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ARTI CLE 3

NEGOT| ABLE | NSTRUMENTS

PART 1

GENERAL PROVI SI ONS AND DEFI NI TI ONS
3-101. Short Title.

This Article nmay be cited as Uni form Conmerci al Code --
Negoti abl e I nstruments.

3-102. Subject Matter.

(a) This Article applies to negotiable instrunments. It does
not apply to noney, to paynent orders governed by Article 4A, or
to securities governed by Article 8.

(b) If there is conflict between this Article and Article 4
or 9, Articles 4 and 9 govern.

(c) 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.

3-103. Definitions.
(a) Inthis Article:
(1) "Acceptor” neans a drawee who has accepted a draft.
(2) "Drawee" neans a person ordered in a draft to nmake paynent.

(3) "Drawer"” neans a person who signs or is identified in a draft
as a person ordering paynent.

(4) "Good faith" means honesty in fact and the observance of
reasonabl e conmerci al standards of fair dealing.

(5) "Maker" nmeans a person who signs or is identified in a note
as a person undertaking to pay.

(6) "Order” nmeans a witten instruction to pay noney signed by

t he person giving the instruction. The instruction may be
addressed to any person, including the person giving the

i nstruction, or to one or nore 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 instructed
to pay.

(7) "Ordinary care" in the case of a person engaged in business
means observance of reasonable comrercial standards, prevailing



in the area in which the person is |ocated, with respect to the
busi ness in which the person is engaged. In the case of a bank

t hat takes an instrunent for processing for collection or paynent
by aut omat ed neans, reasonabl e conmercial standards do not
require the bank to examine the instrunment if the failure to
exam ne does not violate the bank's prescribed procedures and the
bank's procedures do not vary unreasonably from general banking
usage not di sapproved by this Article or Article 4.

(8) "Party" nmeans a party to an instrunent.

(9) "Prom se" neans a witten undertaking to pay noney signed by
t he person undertaking to pay. An acknow edgnent of an obligation
by the obligor is not a prom se unless the obligor also
undertakes to pay the obligation.

(10) "Prove" with respect to a fact neans to neet the burden of
establishing the fact (Section 1-201(8)).

(11) "Remtter"” nmeans a person who purchases an instrunment from
its issuer if the instrunent is payable to an identified person
ot her than the purchaser.

(b) Oher definitions applying to this Article and the
sections in which they appear are:

"Acceptance" Section 3-409
"Acconmpdat ed party" Section 3-419
"Acconmodat i on party"” Section 3-419
"Alteration" Section 3-407

"Anonal ous i ndorsenent" Section 3-205
"Bl ank i ndorsement " Section 3-205
"Cashier's check” Section 3-104
"Certificate of deposit"Section 3-104
"Certified check” Section 3-409
"Check" Section 3-104

"Consi derati on" Section 3-303
"Draft" Section 3-104

"Hol der in due course" Section 3-302
"I nconplete instrument” Section 3-115
"l ndor senent" Section 3-204

"l ndor ser” Section 3-204

"I nstrunent” Section 3-104

"l ssue" Section 3-105

"l ssuer" Section 3-105

"Negotiable instrument” Section 3-104
"Negotiation"” Section 3-201

" Not e" Section 3-104

"Payable at a definite tine" Section 3-108
"Payabl e on denmand" Section 3-108
"Payabl e to bearer"Section 3-109
"Payabl e to order"” Section 3-109
"Paynment " Section 3-602

"Person entitled to enforce" Section 3-301
"Presentnent" Section 3-501



"Reacqui sition” Section 3-207
"Speci al indorsenent™ Section 3-205
"Tell er's check" Section 3-104
"Transfer of instrunent"Section 3-203
"Travel er's check"” Section 3-104

"Val ue" Section 3-303

(c) The following definitions in other Articles apply to this
Article:

" Bank" Section 4-105
"Banki ng day" Section 4-104
"Cl eari ng house" Section 4-104

"Col | ecti ng bank" Section 4-105
"Depositary bank" Section 4-105
"Docunentary draft" Section 4-104
"I ntermedi ary bank" Section 4-105
"ltent Section 4-104

"Payor bank" Section 4-105
"Suspends paynents" Section 4-104

(d) I'n addition, Article 1 contains general definitions and
principles of construction and interpretation applicable
t hroughout this Article.

3-104. Negotiable Instrunent.

(a) Except as provided in subsections (c) and (d), "negotiable
i nstrument”™ means an unconditional prom se or order to pay a
fi xed anount of nmoney, with or without interest or other charges
described in the prom se or order, if it:

(1) is payable to bearer or to order at the tine it is issued or
first comes into possession of a hol der;

(2) is payable on denmand or at a definite tine; and

(3) does not state any ot her undertaking or instruction by the
person prom sing or ordering paynment to do any act in addition to
t he paynent of noney, but the promi se or order may contain (i) an
undertaki ng or power to give, nmaintain, or protect collateral to
secure paynent, (ii) an authorization or power to the holder to
confess judgnent or realize on or dispose of collateral, or (iii)
a wai ver of the benefit of any |law intended for the advantage or
protection of an obligor.

(b) "Instrunent” means a negotiable instrunent.

An order that neets all of the requirenents of subsection (a),
except paragraph (1), and otherwise falls within the definition
of check"” in subsection (f) is a negotiable instrunent and a
check.

(d) A pronmise or order other than a check is not an
instrument if, at the tinme it is issued or first cones into



possession of a holder, it contains a conspicuous statenent,
however expressed, to the effect that the prom se or order is not
negotiable or is not an instrument governed by this Article.

(e) Aninstrument is a "note" if it is a promse and is a
"draft” if it is an order. If an instrunment falls within the
definition of both "note" and "draft" a person entitled to
enforce the instrunent may treat it as either.

(f) "Check"” nmeans (i) a draft, other than a docunmentary
draft, payable on demand and drawn on a bank or (ii) a cashier's
check or teller's check. An instrunment may be a check even though
it is described on its face by another term such as "noney
order."

(g) "Cashier's check” neans a draft with respect to which the
drawer and drawee are the sane bank or branches of the same bank.

(h) "Teller's check” nmeans a draft drawn by a bank (i) on
anot her bank, or (ii) payable at or through a bank.

(i) "Traveler's check” nmeans an instrunent that (i) is
payabl e 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 simlar term and (iv) requires, as a condition to
payment, a countersignature by a person whose speci nen signature
appears on the instrunment.

(j) "Certificate of deposit” neans an instrument containing
an acknow edgnent by a bank that a sum of nobney has been received
by the bank and a prom se by the bank to repay the sum of noney.
A certificate of deposit is a note of the bank.

/* The differences between these instrunents is a vital part of
Article 3 and the UCC in general. */

3-105. |ssue of Instrunent.

(a) "Issue" neans the first delivery of an instrunent by the
maker or drawer, whether to a hol der or nonhol der, for the
pur pose of giving rights on the instrument to any person.

(b) An unissued instrunent, or an unissued inconplete
instrument that is conpleted, is binding on the nmaker or drawer,
but noni ssuance is a defense. An instrument that is conditionally
i ssued 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.

(c) "lIssuer" applies to issued and uni ssued instrunments and
means a maker or drawer of an instrunent.

3-106. Unconditional Prom se or Order.



(a) Except as provided in this section, for the purposes of
Section 3-1M4(a), a promse or order is unconditional unless it
states (i) an express condition to paynent, (ii) that the prom se
or order is subject to or governed by another witing, or (iii)
that rights or obligations with respect to the prom se or order
are stated in another witing. A reference to another witing
does not of itself make the prom se or order conditional.

(b) A promise or order is not made conditional (i) by a
reference to another witing for a statenent of rights with
respect to collateral, prepaynent, or acceleration, or (ii)
because paynent is limted to resort to a particular fund or
sour ce.

(c) If a promise or order requires, as a condition to
payment, a countersignature by a person whose speci nen signature
appears on the prom se or order, the condition does not make the
prom se or order conditional for the purposes of Section 3-
1x4(a). If the person whose speci nen signature appears on an
instrument fails to countersign the instrunent, the failure to
countersign is a defense to the obligation of the issuer, but the
failure does not prevent a transferee of the instrunment from
becom ng a hol der of the instrunent.

(d) If a promse or order at the tinme it is issued or first
cones into possession of a holder contains a statenent, required
by applicable statutory or admnistrative law, to the effect that
the rights of a holder or transferee are subject to clains or
def enses that the issuer could assert against the original payee,
the prom se or order is not thereby made conditional for the
pur poses of Section 3-104(a); but if the prom se or order is an
I nstrunment, there cannot be a holder in due course of the
i nst rument .

/* This section broadly permts the note to indicate that it is
secured by collateral and that repaynent is limted ot a fund
(such as a governnment bond limted to specified revenue sources
or funds. */

3-107. Instrunent Payabl e in Forei gn Mney.

Unl ess the instrunment otherw se provides, an instrunment that
states the anount payable in foreign noney may be paid in the
foreign nmoney or in an equival ent anpunt in dollars cal cul ated by
usi ng the current bank-offered spot rate at the place of paynent
for the purchase of dollars on the day on which the instrunment is
pai d.

3-108. Payabl e on Denmand or at Definite Tine.

(a) A promise or order is payable on demand” if it (i) states
that it is payable on denmand or at sight, or otherw se indicates
that it is payable at the will of the holder, or (ii) does not
state any tinme of paynent.



(b) A promise or order is payable at a definite tinme" i{it is
payabl e on el apse of a definite period of tine after sight or
acceptance or at a fixed date or dates or at a tinme or tines
readily ascertainable at the tine the prom se or order is issued,
subject to rights of (i) prepaynent, (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.

(c) If an instrunent, payable at a fixed date, is also
payabl e upon denmand nmade before the fixed date, the instrunent is
payabl e on demand until the fixed date and, if demand for paynent
I s not made before that date, becones payable at a definite tine
on the fixed date.

3-109. Payable to Bearer or to Order.
(a) A promise or order is payable to bearer if it:

(1) states that it is payable to bearer or to the order of bearer
or otherw se indicates that the person in possession of the
prom se or order is entitled to paynent

(2) does not state a payee; or

(3) states that it is payable to or to the order of cash or
ot herwi se indicates that it is not payable to an identified
per son.

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

A prom se or order that is payable to order is payable to the
i dentified person.

(c) An instrument payable to bearer may becone payable to an
identified person if it is specially indorsed pursuant to Section
3-205(a). An instrument payable to an identified person may
becone payable to bearer if it is indorsed in blank pursuant to
Section 3-205(b).

3-110. Identification of Person to Whom Instrunent is Payabl e.

(a) The person to whoman instrunment is initially payable is
determ ned by the intent of the person, whether or not
aut hori zed, signing as, or in the name or behalf of, the issuer
of the instrunent. The instrunent is payable to the person
i ntended by the signer even if that person is identified in the
i nstrument by a nane or other identification that is not that of
the intended person. If nore than one person signs in the nane or
behal f of the issuer of an instrunent and all the signers do not
i ntend the sane person as payee, the instrunment is payable to any
person intended by one or nore of the signers.



(b) If the signature of the issuer of an instrunent is nade
by aut omat ed neans, such as a check-witing nmachine, the payee of
the instrunment is determned by the intent of the person who
supplied the nane or identification of the payee, whether or not
aut hori zed to do so.

(c) A person to whom an instrunment is payable may be
identified in any way, including by nane, identifying nunber,
of fice, or account nunber. For the purpose of determ ning the
hol der of an instrument, the follow ng rules apply:

(1) If an instrunment is payable to an account and the account is
identified only by nunber, the instrument is payable to the
person to whomthe account is payable. If an instrunent is
payabl e to an account identified by nunber and by the nanme of a
person, the instrunent is payable to the named person, whether or
not that person is the owner of the account identified by nunber.

(2) If an instrunment is payable to:

(i) a trust, an estate, or a person described as trustee or
representative of a trust or estate, the instrunment is payable to
the trustee, the representative, or a successor of either,

whet her or not the beneficiary or estate is al so naned;

(ii) a person described as agent or simlar representative of a
naned or identified person, the instrunment is payable to the
represented person, the representative, or a successor of the
representative;

(iii) a fund or organization that is not a |legal entity, the
instrument is payable to a representative of the nenbers of the
fund or organization; or

(iv) an office or to a person described as holding an office, the
instrument is payable to the naned person, the incunbent of the
office, or a successor to the incunbent.

(d) If an instrunent is payable to two or nore persons
alternatively, it is payable to any of them and nay be
negoti at ed, discharged, or enforced by any or all of themin
possession of the instrunent. If an instrunent is payable to two
or nore persons not alternatively, it is payable to all of them
and may be negotiated, discharged, or enforced only by all of
them If an instrunent payable to two or nore persons is
anmbi guous as to whether it is payable to the persons
alternatively, the instrunment is payable to the persons
al ternatively.

3-111. Place of Paynent.
Except as otherwi se provided for itens in Article 4, an

i nstrunment is payable at the place of paynent stated in the
instrument. |If no place of paynment is stated, an instrunent is



payabl e at the address of the drawee or naker stated in the
I nst rument .

If no address is stated, the place of paynent is the place of
busi ness of the drawee or nmaker. If a drawee or naker has nore

t han one pl ace of business, the place of paynent is any place of
busi ness of the drawee or naker chosen by the person entitled to
enforce the instrunent. If the drawee or maker has no place of
busi ness, the place of paynent is the residence of the drawee or
maker .

3-112. Interest.

(a) Unless otherwi se provided in the instrunment, (i) an
i nstrument is not payable with interest, and (ii) interest on an
I nterest-bearing instrunent is payable fromthe date of the
i nst rument .

(b) Interest may be stated in an instrument as a fixed or
vari abl e anmount of noney or it may be expressed as a fixed or
variable rate or rates. The anobunt or rate of interest nay be
stated or described in the instrunent in any manner and may
require reference to information not contained in the instrunent.
I f an instrument provides for interest, but the anmount of
i nt erest payabl e cannot be ascertained fromthe description,
interest is payable at the judgnent rate in effect at the place
of payment of the instrunent and at the tine interest first
accrues.

[* This permts such phrases as the "highest |legal rate" to be
used. */

3-113. Date of Instrunent.

(a) An instrument nmay be antedated or postdated. The date
stated determnes the tine of paynent if the instrunent is
payable at a fixed period after date. Except as provided in
Section 4-401(c), an instrunent payable on demand is not payable
before the date of the instrument.

(b) If an instrunent is undated, its date is the date of its
i ssue or, in the case of an unissued instrument, the date it
first comes into possession of a hol der.
3-114. Contradictory Terns of Instrunent.

| f an instrument contains contradictory ternms, typewitten
terms prevail over printed ternms, handwitten ternms prevail over
bot h, and words prevail over nunbers.
3-115. Inconplete Instrunent.

(a) "Inconplete instrument” nmeans a signed witing, whether
or not issued by the signer, the contents of which show at the



time of signing that it is inconplete but that the signer
intended it to be conpleted by the addition of words or nunbers.

(b) Subject to subsection (c), if an inconplete instrunent is
an instrunent under Section 3-104, it may be enforced accordi ng
toits ternms if it is not conpleted, or according to Its ternms as
augnment ed by conpletion. If an inconplete Instrunent is not an
i nstrument under Section 3-104, but, after conpletion, the
requi renents of Section 3-104 are net, the instrunment may be
enforced according to its ternms as augnented by conpl etion.

(c) I'f words or nunbers are added to an inconplete instrunent
Wi t hout authority of the signer, there is an alteration of the
i nconpl ete instrunment under Section 3-407

(d) The burden of establishing that words or nunbers were
added to an inconplete instrunent w thout authority of the signer
is on the person asserting the |ack of authority.

3-116. Joint and Several Liability; Contribution.

(a) Except as otherw se provided in the instrument, two or
nore persons who have the sanme liability on an instrunent as
makers, drawers, acceptors, indorsers who indorse as joint
payees, or anomral ous indorsers are jointly and severally |iable
In the capacity in which they sign.

(b) Except as provided in Section 3-419(e) or by agreenent of

the affected parties, a party having joint and several liability
who pays the instrument is entitled to receive fromany party
having the sane joint and several liability contribution in

accordance with applicable | aw

(c) Discharge of one party having joint and several liability
by a person entitled to enforce the instrunent does not affect
the right under subsection (b) of a party having the sane joint
and several liability to receive contribution fromthe party
di schar ged.

/* The hol der of a note nay release a party, but that does not
affect contribution rights. */

3-117. Other Agreenents Affecting Instrunent.

Subj ect to applicable | aw regardi ng excl usi on of proof of
cont enpor aneous or previous agreenents, the obligation of a party
to an instrunment to pay the instrunment may be nodifi ed,
suppl emented, or nullified by a separate agreenent of the obligor
and a person entitled to enforce the instrunment, if the
instrument is issued or the obligation is incurred in reliance on
t he agreenent or as part of the sanme transaction giving rise to
t he agreenent. To the extent an obligation is nodified,
suppl emented, or nullified by an agreenent under this section,
the agreenent is a defense to the obligation.



3-118. Statute of Limtations.

(a) Except as provided in subsection (e), an action to
enforce the obligation of a party to pay a note payable at a
definite tinme nust be conmenced 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 accel erated due date.

/* Again a section which is usually not uniformfromstate to
state. */

(b) Except as provided in subsection (d) or (e), if demand
for paynent is nade to the maker of a note payable on demand, an
action to enforce the obligation of a party to pay the note nust
be comenced within six years after the demand. If no demand for
paynment is nade 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 10 years.

(c) Except as provided in subsection (d), an action to
enforce the obligation of a party to an unaccepted draft to pay
the draft nmust be commenced within three years after dishonor of
the draft or 10 years after the date of the draft, whichever
period expires first.

(d) An action to enforce the obligation of the acceptor of a
certified check or the issuer of a teller's check, cashier's
check, or traveler's check nmust be conmenced within three years
after demand for paynent is nade to the acceptor or issuer, as
t he case may be.

(e) An action to enforce the obligation of a party to a
certificate of deposit to pay the instrunent nust be conmenced
Wi thin six years after demand for paynent is nmade to the naker,
but if the instrunent states a due date and the maker is not
required to pay before that date, the six-year period begi ns when
a demand for paynment is in effect and the due date has passed.

An action to enforce the obligation of a party to pay an accepted
draft, other than a certified check, nmust be comrenced (i) within
six years after the due date or dates stated in the draft or
acceptance if the obligation of the acceptor is payable at a
definite tinme, or (ii) within six years after the date of the
acceptance if the obligation of the acceptor is payable on
demand.

(g) Unless governed by other |aw regarding clains for
i ndemmity or contribution, an action (i) for conversion of an
i nstrunment, for noney 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 Article and not
governed by this section nust be conmenced within three years
after the cause of action accrues.

3-119. Notice of Right to Defend Action.



In an action for breach of an obligation for which a third
person i s answerabl e over pursuant to this Article or Article 4,
t he defendant may give the third person witten notice of the
litigation, and the person notified may then give simlar notice
to any other person who is answerable over. If the notice states
(i) that the person notified may cone in and defend and (ii) that
failure to do so will bind the person notified in an action |ater
brought by the person giving the notice as to any determ nation
of fact common to the two litigations, the person notified is so
bound unl ess after seasonable receipt of the notice the person
notified does cone in and defend.

PART 2
NEGOTI ATl ON, TRANSFER, AND | NDORSEMENT
3-201. Negoti ati on.

(a) "Negotiation" neans a transfer of possession, whether
vol untary or involuntary, of an instrunent by a person other than
the issuer to a person who thereby becones its hol der.

(b) Except for negotiation by a remtter, if an instrunent is
payable to an identified person, negotiation requires transfer of
possession of the instrunent and its indorsenent by the hol der.

If an instrument is payable to bearer, it may be negotiated by
transfer of possession al one.

3-202. Negotiation Subject to Rescission.

(a) Negotiation is effective even if obtained (i) froman
infant, a corporation exceeding its powers, or a person w thout
capacity, (ii) by fraud, duress, or mstake, or (iii) in breach
of duty or as part of an illegal transaction.

(b) To the extent permtted by other |aw, negotiation may be
resci nded or nay be subject to other renedies, but those renedies
may not be asserted agai nst a subsequent hol der in due course or
a person paying the instrunent in good faith and with out
know edge of facts that are a basis for rescission or other
remedy.

3-203. Transfer of Instrunment; Rights Acquired by Transfer.

(a) 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 instrunent.

(b) Transfer of an instrunent, whether or not the transfer is
a negotiation, vests in the transferee any right of the
transferor to enforce the instrunment, including any right as a
hol der in due course, but the transferee cannot acquire rights of



a holder in due course by a transfer, directly or indirectly,
froma holder in due course if the transferee engaged in fraud or
illegality affecting the instrunent.

(c) Unless otherwi se agreed, if an instrunment is transferred
for value and the transferee does not becone a hol der because of
| ack of indorsenent by the transferor, the transferee has a
specifically enforceable right to the unqualified indorsenent of
the transferor, but negotiation of the instrunment does not occur
until the indorsement is made.

(d) If atransferor purports to transfer less than the entire
i nstrument, negotiation of the instrunment does not occur. The
transferee obtains no rights under this Article and has only the
rights of a partial assignee.

3-204. | ndorsenent

(a) "Indorsenment” neans a signhature, other than that of a
si gner as maker, drawer, or acceptor, that al one or acconpani ed
by other words is made on an instrunent for the purpose of (i)
negotiating the instrunent, (ii) restricting paynment of the
instrument, or (iii) incurring indorser's liability on the
i nstrument, but regardless of the intent of the signer, a
signature and its acconpanying words is an indorsenent unless the
acconpanyi ng words, terns of the instrument, place of the
si gnature, or other circunstances unanbi guously indicate that the
si gnature was made for a purpose other than indorsenent. For the
pur pose of determ ning whether a signature is nade on an
I nstrunment, a paper affixed to the instrunment is a part of the
i nst rument .

(b) "Indorser™ means a person who nakes an indorsenent.

(c) For the purpose of determ ning whether the transferee of
an instrunment is a holder, an indorsenent that transfers a
security interest in the instrunent is effective as an
unqual i fi ed i ndorsenment of the instrunment.

(d) If an instrunent is payable to a hol der under a nane that
is not the nane of the holder, indorsenent may be nmade by the
hol der in the nanme stated in the instrument or in the holder's
nane or both, but signature in both names nmay be required by a
person paying or taking the instrunment for value or collection.

3-205. Speci al Indorsenent; Bl ank | ndorsenent; Anomal ous
| ndor senent .

(a) If an indorsenent is made by the hol der of an instrunent,
whet her payable to an identified person or payable to bearer, and
the indorsenent identifies a person to whomit makes the
i nstrunment payable, it is a special indorsenment.” Wen specially
i ndorsed, an instrument becones payable to the identified person
and may be negotiated only by the indorsenment of that person. The
principles stated in Section 3-110 apply to special indorsenents.



(b) If an indorsenent is nmade by the hol der of an instrunment
and it is not a special indorsenent, it is a "blank indorsenent.
" When indorsed in blank, an instrunent becones payable to bearer
and may be negotiated by transfer of possession alone until
speci al Iy i ndorsed.

(c) The hol der may convert a bl ank indorsenent that consists
only of a signature into a special indorsenent by witing, above
the signature of the indorser, words identifying the person to
whom t he instrunment is nmade payabl e.

(d) "Anomal ous i ndorsenent” means an i ndorsenent nade by a
person who is not the holder of the instrunent. An anomal ous
| ndor senent does not affect the manner in which the instrunent
may be negoti at ed.

3-206. Restrictive |Indorsenent.

(a) An indorsenent limting paynent to a particul ar person or
ot herwi se prohibiting further transfer or negotiation of the
instrument is not effective to prevent further transfer or
negotiation of the instrunent.

(b) An indorsenent stating a condition to the right of the
i ndorsee to receive paynent does not affect the right of the
i ndorsee to enforce the instrunment. A person paying the
i nstrument or taking it for value or collection nmay disregard the
condition, and the rights and liabilities of that person are not
af fected by whether the condition has been fulfilled.

(c) If an instrunent bears an indorsenment (i) described in
Section 4-201(b), or (ii) in blank or to a particular bank using
the words "for deposit,” "for collection,” or other words
i ndi cating a purpose of having the instrument collected by a bank
for the indorser or for a particular account, the follow ng rules

appl y:

(1) A person, other than a bank, who purchases the instrunent
when so i ndorsed converts the instrunent unless the anount paid
for the instrunment is received by the indorser or applied
consistently with the indorsenent.

(2) A depositary bank that purchases the instrunent or takes it
for collection when so indorsed converts the instrunent unless
t he amount paid by the bank with respect to the instrunment is
recei ved by the indorser or applied consistently with the

i ndor senent .

(3) A payor bank that is also the depositary bank or that takes
the instrument for i mredi ate paynment over the counter froma
person other than a collecting bank converts the instrunent
unl ess the proceeds of the instrunent are received by the
i ndorser or applied consistently with the indorsenent.



(4) Except as otherw se provided in paragraph (3), a payor bank
or intermediary bank may disregard the indorsenent and is not
liable if the proceeds of the instrument are not received by the
i ndorser or applied consistently with the indorsenent.

(d) Except for an indorsenent covered by subsection (c), if
an instrunent bears an indorsenment using words to the effect that
paynment is to be made to the indorsee as agent, trustee, or other
fiduciary for the benefit of the indorser or another person,
the follow ng rules apply:

(1) Unless there is notice of breach of fiduciary duty as
provided in Section 3-307, a person who purchases the instrunment
fromthe indorsee or takes the instrunent fromthe indorsee for
col l ection or paynent nmay pay the proceeds of paynment or the
val ue given for the instrunent to the indorsee without regard to
whet her the indorsee violates a fiduciary duty to the indorser.

(2) A subsequent transferee of the instrument or person who pays
the instrunment is neither given notice nor otherw se affected by
the restriction in the indorsenment unless the transferee or payor
knows that the fiduciary dealt with the instrunent or its
proceeds in breach of fiduciary duty.

(e) The presence on an instrunent of an indorsenent to which
this section applies does not prevent a purchaser of the
i nstrument from becom ng a holder in due course of the instrunent
unl ess the purchaser is a converter under subsection (c) or has
notice or know edge of breach of fiduciary duty as stated in
subsection (d).

(f) I'n an action to enforce the obligation of a party to pay
the instrument, the obligor has a defense if paynent woul d
vi ol ate an indorsenent to which this section applies and the
paynment is not permtted by this section.

3-207. Reacqui sition.

Reacqui sition of an instrunment occurs if it is transferred to
a former hol der, by negotiation or otherw se. A fornmer hol der who
reacquires the instrunment may cancel indorsenents nmade after the
reacquirer first became a holder of the instrunent. If the
cancel | ati on causes the instrunment to be payable to the
reacquirer or to bearer, the reacquirer may negotiate the
i nstrument. An indorser whose indorsenent is canceled is
di scharged, and the discharge is effective against any subsequent
hol der.

PART 3
ENFORCEMENT OF | NSTRUMENT

3-301. Person Entitled to Enforce I nstrunent.



"Person entitled to enforce"” an instrunent neans (i) the
hol der of the instrunent, (ii) a nonholder in possession of the
i nstrument who has the rights of a holder, or (iii) a person not
i n possession of the instrument who is entitled to enforce the
i nstrument pursuant to Section 3-309 or 3-418(d). A person nay be
a person entitled to enforce the instrument even though the
person is not the owner of the instrunment or is in wongful
possessi on of the instrunent.

3-302. Holder in Due Course.

(a) Subject to subsection (c) and Section 3-106(d), hol der
i n due course" neans the holder of an instrunent if:

(1) the instrunment when issued or negotiated to the hol der does
not hear such apparent evidence of forgery or alteration or is
not otherwi se so irregular or inconplete as to call into question
its authenticity; and

(2) the holder took the instrument (i) for value, (ii) in good
faith, (iii) without notice that the instrument is overdue or has
been di shonored or that there is an uncured default with respect
to paynment of another instrument issued as part of the sane
series, (iv) without notice that the instrument contains an

unaut hori zed signature or has been altered, (v) w thout notice of
any claimto the instrunment described in Section 3-306, and (vi)
Wi t hout notice that any party has a defense or claimin
recoupnment described in Section 3-306(a).

(b) Notice of discharge of a party, other than discharge in
an insolvency proceeding, is not notice of a defense under
subsection (a), but discharge is effective against a person who
becane a hol der in due course with notice of the discharge.
Public filing or recording of a docunment does not of itself
constitute notice of a defense, claimin recoupnent, or claimto
the instrunent.

(c) Except to the extent a transferor or predecessor in
i nterest has rights as a holder in due course, a person does not
acquire rights of a holder in due course of an instrunent taken
(i) by legal process or by purchase in an execution, bankruptcy,
or creditor's sale or simlar proceeding, (ii) by purchase as
part of a bulk transaction not mordinary course of business of
the transferor, or (iii) as the successor in interest to an
estate or other organization,

(d) If, under Section 3-303(a)(1l), the prom se of performance
that is the consideration for an instrument has been partially
performed, the holder nmay assert rights as a holder in due course
of the instrunent only to the fraction of the anount payable
under the instrunment equal to the value of the parti al
performance divided by the value of the prom sed perfornmance,

(e) If (i) the person entitled to enforce an instrunent has
only a security interest in the instrument and (ii) the person



obliged to pay the instrunment has a defense, claimmrecoupnent,
or claimto the instrunent that may be asserted agai nst the
person who granted the security interest, the person entitled to
enforce the Instrunent may assert rights as a holder in due
course only to an anmount payabl e under the instrunment which, at
the tinme of enforcenent of the instrunent, does not exceed the
amount of the unpaid obligation secured.

(f) To be effective, notice nust be received at a tinme and in
a manner that gives a reasonable opportunity to act on it.

(g) This section is subject to any law limting status as a
hol der in due course in particular classes of transactions.

3-303. Val ue and Consi derati on.
(a) An instrument is issued or transferred for value if:

(1) the instrunment is issued or transferred for a prom se of
performance, to the extent the prom se has been perforned;

(2) the transferee acquires a security interest or other lien in
the instrunment other than a |ien obtained by judicial proceeding;

(3) the instrunment is issued or transferred as paynment of, or as
security for, an antecedent claimagainst any person, whether or
not the claimis due

(4) the instrunent is issued or transferred in exchange for a
negoti abl e i nstrunent; or

(5) the instrunment is issued or transferred in exchange for the
incurring of an irrevocable obligation to a third party by the
person taking the instrunent.

(b) "Consideration"” neans any consideration sufficient to
support a sinple contract. The drawer or meker of an instrunent
has a defense if the instrument is issued w thout consideration.
If an instrument is issued for a prom se of perfornmance, the
| ssuer has a defense to the extent that performance of the
prom se is due and the prom se has not been performed. If an
Instrunent is issued for value as stated in subsection (a), the
instrument is also issued for consideration.

3-304. Overdue I nstrunent.

(a) An instrument payabl e on denmand becones overdue at the
earliest of the follow ng tines:

(1) on the day after the day demand for paynent is duly made;
(2) if the instrument is a check, 90 days after its date; or

(3) if the instrument is not a check, when the instrunent has
been outstanding for a period of tine after its date which is



unr easonably | ong under the circunstances of the particul ar case
in light of the nature of the instrument and usage of the trade.

(b) Wth respect to an instrunent payable at a definite tine
the follow ng rules apply:

(1) If the principal is payable in installnments and a due date
has not been accel erated, the instrunment beconmes overdue upon

default under the instrunent for nonpaynent of an install nent,
and the instrunent remains overdue until the default is cured.

(2) If the principal is not payable in installnents and the due
dat e has not been accel erated, the instrument becones overdue on
the day after the due date.

(3) If a due date with respect to principal has been accel erat ed,
t he instrument beconmes overdue on the day after the accel erated
due date.

(c) Unless the due date of principal has been accel erated, an
i nstrument does not becone overdue if there is default in paynent
of interest but no default in paynent of principal.

3-30S. Defenses and C ains in Recoupnent.

(a) Except as stated in subsection (b), the right to enforce
the obligation of a party to pay an instrunent is subject to the
f ol | owi ng:

(1) a defense of the obligor based on (i) infancy of the obligor
to the extent it is a defense to a sinple contract, (ii) duress,
| ack of |egal capacity, or illegality of the transacti on which,
under other law, nullifies the obligation of the obligor, (iii)
fraud that induced the obligor to sign the instrument with
nei t her knowl edge nor reasonabl e opportunity to learn of its
character or its essential terms, or (iv) discharge of the
obligor in insolvency proceedi ngs;

(2) 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 instrunment were enforcing a
right to paynent under a sinple contract; and

(3) a claimin recoupnment of the obligor against the original
payee of the instrument if the claimarose fromthe transaction
that gave rise to the instrument; but the claimof the obligor
may be asserted against a transferee of the instrunent only to
reduce the anmount owing on the instrunent at the tinme the action
I s brought.

(b) The right of a holder in due course to enforce the
obligation of a party to pay the instrunment is subject to
def enses of the obligor stated in subsection (a)(1), but is not
subj ect to defenses of the obligor stated in subsection (a)(2) or



clains in recoupnent stated in subsection (a)(3) against a person
ot her than the hol der.

(c) Except as stated in subsection (d), In an action to
enforce the obligation of a party to pay the instrunent, the
obligor may not assert against the person entitled to enforce the
i nstrument a defense, claimln recoupnent, or claimto the
i nstrument (Section 3-306) of another person, but the other
person's claimto the instrument nay be asserted by the obligor
I f the other person is joined in the action and personally
asserts the claimagainst the person entitled to enforce the
i nstrument. An obligor is not obliged to pay the instrunent if
t he person seeking enforcenent of the instrunent does not have
rights of a holder in due course and the obligor proves that the
instrument is a lost or stolen instrunent.

(d) I'n an action to enforce the obligation of an
acconmodati on party to pay an instrunment, the accommobdation party
may assert against the person entitled to enforce the instrunent
any defense or claimin recoupnment under subsection (a) that the
acconmpdat ed party coul d assert against the person entitled to
enforce the instrunent, except the defenses of discharge in
i nsol vency proceedi ngs, infancy, and |ack of |egal capacity.

3-306. Cains to an I nstrunent.

A person taking an instrunment, other than a person having
rights of a holder in due course, is subject to a claimof a
property or possessory right in the instrunent or its proceeds,
Including a claimto rescind a negotiation and to recover the
i nstrument or its proceeds. A person having rights of a holder in
due course takes free of the claimto the instrument.

3-307. Notice of Breach of Fiduciary Duty.
(a) I'n this section:

(1) "Fiduciary" nmeans an agent, trustee, partner, corporate
officer or director, or other representative owing a fiduciary
duty with respect to an instrunent.

(2) "Represented person” nmeans the principal, beneficiary,
partnership, corporation, or other person to whomthe duty stated
I n paragraph (1) is owed.

(b) If (i) an instrunent is taken froma fiduciary for
paynment or collection or for value, (ii) the taker has know edge
of the fiduciary status of the fiduciary, and (iii) the
represented person nmakes a claimto the instrunent or its
proceeds on the basis that the transaction of the fiduciary is a
breach of fiduciary duty, the follow ng rules apply:

(1) Notice of breach of fiduciary duty by the fiduciary is notice
of the claimof the represented person.



(2) 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 instrunment is (i) taken in
paynment 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
(ii1) deposited to an account other than an account of the
fiduciary, as such, or an account of the represented person.

(3) If an instrunment is issued by the represented person or the
fiduciary as such, and nmade payable to the fiduciary personally,
t he taker does not have notice of the breach of fiduciary duty
unl ess the taker knows of the breach of fiduciary duty.

(4) If an instrunment 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 instrunent is (i) taken in
paynment 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
(ii1) deposited to an account other than an account of the
fiduciary, as such, or an account of the represented person.

3-308. Proof of Signatures and Status as Hol der in Due Course.

(a) I'n an action with respect to an instrunent, the
aut henticity of, and authority to nmake, each signature on the
instrument is admtted unless specifically denied in the
pl eadings. If the validity of a signature is denied in the
pl eadi ngs, the burden of establishing validity is on the person
claimng validity, but the signature is presuned to be authentic
and aut hori zed unless the action is to enforce the liability of
the purported signer and the signer is dead or inconpetent at the
time of trial of the issue of validity of the signature. If an
action to enforce the instrunment is brought against a person as
t he undi scl osed principal of a person who signed the instrunent
as a party to the instrunent, the plaintiff has the burden of
establishing that the defendant is |iable on the instrunent as a
represent ed person under Section 3-402(a).

(b) If the validity of signatures is admtted or proved and
there is conpliance with subsection (a), a plaintiff producing
the instrunment is entitled to paynent if the plaintiff proves
entitlenment to enforce the instrunent under Section 3-301, unless
t he defendant proves a defense or claimin recoupnent. If a
def ense or claimin recoupnent is proved, the right to paynent of
the plaintiff is subject to the defense or claim except to the
extent the plaintiff proves that the plaintiff has rights of a
hol der in due course which are not subject to the defense or
claim



