/* The Uni form Commercial Code is one of the greatest works of

j uri sprudence of the century. In sone ways it sinplified the

process of |ending, selling and borrowing. In other ways it

| ntroduced arcane conplexity. The UCC |like the Internal Revenue

Code and the Bankruptcy Code is a code in that it is a

"codification" of law, but also a "code" in that it al so uses

wor ds that have secret neanings. Section 1 is VITAL because of

the fact that it defines terns that are used throughout the code.
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Gener al Provi si ons
PART |

SHORT TI TLE, CONSTRUCTI ON, APPLI CATI ON AND SUBJECT MATTER OF THE
ACT

1-101. Short Title.

This Act shall be known and nmay be cited as Uni form Conmerci al
Code.

1-102. Purposes; Rules of Construction; Variation by Agreenent

(1) This Act shall be liberally construed and applied to
pronote its underlying purposes and policies.

(2) Underlying purposes and Policies of this Act are

(a) to sinplify, clarify and noderni ze the | aw governing
comrerci al transactions

(b) to permt the continued expansi on of conmerci al
practices through custom usage and agreenent of the parti es.

(c) to nmake uniformthe | aw anong the various jurisdictions

(3) The effect of provisions of this Act may be varied by
agreenment, except as otherw se provided in this Act and except
that the obligations of good faith, diligence, reasonabl eness and
care prescribed by this Act may not be disclained by agreenent
but the parties may by agreenment determ ne the standards by which
t he performance of such obligations is to be neasured if such
st andards are not manifestly unreasonabl e.

(4) The presence in certain provisions of this Act
of the words "unl ess ot herw se agreed” or words of simlar inport
does not inply that the effect of other provisions
may not be varied by agreenent under subsection (3).

(5) I'nthis Act unless the context otherw se requires

(a) words in the singular nunber include the plural, and in
the plural include the singular;

(b) words of the masculine gender include the femnine and
t he neuter, and when the sense so indicates words of the neuter
gender may refer to any gender.

1-103. Suppl enentary CGeneral Principles of Law Applicable.

Unl ess displaced by the particular provision of this Act, the
principles of law and equity, including the | aw nerchant and the
|l aw rel ative to capacity to contract, principal and agent,
est oppel, fraud, m srepresentation, duress, coercion, mstake,
bankruptcy, or other validating or invalidating cause shal
suppl enment its provisions.

1-104. Construction Against Inplicit Repeal.

This Act being a general act intended as a unified coverage of
its subject matter no part of it shall be deened to be inpliedly



repeal ed by subsequent legislation if such construction can
reasonably be avoi ded.

1-105. Territorial Application of the Act; Parties' Power to
Choose Applicabl e Law.

(1) Except as provided hereafter in this section, when a
transacti on bears a reasonable relation to this state and also to
anot her state or nation the parties may agree that the | aw either
of this state or of such other state or nation shall govern
their rights and duties. Failing such agreenent this Act applies
to transactions bearing an appropriate relation to this state.

(2) Where one of the follow ng provisions of this Act
specifies the applicable |law, that provision governs and a
contrary agreenent is effective only to the extent permtted by
the law (including the conflict of |aws rules) so specified:

Ri ghts of creditors against sold goods: Section 2-402.
Applicability of the Article on Leases: Sections 2A-105 and
2A- 106.

Applicability of the Article on Bank Deposits and

Col | ections: Section 4-102.

Governing Law in the Article on Funds Transfers: Section 4A-507.
Bul k sal es subject to the Article on Bulk Sal es: Section 6-103.
[If a state adopts the repealer of Article 6, this item should be
del et ed. ]

Applicability of the Article on Investnment Securities: Section
8- 106.

Perfection provisions of the Article on Secured Transacti ons:
Section 9-103.

1-106. Renedies to Be Liberally Adm nistered.

(1) The renedies provided by this Act shall be liberally
adm ni stered to the end that the aggrieved party may be put in as
good a position as if the other Party had fully performed but
nei t her consequential or special nor penal damages may be had
except as specifically provided in this Act or by other rule of
| aw.

(2) Any right or obligation declared by this Act is
enf orceabl e by action unless the provision declaring it specifies
a different and limted effect.

1-107. Waiver or Renunciation of Claimor Right After Breach.

Any claimor right arising out of an alleged breach can be
di scharged in whole or in part without consideration by a witten
wai ver or renunciation signed and delivered by the aggrieved

party.
1-108. Severability.

| f any provision or clause of this Act or application thereof
to any person or circunstances is held invalid, such invalidity
shal | not affect other provisions or applications of the Act
whi ch can be given effect without the invalid provision or
application, and to this end the provisions of this Act are
declared to be severable.



1-109. Section Captions.
Section captions are parts of this Act.

PART 2
GENERAL DEFI NI TI ONS AND PRI NCI PLES OF | NTERPRETATI ON

1-201. General Definitions.

Subj ect to additional definitions contained in the subsequent
Articles of this Act which are applicable to specific Articles or
Parts thereof, and unless the context otherwi se requires, in this
Act :

(1) "Action" in the sense of a judicial proceeding includes
recoupnment, counterclaim set-off, suit in equity and any ot her
proceedi ngs in which rights are detern ned.

(2) "Aggrieved party" neans a party entitled to resort to a
remedy.

(3) "Agreenent"” nmeans the bargain of the parties in fact as
found in their | anguage or by inplication from other
ci rcunmst ances including course of dealing or usage of trade or
course of performance as provided in this Act (Sections 1-205 and
2-208) . Wiet her an agreenent has | egal consequences is determ ned
by the provisions of this Act, if applicable; otherw se by the
| aw of contracts (Section 1-103). (Conpare "Contract".)

(4) "Bank"™ neans any person engaged in the business of
banki ng.

[* As with other definitions within the UCC, this definition does
not require that the person be properly licensed to do a banking
business. If a persons acts as a bank, regardless of the legality
of that for crimnal purposes, the UCC will treat themas a
"bank" for contract |aw purposes. */

(5) "Bearer"™ means the person in possession of an instrunent,
docunent of title, or certificated security payable to bearer or
i ndorsed in blank.

(6) "Bill of Iading" nmeans a docunent evidencing the receipt
of goods for shipnment issued by a person engaged in the business
of transporting or forwardi ng goods, and includes an airbill.
"Airbill" means a docunent serving for air transportation as a
bill of I|ading does for marine or rail transportation, and
i ncludes an air consignnment note or air waybill.

(7) "Branch" includes a separately incorporated foreign branch
of a bank.

(8) "Burden of establishing” a fact neans the burden of
persuading the triers of fact that the existence of the fact is
nore probable than its nonexi stence.

(9) "Buyer in ordinary course of business" nmeans a person who
in good faith and wi thout know edge that the sale to himis in
violation of the ownership rights or security interest of a third
party in the goods buys in ordinary course froma person in the
busi ness of selling goods of that kind but does not include a
pawnbr oker. All persons who sell mnerals or the like (including



oi |l and gas) at well head or m nehead shall be deened to be
persons in the business of selling goods of that kind. "Buying"
may be for cash or by exchange of other property or on secured or
unsecured credit and includes receiving goods or docunents of
title under a preexisting contract for sale but does not include
a transfer in bulk or as security for or in total or partial

sati sfaction of a noney debt.

(10) "Conspicuous" A termof clause is conspicuous when it is
so witten that a reasonabl e person against whomit is to operate
ought to have noticed it. A printed heading in capitals (as:

Non- Negoti able Bill of Lading) is conspicuous. Language in

the body of a formis "conspicuous” if it is in larger or other
contrasting type or color. But in a telegramany stated termis
"conspi cuous”. Whether a termor clause is "conspicuous” or not
is for decision by the court.

[ * Taki ng consideration of this away fromthe jury. */

(11) "Contract” neans the total |egal obligation which
results fromthe parties' agreenent as affected by this Act and
any other applicable rules of Iaw. (Conpare "Agreenent".)

(12) "Creditor” includes a general creditor, a secured
creditor, a lien creditor and any representative of creditors,
i ncludi ng an assignee for the benefit of creditors, a
trustee in bankruptcy, a receiver in equity and an executor or
adm ni strator of an insolvent debtor's or assignor's estate.

(13) "Defendant”™ includes a person in the position of
defendant in a cross-action or counterclaim

(14) "Delivery" with respect to instrunents, docunents of
title, chattel paper, or certificated securities nmeans voluntary
transfer of possession.

(15) "Docunent of title" includes bill of |ading, dock
war rant, dock receipt, warehouse receipt or order for the
del i very of goods, and al so any ot her docunent which in the
regul ar course of business or financing is treated as adequately
evi dencing that the person in possession of it is entitled to
receive, hold and di spose of the docunent and the goods it
covers. To be a docunent of title a docunent nust purport to be
| ssued by or addressed to a bailee and purport to cover goods in
the bail ee's possession which are either identified or are
f ungi bl e portions of an identified nass.

(16) "Fault"™ means wongful act, om ssion or breach.

(17) "Fungible" with respect to goods or securities neans
goods or securities of which any unit is, by nature or usage of
trade, the equivalent of any other |ike unit. Goods which are not
fungi bl e shall be deened fungible for the purposes of this Act
to the extent that under a particul ar agreenent or docunent
unlike units are treated as equival ents.

(18) "Genuine" neans free of forgery or counterfeiting.

(19) "Good faith" means honesty in fact in the conduct or
t ransacti on concer ned.

(20) "Holder," with respect to a negotiable instrunent,
nmeans the person in possession if the instrunent is payable to



the bearer or, in the case of an instrument payable to an
identified person, if the identified person is in possession.
"Hol der” with respect to a docunent of title nmeans the person in
possession if the goods are deliverable to bearer or to the order
of the person in possession.

(21) To "honor"™ is to pay or to accept and pay, or where a
credit so engages to purchase or discount a draft conplying with
the terns of credit.

(22) "lInsol vency proceedi ngs" includes any assignnent for
the benefit of creditors or other proceedings intended to
| i quidate or rehabilitate the estate of the person invol ved.

(23) A person is "insolvent"” who either has ceased to pay

his debts in the ordinary course of business or cannot pay his
debts as they becone due or is insolvent within the meani ng of
t he federal bankruptcy |aw.

[* Two definitions of one term The equity test (not paying in
the ordinary course of business) is used here, althhough

al | onances are nade for bal ance sheet insolvency. This is one
area in which the UCCis lacking. It is one thing to define terns
in a special way for the purpose of making a codification of |aw.
This definition incorporates another |aw by reference, nmaking it
difficult to understand the UCC neaning of the word by sole
reference to the UCC. */

(24) "Mney" nmeans a nedi um of exchange aut horized or
adopted by a donestic or foreign governnent as a part of its
currency.

(25) A person has "notice" of a fact when
(a) he has actual know edge of it; or
(b) he has received a notice or notification of it; or

(c) fromall the facts and circunstances known to him at
the time in question he has reason to know that it exists.

A person "knows" or has "know edge" of a fact when he has

actual know edge of it. "D scover” or "learn" or a word or
phrase of simlar inmport refers to know edge rather than to
reason to know. The tinme and circunstances under which a notice
or notification may cease to be effective are not determ ned by
this Act.

(26) A person "notifies" or "gives" a notice or

notification to another by taking such steps as nmay be reasonably
required to informthe other in ordinary course whether or not
such other actually cones to know of it. A person "receives" a
notice or notification when

(a) it comes to his attention; or

(b) it is duly delivered at the place of business through

whi ch the contract was nmade or at any other place held out by him
as the place for receipt of such conmunicati ons.

(27) Notice, know edge or a notice or notification received
by an organi zation is effective for a particular transaction from



the time when it is brought to the attention of the individual
conducting that transaction, and in any event fromtine to tine
when it woul d have been brought to his attention if the

organi zati on had exercised due diligence if it maintains
reasonabl e routines for conmunicating significant information to
t he person conducting the transaction and there is reasonable
conpliance with the routines. Due diligence does not require an
i ndi vidual acting for the organi zation to conmunicate information
unl ess such comunication is part of his regular duties or unless
he has reason to know of the transaction and that the transaction
woul d be materially affected by the information.

[* This definition appears to elimnate the use of the doctrine
of "forgotten notice” in which | arge conpani es seek to avoid the
effect of a notice that they received due to the fact that
soneone resigned, etc. */

(28) "Organization" includes a corporation, government or
gover nnment al subdi vi si on or agency, business trust, estate,
trust, partnership or association, two or nore persons having a
j oint or conmon interest, or any other |egal or commerci al
entity.

(29) "Party", as distinct from"third party", nmeans a
person who has engaged in a transaction or made an agreenent
within this Act.

(30) "Person" includes an individual or an organization
(See Section 1-102).

(31) "Presunption” or "presuned” nmeans that the trier of

fact must find the existence of the fact presuned unl ess and
until evidence is introduced which would support a finding of its
non- exi st ence.

(32) "Purchase" includes taking by sale, discount,
negoti ati on, nortgage, pledge, lien, issue or re-issue, gift or
any other voluntary transaction creating an interest in property.

(33) "Purchaser" neans a person who takes by purchase.

(34) "Renedy" neans any renedial right to which an
aggrieved party is entitled with or without resort to a tribunal.

(35) "Representative" includes an agent, an officer of a
corporation or association, and a trustee, executor or

adm ni strator of an estate, or any other person enpowered to act
f or anot her.

(36) "Rights" includes renedies.

(37) "Security interest” neans an interest in personal

property or fixtures which secures paynent or performance of an
obligation. The retention or reservation of title by a seller of
goods notwi t hstandi ng shi pnent or delivery to the buyer (Section
2-401) is limted in effect to a reservation of a "security
interest”. The termalso includes any interest of a buyer of
accounts or chattel paper which is subject to Article 9. The
speci al property interest of a buyer of goods on identification
of those goods to a contract for sale under section 2-401 is not
a "security interest”, but a buyer nmay also acquire a "security
interest” by conplying with Article 9. Unless a consignnent is
i ntended as security, reservation of title thereunder is not a



"security interest”, but a consignnment in any event is subject to
t he provisions on consignnment sales (Section 2-326).

Whet her a transaction creates a | ease or security interest

is determ ned by the facts of each case; however, a transaction
creates a security interest if the consideration the lessee is to
pay the lessor for the right to possession and use of the goods
Is an obligation for the termof the | ease not subject to

term nation by the | essee, and

(a) the original termof the lease is equal to or greater
t han the remaining economc |ife of the goods,

(b) the lessee is bound to renew the | ease for the
remai ning econonmic life of the goods or is bound to becone the
owner of the goods,

(c) the |l essee has an option to renew the | ease for the
remai ni ng economc life of the goods for no additional

consi derati on or nom nal additional consideration upon conpliance
Wi th the | ease agreenent, or

(d) the |l essee has an option to becone the owner of the
goods for no additional consideration or nom nal additional
consi derati on upon conpliance with the | ease agreenent.

A transaction does not create a security interest merely because
it provides that

(a) the present value of the consideration the |essee is
obligated to pay the lessor for the right to possession and use
of the goods is substantially equal to or is greater than the
fair market value of the goods at the tinme the |lease is entered
i nt o,

(b) the | essee, assunes risk of |oss of the goods, or

agrees to pay taxes, insurance, filing, recording, or
registration fees, or service or nmaintenance costs with respect
to the goods,

(c) the |l essee has an option to renew the | ease or to
becone the owner of the goods,

(d) the |l essee has an option to renew the | ease for a fixed
rent that is equal to or greater than the reasonably predictable
fair market rent of the use of to goods for the termof the
renewal at the time the option is to be perforned, or

(e) the |l essee has an option to becone the owner of the

goods for a fixed price that is equal to or greater than the
reasonably predictable fair market value of the goods at the tine
the option is to be perforned.

For purposes of this subsection (37):

(x) Additional consideration is not nomnal if (1) when the
option to renew the lease is granted to the | essee the rent is
stated to be the fair market rent for the use of the goods for
the termof the renewal determ ned at the tine the optionis to
be perforned, or (ii) when the option to becone the owner of the
goods is granted to the | essee the price is stated to be the fair
mar ket val ue of the goods determned at the tine the optionis to
be perforned. Additional consideration is nomnal if it is |less



than the | essee's reasonably predictable cost of perform ng under
the | ease agreenent if the option is not exercised;

(y) "Reasonably predictable” and "renai ning economc life

of the goods"” are to be determned with reference to the facts
and circunstances at the tinme the transaction is entered into;
and

(z) "Present value" nmeans the anmobunt as of a date certain

of one or nore suns payable in the future, discounted to the
date certain. The discount is determned by the interest rate
specified by the parties if the rate is not nmanifestly
unreasonabl e at the tine the transaction is entered into;

ot herwi se, the discount is determned by a commercially
reasonabl e rate that takes into account the facts and

ci rcunmst ances of each case at the tinme the transacti on was
entered into.

(38) "Send" in connection with any witing or notice neans

to deposit in the mail or deliver for transm ssion by any other
usual means of communi cation with postage or cost of transm ssion
provi ded for and properly addressed and in the case of an

I nstrument to an address specified thereon or otherw se agreed,

or if there be none to any address reasonabl e under the

ci rcunmstances. The receipt of any witing or notice within the
time at which it would have arrived if properly sent had the

ef fect of a proper sending.

(39) "Signed" includes any synbol executed or adopted by a
party with present intention to authenticate a witing.

(40) "Surety" includes guarantor.

(41) "Telegram' includes a nessage transmtted by radio,

tel etype, cable, any mechanical method of transm ssion, or the
li ke.

(42) "Term neans that portion of an agreenment which
relates to a particular matter.

(43) "Unaut horized" signature or indorsenment neans one made

Wi t hout actual, inplied or apparent authority and includes a
forgery.
(44) "Value". Except as otherw se provided with respect to

negoti abl e i nstruments and bank col | ections (Sections 3-303,
4-210 and 4-211) a person gives "value" for fights if he acquires
t hem

(a) in return for abiding commtnent to extend credit or

for the extension of inmediately available credit whether or not
drawn upon and whether or not a charge-back is provided for in
the event of difficulties in collection; or

(b) as security for onin total or partial satisfaction of
a re-existing claim or

(c) by accepting delivery pursuant to a pre-existing
contract for purchase; or

(d) generally, in return for any consideration sufficient
to support a sinple contract.



(45) "Warehouse recei pt" nmeans a receipt issued by a person
engaged in the business of storing goods for hire.

(46) "Witten" or "witing" includes printing, typewiting
or any other intentional reduction to tangible form

1-202. Prinma Facie Evidence by Third Party Docunents.

A docunment in due form purporting to be a bill of I|ading,

policy or certificate of insurance, official weigher's or

I nspector's certificate, consular invoice, or any other docunent
aut hori zed or required by the contract to be issued by a third
party shall be prima facie evidence of its own authenticity and
genui neness and of the facts stated in the docunent by the third

party.
1-203. oligation of good faith.

Every contract or duty within this Act inposes an obligation
of good faith in its performance or enforcenent.

1-204. Time; Reasonable Tinme; "Seasonable".

(1) Whenever this Act requires any action to be take within

a reasonable tine, ant time which is not manifestly unreasonabl e
may be fixed by agreenent.

(2) What is a reasonable tinme for taking any action depends
on the nature, purpose and circunstances of such action.

(3) An action is taken "seasonably" when it is taken at or
Wi thin the tine agreed or if no tinme is agreed at or within a
reasonabl e ti ne.

1-205. Course of dealing and Usage of Trade.

(1) A course of dealing is a sequence of previous conduct
between the parties to a particular transaction which is fairly
to be regarded as establishing a conmon basis of understanding
for interpreting their expressions and ot her conduct.

(2) A usage of trade is any practice or method of dealing
havi ng such regularity of observance in a place, vocation or

trade as to justify an expectation that it will be observed with
respect to the transaction in question. The existence and scope
of such a usage are to be proved as facts. |If it is established

that such a usage is enbodied in a witten trade code or simlar
writing the interpretation of the witing is for the court.

/* Anot her place where the UCC nandates that certain issues are
| egal ones and are to be ruled on by the Court instead of by a
jury. */

(3) A course of dealing between parties and any usage of

trade in the vocation or trade in which they are engaged or of
whi ch they are or should be aware give particular nmeaning to and
suppl ement or qualify ternms of an agreenent.

(4) The express terns of an agreenent and an applicable

course of dealing or usage of trade shall be construed wherever
reasonabl e as consistent with each other; but when such
construction is unreasonabl e express terns control both course of
deal i ng and usage of trade and course of dealing controls usage
of trade.



(5) An applicable usage of trade in the place where any
part of performance is to occur shall be used in interpreting the
agreenment as to that part of the performance.

(6) Evidence of a relevant usage of trade in the place
where any part of performance is to occur shall be used in
interpreting the agreenent as to that part of the performance.

1-206. Statute of frauds for Kinds of Personal Property Not
Gt herwi se Cover ed.

(1) Except in the cases described in subsection (2) of this
section a contract for the sale of personal property is not

enf orceabl e by way of action or defense beyond five thousand
dollars in anmount or value of remedy unless there is sone witing
whi ch indicates that a contract for sale has been nmade between
the parties at a defined or stated price, reasonably identifies
the subject matter, and is signed by the party agai nst whom
enforcenent is sought or by his authorized agent.

[* The UCC is not the sane fromstate to state, and this section
in the "generic" draft uses $5,000. O her states use $500 or
ot her anounts. */

(2) Subsection (1) of this section does not apply to
contacts for the sale of goods (Section 2-201) nor of securities
(Section 8-319) nor to security agreenents (Section 9-203).

1-207. Performance or acceptance under Reservation of Rights.
(1) A party who, with explicit reservation of rights,

perforns or proni ses performance or assents to performance in a
manner denmanded or offered by the other party does not thereby
prejudice the rights reserved. Such words as "wi thout

prejudi ce”, "under protest” or the |ike are sufficient.

(2) Subsection n(1l) does not apply to an accord and
sati sfaction.

1-208. Option to Accelerate at WII.

A termproviding that one party or his successor in interest

may accel erate paynent or performance or require collateral or
addi tional collateral "at will" or "when he deens hinself

i nsecure”™ or in words of simlar inport shall be construed to
mean that he shall have power to do so only if he in good faith
bel i eves that the prospect of paynent or performance is inpaired.
The burden of establishing |lack of good faith is on the party
agai nst whom t he power has been exerci sed.

1-209. Subordi nated bligations.

An obligation may be issued as subordi nated to paynent of

anot her obligation of the person obligated, or a creditor may
subordi nate his right to paynment of an obligation by agreenent
Wi th either the person obligated or another creditor of the
person obligated. Such a subordination does not create a
security interest as against either the comon debtor or a
subordi nated creditor. This section shall be construed as
declaring the law as it existed prior to the enactnent of this
section and not as nodifying it.



