55%4.3112 INTEREST.

1. Unless otherwise provided in the instrument, (i) an

instrument is not payable with interest, and (ii) interest on
an interest-bearing instrument is payable from the date of the
instrument.

2. Interest may be stated in an instrument as a fixed or
variable amount of money or it may be expressed as a fixed or
variable rate or rates, The amount or rate of interest may be
stated or described in the instrument in any manner and may
require reference to information not contained in the
instrument. If an instrument provides for interest, but the
amount of interest payable cannot be ascertained from the
description, interest is payable at the judgment rate in
effect at the place of payment of the instrument and at the
time interest first accrues.

Sec. 22. NEW SECTION., 554.3113 DATE OF INSTRUMENT.

1. An instrument may be antedated or postdated. The date

stated determines the time of payment if the instrument is
payable at a fixed period after date. Except as provided in
section 554.4401, subsection 3, an instrument payable on
demand is not payable before the date of the instrument.

2, If an instrument is undated, its date is the date of
its issue or, in the case of an unissued instrument, the date
it first comes into possession of a holder.

Sec. 23. NEW SECTION. 554.3114 CONTRADICTORY TERMS OF
INSTRUMENT.

If an instrument contains contradictory terms, typewritten

terms prevail over printed terms, handwritten terms prevail

..13_
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over both, and words prevail over numbers.
Sec. 24. NEW SECTION. 554.3115 INCOMPLETE INSTRUMENT.
1. "“Incomplete instrument" means a signed writing, whether

or not issued by the signer, the contents of which show at the
time of signing that it is incomplete but that the signer
intended it to be completed by the addition of words or
numbers.

2. Subject to subsection 3, if an incomplete instrument is
an instrument under section 554.3104, it may be enforced
according to its terms if it is not completed, or according to
its terms as augmented by completion. If an incomplete
instrument is not an instrument under section 554,3104, but,
after completion, the requirements of section 554.3104 are
met, the instrument may be enforced according to its terms as
augmented by completion.

3, If words or numbers are added to an incomplete
instrument without authority of the signer, there is an
alteration of the incomplete instrument under section
554.3407.

4. The burden of establishing that words or numbers were
added to an incomplete instrument without authority of the
signer is on the person asserting the lack of authority.

Sec. 25. NEW SECTION. 554.3116 JOINT AND SEVERAL
LIABILITY -- CONTRIBUTION. |

l. Except as otherwise provided in the instrument, two or

more persons who have the same liability on an instrument as
makers, drawers, acceptors, endorsers who endorse as joint
payees, or anocmalous endorsers are jointly and severally
liable in the capacity in which they sign.

2., Except as provided in section 554.3419, subsection 5,
or by agreement of the affected parties, a party having joint
and several liability who pays the instrument is entitled to
receive from any party having the same joint and several
liability contribution in accordance with applicable law.

3. Discharge of one party having joint and several

_.14-
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liability by a person entitled to enforce the instrument does .
not affect the right under subsection 2 of a party having the
same joint and several liability to receive contribution from

the party discharged.

Sec. 26. NEW SECTION. 554.3117 OTHER AGREEMENTS
AFFECTING INSTRUMENT.

Subject to applicable law regarding exclusion of proof of

contemporaneocus or previous agreements, the obligation of a

W O S~ N b W

party to an instrument to pay the instrument may be modified,

[
<

supplemented, or nullified by a separate agreement of the

[
._-l

obligor and a person entitled to enforce the instrument, 1if

=
[\8]

the instrument is issued or the obligation is incurred in

—
(8]

reliance on the agreement or as part of the same transaction

—
1=

giving rise to the agreement. To the extent an obligation is

15 modified, supplemented, or nullified by an agreement under
16 this section, the agreement is a defense to the obligation,
17 Sec. 27. NEW SECTION, 554.3118 ACCRUAL OF CAUSE OF .
PR R s
18 ACTION.
L]
13 l. A cause of action against a maker or an acceBtor
20 accrues
SO

21 a. In the case of a time instrument on the daz after

22 maturity;
A

23 b. In the case of a demand instrument upon 1ts date or, 1f
24 no date is stated‘ on the date of issue.
25 2. A cause of action against the obligor of a demand or
SR S
26 time certificate of deposit accrues upon demand, but demand on
L A S
27 a time certificate may not be made until on or after the date

28 of maturity.
L - ]

29 3. A cause of action asalnst a drawer of a draft or an

30 endorser of any instrqupt accrues upon demand following
L

31 dishonor of thg_;nstrument. Notice of dishonor is a demand.

32 4, Unless an instrument Erovides otherwise, interest runs
R
33 at the rate Erovided Qxﬁlaw for a gudgment
34 a. In the case of a maker, acceptor or other primary ‘
m :

35 obligor of a demand instrument, from the date of demand;
- . it i hec il i ]
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b. _In all other cases_from the date of accrual of the
L 7 Tt e

cause of action.
.

Sec. 28. NEW SECTION., 554,3119 NOTICE OF RIGHT TO DEFEND
ACTION.
In an action for breach of an obligation for which a third

person is answerable over pursuant to this Article or Article
4, the defendant may give the third person written notice of
the litigation, and the person notified may then give similar
notice to any other person who is answerable over. If the
notice states (i) that the person notified may come in and
defend and (ii) that failure to do so will bind the person
notified in an action later brought by the person giving the
notice as to any determination of fact common to the two
litigations, the person notified is so bound unless after
seasonable receipt of the notice the person notified does come
in and defend.
PART 2
NEGOTIATION, TRANSFER, AND ENDORSEMENT
Sec. 29. NEW SECTION. 554.3201 NEGOTIATION.
1. "“"Negotiation" means a transfer of possession, whether

voluntary or involuntary, of an instrument by a person other
than the issuer to a person who thereby becomes its holder.

2. Except for negotiation by a remitter, if an instrument
is payable to an identified person, negotiation requires
transfer of possession of the instrument and its endorsement
by the holder. If an instrument is payable to bearer, it may
be negotiated by transfer of possession alone.

Sec. 30. NEW SECTION. 554.3202 NEGOTIATION SUBJECT TO
RESCISSION.

1. Negotiation is effective even if obtained (i) frdém an

infant, a corporation exceeding its powers, or a person
without capacity, (ii) by fraud, duress, or mistake, or ({iii)
in breach of duty or as part of an illegal transaction.

2. To the extent permitted by other law, negotiation may
be rescinded or may be subject to other remedies, but those

_16_
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remedies may not be asserted against a subsequent holder in
due course or a person paying the instrument in good faith and
without knowledge of facts that are a basis for rescission or
other remedy.

Sec, 31, NEW SECTION. 554.3203 TRANSFER OF INSTRUMENT --
RIGHTS ACQUIRED BY TRANSFER.

1. An instrument is transferred when it is delivered by a

person other than its issuer for the purpose of giving to the
person receiving delivery the right to enforce the instrument,

2, Transfer of an instrument, whether or not the transfer
is a negotiation, vests in the transferee any right of the
transferor to enforce the instrument, including any right as a
holder in due course, but the transferee cannot acquire rights
of a holder in due course by a transfer, difectly or
indirectly, from a holder in due course if the transferee
engaged in fraud or illegality affecting the instrument.

3. Unless otherwise agreed, if an instrument is
transferred for value and the transferee does not become a
holder because of lack of endorsement by the transferor, the
transferee has a specifically enforceable right to the
unqualified endorsement of the transferor, but negotiation of
the instrument does not occur until the endorsement is made.

4. 1f a transferor purports to transfer less than the
entire instrument, negotiation of the instrument does not
occur. The transferee obtains no rights under this Article
and has only the rights of a partial assignee,

Sec. 32. NEW SECTION. 554.3204 ENDORSEMENT.

l. "Endorsement" means a signature, other than that of a

signer as maker, drawer, or acceptor, that alone or
accempanied by other words is made on an instrument for the
purpose of (i) negotiating the instrument, (ii) restricting
payment of the instrument, or (iii) incurring endorser's
liability on the instrument, but regardless of the intent of
the signer, a signature and its accompanying words is an
endorsement unless the accompanying words, éerms of the
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instrument, place of the signature, or other circumstances
unambiguously indicate that the signature was made for a
purpose other than endorsement, For the purpose of
determining whether a signature is made on an instrument, a
paper affixed to the instrument is a part of the instrument.

2. "Endorser" means a person who makes an endorsement.

3. For the purpose of determining whether the transferee
of an instrument is a holder, an endorsement that transfers a
security interest in the instrument is effective as an
unqualified endorsement of the instrument.

4. 1If an instrument is payable to a holder under a name
that is not the name of the holder, endorsement may be made by
the holder in the name stated in the instrument or in the
holder's name or both, but signature in both names may be
required by a person paying or taking the instrument for value
or collection.

Sec. 33. NEW SECTION., 554,3205 SPECIAL ENDORSEMENT --
BLANK ENDORSEMENT -- ANOMALQUS ENDORSEMENT.

l. If an endorsement is made by the holder of an
instrument, whether payable to an identified person or payable

to bearer, and the endorsement identifies a person to whom it
makes the instrument payable, it is a "special endorsement.”
When specially endorsed, an instrument becomes payable to the
identified person and may be negotiated only by the
endorsement of that person. The principles stated in section
554.3110 apply to special endorsements.

2., I1f an endorsement is made by the holder of an
instrument and it is not a special endorsement, it is a "blank
endorsement." When endorsed in blank, an instrument becomes
payable to bearer and may be negotiated by transfer of
possession alone until specially endorsed.

3. The holder may convert a blank endorsement that
consists only of a signature into a special endorsement by
writing, above the signature of the endorser, words
identifying the person to whom the instrument is made payable.

_18..
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4. "Anomalous endorsement” means an endorsement made by a .
person who is not the holder of the instrument. An ancmalous
endorsement does not affect the manner in which the instrument
may be negotiated.

Sec. 34. NEW SECTION. 554.3206 RESTRICTIVE ENDORSEMENT.

1. An endorsement limiting payment to a particular person

or otherwise prohibiting further transfer or negbtiation of
the instrument is not effective to prevent further transfer or

WO s O e W

negotiation of the instrument.

2. An endorsement stating a condition to the right of the
endorsee to receive payment does not affect the right of the
endorsee to enforce the instrument. A person paying the
instrument or taking it for value or collection may disregard

the condition, and the rights and liabilities of that person
are not affected by whether the condition has been fulfilled.
3. If an instrument bears an endorsement (i) described in
section 554.4201, subsection 2, or (ii) in blank or to a ‘

particular bank using the words "for deposit," "for
collection,” or other words indicating a purpose of having the
instrument collected by a bank for the endorser or for a
particular account, the following rules apply:

a. A person, other than a bank, who purchases the
instrument when so endorsed converts the instrument unless the
amount paid for the instrument is received by the endorser or
applied consistently with the endorsement.

b. A depositary bank that purchases therinstrument or

takes 1t for collection when so endorsed converts the
instrument unless the amount paid by the bank with respect to
the instrument is received by the endorser or applied
consistently with the endorsement.

C. A payor bank that 1s also the depositary bank or that
takes the instrument for immediate payment over the counter
from a person other than a collecting bank converts the

instrument unless the proceeds of the instrument are received
by the endorser or applied consistently with the endorsement. ) gl
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d. Except as otherwise provided in paragraph c, a payor
bank or intermediary bank may disregard the endorsement and is
not liable if the proceeds of the instrument are not received
by the endorser or applied consistently with the endorsement.

4. Except for an endorsement covered by subsection 3, if
an instrument bears an endorsement using words to the effect
that payment is to be made to the endorsee as agent, trustee,
or other fiduciary for the benefit of the endorser or ancther
person, the following rules apply:

a. Unless there is notice of breach of fiduciary duty as
provided in section 554.3307, a person who purchases the
instrument from the endorsee or takes the instrument from the
endorsee for collection or payment may pay the proceeds of
payment or the value given for the instrument to the endorsee
without regard to whether the endorsee violates a fiduciary
duty to the endorser.

b. A subsequent transferee of the instrument or person who
pays the instrument is neither given notice nor otherwise
affected by the restriction in the endorsement unless the
transferee or payor knows that the fiduciary dealt with the
instrument or its proceeds in breach of fiduciary duty.

5. The presence on an instrument of an endorsement to
which this section applies does not prevent a purchaser of the
instrument from becoming a holder in due course of the
instrument unless the purchaser is a converter under
subsection 3 or has notice or knowledge of breach of fiduciary
duty as stated in subsection 4.

6. In an action to enforce the obligation of a party to
pay the instrument, the obligor has a defense if payment would
violate an endorsement to which this section applies and the
payment is not permitted by this section.

Sec. 35. NEW SECTION. 554.3207 REACQUISITION.

Reacquisition of an instrument occurs if it is transferred

to a former holder, by negotiation or otherwise. A former
holder who reacquires the instrument may cancel endorsements
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made after the reacquirer first became a holder of the
instrument. If the cancellation causes the instrument to be
payable to the reacquirer or to bearer, the reacquirer may
negotiate the instrument. An endorser whose endorsement is
cancelled is discharged, and the discharge is effective
against any subsequent holder.
PART 3
ENFORCEMENT OF INSTRUMENTS

Sec, 36, NEW SECTION. ©554.3301 PERSON ENTITLED TO
ENFORCE INSTRUMENT.

“"Person entitled to enforce" an irnstrument means (i) the
holder of the instrument, (ii) a nonholder in possession of

the instrument who has the rights of a holder, or (iii) a
person not in possession of the instrument who is entitled to
enforce the instrument pursuant to section 554.3309 or
554.3418, subsection 4. A person may be a person entitled to
enforce the instrument even though the person is not the owner
of the instrument or is in wrongful possession of the
instrument,

Sec. 37. NEW SECTION. 554.3302 HOLDER IN DUE COURSE.

1. Subject to subsection 3 and section 554.3106,
subsection 4, "holder in due course” means the holder of an

instrument if:

a. the instrument when issued or negotiated to the holder
does not bear such apparent evidence of forgery or alteration
or is not otherwise so irregular or incomplete as to call into
question its authenticity; and

b. the holder took the instrument (i) for value, (ii) in
good faith, (iii) without notice that the instrument is
overdue or has been dishonored or that there is an uncured
default with respect to payment of another instrument issued
as part of the same series, (iv) without notice that the
instrument contains an unauthorized signature or has been
altered, (v) without notice of any claim to the instrument
described in section 554.3306, and (vi) without notice that
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any party has a defense or claim in recoupment described in
section 554.3305, subsection 1.

2. Notice of discharge of a party, other than discharge in
an insolvency proceeding, is not notice of a defense under
subsection 1, but discharge 1s effective against a person who
became a holder in due course with notice of the discharge.
Public filing or recording of a document does not of itself
constitute notice of a defense, claim in recoupment, or claim
to the instrument.

3. Except to the extent a transferor or predecessor in
interest has rights as a holder in due course, a person does
not acquire rights of a holder in due course of an instrument
taken (i) by legal process or by purchase in an execution,
bankruptcy, or creditor's sale or similar proceeding, {ii) by
purchase as part of a bulk transaction not in ordinary course
of business of the transferor, or (iii) as the successor in
interest to an estate or other organization.

4. If, under section 554.3303, subsection 1, paragraph
"a", the promise of performance that is the consideration for
an instrument has been partially performed, the holder may
assert rights as a holder in due course of the instrument only
to the fraction of the amount payable under the instrument
equal to the value of the partial performance divided by the
value of the promised performance.

5. If (i) the perscn entitled to enforce an instrument has
only a security interest in the instrument and (ii) the person
obliged to pay the instrument has a defense, claim in
recoupment, or claim to the instrument that may be asserted
against the person who granted the security interest, the
person entitled to enforce the instrument may assert rights as
a holder in due course only to an amount payable under the
instrument which, at the time of enforcement of the
instrument, does not exceed the amount of the unpaid
obligation secured.

6. To be effective, notice must be received at a time and
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in a manner that gives a reasonable opportunity to act on it.
7. This section is subject to any law limiting status as a

holder in dQue course in particular classes of transactions.
Sec. 38. NEW SECTION. 554.3303 VALUE AND CONSIDERATION.
1. Ap ingtrument is issued or transferred for value if:

a. the instrument is issued or transferred for a promise
of performance, to the extent the promise has been performed;
b. the transferee acquires a security interest or other
lien in the instrument other than a lien obtained by judicial

proceeding;

¢c. the instrument is issued or transferred as payment of,
or as security for, an antecedent claim against any person,
whether or not the claim is due;

d. the instrument is issued or transferred in exchange for
a negotiable instrument; or

e. the instrument is issued or transferred in exchange for
the incurring of an irrevocable obligation to a third party by
the person taking the instrument.

2. "Consideration" means any consideration sufficient to
support a simple contract. The drawer or maker of an
instrument has a defense if the instrument is issued without
consideration. If an instrument is issued for a promise of
performance, the issuer has a defense to the extent
performance of the promise is due and the promise has not been
performed. 1If an instrument is issued for value as stated in
subsection 1, the instrument is also issued for consideration.

Sec. 39. NEW SECTION. 554.3304 OVERDUE INSTRUMENT.

1. An instrument payable on demand becomes overdue at the

earliest of the following times:

a. on the day after the day demand for payment is duly
made;

b. 1if the instrument is a check, ninety days after its
date; or

c. 1if the instrument is not a check, when the instrument
has been outstanding for a period of time after its date which
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is unreasonably long under the circumstances of the particular
case in light of the nature of the instrument and usage of the
trade.

2. With respect to an instrument payable at a definite
time the following rules apply:

a. If the principal is payable in installments and a due
date has not been accelerated, the instrument becomes overdue
upon default under the instrument for nonpayment of an
installment, and the instrument remains overdue until the
default is cured.

b. If the principal is not payable in installments and the
due date has not been accelerated, the instrument becomes
overdue on the day after the due date.

c. If a due date with respect to principal has been
accelerated, the instrument becomes overdue on the day after
the accelerated due date.

3. Unless the due date of principal has been accelerated,
an instrument does not become overdue if there is default in
payment of interest but no default in payment of principal.

Sec. 40. NEW SECTION. 554.3305 DEFENSES AND CLAIMS IN
RECOUPMENT.

l. Except as stated in subsection 2, the right to enforce

the obligation of a party to pay an instrument is subject to
the following: , 7

a. a defense of the obligor based on (i)rinfancy'of the
obligor to the extent it is a defense to a simple contract,
(ii) duress, lack of legal capacity, or illegality of the
transaction which, under other law, nullifies the obligation
of the obligor, {(iii) fraud that induced the obligor to sign
the instrument with neither knowledge nor reasonable
opportunity to learn of its character or its essential terms,
or (iv) discharge of the obligor in insolvency proceedings;

b. a defense of the obligor stated in another section of
this Article or a defense of the obligor that would be
available if the person entitled to enforce the instrument
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were enforcing a right to payment under a simple contract; and

¢. a claim in recoupment of the obligor against the
original payee of the instrument if the claim arose from the
transaction that gave rise to the instrument; but the claim of
the obligor may be asserted against a transferee of the
instrument only to reduce the amount owing on the instrument
at the time the action is brought,

2, The right of a holder in due course to enforce the
obligation of a party to pay the instrument is subject to
defenses of the obligor stated in subsection 1, paragraph "a",
but is not subject to defenses of the obligor stated in
subsection 1, paragraph "b", or claims in recoupment stated in
subsection 1, paragraph "c", against a person other than the
holder.

3. Except as stated in subsection 4, in an action to
enforce the obligation of a party to pay the instrument, the
obligor may not assert against the person entitled to enforce .
the instrument a defense, claim in recoupment, or claim to the
instrument (section 554.3306) of another person, but the other
person's claim to the instrument may be asserted by the
obligor if the other person is joined in the action and
personally asserts the claim against the person entitled to
enforce the instrument. An obligor is not'obliged to pay the
instrument if the person seeking enforcement of the instrument
does not have rights of a holder in due course and the obligor
proves that the instrument is a lost or stolen instrument,

4. In an action to enforce the obligation of an
accommedation party to pay an instrument, the accommodation
party may assert against the person entitled to enforce the
instrument any defense or claim in recoupment under subsection
1 that the accommodated party could assert against the person
entitled to enforce the instrument, except the defenses of
discharge in insolvency proceedings, infancy, and lack of

legal capacity. ‘
Sec., 41. NEW SECTION. 554.3306 CLAIMS TO AN INSTRUMENT.
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A person taking an instrument, other than a person having
rights of a holder in due course, is subject to a claim of a
property or possessory right in the instrument or its
proceeds, including a claim to rescind a negotiation and to
recover the instrument or its proceeds. A person having
rights of a holder in due course takes free of the claim to
the instrument.

Sec. 42. NEW SECTION. 554.3307 NOTICE OF BREACH OF
FIDUCIARY DUTY.

1. In this section:

a. "Fiduciary" means an agent, trustee, partner, corporate
officer or director, or other representative owing a fiduciary
duty with respect to an instrument.

b. "Represented person" means the principal, beneficiary,
partnership, corporation, or other person to whom the duty
stated in paragraph "a" is owed.

2. If (i) an instrument is taken from a fiduciary for
payment or collection or for value, (ii) the taker has
knowledge of the fiduciary status of the fiduciary, and (iii)
the represented person makes a claim to the instrument or its
proceeds on the basis that the transaction of the fiduciary is
a breach of fiduciary duty, the following rules apply:

~a, Notice of breach of fiduciary duty by the fiduciary is
notice of the claim of the represented person.

b. In the case of an instrument payable to the represented
person or the fiduciary as such, the taker has notice of the
breach of fiduciary duty if the instrument is (i) taken in
payment of or as security for a debt known by the taker to be
the personal debt of the fiduciary, (ii) taken in a
transaction known by the taker to be for the personal benefit
of the fiduciary, or (iii) deposited to an account other than
an account of the fiduciary, as such, or an account of the
represented person.

¢. If an instrument is issued by the represented person or
the fiduciary as such, and made payable to the fiduciary
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personally, the taker does not have notice of the breach of
fiduciary duty unless the taker knows of the breach of
fiduciary duty.

d. If an instrument is issued by the represented person or
the fiduciary as such, to the taker as payee, the taker has
notice of the breach of fiduciary duty if the instrument is
(i) taken in payment of or as security for a debt known by the
taker to be the personal debt of the fiducia}y, (i11) taken in
a transaction known by the taker to be for the personal
benefit of the fiduciary, or (iii) deposited to an account
other than an account of the fiduciary, as such, or an account
of the represented person.

Sec. 43. NEW SECTION. 554.3308 PROOF OF SIGNATURES AND
STATUS AS HOLDER IN DUE COURSE.

1. In an action with respect to an instrument, the
authenticity of, and authority to make, each signature on the
instrument is admitted unless specifically denied in the . ‘
pleadings. If the validity of a signature is denied in the

pleadings, the burden of establishing validity is on the
person claiming validity, but the signature is presumed to be
authentic and authorized unless the action is to enforce the
liability of the purported signer and the signer is dead or
incompetent at the time of trial of the issue of validity of
the signature. If an action to enforce the instrument is
brought against a person as the undisclosed principal of a
person who signed the instrument as a party to the instrument,
the plaintiff has the burden of establishing that the
defendant is liable on the instrument as a represented person
under section 554.3402, subsection 1.
2, If the validity of signatures is admitted or proved and
there 1s compliance with subsection 1, a plaintiff producing
the instrument is entitled to payment if the plaintiff proves
entitlement to enforce the instrument under section 554.3301, L
unless the defendant proves a defense or claim in recoupment. .
If a defense or claim in recoupment is proved, the right to
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payment of the plaintiff is subject to thé défense or claim,
except to the extent the plaintiff proves that the plaintiff
has rights of a holder in due course which are not subject to
the defense or claim.

Sec. 44. NEW SECTION. 554.3309 ENFORCEMENT OF LOST,
DESTROYED, OR STOLEN INSTRUMENT.

1. A person not in possession of an instrument is entitled

to enforce the instrument if: (i) the person was in
possession of the instrument and entitlied to enforce it when
loss of possession occurred, (ii) the loss of possession was
not the result of a transfer by the person or a lawful
seizure, and (iii) the person cannot reasonably obtain
possession of the instrument because the instrument was
destroyed, its whereabouts cannot be determined, or it is in
the wrongful possession of an unknown person or a person that
cannot be found or is not amenable to service of process.

2. A person seeking enforcement of an instrument under
subsection 1 must prove the terms of the instrument and the
person's right to enforce the instrument. If that proof is
made, section 554.3308 applies to the case as if the person
seeking enforcement haqd produced the instrument. The court
may not enter judgment in favor of the person seeking
enforcement unless it finds that the person required to pay
the instrument is adequately protected against loss that might
occur by reason of a claim by another person to enforce the
instrument. Adequate protection may be provided by any
reasonable means.

Sec. 45. NEW SECTION. 554.3310 EFFECT OF INSTRUMENT ON
OBLIGATION FOR WHICH TAKEN.

1. Unless otherwise agreed, if a certified check,

cashier's check, or teller's check is taken for an obligation,
the obligation is discharged to the same extent discharge
would result if an amount of money equal to the amount of the
lnstrument were taken in payment of the obligation. Discharge
of the obligation dces not affect any liability that the
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obligor may have as an endorser of the instrument,

2. Unless otherwise agreed and except as provided in
subsection 1, if a note or an uncertified check is taken for
an obligation, the obligation is suspended to the same extent
the obligation would be discharged if an amount of money equal
to the amount of the instrument were taken, and the following
rules apply:

a. In the case of an uncertified check, suspension of the
obligation continues until dishonor of the check or until it
is paid or certified. Payment or certification of the check
results in discharge of the obligation to the extent of the
amount of the check.

b. In the case of a note, suspension of the obligation
continues until dishonor of the note or until it is paid.
Payment of the note results in discharge of the obligation to
the extent of the payment.

c. Except as provided in paragraph "d", if the check or
note is dishonored and the obligee of the obligation for which
the lnstrument was taken is the person entitled to enforce the
instrument, the obligee may enforce either the instrument or
the obligation. 1In the case of an instrument of a third
person which is negotiated to the obligee by the obligor,
discharge of the obligor on the instrument also discharges the
obligation.

d. If the person entitled to enforce the instrument taken
for an obligation is a person other than the cbligee, the
ocbligee may not enforce the obligation to the extent the
obligation is suspended. 1If the obligee is the person
entitled to enforce the instrument but no longer has
possession of it because it was lost, stolen, or destroyed,
the obligation may not be enforced to the extent of the amount
payable on the instrument, and to that extent the obligee's
rights against the obligor are limited to enforcement of the
instrument.

3. If an instrument other than one described in subsection
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1 or 2 is taken for an obligation, the effect is (i) that
stated in subsection 1 if the instrument is one on which a
bank is liable as maker or acceptor, or (ii) that stated in
subsection 2 in any other case.

Sec. 46. NEW SECTION. 554.3311 ACCORD AND SATISFACTION
BY USE OF INSTRUMENT.

1. If a person against whom a claim is asserted proves

that (i) that person in good faith tendered an instrument to
the claimant as full satisfaction of the claim, (ii) the
amount of the claim was unliguidated or subject to a bona fide
dispute, and (iii) the claimant obtained payment of the
instrument, the following subsections apply.

2. Unless subsection 3 applies, the claim is discharged if
the person against whom the claim is asserted proves that the
instrument or an accompanying written communication contained
a conspicuous statement to the effect that the instrument was
tendered as full satisfaction of the claim.

3. Subject to subsection 4, a claim is not discharged
under subsection 2 if either of the following applies:

a. The claimant, if an organization, proves that (i)
within a reasonable time before the tender, the claimant sent
a conspicuous statement to the person against whom the claim
is asserted that communications concerning disputed debts,
including an instrument tendered as full satisfaction of a
debt, are to be sent to a designated person, office, or place,
and (ii) the instrument or accompanying communicatlion was not
received by that designated person, office, or place.

b. The claimant, whether or not an organization, proves
that within ninety days after payment of the instrument, the
claimant tendered repayment of the amount of the instrument to
the person against whom the claim is asserted. This paragraph
does not apply if the claimant is an organization that sent a
statement complying with paragraph "a" letter (i).

4. A claim is discharged 1f the person against whom the
claim is asserted proves that within a reasonable time before
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collection of the instrument was initiated, the claimant, or
an agent of the claimant having direct responsibility with
respect to the disputed obligation, knew that the instrument
was tendered in full satisfaction of the claim,
Sec. 47, NEW SECTION. 554.3312 LOST, DESTROYED, OR
STOLEN CASHIER'S CHECK, TELLER'S CHECK, OR CERTIFIED CHECK.
1. In this section:

a. "Check" means a cashier's check, teller's check, or
certified check.

b, "Claimant" means a person who claims the right to
receive the amount of a cashier's check, teller's check, or
certified check that was lost, destroyed, or stolen.

c. "Declaration of loss" means a written statement, made
under penalty of perjury, to the effect that (i) the declarer
lost possession of a check, (ii) the declarer is the drawer or
payee of the check, in the case of a certified check, or the
remitter or payee of the check, in the case of a cashier's
check or teller's check, (i1ii) the loss of possession was not
the result of a transfer by the declarer or a lawful seizure,
and (iv) the declarer cannot reascnably obtain possession of
the check because the check was destroyed, its whereabouts
cannot be determined, or it is in the wrongful possession of
an unknown person or a person that cannot be found or is not
amenable to service of process.

d. "Obligated bank" means the issuer of a cashier's check
or teller's check or the acceptor of a certified check.

2. A claimant may assert a claim to the amount of a check
by a communication to the obligated bank describing the check
with reasonable certainty and requesting payment of the amount
of the check, if (i) the claimant is the drawer or payee of a
certified check or the remitter or payee of a cashier's check
or teller's check, (i1i) the communication contains or is
accompanied by a declaration of loss of the claimant with
respect to the check, (iii) the communication is received at a
time and in a manner affording the bank a reascnable time to
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act on it before the check is paid, and (iv) the claimant
provides reasonable identification if requested by the
obligated bank. Delivery of a declaration of loss is a
warranty of the truth of the statements made in the
declaration. If a claim is asserted in compliance with this
subsection, the following rules apply:

a. The claim becomes enforceable at the later of (i) the
time the claim is asserted, or (ii) the ninetieth day
following the date of the check, in the case of a cashier's
check or teller's check, or the ninetieth day following the
date of the acceptance, in the case of a certified check.

b. Until the claim becomes enforceable, it has no legal
effect and the obligated bank may pay the check or, in the
case of a teller's check, may permit the drawee to pay the
check. Payment to a person entitled to enforce the check
discharges all liability of the obligated bank with respect to
the check.

c. If the claim becomes enforceable before the check is
presented for payment, the obligated bank is not obliged to
pay the check.

d. When the claim becomes enforceable, the obligated bank
becomes obliged to pay the amount of the check to the claimant
if payment of the check has not been made to a person entitled
to enforce the check. Subject to section 554.4302, subsection
1, paragraph "a", payment to the claimant discharges all
liability of the obligated bank with respect to the check,

3. If the obligated bank pays the amount of a check to a
claimant under subsection 2, Earagragh "d", and the check is
presented for payment by a person having rights of a holder in
due course, the claimant is obliged to (i) refund the payment
to the obligated bank if the check is paid, or (ii) pay the

amount of the check to the person having rights of a holder in

due course if the check is dishonored.
4. If a claimant has the right to assert a claim under
subsection 2 and is also a person entitled to enforce a
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cashier's check, teller's check, or certified check which is .
lost, destroyed, or stolen, the claimant may assert rights
with respect to the check either under this section or section
554.3309.
PART 4
LIABILITY OF PARTIES
Sec. 48. NEW SECTION. 554.3401 SIGNATURE.
1. A person is not liable on an instrument unless (i) the

w e 3 O b W

person signed the instrument, or (ii) the person is

-
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represented by an agent or representative who signed the

'_l
=

instrument and the signature is binding on the represented

=
8]

person under section 554.,3402.
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w

2. A signature may be made (i) manually or by means of a
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device or machine, and (ii) by the use of any name, including

[
un

a trade or assumed name, or by a word, mark, or symbol

[
h

executed or adopted by a person with present intention to

o
®

authenticate a writing. .
Sec. 49. NEW SECTION. 554.3402 SIGNATURE BY '
REPRESENTATIVE.
1. If a person acting, or purporting to act, as a
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representative signs an instrument by signing either the name
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of the represented person or the name of the signer, the
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represented person is bound by the signature to the same
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extent the represented person would be bound if the signature
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were on a simple contract, If the represented person is
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bound, the signature of the representative is the "authorized
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signature of the represented person" and the represented
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person is liable on the instrument, whether or not identified
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in the instrument.
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2. 1If a representative signs the name of the
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-

representative to an instrument and the signature is an

(V]
[ 8]

authorized signature of the represented person, the following
rules apply:

a. If the form of the signature shows unambiguously that .._
the signature is made on behalf of the represented person who )

[VS}
(48]
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is identified in the instrument, the representative is not
liable on the instrument,

b. Subject to subsection 3, if (i) the form of the
signature does not show unambiguously that the signature 1is
made in a representative capacity or (ii) the represented
perscn is not identified in the instrument, the representative
is liable on the instrument to a holder in due course that
took the instrument without notice that the representative was
not intended to be liable on the instrument. With respect to
any other person, the representative 1s liable on the
instrument unless the representative proves that the original
parties did not intend the representative to be liable on the
instrument.

3. If a representative signs the name of the
representative as drawer of a check without indication of the
representative status and the check is payable from an account
of the represented person who is identified on the check, the
signer is not liable on the check if the signature is an
authorized signature of the represented person.

Sec, 50. NEW SECTION. 554.3403 UNAUTHORIZED SIGNATURE.

1. Unless otherwise provided in this Article or Article 4,

an unauthorized signature is ineffective except as the
signature of the unauthorized signer in favor of a person who
in good faith pays the instrument or takes it for value. An
unauthorized signature may be ratified for all purposes of
this Article.

2. If the signature of more than one person is required to
constitute the authorized signature of an organization, the
signature of the organization is unauthorized if one of the
required signatures is lacking, .

3. The civil or criminal liability of a person who makes
an unauthorized signature is not affected by any provision of
this Article which makes the unauthorized signature effective
for the purposes of this Article.

Sec. 51. NEW SECTION. 554.3404 IMPOSTORS -- FICTITIOUS
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PAYEES, _

1. If an impostor, by use of the mails or otherwise,
induces the issuer of an instrument to issue the instrument to
the impostor, or to a person acting in co%cert with the
impostor, by impersonating the payee of the instrument or a
person authorized to act for the payee, an endorsement of the
instrument by any person in the name of the payee is effective
as the endorsement of the payee in favor ¢of a person who, 1in
good faith, pays the instrument or takes it for value or for
collection.

2. If (i) a person whose intent determines to whom an
instrument is payable (section 554.3110, subsection 1 or 2)
does not intend the person identified as payee to have any
interest in the instrument, or (i1i) the person identified as
payee of an instrument is a fictitious person, the following
rules apply until the instrument is negotiated by special

endorsement: _ .
a. Any person in possession of the instrument is its
holder.
b. An endorsement by any person in the name of the payee
stated in the instrument is effective as the endorsement of
the payee in favor of a person who, in good faith, pays the
instrument or takes it for value or for collection.
3. Under subsection 1 or 2, an endorsement is made in the
name of a payee if (i) it 1s made in a name substantially
similar to that of the payee or {ii) the instrument, whether
or not endorsed, is deposited in a depositary bank to an
account in a name substantially similar to that of the payee.
4. With respect to an instrument to which subsection 1 or
2 applies, if a person paying the instrument ¢r taking it for
value or for collection fails to exercise ordinary care in
paying or taking the instrument and that failure substantially
contributes to loss resulting from payment of the instrument,
the person bearing the loss may recover from the person ‘
failing to exercise ordinary care to the extent the failure to
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exercise ordinary care contributed to the loss.

Sec. 52. NEW SECTION. 554.3405 EMPLOYER'S RESPONSIBILITY
FOR FRAUDULENT ENDORSEMENT BY EMPLOYEE.

1. 1In this section:

a. "Employee" includes an independent contractor and

employee of an independent contractor retained by the
employer.

b. "Fraudulent endorsement" means (i) in the case of an
instrument payable to the employer, a forged endorsement
purporting to be that of the employer, or (ii) in the case of
an instrument with respect to which the employer is the
issuer, a forged endorsement purporting to be that of the
person identified as payee.

c. "Responsibility” with respect to instruments means
authority (i)} to sign or endorse instruments on behalf of the
employer, (ii) to process instruments received by the employer
for bookkeeping purposes, for deposit to an account, or for
other disposition, (iii) to prepare or process instruments for
issue in the name of the employer, (iv) to supply information
determining the names or addresses of payees of instruments to
be issued in the name of the employer, (v) to control the
disposition of instruments to be issued in the name of the
employer, or (vi) to act otherwise with respect to instruments
in a responsible capacity. “Responsibility" does not include
authority that merely allows an employee to have access to
instruments or blank or incomplete instrument forms that are
being stored or transported or are part of incoming or
outgoing mail, or similar access.

2. For the purpose of determining the rights and
liabilities of a person who, in good faith, pays an instrument
or takes it for value or for collection, if an employer
entrusted an employee with responsibility with respect to the
instrument and the employee or a person acting in concert with
the employee makes a fraudulent endorsement of the instrument,
the endorsement is effective as the endorsement of the person
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to whom the instrument is payable if it is made in the name of
that person. If the person paying the instrument or taking it
for value or for collection fails to exercise ordinary care in
paying or taking the instrument and that failure substantially
contributes to loss resulting from the fraud, the person
bearing the loss may recover from the person failing to
exercise ordinary care to the extent the failure to exercise
ordinary care contributed to the loss.

3. Under subsection 2, an endorsement is made in the name
of the person to whom an instrument is payable if (i) it is
made in a name substantially similar to the name of that
person or (ii) the instrument, whether or not endorsed, is
deposited in a depositary bank to an account in a name
substantially similar to the name of that person.

Sec. 53. NEW SECTION. 554.3406 NEGLIGENCE CONTRIBUTING
TO PORGED SIGNATURE OR ALTERATION OF INSTRUMENT.

l. A person whose failure to exercise ordinary care

substantially contributes to an alteration of an instrument or
to the making of a forged signature on an instrument is
precluded from asserting the alteration or the forgery against
a person who, in good faith, pays the instrument or takes it
for value or for collection.

2. Under subsection 1, if the person asserting the
preclusion fails to exercise ordinary care in paying or taking
the instrument and that failure substantially contributes to
loss, the loss is allocated between the person precluded and
the person asserting the preclusion according to the extent to
which the failure of each to exercise ordinary care
contributed to the loss.

3. Under subsection 1, the burden of proving failure to
exercise ordinary care is on the person asserting the
preclusion, Under subsection 2, the burden of proving failure
to exercise ordinary care is on the person precluded.

Sec. 54. NEW SECTION. 554.3407 ALTERATION,

1. “Alteration” means (i) an unauthorized change in an
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instrument that purports to modify in any respect the
obligation of a party, or (ii) an unauthorized addition of
words or numbers or other change to an incomplete instrument
relating to the obligation of a party.

2. Except as provided in subsection 3, an alteration
fraudulently made discharges a party whose obligation 1is
affected by the alteration unless that party assents or is
precluded from asserting the alteration. No other alteration
discharges a party, and the instrument may be enforced

according to its original terms.
3. A payor bank or drawee paying a fraudulently altered

instrument or a person taking it for value, in good faith and
without notice of the alteration, may enforce rights with
respect to the instrument (i) according to its original terms,
or (ii) in the case of an incomplete instrument altered by
unauthorized completion, according to its terms as completed.

Sec. 55, NEW SECTION., 554.3408 DRAWEE NOT LIABLE ON
UNACCEPTED DRAFT.

A check or other draft does not of itself operate as an
assignment of funds in the hands of the drawee available for
its payment, and the drawee is not liable on the lnstrument

until the drawee accepts it.

Sec. 56. NEW SECTION. 554.3409 ACCEPTANCE OF DRAFT -~
CERTIFIED CHECK.

1. "Acceptance" means the drawee's signed agreement to pay
a draft as presented. It must be written on the draft and may

consist of the drawee's signature alone. Acceptance may be
made at any time and becomes effective when notification
pursuant to instructions is given or the accepted draft is
delivered for the purpose of giving rights on the acceptance
to any person.

2. A draft may be accepted although it has not been signed
by the drawer, 1s otherwise incomplete, is overdue, or has
been dishonored.

3. If a draft is payable at a fixed period after sight and
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the acceptor fails to date the acceptance, the holder may
complete the acceptance by supplying a date in good faith.

4. "Certified check" means a check accepted by the bank on
which it is drawn. Acceptance may be made as stated in
subsection 1 or by a writing on the check which indicates that
the check is certified. The drawee of a check has no
obligation to certify the check, and refusal to certify is not
dishonor of the check,

Sec. 57. NEW SECTION. 554.3410 ACCEPTANCE VARYING DRAFT.

1. If the terms of a drawee's acceptance vary from the

terms of the draft as presented, the holder may refuse the
acceptance and treat the draft as dishonored. In that case,
the drawee may cancel the acceptance.

2. The terms of a draft are not varied by an acceptance to
pay at a particular bank or place in the United States, unless
the acceptance states that the draft is to be paid only at
that bank or place.

3. If the holder assents to an acceptance varying the
terms of a draft, the obligation of each drawer and endorser
that does not expressly assent to the acceptance is

discharged.
Sec, 58, NEW SECTION. 554.3411 REFUSAL TQ PAY CASHIER'S
CHECKS, TELLER'S CHECKS, AND CERTIFIED CHECKS.

1. In this section, "obligated bank" means the acceptor of
a certified check or the issuer of a cashier's check or
teller's check bought from the issuer.

2. 1If the obligated bank wrongfully (i) refuses to pay a
cashier's check or certified check, (ii) stops payment of a
teller's check, or (iii) refuses to pay a dishonored teller's
check, the person asserting the right to enforce the check is
entitled to compensation for expenses and loss of interest
resulting from the nonpayment and may recover conseqguential
damages if the obligated bank refuses to pay after receiving
notice of particular circumstances giving rise to the damages.

3. Expenses or consequential damages under subsection 2
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are not recoverable if the refusal of the obligated bank to
pay occurs because (i) the bank suspends payments, (ii) the
obligated bank asserts a claim or defense of the bank that it
has reasonable grounds to believe is available against the
person entitled to enforce the instrument, (iii) the obligated
bank has a reasonable doubt whether the person demanding
payment is the person entitled to enforce the instrument, or
{iv) payment is prohibited by law.

Sec. 59. NEW SECTION. 554.3412 OBLIGATION OF ISSUER OF
NOTE OR CASHIER'S CHECK.

The issuer of a note or cashier's check or other draft

drawn on the drawer is obliged to pay the instrument (i)
according to its terms at the time it was issued or, if not
issued, at the time it first came into possession of a holder,
or (ii) if the issuer signed an incomplete instrument,
according to its terms when completed, to the extent stated in
sections 554,3115 and 554.3407. The obligation is owed to a
person entitled to enforce the instrument or to an endorser
who paid the instrument under section 554.3415.

Sec. 60. NEW SECTION. 554.3413 OBLIGATION OF ACCEPTOR.

1. The acceptor of a draft is obliged to pay the draft (i)

according to its terms at the time it was accepted, even
though the acceptance states that the draft is payable "as
originally drawn" or equivalent terms, (ii) 1f the acceptance
varies the terms of the draft, according to the terms of the
draft as varied, or (iii) if the acceptance is of a draft that
is an incomplete instrument, according to its terms when
completed, to the extent stated in sections 554.3115 and
554.3407. The obligation is owed to a person entitled to
enforce the draft or to the drawer or an endorser who paid the
draft under section 554.3414 or 554.3415.

2. If the certification of a check or other acceptance of
a draft states the amount certified or accepted, tne
obligation of the acceptor is that amount. If (i) the
certification or acceptance does not state an amount, {(ii) the
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amount of the instrument is subsequently raised, and (iii) the
instrument is then negotiated to a holder in due course, the
obligation of the acceptor is the amount of the instrument at
the time it was taken by the holder in due course.

Sec. 61. NEW SECTION. 554.3414 OBLIGATION OF DRAWER.

1. This section does not apply to cashier's checks or

other drafts drawn on the drawer.

2. If an unaccepted draft is dishonored, the drawer is
obliged to pay the draft (i) according to its terms at the
time it was issued or, if not issued, at the time it first
came into possession of a holder, or (ii) if the drawer signed
an incomplete instrument, according to its terms when
completed, to the extent stated in sections 554.3115 and
554.3407. The obligation is owed to a person entitled to
enforce the draft or to an endorser who paid the draft under
section 554.3415,

3. If a draft is accepted by a bank, the drawer is
discharged, regardless of when or by whom acceptance was

obtained.
4. If a draft is accepted and the acceptor is not a bank,
the obligation of the drawer to pay the draft if the draft is

dishonored by the acceptor is the same as the obligation of an
endorser under section 554.3415, subsections 1 and 3.

5. If a draft states that it is drawn "without recourse"”
or otherwise disclaims liability of the drawer to pay the
draft, the drawer is not liable under subsection 2 to pay the
draft if the draft is not a check. A disclaimer of the
liability stated in subsection 2 is not effective if the draft
is a check.

6. If (1) a check is not presented for payment or given to
a depositary bank for collection within thirty days after its
date, (ii) the drawee suspends payments after expiration of
the thirty-day period without paying the check, and (iii)
because of the suspension of payments, the drawer is deprived
of funds maintained with the drawee to cover payment of the
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check, the drawer to the extent deprived of funds may
discharge its obligation to pay the check by assigning to the
person entitled to enforce the check the rights of the drawer
against the drawee with respect to the funds.
Sec. 62. NEW SECTION. 554,3415 OBLIGATION OF ENDORSER.
1. Subject to subsections 2, 3, and 4 and to section

554.3419, subsection 4, if an instrument is dishonored, an
endorser is obliged to pay the amount due on the instrument
(1) according to the terms of the instrument at the time it
was endorsed, or (ii) if the endorser endorsed an incomplete
instrument, according to its terms when completed, to the
extent stated in sections 554.3115 and 554.3407. The
obligation of the endorser is owed to a person entitled to
enforce the instrument or to a subsequent endorser who paid
the instrument under this section.

2. If an endorsement states that it is made "without
recourse"” or otherwise disclaims liability of the endorser,
the endorser is not liable under subsection 1 to pay the

instrument.
3. If notice of dishonor of an instrument is required by
section 554.3503 and notice of dishonor complying with that

section is not given to an endorser, the liability of the
endorser under subsection 1 1s discharged.

4, If a draft is accepted by a bank after an endorsement
is made, the liability of the endorser under subsection 1 is

discharged.
5. If an endorser of a check is liable under subsection 1
and the check is not presented for payment, or given to a

depositary bank for collection, within thirty days after the
day the endorsement was made, the liability of the endorser
under subsection 1 is discharged.

Sec. 63. NEW SECTION., 554,3416 TRANSFER WARRANTIES.

1. A person who transfers an instrument for consideration

warrants to the transferee and, if the transfer is by
endorsement, to any subsequent transferee that:
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a. the warrantor is a person entitled to enforce the
instrument;

b. all signatures on the instrument-aré authentic and
authorized;

c. the instrument has not been altered:

d. the instrument is not subject to a defense or claim in
recoupment of any party which can be asserted against the
warrantor; and 7

e. the warrantor has no knowledge of any insolvency
proceeding commenced with respect to the maker or acceptor or,
in the case of an unaccepted draft, the drawer.

2. A person to whom the warranties under subsection 1 are
made and who took the instrument in good faith may recover
from the warrantor as damages for breach of warranty an amount
equal to the loss suffered as a result of the breach, but not
more than the amount of the instrument plus expenses and loss
of interest incurred as a result of the breach.

3. The warranties stated in subsection 1 cannot be
disclaimed with respect to checks. Unless notice of a claim
for breach of warranty is given to the warrantor within sixtx
days after the claimant has reason to know of the breach and
the identity of the warrantor, the liability of the warrantor
under subsection 2 1s discharged to the extent of any loss
caused by the delay in giving notice of the claim.

4. A cause of action for breach of warranty under this
section accrues when the claimant has reason to know of the
breach.

Sec, 64. NEW SECTION. 554.3417 PRESENTMENT WARRANTIES.

1. If an unaccepted draft is presented to the drawee for

payment or acceptance and the drawee pays or accepts the
draft, (i) the person obtaining payment or acceptance, at the
time of presentment, and (ii) a previous transferor of the
draft, at the time of transfer, warrant to the drawee making
payment or accepting the draft in good faith that:

a. the warrantor is, or was, at the time the warrantor
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transferred the draft, a person entitled to enforce the draft
or authorized to obtain payment or acceptance of the draft on
behalf of a person entitled to enforce the draft;

b. the draft has not been altered; and

¢c. the warrantor has no knowledge that the signature of
the drawer of the draft is unauthorized.

2. A drawee making payment may recover from any warrantor
damages for breach of warranty equal to the amount paid by the
drawee less the amount the drawee received or is entitled to
receive from the drawer because of the payment. In addition,
the drawee is entitled to compensation for expenses and loss
of interest resulting from the breach. The right of the
drawee to recover damages under this subsection is not
affected by any failure of the drawee to exercise ordinary
care in making payment. If the drawee accepts the draft,
breach of warranty is a defense to the obligation of the
acceptor., If the acceptor makes payment with respect to the
draft, the acceptor is entitled to recover from any warrantor
for breach of warranty the amounts stated ih this subsection.

3. If a drawee asserts a claim for breach of warranty
under subsection 1 based on an unauthorized endorsement of the
draft or an alteration of the draft, the warrantor may defend
by proving that the endorsement is effective under section
554.3404 or 554.3405 or the drawer is precluded under section
554.3406 or 554.4406 from asserting against the drawee the
unauthorized endorsement or alteration.

4. 1If (i) a dishonored draft is presented for payment to
the drawer or an endorser or (ii) any other instrument is
presented for payment to a party obliged to pay the
instrument, and (iii) payment is received, the following rules
apply:

a. The person obtaining payment and a prior transferor of
the instrument warrant to the person making payment in good
faith that the warrantor is, or was, at the time the warrantor
transferred the instrument, a person entitled to enforce the
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instrument or authorized to obtain payment on behalf of a .
person entitled to enforce the instrument.

b. The person making payment may recover from any
warrantor for breach of warranty an amount equal to the amount
paid plus expenses and loss of interest resulting from the
breach.

5. The warranties stated in subsections 1 and 4 cannot be
disclaimed with respect to checks. Unless notice of a claim
for breach of warranty is given to the warrantor within sixtz
days after the claimant has reason to know of the breach and
the identity of the warrantor, the liability of the warrantor

under subsection 2 or 4 is discharged to the extent of any
loss caused by the delay in giving notice of the claim.
6. A cause of action for breach of warranty under this
section accrues when the claimant has reason to know of the
breach.
Sec. 65. NEW SECTION, 554.3418 PAYMENT OR ACCEPTANCE BY .
MISTAKE. '
1. Except as provided in subsection 3, if the drawee of a

draft pays or accepts the draft and the drawee acted on the
mistaken belief that (i) payment of the draft had not been
stopped pursuant to section 554.4403 or (ii) the signature of
the drawer of the draft was authorized, the drawee may recover
the amount of the draft from the person to whom or for whose
benefit payment was made or, in the case of acceptance, may
revoke the acceptance. Rights of the drawee under this
subsection are not affected by failure of the drawee to
exercise ordinary care in paying or accepting the draft.

2. Except as provided in subsection 3, if an instrument
has been paid or accepted by mistake and the case is not
covered by subsection 1, the person paying or accepting may,
to the extent permitted by the law governing mistake and
restitution, (1) recover the payment from the person to whom
or for whose benefit payment was made or (ii) in the case of
acceptance, may revoke the acceptance. .
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3. The remedies provided by subsection 1 or 2 may not be
asserted against a person who took the instrument in good
faith and for value or who in good faith changed position in
reliance on the payment or acceptance. This subsection does
not limit remedies provided by section 554.3417 or 554.4407.

4. Notwithstanding section 554.4215, if an instrument is
paid or accepted by mistake and the payor or acceptor recovers
payment or revokes acceptance under subsection 1 or 2, the
instrument is deemed not to have been paid or accepted and is
treated as dishonored, and the person from whom payment is
recovered has rights as a person entitled to enforce the
dishonored instrument.

Sec. 66. NEW SECTION. 554.3419 INSTRUMENTS SIGNED FOR
ACCOMMODATION,

1. If an instrument is issued for value given for the
benefit of a party to the instrument ("accommodated party")
and another party to the instrument ("accommodation party")

signs the instrument for the purpose of incurring liability on
the instrument without being a direct beneficiary of the value
given for the instrument, the instrument is signed by the
accommodation party "for accommodation."

2. An accommodation party may sign the instrument as
maker, drawer, acceptor, or endorser and, subject to
subsection 4, is obliged to pay the instrument in the capacity
in which the accommodation party signs. The obligation of an
accommodation party may be enforced notwithstanding any
statute of frauds and whether or not the accommodation party
receives consideration for the accommodation.

3. A person signing an instrument is presumed to be an
accommodation party and there is notice that the instrument is
signed for accommodation if the signature is an anomalous
endorsement or is accompanied by words indicating that the
signer is acting as surety oOr guarantor with respect to the
obligation of another party to the instrument. Except as
provided in section 554.3605, the obligation of an
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accommodation party to pay the instrument is not affected by
the fact that the person enforcing the obligation had notice
when the instrument was taken by that person that the

accommodation party signed the instrument for accommodation,

4. If the signature of a party to an instrument is
accompanied by words indicating unambiguously that the party
is guaranteeing collection rather than payment of the
obligation of another party to the instrument, the signer is
obliged to pay the amount due on the instrument to a person
entitled to enforce the instrument only if (i} execution of
judgment against the other party has been returned
unsatisfied, (ii) the other party is insolvent or in an
insolvency proceeding, (iii) the other party cannot be served
with process, or (iv) it is otherwise apparent that payment
cannot be obtained from the other party.

5. An accommodation party who pays the instrument is
entitled to reimbursement from the accommodated party and is
entitled to enforce the instrument against the accommodated
party. An accommodated party who pays the instrument has no
right of recourse against, and is not entitled to contribution
from, an accommodation party.

Sec. 67. NEW SECTION. 554.3420 CONVERSION OF INSTRUMENT.

l. The law applicable to conversion of personal property

applies to instruments. An instrument is also converted if it
is taken by transfer, other than a negotiation, from a person
not entitled to enforce the instrument or a bank makes or
obtains payment with respect to the instrument for a person
not entitled to enforce the instrument or receive payment. An
action for conversion of an instrument may not be brought by
(1} the issuer or acceptor of the instrument or (ii) a payee
or endorsee who did not receive delivery of the instrument
either directly or through delivery to an agent or a co-payee.
2. In an action under subsection 1, the measure of
liability is presumed to be the amount payable on the
instrument, but recovery may not exceed the amount of the
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plaintiff's interest in the instrument.

3. A representative, other than a depositary bank, who has
in good faith dealt with an instrument or its proceeds on
behalf of one who was not the person entitled to enforce the
instrument 1is not liable in conversion to that person beyond
the amount of any proceeds that it has not paid out.

PART S
DISHONOR
Sec. 68. NEW SECTION. 554.3501 PRESENTMENT.
1. "Presentment” means a demand made by or on behalf of a

person entitled to enforce an instrument (i) to pay the
instrument made to the drawee or a party obliged to pay the
instrument or, in the case of a note or accepted draft payable
at a bank, to the bank, or (ii) to accept a draft made to the

drawee,
2. The following rules are subject to Article 4, agreement
of the parties, and clearing-house rules and the like:

a. Presentment may be made at the place of payment of the
instrument and must be made at the place of payment if the
instrument is payable at a bank in the United States; may be
made by any commercially reasonable means, including an oral,
written, or electronic communication; is effective when the
demand for payment or acceptance is received by the person to
whom presentment is made; and is effective if made to any one
of two or more makers, acceptors, drawees, or other payors.

b. Upon demand of the person to whom presentment is made,
the person making presentment must (i)} exhibit the instrument,
(ii) give reasonable identification and, if presentment is
made on behalf of another person, reasonable evidence of
authority to do so, and (iii) sign a receipt on the instrument
for any payment made or surrender the instrument if full
payment is made.

¢. Without dishonoring the instrument, the party to whom
presentment is made may (i) return the instrument for lack of
a necessary endorsement, or (1i) refuse payment or acceptance
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for failure of the presentment to comply with the terms of the
instrument, an agreement of the parties, or other applicable
law or rule.

d. The party to whom presentment is made may treat
presentment as occurring on the next business day after the
day of presentment if the party to whom presentment is made
has established a cut-off hour not earlier than two p.m. for
the receipt and processing of instruments presented for
payment or acceptance and presentment is made after the cut-
off hour.

Sec. 69, NEW SECTION. 554,3502 DISHONOR.

1. Dishonor of a note is governed by the following rules:

a. If the note is payable on demand, the note 1is
dishonored if presentment is duly made to the maker and the
note is not paid on the day of presentment.

b, If the note is not payable on demand and is payable at
or through a bank or the terms of the note require
presentment, the note is dishonored if presentment is duly
made and the note is not paid on the day it becomes payable or
the day of presentment, whichever is later.

c. If the note is not payable on demand and paragraph "b"
does not apply, the note is dishonored if it is not paid on
the day 1t becomes payable.

2. Dishonor of an unaccepted draft other than a
documentary draft is governed by the following rules:

a. If a check is duly presented for payment to the payor
bank otherwise than for immediate payment over the counter,
the check is dishonored if the payor bank makes timely return
of the check or sends timely notice of dishonor or nonpayment
under section 554.4301 or 554.4302, or becomes accountable for
the amount of the check under section 554.4302.

b. If a draft is payable on demand and paragraph a does
not apply, the draft 1s dishonored if presentment for payment
is duly made to the drawee and the draft is not paid on the
day of presentment.
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c. If a draft is payable on a date stated in the draft,
the draft is dishonored if (i) presentment. for payment is duly
made to the drawee and payment is not made on the day the
draft becomes payable or the day of presentmenﬁ, whichever is
later, or (ii) presentment for acceptance is duly made before
the day the draft becomes payable and the draft is not
accepted on the day of presentment.

d. If a draft is payable on elapse of a period of time
after sight or acceptance, the draft is dishonored if
presentment for acceptance 1s duly made and the draft is not
accepted on the day of presentment.

3. Dishonor of an unaccepted documentary draft occurs
according to the rules stated in subsection 2, paragraphs "b",
"¢”, and "d"”, except that payment or acceptance may be delayed
without dishonor until no later than the close of the third
business day of the drawee following the day on which payment
or acceptance is required by those paragraphs.

4. Dishonor of an accepted draft is governed by the
following rules:

a. If the draft is payable on demand, the draft is
dishonored if presentment for payment is duly made to the
acceptor and the draft is not paid on the day of presentment.

b. If the draft is not payable on demand, the draft is
dishonored if presentment for payment is duly made to the
acceptor and payment is not made on the day it becomes payable
or the day of presentment, whichever is later.

5. In any case in which presentment is otherwise required
for dishonor under this section and presentment is excused
under section 554.3504, dishonor occurs without presentment if
the instrument is not duly accepted or paid.

6. If a draft 1s dishonored because timely acceptance of
the draft was not made and the person entitled to demand

acceptance consents to a late acceptance, from the time of
acceptance the draft is treated as never having been
dishonored,
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Sec. 70. NEW SECTION. 554.3503 NOTICE OF DISHONOR.

1. The obligation of an endorser stated in section
554.3415, subsection 1 and the obligation of a drawer stated
in section 554.3414, subsection 4, may not be enforced unless
(1) the endorser or drawer is given notice of dishonor of the

instrument complying with this section or (ii) notice of
dishonor is excused under section 554.3504, subsection 2.

2. Notice of dishonor may be given by any person; may be
given by any commercially reasonable means, including an oral,
written, or electronic communication; and is sufficient if it
reasonably identifies the instrument and indicates that the
instrument has been dishonored or has not been paid or
accepted. Return of an instrument given to a bank for
collection is sufficient notice of dishonor.

3. Subject to section 5%4.3504, subsection 3, with respect
to an instrument taken for collection by a collecting bank,
notice of dishonor must be given {i) by the bank before .
midnight of the next banking day following the banking day on
which the bank receives notice of dishonor of the instrument,
or (ii) by any other person within thirty days following the
day on which the person receives notice of dishonor. With
respect to any other instrument, notice of dishonor must be
given within thirty days following the day on which dishonor
occurs.

Sec. 71. NEW SECTION. 554.3504 EXCUSED PRESENTMENT AND
NOTICE OF DISHONOR.

l. Presentment for payment or acceptance of an instrument

is excused if (i) the person entitled to present the

instrument cannot with reasonable diligence make presentment,

(ii) the maker or acceptor has repudiated an obligation to pay

the instrument or is dead or in insolvency proceedings, (iii)

by the terms of the instrument presentment is not necessary to

enforce the obligation of endorsers or the drawer, (iv) the

drawer or endorser whose obligation is being enforced has ‘
waived presentment or otherwise has no reason to expect or h
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right to require that the instrument be paid or accepted, or
(v) the drawer instructed the drawee not to pay or accept the
draft or the drawee was not obligated to the drawer to pay the
draft.

2. Notice of dishonor is excused if (i) by the terms of
the instrument notice of dishoner is not necessary to enforce
the obligation of a party to pay the instrument, or (ii) the
party whose obligation is being enforced waived notice of
dishonor. A waiver of presentment is also a waiver of notice
of dishonor.

3. Delay in giving notice of dishonor is excused if the
delay was caused by circumstances beyond the control of the
person giving the notice and the person giving the notice
exercised reasonable diligence after the cause of the delay
ceased to operate.

Sec. 72. NEW SECTION. 554.,3505 EVIDENCE OF DISHONOR.

1. The following are admissible as evidence and create a

presumption of dishonor and of any notice of dishonor stated:

a. a document regular in form as provided in subsection 2
which purports to be a protest;

b. & purported stamp or writing of the drawee, payor bank,
or presenting bank on or accompanying the instrument stating
that acceptance or payment has been refused unless reasons for
the refusal are stated and the reasons are not consistent with

dishonor;
¢c. & book or record of the drawee, payor bank, or
collecting bank, kept in the usual course of business which

shows dishonor, even if there is no evidence of who made the

entry.
2. A protest is a certificate of dishonor made by a United
States consul or vice consul, or a notary public or other

person authorized to administer caths by the law of the place
where dishonor occurs. It may be made upon information
satisfactory to that person. The protest must identify the
instrument and certify either that presentment has been made
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or, if not made, the reason why it was not made, and that the
instrument has been dishonored by nonacceptance or nonpayment.
The protest may also certify that notice of dishonor has been
given to some or all parties,
PART 6
DISCHARGE AND PAYMENT

Sec, 73. NEW SECTION. 554.3601 DISCHARGE AND EFFECT OF
DISCHARGE.

l. The obligation of a party to pay the instrument 1s
discharged as stated in this Article or by an act or agreement
with the party which would discharge an obligation to pay

money under & simple contract.

2. Discharge of the obligation of a party is not effective
against a person acquiring rights of a holder in due course of
the instrument without notice of the discharge.

Sec. 74. NEW SECTION. 554.3602 PAYMENT.

1. Subject to subsection 2, an instrument is paid to the

extent payment is made (i) by or on behalf of a party obliged
to pay the instrument, and (ii) to a person entitled to
enforce the instrument. To the extent of the payment, the
obligation of the party obliged to pay the instrument is
discharged even though payment is made with knowledge of a
claim to the instrument under section 554.3306 by another
person.

2. The obligation of a party to pay the instrument is not
discharged under subsection 1 if:

a. a claim to the instrument under section 554.3306 is
enforceable against the party receiving payment and (i)
payment is made with knowledge by the payor that payment is
prohibited by injunction or similar process of a court of
competent jurisdiction, or (ii) in the case of an instrument
other than a cashier's check, teller's check, or certified
check, the party making payment accepted, from the person
having a claim to the instrument, indemnity against loss
resulting from refusal to pay the person entitled to enforce
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the instrument; or

b. the person making payment knows that the instrument is
a stolen instrument and pays a person it knows is in wrongful
possession of the instrument.

Sec., 75. NEW SECTION. 554.3603 TENDER OF PAYMENT.

l. If tender of payment of an obligation to pay an

instrument is made to a person entitled to enforce the
instrument, the effect of tender is governed by principles of
law applicable to tender of payment under a simple contract.

2. If tender of payment of an obligation to pay an
instrument is made to a person entitled to enforce the
instrument and the tender is refused, there is discharge, to
the extent of the amount of the tender, of the obligation of
an endorser or accommodation party having a right of recourse
with respect to the obligation to which the tender relates.

3. If tender of payment of an amount due on an instrument
is made to a person entitled to enforce the instrument, the
obligation of the obligor to pay interest after the due date
on the amount tendered is discharged. If presentment 1is
required with respect to an instrument and the obligor is able
and ready to pay on the due date at every place of payment
stated in the instrument, the obligor is deemed to have made
tender of payment on the due date to the person entitled to
enforce the instrument.

Sec. 76. NEW SECTION. 554,3604 DISCHARGE BY CANCELLATION
OR RENUNCIATION.

1. A person entitled to enforce an instrument, with or

wilthout consideration, may discharge the obligation of a party
to pay the instrument (i) by an intentional voluntary act,
such as surrender of the instrument to the party, destruction,
mutilation, or cancellation of the instrument, cancellation or
striking out of the party's signature, or the addition of
words to the instrument indicating discharge, or (ii) by
agreeing not to sue or otherwise renouncing rights against the
party by a signed writing.
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2. Cancellation or striking out of an endorsement pursuant
to subsection 1 does not affect the status and rights of a
party derived from the endorsement.

Sec. 77. NEW SECTION. 554.3605 DISCHARGE OF ENDORSERS
AND ACCOMMODATION PARTIES.

1. In this section, the term "endorser" includes a drawer

having the obligation described in section 554.3414,
subsection 4.

2. Discharge, under gection 554.3604, of the obligation of
a party to pay an instrument does not discharge the obligation
of an endorser or accommodation party having a right of
recourse against the discharged party.

3. If a person entitled to enforce an instrument agrees,
with or without consideration, to an extension of the due date
of the obligation of a party to pay the instrument, the
extension discharges an endorser or accommodation party having
a right of recourse against the party whose obligation is .
extended to the extent the endorser or accommodation party ’
proves that the extension caused loss to the:endorser or
accommodation party with respect to the right of recourse.

4. 1If a person entitled to enforce an instrument agrees,
with or without consideration, to a material modification of
the obligation of a party other than an extension of the due
date, the modification discharges the obligation of an
endorser or accommodation party having a right of recourse
against the person whose obligation is modified to the extent
the modification causes loss to the endorser or accommodation
party with respect to the right of recourse. The loss
suffered by the endorser or accommodation party as a result of
the modification is equal to the amount of the right of
recourse unless the person enforcing the instrument proves
that no loss was caused by the modification or that the loss
caused by the modification was an amount less than the amount

of the right of recourse. 0‘
5. If the obligation of a party to pay an instrument is
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secured by an interest in collateral and a person entitled to
enforce the instrument impairs the value of the interest in
collateral, the obligation of an endorser or accommodation
party having a right of recourse against the obligor is
discharged to the extent of the impairment. The value of an
interest in collateral is impaired to the extent (i) the value
of the interest is reduced to an amount less than the amount
of the right of recourse of the party asserting discharge, or
{ii) the reduction in value of the interest causes an increase
in the amount by which the amount of the right of recourse
exceeds the value of the interest. The burden of proving
impairment is on the party asserting discharge,

6. If the obligation of a party is secured by an interest
in collateral not provided by an accommodation party and a
person entitled to enforce the instrument impairs the value of
the interest in collateral, the obligation of any party who is
jointly and severally liable with respect to the secured
obligation is discharged to the extent the impairment causes
the party asserting discharge to pay more than that party
would have been obliged to pay, taking into account rights of
contribution, if impairment had not occurred. If the party
asserting discharge is an accommodation party not entitled to
discharge under subsection 5, the party i1s deemed to have a
right to contribution based on joint and several liability
rather than a right to reimbursement. The burden of proving
impairment is on the party asserting discharge.

7. Under subsection 5 or 6, impairing value of an interest
in collateral includes (i) failure to obtain or maintain
perfection or recordation of the interest in collateral, (i1l)
release of collateral without substitution of collateral of
equal value, (iii) failure to perform a duty to preserve the
value of collateral owed, under Article 9 or other law, to a
debtor or surety or other person secondarily liable, or (iv)
failure to comply with applicable law in disposing of
collateral.
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8. An accommodation party is not discharged under
subsection 3, 4, or 5 unless the person entitled to enforce
the instrument knows of the accommodation or has notice under
section 554.3419, subsection 3, that the instrument was signed
for accommodation.

9. A party is not discharged under this section if (i) the
party asserting discharge consents to the event or conduct
that i1s the basis of the discharge, or (ii) the instrument or
a separate agreement of the party provides for waiver of
discharge under this section either specifically or by general
language indicating that parties waive defenses based on
suretyship or impairment of collateral.

Sec. 78. Section 554.4101, Code 1993, is amended to read
as follows:

554.4101 SHORT TITLE.

This Article shati-be-knewn-and may be cited as Uniform
Commercial Code -- Bank Deposits and Collections.

Sec. 79, Section 554.4102, Code 1993, is amended to read
as follows:

554.4102 APPLICABILITY.

l. To the extent that items within this Article are also
within the-scope-of Articles 3 and 8, they are subject to the
provisions of those Articles. 3I¥n-the-event-of If there is

conflict, the-provisions-of this Article govern-those-of
governs Article 3, but the-provisions-of Article 8 gevern
those-of governs this Article,

2. The liability of a bank for action or nonaction with
respect to any an item handled by it for purposes of
presentment, payment, or collection is governed by the law of
the place where the bank is located. In the case of action or
nonaction by or at a branch or separate office of a bank, its
liability is governed by the law of the place where the branch
Oor separate office is located.

Sec. 80. Section 554.4103, Code 1993, is amended to read
as follows:

@
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554.4103 VARIATION BY AGREEMENT —-- MEASURE OF DAMAGES --
€ERPAIN ACTION CONSTITUTING ORDINARY CARE.

1. The effect of the provisions of this Article may be
varied by agreement exeept-that-ne-agreement-can, but the
parties to the agreement cannot disclaim a bank's

responsibility for its ewm lack of good faith or failure to
exercise ordinary care or ean limit the measure of damages for
sueh the lack or failures-bue. However, the parties may

determine by agreement determine the standards by which sueh
the bank's responsibility is to be measured if sueh those
standards are not manifestly unreasonable.

2. Federal Reserve regulations and operating itetters
circulars, clearing house rules, and the liker have the effect
of agreements under subsection 1, whether or not specifically
assented to by all parties interested in items handled.

3. Action or nonaction approved by this Article or
pursuant to Federal Reserve regulations or operating ietters
constitutes circulars is the exercise of ordinary care and, in

the absence of special instructions, action or nonaction
consistent with clearing house rules and the like or with a
general banking usage not disapproved by this Article, 1is
prima facie censtitutes the exercise of ordinary care.

4. The specification or approval of certain procedures by
this Article dees-not-constiente is not disapproval of other
procedures whreh that may be reasonable under the
circumstances.

5. The measure of damages for failure to exercise ordinary
care 1in handling an item is the amount of the item reduced by
an amount whieh that could not have been realized by the use
exercise of ordinary carey-and-where. If there is also bad
faith 1t includes any other damagesy-if-anyy;-suffered-by the
party suffered as a proximate consequence,

Sec. 8l. Section 554.4104, Code 1993, is amended to read
as follows;: .

554.4104 DEFINITIONS AND INDEX OF DEFINITIONS.
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1. In this Article, unless the context otherwise requires:
a. "Account" means any deposit or credit account with a

bank and-ineiudes, including a checkingr-time;-interest-or

savings-aceount demand, time, savings, passbook, share draft,

or like account, other than an account evidenced by a

certificate of deposit;
b. "Afternoon" means the period of a day between noon and

midnight;

¢. "Banking day" means that the part of amy a day on which
a bank is open to the public for carrying on substantially all
of its banking functions but for the purposes of determining a
bank's midnight deadline, shall not include Saturday, Sunday,
or any holiday when the federal reserve banks are not
performing check clearing functions;

d. "Clearing house" means any an assoclation of banks or
other payors regularly clearing items;

e. "Customer” means any a person having an account with a
bank or for whom a bank has agreed to collect items and
tnciudes, including a bank earryimg that maintains an account

with at another bank;

f. “"Documentary draft" means any-negotiabie-or
nonnegotiablie~-draft-with-accompanying-documents;-securittes-or
ether-papers-to-be-detrvered-againse-honor-efé-the-draft a
draft to be presented for acceptance or payment if specified

documents, certificated securities (section 554.8102) or
3

instructions for uncertificated securities (section 554.8308)

27 Ot ogﬂer"cerflficafes, sEaEemenEs, Or CLhe Like are to be

28m

29
30
31
32
33
34
35

received by the drawee or other payor before acceptance or
payment of the draft;

g. "Draft" means a draft as defined in section 554.3104 or

an item, other than an instrument, that is an order;

h, "Drawee" means a person ordered in a draft to make
payment;
i. "Item" means any-instrument-for-the-payment-of-money

even-though-tt-is-not-neqotiabte-but-does-not-ineiunde-money an
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instrument or a promise or order to pay money handled by a

bank for collection or payment. The term does not include a

payment order governed by Article 12 or a credit or debit card

slip;
R j. "Midnight deadline" with respect to a bank is

midnight on its next banking day following the banking day on
which it receives the relevant item or notice or from which
the time for taking action commences to run, whichever is
later;
tv--UProperiy-payabiel-inetudea-the-avaiiabitity-of-funds
for-payment-at-the-time-of-decision-to-pay-or-dishener;

3 k. "Settle" means to pay in cash, by clearing house

settlement, in a charge or credit or by remittance, or
otherwise as tnstructed agreed. A settlement may be either
provisional or final;

e 1. "Suspends payments" with respect to a bank means that
it has been closed by order of the supervisory authorities,
that a public officer has been appointed to take it over, or
that it ceases or refuses to make payments in the ordinary
course of business.

2. Other definitions applying to this Article and the
sections in which they appear are:

"Agreement for electronic presentment”. Section 554.4110.

W EEnssesnenatiicimiiing - -
Bank"”. Section 554.4105.

FCotllecting bank~. Section 554.4105.
"Depositary bank". Section 554.41065.
"Intermediary bank". Section 554.4105.
"Payor bank". Section 554.4105.
"Presenting bank". Section 554,4105.

Sectron-554-4185~
"Presentment notice". Section 554.4110.

3. The following definitions in other Articles apply to
this Article:
"Acceptance", Section 554<3416
554.3409.
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"Alteration". Section 554.3407.
"Cashiers check". Section 554.3104.
"Certificate of dw_it". —— — ' Section__554.3104.
Lgertifiteattonts - e Section-554-343 %<
"Certified check”. Section 554.3409.
eck”™, Section . .
"Draft”. Section 554.3104.
"Good faith". Section 554.3103.
"Holder in due course”. Section 554.3302,
"Instrument”, Section 554.3104.
"Notice of dishonor". Section 55453568
554.3503.
"Order". Section 554.3103.
“Ordinary care". Section 554.3103.
"Person entitle to enforce". Section 554.3301.
"Presentment”, Section 554+3564
554.3501.
YProtespls—— e e e Seectren-554-3589<
45econdary-partylo——-—remmmm e e Seetion-55473162+
"Promise", Section 554.3103.
"Prove", Section 554.3103.
"Teller's check". Section 554.3104.
"Unauthorized signature". Section 554.3403.

4. In addition Article 1 contains general definitions and
principles of construction and interpretation applicable
throughout this Article,

Sec. 82, Section 554.4105, Code 1993, is amended to read
as follows:

554.4105 "BANK" -- "DEPQSITARY BANK" -~ "INTERMEDIARY
BANK" -- "COLLECTING BANK" -- "PAYOR BANK" ~- "PRESENTING
BANKU4-~---UREMIFTING-BANK" .,

In this Article unitess-the-context-otherwise-requires:

1. "“Bank" means a person engaged in the business of
banking, including a savings bank, savings and loan

assoclation, credit union, or trust company;
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& 2. ‘"Depositary bank"” means the first bank to whteh take
an item is transferred-for-ecoltteestton even though it 1s also
the payor bank, unless the item is presented for immediate

payment over the counter;

b 3. "Payor bank" means a bank by-which-an-item-rs-payabie
as-drawn-or-accepted that is the drawee of the draft;

¢ 4. "Intermediary bank" means any a bank to which an item
is transferred in course of collection except the depositary
or payor bank;

d 5. "Collecting bank" means any a bank handling the an
item for collection except the payor bank;

e 6. "Presenting bank" means amy a bank presenting an item
except a payor banks

£:--URemitting-banki-means-any-payor-or-intermediary-bani
remiteing-for-an-ttem,

Sec. 83. Section 554.4106, Code 1993, is amended to read
as follows:

554.4106 SEPARATE OFFICE OF A BANK.

A branch or separate office of a bank 1s a separate bank
for the purpose of computing the time within which and
determining the place at or to which action may be taken or
notices or orders shatt must be given under this Article and
under Article 3.

Sec. 84, Section 554.4107, Code 1993, is amended to read
as follows:

554,4107 TIME OF RECEIPT OF ITEMS.

1. For the purpcse of allowing time to process items,
prove balances, and make the necessary entries on its books to
determine its position for the day, a bank may fix an
afternoon hour of two P.M. or later as a cutoff hour for the
handling of money and items and the making of entries on 1its
books.

2. Any &n item or deposit of money received on any day
after a cutoff hour so fixed or after the close of the banking
day may be treated as being received at the opening of the
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next banking day.

Sec. 85. Section 554.4108, Code 1993, is amended to read
as follows:

554.4108 DELAYS.

1. Unless otherwise instructed, a collecting bank in a
good faith effort to secure payment mayr;-in-the-ecase of a
specific ieems item drawn on a payor other than a bank, and

with or without the approval of any person involved, may
waive, modify, or extend time limits imposed or permitted by
this chapter for a period not in-excess-of-an exceeding two

additional banking day days without discharge of secondary
parties-and-without drawers or endorsers or liability to 1its

transferor or any a prior party.

2. Delay by a collecting bank or payor bank beyond time
limits prescribed or permitted by this chapter or by
instructions is excused if (i) the delay is caused by

interruption of communication facilities, suspension of
payments by another bank, war, emergency conditions, failure
of equipment, or other circumstances beyond the control of the

bank provided-+¢ and (ii) the bank exercises such diligence as
the clrcumstances require. '
Sec. 86, NEW SECTION. 554.4110 ELECTRONIC PRESENTMENT.
1. "Agreement for electronic presentment" means an

agreement, clearing-house rule, or federal reserve regulation
or operating circular, providing that presentment of an item
may be made by transmission of an image of an item or
information describing the item ("presentment notice") rather
than delivery of the item itself. The agreement may provide
for procedures governing retention, presentment, payment,
dishonor, and other matters concerning items subject to the
agreement,

2., Presentment of an item pursuant to an -agreement for
presentment is made when the presentment notice is received,

3. If presentment is made by presentment notice, a
reference to "item" or "check" in the Article means the
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presentment notice unless the context otherwise indicates.
Sec, 87. NEW SECTION. 554,4111 PAYABLE THROUGH OR

PAYABLE AT BANK -~ COLLECTING BANK.

1. If an item states that it is "payable through" a bank
identified in the item, (i) the item designates the bank as a
collecting bank and does not by itself authorize the bank to
pay the time, and (ii) the item may be presented for payment
only by or through the bank.

2. If an item states that it 1is "Eazable at" a bank

identified in the item, (gl the item designates the bank as a
e e i and lehi— R
collecting bank and does not by itself authorize the bank to

pay the item, and (ii) the item may be Bresented for payment
Y ot B il ke vudba 1

[ e s
onlz bx or through the bank.

3. If a draft names a nonbank drawee and it 1s unclear
wm

whether a bank named in the draft is a co-drawee or a
W

collecting bank, the bank is a collecting bank.,

Sec. 88. Section 554.4201; Code 1993, is amended to read
as follows:

554.4201 PRESHMPPION-AND-PHRAPION-OP-AGENCY STATUS OF
COLLECTING BANKS AS AGENT AND PROVISIONAL STATUS OF CREDITS --
APPLICABILITY OF ARTICLE -- ITEM ENDORSED "PAY ANY BANK".

1. Unless a contrary intent clearly appears and priroer-to
before the time that a settlement given by a collecting bank

for an item is or becomes final, ¢tsubsection-3-of-section
554-4211-and-sectitons-554-42+2-and-554742323) the bank, with
respect to the item, is an agent or subagent of the owner of

the item and any settlement given for the item is provisional.
This provision applies regardless of the form of endorsement
or lack of endorsement and even though credit given for the
item is subject to immediate withdrawal as of right or is in
fact withdrawn; but the continuance of ownership of an item by
1ts owner and any rights of the owner to proceeds of the item
are subject to rights of a collecting bank, such as those
resulting from outstanding advances on the item and vattd
rights of recoupment or setoff. When If an item is handled by
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banks for purposes of presentment, payment, and collection, or
return, the relevant provisions of this Article apply even
though action of the parties clearly establishes that a
particular bank has purchased the item and is the owner of it.

2. After an item has been endorsed with the words "pay any
bank™ or the like, only a bank may acquire the rights of a
holder until the item has been:

a. unkrr-ehe-rbtem-has-been returned to the customer

initiating collection; or

b. untii-the-item-has-been specially endorsed by a bank to
a person who is not a bank. -

Sec. 89. Section 554.4202, Code 1993, is amended to read
as follows:

554.4202 RESPONSIBILITY FOR COLLECTION OR RETURN -- WHEN
ACTICON SEASONABLE TIMELY.

l. A collecting bank must use exercise ordinary care in:

a. presenting an item or sending it for presentment; and

b. sending notice of dishonor or nonpayment or returning
an item other than a documentary draft to the bank's
transferor er-directliy-to-the-depositary-bank-under-subsection
2-of-section-55474222 after learning that the item has not
been paid or accepted, as the case may be; and

¢c. settling for an item when the bank receives final
settlement; and

d. making-or-providing-for-any-necessary-protests-and

es notifying its transferor of any loss or delay in
transit within a reasonable time after discovery thereof.

2. A collecting bank teaking-proper-actron-before-its
midnight-deadiine-foriowing-receipt-of-an-ttem;-netice-or
payment-acts-seasonabltys-taking-proper-accron-within-a
reasonabliy-tonger-time-may-be-seasonabie-but-the-bank-has-the
burden-cf-se-eatabliishing exercises ordinary care under

subsection 1 by taking proper action before its midnight

deadline following receipt of an item, notice, or settlement.

Taking proper action within a reasonably longer time may
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constitute the exercise of ordinary care, but the bank has the

burden of establishing timeliness.

3. Subject to subsection 1, paragraph "a" a bank is not
liable for the insolvency, neglect, misconduct, mistake, or
default of another bank or person or for leoss or destruction
of an item in the possession of others or in transit er-in-the

possession-of-others,

Sec. 90. Section 554.4203, Code 1993, is amended to read
as follows:

554.4203 EFFECT OF INSTRUCTIONS.

Subject to the-previsions-of Articlée 3 concerning
conversion of instruments (section 55473439 554.3420) and the
provisions-of-both-Artiete-3-and-this-Article-concerning
restrictive endorsements (section 554.3206) only a collecting
bank's transferor can give instructions whieh that affect the
bank or constitute notice to it, and a collecting bank is not
liable to prior parties for any action taken pursuant to such
the instructions or in accordance with any agreement with its

transferor.

Sec. 91. Section 554.4204, Code 1993, is amended to read
as follows:

554.4204 METHODS OF SENDING AND PRESENTING -- SENDING
BE¥REE® DIRECTLY TO PAYOR BANK.

1. A collecting bank must shall send items by a reasonably
prompt method, taking into consideration any relevant
instructions, the nature of the item, the number of sueh those
items on hand, and the cost of collection involved, and the
method generally used by it or others to present sueh those

items.
2. A collecting bank may send:
a. eany an item direet directly to the payor bank;
b. eanry an item to any a nonbank payor if authorized by its

transferor; and
¢. any an item other than documentary drafts to any
nonbank payor, if authorized by Federal Reserve regulation or
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operating tetter circular, clearing house rule, or the like. .
3. Presentment may be made by a presenting bank at a place
where the payor bank or other payor has requested that

presentment be made.
Sec. 92. Section 554.4205, Code 1993, is amended by
striking the section and inserting in lieu therecf the
following:
554.4205 DEPOSITORY BANK HOLDER OF UNENDORSED ITEM.
If a customer delivers an item to a depositary bank for
collection:
1. The depository bank becomes a holder of the item at the
time it receives the item for collection if the customer at
the time of delivery was a holder ¢f the item, whether or not
the customer endorse the item, and, i1f the bank satisfies the
other requirements of section 554.3302, it is a holder in due
course; and
2. The depository bank warrants to collecting banks, the .
payor bank or other payor, and the drawer that the amount of | '
the item was paid to the customer or deposited to the
customer's account.
Sec. 93. Section 554.4206, Code 1993, is amended to read
as follows: -
554.4206 TRANSFER BETWEEN BANKS.
Any agreed method whieh that identifies the transferor bank
is sufficient for the item's further transfer to another bank.
Sec. 94. Section 554.4207, Code 1993, is amended by
striking the section and inserting in lieu thereof the
feollowing:
554.4207 TRANSFER WARRANTIES,
1. A customer or collecting bank that transfers an item
and receives a settlement or other consideration warrants to
the transferee and to any subsequent collecting bank that:
a. the warrantor is a person entitled to enforce the item;
b. all signatures on the item are authentic and ‘

authorized;
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c. the item has not been altered;

d. the item is not subject to a defense or claim in
recoupment (section 554.3305, subsection 1) of any party than
can be asserted against the warrantor; and

e. the warrantor has no knowledge of any insolvency
proceeding commenced with respect to the maker or acceptor or,
in the case of an unaccepted draft, the drawer.

2., If an item is dishonored, a customer or collecting bank
transferring the item and receiving settlement or other
consideration is obliged to pay the amount due on the item (i)
according to the terms of the item at the time it was
transferred, or (1ii) if the transfer was an incomplete item,
according to its terms when completed as stated in sections
554.3115 and 554.3407. The obligation of a transferor is owed
to the transferee and to any subsequent collecting bank that
takes the item in good faith. A transferor cannot disclaim
its obligation under this subsection by an endorsement stating
that 1t is made "without recourse" or otherwise disclaiming
liability.

3. A person to whom the warranties under subsection 1 are
made and who took the item in good faith may recover from the
warrantor as damages for breach of warranty an amount equal to
the loss suffered as a result of the breach, but not more than
the amount of the item plus expenses and loss of interest
incurred as a result of the breach.

4. The warranties stated in subsection 1 cannot be
disclaimed with respect to checks. Unless notice of a claim
for breach of warranty is given to the warrantor within sixty
days after the claimant has reason to know of the breach and
the identity of the warrantor, the warrantor is discharged to
the extent of any loss caused by the delay in giving notice of
the claim,

5. A cause of action for breach of warranty under this
section accrues when the claimant has reason to know of the

breach.
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Sec. 95. Section 554.4208, Code 1993, is amended to read
as follows:

554.4208 SECURITY INTEREST OF COLLECTING BANK IN ITEMS,
ACCOMPANYING DOCUMENTS AND PROCEEDS.

1. A collecting bank has a security interest in an item
and any accompanying documents or the proceeds of either:

a. in case of an item deposited in an account, to the
extent to which credit given for the item has been withdrawn

or applied;

b. in case of an item for which it has given, credit
available for withdrawal as of right, to the extent of the
credit given whether or not the credit is drawn upon and
whether or net there is a right of charge-back; or

c. if it makes an advance on or against the item.

2. When If credit which-has-been given for several items
received at one time or pursuant to a single agreement is
withdrawn or applied in part, the security interest remains
upon all the items, any accompanying documents or the proceeds
of either. For the purpose of this section, credits first
given are first withdrawn,

3. Recelipt by a collecting bank of a final settlement for
an item is a realization on its security interest in the item,
accompanying documents and proceeds. fo-the-extent-and-ss So
long as the bank does not receive final settlement for the
item or give up possession of the item or accompanying
documents for purposes other than collection, the security
interest continues to that extent and is subject to the

previsions-eof Article 9 except-that, but:

a. no security agreement is necessary to make the security
interest enforceable (subsection-i-%b%-of section 554+9283
554.9203, subsection 1, paragraph "a"); and

b. no filing is required to perfect the security interest;

and
¢. the security interest has priority over conflicting

perfected security interests in the item, accompanying

~-69-
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1 documents, or proceeds.

2 Sec. 96. Section 554.4209, Code 1993, is amended to read
3 as follows:

4 554.4209 WHEN BANK GIVES VALUE FOR PURPOSES OF HOLDER IN
S DUE COURSE.

6 For purposes of determining its status as a holder in due
7 course, the a bank has given value to the extent that it has a
8 security interest in an item provided-that, if the bank

9 otherwise complies with the requirements of ‘section 554.3302
10 on what constitutes a holder in due course.

11 Sec., 97. Section 554.4210, Code 1993, is amended to read
12 as follows:

13 554.4210 PRESENTMENT BY NOTICE OF ITEM NOT PAYABLE BY,
14

THROUGH, OR AT A BANK----; LIABILITY OF SEECONBAR¥-PARFIES
ia s -
15 DRAWER OR ENDORSER.

165 1. Uhless otherwise instructed, a collecting bank may

17 present an item not payable by, through.or.at a bank by

18 sending to the party to accept or pay a written notice that

19 the bank holds the item for acceptance or payment. The notice
20 must be sent in time to be received on or before the day when
21 presentment is due and the bank must meet any reguirement of
22 the party to accept or pay under section 554-3585 554.3501 by
23 the close of the bank's next banking day after it knows of the

24 requirement.

25 2. WwWhere If presentment is made by notice and netther

26 honer-nor payment, acceptance, or request for compliance with
27 a requirement under section 554735685 554.3501 is received by
28 the close of business on the day after maturity or, in the

29 case of demand items, by the close of business on the third
30 banking day after notice was sent, the presenting bank may

31 treat the item as dishonored and charge any secemdary-party
32 drawer or endorser by sending the-seeendary-party it notice of
33 the facts.

34 Sec. 98. Section 554.4211, Code 1993, is amended by

35 striking the section and inserting in lieu thereof the
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following:

554.4211 MEDIUM AND TIME OF SETTLEMENT BY BANK.

1. With respect to settlement by a bank, the medium and
time for settlement may be prescribed by federal reserve
regulations or circulars, clearing-house rules, and the like,
or agreement. In the absence of such prescription:

a. the medium of settlement is cash or credit to an
account in a federal reserve bank of or specified by the
person to receive settlement; and

b. the time of settlement 1is:

(1) with respect to tender of settlement by cash, a
cashier's check, or teller's check, when the case or check is
sent or delivered.

(2) with respect to tender of settlement by credit in an
account in a federal reserve bank, when the credit is made.

(3) with respect to tender of settlement by a credit or
debit to an account in a bank, when the credit or debit made
or, in the case of tender of settlement by authority to charge
an account, when the authority is sent or delivered; or

(4) with respect to tender of settlement by a funds
transfer, when payment is made pursuant to section 554.12406,
subsection 1 to the person receiving the settlement.

2, If the tender of settlement is not by a medium
authorized by subsection 1 or the time of settlement is not
fixed by subsection 1, no settlement occurs until the tender
of settlement 1s accepted by the person receiving the
settlement.

3. If settlement for an item i1s made by cashier's check or
teller's check and the person receiving settlement, before its
midnight deadline:

a. presents or forwards the check for collection,
settlement is final when the check is finally paid; or

b. falls to present or forward the check for collection,
settlement is final at the midnight deadline of the person
receiving settlement.
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4. If settlement for an item is made by giving authority
to charge the account of the bank giving settlement in the
bank receiving settlement, settlement is final when the charge
is made by the bank receiving settlement if there are funds
available in the account for the amount of the item.

Sec. 99. Section 5%4.4212, Code 1993, is amended to read
as follows:

554.4212 RIGHT OF CHARGE-BACK OR REFUND -- LIABILITY OF
COLLECTING BANK -- RETbRN QOF ITEM,.

1. If a collecting bank has made provisional settlement

with its customer for an item and ttseif fails by reason of
dishonor, suspension of payments by a bank, or otherwise to
receive a settlement for the item which is or becomes final,
the bank may revoke the settlement given by it, charge back
the amount of any credit given for the item to its customer's
account, or obtain refund from its customer whether or not it
is able to return the items item, if by its midnight deadline
or within a longer reasonable time after it learns the facts
it returns the item or sends notification of the facts. 1If
the return or notice is delayed beyond the bank's midnight
deadline or a longer reasonable time after it learns the
facts, the bank may revoke the settlement, charge back the
credit, or obtain refund from its customer, but 1t is liable
for any loss resulting from the delay. These rights to
revcke, charge back and obtain refund terminate if and when a
settlement for the item received by the bank is or becomes
final {subsectien—3-ef-sectiton-554s42t1-and-subsectrona-2-and
3-af-geckiton-554742335.
s--Within-the-time-and-manner-prescersbed-by-this-seetion
and-secttron-554-4301;-an-intermedrary-or-paycr-bank;-as-the

egse—may-be;-may-return-an-unpaid-reem-drrectiy-teo-the
deposttary-bank-and-may-send-for-coiiection-a-draft-on-the
depositary-bank-and-obtain-reimbursements-—In-sauch-ease;-if
the-depesitary-bank-has-received-provisienai-settiement-for
the-rtemy;-it-must-reimburse-the-bank-drawing-the-draft-and-any
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2. A collecting bank returns an item when it is sent or
delivered to the bank's customer or transferor or pursuant to

its instructions.

3. A depositary bank whieh that is also the payor may
charge back the amount of an item to its customer's account or
obtain refund in accordance with the section governing return
of an item received by a payor bank for credit on its books
(section 554.4301).

4. The right to charge-back is not affected by:

a. prior previous use of the a credit given for the item;

(= (o B+ RS I~ T ¥ B - PR N B S

b. failure by any bank to exercise ordinary care with
respect to the item, but any a bank so failing remains liable.

5. A failure to charge-back or c¢laim refund does not
affect other rights of the bank against the customer or any
other party.

6. If credit is given in dollars as the equivalent of the
value of an item payable in a foreign eurreney money, the
dollar amount of any charge-back or refund shali must be
calculated on the basis of the buying-eight bank-offered spot

rate for the foreign eurrenecy money prevailing on the day when
the person entitled to the charge-back or refund learns that
it will not receive payment in ordinary course.
Sec. 100. Section 554.4213, Code 1993, is amended to read
as follows:
554.4213 FINAL PAYMENT OF ITEM BY PAYOR BANK -- WHEN
PROVISIONAL DEBITS AND CREDITS BECOME FINAL -- WHEN CERTAIN
CREDITS BECOME AVAILABLE FOR WITHDRAWAL.
1. An item is finally paid by a payor bank when the bank
has first done any of the followingy-whichever-happens-first:
a. paid the item in cash; er
b. settled for the item without reserving having a right ‘
Lo revoke the settlement and-without-having-sueh-right under "
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statute, clearing house rule, or agreement; or

cr—-compieted-the-process—-of-posting-the-ttem-to-the
indieated-account-of-the-drawver;-maker-or-other-person-to-be
charged-therewiths-or

4 ¢. made a provisional settlement for the item and failed
to revoke the settlement in the time and manner permitted by
statute, clearing house rule, or agreement.

Ypon-a-final-payment-under-subparagraphs-ip;t-tel-gp-tgu
the-payor-bank-shalti-be-aceountabie-for-the-amount-of-the

teems
2 3. 1If provisional settlement for an item between the
presenting and payor banks is made through a glearing house or

by debits or credits in an account between them, then to the
extent that provisional debits or credits for the item are
entered in accounts between the presenting and payor banks or
between the presenting and successive prior collecting banks
seriatim, they become final upon final payment of the item by
the payor bank.

3 4. If a collecting bank receives a settlement for an
item which is or becomes final tsubsection-3-ef-section
554:4211;-subsection-z2-of-thits-seetiony the bank is
accountable to its customer for the amount éf the item and any
provisional credit given for the item in an account with its
customer becomes final.

4 5. Subject to (i) applicable law stating a time for
availability of funds and {(ii) any right of the bank to apply

the credit to an obligation of the customer, credit given by a

bank for an item in an-acconnt-wéth-its—cu;tomer a customer's
account becomes available for withdrawal as of right:

a. +tn-any-case-where if the bank has received a
provisional settlement for the item, -- when such the
settlement becomes final and the bank has had a reasonable

time to iearn-that-the-settiement-ia-£itnat receive return of

the item and the item has not been received in that time;

b, tn-any-case-where if the bank is both a the depositary
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bank and a the payor bank, and the item is finally paid, -- at
the opening of the bank's second banking day following receipt
of the item. '

5. A-depostt-ef-money-in-a-bank-is-final-when-made-buty
subject Subject to applicable law stating a time for
availability of funds and any right of the a bank to apply the

a deposit of money to an obligation of the customer, the
deposit becomes available for withdrawal as of right at the
opening of the bank's next banking day fetiewing after receipt
of the deposit,

Sec. 101. Section 554.4214, Code 1993, is amended to read
as follows:

554.4214 INSOLVENCY AND PREFERENCE.

1. Any If an jitem is in or ceming comes into the
possession of a payor or collecting bank whieh that suspends
payment and which the item ts has not been finally paid shaii,
the item must be returned by the receiver, trustee, or agent

in charge of the closed bank to the presenting bank or the
closed bank's customer.

2, If a payor bank finally pays an item and suspends
payments without making a settlement for the item with its
customer or the presenting bank which settlement is or becomes
final, the owner of the item has a preferred claim against the
payor bank.

3. If a payor bank gives or a collecting bank gives or
receives a provisional settlement for an item and thereafter
suspends payments, the suspension does not prevent or
interfere with the settiement settlements becoming final if

suech the finality occurs automatically upon the lapse of
certain time or the happening of certain events tsubseetion-3
of-section-554742117-subsections-i-444,;~2-and-3-of-section
55474233},

4, If a collecting bank receives from subsequent parties
settlement for an item which settlement is or becomes final
and the bank suspends payments without making a settlement for
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the item with its customer which settlement is or becomes
final, the owner of the item has a preferred claim against
sueh the collecting bank.
Sec. 102. NEW SECTION. 554.4215 PRESENTMENT WARRANTIES.
i. If an unaccepted draft is presented to the drawee for

payment or acceptance and the drawee pays or accepts the
draft, (i} the person obtaining payment or acceptance, at the
time of presentment, and (ii) a previous transferor of the
draft, at the time of transfer, warrant to the drawee that
pays or accepts the draft in good faith that:

a. the warrantor is, or was, at the time the warrantor
transferred the draft, a person entitled to enforce the draft
or authorized to obtain payment or acceptance of the draft on
behalf of a person entitled to enforce the draft;

b. the draft has not been altered; and

¢. the warrantor has no knowledge that the signature of
the purported drawer of the draft is unauthorized.

2. A drawee making payment may recover from a warrantor
damages for breach of warranty equal to the amount paid by the
drawee less the amount the drawee received or is entitled to
receive from the drawer because of the payment. In addition,
the drawee is entitled to compensation for expenses and loss
of interest resulting from the breach. The right of the
drawee to recover damages under this subsection is not
affected by any failure of the drawee to exercise ordinary
care in making payment. If the drawee accepts the draft (i)
breach of warranty is a defense to the obligation of the
acceptor, and (1i) if the acceptor makes payment with respect
to the draft, the acceptor is entitled to recover from a
warrantor for breach of warranty the amounts stated in this
subsection. '

3. 1If a drawee asserts a claim for breach of warranty
under subsection 1 based on an unauthorized endorsement of the
draft or an alteration of the draft, the warrantor may defend
by proving that the endorsement is effective under section
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$54.3404 or 554.3405 or the drawer is precluded under section .
554.3406 or 554.4406 from asserting against the drawee the
unauthorized endorsement or alteration.
4. If (i) a dishonored draft is presented for payment to
the drawer or an endorser or (ii) any other item is presented
for payment to a party obliged to pay the item, and the item
is paid, the person obtaining payment and a prior transferor
of the item warrant to the person making payment in good faith

W o N o B W

that the warrantor is, or was, at the time the warrantor

| nd
o

transferred the item, a person entitled to enforce the item or

—
| ol

authorized to obtain payment on behalf of a person entitled to
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enforce the item. The person making payment may recover from
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any warrantor for breach of warranty an amount equal to the

[
o>

amount paid plus expenses and loss of interest resulting from
the breach.
5. The warranties stated in subsections 1 and 4 cannot be
disclaimed with respect to checks. Unless notice of a claim .
for breach of warranty is given to the warrantor with sixtz '
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days after the claimant has reason to know of the breach and
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the identity of the warrantor, the warrantor is discharged to

N
—

the extent of any loss caused by the delay in giving notice of
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the ciaim.
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6. A cause of action for breach of warranty under this

[\
o

section accrues when the claimant has reason to know of the
breach.

Sec. 103. NEW SECTION. 554.4216 ENCODING AND RETENTION
WARRANTIES.

1. A person who encodes information on or with respect to
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an item after issue warrants to any subsequent collecting bank

w
o

and to the payor bank or other payor that the information is

(V]
[

correctly encoded. If the customer of a depositary bank

W
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encodes, that bank also makes the warranty.

2. A person wno undertakes to retain an item pursﬁané to
an agreement for electronic presentment warrants to any .
subsequent collecting bank and to the payor bank or other
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payor that retention and presentment of the item comply with
the agreement. If a customer of a depository bank undertakes
to retain an item, that bank also makes this warranty.

3. A person to whom warranties are made under this section
and who took the item in good faith may recover from the
warrantor as damages for breach of warranty an amount equal to
the loss suffered as a result of the breach, plus expenses and
loss of interest incurred as a result of the breach.

Sec. 104. Section 554.4301, Code 1993, is amended to read
as follows:

554.4301 DEFERRED POSTING -- RECOVERY OF PAYMENT BY RETURN
OF ITEMS -- TIME OF DISHONOR -- RETURN OF ITEMS BY PAYOR BANK.

1. Where-an-anthorized-settiement If a payor settles for a

demand item tother than a documentary draftjy-recetved-by-a

payor-bank presented otherwise than for immediate payment over

the counter has-been-made before midnight of the banking day
of receipt, the payor bank may revoke the settlement and
recover any the payment settlement if, before it has made
final payment fsubsection-i-of-sectiton-554:4213% and before

its midnight deadline, it

a. returns the item; or

b. sends written notice of dishonor or nonpayment if the
item 13 heid-for-protest-or-:a-otherwise unavailable for
return; and the item or notice includes the reason for
dishonor or nonpayment.

2. If a demand item is received by a payor bank for credit
on its books, it may return such the item or send notice of
dishonor and may revoke any credit given or recover the amount
thereof withdrawn by its customer, if it acts within the time
limit and in the manner specified in the-preceding subsection
1.

3. Unless previous notice of dishonor has been sent, an
item is dishonored at the time when for purposes of dishonor
it is returned or notice sent, in accordance with this
section,
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4. An item is returned: l

a, as to an item received presented through a clearing
house, when it is delivered to the presenting or last
collecting bank or to the clearing house or is sent or
delivered in accordance with z¢s clearing house rules; or

b. in all other cases, when it is sent or delivered to the
bank's customer or transferor or pursuant to that customer's
or transferor's instructions.

Sec. 105. Section 554.4302, Code 1993, is amended to read
as follows:

554.4302 PAYOR BANK'S RESPONSIBILITY FOR LATE RETURN OF
ITEM.

1., In-the-absence-cf-a-varid-defense-such-as-breach-of-a
presentment-warranty-{tsubsection-i-of-section-554-4208737
settiement-effected-or-the-tikes-tf If an item is presented en
to and received by a payor bank, the bank is accountable for
the amount of:

a. a demand item, other than a documentary draft, whether
properly payable or not, if the bank, in any case where in
which it is not also the depositary bank, retains the item
beyond midnight of the banking day of receipt without settling
for it or, regardiess-of whether or not it is also the
depositary bank, does not pay or return the item or send
notice of dishonor until after its midnight deadline; or

b. any other properly payable item unless, within the time
allowed for acceptance or payment of that item, the bank
either accepts or pays the item or returns it and accompanying

documents.
2. The liability of a payor bank to pay an item pursuant
to subsection 1 is subiject to defenses based on breach of a

presentment warranty (section 554.421%5) or proof that the
person seeking enforcement of the l{ability_presented or

transferred the item for the purpose of defrauding the payor

bank. ‘
Sec. 106. Section 554.4303, Code 1993, is amended to read

._‘79..
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as follows:

554,4303 WHEN ITEMS SUBJECT TO NOTICE, S®6P-6RBER STOP-
PAYMENT ORDER, LEGAL PROCESS, OR SETOFF -- ORDER IN WHICH
ITEMS MAY BE CHARGED OR CERTIFIED.

1. Any knowledge, notice, or seep-order stop-payment order

received by, legal process served upon, or setoff exercised by
a payor banky-whether-sr-not-effective-under-other-rutes-of
taw comes too late to terminate, suspend, or modify the bank's

right or duty to pay an item or to charge its customer's
account for the itemy-cemes-too-late-to-so-terminates;-suspend
or-med+fy-such-right-or-duty if the knowledge, notice, stop
order stop-payment order, or legal process is received or

served and a reasonable time for the bank to act thereon
expires or the setoff is exercised after the bank-has-dene-any
earliest of the following:

a. accepted-or-certifired the bank accepts or certifies the
item;

b. paid the bank pays the item in cash;

c. settited the bank settles for the item without reserving
having a right to revoke the settlement and-without-having

sueh-right under statute, clearing house rule, or agreement;
dv--compieted-the-process-of-posting-the-i+tem-to-the
tndicated-aceount-of-the-draver;-—maker-or-other-person-to-be
charged-therewith-or-otherwise-has-evidenced-by-examrnation-of
such-indicated-account-and-by-action-tts-decision-to-pay-the

ttems or
e d. beeeme the bank becomes accountable for the amount of
the item under subsasstion-i-28l-af-spction-554-4213-and

section 554.4302 dealing with the payor bank's responsibility
for late return of itemss; or

e. with respect to checks, a cutoff hour no earlier than

one hour after the opening of the next banking day after the

banking day on which the bank received the check and no later
than the close of that next banking day or, if no cutoff hour

is fixed, the close of the next banking day after the banking

_30_
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day on which the bank received the check.
2. Subject to the-provisions-eof subsection 1 items may be
accepted, paid, certified or charged to the indicated account

of its customer in any order convenient-teo-the-bani,

Sec. 107. Section 554.4401, Code 1993, is amended to read
as follows:

554.4401 WHEN BANK MAY CHARGE CUSTOMER'S ACCOUNT.

1. As-against-its-eustemer;-a& A bank may charge against
the customer’s account any of a customer an item whieh that is

otherwise properly payable from that account even though the
charge creates an overdraft. An item is properly payable if
it is authorized by the customer and is in accordance with any

agreement between the customer and bank.
2. A customer is not liable for the amount of an overdraft

if the customer neither signed the item nor benefited from the

proceeds of the item.

3. A bank may charge against the account of a customer a

check that is otherwise properly payable from the account,

even though payment was made before the date of the check,

uniess the customer has given notice to the bank of the

postdating describing the check with reascnable certainty.

The notice is effective for the period stated in section

554.4403, subsection 2, for stop-payment orders, and must be

received at such time and in such manner as to afford the bank

a reasonable opportunity to act on it before the bank takes

any action with respect to the check described in section

554.4303. If a bank charges against the account of a customer

a check before the date stated in the notice of postdating,

the bank is liable for damages for the loss resulting from its

act. The loss may include damages for dishonor of subsequent
items under section 554.4402,

2 4. A bank whiteh that in good faith makes payment to a
holder may charge the indicated account of its customer
according to:

a. the original tener terms of the customer's altered
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item; or

b. the tener terms of the customer's completed item, even
though the bank knows the item has been completed unless the
bank has notice that the completion was improper.

Sec. 108. Section 554,4402, Code 1993, is amended to read
as follows:

554.4402 BANK'S LIABILITY TO CUSTOMER FOR WRONGFUL
DISHONOR -- TIME QF DETERMINING INSUFFICIENCY OF ACCOUNT.

1. Except as otherwise provided in this Article, a payor

bank wrongfully dishonors an item if it dishonors an item that

is properly payable, but a bank may dishonor an item that

would create an overdraft unless it has agreed to pay the

overdraft.

2. A payor bank is liable to its customer for damages
proximately caused by the wrongful dishonor of an item. When
the-dishonor-oceurs-through-mistake-tiabtitty Liability is
limited to actual damages proved=--if-se-proximateiy-caunsed
and-proved-damages and may include damages for an arrest or
prosecution of the customer or other consequential damages.
Whether any consequential damages are proximately caused by
the wrongful dishonor is a question of fact to be determined
in each case.

3. A payor bank's determination of the customer's account

balance on which a decision to dishonor for insufficiency of

available funds is based may be made at any time between the

time the item is received by the payor bank and the time that

the payor bank returns the item or gives notice in lieu of

return, and no more than one determination need be made. If,

at the election of the payor bank, a subsequent balance

determination is made for the purposes of reevaluating the

bank's decision to dishonor the item, the account balance at

the time is determinative of whether a dishonor for

insufficiency of available funds is wrongful.
Sec. 109, Section 554.4403, Code 1993, is amended to read
as follows:
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554.,4403 CUSTOMER'S RIGHT TO STOP PAYMENT -- BURDEN OF
PROOF OF LOSS.

1. A customer may-by-order-to-the-customeris-bank-stop
payment-of-any-item-payable-for-the-customeris-account-but-the
order-must-be or any person authorized to draw on the account

if there is more than one person may stop payment of an item

drawn on the customer's account or close the account by an

order to the bank describing the item or account with

reasonable certainty received at such a time and in sueh a
manner as-to-afferd that affords the bank a reasonable

opportunity to act on it prier-te before any action by the
bank with respect to the item described in section 554.4303.
If the signature of more than one person is required to draw

on_an account, any of these persons may stop payment or close

the account.

2. An-otai-erder-rs-binding-upen-the-bank-oniy-£for
fourteen-catendar-days-uniess-confirmed-in-weiting-within-that
periods-—-A-written-order-is-effectiva-for-aniy-six-months
uniess-renewed-in-writking A stop-payment order is effective

for six months, but it lapses after fourteen calendar days if

the original order was oral and was not confirmed in writing

within that period. A stop-payment order may be renewed for

additional six-month periods by a writing given to the bank

within a period during which the stop-payment order is

effective.

3. The burden of establishing the fact and amount of loss
resulting from the payment of an item contrary to a binding
stop-payment stop-payment order or order to close an account

is on the customer. The loss from payment of an item contrary

to a stop-payment order may include damages for dishonor of

subsequent items under section 554.4402.

Sec. 110. Section 554.4405, Code 1993, 1s amended to read
as follows: '

554.4405 DEATH OR INCOMPETENCE OF CUSTOMER.

1. A payor or collecting bank's authority to accept, pay,
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or collect an item or to account for proceeds of its
collection, if otherwise effective, is not rendered
ineffective by incompetence of a customer of either bank
existing at the time the item is issued or its collection is
undertaken if the bank does not know of an adjudication of
incompetence. Neilther death nor incompetence of a customer
revokes such the authority to accept, pay, collect or account
until the bank knows of the fact of death or of an
adjudicaticn of incompetence and has reasonable opportunity to
act on it.

2. Even with knowledge, a bank may for ten days after the
date of death pay or certify checks drawn on or prier-te
before that date unless ordered to stop payment by a person
claiming an interest in the account.

Sec. 111. Section 554.4406, Code 1993, is amended to read
as follows:

554.4406 CUSTOMER'S DUTY TO DISCOVER AND REPORT
UNAUTHORIZED SIGNATURE OR ALTERATION.

1. When-a-bank-sends-to-its-custemer-a-statement-of
aceount-aeccompanied-by-ttems-paid-in-geed-faith-rn-suppert-of
the-debit-entries-or-helds-the-atatement-and-rtems-pursuant-te
a-request-or-inastructions-of-ita-custemer-or-otherwizse-in-a
reasonable-manner-makes-the-statement-and-rtems-avatiable-to
the-customer;-the-customer-must-exerecise-reasonabte-care-and
promptness-to-examine-the-statement-and-rtems-to-discover~the
customeris-unanthorized-signature-or-any-attergtion-en-an-item
and-must-notify-the-bank-promptiy-afeer-discovery-thereocfs A

bank that sends or makes available to a customer a statement

of account showing payment of items for the account shall
either return or make available to the customer the items paid

or provide information in the statement of account sufficient

to allow the customer reasonably to identify the items paid.

The statement of account provides sufficient information, if

the item is described by item number, amount, and date of

Eavment.
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2. If the items are not returned to the customer, the

person retaining the items shall either retain the items or,
if the items are destroyed, maintain the capacity to furnish
legible copies of the items until the expiration of eleven

vears after receipt of the items. A customer may réaﬁgg!-gn

item from the bank that paid the i1tem, and that bank must
provide in a reasonable time either the item or, if the item
has been destroyed or is not otherwise obtainable, a legible

copy of the item.
3. If a bank sends or makes available a statement of

account or items pursuant to subsection 1, the customer must

exercise reasonable promptness in examining the statement or

the items to determine whether any payment was not authorized
because of an alteration of an item or because a purported
signature by or on behalf of the customer was not authorized,
If, based on the statement or items provided, the customer

should reasonably have discovered the unauthorized payment,
the customer must promptly notify the bank of the relevant

facts.
2 4. If the bank estabiishes proves that the customer

failed, with respect to an item, to comply with the duties
imposed on the customer by subsection ¥ 3 the customer is
precluded from asserting against the bank:

a. the customer's unauthorized signature or any alteration
on the item, if the bank also estabiishes Efoves that 1t
suffered a loss by reason of sueh the failure; and

b. an the customer's unauthorized signature or alteration

by the same wrongdoer on any other item paid in good faith by
the bank after-the-first-ttem-and-statement-was-avaiiabie-to
the-eustomer-for-a-reasonabie-period-noet-exceeding-fourteen
eatendar-days-and-before-the-bank-receives-nettfication-from
the-ecustomer-of-any-such-unantheritzed-srgnature-or-atteration

if the payment was made before the bank received notice from

the customer of the unauthorized signature or alteration and

after the customer had been afforded a reasonabie period of

-85_




O o N s W

o i i el e R
(=L 2 B - N PV S N e =)

-
[+ RN

W W W W W R R R R OR RN N R
L LI L B o == Ve T » - B B o s B ¥ | S O P L E ~ T

s.r. €879 u.r.

time, not exceeding sixty days, in which to examine the item

Sl—— .
or statement of account and notify the bank.

37--The-preeciuvsion-under—-subseetion-2-does-not-appty-if-the
evatomer-establi+shes-ltack-of-ordinary-care-on-the-part-of-the
bank-¢n-paying-the-reemé¢sisc

5. If subsection 4 applies and the customer proves that

the bank failed to exercise ordinary care in payment the item

and that the failure substantial contributed to loss, the loss

is allocated between the customer precluded and the bank
asserting the preclusion according to the extent to which the

failure of the customer to comply with subsection 3 and the
failure of the bank to exercise ordinary care contributed to
the loss. If the customer proves that the bank did not pay
the item in good faith, the preclusion under subsection 4 does

not apply.
4 6. Without regard to care or lack of care of either the

customer or the bank, a customer who does not within one year
from-the-time after the statement and or items are made
available to the customer (subsection 1) discover and report
the customer's unauthorized signature on or any alteration en
the-face-or-back-eof-the-ttem-or-dees-net-within-three-years
from-that-time-disesver-and-report-any-unanthorized
endorsement on the item is precluded from asserting against
the bank sueh the unauthorized signature or endorsement-or

suek alteration. If there is a preclusion under this
subsection, the payor bank may not recover for breach of
warranty under section 554.4208 with respect to the
unauthorized signature or alteration to which the preclusion

applies.

5:-—-if-under-this-sectiron-a-payor-bank-has-a-vatid-defense

against-a-ctaim-of-a-customer-upon-er-resuiting-frem-payment
of-an-trtem-and-waives-or-farts-upon-request-to-assert-the
defense-the-bank-may-net-assert-against-any-eotlecting-bank-or
other-prior-party-presenting-or-transferring-the-teem-a-etaim

based-upen-the-unauthorized-arqnature-er-aiteration-gtving
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rise-te-the-custemeria-ciaims .
Sec. 112. Section 554.4407, Code 1993, is amended to read

as follows:
554,4407 PAYOR BANK'S RIGHT TO SUBROGATION ON IMPROPER

PAYMENT,

If a payor bank has paid an item over the stop-payment
order of the drawer or maker to stop payment, or after an
account has been closed, or otherwise under circumstances

giving a basis for objection by the drawer or maker, to
prevent unjust enrichment and only to the extent necessary to
prevent loss to the bank by reason of its payment of the item,
the payor bank shaii-be is subrogated to the rights

a. of any holder in due course on the item against the
drawer or maker; and

b. of the payee or any other holder of the item against
the drawer or maker either on the item or under the
transaction out of which the item arose; and

c. of the drawer or maker against the payee or any other
holder of the item with respect to the transaction out of
which the item arose.

Sec. 113. Section 554.4501, Code 1993, is amended to read
as follows:

554.4501 HANDLING OF DOCUMENTARY DRAFTS -- DUTY TQO SEND
FOR PRESENTMENT AND TO NOTIFY CUSTOMER OF DISHONOR.

A bank whieh that takes a documentary draft for collection
must shall present or send the draft and accompanying
documents for presentment and, upon learning that the draft
has not been paid or accepted in due course muste, shall
seasonably notify its customer of sueh the fact even though it
may have discounted or bought the draft or extended credit
available for withdrawal as of right.

Sec. 1l14. Section 554.4502, Ccde 1993, is amended to read
as follows:

554.4502 PRESENTMENT OF "ON ARRIVAL" DRAFTS. g

When If a draft or the relevant instructions require .
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presentment "on arrival", "when goods arrive" or the like, the
collecting bank need not present until in its judgment a
reasonable time for arrival of the goods has expired. Refusal
to pay or accept because the goods have not arrived is not
dishonor; the bank must notify its transferor of sueh the
refusal but need not present the draft again until it is
instructed to do so or learns of the arrival of the goods.

Sec. 115. Section 554.4503, Code 1993, is amended to read
as follows:

554.4503 RESPONSIBILITY OF PRESENTING BANK FOR DOCUMENTS
AND GOODS -- REPORT OF REASONS FOR DISHONOR -- REFEREE IN CASE
OF NEED.

Unless otherwise instructed and except as provided in
Article 5, a bank presenting a documentary draft:

a. must deliver the documents to the drawee on acceptance
of the draft if it is payable more than three days after
presentment; otherwlise, only on payment; and

b. wupon dishonor, either in the case of presentment for
acceptance or presentment for payment, may seek and follow
instructions from any referee in case of need designated in
the draft or, if the presenting bank does not choose to
utilize the referee's services, it must use diligence and good
faith to ascertain the reason for dishonor, must notify its
transferor of the dishonor and of the results of its effort to
ascertain the reasons therefor, and must request instructions.

But However, the presenting bank is under no obligation
with respect to goods represented by the documents except to
follow any reasonable instructions seasonably received; it has
a right to reimbursement for any expense incurred in following
instructions and to prepayment of or indemnity for sueh those
expenses,

Sec. 116. Section 554.4504, subsection 1, Code 1993, is
amended to read as follows:

1. A presenting bank which that, following the dishonor of

a documentary draft, has seasonably requested instructions but
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does not receive them within a reasonable time may store,
sell, or otherwise deal with the goods in any reasonable
manner,

Sec. 117. Section 554.5103, subsection 3, Code 1993, is
amended to read as follows:

3. PDefinitions in other Articles applying to this Article
and the sections in which they appear are:

"Accept" or "Acceptance”. Section 554-3416

554.3409.
"Contract for sale". Section 554.2106.
"Draft". Section 554.3104.
"Holder in due course". Section 554.3302.
"Midnight deadline". Section 554.4104.
"Security". Section 554.8102.

Sec. 118. Section 554.9206, subsection 1, Ce¢de 1993, is
amended to read as follows:

1. Subject to any statute or decision which establishes a
different rule for buyers or lessees of consumer goods, an
agreement by a buyer or lessee that the buyer or lessee will
not assert against an assignee any claim or defense which the
buyer or lessee may have against the seller or lessor is
enforceable by an assignee who takes that assignee's
assignment for value, in good faith and without notice of a
claim or defense, except as to defenses of a type which may be
asserted against a holder in due course of a negotiable
instrument under the Article on €ommerciai-Paper Negotiable
Instruments (Article 3). A buyer who as part of one
transaction signs both a negotiable instrument and a security

agreement makes such an agreement.

Sec. 119. NEW SECTION. 668.16 APPLICABILITY OF THIS

B —— e —
CHAPTER.
GRS Sre———

This chaeter does not agelz to Article 3 or 4 of chaEter

554.
R

Sec. 120. DIRECTION TO CODE EDITOR.

The Code editor, in cooperation with the legisliative

-89~




1 service bureau and in conformity with the policies of the
2 1eols;at1ve_counc;l, is'directed to renumber”sections in this

he Amerlcan law 1nst1tute and

model Act as recommended b
national conference of commlsSLOners cn uniform state laws
R TP W

4

5

6 and to correct internal references 4SS necessary,
I

7

8

Sec. 121. REPEALS

1. Sections 554.3101 through 554.3806, Code 1993, are
9 repealed.
10 2. Section 554.4109, Code 1993, is repealed.

11 Sec. 122. EFFECTIVE DATE. This Act takes effect Julz 1i

12 1995.
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Section 1. Section 9E.9, subsection 5, Code 1893, is
amended to read as follows:

5. In making or noting a protest of a negotiable
instrument, the notarial officer must determine the-matters
set-forenr whether there is evidence of dishonor as provided in
section 554:35689 554.3505.

Sec. 2. Section 533.43, subsection 3, Code 1993, 1is
amended to read as follows:

3. The share draft is payable to a member of the credit
union, or to a member of the family of the issuer of the share
éraft, or to a business in which the issuer of the share draft

has an interest. However, the exception contained in this
subsection does not apply to any person referred to in this
subsection if the person is a holder in due course, as
provided in chapter 554, article 37-and-with-respect-teo-a
shaze-draft-which-is-tssued-prior-to-the-expiration-oé-one
yeer-afrer-Apr:r3-3137;-19797-the-person-shaii-not-be-denred-the
rrgnts-of-a-hoider-in-cdue-course-of-the-shere-draft-soieiy-on
the-grounde-that-the-share-drafe-faiis-to-meet-the
reguirements-af-sectran-55473:047-subsecttan-17-paragrapr-14s,

Sec. 3. Section 537.3211, Code 1993, is amended to reac as
follows:

5$37.3211 NOTICE OF CONSUMER PAPER.

Every note which is a negotiable irnstrument pursuant-te as
provided in section 554.3104 taken in a consumer credit ‘
cransaction, if the writing reguires or provides for a

signature of the consumer, shall conspicuously show on its
face the following: "This is a consumer credit transaction."”

Sec. 4. Section 539.1, Code 1993, is amended to read as
follows: )

$39.1 ASSIGNMENT OF NONNEGOTIABLE INSTRUMENTS.

Bonds, due bills, and all instruments by which the maker
promises to pay another, without words of negotiability, a sum
cf money., or by which the maker promises to pay a sum of money
in properzy or labor, or to pay or deliver any property or

-1-




labor, or acknowledges any money, labor, or property to be
due, are assignable by endorsement on the instrument, or by
other writing. The assignee, including a person who takes
assignment for collection in the regular course of business,

has a right of action on them in the assignee's own name,
subject to any defense or counterclaim which the maker or
debtor had against an assignor of the instrument before notice
of the assignment. In case of conflict between this section
and Sniferm-Commereiai-Eode; sections 554738657 554.5116 or
and 554.9318, those sections 554.5116 and 554.9318 control.
Sec. 5. Section 539.2, Code 1993, is amended to read as

Q W W N D W)

e
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W ) e

follows:
539.2 ASSIGNMENT PROHIBITED BY INSTRUMENT.
When by the terms of an instrument its assignment is

- =
L3 I

prohibited, an assignment thereof shall nevertheless be valid,
but the maker may make use of any defense or counterclaim
against the assignee which the maker may have against any
assigner therecf before notice of such assignment is given to

16
17
18
18

the maker in writing. In case of conflict between this
section and Eniferm-Eommerciai-Code; sections 554-38657
554.5126 or and 554.9318, these sections 554.5116 and 554.9318
control.

Sec. 6. Section 554.1201, subsections 20, 24, and 43, Code
1992, are amended to read as follows: | |
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N WO

20. "HEclder" means-a-person-whe-is-in-possession-of-a

dacument-af-titie-ar-an-itnstrument-or-a-certificnced

8]
h

tnvestrent-securiey-drawny-rasced;-or-endorsed-to-that-person

er-to-that-persenis-erder-sr-te-bearer-sr-in-biank with
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respect to a negotiable instrument, means the person in
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possession if the instrument is payable to bearer or, in the
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case of an instrument payable to an identified person, if the

identified person is in possession. “"Holder"” with respect to

a docurent of title means the perscn in possession if the
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goods are deliverable to bearer or to the order of the person
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24. “"Money" means a medium of exchange authorized or ./
adopted by a domestic or foreign government as-a-part-of-tts

currency and includes a monetary unit of account established

by an intergovernmental organization or by agreement between

two Or more nations,

43. “"Unauthorized" signature er-endorsement means one made
without actual, implied, or apparent authority and includes a
forgery.

Sec. 7. Section 554.1207, Code 1993, is amended to read as
follows:

554.1207 PERFORMANCE OR ACCEPTANCE UNDER RESERVATION OF
RIGHTS,

1. A party who, with explicit reservation of rights,
performs or promises performance or assents to performance in
a8 manner demanded or offered by the other party does not

thereby prejudice the rights reserved. Such words as "without
prejudice”, "under protest” or the like are sufficient,

2. Subsection 1 does not apply to an accord and .}
satisfaction.

Sec. B. Section 554.2103, subsection 3, Code 1993, is
amended to read as follows:

3. The following definitions in other Articles apply to
this Article:
"Check". Section 554.3104.
“Consignee”. ' " Section 554.7102.
“"Consignor". Section 554.7102.
“"Consumer goods". Section 554.9109.
"Dishcrnor". Section 55453587

554.3502,

"Draft"”. Section 554.3104.

Sec. 9. Section 554.2511, subsection 3, Code 1993, is
amended to reacé as follows:

3. Subject to the provisions of this chapter on the effect
of an instrumen:t cn an obligation (section 554+3862 554.3310),
peynent by check is conditional and is defeated as betweer the .,

-3-
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parties by dishonor of the check on due presentment.
UNIFORM COMMERCIAL CODE
ARTICLE 3 - NEGOTIABLE INSTRUMENTS
PART 1
GENERAL PROVISIONS AND DEFINITIONS
Sec. 10. NEW SECTION. 554.3101 SHORT TITLE. This
Article may be cited as Uniform Commercial Code -- Negotiable
Instruments.
Sec. 11. NEW SECTION. 554.3102 SUBJECT MATTER.
1. This Article applies to negotiable instruments. It

does not apply to money, to payment orders governed by Article
8, or to securities governed by Article 12.

2. If there is conflict between this Article and Article 8
or 12, Articles 9 and 12 govern.

3. Regulations of the Board of Governors of the Federal
Reserve System and operating circulars of the Federal Reserve
Banks supersede any inconsistent provision of this Article to

the extent of the inconsistency.

Sec, 12, NEW SECTION. 554.3103 DEFINITIONS.

1. 1In this Article:

a. "Acceptor" means a drawee who has accepted a draft,

b. "Drawee" means a person ordered in a draft to make
payment.

c. "Drawer" means a person who signs or is identified in a
draft as a person ordering payment.

d. "Good faith" means honesty in fact and the observance
of reascnable commercial standards of fair dealing.

e. "Maker" means a person who signs or is identified in a
note as a perscn undertaking to pay.

f. "Order" means a written instruction to pay money signed
by the person giving the instruction. The instruction may‘be
addressed to any person, including the person giving the
instruction, or to one ©Or more persons jointly or in the
alternative but not in succession. An authorization to pay is
not an order unless the person authorized to pay is also

-4_
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instructed to pay. .
g. "Ordinary care” in the case of a person engaged in

business means observance of reasonable commercial standards,
prevailing in the area in which the person is located, with
respect to the business in which the person is engaged. In
the case of a bank that takes an instrument for processing for
collection or payment by automated means, reasonable
commercial standards do not reguire the bank to examine the
irstrument if the failure to examine does not violate the
bank's prescribed procedures and the bank's procedures do not
vary unreasonably from general banking usage not disapproved
by this Article or Article 4.

h. "Party" means a party to an instrument.

i. "Promise" means a written undertaking to pay money
signed by the person undertaking to pay. An acknowlecgment of
an obligation by the obligor is not a promise unless the
obligor also undertakes to pay the obligation.

j. "Prove" with respect to a fact means to meet the burden .j
of establishing the fact (section 554.1201, subsection 8).

k. "Remitter" means a person who purchases an instrument
from its issuer if the instrument is payable to an identified
person other than the purchaser.

2. Otrer definitions applying to this Article and the
sections in which they appear are:

"Acceptance". ' Section 554.34089.
"Accommodated party". Section 554.3419,
"Accommodation party". Section 554.3419.
"Alteration". Section 554.3407.
"Anomalous endorsement”. Section 554.3205.
"Blank endorsement”. Section 554.3205.
"Cashier's check". Section 554.3104.
"Certificate of deposit". Section 554.3104.
"Certified check”. Secticon 554.,3409.
"Check". Section 554.3104.

"Conrnsiderztion". Section 554.3203. .
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"Draft". Section 554.3104.
"Holder in due course", Section 554.,3302.
"Incomplete instrument". Section 554.3115,
"Endorsement". Section 554,3204.
"Encorser". Section 554.3204.
"Instrument”. Section 554.3104.
"Issue". Section 554.3105.
"Issuer". Section 554.3105.
"Negotiable instrument®. Section 554.3104.
"Negotiation". Section 554.3201.
"Note". Section 554.3104.
"Payable at a definite time", Section 554.3108.
"Payabie on demand”. Section 554,3108.
"Payab:ie to bearer". Section 554.3109.
"Payable to order". Section 554.3109.
"Payment". Section 554.3602.
"Person entitled to enforce”. Section 554.3301.
"Presentment". Section 554.3501.
"Reacguisition”. Section 554.3207.
"Special encdorsement”. Section 554.3205.
“Teller's check". Section 554.3104.
"Transfer of instrument"”. Section 554.3203.
"Traveler's check". Section 554.3104.
"Value". ‘ Section 554.23303.

3. The foliowing definitions in other Articles apply to

this Article:

"Bank". Section 554.4105.
"Banking day". Section 554.4104.
"Clearing house". Section 554.4104.
"Collecting bank". Section 554:4105.
"Depositary bank". Section 554.4105.
"Documentary draft". Section 554.4104.
"Intermediary bank". Section 554.4105.
"Item”. Section 554.4104.
“"Pavor bank™. Section 554.410S.




"Suspends payments". Section 554.4104. .
4. 1In addition, Article 1 contains general definitions and
principles of construction and interpretation applicable
throughout this Article.
Sec. 13, NEW SECTION. 554.3104 NEGOTIABLE INSTRUMENT.
1. Except as provided in subsections 3 and 4, "negotiable

instrument" means an unconditional promise or order to pay a

[+ BN N+ A S VI - LYY I % Ry o

fixed amount of money, with or without interest or other
9 charges described in the promise or order, if it:

10 a. 1is payable to bearer or to order at the time it is

1l issued or first comes into possession of a holder:

12 b. 1is payable on demand or at a definite time; anc

13 c. does not state any other undertaking or instruction by

14 the perscn promising or ordering payment to do any act in
15 addition to the payment of money, but the promise or order may
16 contain (i) an undertaking or power to give, maintain, or
17 protect collateral to secure payment, {(ii) an authorization or
18 power to the holder to confess judgment or realize on or ‘
19 dispose of ccilateral, or (iii) a waiver of the benefit of any
20 law intended for the advantage or protection of an obligor.
23 2. "Ins:trument" means a negotiable instrument.
22 3. An order that meets all of the reguirements of
23 subsection 1, excep: paragraph "a", and otherwise falls within
24 the definrition of "check" in subsection 6 is a negotiable
25 instrument and a check. ' '
26 4. A promise or order other than a check is not an
27 instrument if, at the time it is issued or first comes into
28 possession of a hclder, it contains a conspicuous statement,
29 however expressed, to the effect that the promise or order is
30 rot negotiable o¢r is not an instrument governed by this
1 Article.
32 5. An instrument is a "note" if it is a promise and is a

"draft" 1f it is an order. If an instrument falls within the

w
(8]
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o

definition of both "note" and "draft," a perscn entitled to
enfgcrce the instrument may treat it as either. .
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6. “"Check" means (i) a draft, other than a documentary
draft, payable on demand and drawn on a bank or (ii) a
cashier's check or teller's check. An instrument may be a
check even though it is described on its face by another term,
such as "money order."

7. "Cashier's check" means a draft with respect to which
the drawer and drawee are the same bank or branches of the
same bank.

8. "Teller's check" means a draft drawn by a bank (i) on
another bank, or (ii) payable at or through a bank.

9. "Traveler's check" means an instrument that (i) is
payable on demand, (ii) is drawn on or payable at or through a
banx, ({ii) is designated by the term "traveler's check" or by
a substantially similar term, and (iv) requires, as a
condition to payment, a countersignature by a person whose
specimen signature appears on the instrument.

10, "Certificate of deposit" means an instrument
containing an acknowledgment by a bank that a sum of money has
been received by the barnk and a promise by the bank to repay
ke sum of money., A certificate of deposit is a note of the
bank.

Sec. 14. NEW SECTION. 554.3105 1ISSUE OF INSTRUMENT.

1. "Issue" means the first delivery of an instrument by

the maker or drawer, whether to a holder or nonholder, for the
purpose of giving rights on the instrument to any person.

2. An unissued instrument, or an unissued incomplete
instrument that is completed, is binding on the maker or
drawer, but nonissuance 15 a defense. An instrument that is
conditionally issued or is 1ssued for a special purpose 1is
binding on the maker or drawer, but failure of the conditi?n

1 or special purpose to be fulfilled is a defense.

3. "Issuer" applies to issued and unissued instruments ancé
neans a maker or drawer of an instrument.

Sec. 15. NEw SECTION. 554.,2106 UNCONDITIONAL PROMISE OR
ORDER.




1. Except as provided in this section, for the purposes of ./
section 554.3104, subsection 1, a promise or order is
unconditional unless it states (i) an express condition to
payment, (ii) that the promise or order is subject to or
governed by another writing, or (iii) that rights or
obligations with respect to the promise or order are stated in
another writing. A reference to another writing does not of
itself make the promise or order conditional.

2. A promise or order is not made conditional (i) by a
reference to another writing for a statement of rights with
respect to collateral, prepayment, or acceleration, or (iil}
because payment is limited to resort to a particular fund or
source.

3. 1f a promise or order requires, as a condition to
payment, a countersignature by a person whose specimen
signature appears on the promise or order, the condition does
not make the promise or order conditional for the purposes of
section 554.3104, subsection 1. If the person whose specimen
signature appears or an instrument fails to courtersign the
instrument, the failure to countersign is a defense to the
obligation of the issuer, but the failure does not prevent
transferee of the instrument from becoming a holder of the
instrument.

4. 1f a promise or order at the time it is issued or first
comes into possession of a holder contains a statement,
required by applicable statutory or administrative law, to the
effect that the rights of a holder or transferee are subject
to claims or defenses that the issuer could assert against the
original payee, the promise or order is not thereby made
conditional for the purposes of section 554.3104, subsection
1; but if the promise or order is an instrument, there cannot
be a holder in cue course of the instrument.

Sec. 16. NEW SECTION. 5%54.3107 INSTRUMENT PAYABLE IN
FORZIGN MONEY.

Un.ess the instrument otherwise provides, an instrument .

-l -
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that states the amount payable in foreign money may be paid in
the foreign money or in an eguivalent amount in dollars
calculated by using the current bank-offered spot rate at the
place of payment for the purchase of dollars on the day on
which the instrument is paid.

Sec. 17, NEW SECTION. 554.3108 PAYABLE ON DEMAND OR AT
DEFINITE TIME.

1. A promise or order is "payable on demand” if it (i)
states that it is payable on demand or at sight, or otherwise
indicates that it is payable at the will of the holder, or

(11) cdoes not state any time of payment.

2. R promise or order is "payable at a definite time" if
it is payable on elapse of a definite period of time after
sight or acceptance or at a fixed date or dates or at a time
¢r times readily ascertainable at the time the promise or
order is issued, subject to rights of (i) prepayment, (ii)
acceleration, (iii) extension at the option of the holder, or
(lv) extension to a further definite time at the option of the
maker or acceptor or automatically upon or after a specified
act or event.

3. If an instrument, payable at a fixed date, is also
payable upon demand made before the fixed date, the instrument
is payable on demand until the fixed date and, if demand for
payment is not made before that date, becomes payable at a
cefinite time on the fixed date.

Sec. 18. NEW SECTION. 554.3109 PAYABLE TO BEARER OR TO
ORDER.

1. A promise or order is payable to bearer if it:

a. states that it 1s payable to bearer or to the order of

bearer or otherwise indicates that the person in possession of

the promise or orcder is entitled to payment;

b. does not state a payee; or

c. states that it is payable to or to the order of cash or
ctherwise indicates that it is not payable to an identified

perscn.



2. A promise or order that is not payable to bearer is
payable to order if it is payable (i)} to the order of an
identified person or (ii) to an identified person or order. A
promise or order that is payable to order is payable to the
identified person,

3. An 1instrument payable to bearer may become payable to
an idertified person if it is specially endorsed pursuant to
section 554.3205, subsection 1., An instrument payable to an
identified person may become payable to bearer if it is
endorsed in blank pursuant to section 554.3205, subsection 2.

Sec. 19. NEW SECTION. 6554.3110 IDENTIFICATION OF PERSON
TO WHOM INSTRUMENT IS PAYABLE,

1., The person to whom an instrument is initially payable
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is determined by the intent of the person, whether or not
15 authorized, sigring as, or in the. name or behalf of, the
16 issuer of the instrument. The instrument is payable to the
17 person intended by the signer even if that person is

18 identified in the instrument by a name or other identification
19 that 1s not that of the intended person. If more than one
20 person signs in the name or behalf of the issuer of an
2: instrument and all the signers do not intend the same person
22 as payee, the instrument is payable to any person intended by
23 one or more of the signers.
24 2. If the signature of the issuer of an instrument is made
25 by automated means, such as a check-writing machine, the payee
26 of the instrument is determined by the intent of the person
27 who supplied the name or identification of the payee, whether
28 or not authorized to do so.
29 3. A person to whom an instrument is payable may be
30 idertified in any way, including by name, identifying number,
31 office, or account number. For the purpose of determining the
32 holder of an instrument, the following rules apply:

33 a. if an instrument is payable to an account and the

4 account is identified onlily by number, the instrument is

payabie to the person to whom the account is payable. If an
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instrument is payable to an account identified by number and
by the name of a person, the instrument is payable to the
named person, whether or not that person is the owner of the
account identified by number.

b. 1if an instrument is payable to:

(1) a trust, an estate, or a person described as trustee
or representative of a trust or estate, the instrument is
payable to the trustee, the representative, or a successor of
either, whether or not the beneficiary or estate is also
named:

{2) a person described as agent or similar representative
of a named or identified person, the instrument is payable to
the represented person, the representative, or a successor of
the representative;

{3) a fund or organization that is not a legal entity, the
instrument is payable to a representative of the members of
the fund or organization; or

{4) an office or to a person described as holding an
office, the instrument is payable to the named person, the
incurbent of the office, or a successor to the incumbent.

4. If an instrument is payable to two or more persons
alternatively, it is payable to any of them and may be
negotiated, ¢ischarged, or enforced by any or all of them in
possession of the instrument. If an instrument is payable to.
two or more persons not alternatively, it is payable to all of
them and may be negotiated, discharged, or enforced ornly by
all of them. 1If an instrument payable to two or more persons
is ambiguous as tc whether 1t is payable to the persons
alternatively, the instrument is payable to the persons
alternatively.

Sec. 20. NEW SECTION. 554.3111 PLACE OF PAYMENT.

Except as otherwise provided for items in Article ¢, an

instrument is payable at the place of payment stated in the
instrument. If no place of payment is stated, an instrument
is payable at the address of the drawee or maker stated in the

-l2-
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instrument. If no address is stated, the place of payment is
the place of business of the drawee or maker. If a drawee or
maker has more than one place of business, the place of
payment is any place of business of the drawee or maker chosen
by the person entitled to enforce the instrument. If the
érawee or maker has no place of business, the place of payment
is the residence of the drawee or maker.

Sec. 21. NEW SECTION. 554.3112 INTEREST.

1. Unless otherwise provided in the instrument, (i) an
instrument is not pavable with interest, and (ii) interest on

an interest-bearing instrument is payable from the date of the
instrument,

2. Interest may be stated in an instrument as a fixed or
variable amount of money or it may be expressed as a fixed or
variable rate or rates. The amount or rate of interest may be
stated or described in the instrument in any manner and may
reguire reference to information not contained in the
instrument., If an instrument provides for interest, but the
amount of interest payable cannot be ascertained from the
description, interest is payable at the judgment rate in
effect at the place of payment of the instrument and at the
time interest first accrues.

Sec. 22. NEW SECTION. 554,3113 DATE OF INSTRUMENT.

1. An instrument may be antedated or postdated. The date

stated determines the time of'payment if the instrument is
payabie at a fixed period after date. Except as provided in
section 554.4401, subsection 3, an instrument pavable on
demand is not payable before the date of the instrument,

2. If ar instrument is undated, its date is the date of
its issue or, in the case of an unissued instrument, the date
it first comes into possession of a holder.

Sec. 23. NEW SECTION. 554.3114 CONTRADICTORY TERMS OF
INSTRUMENT.

1f an Instrument contains contradictory terms, typewritten

rerms prevail over printed terms, handwritten terms prevall

-13-
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over both, and words prevail over numbers.
Sec. 24. NEW SECTION. 554,3115 INCOMPLETE INSTRUMENT.
l. "Incomplete instrument" means a signed writing, whether

or not issued by the signer, the contents of which show at the
time of signing that it is incomplete but that the signer
intended it to be completed by the addition of words or
numbers,

2. Subject to subsection 3, if an incomplete instrument is
an instrument under section 554.3104, it may be enforced
according to its terms if it is not completed, or according to
its terms as augmenteéd by completion. If an incomplete
instrument is not an instrument under section 554.3104, but,
after completion, the requirements of section 554.3104 are
met, the instrument may be enforced according to its terms as
augmented by completion.

3. If words or numbers are added to an incomplete
instrument without authority of the signer, there is an
alteration of the incomplete instrument under section
554.3407.

4. The burden of establishing that words or numbers were
adcded to an incomplete instrument without authority of the
signer is on the person asserting the lack of authority.

Sec. 25. NEW SECTION. 554.3116 JOINT AND SEZVERAL
LIABIZITY =-- CONTRIBUTION.

1. Except as otherwise provided in the instrument, two or

more persons who have the same liability on an instrument as
makers, drawers, acceptors, endorsers who endorse as joint
payvees, or anomalous endorsers are jointly and severally
liable in the capacity in which they sign,

2. Except as provided in section 554.3419, subsection 5,

r by agreement of the affected parties, a party having joint

ané several liability who pays the instrument is entitled to
receive from any party having the same joint and several
llability contribution in accordance with applicable law.

3. Discharge of one party having joint and several

_14_
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liability by a person entitled to enforce the instrument does
not affect the right under subsection 2 of a party having the
same joint and several liability to receive contribution from
the party discharged.

Sec. 26, NEW SECTION. 554.3117 OTHER AGREEMENTS
AFFECTING INSTRUMENT.

Subject to applicable law regarding exclusion of proof of

contemporaneous or previous agreements, the obligation of a
party to an instrument to pay the instrument may be modified,
supplemented, or nullified by a separate agreement of the
obligor and a person entitled to enforce the instrument, if
the instrument is issued or the obligation is incurred in
reliance on the agreement or as part of the same transaction
giving rise to the agreement. To the extent an obligation is
modified, suppiemented, or nullified by an agreement under
this section, the agreement is a defense to the obligation.
Sec. 27. NEW SECTION. 554.3118 STATUTE OF LIMITATIONS.
1. Except as provided in subsection 5, an action to

enforce the obligation of a party to pay a note payable at a
definite time must be commenced within six years after the due
date or dates stated in the note or, if a due date is
accelerated, within six years after the accelerated due date,

2. Except as provided in subsection 4 or 5, if demand for
payment is made to the maker of a note payable on demand, an
action to enforce the obligation of a party to pay the note
must be commenced within six years after the demand. If no
demand for payment is made to the maker, an action to enforce
the note is barred if neither principal nor interest on the
note has been paid for a continucus period of ten years,

3. Except as provided in subsection 4, an action to
enforce the obligation of a party to an unaccepted draft t¢
pay the draft must be commenced within three years after
dishonor of the draft or ten years after the date of the
drafsz, whichever period expires first.

4. An action to enforce the obligation of the acceptor of

_15_




a certified check or the issuer of a teller's check, cashier's
check, or traveler's check must be commenced within three
years after demand for payment is made to the acceptor or
issuer, as the case may be.

5. An action to enforce the obligation of a party to a
certificate of deposit to pay the instrument must be commenced
within six years after demand for payment is made to the
maker, but if the instrument states a due date and the maker
is not required to pay before that date, the six-year period
begins when a demand for payment is in effect and the due date
has passed.

6. An action to enforce the obligation of a party to pay
an accepted draft, other than a certified check, must be
comnenced (i) within six years after the due date or dates
stated in the draft or acceptance if the obligation of the
acceptor 15 payable at a definite time, or {(1i) within six
vears after the cdate of the acceptance if the obligation of
the acceptor is payabile orn demand.

7. Unless gcverned by other law regarding claims for
indemnity or contribution, an action (i) for conversion of an
instrument, for money had and received, or like action based
on conversion, (ii) for breach of warranty, or (iii) to
enforce an obligation, duty, or right arising under this
Articie and not governed by this section must be commenced
wizhin three years after the cause of action accrues.

Sec. 28. NEW SECTION. 554.3119 NOTICE OF RIGHT TO DEFEND
ACTION,

In an action for breach of an obligation for which a thirgd

person is answerable over pursuant to this Article or Article
4, the defendant may give the third person written notice gf
the litigation, and the person notified may then give similar
notice to any other person who is answerable over, If the
nctice states (i) that the person notified may.come in and
defend ancd (ii}) that failure to do so will bind the person
notified 1n an action iater brought by the person giving the

_16_
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nctice as to any determination of fact common to the two .
litigations, the person notified is so bound unless after
seasonable receipt of the notice the person notified does come
in and defend.
PART 2
 NEGOTTATION, TRANSFER, AND ENDORSEMENT

Sec. 29. NEW SECTION. 554.3201 NEGOTIATION.

l. "Negotiation" means a transfer of possession, whether
voluntary or involuntary, of an instrument by a person other
than the issuer to a person who thereby becomes its holder.

2. Except for negotiation by.a remitter, if an instrument
is payable to an identified person, negotiation requires
transfer of possession of the instrument and its endorsement
by the holder. If an instrument is payable to bearer, it may
be negotiated by transfer of possession alone.

Sec. 30. NEW SECTION. 554.3202 NEGOTIATION SUBJECT TO
RESCISSION,

1. Negotiation is effective even if obtained (i) from an .
infant, a corpcration exceeding its powers, or a person

without capacity, (ii)} by fraud, duress, or mistake, or (iii)
in breach of duty or as part of an illegal transaction.

2. To the extent permitted by other law, negotiation may
pe rescinded or may be subject to other remedies, but those
remedies may not be asserted against a subseguent holder in
due course or a person paying the ins:trument in good faith and
without knowledge of facts that are a basis for rescission or
other remedy.

Sec., 31. NEW SECTION. 554.3203 TRANSFER OF INSTRUMENT --
RIGETS ACQUIRED BY TRANSFER.

1. An instrument is transferred when it is delivered by a

person other than its issuer for the purpose of giving to the
person receiving delivery the right to enforce the instrument.
2. Transfer of an instrument, whether or not the transfer
is a negotiation, vests in the transferee any right of the
transfercr to enforce the instrument, including any right as a .
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holder in due course, but the transferee cannot acquire rignts
of a holder in due course by a transfer, directly or

indirectly, from a holder in due course if the transferee
engaged in fraud or illegality affecting the instrument.

3. Unless otherwise agreed, if an instrument is
transferred for value and the transferee does not become a
holder because of lack of endorsement by the transferor, the
transferee has a specifically enforceable right to the
unqualifiea endorsement of the transferor, but negotiation of
the instrument does not occur until the endorsement is made.

4. 1If a transferor purports to transfer less than the

entire instrument, negotiation of the instrument does not
occur. The transferee obtains no rights under this Article
and has only the rights of a partial assignee.

Sec. 32. NEW SECTION., 554.3204 ENDORSEMENT.

1. "Endorsement" means a signature, other than that of a

signer as maker, drawer, or acceptor, that alone or
accompanied by other words is made on an instrument for the
purpose of (1) negotiating the instrument, (ii) restrictinrg
pavment of the instrument, or {(iil) incurring endorser's
liability on the instrument, but regardiess of the intent of
the signer, a signature and its accompanying words is an
endcrsement unless the accompanying words, terms of the
instrument, place of the signature, or other circumstances
unambiguously indicate that the signature was macde for a
purpcse other than endorsement. For the purpose of
determining whether a signature is made on an instrument, a
paper affixed to the instrument is a part of the instrument.

2. "Endorser" means a person who makes an endorsement.

3. For the purpose of determining whether the transferee
of an instrument 1s a holder, an endorsement that transfers a
security interest in the instrument is effective as an
ungualified endorsement of the instrument.

4. 1If an instrument 1s payable to a holder under &z name
that is not the name of the holder, endorsement may be made by

-18-
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the holder in the name stated in the instrument or in the
hoider's name or both, but signature in both names may be
reguired by a person paying or taking the instrument for value
or collection.

Sec., 33. NEW SECTION. ©554.3205 SPECIAL ENDORSEMENT --
BLANK ENDORSEMENT -~ ANOMALOUS ENDORSEMENT.

i1. If an endorsement is made by the holder of an

instrument, whether payable to an identified person or payable
to bearer, and the endorsement identifies a person to whom it
makes the instrument payable, it is a “special endorsement.”
When specially endorsed, an instrument becomes payable to the

identified person and may be negotiated only by the
endorsement of that person. The principles stated in section
554.3110 apply to special endorsements.

2. If an endorsement is made by the holder of an
instrument and it is not a special endorsement, it is a "blank
endersement." When endorsed in blank, an instrument becomes
payable to bearer and may be negotiated by transfer of
pcssession &lone until specially endorsecd.

3. The holder may convert a blank endorsement that
ceonsists only of a signature into a special endorsement by
writing, above the signature of the endorser, words
i€entifying the person to whom the instrument is made payable.

4. "Ancmalous endorsement" means an endorsement made by a

person who 1s not the holder of the instrument. An anomalous
endorsement does not affect the manner in which the instrument
may be negotiated.
Sec. 34. NEW SECTION. 554.3206 RESTRICTIVE ENDORSEMENT,.
1. An endorsement limiting payment to a particular person

or otherwise prohibiting further transfer or negotiation of
the instrument is not effective to prevent further transfer or
recotiation of the instrument.

2. An endocrsement stating a condition to the right of the
endorsee Lo receive payment does not affect the right of the
encorsee o enforce the instrument. A person paying the

_19_
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instrument or taking it for value or collection may disregard
the condition, and the rights and liabilities of that person
are not affected by whether the condition has been fulfilled.

3. If an instrument bears an endorsement (i) described in
section 554.4201, subsection 2, or (ii) in blank or to a
particular bank using the words "for deposit," "for
coilection,” or other words indicating a purpose of having the
instrument collected by a bank for the endorser or for a
particular account, the following rules apply:

a. A person, other than a bank, who purchases the
instrument when so endorsed converts the instrument unless the
amount paid for the instrument is received by the endorser or
applied consistently with the endorsement,

b. A depositary bank that purchases the instrument or
takes it for collection when so endorsed converts the
instrument unless the amount paid by the bank with respect to
the instrument is receivec by the endorser or applied
consistently with the endorsement,

c. A payor bank that is also the depositary bank or that
takes the instrument for immediate payment over the counter
from a person other than a collecting bank converts the
irstrument unless the proceeds of the instrument are received
by the endorser or applied consistently with the endorsement.

d. Except as otherwise provided in paragraph ¢, a payor

ank or intermediary bank may disregard the endorsement and is
not liable if the proceeds of the instrument are not received
by the endorser or appiied consistently with the endorsement.

4. Except for an endorsement covered by subsection 3, if
an inszrument bears an endorsement using words to the effect
that paymen: is to be made to the endorsee as agent, trustee,
or other fiduciary for the benefit of the endorser or another
person, the following rules apply:

a. Unless there is notice of breach of fiduciary duty as
provicded in section 554.2307, a person whc purchases the

instrument from the endorsee or takes the instrument from the

- :2 0-
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endorsee for collection or payment may pay the proceeds of
payment or the value given for the instrument to the endorsee
without regard to whether the endorsee violates a fiduciary
duty to the endorser.

b. A subsequent transferee of the instrument or person who
pays the instrument is neither given notice nor otherwise
affected by the restriction in the endorsement unless the
transferee or payor knows that the fiduciary dealt with the
instrument or its proceeds in breach of fiduciary duty.

5. The presence on an instrument of an endorsement to
which this section applies does not prevent a purchaser of the
instrument from becoming a holder in due course of the
instrument unless the purchaser is a converter under
subsection 3 or has notice or knowledge of breach of fiduciary
duty as stated in subsection 4.

6. In an'action to enforce the obligation of a party to
pay the instrument, the obligor has a defense if payment would
viclate an endorsement to which this section applies and the
payment is not permitted by this section.

Sec. 35. NEW SECTION, 554.3207 REACQUISITION,

Reacquisition of an instrument occurs if it is transferred

to a former holder, by negotiation or otherwise. A former
hoider who reacquires the instrument may cancel endorsements
maece after the reacquirer first became a holder cf the
instrument. If the cancellation causes ‘the instrument to be
payable to the reacquirer or to bearer, the reacquirer may
regotiate the instrument. An endorser whose endorsement is
cancelled is discharged, and the discharge is effective
against any subsequent holder,
PART 3
ENFORCEMENT OF INSTRUMENTS

Sec. 36. NEW SECTION. 554.3301 PERSON ENTITLED TO

ENTORCE INSTRUMENT.

"Person entitled to enforce" an instrument means (i) the

nolder of the instrument, (ii) a nonholder in pcssession of
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the instrument who has the rights of a holder, or (iii) a
person not in possession of the instrument who is entitled to

enforce the instrument pursuant to section 554.3309 or
554.3418, subsection 4. A person may be a person entitled to
enforce the instrument even though the person is not the owner
of the instrument or is in wrongful possession of the
instrument.

Sec. 37. NEW SECTION. 554.3302 HOLDER IN.DUE COURSE.

1. Subject to subsection 3 and section 554.3106,
subsection 4, "holder in due course" means the holder of an

instrument if: _

a. the instrument when issued or negotiated to the holder
does not bear such apparent evidence of forgery or alteration
or is not otherwise so irregular or incomplete as to call into
gquestion its authenticity; and

b. the holder took the instrument (i) for value, (ii) in
good faith, (iii) without notice that the instrument is
overdse or has been dishonored or that there is an uncured
default with respect to payment of another instrument issued
as part of the same series, (iv) without notice that the
instrument contains an unauthorized signature or has been
altered, (v) without notice of any claim to the instrument
described in section 554.3306, and (vi) without notice that
anry party has a defense or claim in recoupment described in
section 554.3305, subsection 1.

2. Notice of discharge of a party, other than discharge in
an insolvency proceeding, is not notice of a defense under
subsection 1, but discharge is effective against a person who
became a holder in due course with notice of the discharge.
Public filing or recording of a document does not of itself
constitute notice of a defense, claim in recoupment, or claim
to the instrument.

3., Except to the extent a transferor or predecessor in
interest has rights as a hoider in due course, a person does
not acguire rights of a holder in due course of an instrument
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taken (i) by legal process or by purchase in an execution, .5
bankruptcy, or creditor's sale or similar proceeding, (ii) by
purchase as part of a bulk transaction not in ordinary course
of business of the transferor, or (iii) as the successor in
interest to an estate or other organization.

4. 1If, under section 554.3303, subsection 1, paragraph
"a", the promise of performance that is the consideration for
an instrument has been partially performed, the holder may
assert rights as a holder in due course of the instrument only
tc the fraction of the amount payable under the instrument
eqgual to the value of the partial performance divided by the
value of the promised performance.

5. If {i) the person entitled to enforce an instrument has
only a security interest in the instrument and (ii) the person
obliged to pay the instrument has a defense, claim in
recoupment, or claim to the instrument that may be asserted
against the person who granted the security interest, the
person entitled to enforce the instrument may assert rights as .
a holder in due course only to an amount payable under the
instrument which, at the time of enforcement of the
instrument, does not exceed the amount of the unpaid
obligation secured.

6. To be effective, notice must be received at a time and
ir a manner that gives a reasonable opportunity to act on 1it.

7. This section is subject to any law limiting status as a
holder in due course in particular classes of transactions.

Sec. 38. NEW SECTION. 554.3303 VALUE AND CONSIDERATION.

i. An instrument is issued or transferred for value if:

a. the instrument is issued or transferred for a promise
of performance, to the extent the promise has been performed;
b, the transferee acquires a security interest or other
lien in the instrument other than a lien obtained by judicial

proceeding;
c. the instrument is issued cr transferred as payment of,

cr as security for, an antecedent claim against any person, .
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whether or not the claim is due;

d. the instrument is issued or transferred in exchange for
& negotiable instrument; or

e. the instrument is issued or transferred in exchange for
the incurring of an irrevocable obligation to a third party by
the person taking the instrument.

2. "Consideration" means any consideration sufficient to
support a simple contract. The drawer or maker of an
instrument has a defense if the instrument is issued without
consideration. If an instrument is issued for a promise of
performance, the issuer has a defense to the extent
performance of the promise is due and the promise has not been
performed. If an instrument is issued for value as stated in
subsection 1, the instrument is also issued for cohsideration.

Se¢. 39. NEW SECTION. 554.3304 OVERDUE INSTRUMENT.

1. An instrument payable on demand becomes overdue at the

earliest of the following times:

a. on the day after the day demand for payment is duly
made;

b. 1f the instrument is a check, ninety days after its
date; or

c. if the instrument is not a check, when the instrument
has beer outstanding for a period of time after its date which
is unreasonably long under the circumstances of the particular
case in light of the nature of the instrument and usage of the
trade,

2. With respect to an instrument payable at a definite
time the following rules apply:

a. Ilf the principal is payable in installments and a due
date has not been accelerated, the instrument becomes overdue
upon default under the instrument for nonpayment of an '
installment, and the instrument remains overdue until the
default is cured.

b. If the principal is not payable in instaiiments and the
due date has not been accelerated, the instrument becomes

_24_
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overdue on the day after the due date.

¢. If a due date with respect to principal has been
accelerated, the instrument becomes overdue on the day after
the accelerated due date.

3. Unless the due date of principal has been accelerated,
an instrument does not become overdue if there is default in
payment of interest but no default in payment of principal.

Sec. 40. NEW SECTION. 554.3305 DEFENSES AND CLAIMS IN
RECOUPMENT.

1. Except as stated in subsection 2, the right to enforce
the obligation of a party to pay an instrument is subject to

the following:

a. a defense of the obligor based on (i) infancy of the
obliger to the extent it is a defense to a simple contract,
(11) duress, lack of legal capacity, or illegality of the
transaction which, under other law, nullifies the obligation
of the obligor, (iii) fraud that induced the obligor to sign
the instrument with neither knowledge nor reasonable
opportunity to learn of its character or 1its essential terms,
cr {(iv) discharge of the obliigor in insolvency proceedings;

b. a defense of the obligor stated in another section of
this Article or a defense of the obligor that would be
availabie if the person entitled to enforce the instrument
were erforcing a right to payment under a simple contract; and

€. a claim in recoupment 6f the obligor against the
oricginal payee of the instrument 1f the claim arose from the
transaction that gave rise to the instrument; but the claim of
the obligor mey be asserted against a transferee of the
instrument only to reduce the amount owing on the instrument
at the time the action is brought.

2. The right of a holder in due course to enforce the
obligation of a party to pay the instrument is subject to
defenses of the obligor stated in subsection 1, paragraph "a"
but is not subject to defenses of the obligor stated in
subsection 1, paragraph “b", or claims in recoupment stated in
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subsection 1, paragraph "c", against a person other than the
holder.

3. Except as stated in subsection 4, in an actioen to
enforce the obligation of a party to pay the instrument, the
obligor may not assert against the person entitled to enforce
the instrument a defense, claim in recoupment, or claim to the
instrument (section 554.3306) of another person, but the other
person's claim to the instrument may be asserted by the
obligor if the other person is joined in the action and
personaliy asserts the claim against the person entitled to
enforce the instrument. An obligor is not obliged to pay the
instrument if the person seeking enforcement of the instrument
does nct have rights of a holder in due course and the obligor
proves that the instrument is a lost or stolen instrument.

4. In an action to enforce the obligation of an
accommodation party to pay an instrument, the accommodation
party may assert against the person entitled to enforce the
instrument any defense or c¢laim in recoupment under subsection
1 that the accommodated party could assert against the person
entizled to enforce the instrument, except the defenses of
discharge in insolvency proceedings, infancy, and lack of
legal capacity.

Sec. 41. NEW SECTION. 554.3306 CLAIMS TO AN INSTRUMENT,.

A person taking an instrument, other than a pérson having

rights of a holder in due course, is subject to a claim of a
property or possessory right in the instrument or its
proceeds, including a claim to rescind a negotiation and to
recover the instrument or its proceeds. A person having
rights of a holder in due course takes free of the claim to
the instrument. .

Sec. 42. NEW SECTION. 554.3307 NOTICE OF BREACE OF
PIDUCIARY DUTY.

1. In this section:

a. "Fiduciary" means an agent, trustee, partner, corporate

officer or director, or other representative owing a fiduciary

_26_
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duty with respect to an instrument. .

b. "Represented person” means the principal, beneficiary,
partnership, corporation, or other person to whom the duty
stated in paragraph "a" is owed.

2, If (i) an instrument is taken from a fiduciary for
payment or c¢ollection or for value, (ii) the taker has
knowledge of the fiduciary status of the fiduciary, and (1iii)
the represented person makes a claim to the instrument or its
proceeds on the basis that the transaction of the fiduciary is
a breach of fiduciary duty, the following rules apply:

a. Notice of breach of fiduciary duty by the fiduciary is
notice of the claim of the represented person.

b. In the case of an instrument payable to the represented
person or the fiduciary as such, the taker has notice of the
breach of fiduciary duty if the instrument is (i) taken in
payment of or as security for a debt known by the taker to be
the persornal debt of the fiduciary, (ii) taken in a
transaction known by the taker to be for the personal benefit .
of the fiduciary, or (iii) deposited to an account other than g
an accournt of the fiduciary, as such, or an account of the
represented person.

c. If an instrument is issued by the represented person or
the fiduciary as such, and made payable to the fiduciary
perscnally, the taker does not have notice of the breach of
fiduciary duty unless the taker knows of the breach of
fiduciary duty.

é. If an instrument is issued by the represented person or
the fiduciary as such, to the taker as payee, the taker has
notice of the breach of fiduciary duty if the instrument is
{i1) taken in payment of or as security for a debt known by the
taker to be the personal debt of the fiduciary, (ii) taken ‘in
a transaction known by the taker toc be for the personal
berefit of the £fiduciary, or (1ii) deposited to an account

cther than an account of the fiduciary, as such, or an account

of the represented person. .
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Sec. 43. NEW SECTION. 554.3308 PROQF OF SIGNATURES AND

STATUS AS HOLDER IN DUE COURSE.

1. In an action with respect to an instrument, the
authenticity of, and authority to make, each signature on the
instrument is admitted unless specifically denied in the
pleadings. 1If the validity of a signature is denied in the
Pleadings, the burden of establishing validity is on the
person claiming validity, but the signature is presumed to be
authentic and authorized unless the action is to enforce the
liability of the purported signer and the signer is dead or
incompetent at the time of trial of the issue of validity of
the signature. 1If an action to enforce the instrument is
brought against a person as the undisclosed principal of a

; person who signed the instrument as a party to the instrument,

the plaintiff has the burden of establishing that the
defendant 1s liable on the instrument as a represented person
uncer section 554.3402, subsection 1,

2. If the validity of signatures is admitted or proved and
there is compliance with subsection 1, a plaintiff producing
the instrument is entitled to payment if the plaintiff proves
entitiement to enforce the instrument under section 554,3301,
unless the defendant proves a defense or claim in recoupment.
If a defense or claim in recoupment is proved, the right to
payment of the plaintiff is subject to the defense or claim,
except to the extent the plaintiff proves that the plaintiff
has rights of a holder in due course which are not subject to
the defense or claim.

Sec. 44. NEW SECTION. 554,3309 ENFORCEMENT OF LOST,
DESTROYED, OR STOLEN INSTRUMENT,

1. A person not in possession of an instrument is entitled

A ]

to enforce the instrument if: (i) the person was in
possession of the instrument and entitled to enforce it when
loss of possession occurred, (ii) the loss of possession was
nct the result of a transfer by the person or a lawful
seizure, and (i1ii) the person cannot reasonably obtain
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possession of the instrument because the instrument was .
destroyed, its whereabouts cannot be determined, or it is in
the wrongful possession of an unknown person or a person that
cannot be found or is not amenable to service of process,
2. A person seeking enforcement of an instrument under
subsection 1 must prove the terms of the instrument and the
person's right to enforce the instrument. If that proof is
made, section 554.3308 applies to the case as if the person
seeking enforcement had produced the instrument. The court
may not enter judgment in favor of the person seeking
enlorcement unless it finds that the person reguired to pay
the instrument is adequately protected against loss that might
occur by reason of a claim by another person to enforce the
instrument. Adequate protection may be provided by any
reasonable means. :
Sec. 45. NEW SECTION., 554.3310 EFFECT OF INSTRUMENT ON
OBLIGATION FOR WHICH TAKEN.
i. Unless otherwise agreed, if a certified check, .
cashier's check, or teller's check is taken for an obligation,

the obligation is discharged to the same extent discharge
would result if an amount of money equal to the amount of the
instrunent were taken in payment of the obligation. Discharge
of the obligation does not affect any liability that the
obiigor may have as an endorser of the instrument.

2. Unless otherwise agreed and except as provided in
subsection 1, if a note or an uncertified check is taken for
an obligation, the obligation is suspended to the same extent
the obligation would be discharged if an amount of money egual
to the amount of the instrument were taken, and the following
rules apply:

a. In the case of an uncertified check, suspension of the
obligation continues until dishonor of the check or until it
is paid or certified., Payment or certification of the check

results in discharge of the obiigation to the extent of the

amount of the check. .
A
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b. In the case of a note, suspension of the obligation
continues until dishonor of the note or until it is paid.
Payment of the note results in discharge of the obligation to
the extent of the payment,

€. Except as provided in paragraph "d", if the check or
note is dishonored and the obligee of the obligation for which
the instrument was taken is the person entitled to enforce the
instrument, the obligee may enforce either the instrument or
the obligation. 1In the case of an instrument of a third
person which is negotiated to the obligee by the obligor,
discharge of the obligor on the instrument alsc discharges the
obligation.

d. If the person entitled to enforce the instrument taken
for an obligation is a person other than the obligée, the
obligee may not enforce the obligation to the extent the
obligation is suspended. 1If the obligee is the person
entitled to enforce the instrument but no longer has
possession of it because it was lost, stolen, or destroyed,
the obligation may not be enforced to the extent of the amount
payable on the instrument, and to that extent the obligee's
rights against the obligor are limited to enforcement of the
instrument,

3, 1f an instrument other than one described in subsection
1l or 2 is taken for an obligation, the effect is (i) that
stated ir subsection 1 if the instrument is one on which a
bank is liabie as maker or acceptor, or (ii) that stated in
subsection 2 in any other case.

Sec, 46, NEW SECTION. 554.3311 ACCORD AND SATISFACTION
BY USE OF INSTRUMENT.

1, If a perscn against whom a claim is asserted proves
that (i) that person in good faith tendered an instrument to
the claimant as full satisfaction of the claim, {ii) the
amount of the claim was unliquidated or subject to a bona fide
dispute, and (iii)} the claimant obtained payment of the

instrument, the following subsections apply.

_30_




2. Unless subsection 3 applies, the claim is discharged if .
the person against whom the claim is asserted proves that the
irstrument or an accompanying written communication contained
a conspicuous statement to the effect that the instrument was
tendered as full satisfaction of the claim,

3., Subject to subsection 4, a claim is not discharged
under subsection 2 if either of the following applies:

a. The claimant, if an organization, proves that {i)
within a reascnable time before the tender, the claimant sent

O W@~ U e b N

a conspicuous statement to the person against whom the claim

—

p—

1s asserted that communications concerning disputed debts,

[

including an instrument tendered as full satisfaction of a
debt, are to be sent to a designated person, office, or place,

f
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and (ii) the instrument or accompanying communication was not

received by that designated person, office, or place.
b. The claimant, whether or not an organization, proves
that within ninety days after payment of the instrument, the
claimanrt tendered repayment of the amount of the instrument to .

the person against whom the claim is asserted. This paragraph
dces not apply if the claimant is an organization that sent a
statement complying with paragraph "a" letter (i).

4. A claim is discharged if the person against whom the
ciaim 1s asserted proves that within a reasonable time before
¢collection of the instrument was initiated, the claimant, or
an agent of the claimant having -direct responsibility with
respect to the disputed obligation, knew that the instrument
was tendered in full satisfaction of the claim.

Sec. 47. NEwW SECTION, 554.3312 LOST, DESTROYED, OR
STOLEN CASHTER'S CHECK, TELLER'S CHECK, OR CERTIFIED CHECK.

In this section:

"Check" means a cashier's check, teller's check, or °
ified check.

"Claimant"” means a person who claims the right to
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€. "Declaration of loss" means a written statement, made
under penalty of perjury, to the effect that (i) the declarer
lost possession of a check, (ii) the declarer is the drawer or
payee of the check, in the case of a certified check, or the
remitter or payee of the check, in the case of a cashier's
check or teller's check, (iii) the loss of possession was not
the result of a transfer by the declarer or a lawful seizure,
and (iv) the declarer cannot reasonably obtain possession of
the check because the check was destroyed, its whereabouts
cannot be determined, or it is in the wrongful possession of
an unknown person or a person that cannot be found or is not
amenable to service of process.

d. "Obligated bank" means the issuer of a cashier's check
or teller's check or the acceptor of a certified check.

2. A claimant may assert a claim to the amount of a check
by a communication to the obliigated bank describing the check
with reasonable certainty and requesting payment of the amount
of the check, if (i) the cliaimant is the drawer or payee of a
certified check or the remitter or payee of a cashier‘s check
cr teller’s check, (ii) the communication contains or 1is
accompanied by a declaration of loss of the claimant with
respect to the check, (iii) the communication is received at
time and in a manner affording the bank a reasonable time to
act on it before the check is paid, and (iv) the claimant
provides reasonable identification if reqguested by the

obiigated bank., Delivery of a declaration of loss 1s a
warranty of the truth of the statements made in the
declaration. If a claim is asserted in compliance with this

subsection, the following rules apply:

4. The claim becomes enforceable at the later of (i) the
time the claim is asserted, or (ii) the ninetieth day ‘
folliowing the date of the check, in the case of a cashier's
check or teliler's check, or the ninetleth day following the
date cf the acceptance, in the case of a certified check.

b, Until the claim becomes enforceable, it has no legal
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effect and the obligated bank may pay the check or, in the
case of a teller's check, may permit the drawee to pay the

check. Payment to a person entitled to enforce the check
discharges all liability of the obligated bank with respect to
the check,

c. If the claim becomes enforceable before the check is
presented for payment, the obligated bank is not obliged to
pay the check,

d. When the claim becomes enforceable, the obligated bank
becomes obliged to pay the amount of the check to the claimant
if payment of the check has not been made to a person entitled
to enforce the check. Subject to section 554.4302, subsection
1, paragraph "a", payment to the claimant discharges all
liability of the obligated bank with respect to the check.

3. If the obligated bank pays the amount of a check to a
claimant under subsection 2, paragraph "b", subparagraph (4)
and the check is presented for payment by a person having
rights of a holder in due course, the claimant is obliged to
(i) refund the payment to the obligated bank if the check is
paid, or (ii) pay the amdunt of the check to the person having
rights of a holder in due course if the check is dishonorecd.

4. If a claimant has the right to assert a claim under
subsection 2 and is also a person entitled to enforce a
cashier's check, teller's check, or certified check which 1s
lost, destroyed, or stolen, the claimant may assert rights
with respect to the check either under this section or section
554.3309.

PART 4
LIABILITY OF PARTIES
Sec. 48. NEW SECTION. 554.3401 SIGNATURE.
1. A person is not liable on an instrument unless (i) the

person signed the instrument, or (ii) the person is
represented by an agent or representative who signed the
instrument and the signature is binding on the represented
perscn under section 554,3402.
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2. A signature may be made (i) manually or by means of a
device or machine, and (ii) by the use of any name, including
a8 trade or assumed name, or by a word, mark, or symbol
executed or adopted by a person with present intention to
authenticate a writing.

‘Sec. 49. NEW SECTION. 554.3402 SIGNATURE BY
REPRESENTATIVE.

1. If a person acting, or purporting to act, as a

representative signs an instrument by signing either the name
of the represented person or the name of the signer, the

[l T B R 'l - T PV NI S

represented person is bound by the signature to the same
extent the represented person would be bound if the signature
were on a simple contract. If the represented person is
bound, the signature of the representative is the "authorized
signature of the represented person" and the represented
person is liable on the instrument, whether or not identified
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in the instrument.

—
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2. If a representative signs the name of the
representative to an instrument and the signature 15 an
authorized signature of the represented person, the following
rules apply:

a. If the form of the signature shows unambiguously that
the sigrature 1s made on behalf of the represented person who

LS S S I S
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is idenzified in the instrument, the representative is not
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liable cn the instrument.

b. Subject to subsection 3, if (i) the form of the
signature does not show unambiguously that the signature is
made in a representative capacity or {(ii) the represented
person is not identified in the instrument, the representative
is liable on the instrument to a holder in due course that
took the instrument without notice that the representative was
not inrtended to be liable on the instrument., With respect to
any other person, the representative is liable on the
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irstrumert unliess the representative proves that the original
parties did not intend the representative to be liable on the

i)
N
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instrument.

3. If a representative signs the name of the
representative as drawer of a check without indication of the
representative status and the check is payable from an account
of the represented person who is identified on the check, the
signer is not liable on the check if the signature is an
authorized signature of the represented person.

Sec. 50. NEW SECTION. 554.3403 UNAUTHORIZED SIGNATURE.

1. Unless otherwise provided in this Article or Article 4,

[

an unauthorized signature is ineffective except as the
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signature of the unauthorized signer in favor of a person who
in good faith pays the instrument or takes it for value. An
tnauthorized signature may be ratified for all purposes of

ke
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=ris Article.
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2. If the signature of more than one person is required to
constitute the authorized signature of an organization, the
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signature of the organization is unauthorized if one of the

required signatures is lacking.
3. The civil or criminal liability of a person who makes

ar unauthorized signature is not affected by any provision of

(™
VoS

this Article which makes the unauthorized signature effective
for the purposes of this Article,

Sec. 5i. NEW SECTION. 554.3404 IMPOSTORS —— FICTITIOUS
PAVEES. |

i. If an impostor, by use of the mails or otherwise,

LS S I S S
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induces the issuer of an instrument to issue the instrument to
the impostor, or to a person acting in concert with the

(L% 2 S
o~

impostor, by impersonating the payee of the instrument or a

[\ ]
(Vo]

person authorized to act for the payee, an endorsement of the
30 instrument by any person in the name of the payee is effective
31 as the endorsement of the payee in favor ¢f a person who, in
32 good faith, pays the instrument or takes it for value or for
33 collection.

34 2. If (i) a perscn whose intent determines to whom an

35 instrument is payable (section 554.,3110, subsection 1 or 2) .
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does not intend the person identified as payee to have any
interest in the instrument, or (ii) the person identified as
payee of an instrument is a fictitious person, the following
rules apply until the instrument is negotiated by special
endorsement:

8. Any person in possession of the instrument is its
holder.

b. An endorsement by any person in the name of the payee
stated in the instrument is effective as the endorsement of
the payee in favor of a person who, in good faith, pays the
instrument or takes it for value or for collection.

3. Under subsection 1 or 2, an endorsement i1s made in the
name of a payee if (i) it is made in a name substantially
similar to that of the payee or (ii) the instrument, whether
or not endorsed, is deposited in a depositary bank to an
account in a name substantially similar to that of the payee.

4. With respect to an instrument to which subsection 1 or
2 app.ies, i1f a person paying the instrument or taking it for
value or for collection fails to exercise ordinary care in
paying or taxing the instrument and that failure substantially
contributes to loss resulting from payment of the instrument,
the person bearing the loss may recover from the person
failing to exercise ordinary care to the extent the failure to
exercise ordinary care contributed to the loss.

Sec. 52. NEW SECTION. 554.3405 EMPLOYER'S RESPONSIBILITY
FOR FRAUDULENT ENDORSEMENT BY EMPLOYEE,

1. 1In this section:

a. "Employee" includes an independent contractor and

empioyee of an independent contractor retained by the
empioyer.

b. "Fraudulent endorsemernt” means (i) in the case of an
instrument payable to the employer, a forged endorsement
purporting to be that of the employer, or (ii) in the case of
an instrument with respect to which the employer is the
issuer, a forged encdorsement purporting to be that of the
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person identified as payee. .

c. "Responsibility" with respect to instruments means
authority (i) to sign or endorse instruments on behalf of the
employer, (ii) to process instruments received by the employer
for bookkeeping purposes, for deposit to an account, or for
other disposition, {iii) to prepare or process instruments for
issue in the name of the employer, (iv) to supply information
determining the names or addresses of payees of instruments to
be issued in the name of the employer, (v) to control the
disposition of instruments to be issued in the name of the
employer, or'(vi) to act otherwise with respect to instruments
in a responsible capacity. "Responsibility" does not incliude
authority that merely allows an employee to have access to
instruments or blank or incomplete instrument forms that are
being stored or transported or are part of incoming or
outgoing mail, or similar access.

2. For the purpose of determining the rights and .
liabilities of a person who, in good faith, pays an instrument .
or takes it for value or for collection, if an employer

entrusted an employee with responsibility with respect to the
insctrument and the employee or a person acting in concert with
the employee makes a fraudulent endorsement of the instrument,
the endorsement is effective as the endorsement of the perscon
to whom the instrument is pavable if it is made in the name of

that person. If the person paying the instrument or taking it
for value or for collection fails to exercise ordinary care in
paying or taking the instrument and that failure substantially
contributes to loss resulting from the fraud, the person
bearing the loss may recover from the person failing to
exercise ordinary care to the extent the failure to exercise
ordinary care contributed to the loss. ‘

3. Under subsection 2, an endorsement is made in the name
of the person to whom an instrument 1s payabie i1f (i) it is
made I1n a name substantially similar to the name of that

son or (ii) the instrument, whether or not endorsed, is .
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deposited in a depositary bank to an account in a name
substantially similar to the name of that person.

Sec. 53. NEW SECTION, 554.3406 NEGLIGENCE CONTRIBUTING
TO FORGED SIGNATURE OR ALTERATION OF INSTRUMENT.

1. A person whose failure to exercise ordinary care
substantially contributes to an alteration of an instrument or
to the making of a forged signature on an instrument is
precluded from asserting the alteration or the forgery against
a person who, in good faith, pays the instrument or takes it

for value or for collection.

2. Under subsection 1, if the person asserting the
preciusion fails to exercise ordinary care in paying or taking
the instrument and that failure substantially contributes to
loss, the loss is allocated between the person precluded and
the person asserting the preclusion according to the extent to
which the failure of each to exercise ordinary care
contributed %o the loss.

3. Uncer subsection 1, the burden of proving failure to
exercise ordinary care is on the person asserting the
preclusion. Under subsection 2, the burden of proving failure
to exercise ordinary care is on the person precluded.

Sec. 54. NEW SECTION, 554,3407 ALTERATION.

1. "Alteration" means (i) an unauthorized change in an

instrument that purports to modify in any respect the
obligation of a party, or {ii) ar unauthorized addition of
words or numbers or other change to an incomplete instrument
relating to the obligation of a party.

2, Except as provided in subsection 3, an alteration
fraudulently made discharges a party whose obligation is
affected by the alteration unless that party assents or is.
precluded from asserting the alteration. No other alteration
discharges a party, and the instrument may be enforced
according to its original terms.

3. A payor bank or drawee paying a fraudulently altered
instrument or a perscn taking it for value, in good faith and
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without notice of the alteration, may enforce rights with
respect to the instrument (i) according to its original terms,
or (ii) in the case of an incomplete instrument altered by
unauthorized completion, according to its terms as completed.

Sec. 55. NEW SECTION. 5%4.3408 DRAWEE NOT LIABLE ON
UNACCEPTED DRAFT.

A check or other draft does not of itself operate as an
assignment of funds in the hands of the drawee available for

its payment, and the drawee is not liable on the instrument
until the drawee accepts it.

Sec., 56. NEW SECTION. 554.3409 ACCEPTANCE OF DRAFT --
CERTIFIED CHECK.

1. "Acceptance" means the drawee's signed agreement to pay
a draft as presented. It must be written on the draft and may
censist of the drawee's signature alone. Acceptance may be

made at any time and becomes effective when notification
pursuant to instructions is given or the accepted draft is
delivered for the purpose of giving rights on the acceptance
tc any person,

2. A draft may be accepted although it has not been signed
by the drawer, is otherwise incomplete, is overdue, or has
been dishonored.

3., If a draft is payable at a fixed period after sight and
the acceptor fails to date the acceptance, the holder may
complete the acceptance by supplying a date in good faith.

4. "Certified check" means a check accepted by the bank on
which it is drawn. Acceptance may be made as stated in
subsection 1 or by a writing on the check which indicates that
the check is certified. The drawee of a check has no
obligation to certify the check, and refusal to certify is not
dishonor of the check.

Sec. 57. NEW SECTION., 554.3410 ACCEPTANCE VARYING DRAFT.

l. If the terms of a drawee's acceptance vary from the

terms of the draft as presented, the holder may refuse the
acceptance and treat the draft as dishonored, In that case,

-39-




the drawee may cancel the acceptance.

2. The terms of a draft are not varied by an acceptance to
pay at a particular bank or place in the United States, unless
the acceptance states that the draft is to be paid only at
that bank or place.

3. If the holder assents to an acceptance varying the

terms of a draft, the obligation of each drawer and endorser

W ~J o s W

that does not expressly assent to the acceptance is

o

discharged.
Sec. 58. NEW SECTION. 554.3411 REFUSAL TO PAY CASHIER'S
CHECKS, TELLER'S CHECKS, AND CERTIFIED CHECKS.
1. In this section, "obligated bank" means the acceptor of ‘

—
<
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13 a certified check or the issuer of a cashier’s check or

14 teller's check bought from the issuer,

i5 2. If the obligated bank wrongfully (i) refuses to pay a
16 cashier's check or certified check, (ii) stops payment of a

=
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teller's check, or (iii) refuses to pay a dishonored teiler's

—
x

check, the person asserting the right to enforce the check is

(o]
L+l

entitled to compensation for expenses and loss ©of interest

[ 28]
o

resulting from the nonpayment and may recover conseqguential

~
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damages if the obligated bank refuses to pay after receiving

a8}
B

notice of particular circumstances giving rise to the damages.
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3. Expenses or conseguential damages under subsection 2
are not recoverable if the refusal of the obligated bank to
pay occurs because (i) the bank suspends payments, (ii) the
obligated bank asserts a claim or defense of the bank that it
has reasonable grounds to believe is available against the
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pe:son entitled to enforce the instrument, (iii) the obligated
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bank has a reasonable doubt whether the person demanding

W
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payment is the person entitled to enforce the instrument, or

W
-

{iv) payment is prohibited by law.

Sec. 59, NEW SECTION. 554.3412 OBLIGATION OF ISSUER OF
NOTE OR CASHIER'S CHECK.

The issuer of a note or cashier's check ¢r other drzaft

(¥
28]

(99}
w

drawn on the drawer is obliged to pay the instrument (i)
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[F 1 IR <9

-40-~




according to its terms at the time it was issued or, if not .
issued, at the time it first came into possession of a holder,
er (il) if the issuer signed an incomplete instrument,
according to its terms when completed, to the extent stated in
sections 554.3115 and 554.3407. The obligation is owed to a
person entitled to enforce the instrument or to an endorser
who paild the instrument under section 554.341S.

Sec. 60, NEW SECTION. 554.3413 OBLIGATION OF ACCEPTOR.

1. The acceptor of a draft is obliged to pay the draft (i)
according to its terms at the time it was accepted, even

though the acceptance states that the draft is payable "as
criginally drawn" or equivalent terms, (ii} if the acceptance
varies the terms of the draft, according to the terms of the
draft as varied, or (iii) if the acceptance is of a draft that
1s an incomplete instrument, according to its terms when
completed, to the extent stated in sections 554.3115 and

554.3407. The obligation is owed to a person entitled to .

enforce the draft or to the drawer or an endorser who paid the
draft under section 554.3414 or 554.3415.

2. 1If the certification of a check or other acceptance of
a draft states the amount certified or accepted, the
obllgation of the acceptor is that amount. If (i) the
certification or acceptance does not state an amount, (ii) the
amount of the instrument is subsequently raised, and (iii) the
instrument is then negotiated to a holder in due course, the
cbligation of the acceptor is the amount of the instrument at
the time it was taken by the holder in due course.

Sec. 61, NEW SECTION. 554,3414 OCBLIGATION OF DRAWER.

1. This section does not apply to cashier's checks or

other drafts drawn on the drawer.
2. If an uraccepted draft is dishonored, the drawer is
obliged tc pay the draft (i) according to its terms at the
time it was issued or, if not issued, at the time it first
came into possession of a holder, or (ii) if the drawer signed
an inccmplete instrument, according to 1ts terms when .
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completed, to the extent stated in sections 554.3115 and
554.3407. The obligation is owed to a person entitled to
enforce the draft or to an endorser who paid the draft under
section 554,3415.

3. If a draft is accepted by a bank, the drawer is
discharged, regardless of when or by whom acceptance was
obtained.

4., If a draft is accepted and the acceptor is not a bank,
the obligation of the drawer to pay the draft if the draft is
dishonored by the acceptor is the same as the obligation of an
endorser under section 554,3415, subsections 1 and 3.

5. If a draft states that it is drawn "without recourse"
or otherwise disclaims liability of the drawer to pay the
draft, the drawer is not liable under subsection 2 to pay the
draft if the draft is not a check. A disciaimer of the
liability stated in subsection 2 is not effective if the draft
is a check.

6. If (i) a check is not presented for payment or given to
a depositary bank for collection within thirty days after its
date, (ii) the drawee suspends payments after expiration of
the thirty-day period without paying the check, and (iii)
because of the suspension of payments, the drawer is deprived
of funds maintained with the drawee to cover payment of the
check, the drawer to the extent deprived of funds may ‘
discharge its obligation to pay the check by assigning to the
person entitled to enforce the check the rights of the drawer
against the drawee with respect to the funds.

Sec, 62. NEW SECTION, 554.3415 OBLIGATION OF ENDORSER.

1. Subject to subsections 2, 3, and 4 and to section
554.3419, subsection 3, if an instrument is dishonored, an
endorser is obliged to pay the amount due on the instrument
(1) according to the terms of the instrument at the time it
was endorsed, or (ii) if the endorser endorsed an incomplete

instrument, according to its terms when completed, to the
extent stated in sections 554.3115 and 554.3407. The
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obligation of the endorser is owed to a person entitled to
enforce the instrument or to a subsequent endorser who paid
the instrument uynder this section.

2. 1If an endorsement states that it is made "without
recourse” or otherwise disclaims liability of the endorser,
the endorser is not liable under subsection 1 to pay the
instrument.

3. If notice of dishonor of an instrument is regquired by
section 554.3503 and notice of dishonor complying with that
section is not given to an endorser, the liability of the

(224
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endorser under subsection 1 is discharged.
4. If a draft is accepted by a bank after an endorsement
is made, the liability of the endorser under subsection 1 1is

[ VU S
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discharged.
S. If an endorser of a check is liable under subsection 1
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and the check is not presented for payment, or given to a

2

depositary bank for collection, within thirty days after the
day the endorsement was made, the liability of the endorser

o
v @™

under subsection 1 is discharged.
Sec. 63. NEW SECTION. 554.3416 TRANSFER WARRANTIES.

1. A person who transfers an instrument for consideration

8]
o

warrants to the transferee and, if the transfer is by
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endorsement, to any subsequent transferee that:
a. the warrantor is a person entitled to enforce the

[ T 8]
V.0 <

instrument;

b. all signatures on the instrument are authentic and
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authorized;
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c. the instrument has not been altered:

8 ]
O

d. the instrument is not subject to a defense or claim in

W
o

recoupment of any party which can be asserted against the

w
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warrantor; ang
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e. the warrantor has no knowledge of any insolvency

(9]
LN ]

proceeding commenced with respect to the maker or acceptor or,
in the case of an unaccepted draft, the drawer.
2. A person to whom the warranties under subsection 1 are .
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made and who took the instrument in good faith may recover
from the warrantor as damages for breach of warranty an amount
equal to the loss suffered as a result of the breach, but not
more than the amount of the instrument plus expenses and loss
of interest incurred as a result of the breach.

3. The warranties stated in subsection 1 cannot be
disclaimed with respect to checks. Unless notice of a claim
for breach of warranty is given to the warrantor within thirty
days after the claimant has reason to know of the breach and
the identity of the warrantor, the liability of the warrantor
under subsection 2 is discharged to the extent of any loss
caused by the delay in giving notice of the claim.

4. A cause of action for breach of warranty under this
section accrues when the claimant has reason to know of the
breach.

Sec. 64. NEW SECTION. 554.3417 PRESENTMENT WARRANTIES.

1. 1If an unaccepted draft is presented to the drawee for

payment or acceptance and the drawee pays or accepts the
draft, (1) the person obtaining payment or acceptance, at the
time of presentment, and (ii) a previous transferor of the
Graft, at the time of transfer, warrant to the drawee making
payment or accepting the draft in good faith that:

a. the warrantor is, or was, at the time the warrantor
transferred the draft, a person entitled to enforce the draft
or authorized to obtain payment or acceptance of the draft on
behalf of a person entitled to enforce the draft;

b. the draft has not been altered; and

¢c. the warrantor has no knowledge that the signature of
the drawer of the draft is unauthorized.

2. A drawee making payment may recover from any warrantor
damages for breach of warranty equal to the amount paid by the
drawee less the amount the drawee received or is entitled to
receive from the drawer because of the payment, In addition,
the édrawee is entitled to compensation for expenses and loss
of interes: resulting from the breach. The right of the
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drawee to recover damages under this subsection is not .

affected by any failure of the drawee to exercise ordinary
care in making payment. If the drawee accepts the draft,
breach of warranty is a defense to the obligation of the
acceptor. If the acceptor makes payment with respect to the
draft, the acceptor is entitled to recover from any warrantor
for breach of warranty the amounts stated in this subsection.

3., If a drawee asserts a claim for breach of warfanty
under subsection 1 based on an unauthorized endorsement of the
draft or an alteration of the draft, the warrantor may defend
by proving that the endorsement is effective under section
554.3404 or 554.3405 or the drawer is precluded under section
554.3406 or 554.4406 from asserting against the drawee the
unauthorized endorsement or alteration.

4. If (i) a dishonored draft is presented for payment {o
the drawer or an endorser or (ii) any other instrument is
presented for payment to a party obliged to pay the _
instrument, and (iii) payment is received, the following rules .
apply:

a. The person obtaining payment and a prior transferor of
the instrument warrant to the person making payment in good
faith that the warrantor is, or was, at the time the warrantor
transferred the instrument, & person entitled to enforce the
instrument or authorized ﬁQ obtain payment on behalf of a
person entitled to enforce the instrument.

b. The person making payment may recover from any
warrantor for breach of warranty an amount equal to the amount
paid plus expenses and loss of interest resulting from the
breach.

S. The warranties stated in subsections 1 and 4 cannot be
disclaimed with respect to checks. Unless notice of a claim
for breach of warranty is given to the warrantor within thirty
days after the claimant has reason to know of the breach and

the identity of the warrantor, the liability of the warrantor
under subsection 2 or 4 is discharged to the extent of any .
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loss caused by the delay in giving notice of the claim.

6. A cause of action for breach of warranty under this
section accrues when the claimant has reason to know of the
breach.

Sec. 65. NEW SECTION. 554.3418 PAYMENT OR ACCEPTANCE BY
MISTAKE.

1. Except as provided in subsection 3, if the drawee of a

draft pays or accepts the draft and the drawee acted on the
mistaken belief that (i) payment of the draft had not been
stopped pursuant to section 554.4403 or (ii) the signature of
the drawer of the draft was authorized, the drawee may recover
the amount of the draft from the person to whom or for whose
benefit payment was made or, in the case of acceptance, may
revoke the acceptance. Rights of the drawee under this
subsection are not affected by failure of the drawee to
exercise ordinary care in paying or accepting the draft.

2. Except as provided in subsection 3, if an instrument
has been paid or accepted by mistake and the case is not
ccvered by subsection 1, the person paying or accepting may,
to the extent permitted by the law governing mistake and
restitution, (i) recover the payment from the person to whom
or for whose benefit payment was made or (ii) in the case of
acceptance, may revoke the acceptance.

3. The remedies provided by subsection ]l or 2 may not be
asserted against a person who took the instrument in good
faith and for value or who in good faith changed position in
reliance on the payment or acceptance. This subsection does
not limit remedies provided by section 554.3417 or 554.4407.

4. Notwithstanding section 554.4215, if an instrument is
paid or accepted by mistake and the payor or acceptor recovers
payment or revokes acceptance under subsection 1 or 2, the
instrument is deemed not to have been paid or accepted and is
treated as dishcnored, ané the person from whom payment is
recovered has rights as a person entitled to enforce the
dishonored instrument.
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Sec, 66. NEW SECTION. 554.3419 INSTRUMENTS SIGNED FOR
ACCOMMODATION,

1. If an instrument is issued for value given for the
benefit of a party to the instrument ("accommodated party")
and another party to the instrument ("accommodation party")
signs the instrument for the purpose of incurring liability on
the instrument without being a direct beneficiary of the value
given for the instrument, the instrument is signed by the

accommodation party "for accommodation.”

2. An accommodation party may sign the instrument as
maker, drawer, acceptor, or endorser and, subject to
subsection 4, is obliged to pay the instrument in the capacity
in which the accommodation party signs. The obligation of an
accommodation party may be enforced notwithstanding any
statute of frauds and whether or not the accommodation party
receives consideration for the accommodation.

3. A person signing an instrument is presumed to be an
accommodation party and there is notice that the instrument is
signed for accommodation if the signature is an anomalous
endorsement or is accompanied by words indicating that the
signer is acting as surety or guarantor with respect to the
obligation of another party to the instrument. Except as
provided in section 554.3605, the obligation of an
accommodation party to pay the instrument 1s not affected by
the fact that the person enforcing the obligation had notice
when the instrument was taken by that person that the
accommodation party signed the instrument for accommeodation.

4. If the signature of a party to an instrument is
accompanied by words indicating unambiguously that the party
is guaranteeing collection rather than payment of the
obligation of another party to the instrument, the signer 1is
obliged to pay the amount due on the instrument to a person
entitled to enforce the instrument only if (i) execution of
‘udgment against the other party has been returned
unsatisfied, (ii) the other party is insolvent or in an
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insolvency proceeding, (iii)} the other party cannot be served
with process, or (iv) it is otherwise apparent that payment
cannot be obtained from the other party.

5. An accommodation party who pays the instrument is
entitled to reimbursement from the accommodated party and is
entitled to enforce the instrument against the accommodated
party. An accommodated party who pays the instrument has no
right of recourse against, and is not entitled to contribution
from, an accommodation party.

Sec. 67. NEW SECTION. 554.3420 CONVERSION OF INSTRUMENT.

l. The law applicable to conversion of personal property
applies to instruments. An instrument is also converted if it
1s taken by transfer, other than a negotiation, from a person
not entitled to enforce the instrument or a bank makes or
obtains payment with respect to the instrument for a person
not entitled to enforce the instrument or receive payment. An
action for conversion of an instrument may not be brought by
(1) the issuer or acceptor of the instrument or (ii) a payee
or endorsee who did not receive delivery of the instrument
either directly or through delivery to an agent or a co-payee.

2. In an action under subsection 1, the measure of
liability is presumed to be the amount payable on the
instrument, but recovery may not exceed the amount of the

plaintiff's interest in the instrument,

3. A representative, other than a depositary bank, who has
in good faith dealt with an instrument or its proceeds on
behalf of one who was not the person entitled to enforce the
instrument is not liable in conversion to that person beyond
the amount of any proceeds that it has not paid out.

PART 5
DISHONOR
Sec. 68, NEW SECTION. 554,3501 PRESENTMENT.
1. "Presentment" means a demand made by or on behalf of a

person entitled to enforce an instrument (i) to pay the
instrument made to the drawee or a party obliged to pay the
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instrument or, in the case of a note or accepted draft payable .
at a bank, to the bank, or (ii) to accept a draft made teo the
drawee,

2. The following rules are subject to Article 4, agreement
of the parties, and clearing-house rules and the like:

a. Presentment may be made at the place of payment of the
instrument and must be made at the place of payment if the
instrument is payable at a bank in the United States; may be
made by any commercially reasonable means, including an oral,
written, or electronic communication; 1s effective when the
demand for payment or acceptance is received by the person to
whom presentment is made; and is effective if made to any one

of two or more makers, acceptors, drawees, or other payors.

b. Upon demand of the person to whom presentment is made,
the person making presentment must (i) exhibit the instrument,
(11} give reasonable identification and, if presentment is
made on behalf of another person, reasonable evidence of
authority to do so, and (iii) sign a receipt on the instrument ‘
for any payment made or surrender the instrument if full
payment is made.

c. Without dishonoring the instrument, the party to whom
presentment is made may (i) return the instrument for lack of
a necessary endorsement, or (ii) refuse payment or acceptance
for failure of the presentment to comply with the terms of the
instrument, an agreement'of the parties; or other applicable
law or rule.

d. The party to whom presentment is made may treat
presentment as occurring on the next business day after the
day of presentment if the party to whom presentment is made
has established a cut-off hour not earlier than two p.m. for
the receipt and processing of instruments presented for
payment or acceptance and presentment is made after the cut-
ocff hour.

Sec. 69. NEW SECTION. 554.3502 DISHONCR.

1. Dishonor of a note is governed by the following rules: .
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a. If the note is payable on demand, the note is
dishonored if presentment is duly made to the maker and the
note is not paid on the day of presentment.

b. If the note is not payable on demand and is payable at
or through a bank or the terms of the note require
presentment, the note is dishonored if presentment is duly
made and the note is not paid on the day it becomes payable or
the day of presentment, whichever is later.

c. If the note is not payable on demand and paragraph "b"
does not apply, the note is dishonored if it is not paid on
the day it becomes payable.

2. Dishonor of an unaccepted draft other than a
documentary draft is governed by the following rules:

a. If a check is duly presented for payment to the payor
bank otherwise than for immediate payment over the counter,
the check is dishonored if the payor bank makes timely return
of the check or sends timely notice of dishonor or nonpayment
under section 554.4301 or 554.4302, or becomes accountable for
the amount of the check under section 554.4302.

b. If a draft is payable on demand and paragraph a does
not apply, the draft is dishonored if presentment for payment
is duly made to the drawee and the draft 1s not paid on the

day of presentment.

c. If a draft is payable on a date stated in the draft,

the draft is dishonored if (i) presentment for payment is duly
made to the drawee and payment is not made on the day the
draft becomes payable or the day of presentment, whichever 1is
lazer, or (ii) presentment for acceptance is duly made before
the day the draft becomes payable and the draft is not
accepted on the day of presentment.

d. If a draft 1s payable on elapse of a period of time
after sight or acceptance, the draft is dishonored if
presentment for acceptance is duly made and the draft is not
accepted on the day of presentment.

3. Dishonor of an unaccepted documentary craft occurs
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according to the rules stated in subsection 2, paragraphs "b",
*e", and "d", except that payment or acceptance may be delayed
without dishonor until no later than the close of the third
business day of the drawee following the day on which payment
or acceptance is required by those paragraphs.

4. Dishonor of an accepted draft is governed by the
following rules:

a. If the draft is payable on demand, the draft is
dishonored if presentment for payment is duly made to the
acceptor and the draft is not paid on the day of presentment.

b. If the draft is not payable on demand, the draft is
dishonored if presentment for payment is duly made to the
acceptor and payment is not made on the day it becomes payable
or the day of presentment, whichever is later.

5. In any case in which presentment is otherwise required
for dishonor under this section and presentment is excused
under section 554.3504, dishonor occurs without presentment if
the instrument is not duly accepted or paid.

6. If a draft is dishonored because timely acceptance of
the draft was not made and the person entitled to demand
acceptance consents to a late acceptance, from the time of
acceptance the draft is treated as never having been
dishonored.

Sec. 70. NEW SECTION. 554,3503 NOTICE OF DISHONOR.

1. The obligation of an endorser stated in section

554.3415, subsection 1 and the obligation of a drawer stated
in section 554.3414, subsection 4, may not be enforced unless
(i) the endorser or drawer is given notice of dishonor of the
instrument complying with this section or (ii) notice of
dishonor is excused under section 554.3504, subsection 2.

2. Notice of dishonor may be given by any person; may be
given by any commercially reasonable means, including an orai,
written, or electronic communication; and is sufficient if it
reasonably identifies the instrument and indicates that the

instrument has been dishonored or has not been paid or
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accepted. Return of an instrument given to a bank for
collection is sufficient notice of dishonor.

3. Subject to section 554.3504, subsection 3, with respect
to an instrument taken for collection by a collecting bank,
notice of dishonor must be given (i) by the bank before
midnight of the next banking day following the banking day on
which the bank receives notice of dishonor of the instrument,
or {ii) by any other person within thirty days following the
day on which the person receives notice of dishonor. With
respect to any other instrument, notice of dishonor must be
given within thirty days following the day on which dishonor
occurs.

Sec. 7l. NEW SECTION. 554.3504 EXCUSED PRESENTMENT AND
NOTICE OF DISHONOR.

1. Presentment for payment or acceptance of an instrument

is excused 1f (i) the person entitled to present the
instrumert cannot with reasonable diligence make presentment,
{(i1) the maker or acceptor has repudiated an obligation to pay
the instrument or is dead or in insolvency proceedings, (iii)
by the terms of the instrument presentment is not‘necessary to
enforce the obligation of endorsers or the drawer, (iv) the
drawer or endorser whose obligation is being enforced has
waived presentment or otherwise has no reason to expect or
right to require that the instrument be paid or accepted, or
{v) the drawer instructed the drawee not to pay or accept the
draft or the drawee was not obligated to the drawer to pay the
draft.
2. Notice of dishonor is excused if (i) by the terms of
the instrument notice of dishonor is not necessary to enforce
the obligation of a party to pay the instrument, or (ii) the
party whose obligation is being enforced waived notice of
dishonor. A waiver of presentment is also a waiver of notice
of dishonor.

3. Delay in giving notice of dishonor is excused if the
delay was causec by circumstances beyond the control of the
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person giving the notice and the person giving the notice
exercised reasonable diligence after the cause of the delay
ceased to operate.
Sec. 72. NEW SECTION. 554.3505 EVIDENCE OF DISHONOR.
1. The following are admissible as evidence and create a

presumption of dishonor and of any notice of dishonor stated:

a. a document regular in form as provided in subsection 2
which purperts to be a protest;

b. a purported stamp or writing of the drawee, payor bank,
or presenting bank on or accompanying the instrument stating
that acceptance or payment has been refused unless reasons for
the refusal are stated and the reasons are not consistent with

dishonor;
c. a book or record of the drawee, payor bank, or
collecting bank, kept in the usual course of business which

shows dishonor, even if there is no evidence of who made the

entry.
2. A protest is a certificate of dishonor made by a United
States consul or vice consul, or a notary public or other

person authorized to administer caths by the law of the place
where dishonor occurs. It may be made upon information
satisfactory to that person. The protest must identify the
instrument and certify either that presentment has been made
or, if not made, the reason why it was not made, and that the
instrument has been dishonored by nonacceptance or nonpayment.
The protest may alsoc certify that notice of dishonor has been
given to some or all parties.
PART 6
DISCHARGE AND PAYMENT

Sec. 73. NEW SECTION. 554.3601 DISCHARGE AND EFFECT OF
DISCHARGE.

1. The obligation of a party to pay the instrument is

discharged as stated in this Article or by an act or agreement
with the party which would discharge an obligation to pay

money under a simple contract.




2. Discharge of the obligation of a party is not effective
against a person acquiring rights of a holder in due course of
the instrument without notice of the discharge.

Sec. 74. NEW SECTION. 554.3602 PAYMENT.

1. Subject to subsection 2, an instrument is paid to the
extent payment is made (i) by or on behalf of a party obliged
to pay the instrument, and (ii) to a person entitled to

enforce the instrument. To the extent of the payment, the
obligation of the party obliged to pay the instrument is

QD O 00~ N bW

discharged even though payment is made with knowledge of a
claim to the instrument under section 554.3306 by another
person.

2. The obligation of a party to pay the instrument is not
discharged under subsection 1 if:

a. a claim to the instrument under section 554.3306 is
enforceable against the party receiving payment and (1)
payment 1s made with knowledge by the payor that payment is
prohibited by injunction or similar process of a court of
competent jurisdiction, or (ii) in the case of an instrument
other than a cashier's check, teller's check, or certified
check, the party making payment accepted, from the person

having a claim to the instrument, indemnity against loss

resulting from refusal to pay the person entitled to enforce

the instrument; or
b. the person making payment Kknows that the instrument is

a stolen instrument and pays a person it knows is in wrongful
possession of the instrument.

Sec. 75, NEW SECTION. 554.3603 TENDER COF PAYMENT.

1. If tender of payment of an obligation to pay an
instrument is made to a person entitled to enforce the
instrument, the effect of tender is governed by principles of
law applicable to tender of payment under a simple contract.

2. If tender of payment of an obligation to pay an

instrument is made to a person entitled to enforce the
instrument and the tender is refused, there is discharge, to
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the extent of the amount of the tender, of the obligation of
an endorser or accommodation party having a right of recourse
with respect to the obligation to which the tender relates.

3. 1f tender of payment of an amount due on an instrument
is made to a person entitled to enforce the instrument, the
obligation of the obligor to pay interest after the due date
on the amount tendered is discharged. If presentment is
required with respect to an instrument and the obligor is able
and ready to pay on the due date at every place of payment
stated in the instrument, the obligor is deemed to have made
tender of payment on the due date to the person entitled to
enforce the instrument.

Sec. 76. NEW SECTION. 554.3604 DISCHARGE BY CANCELLATION
OR RENUNCIATION.

l. A person entitled to enforce an instrument, with or

without consideration, may discharge the obligation of a party
to pay the instrument (i) by an intentional voluntary act,
such as surrender of the instrument to the party, destruct:ion,
mutilation, or cancellation of the instrument, cancellation or
striking out of the party's signature, or the addition of
words to the instrument incdicating discharge, or (ii) by
agreeing not to sue or otherwise renouncing rights against the
party by a signed writing.

2. Cancellation or striking out of an endorsement pursuant
to subsection 1 does not affect the status and rights of a
party derived from the endorsement.

Sec. 77. NEW SECTION. 554.3605 DISCHARGE OF ENDORSERS
AND ACCOMMODATION PARTIES.

1. In this section, the term "endorser" includes a drawer
having the obligation described in section 554.3414,

subsection 4.

2. Discharge, under section 554.3604, of the obligation of
a party to pay an instrument does not discharge the obligation
of an endorser or accommodation party having a right of
recourse agains:t the discharged party.
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3. 1f a person entitled to enforce an instrument agrees,
with or without consideration, to an extension of the due date

of the obligation of a party to pay the instrument, the
extension discharges an endorser or accommodation party having
a right of recourse against the party whose obligation is
extended to the extent the endorser or accommodation party
proves that the -extension caused loss to the endorser or
accommodation party with respect to the right of recourse.

4. If a person entitled to enforce an instrument agrees,
with or without consideration, to a material modification of
the obligation of a party other than an extension of the due
date, the modification discharges the obligation of an
endorser or accommodation party having a right of recourse
against the person whose obligation is modified to the extent
the modification causes loss to the endorser or accommodation
party with respect to the right of recourse. The loss
suffered by the endorser or accommodation party as a result of
the modification is equal to the amount of the right of
recourse unless the person enforcing the instrument proves
that no loss was caused by the modification or that the loss
caused by the modification was an amount less than the amount
of the right of recourse.

5. If the obligation of a party to pay an instrument is
secured by an interest in collateral and a person entitled to
enforce the instrument impairs the value of the interest in
collateral, the obligation of an endorser or accommedation
party having a right of recourse against the obligor is
discharged to the extent of the impairment., The value of an
interest in collateral is impaired to the extent (i) the wvalue
of the interest is reduced to an amount less than the amount
of the right of recourse of the party asserting discharge, or
{ii) the reduction in value of the interest causes an increase
in the amount by which the amount of the right of recourse
exceeds the value of the interest. The burden of proving
impairment is on the party asserting discharge.
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6. If the obligation of a party is secured by an interest
in collateral not provided by an accommodation party and a
person entitled to enforce the instrument impairs the value of
the interest in collateral, the obligation of any party who is
jointly and severally liable with respect to the secured
obligation is discharged to the extent the impairment causes
the party asserting discharge to pay more than that party
would have been obliged to pay, taking into account rights of
contribution, if impairment had not occurred. If the party
asserting discharge is an accommodation party not entitled to
discharge under subsection 5, the party is deemed to have a
right to contribution based on joint and several liability
rather than a right to reimbursement. The burden of proving
impairment is on the party asserting discharge.

7. Under subsection S or 6, impairing value of an interest
in cecllateral includes {i) failure to obtain or maintain
perfection or recordation of the interest in collateral, (ii)
release of collateral without substitution of collateral of
equal value, (1ii) failure to perform a duty to preserve the
value of collateral owed, under Article 9 or other law, to a
debtor or surety or other person secondarily liable, or (1iv)
failure to comply with applicable law in disposing of
collateral. ,

8. An accommodation party is not discharged under
subsection 3, 4, or 5 unless the person entitled to enforce’
the instrument knows of the accommodation or has notice under
section 554.3419, subsection 3, that the instrument was signegd
for accommodation.

9. A party is not discharged under this section if (i) the
party asserting discharge consents to the event or conduct
that is the basis of the discharge, or (ii} the instrument or
a separate agreement of the party provides for waiver of
discharge under this section either specifically or by general
language indicating that parties waive defenses based on
suretyship or impairment of collateral.
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Sec. 78. Section 554.4101, Code 1993, is amended to read
as follows:

554,.4101 SHORT TITLE.

This Article shaii-be-known-amd may be cited as Uniform
Commercial Code -- Bank Deposits and Collections.

Sec. 79. Section 554.,4102, Code 1993, is amended to read
as follows:

554.4102 APPLICABILITY.

1. To the extent that items within this Article are also
within the-scope-of Articles 3 and 8, they are subject to the
provisions of those Articles. iIn-the-avent-of If there is
confiict, the-previsions-of this Article gevern-these-of

governs Article 3, but the-previsions~of Article 8 gevern
those-of governs this Article.

2. The liability of a bank for action or nonaction with
respect to any an item handled by it for purposes of
presentment, payment, or collection is governed by the law of
the place where the bank is located. 1In the case of action or
nonaction by or at a branch or separate office of a bank, its
liability is governed by the law of the place where the branch
or separate office is located.

Sec. B0. Section 554.4103, Code 1993, is amended to read
as follows:

554.4103 VARIATION BY AGREEMENT -~ MEASURE OF DAMAGES --
€ERTAEIN ACTION CONSTITUTING ORDINARY CARE.

1. The effect of the provisions of this Article may be
varied by agreement except-that-ne-agreement-ean, but the
éarties to the agreement cannot disclaim a bank's

responsibility for its ewn lack of good faith or failure to
exercise ordinary care or ean limit the measure of damages for
suek the lack or failures-but. However, the parties may
determine by agreement determime the standards by which sueh

the bank's responsibility is to be measured if suen those
standards are not manifestly unreasonable.
2. Federal Reserve regqgulations and cperating tettess
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circulars, clearing house rules, and the like; have the effect
of agreements under subsection 1, whether or not specifically
assented to by all parties interested in items handled.

3. Action or nonaction approved by this Article or
pursuant to Federal Reserve regulations or operating ietters
esnasietutes circulars is the exercise of ordinary care and, in

the absence of special instructions, action or nonaction
consistent with clearing house rules and the like or with a
general banking usage not disapproved by this Article, is
prima facie constitutes the exercise of ordinary care.

4. The specification or approval of certain procedures by
this Article dees-net-ecenstitute is not disapproval of other
procedures whieh that may be reasonable under the
circumstances.

5. The measure of damages for failure to exercise ordinary
care in handling an item is the amount of the item reduced by
an amount whieh that could not have been realized by the use
exercise of ordinary carey-and-where. If there is also bad
faith it includes any other damagesy-if-any;-scffered-by the
party suffered as a proximate consequence.

Sec. 8l. Section 554.4104, Code 1993, is amended to read
as follows:

554.4104 DEFINITIONS AND INDEX OF DEFINITIONS.

1. 1In this Article, unless the context otherwise requires:

a. "Account" means any deposit or credit account with a

bank and-imeiudes, including a checkingr;-times;-interest-or

savings-aceount demand, time, savings, passbook, share draft,

or like account, other than an account evidenced by a

certificate of deposit;

b. "Afternoon" means the period of a day between noon and
midnight;

c. "Banking day" means that the part of amy a day on which
a bank is open to the public for carrying on substantially aill

of its banking functions but for the purposes of determining a
bank's midnight deadiine, shall nct include Saturday, Sunday,
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or any holiday when the federal reserve banks are not
performing check clearing functions;

d. "Clearing house" means any an association of banks or
other payors regularly clearing items;

e. "Customer" means any a person having an account with a
bank or for whom a bank has agreed to collect items anéd
+neiudes, including a bank earrying that maintains an account

with at another bank;

f. "Documentary draft" means any-negotiabie-or
nonnegotiabte-draft-with-nceompanying-decuments;-securities-or
other-papers-to-be-detivered-against-honor-of-the-draft a
draft to be presented for acceptance or payment if specified

documents, certified securities (section 554.8102) or

instructions for uncertified securities (section 554.8102) or

other certificates, statements, or the like are to be received

by the drawee or other payor before acceptance or payment of
the draft;
g. "Draft" means a draft as defined in section 554.3104 or

an item, other than an instrument, that is an order:

h. "Drawer" means a person ordered in a draft to make

Eazment H

i. "Item" means any-instrument-for-the-payment-of-money

even-though-it-is-not-negotiable-bue-does-not-incinde-meney an

instrument or a promise or order to pay money handled by a

bank for collection or payment. The term does not include a

payment order governed by Article 12 or a credit or debit card
slip;

h j. “"Midnight deadline" with respect to a bank is
midnight on its next banking day following the banking day on

which it receives the relevant item or notice or from which
the time for taking action commences to run, whichever is
later;
$;--Uproperiy-payablel-ineiudes-the-avatiabiizty-of-£funds
foer-payment-at-the-time-of-deciston-to-pay-or-disheners
4 k. "Settle" means to pay in cash, by clearing house

_60_



1
2
3
4
5
6
7
8
9
0

(7 R P R VY W R VST Y R S R G R S I U IS R SR S R S R S A R e S o i
L P S N S = R = R o R S ¢ LT P, B - VRS S B == T » B « W B RN I, B VU % S O T =)

(V)
w

settiement, in a charge or credit or by remittance, or

otherwise as imnstruceed agreed.
provisional or final;

A settlement may be either

k 1. "Suspends payments" with respect to a bank means that
it has been closed by order of the supervisory authorities,
that a public officer has been appointed to take it over, or

that it ceases or refuses to make payments in the ordinary

course of business.

2. Other definitions applying to this Article and the

sections in which they appear are:

"Agreement for electronic presentment”.

“Bank".

“Collecting bank".
“"Depositary bank".
"Intermediary bank".
"Payor bank",

"Presenting bank".

"Presentment notice".

Section 554.4110.
Section 554.4105.
Section 554.4105.
Section 554.4105.
Section 554.41065,
Section 554.4105.
Section 554.4105.
Secrron-554-4365<
Section 554.4105.

3. The following definitions in other Articles apply to

this Article:
"Acceptance",

"Alteration".

Section 554-34316
554.3409.
Section 554.3407.

"Cashiers check".

Section 554.3104.

"Certificate of deposit"”,

Section 554.3104.

"Certified check".
"Check".

"Draft".

"Good faith",

Seetian-554-34125
Section 554.3409.
Section 554.3104.
Section 554.3104.
Section 554.3103.

"Holder in due course’.
"Instrument",

Section 554.3302.
Section 554.3104.

"Notice of dishoror".

Section 55473568
554.3503.
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"Order". Section 554,3103.
"Ordinary care". Section 554.3103.
"Person entitle to enforce", Section 554.3301.
"Presentment", Section 554735684

554.3501.
bprotestls—n-- e e Section-554:3589+
BSecondary-partydo-c—---m et e m e Section-554+3202+
"Promise". Section 554.3103.
"Prove". Section 554.,3103.
"Teller's check". Section 554.3104.
"Unauthorized signature", Section 554.3403.

4. In addition Article 1 contains general definitions and
principles of construction and interpretation applicable
throughout this Article.

Sec. 82. Section 554.4105, Code 1993, is amended to read

as follows:

554.4105 "BANK" -- “DEPOSITARY BANK" -~ "INTERMEDIARY
BANK" -~ "COLLECTING BANK" -- "PAYOR BANK" ~- "PRESENTING
BANK#---~URBMIPTING-BANK".

In this Article untess-the-context-ostherwise-requires:

l. "Bank" means a person engaged in the business of

banxing, incluéding a savings bank, savings and loan

association, credit union, or trust company;

a 2. "Depositary bank" means the first bank to which take
an item is trarsferred-for-cotieetion even though it is also
the payor bank, unless the item is presented for immediate

payment over the counter:
b 3. "Payor bank" means a bank by-which-an-item-is-payabie

as-drawn-or-accepted that is the drawee of the draft:

e-4. “"Intermediary bank" means any a bank to which an item
is transferred in course of collection except the depositary
or payor bank;

¢ 5. "Collecting bank" means any a bank handling the ar
item for colilection except the payor bank;

e 6. "Presenting bank" means amy a bank presenting an item
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except a payor banks
£---URemitting-bank’-means-any-payer-or-intermediary-bank
remibeing-for-an-ittem,

Sec. 83. Section 554.4106, Code 1993, is amended to read
as follows:

554.4106 SEPARATE OFFICE OF A BANK,

A branch or separate office of a bank is a separate bank
for the purpose of computing the time within which and
determining the place at or to which action may be taken or
notices or orders shati must be given under this Article and
under Article 3.

Sec. B4. Section 554.4107, Code 1993, is amended to read
as follows:

554.4107 TIME OF RECEIPT OF ITEMS.

1. For the purpose of allowing time to process items,
prove balances, and make the necessary entries on its books to
determine its position for the day, a bank may fix an
afternoon hour of two P.M. or later as a cutoff hour for the
handling of money and items and the making of entries on its
books.

2. Any An item or deposit of money received on any day
after a cutoff hour so fixed or after the close of the banking
day may be treated as being received at the opening of the
next banking day. | ‘ - , o

Sec. 85. Section 554.4108, Code 1993, is amended to read
as follows:

554.4108 DELAYS.

1. Unless otherwise instructed, a collecting bank in a
good faith effort to secure payment mayry-in-the-case of a
specific ¢tems item drawn on a payor other than a bank, and

with or without the approval of any person involved, may
waive, modify, or extend time limits imposed or permitted by
this chapter for a period not in-excess-ef-an exceeding two

additional banking day days without discharge of secendary
parties-and-wicheut drawers or endorsers or liability to its
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transferor or any a prior party.

2. Delay by a collecting bank or payor bank beyond time
limits prescribed or permitted by this chapter or by
instructions is excused if (i) the delay is caused by

interruption of communication facilities, suspension of
payments by another bank, war, emergency conditions, failure
of equipment, or other circumstances beyond the control of the

bank preovided-it and (ii) the bank exercises such diligence as

the circumstances require.
Sec. 86. NEW SECTION. 554,4110 ELECTRONIC PRESENTMENT,
1. "Agreement for electronic presentment" means an

agreement, clearing-house rule, or federal reserve regulation
or operating circular, providing that presentment of an item
may be made by transmission of an image of an item or
information describing the item ("presentment notice") rather
than delivery of the item itself. The agreement may provide
for procedures governing retention, presentment, payment,
dishonor, and other matters concerning items subject to the
agreement.

2. Presentment of an item pursuant to an agreement for
presentment is made when the presentment notice is received.

3. 1f presentment is made by presentment notice, a
reference to "item"” or "check" in the Article means the
presentment notice unless the context otherwise indicates.

Sec. 87. NEW SECTION. 554.4111 PAYABLE THROUGH OR
PAYABLE AT BANK -- COLLECTING BANK.
1. 1If an item states that it is "payable through" a bank
identified in the item, (i) the item designates the bank as a

collecting bank and does not by itself authorize the bank to
pay the time, and (ii) the item may be presented for payment
only by or through the bank.

2. If an item states that it is "payable at" a bank
identified in the item, the item is equivalent to a draf:
drawn on the bank.

Sec. 88. EW SECTION. 6554.4112 STATUTE OF LIMITATIONS.
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An action to enforce an obligation, duty, or right arising
under this Article must be commenced within three years after
the cause of action accrues.

Sec. 89. Section 554.,4201, Cede 19393, is amended to read
as follows:

554.4201 PRESHUMPTYION-ANDB-DURATION-OP-AGENEY¥ STATUS OF
COLLECTING BANKS AS AGENT AND PROVISIONAL STATUS OF CREDITS --
APPLICABILITY OF ARTICLE -- ITEM ENDORSED "PAY ANY BANK".

1. Unless a contrary intent clearly appears and prier-te
before the time that a settlement given by a collecting bank
for an item is or becomes final, {subsection-3-of-seceion
554-4213-and-sections-554<-4232-and-554-4223% the bank, with
respect to the item, is an agent or subagent of the owner of
the item and any settlement given for the item is provisional.

This provision applies regardless of the form of endorsement
or lack of endorsement and even though credit given for the
item is subject to immediate withdrawal as of right or is in
fact withdrawn; but the continuance of ownership of an item by
its owner and any rights of the owner to proceeds of the item
are subject to rights of a collecting bank, such as those
resulting from outstanding advances on the item and veaiid
rights of recoupment or setoff. When If an item is handled by

banks for purposes of presentment, payment, and collection, or
return, the relevant provisions of this Article apply even
though action of the parties clearly establishes that a
particular bank has purchased the item and is the owner of

2. After an item has been endorsed with the words "pay
bank" or the like, only a barnk may acquire the rights of a
holder until the item has been:

a. untti-the-:tem-has-been returned to the customer
initiating collection; or

b. until-ene-item-has-been specially endorsed by a bank to
a person who 1s not a bank.

Sec. 90. Section 554.4202, Code 1993, is amended to read
as follows:

.‘




554.4202 RESPONSIBILITY FOR COLLECTION OR RETURN -- WHEN
ACTION SEASONABLE TIMELY.

1. A collecting bank must use exercise ordinary care in:

a, presenting an item or sending it for presentment; and

b. sending notice of dishonor or nonpayment or returning
an item other than a documentary draft to the bank's
transferor or-directiy-te-the-depositary-bank-under-subsection
2-of-sectron-554-4232 after learning that the item has not
been paid or accepted, as the case may be; and

c. settling for an item when the bank receives final
settlement; and

d. making-or-providing-far-any-necessary-protest;-and

es notifying its transferor of any loss or delay in
transit within a reasorable time after discovery thereof,

2. A collecting bank teking-proper-setion-before-its
midnight-deadtine-fotiowsng-receipt-of-an-tetems-notrce-or
payment-acts-seasonablys-taking-proper-action-within-a
reasenabiy-ionger-time-may-be-seasenabie-but-the-bank-has-the
burden-of-so-eacabi+shing exercises ordinary care under
subsection 1 by taking proper action before its midnight
deadline following receipt of an item, notice, or settlement.
Taking proper action within a reasonably longer time may
constitute the exercise of ordinary care, but the bank has'thg

burden of establishing timeliness.

3., Subject to subsection 1, paragraph "a" a bank is not
liable for the insolvency, neglect, misconduct, mistake, or
default of another bank or person or for loss or destruction

of an item in the possession of others or in transit er-in-the

pessessien-cf-others,

Sec. 91. Section 554,4203, Code 1993, is amended to read
as follows:

554.4203 EFFECT OF INSTRUCTIONS.

Subject to the-provistens-of Article 3 concerning
conversion of instruments (section 554-34%9% 554.3420) and the

sovisions-atf-haeh-Aveicta-3-and-thta-Arereie-concerntn
P g
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restrictive endorsements (section 554.3206) only a collecting
bank's transferor can give instructions whieh that affect the
bank or constitute notice to it, and a collecting bank is not
liable to prior parties for any action taken pursuant to such

the instructions or in accordance with any agreement with 1its
transferor.

Sec. 92. Section 554.4204, Code 1993, is amended to read
as follows:

554.4204 METHODS OF SENDING AND PRESENTING -- SENDING
B*REE? DIRECTLY TO PAYOR BANK.

1. A collecting bank must shall send items by a reasonably
prompt method, taking into consideration any relevant
instructions, the nature of the item, the number of sueh those
items on hand, and the cost of collection involved, and the
method generally used by it or others to present sueh those

items.

2. A collecting bank may send:

a. any an item direct directly to the payor bank;

b. any an item to amy a nonbank payor if authorized by its
transfercr; and

C. anry an item other than documentary drafts to any
nonbank payor, if authorized by Federal Reserve regulation or
operating tetter circular, clearing house rule, or the like,

3. Presentment may be made by a presenting bank at a place
where the payor bank or bther payor hasirequested that

presentment be made.
Sec. 93. Section 554.4205, Code 1993, is amended by
striking the section and inserting in lieu therecf the

following:

554.4205 DEPOSITORY BANK HOLDER OF UNINDORSED ITEM.

If a customer delivers an item to a depositary bank for
collection:

1. The depository bank becomes a holder of the item at the
time it receives the item for collection if the customer at

the time of delivery was a hoider of the item, whether or not .,
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1l the customer endorse the item, and, if the bank satisfies the
2 other reguirements of section 554,3302, it is a holder in due
3 course; and

4 2. The depository bank warrants to collecting banks, the

S payor bank or other payor, and the drawer that the amount of

6 the item was paid to the customer or deposited to the

7 customer's account,

8 Sec. 94. Section 554,4206, Code 1993, is amended to read

9 as follows:

10 554.4206 TRANSFER BETWEEN BANKS.
11 Any agreed method whieh that identifies the transferor bank
12 is sufficient for the item's further transfer to another bank.
13 Sec. 95. Section 554.4207, Code 1993, is amended by

14 striking the section and inserting in lieu thereof the

15 following:
16 554.4207 TRANSFER WARRANTIES.

1. A customer or collecting bank that transfers an item

—
© -~

and receives a settlement or other consideration warrants to

[
w

the transferee and to any subsegquent ¢ollecting bank that:

20 a. the warrantor is a person entitled to enforce the item;
21 b. all signatures on the item are authentic and

22 authorized;

23 c. the item has not been altered; ]

24 d. the item is not subject to a defense or claim in

25 recoupment (section 554,3305, subsection 1) of any party than

2]
22

can be asserted against the warrantor; and
e. the warrantor has no knowledge of any insclvency

[ 5 B
.~

proceeding commenced with respect to the maker or acceptor or,

253
e

in the case of an unaccepted draft, the drawer.
2. If an item 1s dishonored, a customer or collecting bank

W w
- o

transferring the item and receiving settlement or other

(9N ]
(a8 ]

consideration is obliged t¢o pay the amount due on the item (i}

w
W

according to the terms of the item at the time it was

transferred, or (ii) if the transfer was an incomplete item,

[ VN I VX
LV I <N

according to its terms when completed as stated in sections
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554.3115%5 and 554.3407. The obligation of a transferor is owed
to the transferee and to any subsequent collecting bank that
takes the item in good faith, A transferor cannot disclaim
its obligation under this subsection by an endorsement stating
that it is made "without recourse" or otherwise disclaiming
liability.

3. A person to whom the warranties under subsection 1 are
made and who took the item in good faith may recover from the
warrantor as damages for breach of warranty an amount equal to
the loss suffered as a result of the breach, but not more than
the amount of the jtem plus expenses and loss of interest
incurred as a result of the breach.

4. The warranties stated in subsection 1 cannot be
disclaimed with respect to checks. Unless notice of a claim
for breach of warranty is given to the warrantor within thirty
days after the claimant has reason to know of the breach and
the identity of the warrantor, the warrantor is discharged to
the extent of any loss caused by the delay in giving notice of
the claim.

5. A cause of action for breach of warranty under this
section accrues when the claimant has reason to know of the
breach.

Sec. 96. Section 554.4208, Code 1993, is amended to read
as folilows: . _ _

554.4208 SECOURITY INTEREST OF COLLECTING BANK IN ITEMS,
ACCOMPANYING DOCUMENTS AND PROCEEDS.

1. A collecting bank has a security interest in an item
and any accompanying documents or the proceeds of either:

a. in case of an item deposited in an account, to the
extent to which credit given for the item has been withdrawn
or applied;

b. in case of an item for which it has given, credit
available for withdrawal as of right, to the extent of the
credit given whether or not the credit is drawn upon and

whetkher Oor met there is a right of charge-back; or
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¢. 1if it makes an advance on or against the item.

2. When If credit which-has-been given for several items
received at one time or pursuant to a single agreement is
withdrawn or applied in part, the security interest remains
upon all the items, any accompanying documents or the proceeds
of either. For the purpose of this section, credits first
given are first withdrawn.

3. Receipt by a collecting bank of a final settlement for
an item is a realization on its security interest in the item,
accompanying documents and proceeds. Po-the-extent-and-se So
long as the bank does not receive final settlement for the
item or give up possession of the item or accompanying
documents for purposes other than collection, the security
interest continues to that extent and is subject to the

provistens-of Article 9 exeept-thad, but:

a. no security agreement is necessary to make the security
interes: enforceable (subsection-i-Upl-of section 55479283
554.9203, subsection 1, paragraph "a"): and

b. no filing is reguired to perfect the security interest;

and

C. the security interest has priority over conflicting
perfected security interests in the item, accompanying
documents, Or proceeds.

Sec. 97. Section 554.4209, Code 1993, is amended to read
as follows:

554.4209 WHEN BANK GIVES VALUE FOR PURPOSES OF HOLDER IN
DUE COURSE.

For purposes of determining its status as a holder in due

course, the a bank has given value to the extent that it has

security interest in an item provided-that, if the bank
otherwise complies with the requirements of section 554.3302
on what constitutes a holder in due course,.

Sec. 98. Section 554.4210, Code 1993, 1is amended to read

follows:

554.4210 PRESENTMENT BY NOTICE OF ITEM NOT PAYABLE BY,
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THROUGH OR AT A BANK -- LIABILITY OF SECONDARY PARTIES. .
1. Unless otherwise instructed, a collecting bank may

present an item not payable by, through or at a bank by

sending to the party to accept or pay a written notice that

the bank holds the item for acceptance or payment. The notice

must be sent in time to be received on or before the day when

presentment is due and the bank must meet any requirement of

the party to accept or pay under section 554:3585 554.3501 by

the close of the bank's next banking day after it knows of the

requirement. .
2. Where If presentment is made by notice and metther
honor-ner payment, acceptance, or request for compliance with
a requirement under section 55453565 554.3501 is receilved by
the close of business on the day after maturity or, in the
case of demand items, by the close of business on the third
banking day after notice was sent, the presenting bank may
treat the item as dishonored and charge any secondary-party 7
drawer or endorser by sending the-secendsry-party it notice of .
the facts.
Sec. 99, Section 554.4211, Code 1993, is amended by
striking the section and inserting in lieu thereof the

following:

554.4211 MEDIUM AND TIME OF SETTLEMENT BY BANK.

1. With respect to settlement by a bank, the medium and
time for settlement may be prescribed by federal reserve
regulations or c¢irculars, clearing-house rules, and the like,
or agreement. In the absence of such prescription:

a. the medium of settlement is cash or credit to an
account in a federal reserve bank of or specified by the
person to receive settlement; and

b. the time of settlement is:

(1) with respect to tender of settlement by cash, a
cashier's check, or teller's check, when the case or check is

sent or delivered.
(2) wich respect to tender cf settlement by credit in an ‘
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account in a federal reserve bank, when the credit is made.

(3) with respect to tender of settlement by a credit or
debit to an account in a bank, when the credit or debit made
or, in the case of tender of settlement by authority to charge
an account, when the authority is sent or delivered; or

(4) with respect to tender of settlement by a funds
transfer, when payment is made pursuant to section 554.12406,
subsection 1 to the person receiving the settlement.

2. If the tender of settlement is not by a medium
authorized by subsection 1 or the time of settlement is not
fixed by subsection 1, no settlement occurs until the tender
of settlement is accepted by the person receiving the

settlement.
3. If settliement for an item is made by cashier's check or
teller's check and the person receiving settlement, before its

midnight deadline:

a. presents or forwards the check for collection,
settlement is final when the check is finally paid; or

b. fails to present or forward the check for collection,
settlement is final at the midnight deadline of the person
receiving settlement.

4, If settlement for an item is made by giving authority
to charge the account of the bank giving settlement in the
bank receiving settlement, settlement is final when the charge
is made by the bank receiving settlement if there are funds
available in the account for the amount of the item.

Sec. 100. Section 554.4212, Code 1993, is amended to read
as follows:

554.4212 RIGHT OF CHARGE-BACK OR REFUND -- LIABILITY OF
COLLECTING BANK -- RETURN QF ITEM.

1. If a collecting bank has made provisional settlement

with its customer for an item and t+eseif fails by reason of
dishonor, suspension of payments by a bank, or otherwise to
receive a settlement for the item which is or becomes final,
the bank may revoke the settlement given by it, charge back
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the amount of any credit given for the item to its customer's
account, or obtain refund from its customer whether or not it
is able to return the ttems item, if by its midnight deadline
or within a longer reasonable time after it learns the facts
it returns the item or sends notification of the facts. If
the return or notice is delayed beyond the bank's midnight

deadline or a longer reasonable time after it learns the
facts, the bank may revoke the settlement, charge back the
credit, or obtain refund from its customer, but it is liable

for any loss resulting from the delay. These rights to
revoke, charge back and obtain refund terminate if and when a

settlement for the item received by the bank 1s or becomes
final {subsectien-3-of-section-554-4211-and-subsections-2-and
3-af-section-554-42134.

2:--Hithé5-the-téme-and—manner-prescrébed-by—this-sectien
and-seetton-554-43617;-an-tntermediary-or-payor-bank;-as-the
case-may-bej-may-return-an-unpaid-item-directiy-to-the
deposivary-bank-and-may-seand-for-coilection-a-draft-an-the
depasitary-bank-and-cbtain-retmbursement:--In-suer-case;-:£
the-depositary-bank-haa-received-provisionat-settiement—-£for
the-ttemy-it-must-reimburse-the-bank-drawing-the-draft-and-any
provisionesi-credits-for-the-rtem-between-banks-shati-become
and-remetn-finais

2. A collecting bank.returns an item when it is sent or

gelivered to the bank's customer or transferor or pursuant to

its instructions,.

3. A depositary bank which that is also the payor may
charge back the amount of an item to its customer's account or
obtain refund in accordance with the section governing return
¢f an item received by a payor bank for credit on its books
{section 554.4301).

4. The right to charge-back is not affected by:

a. prior previous use of the a credit given for the item;
or

b. failure by any bank to exercise ordinary care with
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respect to the item, but any a bank so failing remains liable.

5. A failure to charge-back or claim refund does not
affect other rights of the bank against the customer or any
other party.

6., If credit is given in dollars as the equivalent of the
value of an item payable in & foreign eurremey money, the
dollar amount of any charge-back or refund shaii must be
calculated on the basis of the buying-sight bank-offered spot

rate for the foreign eurrency money prevailing on the day when
the person entitled to the charge-back or refund learns that
it will not receive payment in ordinary course.

Sec. 101. Section 554.4213, Code 1993, is amended to read
as follows:

554.4213 FPINAL PAYMENT OF ITEM BY PAYOR BANK -- WHEN
PROVISIONAL DEBITS AND CREDITS BECOME FINAL -~ WHEN CERTAIN
CREDITS BECOME AVAILABLE FOR WITHDRAWAL.

1. An item is finally paid by a payor bank when the bank
has first done any of the followingj-whichever-happens-£firse:

a. paid the item in cash; er

b. settled for the item without reserving having a right
to revoke the settlement and-without-having-sueh-right under
statute, clearing house rule, or agreement; or

cr-—complieted-che-process-of-posting-the-ttem-to-the
indicated-account-of-the-drawer;-maker-or-other-persen-to-be
enarged-therewiths-or

d ¢. made a provisional settlement for the item and failed
to revoke the settlement in the time and manner permitted by
statute, clearing house rule, or agreement.

Upeon-a-£inat-payment-under-subparagraphs-ibhy;li-Lell-gp-ugu
tihe-payor-bank-shati-be-accountabie-for-the-ameunt-of-the
teems

2 3. If provisional settlement for an item between the
presenting and payor banks is made through a clearing house or
by debits or credits in an account between them, then to the
extent that provisional debits or credits for the item are
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entered in accounts between the presenting and payor banks or
between the presenting and successive prior collecting banks
seriatim, they become final upon final payment of the item by
the payor bank.

3 4. If a collecting bank receives a settlement for an
item which is or becomes final tsubsection-3-sf-section
55474233;-subsection-2-0f-this-section}y the bank is
accountable to its customer for the amount of the item and any
provisional credit given for the item in an account with 1ts
customer becomes final.

4 5. Subject to (i) applicable law stating a time for
availability of funds and (ii) any right of the bank to apply
the credit to an obligation of the customer, credit given by a
bank for an item in an-account-with-its-eustomer a customer's

account becomes available for withdrawal as of right:

a. in-any-cese-where 1f the bank has received a
provisional settlement for the item, -- when sueh the
settlement becomes final and the bank has had a reasonable
time to iearn-that-the-settiement-is-£fimat receive return of
the item and the item has not been received in that time;

b. 4&n-any-cese-where if the bank is both a the depositary
bank and & the payor bank, and the item is finally paid, -- at
the opening of the bank's second banking day following receipt

of the item.

5. A-depesiec-ef-money-tn-a-bank-is-finai-when-made-bues’
sub4eet Subject to applicable law stating a time for
availability of funds and any right of the a bank to apply the
a deposit of money to an obligation of the customer, the
deposit becomes available for withdrawal as of right at the
opening of the bank's next banking day feitewing after receipt

of the deposit.
Sec. 102. Section 554.4214, Code 1993, is amended to read

as follows:
554.4214 INSOLVENCY AND PREFERENCE.
1. aAmy If an item 15 in or coming comes into che
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possession of a payor or collecting bank whteh that suspends
payment and which the item %8 has not been finally paid shaii,
the item must be returned by the receiver, trustee, or agent

in charge of the closed bank to the presenting bank or the
closed bank's customer.

2. If a payor bank finally pays an item and suspends
payments without making a settlement for the item with its
customer or the presenting bank which settlement is or becomes
final, the owner of the item has a preferred claim against the
payor bank.

3. If a payor bank gives or a collecting bank gives or
receives a provisional settlement for an item and thereafter
suspends payments, the suspension does not prevent or
interfere with the settiement settlements becoming final if

such the finaiity occurs automatically upon the lapse of
certain time or the happening of certain events tsubseetion-3
of-section-554-4231;-subsectrons-1-Ud4;-2-and-3-0f-section
55447233,

4. If a collectirng bank receives from subsequent parties
settlement for an ltem which settlement is or becomes final
and the bank suspends payments without making a settlement for
the ltem with its customer which settlement is or becomes
final, the owner of the item has a preferred claim against
suck the collecting bank.

Sec. 103. NEW SECTION. 554.4215 PRESENTMENT WARRANTIES.

1. If ar unaccepted draft 1s presented to the drawee for

payment or acceptance and the drawee pays or accepts the
draft, (1) the person obtaining payment or acceptance, at the
time of presentment, and (ii) a previous transferor of the
draft, at the time of transfer, warrant to the drawee that
pays or accepts the draft in good faith that:

a. the warrantor is, or was, at the time the warrantor
transferred the draft, a person entitled to enforce the draft
or authorized to obtain payment or acceptance of the draft ¢n
behalf of a person entitled to enforce the draft;
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b. the draft has not been altered:; and

¢. the warrantor has no knowledge that the signature of
the purported drawer of the draft is unauthorized.

2. A drawee making payment may recover from a warrantor
damages for breach of warranty equal to the amount paid by the
drawee less the amount the drawee received or is entitled to
receive from the drawer because of the payment. In addition,
the drawee is entitled to compensation for expenses and loss
of interest resulting from the breach. The right of the
drawee to recover damages under this subsection is not
affected by any failure of the drawee to exercise ordinary
care in making payment. If the drawee accepts the draft (i)
breach of warranty is a defense to the obligation of the
acceptor, and (ii) if the acceptor makes payment with respect
to the draft, the acceptor is entitled to recover from a
warrantor for breach of warranty the amounts stated in this
subsection.

3. I1f a drawee asserts a c¢laim for breach of warranty
under subsection 1 based on an unauthorized endorsement of the
draft or an alteration of the draft, the warrantor may defend
by proving that the endorsement is effective under section
554.3404 or 554.3405 or the drawer is precluded under section
554.3406 or 554.4406 from asserting against the drawee the
unauthorized endorsement or alteration.

4. If (i) a dishonored draft is presented for payment to
the drawer or an endocrser or (ii) any other item is presented
for payment to a party obliged to pay the item, and the item
is paid, the person obtaining payment and a prior transferor
of the item warrant to the person making payment in good faith
that the warrantor is, or was, at the time the warrantor
transferred the item, a person entitled to enforce the item or
authorized to obtain payment on behalf of a person entitled to
enforce the item. The person making payment may recover from
any warrantor for breach of warranty an amount egqual to the

amount paié plus expenses and loss of interest resulting from
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the breach.

5. The warranties stated in subsections 1 and 4 cannot be
disclaimed with respect to checks. Unless notice of a claim
for breach of warranty is given to the warrantor with thirty
days after the claimant has reason to know of the breach and
the identity of the warrantor, the warrantor is discharged to
the extent of any loss caused by the delay in giving notice of
the claim.

6. A cause of action for breach of warranty under this
section accrues when the claimant has reason to know of the
breach.

Sec. 104. NEW SECTION, 554.4216 ENCODING AND RETENTION
WARRANTIES.

1. A person who encodes information on or with respect to

an 1tem after issue warrants to any subsequent collecting bank
and to the payor bank or other payor that the information is
correctly encoded. If the customer of a depositary bank
encodes, that bank also makes the warranty.

2. A person who undertakes to retain an item pursuant to
an agreement for electronic presentment warrants to any
subsequent collecting bank and to the payor bank or other
payor that retention and presentment of the item comply with
the agreement. 1If a customer of a depository bank undertakes
to retain an item, that bank also makes this warranty.

3. A person to whom warranties are made under this section
and who took the item in good faith may recover from the
warrantor as damages for breach of warranty an amount equal to
the loss suffered as a result of the breach, plus expenses and
loss of interest incurred as a result of the breach.

Sec. 105. Section 554.4301, Code 1993, is amended to read
as follows:

554.4301 DEFERRED POSTING -- RECOVERY OF PAYMENT BY RETURN
OF ITEMS =-- TIME OF DISHONOR -~ RETURN OF ITEMS BY PAYOR BANK.

1. Where-an-autirorized-settisment If a payor settles for a

demand item tother than a documentary drafty-received-by-a
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payor-bank presented otherwise than for immediate payment over .
the counter has-been-made before midnight of the banking day
of receipt, the payor bank may revoke the settlement and
recover amy the payment settlement if, before it has made
final payment tsubsection-t-eof-section-55474233+ and before
its midnight deadline, it

a. returns the item; or

b. sends written notice of dishonor or nonpayment if the
item is heid-fer-protest-or-is-stherwise unavailable for
return; and the item or notice includes the reason for
dishonor or nonpayment.

2. If a demand item is received by a payor bank for credit
on its books, it may return sueh the item or send notice of
dishonor and may revoke any credit given or recover the amount
thereof withdrawn by its customer, if it acts within the time
limit and in the manner specified in the-preceding subsection

1

3. Unless previous notice of dishonor has been sent, an .1
item is dishonored at the time when for purposes of dishonor
it is returned or notice sent, in accordance with this

section.

4. An item is returned:

a. as to an item received presented through a clearing
house, when it i1s delivered to the presenting or last

collecting bank or to the clearing house or is sent or

delivered in accordance with tts clearing house rules; or

b. in all other cases, when it is sent or delivered to the
bank's customer or transferor or pursuant to that customer's
or transferor's instructions.

Sec. 106. Section 554.4302, Code 1993, is amended to read
as follows:

554.4302 PAYOR BANK'S RESPONSIBILITY FOR LATE RETURN OF
ITEM.

l. iIn-the-absence-of-a-vaiid-defense-such-as-breach-of-»
preaersment-warranty-tsubasectron-i-of-section-554:-4268737 .
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settiement-effected-or-the-tike;-4£ If an item is presented on
to and received by a payor bank, the bank is accountable for
the amount of:

a. a demand item, other than a documentary draft, whether
properly payable or not, if the bank, in any case where in
which it is not also the depositary bank, retains the item
beyond midnight of the banking day of receipt without settling
for it or, regardieas-eof whether or not it is also the
depositary bank, does not pay or return the item or send
notice of dishonor until after its midnight deadline; or

b, any other properly payable item unless, within the time
allowed for acceptance or payment of that item, the bank
either accepts or pays the item or returns it and accompanying
documents.

2. The liability of a payor bank to pay an item pursuant
to subsection 1 is subiect to defenses based on breach of a
presentment warranty (sectioh 554.4208) or proof that the
person seeking enforcement of the liability presented or
transferred the item for the purpose of gdefrauding the payor

bank.
Sec. 107. Section 554.4303, Code 1993, is amended to read
as follows:

554.4303 WHEN ITEMS SUBJECT TO NOTICE, SPOP-ORBER STOP-
PAYMENT ORDER, LEGAL PROCESS, OR SETOFF -- ORDER IN WHICH
ITEMS MAY BE CHARGED COR CERTIFIED.

i. Any knowiedge, notice, or step-order stop-payment order
received by, legal process served upon, or setoff exercised by
a payor bankjy-whether-or-net-effective-under-other-ruies-of

taw comes too late to terminate, suspend, or modify the bank's
right or duty to pay an item or to charge its customer's
account for the items;-cemes-too-iate-to-ss-terminate;-suapend
ar-modify-such-right-or-duty if the knowledge, notice, step

erder stop-payment order, or legal process is received or
served and a reasonable time for the bank to act thereon
expires or the setoff is exercised after the banr-has-denme-any
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earliest of the following:
a. aceepted-or-certified the bank accepts or certifies the

item;

b. pa+d the bank pays the item in cash;

c. settied the bank settles for the item without reserving
having a right to revoke the settlement and-without-having

sueh-rxght under statute, clearing house rule, or agreement;
ds--eompieted-the-process-cf-posting-the-i1tem-to-the
indicated-aceount-of-the-draver;-maker-or-other-person-to-be
charged-therewith-or-stherwise-has-evidenced-by-examinatzon-of
such-indicated-aceount-and-pby-action-ttas-deciston-to-pay-the
teems oOr
e d. beeome the bank becomes accountable for the amount of

the item under subsection-i-2d:-of-section-55474213-and
section 554.4302 dealing with the payor bank's responsibility
for late return of itemss<s; or

e. with respect to checks, a cutoff hour no earlier than .
one hour after the opening of the next banking day after the

banking day on which the bank received the check and no later

than the close of that next banking day or, if no cutoff hour
is fixed, the close of the next banking day after the banking

day on which the bank received the check.

2. Subject to the-provisiens-of subsection 1 items may be
accepted, paid, certified or charged to the indicated account
£ its customer in any order eenvenient-to-the-bank.
Sec. 108. Section 554.4401, Code 1993, is amended to read
as follows:
554.4401 WHEN BANK MAY CHARGE CUSTOMER'S ACCOUNT.
1. As-agarnst-its-customers;-& A bank may charge against

the customer's account any of a customer an item whiel that is

otherwise properly payable from that account even though the
charge creates an overdraft. An item 1s properly payable if

it is auvthorized by the customer and is in accordance with any

agreement between the customer and bank.
2. A customer is not liable for the amount ¢f an overdraft 4
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if the customer neither signed the item nor benefited from the
proceeds of the item.

3. B bank may charge against the account of a customer a

check that is otherwise properly payable from the account,
even though payment was made before the date of the check,
unless the customer has given notice to the bank of the

postdating describing the check with reasonable certainty.

The notice is effective for the period stated in section

554.4403, subsection 2, for stop-payment orders, and must be

received at such time and in such manner as to afford the bank

a reasonable opportunity to act on it before the bank takes

any action with respect to the check described in section
554.4303. If a bank charges against the account of a customer
a check before the date stated in the notice of postdating,
the bank is liable for damages for the loss resulting from its

act. The lcss may include damages for dishonor of subseguent

items under section 554.4402.
2 4. A bank whieh that in good faith makes payment to a

holder may charge the indicated account of its customer
according to:

a. the original tenor terms of the customer's altered
item; or

b. the tenser terms of the customer's completed item, even
though the bank knows the item has been completed unless the

pank has notice that the completion was improper,

Sec. 109. Section 554.4402, Code 1993, is amended to read
as follows:

554.4402 BANK'S LIABILITY TO CUSTOMER FPOR WRONGFUL
DISHONOR -- TIME OF DETERMINING INSUFFICIENCY OF ACCOUNT.

1. Except as otherwise provided in this Article, a payor
bank wrongfully dishonors an item if it dishonors an item that
is properly payable, but a bank may dishonor an item that

would create an overdraft unless it has agreed to pay the

overdraft.
2. A payor bank is liable to its customer for damages

-89




W ~ AN B W

W W W W W W R R R R R R RN R O b e
U s WO W~ N B WO WX S W i W R DD

wy
.

™
m
irj

proximately caused by the wrongful dishonor of an item. When
the-dishensr-sceurs-through-miscake-trabsizey Liability is
limited to actual damages proveds--if-se-proximateiy-caunsed
and-proved-damages and may include damages for an arrest or
prosecution of the customer or other consequential damages.
Whether any consequential damages are proximately caused by
the wrongful dishonor is a question of fact to be determined
in each case.

3. A payor bank's determination of the customer's account

balance on which a decision to dishonor for insufficiency of
available funds is based may be made at any time between the
time the item is received by the payor bank and the time that

the payor bank returns the item or gives notice in lieu of

return, and no more than one determination need be made. If,

at the election of the payor bank, a subseguent balance

determination is made for the purposes of reevaluating the

bank's decision to dishonor the item, the account balance at

the time is determinative of whether a dishonor for

irsufficiency of available funds is wrongful.

Sec. 110. Section 554.4403, Code 1993, is amended to read
as follows:

554.4403 CUSTOMER'S RIGHT TO STOP PAYMENT -- BURDEN OF
PROOF OF LOSS,

1. A customer may-by-srder-to-the-customeris-bank-step

payment-of-any-item-payabie-for-the-custemerts-account-but-the
erder-must-be Or any person authorized to draw on the account

if there is more than one person may stop payment of an itenm

drawn on the customer's account or close the account by an

order to the bank describing the item or account with

reasonable certainty received at such a time and in such a

manner as-to-gafford that affords the bank a reasonable

opportunity to act on it prier-te before any action by the
bark wlth respect to the item described in section 554.4303.
If the signature of more than one person is required to draw

on an account, any of these persons may stop payment or close
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the account.

2. An-oral-erder-ia-binding-upon-the-bank-onty-for
fourteen-catendar-days-uniess-~cenfirmed-in-writtng-within-that
period.--A-written-crder-is-effective-for-oniy-six-menths
uniess-renewed-tn-writing A stop-payment order is effective
for six months, but it lapses after fourteen calendar days if
the origina) order was oral and was not confirmed in writing

within that period. A stop-payment order may be renewed for

additional six-month periods by a writing given to the bank

within a period during which the stop-payment order is

effective,
3. The burden of establishing the fact and amount of loss
resulting from the payment of an item contrary to a binrding

stop-payment stop-paymnent order or order to close an account

is on the customer. The loss from payment of an item contrary

to a stop-payment order may include damages for dishonor of

subsequent items under section 554.4402.

Sec. 111. Section 554.4405, Code 1993, is amended to read
as follows:

554.4405 DEATH OR INCOMPETENCE OF CUSTOMER.

1. A payor or collecting bank's authority to accept, pay,

or collect an item or to account for proceeds of its
collection, if otherwise effective, is not rendered
ineffective by incompetence of a customer of either bank
existing at the time the item is issued or its collection is
undertaken if the bank does not know of an adjudication of
incompetence. Neither death nor incompetence of a customer
revokes suen the authority to accept, pay, collect or account
until the bank knows of the fact of death or of an
adjudication of incompetence and has reasonable opportunity to

act on it.
2. Even with knowledge, a bank may for ten days after the
date of death pay or certify checks drawn on or prier-te

before that date unless ordered to stop payment by a person

claiming an interest in the account.
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Sec. 112. Section 554.4406, Code 1993, is amended to read
as follows:

554.4406 CUSTOMER'S DUTY TO DISCOVER AND REPORT
UNAUTHORIZED SIGNATURE OR ALTERATION,

1. Wher-a-bank-sends-to-tta-customer-a-statement-of

account-accompanted-by-itema-patd-in-good-£fatth-in-support-of

the-debit-entries-or-haids-the-statement-and-ttems-pursuant-to
a-request-or-instructions-of-its-custemer-or-otherwise-in-a
reasonabie-manner-makes-the-statement-and-items-avaiiabie-te
the-customer;-the-custemes-must-exercise-reascnabite-care-and
promptuesa-to-examine—the-statement-and-+eans-to-drscover-the
custemerig-unantherized-signature-ar-any-aiteration-on-an-icem
and-must-notify-the-bank-promptiy-after-diacovery-thereofs A
bank that sends or makes available to a customer a statement

of account showing payment of items for the account shall

either return or make avajlable to the customer the items paid

or provide information in the statement of account sufficient

to allow the customer reasonably to identify the items paid.

The statement of account provides sufficient information, if

the i1tem ig described by item number, amount, and date of

payment.
2. If the items are not returned to the customer, the

person retaining the items shall either retain the items or,

if the items are destroyed, maintain the capacity to furnish

legible copies of the items until the expiration of seven

years after receipt of the items. A customer may regquest

item from the bank that paid the item, and that bank must

provide in a reascnable time either the item or, if the item

has been destroyed or is not otherwise obtainable, a legible

copy of the item.
3., If a bank sends or makes available a statement of

account or items pursuant to subsection 1, the customer must

exercise reasonable prompaness in examining the statement or

the items to determine whether any payment was not authorized

because of an alteration of an item or because a purported
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signature by or on behalf of the customer was not authorized.

If, based on the statement or items provided, the customer

should reasonably have discovered the unauthorized payment,

the customer must promptly notify the bank of the relevant

facts.

2 4. If the bank estabiishes proves that the customer
failed, with respect to an item, to comply with the duties
imposed on the customer by subsection % 3 the customer is
precluded from asserting against the bank:

2. the customer's unauthorized signature or any alteration
on the item, if the bank also estabiishes proves that it
suffered a loss by reason of sueh the failure; and

b. eanm the customer's unauthorized signature or alteration

-4 by the same wrongdoer on any other item paid in good faith by

5 the bank efter-the-firat-itam-and-statement-wvas-avaiiable-ts

6 the-customer-for-a-reassnabie-peried-not-exceeding-fourteen

eaiendar-days-and-before-the-bank-receives-notrfication-from
the-ecustomer-of-any-such-unavthorized-signature-or-atteraczon
if the payment was made before the bank received notice from

the customer of the unauthorized signature or alteration and
after the customer had been afforded a reasonable period of

time, not exceeding thirty days, in which to examine the item

or statement of account and notify the bank.

3;--Fhe-preciusion-under-subsection-?2-does~-not-appiy-rf-the
enstomer-estabttshes-tack-of-ordrnary-care-on-the-part-of-the
bamk-tn-paytng-the-ttemtays

5. If subsection 4 applies and the customer proves that

the bank failed to exercise ordinary care in payment the item
and that the failure substantial contributed to loss, the loss
is allocated between the customer precluded and the bank

asserting the preclusion according to the extent to which the

failure of the customer to comply with subsection 3 and the

failure of the bank to exercise ordinary care contributed to

the loss. If the customer proves that the bank did not pay

the item in good faith, the preclusion under subsection 4 dces
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not apply.
4 6. Without regard to care or lack of care of either the

customer or the bank, a customer who does not within one year
frem-the-time after the statement and or items are made
available to the customer {subsection 1) discover and report
the customer's unauthorized signature on or any alteration on
the-face-or-back-ocf-tha-item-or-does-net-within-three-years
frem-that-time-discover-and-report-any-unasthorzzed -
endorsement on the item is precluded from asserting against
the bank suen the unauthorized signature or endersement-or
auel alteration. If there is a preclusion under this

subsection, the payor bank may not recover for breach of

warranty under section 554.4208 with respect to the
unauthorized signature or alteration to which the preclusion

applies.

5s--If-under-this-seetion-a-payor-bank-has-a-vaiid-defense

against-a-cigim-ef-a-customer-upon-or-resuicing-from-payment
ef-an-irtem-and-waives-ar-£faris-upon-request-to-assere-the
defense-the-bank-may-not-assert-againat-any-cottecerng-bank-or
other-prior-party-presenting-or-transferring-the-teem-g-ctezm
based-upon-the-unauthorized-signature-or-atteration-gtving
rrse~-to-the-customeris-ctarms

Sec. 113. Section 554.4407, Code 1993, is amended to read
as follows: " | ’ _ o

554.4407 PAYOR BANK'S RIGHT TO SUBROGATION ON IMPROPER
PAYMENT.

If a payor bank has paid an item over the stap-payment
order of the drawer or maker to stop payment, or after an

account has been closed, or otherwise under circumstances

giving a basis for objection by the drawer or maker, to
prevent unjust enrichment and only to the extent necessary to
prevent loss to the bank by reason of its payment of the item,
the payor bank shati-be 15 subrogated to the rights

a. of any holder in due course on the item against the
drawer or maker; and

.
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b. of the payee or any other holder of the item against
the drawer or maker either on the item or under the
transaction out of which the item arose; and

¢. of the drawer or maker against the payee or any other
holder of the item with respect to the transaction out of
which the item arose.

Sec. 114. Section 554.4501, Code 1993, is amended to read
as follows:

554.4501 HANDLING OF DOCUMENTARY DRAFTS -~ DUTY TO SEND
FOR PRESENTMENT AND TO NOTIFY CUSTOMER OF DISHONOR.

A bank which that takes a documentary draft for collection
muse shall present or send the draft and accompanying
documents for presentment and, upon learning that the draft
has not been paid or accepted in due course must, shall
seasonably notify its customer of sueh the fact even though it
may have discounted or bought the draft or extended credit
available for withdrawal as of right.

Sec. 115. Section 554.4502, Code 1993, is amended to read
as follows:

554.4502 PRESENTMENT OF "ON ARRIVAL" DRAFTS.

Wren If a draft or the relevant instructions require
presentment "on arrival", "when goods arrive” or the like, the
collecting bank need not present until in its judgment a
reasonable time for arrival of the goods has expired. Refusal
to pay or accept because the goods have not arrived is not
dishonor; the bank must notify its transferor of sueh the
refusal but need not present the draft again until it is
instructed to do so or learns of the arrival of the goods.

Sec. 116. Section 554.4503, Code 1993, is amended to read
as follows:

554.4503 RESPONSIBILITY OF PRESENTING BANK FOR DOCUMENTS
AND GOODS -- REPORT OF REASONS FOR DISHONOR -- REFEREE IN CASE
OF NEED.

Unless otherwise instructed and except as provided in
Article 5, a bank presenting a documentary drafs:
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a. must deliver the documents to the drawee on acceptance
of the draft if it is payable more than three days after
presentment; otherwise, only on payment; and

b. wupon dishonor, either in the case of presentment for
acceptance or presentment for payment, may seek and follow
instructions from any referee in case of need designated in
the draft or, if the presenting bank does not choose to
utilize the referee's services, it must use diligence and good
faith to ascertain the reason for dishonor, must notify its
transferor of the dishonor and of the results of its effort to
ascertain the reasons therefor, and must reguest instructions,

But However, the presenting bank is under no obligation
with respect to goods represented by the documents except to
follow any reasonable instructions seasonably received; it has
a right to reimbursement for any expense incurred in following
instructions and to prepayment of or indemnity for sweh those
experses.

Sec, 1l7. Section 554.4504, subsection 1, Code 1993, is
amenced to read as follows:

1. A presenting bank which that, following the dishonor of
a documentary draft, has seasonably requested instructions but
does not receive them within a reasonable time may store,
sell, or otherwise deal with the goods in any reasonable
manner. '_ _ ) .

Sec, 118. Section 554.5103, subsection 3, Code 1993, is
amended to read as follows:

3. Definitions in other Articles applying to this Article
and the sections in which they appear are:

"Accept" or "“Acceptance", Section 554734196
554.3409.
"Contract for sale". Section 554,2106.
"Draft". Section 554.3104.
"Holder in due course". Section 554.3302.
"Micénight deadiine”. Section 5%4.4104.
"Security”. Section 554.8102. .
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Sec. 119. Section 554.9206, subsection 1, Code 1993, is
amended to read as follows:

1. Subject to any statute or decision which establishes a
different rule for buyers or lessees of consumer goods, an
agreement by a buyer or lessee that the buyer or lessee will
not assert against an assignee any claim or defense which the
buyer or lessee may have against the seller or lessor is
enforceable by an assignee who takes that assignee's
assignment for value, in good faith and without notice of a
claim or defense, except as to defenses of a type which may be
asserted against a holder in due course of a negotiable
instrument under the Article on €emmercial-Paper Negotiable
Instruments (Article 3). A buyer who as part of one
transaction signs both a negotiable instrument and a security

agreement makes such an agreement.

Sec. 120. DIRECTION TO CODE EDITOR.

The Code editor is directed to renumber section 554.4215 to
section 554.4208 and renumber section 554.4216 to 554.4209,
renumber subsequent sections through section 554.4214
accordingly, and correct internal references.

Sec. 121. REPEALS

1. Sections 554.3101 through 554.3806, Code 1993, are
repealed, .

2. Section 554.4109, Code 1933, is repealed.

EXPLANATION

This bill amends the chapter 554, the Uniform Commercial
Code, by rewriting Article 3 relating to commercial paper,
amends Article 4 relating to bank deposits and collections in
conformance with recommendations by the American law institute
and the national conference of commissioners on uniform state
laws, and provides conforming amendments to various sections
of the Code.

Part 1 of the new Article 3 establishes general provisions,
inciuding definitions, requirements for the issuance and
payment of negotiable instruments, anc liability parties
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involved in a breach of an obligation arising from transaction
involving an instrument.

Part 2 provides for the negotiation, transfer, and
endorsement of negotiable instruments, including rights
acquired by transfer and reacquisitions. The bill includes
requirements regarding endorsements, including special and
blank endorsements, restrictive endorsements.

Part 3 provides for the enforcement of instruments, by
providing for the rights of holders of the instruments;
requirements relating to the transfer of instruments for value
and consideration; the payment of overdue instruments;
defenses and claims in recoupment; duties owed by fiduciaries;
evidence of lost, destroyed, or stolen instruments; the
discharge of obligations; and obligations occurring upon an
instrument's loss.

Part 4 provides for the liability of parties, including
requirements for signatures; the conseguences of a fraudulent
endorsement or alterations; the acceptance of checks and other
drafts; the obligations of issuers, acceptors, drawers, and
endorsers; warranties; and the conversion of instruments.,

Part S5 provides for the dishonor of instruments, including
requirements relating to presentment, and notice.

Part & provides for discharge and payment, including the
effect of discharge, and methods to accomplish discharge and
the tender of payment.

The bill also amends various sections in Article 4,
including sections providing for definitions, payment
tequirements, presentment, a statute of limitations,
warranties, settlement, liability, the return of items, and
bank charges.

The bill directs the Code editor to make changes necessary
to conform the bill with the model act.

The bill repeals sections incliuded within old Article 3 and
a provision 1ln Article 4 relating to the process of posting of
a notice by a bank in determining to pay an item.

LSB 41868C 75
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SENATE FILE 2279

AN ACT
AMENDING THE UNIFORM COMMERCIAL CODE RELATING TO NEGOTIABLE
INSTRUMENTS, AND BANK DEPOSITS AND COLLECTIONS, AND
REPEALING SECTIONS, AND PROVIDING AN EFFECTIVE DATE.

BE 1T ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:

Section 1. Section 9E.9, subsection 5, Code 1991, s
amended to read as follows:

$. In making or noting a protest of a negotiable
instrument, the notarial officer must determine the-marters
set-forth whether there is evidence of dishonor as provided in
gsection 554+3569 554.35065.

Sec. 2. Section 533.43, subsection 3, Code 1993, is
amended to read as follows:

3. The share draft is payable to a member of the credit
union, or to a member of the family of the issuer of the share
draft, or Lo a business in which the issuer of the share draft
has an interest., Howevecr, the exceptlion contained in this
subsection does not apply to any persen referyed to in this
subsection if the person is a helder in due course, as
provided in chapter 554, article Jr-and-with-respect-to-a
share-draft-which-i9-issued-prior-to-the-expiration-of-one
year-afvrec-Apett-t3r-19797-the-person-shati-nat-he-dented-the
ctghta-of-a-hoider-in-due-course-of-rhe-share-drafr-soisiy-on
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the-grounds-that-the-share-deatt-faris-to-meet-the
requtrements-of-section-554-3184r-snhsection-ir-paragraph-vds,

Sec. 3., Section $37.3211, Code 1993, is amended to read as
follows:

537.3211 NOTICE OF CONSUMER PAPER.

Every note which is a negotiable inatrument pursvank-to as
provided in section 554.3104 taken in a consumer credit
transaction, if the writing requires or provides for a
signature of the consumer, shall conspicucualy show on its
face the following: “"Tnis is a consumer credit transaction,=”

Sec. 4. Section 539.1, Code 1993, is amended to read as
follows:

$39.1 ASSIGHMENT CF NONNEGOTLIABLE INSTRUMENTS.

Bonds, due bills, and all instrumenta by which the maker
promises to pay another, without words of negotiablility, a sum
of money, or by which the maker promises to pay a sum of money
in property or labor, or to pay or deliver any property or
labor, or acknowledges any money, labor, or propetty to be
due, are assignable by endorsement on the instrument, or by
other writing. The assignee, including a pecrson who takes
assignment for collection in the regular coutse of business,
has a right of action on them in the assignee's own name,
subject to any defense or counterclaim which the maker ot
debtor bad against an assignet of the instrument before notice
of the assignment. In case of conflict betwveen this section
and Yniform-Eommerciat-Bode; sections 554:3865; $54.5116 or
and 554.9318, these sections 5%4.5%116_and 554.9318 control.

Sec. S. Section 539.2, Code 1993, is amended to read as
follows:

539.2 ASSIGNMENT PROHIBITED BY INSTRUMENT.

When by the terms of an instrument its assiqnment is
prohibited, an assignment thereof shall nevertheless be valid,
but the maker may make vse of any defense or counterclaim
against the assignee which the maker may have against any
assignor thereof before notice of such assignment is given to
the maker in writing., Im case of conflict between this
section and Bniform-Commeretal-Code; sections 554:-38857
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554.5116 er and $54.9318, these sections 554.5116 and $54,9318
control.

Sec. 6. Section 5%4.1201, subsections 20, 24, and 43, Code
1993, are amended to read as follows:

20. "Holdecr™ meanm-a-persan-who-is-ta-poassesston-of-a

document-of-title-cr-an-tnatrument-or-a-cectificated
investment-secority-drawny-tasveds-or-endarsed-to-that-person
or-to-that-person‘s-order-or-to-bearer-or-tn-biank with

pegsession i€ the instrument is payable to bearer or, in the

case of an instrument payable to an identified person, if the

identified person is_ in possessicn. “Holder" with respect to

a document of title means the person in possession if the

goods are deliverable to bearer or to the order_of the person
in possession.

24. "Money" means a medium of exchange authorized or
adopted by a domeatic or foreign government es-a-pact-nf-its
eartency and includes a monetary unit of account established
by an intergovernmental organization or by agreement between
two or_moce nations.

43, "Unauthorized" signature sr-endarsement means one made
without actual, implied, or apparent authority amnd includes a
forgery.

Sec. 7. Section 554.1207, Code 1993, 1s amended ko read as
follows:

5%4,1207 PERFORMANCE OR ACCEPTANCE UNDER RESERVATION OF
RIGHTS.

1. A party «ho, with explicit reservation of rights,
petforms or promises performance oc¢ assents to performance in
a manner demanded or offered by the other party does not
thereby prejudice the rights resetved. Such words as “without
prejudice”, "under protest™ or the like are sutficient,

2._ Subsection 1 doeg not apply to an accord and

8. Section 5%4.2101, subsection 3, Code 1991, 1s
amended to read as follows:
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3. The tollowing definitions in other Articlea apply to
this Article:

"Check™. Section 554.3104.
“Consignee”. Section 554.7102.
"Consignor". Section 554.7102.
“Consumec gobda". Section 5%4.9109.
"Dishonor”™. Section 554r356%

554.3502.
"Draftc". Section 5%4.3104.

Sec. 9. Section 554.2511, subsection 1), Code 1993, is
amended to read as follows:

3. Subject te the provisions of this chapter on the effect
of an instrument on an obligation (section 554-3882 5$54.3310),
payment by check is conditional and is defeated as between the
parties by dishonor of the check on due presentment.

UNIFORM COMMERCIAL CODE
ARTICLE 3 - NECOTIARBLE INSTRUMENTS
PART 1
GENERAL PROVISIONS ANMD DEFINITIONMS

Sec. 10. MNEW SECTION. 5%4.3101 SHORT TITLE. This
Article may be cited as Uniform Commeccial Code -- Negotiable
lnstruments.

Sec. 11. NEW SECTION, 554.3102 SUBJECT MATTER.

1. This Article applies to negotiable instruments. It
does not apply te money, to payment orders governed by Article
B8, or to securities governed by Article 12.

2. 1f there is conflict between this Article and Article §
ot 12, Articles 9 and 12 govern,

3. Regulaticns of the Board of Gevernors of the Federal
Resecrve System and operating circulars of the Federal Reserve
Banks supersede any inconsistent provision of this Article to
the extent of the inconsistency.

Sec. 12. NEW SECTION., 554.3103 DEFINITIONS.

1. In this Article:

a. "Acvceptor” means a drawee who has accepted a draft.

b. "Drawee”™ means a person orvdered in a draft to make
payment.
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¢, “Drawer" means a person who signs ot is idemtified {n a
draft as a peracn cordering payment,

d. "Good faith" means honesty in fact and the observance
of teascnable commercial standards of fair dealing.

e, "“Maker" means a person who signs or is identified in a
note as a person undertaking to pay.

f. "Order" means a written instruction to pay money signed
by the person giving the instruction., The instruction may be
addressed to any person, including the petson giving the
instruction, or to one or more petrsons jointly or in the
alternative but not in succession. An authorization to pay is
not an order unleas the person authorized to pay is alsc
instructed to pay.

g. "Ordinary care” in the case of a person engaged in
business means observance of reascnable commercial standards,
ptevailing in the area in which the person is located, with
respect tce the business in which the person is engaged. In
the case of a bank that takes an instrument for procesaing for
collection or payment by auvtomated means, reasonable
commercial standards do not requite the bank to examine the
instrunent if the failure to examine does not violate the
bank's prescribed procedures and the bank's procedures do not
vary unceasonably from general banking usage not disapproved
by this Article or Article 4&.

h. “Party" means a party to an instrument.

i. "Promise" means a written undertaking to pay money
signed by the person undertaking to pay. An acknowledgment of
an obligation by the obligqor is not a promise unless the
obligor also undertakes to pay the obligation.

j. "Prove" with respect to a fact means to meet the burden
of establishing the fact (section 554.1201, subsgection 8).
k. "Remitter" means a person who purchases amn instrument

from its issuer if the insktrument is payable to an identified
person cther than the purchaser.

2. Other definitions applying to this Article and the
sections in which they appear are:
"hrceptance”,

Section 554.3409.

“Accommodated party™.
“Accommodation party".
"Alteration”.

“Ancmalous endorsement”.
"Blank endocsement”.
"Cashier's check”.
"Certificate of deposit”.
“Certified check".
"Check".
“Consideration”.
"Draft".

“Holder in due course".
"Incomplete ingtrument”.
"Endorsement” .
"Endorser”.
"Instrument".

"Issue".

"lasuer™.

"Negotiable instrument®.
"Negotlation™.

"Note",

"Payable at a definite time".

"Payable on demand”.
"Payable to bearer".
"Payable to order".
"Payment".

"Person entitled to enforce®.

"Presentment"”.
"Reacquisition",

“Special endotrsement”.
“Teller’s check",
"Transfet of instrument”.
"Travelec's check”.
"Value".
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Section 554.3419.
Section 554.3419.
Section 554.3407.
Section 554.3205.
Section 554.320%.
Section 554.3104.
Section 5%4.3104.
Section 554.3409.
Section 554.3104.
Section 554.3303.
Section 554.3104.
Section 5%4,3302.
Section 554.3115.

Section 554.3204.

Section 554.3204.
Section 554.3104.
Section 554.3105.
Section 554,31065.
Section 554.3104.
Section 554.3201.
Section 554.3104.
Section 554¢.3108.
Section 554.3108.
Section 554.3109.
Section 554.3109.
Section 554.3602.
Section 554.3201.
Section 554.13%01.
Section 554.3207.
Section 554.3205.
Section 554.3104.
Section 5%4.3203.
Section 5%4.3104.
Section 5%4.3303.

3. The following definitions in other Articles apply to

this Article:
"Bank",

Section 554.4105.
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"Banking day". Section 554.4104.
"Clearing house". Section 554.4104.
“Collecting bank". Section 554.4105.
"Depositary bank", Section 554.4105.
"Documentary draft”. Sect.ion 554.4104.
"Intermediary bank™, Section 554.4105.
"ltem”, Section 554.4104.
"Payctr bank". Section $54.4105.
“Suspends payments*. Section 554.4104.

4. In addition, Article 1 contains general definitions and
principles of consteuction and interpretation applicable
throughout this Acticle.

Sec. 1J. NEW SECTION. 554.3104 NEGOTIABLE INSTRUMENT.

1. Except as provided in subsections 3 and 4, "negotiable
instrument™ means an unconditional promise or order to pay a
fixed amount of money, with or without interest or other
charges described in the promise or order, if it:

a. is payable to bearer or to order at the time it is
isgsued or firat comes into possession of a holder;

b. is payable on demand or at a definite time; and

c. dces not state any other undertaking or instruction by
the person promising or ordering payment to do any act im
addition to the payment of money, but the promise or order may
contain (1) an undertaking or power to give, maintain, ot
protect collateral to secure payment, (ii) an authorization or
power to the helder to confess judgment or realize on or
dispose of collateral, or {i1ii] a waiver of the benefit cof any
law intended for the advantage ot protection of an obligor.

2. “Instrument” means a negotiable instrument.

Y. An ordet that meets all of the requirements of

[y

subsection 1, except patvagraph "a“, and otherwise falls within
the definition of "check™ in subsection &6 is a negotiable
instrument and a check.

4. A promise ot crder other than a check is not an
ingtrument if, at the time it is issued or first comes inve
possession of a holder, it contains a conspicucus statement,

however expressed, to the effect that the promise or order 1is
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not negotiable or is not an instrument governed by this
Article,

5. An ingtrument is a "note" if it is & promise and 15 a
“draft™ i€ it is an order. If an instrument falls within the
definition of both "note™ and "draft," a person entitled to
enforce the instrument may treat it as either.

6. "Check" means (i) a draft, other than a documentary
draft, payable on demand and drawn on a bank or (ii) a
cashier's check or teller's check. An instrument may be a
check even though It is described on its face by another term,
such as "money order.”

7. "Cashier's check" means a draft with respect to which
the drawer and drawee are the same bank or branches of the
same bank.

8. "Teller's check"™ means a draft drawn by a bank (i) on
ancther bank, or (il) payable at or through a bank,

9. "Traveler's check" means an instrument that (i) is
payable on demand, (il) is drawn on or payable at or through a
bank, (ili) is designated by the term "traveler's check” or by
a substantlally similar term, and (iv) requices, as a
condition to payment, a countersignature by a person whose
specimen gignatuce appears on the instrument.

10, “Certificare of deposit” means an instrument
containing an acknowledgment by a bank that a gum of roney has
been received by the bank and a promise by the bank to repay
the sum of muney. A certificate of deposit is a note of the
bank.

Sec. 4. NEW SECTION. 554.3105 ISSUE OF IHNSTRUMENT.

1. "Issye" means the first delivery of an Instrument by
the maker or draver, whether te a holder or nonholder, for the
purpose of giving rights on the instrument to any person,

2. An unissued instrument, or an unissued incomplete
instrument that is completed. is binding on the maker or
drawer, but nonissuvance is a defense. An instrument that is
conditionally issued or is issued for a special purpose is
binding on the maker or drawecr, but failure of the condition
or special putpose to be fulfilled is a defense.
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3. “Issuer" applies to issued and unissued instruments and
means a maker or drawer of an instrument.

Sec. 15. NEW SECTION., 5%4.310&6 UNCONDITIOXAL PROMISE OR
CRDER.

1, FExcept as provided in this section, for the purposes of
section 554.3104, subsection 1, a promise or order is
unconditional unless it atates (i) an express conditlion to
payment, (ii) that the promise or order is subject to or
governed by another wreiting, or (ili) that rights or
obligationa with respect to the promise or order are stated in
another writing. A reference to another writing does not of
itself make the promise or order conditional.

2. A promise or order is not made conditional {i) by a
reference to another writing for a statement of rights with
respect to collateral, prepayment, or acceleration, or (ii)
because payment is limited to resort to a particular fund or
source.

1. 1f a promise or order reguires, as a condition to
payment, a cowntersignature by a perscn whose specimen
signature appears on the promise or order, the condition does
not make the promise or order conditional for the purposes of
section 554.3103, subsectiom 1. If the petson whose specimen
signature appears on amn instrument fails to countersign the
instrument, the failure to countersign is a defense to the
obligation of the issuer, but the fallure does not prevent a
transferee of the instrument from bhecoming a holder of the
ingtrument.

4. 1f a promise ot order at the time it is issued or ficst
romes into possession of a helder contains a atatement,
reguired by applicable statutory or admimistrative law, to the
effect that the rights of a holder or transferee are subject
to claims or defenses that the issuver could assert against the
original payee, the promise or ocder is not thereby nade
conditional for the purposes of section $%3.3104, sabsection
1: but if the promise ot order is an ingtrument, there cannot
be a holder in due course of the instrument.
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Sec. 16. NEW SECTION. 554.3107 INSTRUMENT PAYABLE IN
FOREIGY MONEY.

Unleas the Instrument otherwise provides. an instrument
that states the amount payable in foreign money may be paid in
the foreign money or in an equivalent amount in dollars
calculated b} using the current bank-ctfered spot rate at the
place of payment for the purchase of dollars on the day on
which the instcument is paid.

Sec. 17. NEW SECTION. 554.3108 PAYABLE ON DEMARD OR AT
DEFINITE TIME.

1. A promise or ovder is "payable on derand" if it (i)
states that it is payable on demand or at sight, or othecwise
indicates that it is payable at the will of the holder, or
tii) does not state any time of payment.

2. A promise or otdetr is "“payable at a deflnite time" if
it is payable oh elapse of a definite pericd of time after
sight or acceptance or at a fixed date or dates or at a time
or tires readily ascertainable at the time the ptomise ot
order is issued, subject to rights of (i) prepayment, (ii)
acceleration, [iil)} extension at the optiom of the holder, or
{iv) extension to a further definite time at the option of the
maker or acceptor ot automatically upon or after a specified
act ot event.

3. If an instrument, payable at a fixed date, is also
payable upon demand made before the fixed date, the instrument
is payable on demand until the fixed date and, if demand for
payment is not made before that date, becomes payable at a
definite time on the Cixed date.

Sec. 18. HEW SECTION. 564.3109 PAYABLE TO BEARER OR 10
QRLER .

1. A promise ot order is payable to bearer if it:

a. states that it is payable to bearer or to Lhe order of
bearer ot otherwise indicates that the person in possession of
the promise or order is entitled w¢ payment:

b. does not state a payee; ot

¢, states that it is payable to ot to the order of cash or
othecwige indicates that it is not payable to an identified

person.
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2. A promise or order that is not payable to bearer is
payable to order if it is payable {i) ko the order of an
identified person ot (ii) to an identified person or order. A
promise or order that is payable to order is payable to the
identified person.

3. An instrument payable to bearer may become payable to
an identified person if it is specially endorsed putsuant to
section 5$54.320%, subsection 1. An instrument payable to an
identified petson may become payable tc bearer if it is
endorsed in blank pursuant to section 554.3205, subsection 2.

Sec. 19. MEW SECTION. 5%4.3110 IDENTIFICATION OF PERSON
TO WHOM THSTRUMENT 15 PAYABLE.

1. The person toe whom an instrument ls initially payable
is determined by the intent of the person, whether or not
authorlized, signing as, or in the name or behalf of, the
issuer of the instrument. The instrument is payable to the
perscn intended by the signer even {f that person is
identified in the inatrument by a name or other identification
that is not that of the intended perscon. 1If moce tham one
persen aigns in the name or behalf of the issuer of an
instiument and all the signers do not intend the same person
as payee, the instrument is payable to any person intended by
one or more of the signers,

2. If the signature of the issuer of an instrument is made
by automated means, such as a check-writing machine, the payee
of the instcrument is determined by the intent of the peraon
who supplied the name or identification of the payee, whether
or not authorized to do so.

3. A person to whom an instrument s payable may be
identified in any way, including by name, identifying numbecr,
office, or account number. For the purpose of determining the
holder of an ipstrument, the following rules apply:

a. 1fF an instrument is payable to an account and the
account is identified conly by number, the instrument is
payable to the person to vhom the account is payable. If an
instrurent is payable to an account identified by number and
by the name of a person, the instrument is payable to the
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named person, whether or not that person is the owner of the
account identified by number.

b. 1if an instrument is pavable to:

[1) & trust, an estate, or a perscn described as trustee
or representative of a trust or estate, the instcurent is
payable to the trustee, the representative, or a successor of
either, whether or not the beneficiary or estate is also
named ;

{2y a person described as agent or similar representative
of a named ot jdentified person, the instrument is payable to
the represented person, the representative, or a successor of
the representative;

{3) a fund or organization that is not a legal entity, the
instrument is payable to a representative of the members of
the fund or organizaticn: or

(d) an office or to a pecson described as holding an
office, the instrument is payable to the named person, the
incumbent of the office, ot a successor to the incumbent.

4. If an instcrument is payable to two or more persons
alternatively, it is payable to any of them and may be
negotiated, discharged, or enforced by any or all of them in
possession of the instrument. If an instrument is payable to
two Of more persons not alternatively, it is payable to all of
them and may be negotiated, discharged, or enforced enly by
all of them. If amn instrument payable to tuo or more persons
is ambiguous as to whether it 1s payable to the persons
alternatively, the instrument is payable to the persons
altecnatively,

Sec. ?0. HER SECTION. 5%4.311)1 PLACE OF PAYMENT.

Except as otherwise provided for items in Article 4, an
instrurent is payable at the place of payment stated in the
ingteument. If no place of payment 1% stated, an instrument
15 payable at the address of the drawvee or maker stated in the
tnstrument. If no address ;s stated, the place of payment is
the place of business of the drawee or maker. If a drawee or
maker has more than one place of business, the place of
payment is any place of business of the drawee or maker chosen
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by the person entitled to enforce the ingtrument. I1E the
dravee or maker has no place of business, the place of payment
is the residence of the drawee or maker.

Sec., 21, NEW SECTIQON. 554.3112 [INTEREST.

1. Unless otherwise provided in the instrument. (1) an
inatrument is not pavable with interest, and (ii) interesat on
an interest-bearing instrument is payable from the date of the
instrument.

2, Intecrest may be stated in an instrurment as a fixed or
variable amount of money or it may be expresased as a fixed or
variable rate or rates. The amount or rate of interest may be
stated ot deacribed in the instrument in any mannec and may
requlire ceference to information not contained in the
inatrupent. 1f an instrument provides for intecest, but the
arount. of interest payahble cannot be ascertained from the
description, intereat is payable at the judgment rate in
effect at the place of payment of the instrument and at the
time interest first accrues.

Sec. 22. MEW SECTION. 5%54.3113 DATE QF ITHSTRUMENT.

1. An instrument may be artedated or postdated, The date
stated derermines the time of payment iF the instrument is
payable at a fixed period after date. Except as provided in
section 554.440), suhsection 3, an instrument payable on
demand is not payable before the date of the instrument.

2. If an instrument is undated, its date is the date of
its issue or, in the case of an wnissued instrument, the date
it first comes into possession of a holder.

Sec. 23. HEW SECTION, 554.3114 CONTRADICTORY TERMS OF
THSTROMENT .

If an instrument contains contradictory terms, typew<rittien
terms prevail ovet printed terms, handuritten terms prevail
over both, and wotds prevail ovet numbers.

Sec. 24. MEW SECTION. 654,31)% 1KCOMPLETE IMSTRUMENT.

1. "Incomplete instrument™ means a signed writing, whethet
or not issued by the cigner, the contents of which show at Lhe
vime of signing that it is incomplete but that the signer
intended it to be completed by the addition of words ot
numpecrs.
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2. Subject to subsection 3, if an incomplete instrument is
an instrument under section $54.3104, it may be enforced
according to its terms if it is not completed, or according to
its terms as augmented by completion. 1If an incomplete
instrument is not an instrument wnder section 554.3104, but,
after complelion. the requirements of section $54.3104 are
met, the instrument may be enforced according to its terms as
augmented by completion.

3. 1f words or numbers are added to an incomplete
instrument without authority of the sigmner, there iz an
alteration of the incomplete instrument under section
554.3407.

4, The burden of establishing that words or numbers were
added to an incomplete instrument without authority of the
signer is on the person asserting the lack of authority.

Sec. 25. NEW SECTION. 554.3116 JOINT AND SEVERAL
LIABILITY -- CONTRIBUTION.

1., Except as otherwise provided in the instrument, two or
more persons who have the same liability on an instrument as

makers, drawers, acceptors, endorsers whoe endorse as joint

payees, or anoralous endorsers are jointly and severally
liable in the capacity in which they sign.

2. Except as provided in section $%4.3419. subsection S,
or by aqgreement of the affected parties, a party having joint
and several liability who pays the instrument is entitled to
receive from any party having the same Jjoint and several
liability contribution in accordance with applicable law,

3. Discharge of one party having joint and several
liability by a person entitled to enforce the instrument does
not atfect the right under subsection 2 of & party having the
sarme joint and several liability to receive contribeorion feom
the party discharged.

Sec., 26. MNEW SECTION. S54.2117 OTHER AGREIMENTS
AFFPECTING JHSTRUMENT.

Subject to applicable law regarding exclusion of proof of
contempotaneous or previous agreements, the ohligation of &
party to an instrument to pay the instrument may be ncdified,
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supplemented, or nullified by a separate agreement of the
cbligor and a person entitled to enforce the instrument, if
the instrument §s issued or the obligation is incurced in
retiance on the agreement or as part of the same transaction
giving rise to the agreement. To the extent an obligation s
modified, supplemented, or nullified by an agreement under
this section, the agreement is a defense to the obligation,

Sec. 27. NEW SECTION. 554.3118 ACCRUAL OF CAUSE OF
ACTION.

L. A cause of action against a maker or an acceptot

accrues
' a. In the case of a time instrument on the day after
maturity;

b. In the case of a demand instrument Lpon itas date or, if
nc date is stated, on the date of issue.

2. A cause of action against the obliger of a demand or
time certificate of deposit accrues upon demand, but demand on
a time certificate may not be made until on or after the date
of matutity.

3. A cause of action againat a drawer of a draft or an
endorser of any instrument accrues upon demand Fcllowing
dishoner of the instrument. Notice of dishonor is a demand.

4. Unless an instrument provides otherwiae, intecest runs
at the rate provided by law for a judgment

a. In the case of a maker, acceptor or other primary
obligar of a demand instrument, from the date of demand;

b. Ir all other cases from the date of accruwal of the
cause of action.

Sec. #B. NEW SECTION. 554.3119 KOTICE OF RIGHT T DEFEND
ACTION.

In an acticn for breach of an obligaticn for which a third
person is answerable over pursuant to this Article or Atticle
4. the defendant ray give the third person written notice of
the litigation, and the person notified may then give similar
notice to any other person who i1s ansuwerable over. If the
notice states (i) that the person notified may come in and
defend and (ii)} thar failure to do =0 will bind the person
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notified im an action later brought by the person giving the
notice as toc any determination of fact comson to the two
litigations, the person notified is so bound unless after
seasonable ceceipt of the notice the person notified does come
in and defend.

’ PART 2

NEGOTIATION, TRANSFER, AND ENDORSEMENT

Sec., 39. WNEW SECTION. 5%54.3201 HNEGOTIATION.

1. "Wegotiation" means a tranafer of possession, whether
voluntary or involuntaty, of an instrument by a person othecr
than the issuer to a person who thereby becomes its holder.

2. Except for negotiation by a remitter, if an instrument
is payable to an identified pecson, negotiation requires
transfer of possession of the instrument and its endorsement
by the holder. If an instrument is payable to bearer, it may
be negotiated by transfer of possession alone.

Sec. 0. NEW SECTION. 554.3202 NEGOTIATION SUBJECT TO
RESCISSTOM.

1. HNegotiation is effective even if obtained (i) from an
infant, a corporation exceeding its powers, or & person
without capacity, (ii) by fraud, duress, or mistake, or (iii)
in breach of duty or as part of an illegal transaction.

2. To the extent permitted by other law, negotiation may
be tescinded or may be subject to othet remedies, but those
remedies may not be asserted against a subsequent holder in
due course or a person paying the instrument in good faith and
without knowledge of facts that are a basis for rescission or
other remedy.

Sec. 31. NEW SECTIOM. 554.3203 TRANSFER OF INSTRUMENT --
RIGHTS ACQUIRED BY TRANSFER.

1. An instrument is transferred when it is delivered by a
person other than 1ts issuer for the purpose of qiving Lo the
person receiving delivery the right to enforce the instrument.

2. Transfer of an instrument, whether or not the transfer
is a negotiation, vesks in the transferee any right of the
transferor to enforge the instrument, including any right as a
holder in due course, but the transferee cannot acquire rights
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of a holder in due course by a transfer, directly oc
indirectly, from & holder in due course if the transferee
engaged in fraud or illegality affecting the instrument.

3. Unless cotherwise agreed, if an instrument is
transferred for value and the transferee does not become a
holder because of lack of endorsement by the transfecror., the
transferee has a specifically enforceable right to the
unqualified endorsement of the transferor, but negotiation of
rthe instcument does not occur until the endorsement is made.

4. 1€ a transferor purpotts to transfer less than the
entire instrument, negotiation of the instrument does not
occur., The transferee cbtains no tights under this Article
and has onty the rights of a partial assignee.

Sec. 12. MNEW SECTION. 554.3204 ENDORSEMENT.

1. "Endorsement” means A Signature, other than that of a
signer as maker, drawer, or acceptor, that alone or
accompanied by other words is made on an instrument for the
purpose of (i) negotiating the instrument, (ii) restricting
payment of the insteument, or (ili) incurring endorser’'s
liability on the instrument, but regardless of the intent of
the signecr, a signature and its accompanying words is an
endorsenent unless the accompanying words, tecms of the
instcument, place of the aignature, or other cieccumstances
unambiguously indicate that the signatute was made for a
purpose other than endorsement. FPor the purpese of
determining whether a signature is made on an instrument, a
paper affixed to the instrument is a part of the instrument.

2. "Endorser™ means a person who makes an endorsement.

3. For the purpose of determining whether the transferee
¢f an instrument is a holder, an endctrsement that transfers a
secutity interest in the imatrument is effective as an
unqualified endorsement of the instcument.

4. If an instrument is payable to a holder under a name
that is not the name of the holder, endorserent may be made by
the holder in the name stated in the iastrument or in the
holdet 's name ot both, but signatute in buth names may be
required by a person paying or taking the instrument for value
or collectlion.
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Sec. 13. 554.3205% SEPRCIAL EWNDORSEMERT --
BLANK EMDORSEMENT -- ARNOMALQUS ENDORSEMENT.

1. If an endorsement is made by the holder of an
instrument, whether payable to an identified person or payable
to bearer, and the endorsement identifies a person to whom it

makes the inStrument payable, it is a "“special endorsement.”

When specially endorsed, an instrumenf becomes pavable to the
identified petson and may be negotiated only by the
endorsement of that person. The principles stated in section
554.3110 apply to special endocraements.

2. If an endorsement is made by the holder of an
instrument and it is not a special endorsement, it is a "blank
endorsement.” When endorsed in blank, an instrument becomes
payable to bearer and may be negotiated by transfer of
possession alone until specially endorsed.

3. The holder may convett a blank endorsement that
consiats only of a signature into a special endorsement by
writing, above the signature of the endorser, words
identifying the petson to whom the instrument is made payable.

4. "Anomalous endorsement® means an endorsement made by a
person who is not the holder of the instrument. An ancmalous
endotsement does not affect the manner in which the instrument
may be negotiated.

Sec, 34, HNEW SECTION. 554.3206 RESTRICTIVE ENDORSEMENT.

1. &n endorsement limiting payment tc a particular perscn
or otherwise ptohibiting Eurther transfer or negotiation of
the instrument is not effective to prevent further transfer or
negotiation of the instrument.

2. An endorsement stating a condition to the right of the
endorsee to receive payment does not affect the tight of the
endorsee to enforce the instrument. A person paying the
instrument or taking it for value or collection may disregard
the condition, and the rights and liabkilities f thar person
are not affected by whether the condition has been fulfilled.

3. !f anm instrument beats an endorsement i) described in
section 5%4.4201, subsection 2, or (i1i) in blank or to a
particular bank using the words "for deposit,” “for
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collection,”™ or other words indicating a purpose of having the
instrument collected by a bank for the endorser or for a
particular account, the following rules apply:

a. A person, other than a bank, who purchases the
instcument when so endorsed converts the instrument unless the
amount paid for the instrument is received by the endocrser or
applied consistently with the endorsement.

b. A depositary bank that purchases the instrument or
takes it for collection when so endorsed converts the
instrument unless the amount paid by the bank with respect to
the instrument is received by the endorser or applied
congistently with the endorsement.

€. A payor bank that is also the depositary bank or that
takes the instcrument for immediate payment over the counter
from a person other than a cellecting bank converts the
instrurent unless the proceeds of the instrument are received
by the endorset or applied consistently with the endotsement.

d. Except as cothetwise provided in paragraph c, a payor
bank or intermediary bank may disregard the endorsement and is
not liable if the proceeds of the Instrument are not received
by the endorser or applied consistently with the endorsement,

4. Except for an endorsement covered by subsection 3, i€
an instrument bears an endorsement using words to the effect
that payment is to be made to the endorsee as agent, trustee,
ot othec [iduciary for the benefit of the endorser or another
person, the following rules apply:

a. Unless there is notice of obreach of fiduciary duty as
provided in section 5$54.3307, a person who putchases the
instrument from the endorsee or takes the instrument from the
endorgee for collection or paymert may pay the proceeds of
payment or the value given [or the i1nstrument to the endorsee
without regard to whether the endorsee violates a fiduclary
duty to the endorser,

b. A subsequent transferee of the instrunent or person who
pays the instrument is neither given notice nor othetwige
affected by the restriction i1n the endorsement unless the
transferee or paycr knows that the Fiduciary dealt with the
ingtrument or its proceeds in breach of fiduciary duty.
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%. The presence on an instrument of an endorsement to
which this section applies does not prevent a purchaser of the
instrument ftom becoming a notder in due coutse of the
ingtrument unless the purchaser is a converter under
subsection 3 or has notice or knowledge of breach of Eiduciary
duty as stated in subsection 4.

f. In amn action to enforce the obligation of a party to
pay the instrument, the cbligor has a defense if payment would
violate an endorsement to which this section applies and the
payment is not pecmitted by this section.

Sec. 35. MHEW SECTION. 554.3207 REACQUISITION.

Reacquisition of an instcument occurs if Lt is transferced
to a former holder, by negotiation or othervice. A former
holder who reacquires the instcument may cancel endotrsements
made after the reacquirer £irst became a holder of the
instrument. If the cancellation causes the instrument to be
payable to the reacquirer or to bearer, the treacquirer may
negotiate the instrument. An endocser whose endocsement is
cancelled is discharged, and the discharge is effective
againgt any subsequent holder.

PART 3
ENFORCEMENT OF 1WSTRUMERTS

Sec. 36. MEW SECTION. 5$54.3301 PERSON ENTITLED TO
ENFORCE INSTRUMENT.

“Person entitled to enforce" an instrument means {i) the
holder of the instrument, (ii) a nonholder in possession of
the instrument who has the rights of a holder, or (iii) a
person not in possession of the instrument who is entitled to
enforce the instrument pursvant to section $54.3309 or
554.34168, subsection 4. A person may be a person entitled to
enforce the instrument even though the person is not the owner
ot the instrument or is in wrongful possession of the
instrument .,

Sec. 37. MEW SECTION. 554.3302 HOLDER 1N DUE COURSF,

l. Subject to subsection 1 and section %54.3106,
subsection 4, "helder in due course” means the holder cof an
ingtrument if:
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a. the instrument when issued or negotiated to the holder 5. 1f (i) the person entitled to enforce an instcument has
dees not bear such apparent evidence of forgery cor alteraticn only a security interest in the inatrument and (li) the person
or is not otherwise so itreqular or incomplete as to call into obliged to pay the inatrument has a defense, claim in
question its authenticity; and recoupment, or claim to the instrument that may be asserted
b. the hclder took the instrument (i) for value, (ii) in against the person who granted the security interest, the
good faith, (iii) without notice that the instrument is person entitled to enforce the instrument may as3ert tights as
overdue or has been dishonored or that thece is an uncured a holder in due course only to an amount payable under the
default with respect to payment of another instrument issued instrument which, at the time of enforcement of the
as pact of the same series, (iv) without notice that the instrument, does not exceed the amount of the unpaid
instrument contains an unauythorized signature or has been obligation secured,
altered, (v) without notlce of any claim to the instrument 6. To be effective, notice must be received at a time and
described in section 554,3306, and (vi) without notice that in a manner that gives a reasonable opportunlty to act on it,
any party has a defense or claim in recoupment described in 7. This section is subject to any law limiting status as a
section $%4.3305, subsection 1. holder in due course in particular classes of transactions,
2. HNotice of discharge of a party, other than discharge in Sec. 18. NEW SECTION. S$54.3303 VALUE AND CONSIDERATION.
an insolvency proceeding, is not notice of a defense under 1. An instrument is issued or transferced for value if:
subsection 1, but discharge is effective against a person who a. the instrument is issued or transferred for a promise
became a holder in due courge with notice of the dlischarge. of performance, to the extent the promise has been performed:
Public filing or recording of a document does not of itself b. the transferee acquires a security interest ot other
constitute notice of a defense, claim in recoupment, or claim lien in the instrument other than a lien cbtained by judicial
to the insttument. ptoceeding;
3. Except to the extent a transferor cor predecessor in ¢. the instrument is issued or transferred as payment of,
interest has rights as a holder in due course, a person does or as security for, an antecedent claim against any person,
not acquire rights of a holder in due course of an instrument whether or not the claim is due;
taken (i) by legal process or by purchase in an executlion, d. the instrument ls issued or tramsferced in exchange for
bankcuptcy, ot creditor's sale or similar proceeding, (ii) by a neqotiable instrument; ov
purchase as part of a bulk transaction not in ordinary course e. the ingtcument is issued or transferted in exchange for
of business of the transferor, or (iii) as the successor in the incurring of an lrrevocable obligation to a third party by
interest to an estate or other organization. the person taking the instrument.
4. If, under section 554,3301, subsection ), pataqraph 2. "Consideration" means any consideration syffilcient to
"a", the promise of performance that i3 the consideration for suppott a simple contract. The drawer or naker of an
an instrument has been partially performed, the holder may instrument has a defense il the insttument is issued withnut
assert rights as a holder in due course of the instrument only consideration. If an instrument is issued for a pronise of
te the fraction of the amount rayadle undet the iastrunent performance, the issuer hag a defepse ro the extent wn
equal to the value of the partial performance divided by the performance of the promise is due and the promise has not been ::
value of the promised performance. pecformed. If an insttument is issued for value ag stated in [
subsection 1, the instrument is also iasued for consideration. ZS

Sec, 39, HNEW SECTIQN. 554.3304 OVERDUE INSTRUMENT,
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1.  An instrument payable on demand becomes overdue at the
carliest of the following times:

a. on the day after the day demand for payment is duly
made;

b. if the instrument is a check. ninety days after its
date; or

c. if the i{nstrument 18 not a check, when the instrument
has been outatanding for a period of time after itg date which
is unreasonably long under the circumstances of the patticularc
case in light of the nature of the instrument and usage of the
tréde.

2. With respect to an instcument payable at a definite
time the following tules apply:

a. If the principal is paysble in installments and a due
date has not been acceletated, the instrument becomes overdue
upon default under the instrument Ffor nonpayment of an
installment, and the instrument temains overdue until the
default is cured.

b. It the principal is not payable in installments and the
due date has not been accelerated, the instrument becomes
overdue on the day aftet the due date.

c. If a due date with respect to principal has been

accelerated, the instrument becomes overdue on the day after
the accelerated due date,

3. Unless the due date of principal has been accelerated,
an instrument does not become overdue if there is default in
payment of interest but no default in payment of principal.

Sec. 40. NEW SECTIQON. 9554.3305 DEFEHNSES AND CLAIMS I
RECOUPMENT.

1. Except as stated in subsection 2, the right to enfotce
the obligation of a party ko pay an instrument is subject to
the following:

a. a defense of the obligor based oun (i} infancy of the
obligor to the extent it is a defense to a simple contrace,
[ii) duress, lack of legal capacity, or illegality of the
transaction which, under other law, nullifies the obligation
of the obligor, (iii) fraud that induced the obligor to sign
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the instrument with neither knowledge nor reasonable
opportunity to learn of its character or ita essential terms,
coe [iv]) discharge of the obligor in insolvency proceedings:

b. & defense of the obliger stated in another section of
this Article or a defernse of the cbligor that would be
available if the person entitled to enforce the instrument
were enforcing a right to payment under a simple contract: and

c. a claim in cecoupment of the obligor against the
original payee of the instrument if the claim arose From the
transaction that gave rise to the instrument; but the claim of
the obliger may be asserted against a transferee of the
instrument only to reduce the amount owing on the instrument
at the time the actioen is brought.

2. The right of a holder in due course to enforce the
obligation of a party to pay the instrument is subject to
defenses of the obligor stated in subsection 1, paragraph "a",
but is not subject to defenses of the obligor stated in
subsection 1, paragraph "b", or claims in recoupment stated in
subsection 1, paragraph "c", against a person other than the
holder.

3. Except as stated in subsecticon 4, in an action to
enforce the obligation of a party to pay the instrument, the
cbligor may not assert against the person entitled to enforce
the instrument a defense, claim in recoupment, or claim to the
instrument (section 5%4.3306) of anocthert person, but the othet
person’s claim to the jnstrument may be asserted by the
obligor if the ovher person is joined in the action and
personally assects the claim agalinst the person entitled to
enforce the instrument. An obligor is not obliged to pay the
instrument if the person seeking enforcement of the instrunent
does not have rights of a holder in due course and the obligor
proves that the instrument is a lost ot stolen instrument.

4. In an action to enforce the obligaticon of an
accommodation party tc pay an instrument, the accommedation
party may assert against the person entitled to enforce the
irstrument any defense or claim in recoupment under subsection
! that the accomnodated party could assert against the person
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entitled to enforce the instrument, except the defenses of
discharge in insolvency proceedings, infancy, and lack of
legal capacity.

Sec. 41. NEW SECTION. 554.3306 CLAIMS TO AN INSTRUMENT.

A person taking an insttument, other than a person having
rights of a holder in due course, is subject to a claim of a
ptoperty or possessory right in the instrument or its
proceeds, including a claim to rescind a negotiation and to
recover the instcument or lts proceeds. A person having
rights of a holder in due course takes free of the claim to
the instcument.

Sec. §2. MNEW SECTION. $554.3307 NOTICE OF BREACH OF
FIDUCIARY DUTY.

l. In this section:

a. "Fiduciaty" means an agent, trustee, partner, cotporate
officer or director, or other representative owing a fiduclarcy
duty with respect to an ingtrument.

b. "Reprasented person” means the principal, beneficiary,
pactnership, coctporatlion, ot other person to whom the duty
stated in paragraph "a" is owed.

2. 1f (i) an instrument is taken from a fiduciary for
payment or collection or for value, tii) the taker has
knowledge of the fiduciacy atatus of the Fiduciary, and (ii1)
the represented person makes a claim to the instrument oOr its
proceeds on the basis that the transaction of the fiduciary is
a breach of fiduciary duty, the following rules apply:

a. Hotice of breach of fiduciary duty by the fiduciary is
notice of the claim of the represented person.

L. In the case of an instrument pavable to the represented
petsen or the Eiduciary as such, the taker has notice of the
breach of Eiduciacry duty If the instrument is (i) taken in
payment of ot a8 security for 2 debt known by the taket to be
the personal debr of the fiduciary, {(ii) taken in a
transaction ¥nown by the taker ko be for the pecrsonal benefit
of the fiduciary, or (iii) deposited to an account other than
an account of the Fiduciary, as such, or an account of the
represented percson.
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¢. TE an inatrument is issued by the represented person or
the fiduciary as such, and made payable to the fiduciary
peraonally, the taker does not have notice of the breach of
fiduciary duty unless the taker knows of the breach of
fiduclary duty.

d. 1If an instrument is issued by the represented person or
the fiduciary a$ such, to the taker as payee, the taker has
notice of the breach of fiduciary duty if the instrument is
(i) taken in payment of or as security for a debt known by the
taker to be the personal debt of the fiduciary, (ii) taken in
a transaction known by the taker to be for the personal
benefit of the fiduciary, ot (iii) deposited to an account
other than an account of the fiduciary, aa such, or amn account
of the represented person.

Sec. 43. HEW SECTION. 5%4.1308 PROOF OF SIGHATURES AND
STATUS AS HOLDER IN DUE COQURSE.

1. In an action with respect to an instrument, the
authenticity of, and authority to make, each signature on the
instcument is admitted unless specifically denied in the
pleadings, 1If the validity of a signature is denied in the
pleadings, the burden of establishing validity is on the
persen claiming validity, but the signature is presumed to be
authentic and authorized unless the acrion is o enforce the
liabillty of the purpocted signer and the signec is dead or
incompetent at the time of trial of the issue of validity of
the signature. If an action to enfoarce the instrument is
brought against a pecrson as the undisclosed principal of a
person who signed the instyument as a party to the instrument,
the plaintiff has the burden of establishing that rthe
defendant is liable on the instrumenl as a represented person
under section 554.3402, subsection 1.

2. ILf the validity of signatures is adoitted or proved and
there is compliance with subsection 1, a plaintiff producing
the instcument 1s entitled to payment if the plaint iff proves
entitlement to enforce the instrument under sectinn 554.1301,
unltess the defendant proves a defense ¢r claim in recoupment.
1€ a defense or c¢laim in recoupment is proved, the right to
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payment of the plaintiff is subject to the defense or claim,
except Lo the extent the plaintiff proves that the plaintiff
has rights of a holdec tn due course which are not subject «o
the defense or claim,

Sec. 44. NEW SECTION. 554.3309 ENPORCEMENT OF LOST,
DESTRQYED, OR STOLEN INSTRUMENT.

1. A person not ln possession of an Lnstrument is entitled
to enforce the Lngtrument i€: (i) the person was in
possesslion of the instrumeant and entitled to enforce it when
loas of possession occurred, (ii) the loss of possession was
nof the result of a tranafer by the person or a lawful
seizure, and (lii} the person cannot reasonably obtain
possession of the lastrument because the instrument was
destroyed, its whereabouts cannot be detecrmined, ot it is in
the wrongful possesslion of an unknown pecson or a person that
cannot be found or is not amenable to service of process.

2. A person seeking enforcement of an lnstrument under
subsection 1 must prove the terms of the instrument and the
person's right to enforce the instrument. If that proof is
made, section 554.3308 applies to the case as if the person
seeking enforcement had produced the instrument. The court
may not enter judgment in favor of the person seeking
enforcement unless it €inds that the person required to pay
the instrument is adequately protected againat loas that might
occur by reason of a claim by another person to enforce the
instrument. Adequatc protection may be provided by any
reasonable means.

S5ec., 45, MNEW SECTION. 554.3310 EFFECT OF INSTRUMENT ON
OBLIGATION FOR WHICH TAKENM.

1. Unless otherwise agreed, if a certified check,
cashier's check, or teller's check is taken for an abligation,
the obligation is discharged to the same extent discharge
would result if an amount of money equal to the arount af the
instrument wece taken im payment of the obligation. Dischacge
of the obligation does not affect any liability that the
obligoc may have as an endorser of the instcument,
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2. Unless otherwise agceeed and except as provided in
subsection 1, if a note or an uncertified check is taxen for
an obligation, the obligation is suspended to the same extent
the obligation would be discharged if an amount of money equal
to the amnount of the instrument were taken, and the following

rtules applyf

4. In the case of an uncertified check, suspension of the
obligation continues until dishonor of the check or until it
is paid or certified. Payment or cettification of the check
results in discharge of the obligation to the extent of the
arount of the check.

b. In the case of a note, suspension of the obligation
continues until dishonor of the note or umti! it is paid.
Payment of the note results in discharge of the obligation to
the extent of the payment.

€. Except 23 provided in paragraph "d", if the check or
note is dishonored and the obligee of the obligation for which
the instrument was taken is the person entitled to enforce the
instrument, the obligee may enforce either the instrument or
the obligation, 1o the case of an instrument of a third
person which is negotiated to the obligee by the cbliqor,
discharge of the obligor on the instrument also discharges the
obligation.

d. [If the person entitled to enforce the instrument taken
for an obligation is a person other than the obligee, the
obligee may not enforce the obligation to the exteat the
obligation is suspended. 1€ the obligee is the person
entitled to enforce the instrument but neo longer has
possesgion of it because it was lost, stolen, or desteoyed,
the obligation may not be enforced to the extent of the amount
payable on the instcument, and to that extent the cbligee's
rights against the obligor are Limited to enforcement of the
instrument,

J. If an instrument other thar one desccibed in subsect.on
1 or 2 is taken for anm obligation, the effect is (1] that
stated in subsection 1 if the instrument is one on which a
bank is liable as maker or acceptor, or (ii) that stated in
subsection 2 ln any other case.
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Sec. 46. NEW SECTION. 554.3311 ACCORD AND SATISIACTION
BY USE OF INSTRUMENT.

1. If a person against whom a claim is asserted proves
that (i) that person in good faith tendered an instrument to
the claimant as full satisfaction of the claim, (ii) the
amount of the claim was unliquidated or subject to a bona fide
dispute, and {iii} the claimant obtained payment of the
instcument, the following subasections apply.

2. Unless subsection 3 applies, the claim is discharged if
the person against wheom the claim is asserted proves that the
inatrument or an accompanying written communication contained
a conspicucus statement to the effect that the instrument was
tendered as full satisfaction of the claim.

3. Subject to subsection 4, a claim is not discharged
under subsection 2 if either of the following appliesa:

a. The claimant, if an organizaticn, proves that (i)
within a reasonable time before the tender, the claimant sent
a conspicucus statement to the person against whom the claim
is asserted that communications concerning disputed debts,
including an instrument tendered as full satisfaction of a
debt. ate to be sent to a designated persoen, office, or place,
and [(ii) the instrument or accompanying communication was not
received by that designated person, office, or place.

b. The claimant, whether or not an organization, proves
that within ninety days after payment of the instrument, the
claimant tendered repayment of the amount of the instrument to
the person against whom the claim is asserted. This patagraph
dces not apply if the claimant is an organization that sent a
statement complying with paragraph "a" letter (i).

4, A claim is discharged if the person against whom the
claim i5 asserted proves that within a reasonable time before
collection of the instrument was initiated, the claimant. or
an agent of the claimant having direct cesponsibility with
respect to the disputed obligation, knew that the instrument
a5 tendeted in full satisfaction of the clain.

Sec. 47. MNEW SECTION. 554.3312 LOST. DESTROYFD, OR
STOLEN CASHIER'S CHECK, TELLER'S CHECK, OR CERTIFIED CHECK.

1. In this sectiocn:
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a. “Check"™ means a cashietr's check, teller's check. ot
cectified check.

b. “"Claimant" means a person who claims the right to
receive the amcunt of a cashier's check, teller's check, or
certified check that was lost, destroyed, ot stolen.

¢. "Declaration of loss" means a written statement, made
under penalty of perjury, toc the effect that (i) the declarer
lost poasession of a check, {ii} the declarer i3 the draver ot
payee of the check. in the case of a certified check, or the
remitter or payee of the check, in the case of a cashier's
check or teller's check, (iii) the loss of possession was not
the result of a transfer by the declacer or a lawful seizure,
and (iv) the declarer cannot reasonably obtain possession of
the check because the check was destroyed, its whereabouts
cannot be determined, or it is in the wrongful possession of
an unknown person ot a person that cannot be found or is not
amenable te servvice of process.

d. "Obligated bank" means the issuer of a cashiec's check
or teller's check ot the acceptor of a cerrified check.

2, A claimant may assert a claim to the amount of a check
by a communication to the obligated bank describing the check
with reasonable cectainty and requesting payment of the amount
of the check, if (i} the claimant is the drawer or payee of a
cecrtified check or the remitter or payce of a cashiet's check
or teller's check, (ii) the communication contains or 1s
accompanied by a declaraticon of loss of the claimant with
respect to the check, {(iii) the communication is teceived
time and in a manner afferding the bank a reasonable time
act on it before the check is paid, and [iv) the claimant
provides 1easonable identification if reguested by the
obligated bank. Delivery of a declaration of loss s a
watranty of the truth of the statements made in the
declaration, 1f a claim is asserted in compliance with this
subsecsion, the following rules apply:

a. The claim becomes enforceable at the later of [i) the

time the claim is asserted, ot {i1i) the ninetieth day
following the date of the check, in the case of a cashier's
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check or tellec's check, or the ninetieth day tollowing the
date of the acceptance, in the case of a certified check,

b. Until the claim becomes ernforceable, it has no legal
effect and the obligated bank may pay the check or, in the
case of a teller's check, may permit the drawee to pay the
check. Payment to a person entitled to enforce the check
discharges all liability of the obligated bank with regpect
tha check.

c. If the claim becomes enforceable before the check is
presented for payment, the obligated bank is not obliged to
pay the check.

d. When the claim becomes enforceable, the obligated bank
becomes obliged to pay the amount of the check to rthe claimant
Lf paymeat of the check has not been made to a pecrson entitled
to enforce the check. Subject to section 554.4302, subsection
1, paragraph "a", payment to the claimant discharges all
liability of the obligated bank with respect to the check.

3. IE the obligated bank pays the amount of a check to a
claimant under subsection 2, paragraph "d", and the check is
presented for payment by a person having rights of & nolder in
due course, the claimant is obliged to (i) refund the payment
to the obligated bank if the check i3 paid, oc {(ii) pay the
amount of the check to the person having rights of a holder in
due course if the check is dishonored.

4. If a claimant has the right to assert a claim under
subsection 2 and is also & person entitled to enforce a
cashier’s check, teiller's check, or certified check which is
lost, destroyed, or stolen, the claimant may assert rights
with respect to the check eithér under this section or section
554.3309.

PART 3
LIABILITY OF PARTIES

Sec. 48, MNEW SECTION. 554.3401 SIGNATURE.

L. A person is not liable on an instrument unless (i} the
person signed the instrument, ocr (ii) the person is
represented by an agent or representative who signed the
instrument and the signature is binding on the represented
person under section 5543402,
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2. A signature may be made (i) manually or by means of a
device or machine, and (ii) by the use of any name, including
a trade or assumed name, or by a word, mark, or symbol
executed or adopted by a person with present intention to
authenticate a writing,

Sec. 49, * MEW SECTION. 554.1402 SIGNATURE BY
REPRESENTATIVE,

L. [f a person acting, or purporting to act, as a
representative signs an instrument by signing either the name
of the represented person or the name of the signer, the
represented person is bound by the signature to the same
extent the represented person would be bound if the signature
were on a simple contract. 1t the represented pecrson is
bound, the signature of the representative is the "authorized
signature of the represented person” and the represented
person is liable on the instrument, whether or not identified
in the instrument.

2, 1E a representative signs the name of the
representative to an instrument and the signature ir an
authorized signature of the represented person, the following
rules apply:

a. If the form of the signature shows unambiguously that
the signature is made on behalf of the tepresented person wheo
is identified in the instrument, the tepresentative is not
liable on the instrument.

b. Subject to subsection 3, if [i) the form of the
signature does not show unambiguously that the signature is
made in a representative capacity ot {ii) the represented
pecson is not identified in the imstrument, the represeatat ive
is liable on the instrument to a holder ia due coutse that
took the instrument without notice that the representative was

not intended to be liable on the instrument, With tespect to

any otner perscn, the representative is liable on the
insteument unless the representative proves that the original
pacties did not intend the representative to be lLiabie on the
instrument .
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1. 1f a representative signs the name of the
representative as drawer of a check without indication of the
representative atatus and the check is payable from am account
of the tepresented person who is identified on the check, the
signer is not liable on the check if the signature is an
authorized signature of the represented person.

Sec. 50. MNEW SECTION. 554.3403 UNAUTHORIZED SIGNATURE.

l. Unless otherwise provided in this Article or Article 4,
an unauthorized signature is ineffective except as the
signature of the unauthorized signer in favor of a perscn who
in good falirh pays the instrument or takes it for value. An
unauthotized signature may be ratified for all purposes of
thia Article.

2. If the signature of more than one person is required to
conatitute the authorized signature of an organization, the
signature of the organization is unauthorized if one of the
requited signatures is lacking.

3. The civil or criminal liability of a pecrson who makes

an unauthorized signature is not affected by any provision of

this Article which makes the unauthorized signature effectlive
for the purposes of this Article,

Sec. 51. NEW SECTIOH. 554.3404 IMPOSTORS -- FICTITIOUS
PAYEES,

1. If an impostor, by use of the mails or otherwise,
induces the issuer of an instrument to issue the instrument to
the impostor, or toc a person acting in concert with the
irpostot, by impersonating the payee of the instrument or a
petson authorized to act for the payee, a0 endorsement of the
instrument by any person in the name of the payee is effective
as Lhe endorsement of the payee in favor of a person who, in
geod faith, pays the instrument ot takes it fot value or for
collection.

2. 1f (i) a persor whose intent determines to whom an
Ipstrument is payable (section 5%4.3110, subsectlion 1 or 2}
dces not intend the person identified as payee to have any
intecest in the imstrument, or (ii) the person identified as
payee of an instrument js a fictiticus person, the following
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rules apply until the instrument is negotiated by speclal
endorsement:

a. Any person in possession of the instrument is its
noldecr.

b. An endorsement by any pecson in the name of the payre
atated in the instrument is effective as the endorsement of
the payee in favor of a petson who, in good faith, pays the
instrument ot takes it for value or for ccllection.

3. Under subsection 1 or 2, an endorserment is made in the
name of a payee Lf (i) it is made in a name substantially
gimilar to that of the payee or (ii) the instrument, whether
or not endorsed, is deposited in a depositary bank to an
account in a name gsubstantially similar to that of the pavee,

4. With cespect to an instrument to which subsection 1 orc
? applies, if a person paying the instrument or taking it Eor
value or for collection fails to exercise ordinary care in
paying or taking the instrument and that failure substantially
contributes to loss resulting from payment of the instrument,
the person bearing the loss may recover from the person
failing to exercise ordinaty care to the extent the failure to
exercise ordinary care contributed to the loss.

Sec. 52. HKEW SECTION. 554.3405 BMPLOYER'S RESPONSIBILITY
FOR FRAUDULENT ENDORSEMERT BY EMPLOYEE.

1. In this section:

a. “Employee* includes an independent contractor and
employee of an independent contractor retained by the
employer.

b. “Fraudulent endorsement® means (i) in the case of an
insttument payable to tne employet, a forged endcrsement
putporting to be that of the employer, or {(ii) in the case of
an inatrument with respect to which the employer 1s the
issuer, & fotged endorsement, purporting to be that of the
person identified as payee.

c. “Responsibility"” with respect to instruments means
authocity (i) to sign or endorse instruments on behalt of the
employer, {ii] to ptocess instruments received by the employer
for bookkeeping purposes, for deposit to an account, or for
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other disposition, {iii) to prepare or process instrumeats for
133ue in the name of the employer, (iv) to supply information
determining the names or addresses of payees of instruments to
be itssued in the name of the employer, (v) to contcol the
disposition of instruments to be issued in the name of the
employer., ot {vi) to act otherwise with respect to instruments
in a responsible capacity., "Responsibility" does not include
authority that merely allows an employee to have access tg
instruments or blank or incomplete instrument forms that are

being stored or transpocted or are part of incoming or

outgoing mail, or similar access,

2. For the purpose of determining the rights and
liabilities of a person who, in good Faith, pays an instrument
or takes it for value or for collection, if an employer
entrusted an employee with responsibility with respect to the
instrument and the employee or a person acting in concert with
the employee makes a fraudulent endorsement of the instrument,
the endorsement is effective as the endorsement of the person
to whom the instrument is payable i{f it is made in the name of
that person. If the person paying the instrumeat ar taking it
€or value or for collection fatls to exercise ordinary care in
paying or taking the instrumeat and that failuce substantially
contributes to loss resulting From the fraud, the person
bearing the loss may recover from the person failing to
exercise ordinary care to the extent the failure to exercise
ordinary care contributed to the loss.

J. Under subsection 2, an endocrserent is made in the name
of the person to whom an instrument is payable 1€ (1) it is
made in a name substantially similar to the name of that
persun or (1i) the instrument, whethet or not endocsed, is
deposited in a depositary bank to an account in a pame
substantially similar to the name of that pecson.

Sec. 53, NEW SECTIOM. 654.3406 NEGLIGENCE CONTRIBUTING
TO FORGED SIGNATURE OR ALTERATION OF INSTRUNEKT.

1. A person whose failure to exercise ordinary care
substantially contributes to an alteration of an instcument or
to the making of a forqged signature on an instrucment is
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precluded from assecting the alteration or the forgery against
a person who, in good faith, paya the instrument or takes ik
for value or for collection.

2. Under subsection I, if the person assecting the
preclusion fails to exercisge ordinary care in paying ot raking
the instrument and that failure aubstantially contributes to
loss, the loss is allocated between the person precluded and
the person zaserting the preclusion according to the extent to
which the failure of each to exercige ordinarty care
contributed to the loss.

J. Under subsection L, the burden ot proving tailure to
exercise ordinary care is on the peraon asserting the
preclusion. Under subsection 2, the burden of proving failure
to exercise ordinary care is on the person precluded.

Sec. 54. NEW SECTION. 554.3407 ALTERATION.

1. "Alteratlon" means (i) an unauthorized change in an
instrument that purports to modify in any respect the
obligation of a party, or (ii) an unauthotized addition of
words or numbers or other change to an incomplete instrument
relating to the obligation of a pacty.

2. Except as provided in subsection 1, an alteration
fraudulently made discharges a party whose obligation is
affected by the alteration unless that party asseats or is
precluded from asserting the alteration. No other alteration
discharges a party, and the instrument may be enforced
according to its original teems.

3. A payor bank or drawvee paying a Ffraudulently altered
inatrument or a person taking it for value, in good faith and
without notice of the alteration, may enforce rights with
respect to the instrument (i) according to its original terms,
or (ii) in rthe case of an incorplete instrument altered by
unauthorized completion, according to its tecms as completed,

Sec, 55, 554.3408 DRAWEE MOT LIABLE 0N
UNACCEPTED DRAFT.

A check or other draft does not of itself operate as an
asslgnment of funds in the hands of the drawee available for
its payment, and the drawee is not liable on the Lnstrument
until the drawee accepts it,
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Sec. 56, NEW SECTION. 554.3409 ACCEPTANCE OF DRAFT --
CERTIFIED CHECK.

1. "Acceptance® means the drawee's signed agreement to pay
a draft as presented. It must be written on the draft and may
consist of the drawee's signatute alone. Acceptance may be
made at any time and becomes effective when notification
pursuvant to instructions ls given or the accepted draft is
delivered For the purpose of giving tights on the acceptance
to any person,

2. A drafr may be accepted although it bas not been signed
by the draver, is otherwise incomplete, is overdue, ot has
been dishonored.

3, 1f a drafr is payable at a fixed pericd after sight and
the acceptor fails to date the acceptance, the holdetr may
complete the acceptance by supplying a date in goocd Eajth.

4. "Certified check" reans a check accepted by the bank on
which it is drawn. Acceptance may be made as satated in
subsection 1 or by a writing on the check which indicates that
the check is certified. The drawee of a check has no
obligation to certify the check, and refusal to certify is not
dishonotr ot the check.

Sec. S7. NEW SECTION, 554.3410 ACCEPTANCE VARYING DRAFT.

. If the terms of a drawee's acceptance vary from the
verms of the draft as presented, the holder may refuse the
acceptance and treat the draft as Adishonored, 1n that case,
the drawee may cancel the acceptance.

7. The terms of a draft are not varied by an acceptance to
pay at a particular hank or place in the United States, unless
the acceptance gtates that the draft is to be paid only at
that bank <t place.

1. If the holder assents to an acceptance wvatying the
verms of a draft, the obligation of each drawer and endorser
that does not expressly assent to the acceptance is
discharged.

Gec. 58. HNEW SECTION. 554.1411 REFUSAL TO PAY CASHIER®S
CHECKS, TELLER'S CHECKS, AND CERTIFIED CHECKS.
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1. 1n this section, "obligated Lanx" means the acceptor of
a cettified check or the iassuer of a cashier's check ot
teller's check bought from the issuer.

2. If the obligated bank wrongfully (i) refusea to pay a
cashier's check or certified check, (ii) stops payment of a
teller's check, or (11f) tefuses to pay a dishonored teller's
check, the person asserting the right to enforce the check is
entitled to compensation for expenses and loss of interest
resulting from the nonpayment and may recover consequential
damages 1€ the obligated bank refuses to pay after receiving
notice of particular circumstances giving rise to the damages.

31, Expenses ot consequential damages under subsection 2
are not recoverable if the refusal of the obligated bank to
pay occurs because (i)} the bank suspends payments, {(ii) the
obligated bank asscrts a claim or defense of the bank that it
has teasonable grounds to believe is available against the
person entitled to enforce the inatrument, (iii) the obligated
bank has a reasonable doubt whether the person demanding
payment is the person entitled to enforce the instrument, or
{iv) payment is prohibited by law.

Sec., 59. UEW SECTIOM. 554.3417 OBLIGATION OF ISSUFR OF
NOTE QR CASHMIER'S CHECK.

The isauet of a note or cashier's check or other draft
drawn on the drawetr is obliged to pay the instrument (i)
according to its terms ar the time it was issued or, if not
issued, at the time it First came into possession of a holder.,
or (ii) 4€ the issuer signed an incomplete i1nstrument,
according to its terms when completed, Lo the extent stared in
sections 554.3115 and 554.3407. The obligation is owed to a
person entitled to enforce the instrument or to an endocser
who paid the insttument under section 554.341%,

Sec. GO. NEW SECTION. $54.3413 OBLIGATION OF ACCEPTOR.

1. The acceptor of a draft is obliged to pay the draft (i)
according to its terms at the time it was accepted, even
though the acceptance states that the draft is payable “as

originally drawn” ot equivalent tecms, (i1} 1+f the acceprance

wvaries the terms of the draft, according to the terms of the
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draft as varied, or {iil) if the acceptarce is of a draft that
is an incomplete instrument, according to iks Lecms when
completed, to the extent stated in sections 554.3115 and
554.3407. The obligation is owed tc a person entitled to
enforce the draft or to the draver or an endorser who pald the
draft under section 554,3414 or 554.3415.

2. If the cerctificarion of a check or other acceptance of
a draft states the amount certified ot accepted, the
obligation of the acceptor is that amount. If (1) the
certification or acceptance does not state an amount, (il)] the
amount of the instcument is asubseguently raised, and (iii) the
instrument is then negotiated to a holder in due course, the
obligation of the acceptor is the amount of the instcument at
the time it was taken by the holder in due coucse,

Sec. 61. NEW SECTION. 554.3414 OBLIGATION OF DRAWER.

l. This section does not apply to cashier's checks or
other drafts drawn on the drawer.

2. 1I€ an unaccepted draft ts dishonored, the drawer is
obliged to pay the draft (1) according to its terms at the
time it was issued or, if not issued, at the time it Fflrst
came into possession of a holder, or (il) if the drawer signed
an incomplete Instrument, according to its terms when
completed, to the extent stated in gections 554.3115 and
554.3407. The obligation is owed to a person entitled to
enforce the draft or to an endorser who paid the draft under
gection 554, 3415.

3. If a draft is accepted by a bank, the drawver is
discharged, regardiess of when or by whom acceptance 'was
obtained.

4. I€ a drafr is accepted and the acceptor is not a bank,
the obligation of the drawet to pay the draft i€ the draft is
dishonored by the acceptor is the same as the obligaticn of an
endorser under section 5%4.3415, subsections 1 and 1.

5. [f a deafr states that it is drawn "without cecourse”
or otherwise disclaims liability of the drawer to pay the
draft, the drawet is not liable under subsection 2 to pay the
draft if the draft is not & check. A disclaimer of the
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liability stated in subsection 2 is not effective if the drafe
la a check.

6. [f {i) a check i8 not presented for payment or given to
a depositary bank for collection within thicty days after its
date, (ii) the drawee suspends payments after expiration of
the thirty-day period without paying the check, and (iii)
because of the suspension of payments, the drawer s deprived
of funds maintained with the drawee to cover payment of the
check, the drawer to the extent deprived of funds may
discharge its obligation to pay the check by assigning to the
person entitled to enforce the check the rights of the drawver
against the drawee with respect to the funds.

Sec. 62. NEW SECTION. 554.3415 OALIGATION OF ENDORSER.

1. Subject to subsectlons 2, 3, and 4 and to section
554.3419, subsection 4, if an instrument is dishonored, an
endorser is obliged to pay the amount due on the ingtrument
(i) according to the terms of the imstrument at the time it
was endorsed, or (ii) If the endorser endorsed an incomplete
ingtrument, according to its tecms when completed, to the
extent stated in sections 5%4.3115 and 5%4.3407. The
obligation of the endorser is owed to a person entitled to
enforce the instrument or to a subsequent endorser who paid
the instrument under this section.

2. If an endorsement states that it is made "without
tecourse” or otherwise disclaims liability of the endorser.,
the endorsec i3 not liable under subsection 1 to pay the
imgtrument.

3. If notice of dishonor of an instrument is tegquired by
section 554.3503 and notice of dishonor complying with that
section is not given to an endorser, the liability of the
endotser under subsecticn 1 is discharged.

4. If a draft is accepted by a bank after an endorsement
is made, the liability of the endorser under subsecktion L is
discharqged.

%. If an endorser of a check is liable under subhgsection 1
and the check is not presented for payment, or given to a
depositary bank for collection, within thirty days after the
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day the endorgement was made, :he liahility of the endorser
under subsection 1 is dlscharged.

Sec. 63. NEW SFCTION. 554.3416 TRANSFER WARRANTIES.

1. A perscn who transfets an instcument for consideration
varrants to the transferee and, if the transfer is by
endorsement, to any subsequent transferee that:

a. the warcantor is a person entitled to enforce the
ingtrument:

b. all signatures on the instrument are authentic and
authorized;

¢. the inatrumeant has not been altered:

d. the instrument is not subject to a defense or claim in
tecouvprent ©f any party which can he asgserted against the
warcantor; and )

e. the <arrantor has no knowledge of any insolvency
proceeding commenced with respect to the maker ot acceptot or,
in the case of an unaccepted draft, the drawer,

2. A person to whom the wartanties under subsection 1 are
made and who took the instrument in good faith may recover
Erom the warcantor as damages fot breach of wacrranty an amount
equal to the loss suffered as a result of the breach, but not
mote than the amount of the instrument plus expenses and loss
of interest incurred as a result of the breach.

3. The warcanties stated in subsection 1 cannot be
disclaimed with respect to checka. Unless notice of a claim
for breach of warranty is given to the warrantor within sixty
days after the claimant has rceason to know of the breach and
the identity of the warrantor, the liability of the warrantor
under subsection 2 1s discharged to the extent of any loss
caused by the Jdelay in giving notice of the ¢laim.

4. A cause of action Eor breach of warranty under this
section accrues when the claimant has reason to know of the
breach,

Sec. 64. HEW SECTION. 554.3417 PRESENTMENT WARRANTIES.

1. IE an wnaccepted draft is presented to the drawee for
payment or acceptance and the drawee pays or accepts the
drcaft, (i) the person obtaining payment or acceptance, at the
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time of presentment, and (ii) a previocus ttansferor of the
draft, at the time of tranafer, wacrant to the drawee making
payment or accepting the draft in good faith that:

a. the watrcantor is, or was, at the time the warcantor
transfected the draft, a person entitled to enforce the draft
or authorized to obtain payment or acceptance of the draft on
behalf of a person entitled to enforce the draft;

b. the dcaft has not been altered; and

¢. the warrantor has no knowledge that the signatuce of
the draver of the draft is unauthorized,

3, A drawee making payment may cecaver from any warrantor
damages for breach of warranty equal to the amount paid by the
drawee less the amount the drawee received ©or is entitled to
receive from the drawer because of the payment. [n addition,
the drawee is entitled to compensation for expenses and loss
of interest resuylting from the breach. The right of the
drawee to recover damages under this subsection is not
affected by any failure of the drawee to exerclse ordinary
cace in making paynent. [If the drawee accepts the drafet,
breach of warranty is a defense to the obligation of the
acceptor. If the acceptor makes payment with respect to the
dcatt, the acceptor is entivled to recover from any warcantor
for breach of warranty the amounts stated in this subsection.

3. 1f a drawee asserts a claim for breach of warranty
under subsection 1 hased on an unauthorized endorsement of the
draft or an alteration of the draft, the warrantor may defend
by proving that the endorsement is effective under section
554.3404 or $54.3405 or the drawer is precluded under section
534.3406 or 554.4406 from asserting against the dravee the
unauthorized endorsement or alterataicn,

4. If (i) a dishonored draft is presented €or payrent to
the drawer or an endorser or [ii) any other instrument is
presented foc payment to a party cbliged to pay the
instrument, and (ili) payment is received, the folloving rules
apply:

a. The person obtaining payment and a prior transfercr of

6422 4S

the instrument warrant to the person making payment in good
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faith that the warrantor is, or was, at the time the warrantor
transferted the instrument, a person entitled to enforce the
instrument or authorized to obtain payment on behalf of a
person entitled to enforce the instrument.

b. The petrscn making payment may tecover from any
warrantor for breach of warranty an amount equal to the amount
paid plus expenses and loss of interest regulting from the
breach.

S. The warranties stated in subsections 1 and 4 cannot be
disclaimed with respect to checks. Unless notice of a claim
for breach of warranty i8 given to the warrantor w«ithin sixty
days after the claimant has reason to know of the breach and
the idenricy of the warrantor, the liability of the warrantor
under subsection 2 or 4 is discharged to the extent of any
loss caused by the delay in giving notice of the claim.

6. A cause of action for breach of warcanty undet this
section accrues when the claimant has reason to know of the
breach.

Sec. 65. NEW SECTION. 554.3418 PAYMENT OR ACCEPTANCE BY
MISTAKE.

1. Except as provided in subsection 3, if the drawvee of a
drafr pays or accepts the draft and the drawee acted on the
mistaken belief that (i) payrent of the draft had not been
stopped pursuant to section 5%4.4403 or (ii) the signature of
the drawer of the draft was authorized, the drawee may recover
the amount of the draft from the person to whom or for whose
benefit payment was made or, in the cace of acceptance, may
revoke the acceptance. Rights of the drawvee under this
subsection are not affected by failure of the drawee to
exercise ordinary care in paying or accepting the draft.

2. Except as provided in subsection 3, if an instrurent
has been paid ot accepted by mistake and the case is not
covered by subsection 1, the person paying or accepting may,
1o the extent permitted by the law governing mistake and
restitution, [i) recover the payment from the pecson to whom
or for whose benefit payment was made or (ii) in the case of
acceptance, may revoke the acceptance.
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3. The temedies provided by subsection } ot 2 may not be
asserted against a person who took the instrument in good
€aith and for value or who in good faith changed position in
reliance on the payment or acceptance, This subsection does
not limit remedies provided by section 554.3417 or 554,4407.

4. MNotwithstanding section 554.4215, if an instrument is
paid or accepted by mistake and the payor or acceptor recovers
payment or revokes acceptance under subsection L or 2, the
instrument is deemed not to have been paid or accepted and is
treated as dishonored, and the person from whom payment is
recovered has righta as a person entitled to enforce the
dishonored instrument.

Sec. 66. NEW SECTION. 554.3419 [NSTRUHMENTS SIGNED FOR
ACCOMMODATION.

1. If an instrument is issued for value given for the
benefit of a party to the instrument ("accommodated party")
and anothet party to the instrument ("accommodation party”)
signs the instrument €or the purpose of incurring liability on
the instrument without being a direct beneficlary of the value
given for the instrument, the instrument is signed by the
accommodation party "for accommodation.”

2. An accommodation party may sign the instrument as
maker, drawer, acceptot, or endorser and, subject to
subsection 4, is obliged to pay the instrument in the capacity
in vhich the accommodation party signs. The obligation of an
accommodation party may be enforced notwithstanding any
statute of Ffrauds and whether or not the accormodation party
receives consideration for the accommodation.

1. A person signing an instrument is presumed to be an
accommodation party and there is notice that the instrument is
signed for accommadation if the signature is an anomalous
endorsement or is accompanied by words indicating that the
signer is acting as surety ot guatantor with respect to the
cbligation of another party to the instrument. Fxcept as
provided in section $54.36N05, the obligation of an
accormodation party to pay the instrument is not affected by
the fact that the person enfercing the obligation had notice
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~hen the instrument was taken by that person that the
accommodation party signed the instrument For accommodatlion.

4. 1f the signature of a party to an instrument is
accompanied by words indicating unambiguousaly that the party
is guaranteeing collection rather than payment of the
obligation of another party to the instrument, the signer is
cbliged to pay the amcunt due on the instrument to a person
entitled to enforce the instrument only if (i} execution of
judgment against the other party has been returned

unsatisfied, (ii) the other party is insolvent ot in an

insolvency proceeding, (ili) the other party cannot be served
with process, or (iv} it is otherwise apparent that payment
cannot be obtained from the other party.

5. An accommodation party who pays the instrument is
entitled to teimbursement from the accormodated party and is
entitled to enforce the inatrument against the accommodated
patty. Ap accommodated party who pays the instrument has nc
right of recourse againat, and is not entitled to contribution
from, an accommodation party.

Sec. 67. MNEW SECTION., 554.3420 CONVERSION QF INSTRUMENT.

l. The law applicable to conversion of perasonal property
applies to instruments. An instrument is alsc converted if it
is taken by transfer, other than a negotiation, from a person
not entitled te enforce the instrument or a bank makes ot
obtains payment with respect to the instrument for a person
not entitled to enforce the instrument or receive payment. An
action for conversion of amn instrument may not be hrought by
ti) rhe issuer or acceptor of the instrument or (ii) a payee
or endorsee who did not receive delivery of the instrument
either directly or through delivery to an agent or a co-payee.

2. In an action under subsection 1, the measure of
liability is presumed to be the amount payable on the
instrument, but recovery may not exceed the amount of the
plaintiff’'s intecest in the instrument,

1. A representative, other than a depositary bank, who has
1o good faith dealt with an instrument or jts proceeds on
behalf of one who was not the person entitled to enforce the
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instrument i$ not liable in conversion to that person beyond
the amount of any proceeds that it has not paid out.

PART 5§

DISHONOR

Sec. 68. NEW SECTION. $54.3501 PRESENTMENT.

1. "Presentment” means a demand made by or on behalf of a
person entitled to enforce an instrument (1) to pay the
instrument made to the drawee or a party obliged to pay the
instrument or, in the case of a note or accepted draft payable
at a bank, to the bank, or {ii) to accept a draft made to the
drawee,

2. The following rules are subject to Article 4, agreement
of the parties. and clearing-house rules and the like:

2. Presentment may be made at the place of payment of the
instrument and must be made at the place of payment If the
instrument is payable at a bank in the United States: may be
made by any commercially reasonable means, including an oral,
wtitten, or electronic communication; is effective when the
demand for payment or acceptance is received by the person to
whom presentment is made: and is effective if made to any one
of twe or more makers, acceptors, drawees, or other payors,

b. Upon demand of the person Lo whom presentment is made,
the person making presentment must (i) exhibit the instrument,
tii) give reasonable identification and, if presentment is
made on behalf of ancther person, reascnable evidence of
authority to do so, and (iil) sign a receipt on the insttument
for any payment made or surrender tne instrument if Eull
payment is made.

¢. Without dishohoring the instrument, the party tao whon
presentment is made may (i) teturn the instrument for lack of
a necessary endorsement, or (ii) refuse payment or acceptance
for failure of the presentment to comply with the terms of the
instrument, an agreement of the parties, or sthec applicable
law or rule.

d. The party to whom presemiment is made may treat
presentment as cccurring on the next business day after the
day of presentment if the party to whom presentment is nade




Senate File 2279, p. &7

has established a cut-off hour not earlier than two p.m. for
the receipt and processing of instruments presented fot
payment or acceptance and presentment is made after the cut~
off hour.

Sec. 69. MNEW SECTION. 554.3502 DISHONOR,

1. Dishonot of a note is governed by the following rules:

a. 1f the note is payable on demand, the note is
dishonored 1§ presentment is duly made to the maker and the
note is not pald on the day of presentment.

b. If the note is not payable on demand and is payable at
or through a bank or the terms of the note requlre
presentrent, the note is dishonored if presentment ais duly
made and the note is not paid on the day it becomes payable or
the day of presemtment, whichever is later.

c. 1f the note is not payable on demand and paragraph “b*
does not apply, the note is dishonored if it is not paid on
the day it becomes payable.

2. Dishonor of an unaccepted draft other than a
documentary draft is governed by the following rules:

a. 1f a check is duly preaented for payment to the payor
bank otherwise than for immediate payment over the counter,
the check ia dishonored if the payor bank makes timely return
of the check or sends timely notice of dishonor or nonpayment
under section $54.4301 or 554.4302, or becomes accountable fot
the amount of the check under section $54.4302.

k. If a draft is payable on demand and patagraph a does
not apply, the draft is dishonored 1t presentment [oc payment
is duly made to the drawee and the draft is not paid on the
day of presentment.

c. If a draft is payable on a date stated in the draft,
the draft is dishonored if [i) presentment fot payment is duly
made to the drawee and payment is not made on the day the
draft becomes payable or the day ol presentment, wvhichever is
later, or (ii) presentment Eor acceptance is duly made befoce
the day the draft becomes payable and the draft is not
accepted on the day of presentment.
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d. If a draft is payable on elapse of a peciod of time
after sight or acceptance, the draft is dishonored if
presentment for acceptance is duly msede and the draft is not
accepted on the day of presentment.

3. Dishonot of an unaccepted documentary draft occurs
according to the rules stated in subsection 2, paragraphs "b",
ne", and "d", except that payment or acceptance may be delayed
without dishonor until no later than the clese of the third
business day of the drawee following the day on which payment
or acceptance is required by those paragraphs.

4. Dishonoct of an accepted drafr is governed by the
following rutes:

a. 1F the draft is payable on derand, the draft is
dishonored if presentment foc payment is duly made to the
acceptor and the draft ia not paid on the day of presentment.

b. If the draft is not payable on demand, the draft is
dishonored if presentment for payment is duly made to the
acceptor and payment is not made on the day it becomes payable
or the day of presentment, <hichever 1s later.

S. 1n any case in which presentment is otherwise regquired
for diahonor under this section and presentment is excused
under section 554.3504, dishonor occurs without preseotment if
the instrument is not duly accepted ot paid,

6. 1F a draft is dishonored because timely acceptance of
the draft was not made and the person entitled to demand
acceptance consents to a late acceptance, from the time of
acceprtance the draft is treated as never having been
dishonored.

Sec. 70, NEW SECTION. 554.3503 NOTICE OF DISHONOR.

1. The obligation of an endorser stated in section
654.3415, subsection 1 and the obligation of a draver stated
in section 554.3414, subsection 4, may not be enforced unless
(i) the endotser or drawer is given notice of dishonor of the
instrument complying with this section or [i1i} notice of
dishonor is excused under section 554,3504, subsection 2.

2. Notice of dizhonor may be given by any person: may be
given by any commercially reasonable means, including am oral,
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written, or electrohic communication; and is sufficlent if it
reasonably identifies the ingtrument and indicates that the
instrument has been dishonored or has not been paid or
accepked. Return of an instrument given to a bank for
collection is sufficient notlce of dishonor.

3. Subject to section 554.3504, subsection J, with tespect
te an instrument taken for collection by a collecting hank,
notice of dishonoc must be given (i) by the bank before
midnight of the next banking day following the banking day on
which the bank receives notice of dishonor of the instrument,
ot {ii) by any other person within thirty days following the
day on which the persen receives notice of dishonor. Hith
cespect to any other instrument, notice of dishopor must be
given within thirty days following the day on which dishonor
occurs.

Sec. 71. MNEW SECTION. $54.3504 EXCUSED PRESENTMENT AND
NOTICE OF DISHOMOR.

1. Presentment for payment cor acceptance of an instrument
is excused if (i) the person entitled to present the
instrument cannct with reasonable diligence make ptesentment,
{ii) the maker or acceptor has repudiated an obligation to pay
the instrument or is dead or in insolvency proceedings, (iii)
by the terms of the instrument presentment is not aecessary to
enforce the obligation of endorsers or the drawetr, (iv) the
draver or endorser whose obligation is being enforced has
waived presentment or othecrwise has no reason Lo expect or
right to require that the instcument be paid or accepted, or
(v} the drawec instructed the drawee not to pay ot accept the
draft or the drawee was not obligated to the drawer Lo pay the
deaft,

2. Notice of dishonor g excused if (i) by the terms of
the instoument notice of dishonot is a0t necessdry to enforce
the obligation of a party to pay the instrument, or {il] the
party whose cobligation i3 being enfocced waived notice oF
dishonor., A waiver of presentment is also a waiver of notice
of dishonor.
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3. Delay in giving notice of dishonor is excused if the
delay was caused by ciccumstances beyond the control of the
person giving the notice and the person giving the notice
exercigsed reasonable diligence after the cause of the delay
ceased to operate.

Sec. 72. 'HEW SECTION. 65%54.3505 EVIDENCE OF DISHONOR.

1. The following are admissible as evidence and create a
presumption of dishonor and of any notice of dishonor stated:

a. a document reqular in form as provided in subsection 2
which purports to be a protest;

b. & purperted stamp or writing of the drawee, payor bank,
or presenting bank on or accompanying the inatcument atating
that acceptance or payment has been refused unless reasons for
the refusal are stated and the reasons are not consistent with
dishonor:

€. 4 book or record of the drawee, payor bank, or
collecting bank, kept in the usual course of husiness which
shows dishonor, even if there i8s no evidence of who made the
entry,

2. A ptotest is a certificate of dishonor made by a United
States consul of vice consul, or a notary public or other
person authorized to administer caths by the law of the place
where dishonor occurs. [t may be made upon information
satisfactory to that person. The protest must identify the
instrument and certify either rhat presentment bas been rade
or, i1f not made. the reason why it was not made, and that the
instrument has been dishonored by nonacceptance or nonpayment.
The protest may also cectify that notice of dishonor has been
given to some or all pacties,

PART &
DISCHARGE AND PAYMENT

Sec. 73. NEW SECTION. 554.3601 DISCHARGE AND EFFECT OF
ODISCHARGE.

L. The obligation of & party to pay the instrument is
discharged as stated in this Article or by an act or agreement
with the party which would discharge an obligation to pay

6222 4S5

money under a simple contract.
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2. Discharge of the obligation of a party is not effective
against a person acquiring rights of a holder in due course of
the instrument without notice of the discharge.

Sec. 74. NEW SECTION. 554.3602 PAYMENT.

l. Subject tc subsection 2, an instrument is paid to the
extent payment is made (i} by or on behalf of a party obliged
to pay the instrument, and (ii) to a person entitled to
anforce the instrument. To the extent of the payment, the
oblligation of the party obliged to pay the instrument is
discharged even though payment is made with knowledge of a
claim to the instrument under section 554.3306 by another
petson.

2. The ohligation of a party to pay the instrument is not
discharged under subsection 1 if:

a. a claim to the instrument under section 554.3306 is
enforceable against the party receiving payment and (i)
payment is made with knowledge by the payor that payment is
prohibited by injunction or similar process of a court of
competent jurisdiction, or (il) in the case of an instrument
other than a cashier's check, teller's check, or certified
check, the party making payment accepted, from the person
having a claim to the instrument, indemnity against loss
resulting from refusal to pay the person entitled to enforce
the instrument; or

b. the person making payment knows that the instrument 18
a stolen instrument and pays a person it knows is in wrongful
possession of the instrument,

Sec. 75. NEW SECTION. 554.3603 TENDER OF PAYMENT.

1. 1f tender of payment of an obligaticn to pay an
inatrument is made tc a person entaitled to enforce the
instrument, the effect of tender is governed by principles of
law applicable to tender of payment under a simple contract,

2. If tender of payment of an obligation to pay an
instetument is made to a person entitled to enforce the
ihstrument and the tender is refused, there i3 discharge, to
the extent of the amount of the tender, of the obiigation of
an endorser ot accommodation pacty having a cight of recourse
with respect to the obligation to which the tender relates.
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3. [If tender of payment of an anount due on an instrument
is made to a person eantitled to enforce the instrument, the
obligation of the obligor to pay interest after the due date
on the amount tendered is discharged. If presentment is
tequired with respect to an instrument and the obligor is able
and ready to pay on the due date at every place of payment
stated in the instrument, the obligor is deemed rto have made
tender of payment on the due date to the person entitled to
enforce the instrument.

Sec. 76. NEW SECTION. 554.3604 DISCHARGE BY CANCELLATION
OR RENUNCIATION.

1. A person entitled to enfocrce an ingtrument, with or
without consideration, may discharge the obligation of a party
to pay the inastrument (i) by an intentional voluntary act,
such as surrender of the instrurment to the party, destruction,
mutilation, or cancellation of the instrument, cancellation or
striking out of the party's signature, or the addition of
words to the instrument indicating discharge, or (ii) by
agreeing not to sue or otherwige renouncing rights against the
party by a signed writing.

2. Cancellation or striking out of an endorsement pursuant
to subsection 1 does not affect the ttatus and rights of a
party derived from the endoraement.

Sec. 77. MNEW SECTION. 554.3605 ODISCHARGE OF FNDORSERS
AND ACCOMMODATION PARTIES.

L. In this section, the term "endorser” includes a drawer
having the obligation described in secticon %54.3414,
subsection 4.

2. Discharqge, under section $54.3604, of the cbligatiocn of
a party to pay an instrument does not discharge the obligation
of an endorser or accormodatlion pacty having a right of
recourse aqainst the discharged party.

3. I€ a person entitled ro enforce an instrument agrees,
with or without consideration, to an extension of the due date
of the obligation of a party to pay the instrument, the
extension discharges an endorser or accommodation party having
a right of recourse against the pacty whose cbligation is8
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extended to the extent the endorser or accormodation party
proves that the extension caused loss to the endocser or
accommodation party with respect to the right of recourse.

4. If a person entitled to enforce an instrument agrees,
with or without consideration, to a material modification of
the cobligation of a patty other than an extension of the due
date, the moditication discharges the obligation of an
endorser or accommodation party having a right of recourse
againat the person whose cbligation is modified to the extent
the medification causes 1o3s to the endorser or accommodation
patty with respect to the right of recourse. The l108s
sulfered by the endorser or accommedation party as a result of
the modification is equal to the amount of the tight of
recourde unless the person enforcing Lhe instrument proves
that no less was caused by the modification or that the loss
caused by the modification was an amcunt less than Lhe amcunt
of the right of recourse.

5. If the obligaticn of & party to pay an instrument is
securerd by an interest in collateral and a person entitled to
enforce the instrument impairs the value of the interest in
ccllateral, the obligation of an endorser or accommodation
party having a2 right of recourse against the obligor is
discharged to the extent of the impairment. The value of an
interest in collateral is impaired to the extent (i) the value
of the interest is reduced to an amount less than the amount
of the right of recourse of the party asserting discharge, or
(i1} the reduction in value of the interest causes an increase
in the amount by which the amount of the right of recourse
exceeds the value of the interest. The burden of proving
impairment i3 on the party asserting discharge.

6. 1f the obligation of a party is secured by an interest
in collateral not provided by an accommadation party and a
person entitled to enforce the instrument impaics the value of
the interest in ccllateral, the obligation of any pacty who is
jointly and severally liable with respect tn the secured
obligation is discharged to the exvent the impairment causes
the party asserting discharge to pay more than that parcty
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would have been obliged to pay, taking into account tights of
contribution, if impaicment had not occurced. IF the party
aaserting discharge is an accommodation party not entitled to
discharge under subsection 5, the party is deemed to have a
right to contribution based on jeint and several Yiabilitcy
rather than a right to reimbursement, The burden of peoving

impairment is on the party assecting discharge.

7. Under subsection 5 or &, impairing value of an interest
in collateral includes (i) failure to obtain or maintain
perfection or recordation of the interest in collateral, [i%}
release of collateral without substitution of collateral of
equal value, (§ii) failure to perform a duty to preserve the
value of collateral owed, under Article 9 or other law, to a
debtor or surety or other person secondarily liable, or (iwv)
failure to comply with applicable law in disposing of
collateral.

8. An accommodation party is not discharged under
subsection 3, 4, or S unless the petson entitled to enforce
the instrument knows of the accommodation or has notice under
section 554,3419, subsection 3, that the instrument was signed
for accemmodation.

%. A party is not discharged under this section if (i) the
patty asserting discharge consents to the event or conduct
that is the basis of the discharge, or (ii) the instrument ot
a geparate agreement of the party provides for waiver of
dischatge undecr this section eithee specifically or by geneval
language indicating that parties waive defenses based an
suretyship or impaitment of collateral.

Sec. 78, Section $54.4101, Code 1993, is amended to read
as tollows:

554.,4101 SHORT TITLE.

This Article shati-be-known-and may be cited as Unifcem
Commercial Code -- Bank Depcsits and Collectians.

Sec. 79. Section 554.4102, Code 1993, is amended Lo tead
as follows:

5%4.4102 APPLICABRILITY,
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1. To the extent that items within this Article are also
within the-secepe-nf hArticles 3 and 8, they are subject to the
provisions of those Articles. #n-the-event-of 1f there is
conflict, the-provistons-of this Article govern-those-of
governs Atticle 3, but the-provistens-of Article 8 govern
these-of governs thias Article,

2. The liability of a bank for action or nonaction with
reapect to amy an item bandled by it for purposes of
presentment, payment, or collection is governed by the law of
the place where the bank ls located., In the case of action ot
nonaction by or at a branch or separate cffice of a bank, its
liability is governed by the law of the place where the branch
or separate oftice is located.

Sec. 80. Section 554.4103, Code 1993, is amended to read
as follows:

554,4103 VARIATION BY AGREEMENT -- MEASURE OF DAMAGES - -
ERRPAIN ACTION CONSTITUTING ORDINARY CARE.

1. The effect of the provisions of this Article may be
varied by agreement mxeept-thab-no-agreement-can, but the
parties to the_agreement cannot disclaim a bank's
responsibility for its ewn lack of good faith or failure to
exercise ordinary care or ean limit the measure of damages for
aneh the lack or failures-bwt. However, the parties may
determine by agreement deteemine the standards by which aueh
the bank's tesponsibility is to be measutred if swek those
standards are not manifestly unreasonable.

2. Federal Reserve regulations and operating tethers
circulars, clearing house tules, and the likes have the effect
of agreements under subsection 1, whether or not specifically
assented to by all parties interested in items handled.

3. Action or nonaction approved by this Article or
pursuant Lo Federal Reserve regulations or operating letrers
esnsritutes circulars is the exercise of ordinaty care and, in
the absence of special insttuctions, action or nonaction
consistent with clearing house rules and the like or with a
genetal banking usage noct disapproved by this Article, is
prima facie comstibutes Lhe exercise of ordinary cate.
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4. The specification or approval of certairn proceduces by
this Article does-noe-constitote is not disapproval of other
procedures whiech that may be reasonable under the
circumstances.

5. The measure of damages for failure to exercise crdinary
care in handling an item is the arount of the item reduced by
an amount whiek that could not have been realized by the unse
execcise of ordinary cater-and-wheee, If there is also bvad
faith it includes any other damagesy-tf-anyr-auffered-by the
pacty suffered as a proximate consequence.

Sec. 81. Section $54.4104, Code 1993, is amended to read
as follows:

§54.4104 DEPINITIONS AND INDEX OF DEFINITIONS.

1. In this Article, unless the context otherwise cequires:

a. "Account™ means any deposit ocr credit account with a
bank and-inciudes, including a checkingr-time;-interest-oc

or_like account, other than an account evidenced by a

cettificate of deposit:

b. “Afternoon" means the period of a day between noon and
midnight:

c. “Banking day” means that the part of any a day on which
a bank i1s open to the public for carrying on substantially all
of its banking functions but for the purposes of determining a
bank's midnight deadline, shall not include Saturday, Sunday,
or any holiday when the federal reserve banks are not
petforming check clearing functions:

d. “"Clearing house” means amy an association of banks or
nther payors reqularly clearing items:

e, “"Customer" means any a person having an account wilh a
bank or for whom a bank has agreed to collect items and
inetades, including a bank earryrmg that maintaing an account
with at another bank:

f. “Documentary draft” means any-neqotrabie-or
nannegetéab)e-draft-uith—acconpnnying-docuﬂentsr-seeur*tées—or
ebher-papers—te-be—deiivered—against—honor—aé—the—dfaft a

draft to be presented for acceptance or payment if specified
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documents, certificated securities [(section 554.8102) or
instructions for uncertificated securities {section 554.8108)
or other certificates, statements. or _the like are to be
received by the draweeupr cther payor before acceptance or

9. Draft” means a draft as defined in section $54.3104 or
an item, other than an instrument, that ia_an crder;

h. Dravee” means a person ordered in a_draft to make
payment :

i; "lTtem" means any-tnatrument-for-the- payment-of -money
even-though-it-ta-net-negatiable-but-doea-nak- tnctude-meney an
instrument or_a promise or order to pay noney handled by a
bank for collection or payment. The tern does not include a
payment order governed by Article 12 or a credit or debit card
slip:

h j. "Midnight deadline® with respect toc a bank is
midnight on its next banking day following the banking day on
which it recelves the relevant item or notice or from which
the time for taking action commences to run, whichever is
later;

t:--iFroperiy-payebiel-incindes-the-avaitanriity-oé-fnnds
Eer—paynent—at—the—time-cf—deeiaien—to—pay-or-d*ahonorr

3 k. "Settle” means to pay in cash, by clearing house
settlement, in a charge or credit or by remittance, or
otherwise as insterneted agreed. A settlement may be either
provisienal or fimal;

k 1. “Suspends payments” with respect t- a bank means that
it has bheen closed by order of the superviscry authorities,

that a public officer has been appointed Lo take it over, ot

that it ceases ot refuses to make payrents in the ordinacy
course of business,

2. Other definitions applying 1o this Acticle and the
sections in which they appear acren:

TAgreement for electronic presentment’.  Section $54.4110,
“Bank". .. Section 554.4105,

“"Cellecting bank™. Section $%4.4105,
"Depositary bhank™. Section %54.4105.
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"Intermediary bank'", Section 554.4106,
"Payor bank", Section %54.4105.
"Presenting bank", Section 554.4105.
URemitttng-bank: 9ection-554:-4165<
“Presentment notice”. Section $54.4110,

3. The Ebllowing definitions in other Articles apply to
this Article:
“Acceptance”, Section 554:3418
554.3409.
"Alteration”. ] . B _Section 554.3407.
"Cashiers check". Section 554.3104.
"Certificate of deposit™, Section 5%4.3104.
Ugereifiecationts Section-55473411:
“Certified check", ] . Section 554.3409.
“Check". Section 554.3104,
"Draft", Sectivn $54.3104.

"Good faith". = . ._Section 554.3103.

"Holder in due course". Section 554.3302.
"Instrument". B L Section 554.3104.
“Hotice of dishoner®, Section 554:3588

554.3503.
"Order”. ) B Section 5%4.3103.

JOrdinacy care". = o Section 554.3103.
"Person entitle to enforce”, o . Section 554.3301.
“Presentment”. Section 55473%64

554.3501.
YProtestis Seetron-554-35689:
YBecondaey-parcyt; Sectton-554731082<
"Promigse"” . B L il Section 554,310,
“Prove". . : . ..___Section 5%4.3103,
“Tellec‘'s check". ] A . ._.Section 554.3104.

“Unauthcorized sigrature”, ) Section 594.3403.

4. 1Io addition Article 1 centains anPral definitions and
principles of construction and intetpretation applicable
throughout *his Article.

Sec. 82. Section $54.410%, Ccde 1992, is amended to cead
as follows:




Senate File 2279, p. 49

554.4105 "“BANK" -- "DEPCSITARY BANK" -- "INTERMEDIARY
BANK" -~ "CQLLECTING BANK" =-- "PAYOR BANK" -- "PRESENTING
BANKUS-~ - -HRBMEFPEING-BANK" .

In this Article uniess-the-context-otherwise-requices:

1. "Bank” means a person engaged in the business of

banking, including a savings bank, savings and loan

association, credit union, or trust company:

& 2, "Depositary bank" means the firat bank to whieh take
an item is ereranaferred-Emnr-cotteceton even though it is also
the payor bank, unless the item is presented for immediate
pafmegt over the counter:

b 3. "“Payor bank" means a bank by-which-an-item-is-payabie

e 4, "Intermediary bank" means any a bank to which an item
is transfecred in coutse of collection except the depositary
or payor bank:

d 5. "Collecting bank” means any a hank handling ®he an
item for collection except the payor bank:

e 6. "Presenting hank" means sny a bank presenting an item
except a payoec banks

Er-~dRemitting-bankl-means-any-payor-or-incermediary-Hank
remttting-for-an-ttem,

Sec. 83. Section 554.4106, Code 1993, is amended to read
as follows:

554.4106 SEPARATE OFFICE OF A BANK.

A branch or seoarate office of a bank {3 a separate bank
for the purpnse of computing the time within which and
determining the place at or to which acticn may be taken or
notices ot orders shati must be given under this Article and
under Article 3.

Sec. R4. Section 554.4107, Code 1993, is amended to read
as follows:

554,4107 TINE OF RECEIPT OF ITEMS.

1. For the purpose of allowing time te process items,
prove balances, and make the necessary entries on Lts books o
determine its position for the day, a bank may fix an
aftecrncon hour of two P.M. or later as a cutoff hour for the
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handling of money and items and the makXing of entries on its
books.

2. Any An item or deposit of money recelved on any day
after a cutoff hour so fixed or after the close of the banking
day may be treated as being received at the opening of the
next banking'day.

Sec, 85. Section 5%4.4108, Code 1993, ia amended to read
as follows:

554.4108 DELAYS.

1. Unless cothetwise instructed, a collecting bank in o
good faith effort to secure payment mayr-in-the-case of a
specific ttems item drawn on a payor othet than_a bank, and

with or without the approval of any person involved, may
waive, modify, or extend time limits imposed or permitted by
this chapter for a period not tn-execess-of-an exceeding two
additional banking day days without discharge of secomdary
parties-and-withour drawers or_endorsers or liability to irs

transferor or any 4 prior party.

2. Delay by a collecting bank or payor bank beyond time
limits prescribed oc permitted by this chapter ot by
inatructions js excused if (i) the delay is caused by

interruption of communication facilities, suspension of
payments by another bank, war, emergency conditions, failure
of equipment, or other circumstances beyond the contcol of the
bank provided-it and (li) the bank exercises such diligence as
the circumstances require,

Sec. B6. MNEW SECTION. $54.4110 ELECTRONIC PRESENTMENT.

1. “Agreement for electronic presentment’” means an
agreement, clearing-house rule, or fedecral reserve vegulation
ot operating circular, providing that presentment of an item
may be made by transmission of an image of an item or
infotmation degcribing the item [("presentment notice”) rather
than delivery of the item itself. The agreement may provide
fnr proceduces governing cetention, presentment, payment,
dishonot, and other matters concerning items subjoct tn khe

agreement.
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2, Presentment of an item pursuant to an agreement for
presentment is made when the presentment notice is teceived.

3. 1f presentment is made by presentment notlce, a
refecence to “"item" or “"check™ in the Atticle means the
presentment notice unless the context otherwise indicates,

Sec. 87. NEW SECTION. $54.4111 PAYABLE THROUGH OR
PAYABLE AT BANK ~- COLLECTING BANK.

1. If an item states that it is "payable through” a bank
identified in the item, (i) the item designates the bank as a
collecting bank and does not by itself authorize the bank to
pay the time, and (ii) the item may be presented for payment
only by or through the bank.

2. If an item states that it is “payable at" a bank
identified in the item, (i) the item designates the bank as a
collecting bank and does not by itself authorize the bank to
pay the item, and (ii) the item may be presented for payment
only by or through the bank.

3. If a draft names a nonbank drawee and it is unclear
whether a bank named in the draft is a co-drawee or a
collecting bank, the bank is a collecting bank.

Sec. 88. Section 554.4201, Code 1993, is amended to read
as follows:

554,4201 PRESUMPTION-ANB-BHRATION-OP-AGENEY STATUS OF
COLLECTING BANHS AS AGEHT AND PROVISILONAL STATUS OF CREDITS --
AFPLICABILITY OF ARTICLE -- ITEM ENDORSED "PAY ANY BANK".

1. Unless a contrary intent clearly appears and prior-to
before the time that a settlement given by a collecting bank
for an item is or hecomes final, tsubsection-i of-secrion
5S54-42it-and-seceians-S54+42i2-and-654-4233% the bank, with

]

respect to the item, is an agent or subagent of the owner of

the item and any settlement gaiven for the item is provisional.
This provision applies tegardless of the form of endorsement
or lack of endorserent and even though credit given tar the
item i3 subject ko umediate withdrawal as of right or is in
tact withdrawn: but the rontinuance of swunership of an item by
its owner and any rights of the owner to proceeds of the item
are subject to rights of a collecting bpank, such as those
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resulting from cutstanding advances on the item and velid
rights of recoupment or setoff. HWhen If an iten is handled by
banks for purposes of presentment, payment, and collection, ot
ceturn, the relevant provisions of this Article apply even
though action of the parties clearly establishes that a
particular bank has purchased the item and is the owner of it.

2, Afrec an item has been endocrsed with the words “pay any
bank™ or the like, only a bank may acquire the rights of a
holder until the item has been:

a. untii-the-item-has-been returned to the customer
initiating collection: or

b, wuntti-the-item-has-been specially endorsed by a bank to
a person who is not a bank,

Sec. B9, Section 5%54,4202, Code 1993, is amended to read
as follows:

554.4202 RESPONSIBILITY FOR COLLECTION QR RETURN -- HHEN

1. A collecting bank must wmse exercise ocdinary care in:

a. presenting an item or sending it for presentment: and

b. sending notice of dishonor ocr nonpayment or retutning
an item other than a documentary draft to the bank's
transferor er-directiy-to-the-depoaitary-bank-under-subaection
2-of-seection-S54-4232 after learning that the item has not
been pald or accepted, as the case may be: and

¢. settling for an item when the bank receives final
settlement; and

d. making-ar-providing-for-any-necmosacy-peakast:-and

e: onotifying its transferor of any loss or delay in
trangit <ithin a reasonable time after discovery thereof.

2. A ccllecting bank tekéing-proper-action-before-tty
mrdnight-deaditne-Ffotiaving-reemipe-af-an-teem;-notzea-or
payment-acka-seassnabiys-taking-proper-actton-within-a
ressonabiy-iongec-time-may-he-seasonsbie-buk-the-bank-has-rhe

subsection 1 by taking proper action before its midnight

deadline following receipt of an item, notice, or settlement.

6422 4S
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constitute the exercige of ordinary care, but the bank has the
burden of establishing timeliness,

3. Subject to subsection 1, paragraph "a" a bank is not
liable fot the insolvemcy, neglect, misconduct, mistake, or
default of ancther bank or person or for less or destruction
of an item in the possession of others or in tranait or-im-the

posseasien-of-others.

Sec. 90. Section 554.4203, Code 1993, is amended to read
as follows:

$54.4203 FEFPECT OF INSTRUCTIONS.

Subject to ehe-provistens-of Acticle 1 concerning
conversion of instruments (section 55473419 554.3420) and the
provisiona-of-both-Articke-3-and-rhis-Articie-concerning
restrictive endorsements [section 554.3206) only a collecting
bank's transferor can give instructions which that affect the
bank or constitute notice to it; and a collecting bank is not
liable to prior parties For any action taken pursuant to such
the instructions or in accordance with any agreement with its
transferor.

Sec. 91. Section 554.4204, Code 1993, is amended to cead
as follows:

554,.4204 METHODS OF SENDING AND PRESENTING -- SENDING

1\, A collecting bank maae shall send items by a reasonably
prompt method, taking into consideration any relevant

instructions, the nature of the item, the number of sach those

items on hand, and the cost of collection involved, and the
method generally used by it or others to present sueh Lhose
items.

2. A collecting bank may send:

a. eny an item direct directly to the payor bank:

b. any an item to eny a nonbank payot if authociczed by its
transferor; and

c. any an item other than documentacy drafts to any
nonbank payor, if authorized by Federal Reserve regqulation or
operating tetter circulag, clearing house tule, or the like.
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3. Presentment may be made by a presenting bank at a place
where the payor bamx or_other payor has requested that
presentment be made.

Sec. 92. Section 554.4205, Code 1993, i3 amended by
striking the section and inserting in lieu thereof the
followingt

54,4205 DEPOSITORY BRANK HOLDER OF UNFNDORSED ITEM.

1f a customer delivers an item to a depositary bank for
collection:

1. The depositery bank becomes a holder of the item at the
time it receives the item for collection if the customer at
the time of delivery was a holder of the item, whether or not
the customer endorse the item, and, if the bank satisfies the
other requirements of section $54.3302, it is a holder in due
course: and

2. The depository bank warrants to cellecting banks, the
payor bank or other payor, and the drawer that the amount of
the item was paid to the customer or deposited to the
customer's account.

Sec. 93, Section $54.4206, Code 1993, is amended to read
as follows:

554,4206 TRANSFER BETWEEN BANKS.

Any agreed method whiek that identifies the Lransferor bank
is sufficient for the item's further transfer to ancther bhank.

Sec. 94. Section 55%4.4207, Code 1993, is amended by
striking the section and inserting in lieu therecf the
following!

554.4207 TRANSFER WARRANTIES.

1. A customer ot collecting bank that transfers an item
and receives a settlement ot osther consideraticon warrants to
the transferee and to any subsedquent collecting bank that:

a, Lthe warrantor is & person entitled to enforce the item;

b. all signatures on the item are authentic and
authorized:

c. the item has not been altered:

d. the item is not subject to a defense or clain in
recoupment (section 554.3305, subsection 1} of any party than
can be asserted against the warcantor; and
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e. the wartantor has no knowledge of any insolvency
proceeding commenced with respect to the maker or acceptor or,
in the case of an unaccepted draft, the drawer.

2. 1f an item is dishonored, a customer ot collecting bank
transferting the item and receiving settlement or other
consideration is obliged to pay the amount due on the item (i)
according to the terms of the item at the time it was
transferred, or (ii) if the transfer was an incomplete item,
according to its terms when completed as stated in sections
$54.311% and 554.3407. The obligation of a transferor is owed
to the transferee and to any subsequent collecting bank that
takes the item in good faith. A transferor cannot disclaim
its obligation under this subsection by an endersement stating
that it is made "without tecourse" or otherwise disclaiming
liability.

3. A person to whom the warranties under subsection 1 are
made and who took the item in good fairh may tecovet from the
warrantor as damages for breach of warranty an amount equal to
the loss suffered as a result of the breach, but not more than
the amount of the item plus expenses and loss of intecest
incurred as a result of the breach.

4. The warranties stated in subsection 1 cannot be
disclaimed with respect te checks. Unless notice of a claim
for breach cof warranty is given to the warrantot within sixty
days after the claimant has reason to know of the bteach and
the identity of the warrantor, the wartantor is discharged to
the extent of any loss caused by the delay in giving notice of
the claim,

3. A cause of action for breach of warcanty under this
section accrues when the claimant has reason to know of the
breach.

Sec. %5, Section 554.4208, Ccde 1993, 1s amended to read
as [ollows:

554.4208 SECURLITY INTEREST OF COLLECTING BANK IN ITEMS,
RCCOMPANYING DOCUMENTS AND PROCEEDS.

1. A collecting bank has a security interest in an item
and any accompanying documents or the proceeds of either:
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3. in case of an item deposited in an account, to the
extent to which ccedit given for the item has been withdrawn
or applied:

b. in case of an item for which it has given, credit
available for withdrawal as of right, to the extent of the
credit given whether or not the credit is drawn upon and
whether or mek there is a right of charge-back: or

¢. if it makes an advance on or agaimst the item,

2. When If credit which-has-been given for several items
received at one time or pursuant to a single agreement is
withdrawn or applied in part, the security interest remains
upon all the items, any accompanying documents or the proceeds
of either. For the purpose of this sectinn, credits first
given are first withdrawn.

3. Receipt by a collecting bank of a final settlement for
an item is a realization on its security interest in the item,
accompanying documents and proceeds. Pe-the-pxtenc-and-se So
long as the bank does not receive final settlement for the
item or give up possession of the item or accompanying
documents for purposes other than collection, the security
interest continues to that extent and is subject to the
provisions-of Article § except-that, but:

4. no gecurity agreement is necessary to make the security
interest enforceable (subseetion-t-YnS-of section 554:9283
554.9203, subsection 1, paragraph "a"): and

b. no filing is requited to perfect the security interest:
and

c. the security interest has priority over conflicting
perfected security interests in the item, accompanying
documents, or proceeds.

Sec. 96. Section 554,4209, Code 1993, ig amended Lo read
a8 follows:

354. 4209 WHEN BANK GIVES VALUE FOR PURPOSES OF HOLDER INM
DUE COURSE.

Tor purposes of determining its status as a holder in due
course, the a bank has given value to the extent tha® it has a

security interest in an item provided-that, if the bank
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otherwise complies with the requirements of section 554.3302
on what constitutes a holder in due coutse.

Sec. 97. Section 554.4210, Code 1993, is amended to tead
as follows:

554.4210 PRESPENTMENT BY NOTICP Of ITEM NOT PAYABLE BY,
THROUGH, OR AT A BANK : LIABILITY OF SPCONPARY-PARTEIRS
DRAWER OR ENDORSER.

1. Unless otherwise instructed, a collecting bank may
present am item not payable by, through or at a bank by
sending to the party t¢ accept cor pay a written notice that
the bank holds the item for acceptance or payment. The notice
must be sent in time to be received on or before the day when
presentment is due and the bank must meet any requirement of
the party to accept or pay under section 55473565 554,3501 by
the close of the bank's next banking day after it knows of the
requirement.

2. wheee If presentment is made by notice and neither
henor-ner payment, acceptance, or request for compliance with
a requirement under section 55473585 554.3501 is received by
the close of business on the day aftey maturity or, in the
case of demand items, by the close of business on the third
banking day after notice was sent, the presenting bank may
treat the item as dishonored and charge any secsndary-party
drawer or endorser by sending the-secondary-parey it notice of
the facts.

Sec. 98. Section $54.421), Code 1993, is amended by
striking the section and inserting in lieu therecf the
following:

564,4211 MEDIUM AND TIME OF SETTLEMENT BY BANK.

1. With respect to settlement by a bank, the medium and
time for settlement may he prescribed by federal reserve
regulations or citculars, clearing-house tules, and the like,
or agreement. In the absence of such prescription:

a. the redium of settlement is cash or credit to an
account in a federal reserve bank of or specified by the
person to receive settlement: and

b. the time of settlement is:
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(1) with respect to tender of settlement by cash, a
cashier's check, or teller's check, when the case or check is
sent or delivered.

{2) with respect to tender of settlement by credit in an
account in a federal reserve bank, when the credit is made.

[3) uith'respect to tender of settlement by a credit or
debit to an account in a bank, when the credit or debit made
or, in the case of tender of settlement by authority to chacge
an account, when the authority is sent or delivered: or

(4) with respect to tender of settlement by a funds
ttansfer, when payment is made pursuant to section 554.12406,
subsection 1 to the person receiving the settlement.

2. If the tender of settlement is not by 2 medium
authorized by subsection 1 or the time of settlement is not
fixed by subsection 1, no aettlement occurs until the tender
of settlement i3 accepted by the perscn receiving the
settlement.

1, 1IF settlement for an item is made by cashier's check orc
teller's check and the person receiving settlement, bhefore its
midnight deadline:

a. presents or forwards the check for collection,
gettlement is final when the check is finally paid; or

b. fails to present or forwacd the check for collection,
settlement is final at the midnight deadline of the person
receiving settlement.

4. 1f settlement for an item is made by givang aathority
to charge the account of the bank giving settlerent in the
bank teceiving settlement, settlement 15 final when the charge
is made by the bank recelving settlement if there are funds
available in the account for the amount of the iter.

Sec. 99. Section 5%4.4212, Code 1991, is amended to read
as follows:

554.4212
COLLECTING BANK -- RETURM OF ITEM.

1. 1f a collecting bank has made provisional settlement
with its customer for an item and ttsetf fails by ceascn of
dishonor, suspension of payments by a bank, or otherwise to
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receive & settlement for the item which is or becomes final,
the bank may revoke the settlement given by it, chacge back
the amount of any credit given for the item to its customer's
account, or obtain refund from its customer whether or not Lt
is able to return the items iten, if by its midnight deadline
or within a loanger reasonable time after it learns the facts
it returns the item or sends notification of the facts. If

the return or notice is delayed beyond the bank's midnight

deadline ot a longer teasonable time after it learns the
facts, the bank may revoke the settlenent, charge back the
ceedit, or obtain refund from its customer, but it is liable
for any loss resulting from the delay. These rignhts to
revoke, charge back and obtain refund terminate if and when a

settlement Ffor the item received by the bank is or becomes
final tsobsection-d-of-sectian-5547421-and-subsaecrinna-2-and
J-of -section-554:42133,

2:--Hivhin-the-time-oand-manner-prescribed-by-thins-section
and-section-554:4301y-an-inteemediacy-or-paysr-baak;-as-the
case-may-ber-may-return-an-nnapetd-item-directiy-rn-the
depositary-bank-and-mey-send-for-cotiection-a-drafe-an-the
deposttary-bank-and-obhratn-raimbucsementc--In-snch-casar-if
the-depositary-bank-has recetved-provisional-secbtement-for
the-tremy-kt-moat-cetmburse-the-hank-draving-the-deafr-and-gny
provisionai-credits for-the-item-between-banks-sheti-become
ang-remain-finats

2. A collecting bans returns an item wnen it is sent or
delivered to the bank's customer or transferor or pursuant to
its instructions.

1. A depositary bhank whteh that 15 also the payor may
charge back the amount of an item to it customer's account or
obtain refund in accordance with Lhe gsection qgoverning retucn
of an item received by a payor bank Lor eredit on its books
(section 554.4301).

4. The right to charge-back is not affected by:

a. prior previous use of the a credit given for <he iter:
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b. failure by any bank ro exercise ordinaty care with
regpect to the item, but any a bank s0 failing remains liable.

5. A Ffailure to charge-back or claim refund does not
affect other cights of the bank against the customer or any
other party.

6. [f credit is given in dollars as the equivalent of the
value of an item payable in a foreign ecurremey money. the
dollar arount of any charge-back or refund shat} must be
calculated on the basis of the boying-atght bank-offered spot
the person entitled to the charge-back or refund learns that
it will not receive payment in ordinary course,

Sec. 100. Section $54.4211, Code 1993, is amended to read
as follows:

554.4211 FINAL PAYMENT OF [TEM 8Y PAYOR BAMK -- WHFEN
PROVISIONAL DEBITS AND CREDITS BECOME FIMAL ~- WHEN CERTAIN
CREDITS BECOME AVAILABLE FOR %WITHDRAWAL,

1. An jtem is finally paid by a payor bank when the bank
has first done any of the followingr-whichever-happens-firse:

a. paid the item in cash; or

b. settled for the iten without reseeving having a right
to revoke the settlement and-withont-having-sueh-right under
statute, clearing house rule, or agreement; or

cr--eompiered-the-process-of-poasting-the-ttem-to-the
tndicated-aecount-of-tha-Araneer-maker-or-other-person-to-he
charged-therewith; -or

4 ¢. made a provisional settlement for the item and failed
to revoke the settlement in the time and nanner permitted by
statute, clearing house tule, or agreement,

Hpan-s-finat-payment-under-subparagraphs-éhrVelol_ge-ugdy
the-pavor-bank-shazt-ba-acconntable-foe-the-arount-of-the
treem-

2 3. [If provisional settlement for an item between the
presenting and payor banks is made through a clearing house oc
by debits or credits in an account betwsen them, thep to the
extent that provisional debits or credits for the item are

6.2¢ 4S

enteced in accounts between the presenting and payor banks or
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between the presenting and successive prior collecting hanks
seriatim, they become final upon final payment of the item by
the payor bank.

3 4. If a collecting bank receives a settlement for an
item which 18 or becomes Final tsphsection-3-of-sectton
5547425 -subseckion-2-0f-this-sectiont the bank 1s
accountable to its customer for the amount of the item and any
provisional credit given for the item in an account with its
customer hecomes Cinal.

4 5. Subject to (i) applicable_law stating a time for
availability of funds and (ii) any right of the bank to apply
the credit to an obligation of the custoner, credit given by a
bank for an item in an-acesunt-with-tta-cuskomer 3 customer's

account becomes available for withdrawal as of right;
a. #n-any-case-where if the bank has received a

provisional settlement for the item, -~ when sueh the

settlement becomes final and the bank has had a reasonable

the item and the item has not been received in that time:

b. ¢n-any-case-wherve if the bank is both a the depositary
bank and a the payor bank, and the item is finally paid, -- at
the opening of the bank's second banking day following recelpt
of the item,

$. A-deposit-cf-money-in-a-bank-is-£inai-when-made-buty
subjeecr Subject to applicable law stating a time for

avallability of funds and any right of the a bank to apply the

a deposit of _money to an obligation of the customer, the
depusit becomes available for withdrawal as of right at the
opening of the bank's next banking day foilewing aftec recreipt
of Lhe deposit.

Sec. 10l. Section 554.4214, Code 1993, is amended to read
as follows:

%64.4214 INSOLVENCY AND PREFERENCE.

1. Any If an item ig in or ceming comes into the
possession of a payor ocr collecting bank whteh that suspends

payment and whiew the item #3 has not been Einally paid shabi,
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in charge of the clcsed bank to the presenting bank ot the
closed bank's customer.

2. 1f a payor bank fipally pays an item and suspends
payments without making & settlement for the item with its
customer or the presenting bank which settlement is or hecomes
final, the owner of the item has a preferred claim against the
payot bank.

3. If a payor bank gives or a collecting bank gives ot
receives a provisional settlement for an item and thereafter
suspends payments, the suspension does not prevent ot
intecfere with the settiement settlements becoming fimal if
sueh the finality cccurs automatically upon the lapse of
certaln time or the happening of certain events ¢subsectron-3
af-section-554 42y ~subsections-3-4diy-2-and-3-of-section
554-4213y.

4. 1€ a collecting bank receives from subsequent parties
settlement for an item which settlement is or becomes final
and the bank suspends payments without making a settlement for
the item with its customer which settlement i3 or beconmes
final, the owner of the item has a preferred claim against
sueh the collecting bank.

Sec. 102, NEW SECTION. 554.4215 PRESENTMENT WARRANTIES.

1. 1If an unaccepted draft is presented toc the drawee for
payment or acceptance and the drawee pays or accepts the
draft, (i) the person obtaining payment or acceptance, at the
time of ptesentment, and (ii) a previous transferor of the
draft, at the time of transfer, warrant to the drauvee thal
pays or accepts the draft in good faith that:

2. the warrantor is, or was, at the time the warrantor
transferred the draft, a person entitled to enforce the draft
st authotized to obtain payment or acceptance of the draft on
ehalf of a person entitled to enforce the draft;

b. the draft has not been altered; and

¢. the watrantor has no knowledge that the signature of
the purpotted draver of the draft is unauthorized.

2. A drawee making payment may recover Erom a warrantor
damages for breach of warranty egual to the amount paid by the
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drawee less the amount the drawee received or is entitled to
receive fron the drawer because of the payrent. In addition,
the drawee is entitled to compensation for expenses and loss
of interest resulting from the breach. The right of the
drawee to recover damages under thisg subsection is not
affected by any failure of the drawee to exercise ordinary
care in making payrent. If the drawee accepts the draft (i)
breach of warcanty is & defense to the ohligation of the
acceptor, and (ii) if the acceptor makes payment with respect
to the draft, the acceptor is entitled to recover from a
varrantor for breach of warranty the amounts atated in this
subsection,

3. If a drawee asserts a claim for breach of warranty
under subsection 1 based on an unauthorized endorsement of the
draft ot an alteration of the draft, the warrantcr may defend
by proving that the endorsement is el{fective under section
554.2404 or 554.340% or the drawer is precluded under section
554.3406 or 554.4406 Erom asserting against the drawee the
unauthorized endorsement or alteration.

4. If (i) a dishonored draft is presented for payment to
the draver or an endorser or [(ii) any other item is presented
for payment to a party obliged to pay the item, and the item
is paid, the person obtaining payment and a prior transferor
of the item warrant to the person making payment in good faith
that the warrantotr is, or was, at the time the warrantor
trandferred the item, a person entitled to enforce the item or
authorized to cobtain payment on behalf of a person entitled to
enforce the item. The person making payment may recover from
any warrantor for breach of warrtanty an amount erqual to the
arcunt paid plus expenses and loss of interest resulting from
the breach.

%, The warranties stated in subsections 1 and 4 cannaot be
digsclaimed with respect to checks. Unleas notice cf a claim
for breach of watranty is given to the wartantor with sixty
days after the claimant has reason to know of the breach and
the idemtity of the warrantor, the warrantor is discharged to
the extent of any loss caused by the delay in giving notice of
the claim.

Senate File 2279, p. 74

6, A rause of action for breach of warranty under this
section accrues when the claimant has reason tc %now of the
beeach.

Sec. 103. NEW SECTION. %54.4216 ENCODING AND RETENTION
WARRANTIES.

1. A persbn who encodes information on or with respect to
an item afrer issue warrants to any subsequent collecting bank
and to the payor bank or other payor that the information is
correctly encoded. 1If the customer of a depositary bank
enccedes, that bank also makes the warranty.

2. A person who undertakes to retain an item pursvant to
an agreement for electronic presentment watrants to any
subsequent ccllecting bank and to the payor bank or other
payocr that retention and presentment of the item comply with
the agreement. 1f a customer of a depository bank undertakes
to retain an item, that bank alsc makes this warranty.

3. A person to whom warranties are made under this section
and who took the item in good falth may recover from the
warrantor as damages for breach of warranty an amount equal to
the loss guffered as a result of the breach, plus expenses and
loss of interest incurted as a result of the breach.

Sec. 104. Sectlion 554.4301, Code 1993, is amended to read
as follows:

554.4301 DEFERRED POSTING -- RECOVERY OF PAYMENT BY RETURN
OF 1TEMS -- TIME OF DISHONOR -- RETURN OF ITEMS BY PAYOR BANK.

1. Where-an-aathorired-setriement [f a payor settles for a
demand item fother than a documentary Adrafty-received-by-am

payer-bank presented otherwise than for immediate payment over
the counter has-been-made before mideight of the bhanking day
of teceipt, the payot bank may revoke the settlement and
tecover any the payment settlement :f, before it has made
final payment faunhssction-i-cf-sectton-554:-42%33 and befoce
its midnight deadline, it

a. returns the item; or

b, sends written notice cf dishonor or nonpayment if the
item is held-for-probeskt-sr-i1s-stherwise unavailable for
return: and the item or notice includes the reason for
dishonor or nonpayment.
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2. If a demand item is received by a payor bank for credit
on its books, it may return sach the item or send notice of
dishonor and may revoke any credit given or recover the amount
thereof withdrawn by its customer, if it acts within the time
1imit and in the manner specified in the-preceding subsection
1.

3. Unless previcus notice of dishonor has been sent, an
item is dishcnored at the time when for putposes of dishonor
it is returned or notice sent, in accordance with this
section,

4. An jtem is returned:

a. as to an item received presented through a clearing
house, when it is delivered tco the ptesenting ot last
collecting bank or to the clearing house or is sent or
delivered in accordance with fts clearing house rules; or

b. in all other cases, when it is sent or delivered to the
bank's customer ot transferor or pursuant to that customer's
or transferor's instructions.

Sec. 105. Section 554.4302, Code 1993, is amended to read
as follows:

554.4302 PAYOR BANK'S RESPONSIRILITY FOR LATE RETURN OF
ITEH.

1. In-the-absence-of-a-valid-defenne-sueh-as-breach-of-a
presentment-warcanty-tsubsecrion-i-of-section-554:4289%7
settiement-cbfrcted-or-the-itkes-4¢ If an item is presented on
te and received by a payor bank, the bank is accountable for
the amount of:

a. a demand item, other than a documentary draft, whether
properly payable or not. if the bank, in any case where in
which it is not also the depositary bank, retains the item
beyond midnight of the banking day of receipt without settling
for i1t or, vegardiess-af whether or_not it is alsoc the
depositary bank, does not pay ot cetuen the item or send
notice of dishonor until after its midnight deadline; or

. any other propetrly pavable item unless, within the time
allowed for acceptance or payRent of that item, the bank
either accepts or pays the item or returns it and accompanying
documents.
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2. The liability of a payor bank to pay an item pursvant
to subsection 1 is subject to defenses based on breach of a
presentment warranty {(section 554.4215) or proof that the
person seeking enforcement of the liability presented oc
transferred the item for the purpose of defrauding the payor
bank.

Sec. 106. Section 554,4303, Code 1993, is amended to read
as follows:

$54.4303 WHEN ITEMS SUBJECT TO NOTICE., SPOP-ORBER STOP-
PAYMENT ORDER, LEGAL PROCESS, OR SETOFF -- ORDER IN WHICH
ITEMS MAY AE CHARGED OR CERTIFIED.

1. Any knowledge, notice, ot svep-erder gtop-payment order
received by, legal process served upon, or setoff exercised by
a paycr banky-whether-or-pat-effective-under-other-ruten-of
taw comes too late to terminate, suspend, ot modify the bank's
right or duty to pay an item or to charge its customer's
account for the itemy-comes-too-late-te-so-kerminater-suapend
et-modify-auech-right-or-duty if the knowledge, notice, step
srder gtop-payment order, or legal process is received or
served and a reasonable time for the bank to act thereon
expires or the setoff is exercised after the bank-has-done-any
earliest ¢of the following:

a. accepted-or-certified the bank accepts or certifies the
item;

b. patéd the bank pays the item in cash;

C¢. settied the bank settles for the item without reserving
having a right to revoke the settlerent and-withont-having
such-right under statute, clearing house rule., Ot agreement:;

dr--compieted-the-process-osé-posting-the-ttem-ra-che
indicated-acconnt-af-the-deaner;-maker-ar-ather-peeson-to-be
charged-therewith-or-otherwine-hos-evidenced-py-enamination-of
sveh-itndicated-geconnt-and-by-actian-tta-deciaton-ta-pay-the
them: or

e d. become the bank becomes accountable for the arount of
the item under subsection-i-idi-pf-seation-554:4213-and
section 554,4302 dealing with the payor bank's responsibility
for late treturm of itemss

2t
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e, with respect to checks, a cutoff hour no earlier than
one hour after the opening of the next banking day after the
banking day on which the bank received the check and no later

than the close of that next banking day or, if no cutoff hour
is fixed, the close of the pext banking day after the banking
day om which the bank received the check.

2. Subject to the-provisiens-sf subsection 1 items may be
accepted, paid, certified or charged to the indicated acccunt
of 1ts customer in any ordet eanvenienv-es-the-bank.

Sec. 107. Section 554.4401, Code 1993, is amended to read
as follows:

554.4401 WHEN BANK MAY CHARGE CUSTOMER'S ACCOUNT.

L. As-agatnsr-tts-custemeryr-a A bank may charge against
the customer’s account any of a cystomer an item whieh that is
stherwrae properly payable from that account evem though the
charge creates an overdcaft. An item is properly payable if
it is authorized by the customer and is in accordance with any

agreement between the customer and bank.

2. A customer is not liable for the amount of an overdraft
if_the customer neither signed the item nor benefited from the
proceeds of the item.

3._.A bank may charge against the account of a customer a

check_that is otherwise properly payable from the acccunt,
even though payment was made before the date of the check,
unless the customer has given notice to the bank of the
postdating describing the check with reasonable certainty.
The notice is effective €or the period stated im section

554,4403, subsection 2, for stop-payment ore .af

received at such time and in such ranner as to afford the bank
a reasonable opportunity Lo act on it before the bunk takes

any action with 1espect to the check described in_section

act. The loss may include damages for dishonor of subsequent

items under section 554,4402.
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2 4. A bank whieh that in good falith makes payment to a
hclder may charge the indicated account of its customer
according to:

a. the original eener terma of the customer's altered
item; ot

b. the tenor tecms of the customer's completed item, even
though the bank knows the item has been completed unless the
bank has notice that the completion was improper.

Sec. 108. Section 55%4.4402, Code 1993, is amended to read
as follows:

554.4402 BANK'S LIABILITY TO CUSTOMER FOR WRONGFUL
DISHONCR -- TIME OF DETERMINING IMSUFFECIENCY OF ACCOUNT.

1. Except as otherwise provided in this Article, a payor

2. A payor bamk is liable to its customer for damages
proximately caused by the wrongful dishonor of an item, When
the-dishonor-oecurs-through-mistake-tiabitity Liability is
limited to actual damages provedr--Ifé-so-proximateiy-caused
and-proved-damages and may include damages for an arrest or
prosecution of the customer or other consequential damages,
whether any consequential damages are proximately caused by
the weongful dishonor is a question of fact to be determined
in each case,

3. A payor bank's determination of the customer's account

balance on which a decision to dishonor for imsufficiency of

available funds is based may be made at any "ime between the

time the item is received by the payor bank and the time that

teturn, and no rore than one detecmipation need be made, _If,
2t the election of thne payor bank, a subsequent balance

determiration is made for the purposes of teevaluating the

bank's decision to dishonor the item, the_account balance at

the time is determinative of whether a dishenor €or

(ficiency of available funds is wrongful,




Senate File 2179, p. 19

Sec. 109. Section 5%4.4403, Code 1993, is amended to tead
as foilows:

554.4403 CUSTOMER'S RIGHT TO STOP PAYMENT -- BURDEN OF
PROQF OF LOSS.

1. A customer may-by-arder-to-vhe-eustomeris-bank-seop
payment -of-any-ttem-payable-for-the-customeris-account-buk-the
ardee-mpat-bae or any pergson authoraized to draw on the account

if there is more than one person may stop payment of an item

drawn on the customer's account or cloge the account by an
order to the bank_describing the item or account with
ceasonable certainty received at such a time and in sueh a
manner as-te-afford that affords the bank a reascnable

oppoctunity to act on it préer-teo before any action by the
bank with respect to the i{tem described in section 554,4303.

If the signature of more than one person ig required to draw

on_an account, any of these persons may stop payment or close
the account.

2. An-oral-order-is-binding-upon-the-bank-enly-for
fonrteen-catendar-days-uniess-confirmed-in-wrttrag-within-that
perkodr--A-written-order-ta-effective-far-oniy-séx-months
unieas-renewed-in-writéng A stop-payment order is effective

for_six months, but it lapses after fourtgeen calendar days if
the original order was oral and was not confirmed im writing
within that period. A stop-payment order may be renewed for
additional six-month periods by a writing given to the bank

within a period during which the stop-payment order is

1, The burden of establishing the facet and amount of loss
resulting from the payment of an item contrary to a hinding
atap-payment stop-payment order or order to close an account
is on the customer. The loss from payment of an item contrary

to a stop-payment order may include damages €or dishonor of

subsequent items under section 5%4.4402,

Sec. L10. Section 554.4405, Code 1992, is amended to read
as follows:

554.4405 DEATH OR INCQOMPETENCE OF CUSTOMER.
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l. A payor or collecting bank's authority to accept, pay,
or collect an item or to account for proceeds of its
collection, if otherwise effective, is not rendered
ineffective by incompetence of a customer of either bank
existing at the time the item is issued or its collection is
undertaken if the bank does not know of an adjudication of
incompetence. WNeither death nor incompetence of a customer
revokes sueh the authority to accept, pay. colleck or account
until the bank knows of the fact of death or of an
adjudication of inccmpetence and has reasonable opportunity to
act on it.

2., Even with knowledge, a bank may for ten days after the
date of death pay or certify checks drawn on or preer-ts
before that date unless ordered to stop payment by a person
claiming an interest in the account.

Sec., 111, Section 5%4.4406, Code 1993, is amended to read
as follows:

554.4406 CUSTOMER'S DUTY TO DISCOVER ARD REPORT
UNAUTHORIZED SIGNATURE OR ALTERATION,

1. Hhen-a-bank-senda-to-itta-custorer-a-statament-of
accoonkt-accompanted-by-ttemn-pard-tn-goad-faith-itn-suppore-of
the-debit-entries-or~hotds-the-statement-and-ttems-poravant-to
a-request-er-instructions-of-iks-customer-or-otherwise-¢n-a
reasonabie-mannee-rakes-the-statement-and-items-avattable-te
the-customery-the-customer-muskt-exercise-ceasonabie-care-and
promptaess-to-examine-the-statement-end-ttema-ea-discever-the
enstomecis-unauthorteed-signature-or-any-atteration-on-an-ttem
and-must-notify-the-bank-promptiy-aferer-discovery-thereofr A
bank that sends or makes available to a custcmer a statement
of account showing payment of items for the account shall

either return or_make available to the customer the items paid

The statement of account provides sufficient information, if

the item is described by item number, amount, and date of
payment .
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if the items are destroyed, maintain the capacity to futnish
legible copies of the items until the expiration of eleven
yeats after receipt of the items. A customer may request an
item Erom the bank that paid the item, and that bank must
provide in a reasonable time either the item cor, if the item
has been destroyed or is not otherwise obtainable, a legible
copy of the item.

1f a bank sends ot makes available a statement of

exercise reasonable promptness in examining the statement or

the items to determine whether any payment was not authorized

because of an alteration of am item or because a purported
algnature by or on behalf of the customer was not authorized.
If, based on the statement or items provided, the cuatomer

the customer must promptly notify the bank of the relevant
facts,

2 4. [If the bank estabiishes proves that the customer
failed, with respect to an item, to comply with the duties
imposed on the customer by subsection } 3 the customer is
precluded from asserting against the hank:

a. the customer's unauthorized signature or any alteration
on the item, if the bank also estabiishes proves that it
suffered a loss by reason of sueh the Failure: and

b. an the customet's unauthorized signature or alteration
by the same wrongdoer on any other item paid in good faith by
the bank atter-the-first-ttem-and-statement-wan-svatiable-ro
the-customer-for-n-reassnabte-period-nor-exceeding-Eovrteen
catendac-days-and-befora-the-bank-epcarren-notificatton-from
the-customar-ot-any-soch -unanthar:red-sigrature-or-ateeration
if the payment was made before the bank received notice fron

the customer of the unauthorized signatyre or alteration and

after the customer had been afforded a reasonable period of

¢r_statement of account and ootify the bank.

Senate File 2279, p. 82

3--~Fhe-preciuston-under-subaecrion-2-does-not-appiy-tf-the
customer-estabitashes-tack-of-ordinary-core-en-the-part-of-the
bank-tn-paying-the-ttemtasds

5. 1f subsection 4 applies and the customer proves that

the bank failed to exercise ordinary care in payment the item
and that the fallure substantial contributed to loss, the loss
ig allocated between the customer precluded and the bank

asserting the preclusion_according to the extent Lo whach the

Eailure of the customer to comply with subsection 3 and_the

the losa. If the customer proves that the bank did not pay

the item in_good faith, the preclusion under subsection 4 does

not _apply.
4 5. Without regard to care or lack of care of elither the

customer or the bank, a customer who does not within one year
€rom-the-time after the statement and or items are made
available to the customer (subsection 1) discover and ceport
the customer's unauthorized signature on or any alteration en
the-face-or-back-of-the-ttem-or-does-not-wrthin-three-years
from-that-time-discover-and-report-any-unanthorreed
endorsement on the item is precluded from asserting against
the bank sueh the unauthorized signature or endorsement-or
sveh alteration. If there is a preclusion under this

subsection, the payor bank_may not recover for breach of

warranty undet section 554.4208 with respect to the

unauthorized signature or alteration to which the preciusion
applies.
6z--if-under-this-section-a-payor-bank-has-a-vatid-defense

agqatnat-a-ctaim-of-a-custemee-npon-sc-cesatting-fcom-payment
sf-an-tram-and-watves-or-£faita-upan-requesc-ro-ansert-the
defense-the-bank-may-not-assert-againat-any-coilecteng-bank-or
other-prisr-party-presenting-or-teansferring-the-item-a-riatm
based-upon-the-unauthorized-srgnature-sr-aireratran-grving
rtae-to-the-cuostomeris-ciatme

Sec. 112. Section %54.4407, Cade 1993, is arended to read
as follows:
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$54.4407 PAYOR BANK'S RIGHT TO SUBROGATION ON IMPROPER
PAYMENT.

1f a payocr bank has pald an item over the stop-payment
order of the drawer oc maker to stop payment, or after an

account has been closed, or otherwise under ciccumstances
giving a basis for objection by the drawer or maker, to
prevent unjust enrichment and only to the extent necessary to

prevent loss to the bank by reason of its payment of the item,
the payor bank shati-be is subrogated to the rights

a. of any helder in due course on the item against the
drawer or maker; and

b. of the payee or any other holder of the item against
the drawer or maker eithec on the item or under the
transaction out of which the item arose:; and

c. of the drawer or maker against the payee or any other
holder of the item with respect to the transaction out of
which the item arose.

Sec. 113. Section 5%54§.4501, Code 1993, is amended to read
as follows:

554.,4501 HANDLING OF DOCUMENTARY URAFTS -- DUTY TQO SEND
FOR PRESENTMENT AND TO NOTIFY CUSTOMER OF DISHONOR.

A bank which that takes a documentary draft for collection
must shall present or send the draft and accompanying
documents for presentment and, upon learning that the draft

seasconably notify its customer of sweh the fact even though it
may have discounted or bought the draft or extended credit
available for withdrawal as of right.

Sec. 114, Section 554.4502, Code 1993, is amended to read
ag follows:

554.4502 PRESENTMENT OF "ON ARRIVAL" DRAFTS.

When 1f a draft or the relevant instructions require
presentment “on arrival’, “"when goods arrive” or the likxe, the
collecting bank need not present until in its judgment a
reasonable time for arrival of the goods has expired. Refusal
te pay ot accept because the gocds have not arrived is not
dishonot: the bank must notify its transferor of sueh the
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tefusal but need not present the draft again until it is
instructed to do so or learns of the arrival of the goods.

Sec. 115. Section 554.450], Code 1993, is amended to read
as followa:

5%4.450) RESPONSIBILITY OF PRESEMNTING BANK FOR ODOCUMENTS
AND GOODS -~'REPORT OFf REASONS FOR DISHONOR -- REFEREF IM CASE
OF REED.

Unless otherwise instructed and except as provided in
Article 5, a bank presenting a documentary drafe:

a. must deliver the docurents te the drawee on acceptance
of the draft if it is payable more than three days aftet
presentment; otherwise, only on payment; and

b. upon dishonor, either in the case of presentrment for
acceptance or presentment for payment, may seek and follow
instructicns from any referee in case of need designated in
the draft or, If the presenting bank does not choose to
utilize the referee's services, it must uyse diligence and gocd
faith to ascertain the reason for dishonor, must notify its
transferor of the dishonor and of the results of its effort to
ascertain the reasons therefor, and must request instructions.

Bur However, the presenting nank is under no obligation
with respect to goods represented by the documents except to
follow any teasocnable instructions seasonably received: it has
a4 right to reimbursement Eoc any expense incurred in following
instructions and to prepayment of or indemnity for smeh those
expenses.

Sec. 116. Section 554.4504, subsection 1, Code 1993, is
amended to read as follows:

1.

a documentary draft, has seascnably requested instructions but
does not receive them within a reasonable time may store,
sell, or otherwise deal with the goods in any reasonable
manner.,

Sec. 117. Section %%3.%i03, subsection I, Code 1993, is
amended to read as Eollows:

3. Definitions in other Articles applying to this Atticle
and the sections in which Lhey appear are:
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"Accept” ot "Acceptance”, Section 55413418 . EFFECTIVE DATE. This Act takes effect July 1y,
558.3409.

“Contract for sale", Section 554.2106.
"Drafe”, Section 554.3104,
"Holder in due coursga”. Section 5$54.3302. i
"Midaight deadline™. Section 554.4104. : LEONARD L. BOSWELL
“Security”. Section 5%4.8102. Pragident of the Senate

Sec. 118, Section 554.9206, gubsection 1, Code 1993, is
amended to read as follows:

1., Subject to any statute or decision which establishes a e
different rule for buyers or lessees of consumer goods, an HAROLD VAR MAANEN
agreement by a buyer or lessee that the buyet or lessee will Speaker of the House
not assert against an assignee any claim or defense witich the
buyer or lessee may have against the seitler or lessor is [ hereby certify that this bill originated in the Senate and
enforceable by an asSignee who takes that assighnee's is known as Senate File 2279, Seventy-fifth General Assembly,
assignment for value, in good faith and without notice of a
claim or defense, except as to defenses of a type which may ope
asserted agalnat a holder in due course of a negotiable e

JOHN F. DWYER

Instyuments (Article 3). A buyer who as part of one - Secretary of the Senate

transaction signs both & neqotlable instrument and a secutrity Approved _

agreement makes sych an agreement.
Sec. 119. WHEW SECTION. 668.16 APPLICABILITY OF THIS
CHAPTER. L
This chapter does not apply to Artaicle 3 or 4 of chapter TERRY E. BRANSTAD
554, Govecnor
Sec. 120. DIRECTION TO CODE EGITOR.
The Code editcor, in coopetation with the legislative
service bureau and in contormity with the policies of the
legislative council, is directed to cenumber sections in this
Act in conformance with bthe numbering system included in the
model Act as cecommended by the American law institute and
national confecence of commissionecs on uniform state laws,
and to cotrect internal references as necessary,
Sec, l2l. REPEALS.
1. Sectiong 554.3101 through 5%4.3806, Code 1993, are
repealed,
2. Secrion 554.4109, Code 1993, is repealed.




