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ARTI CLE 4

BANK DEPCSI TS AND COLLECTI ONS

PART 1

GENERAL PROVI SI ONS AND DEFI NI TI ONS

4-101. Short Title.

This Article may be cited as Uniform Comrerci al Code Bank
Deposits and Col | ecti ons.

4-102. Applicability.

(a) To the extent that itens within this Article are al so

Wi thin Articles 3 and 8, they are subject to those Articles. If
there is conflict, this Article governs Article 3, but Article 8
governs this Article.

(b) The liability of a bank for action or non-action with

respect to an itemhandled by it for purposes of presentnent,
paynment, or collection is governed by the | aw of the place where
the bank is located. In the case of action or non-action by or at
a branch or separate office of a bank, its liability is governed
by the | aw of the place where the branch or separate office is

| ocat ed.

4-103. Variation by Agreenment; Measure of Damages; Action
Constituting Ordinary Care.

(a) The effect of the provisions of this Article may be

vari ed by agreenent, but the parties to the agreenent cannot

di sclaima bank's responsibility for its lack of good faith or
failure to exercise ordinary care or |imt the nmeasure of damages
for the lack or failure. However, the parties nay determnm ne by
agreenment the standards by which the bank's responsibility is to
be nmeasured if those standards are not mani festly unreasonabl e.

(b) Federal Reserve regul ations and operating circul ars,

cl eari nghouse rules, and the |ike have the effect of agreenent
under subsection (a), whether or not specifically assented to by
all parties interested in itenms handl ed.

(c) Action or non-action approved by this Article or

pursuant to Federal Reserve regulations or operating circulars is
t he exercise of ordinary care and, in the absence of speci al

i nstructions, action or non-action consistent with clearing-
house

rules and the like or with a general banki ng usage not

di sapproved by this Article, is prinma facie the exercise of

ordi nary care.



(d) The specification or approval of certain procedures by
this Article is not disapproval of other procedures that nay be
reasonabl e under the circunstances.

(e) The measure of damages for failure to exercise

ordinary care in handling an itemis the anount of the item
reduced by an anount that could not have been realized by the
exercise of ordinary care. If there is also bad faith it includes
any ot her damages the party suffered as a proximte consequence.

4-104. Definitions and I ndex of Definitions.

(a) Inthis Article, unless the context otherw se
requires:

(1) "Account” neans any deposit or credit account with a

bank, including a demand, time, savings, passbook, share draft,

or |like account, other than an account evidenced by a certificate
of deposit;

(2) "Afternoon” nmeans the period of a day between noon and
m dni ght ;

(3) "Banking day" neans the part of a day on which a bank
is open to the public for carrying on substantially all of its
banki ng functi ons;

(4) "dearing house" nmeans an associ ation of banks or
ot her payors regularly clearing itens;

(5) "Customer" neans a person having an account with a
bank or for whom a bank has agreed to collect itenms, including a
bank that maintains an account at another bank;

(6) "Docunentary draft” neans a draft to be presented for
acceptance or paynent if specified docunents, certificated
securities (Section 8-102) or instructions for uncertificated
securities (Section 8-308), or other certificates, statenents, or
the like are to be received by the drawee or other payor before
acceptance or paynent of the draft;

(7) "Draft"” nmeans a draft as defined in Section 3-104 or
an item other than an instrunent, that is an order;

(8) "Drawee" neans a person ordered in a draft to nake
paynment ;

(9) "lItem neans an instrunment or a prom se or order to

pay noney handl ed by a bank for collection or paynment. The term
does not include a paynent order governed by Article 4A or a
credit or debit card slip;

(10) "M dni ght deadline” with respect to a bank is
m dni ght on its next banking day foll ow ng the banking day on



which it receives the relevant itemor notice or fromwhich the
time for taking action comences to run, whichever is |later;

(11) "Settle" nmeans to pay in cash, by clearing-house
settlement, in a charge or credit or by remttance, or otherw se
as agreed. A settlement nay be either provisional or final.

(12) "Suspends paynents” with respect to a bank neans 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 nmake paynents in the ordinary course of

busi ness.

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

"Agreenment for electronic
pr esent nent " Section 4-110.

"Bank" Secti on 4-105.

"Col | ecti ng bank" Section 4-105.
"Depositary bank" Section 4-105.
"I ntermedi ary bank" Section 4-105.
"Payor bank" Section 4-105.
"Presenting bank" Section 4-105.
"Presentment notice"Section 4-110.

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

" Accept ance” Section 3-409.
"Alteration” Section 3-407.

"Cashi ers check" Section 3-104.
"Certificate of deposit” Section 3-104.
"Certified check" Section 3-409.

" Check" Section 3-104.

"Good faith" Section 3-1083.

"Hol der in due course" Section 3-302.
"I nstrunment” Section 3-104.

"Notice of dishonor"Section 3-503.



"Order" Section 3-1083.

"Ordinary care"Section 3-103.

"Person entitled to enforce" Section 3-301.

"Presentnment” Section 3-501.

"Prom se" Section 3-103.

"Prove" Section 3-1083.

"Tel l er's check" Section 3-104.

"Unaut hori zed signature” Section 3-403.

(d) I'n addition, Article 1 contains general definitions
and principles of construct and interpretation applicable

t hroughout this Article.

4-105. "Bank"; "Depositary Bank"; "Payor Bank"
| ntermedi ary bank"; "Collecting Bank"; "Presenting Bank."

In this Article:

(1) "Bank" neans a person engaged in the business of
banki ng, including a savings bank, savings and | oan associ ati on,
credit union, or trust conpany.

(2) "Depositary bank" neans the first bank to take an item
even though it is also the payor bank, unless the itemis
presented for inmedi ate paynent over the counter;

(3) "Payor bank"™ means a bank that is the drawee of a
draft;

(4) "Intermediary bank” neans a bank to which an itemis
transferred in course of collection except the depositary or
payor bank;

(5) "Collecting bank" neans a bank handling an item for
col l ection except the payor bank;

(6) "Presenting bank"™ means a bank presenting an
I tem except a payor bank.

4-106. Payabl e Through or Payabl e at Bank; Collecting
Bank.

(a) If an itemstates that it is "payable through" a bank
identified in the item (i) the item designates the bank as a
col l ecting bank and does not by itself authorize the bank to pay
the item and (ii) the itemmay be presented for paynment only by
or through the bank.



Alternative A

(b) If an itemstates that it is "payable at" a bank
identified in the item the itemis equivalent to a draft drawn
on t he bank.

Alternative B

(c) if a draft names a non bank drawee and it is unclear
whet her a bank named in the draft Is a co-drawee or a collecting
bank, the bank is a collecting bank.

4-107. Separate O fice of Bank.

A branch or separate office of a bank is a separate bank
for the purpose of conputing the tinme within which and
determi ning the place at or to which action nmay be taken or
notice or orders must be given under this Article and under
Article 3.

4-108. Tinme of Receipt of Itens.

(a) For the purpose of allowing tinme to process itens,

prove bal ances, and nake the necessary entries on its books to
determine its position for the day, a bank may fix an afternoon
hour of 2 P.M or later as a cutoff hour for the handling of
noney and itens and the naking of entries on its books.

(b) An itemor deposit of noney 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.

4-109. Del ays.

(a) Unless otherwi se instructed, a collecting bank in a

good faith effort to secure paynent of a specific itemdraw on 3
payor other than a bank, and with or wthout the approval of any
person invol ved, may wai ve, nodify, or extend tinme limts inposed
or permtted by this [Act] for a period not exceeding two
addi ti onal banki ng days w t hout discharge of drawers or indorsers
or liability to its transferor or a prior party.

(b) Delay by a collecting bank or payor bank beyond tine

limts prescribed or permitted by this [Act] or by instructions
is excused if (i) the delay is caused by interruption of

conmruni cati on or conmputer facilities, suspension of paynents by
anot her bank, war, energency conditions, failure of equipnent, or
ot her circunstances beyond the control of the bank, and (ii) the
bank exercises such diligence as the circunstances require.

4-110. El ectronic presentnent.

(a) "Agreenent for electronic presentnent” nmeans an



agreenment, clearing-house rule, or Federal Reserve regul ation or
operating circular, providing that presentnent of an item may be
made by transmi ssion of an inmage of an itemor information
describing the item ("presentnment notice") rather than delivery
of the itemitself. The agreenent may provide for procedures
governing retention, presentnment, paynent, dishonor, and other
matters concerning itens subject to the agreenent.

(b) Presentnent of an item pursuant to an agreenent for
presentnent is nade when the presentnent notice is received.

(c) If presentnment is nade by presentnent notice, a
reference to "itenf or "check” in this Article neans the
present nent notice unless the context otherw se indicates.

4-111. Statute of Limtations.

An action to enforce an obligation, duty, or right
arising under this Article nmust be conmenced within three years
after the [cause of action] accrues.

[* These sections tend to be non-uni form between states. */

PART 2

COLLECTI ON OF | TEMS: DEPCSI TARY AND COLLECTI NG BANKS

4-201. Status of Collecting Bank as Agent and Provi sional
Status of Credits; Applicability of Article; ItemIndorsed "Pay
Any Bank."

(a) Unless a contrary intent clearly appears and before

the time that a settlenent given by a collecting bank for an item
is or beconmes final, the bank, with respect to the item is an
agent or sub-agent of the owner of the itemand any settl enent
given for the itemis provisional. This provision applies

regardl ess of the formof indorsenent or |ack of indorsenent

and even though credit given for the itemis subject to inmediate
Wi t hdrawal as of right or is in fact w thdrawn; but the

conti nuance of ownership of an itemby its owner and any rights
of the owner to proceeds of the itemare subject to rights of a
col l ecting bank, such as those resulting from outstandi ng
advances on the itemand rights of recoupnment or setoff. If an
itemis handl ed by banks for purposes of presentnent, paynent,
collection, or return, the relevant provisions of this Article
apply even though action of the parties clearly establishes that
a particul ar bank has purchased the itemand is the owner of it.

(b) After an item has been indorsed with the words "pay

any bank™ or the like, only a bank nay acquire the rights of a
hol der until the item has been:

(1) returned to the custoner initiating collection; or

(2) specially indorsed by a bank to a person who is not a
bank.



4-202. Responsibility for Collection or Return; Wen
Action Tinely.

(a) A collecting bank nust exercise ordinary care in:
(1) presenting an itemor sending it fur presentnent;

(2) sending notice of dishonor or nonpaynent or returning

an itemother than a docunentary draft to the bank's transferor
after learning that the item has not been paid or accepted, as
t he case may be;

(3) settling for an item when the bank receives final
settl enment; and

(4) notifying its transferor of any |loss or delay in
transit wthin a reasonable tinme after discovery thereof.

(b) A collecting bank exercises ordinary care under

subsection (a) by taking proper action before its m dnight
deadline followi ng receipt of an item notice, or settlenent.
Taki ng proper action within a reasonably |onger tinme my
constitute the exercise of ordinary care, but the bank has the
burden of establishing tineliness.

(c) Subject to subsection (a)(1), a bank is not |iable for

t he insol vency, neglect, msconduct, m stake, or default of
anot her bank or person or for |oss or destruction of an itemin
t he possession of others or in transit.

4-203. Effect of Instructions.

Subj ect to Article 3 concerning conversion of instrunents
(Section 3-420) and restrictive indorsenments (Section 3-206),
only a collecting bank's transferor can give instructions 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
the instructions or in accordance with any agreenent with its
transferor.

4-204. Methods of Sending and Presenting; Sending
Directly to Payor Bank.

(a) A collecting bank shall send itenms by a reasonably

pronpt nethod, taking into consideration relevant instructions,
the nature of the item the nunber of those itens on hand, the
cost of collection involved, and the nethod generally used by it
or others to present those itens.

(b) A collecting bank nay send:

(1) an itemdirectly to the payor bank;

(2) an itemto a non bank payor if authorized by its



transferor; and

(3) an itemother than docunentary drafts to a nonbank
payor, if authorized by Federal Reserve regul ation or operating
circular, clearinghouse rule, or the Ilike.

(c) Presentnent may be nmade by a presenting bank at a
pl ace where the payor bank or other payor has requested that
present nent be nade.

4-205. Depositary Bank Hol der of Unindorsed Item

|f a custonmer delivers an itemto a depositary bank for
col | ecti on:

(1) the depositary bank becomes a holder of the itemat the

time it receives the itemfor collection if the custoner at the
time of delivery was a holder of the item whether or not the
custonmer indorses the item and, if the bank satisfies the other
requi renents of Section 3-302, it is a holder in due course; and

(2) the depositary bank warrants to coll ecting banks, the

payor bank or other payor, and the drawer that the anmount of the
Itemwas paid to the custoner or deposited to the custoner's
account .

4-206. Transfer Between Banks.

Any agreed nethod that identifies the transferor bank is
sufficient for the itemls further transfer to another bank.

4-207. Transfer Warranti es.

(a) A custoner or collecting bank that transfers an item
and receives a settlenent or other consideration warrants to the
transferee and to any subsequent collecting bank that:

(1) the warrantor is a person entitled to enforce the
i tem

(2) all signatures on the itemare authentic and
aut hori zed;

(3) the item has not been altered;

(4) the itemis not subject to a defense or claimin
recoupnment (Section 3305(a)) of any party that can be asserted
agai nst the warrantor; and

(5) the warrantor has no know edge of any insol vency
proceedi ng conmenced with respect to the maker or acceptor or, in
t he case of an unaccepted draft, the drawer.

(b) If an itemis dishonored, a custonmer or collecting
bank transferring the itemand, receiving settlenent or other



consideration is obliged to pay the anmobunt due on the item (i)
according to the terns of the itemat the tine it was
transferred, or (ii) if the transfer was of an inconplete item
according to its terns when conpleted as stated in Sections 3-
115 and 3-407. The obligation of a transferor is owed to the
transferee and to any subsequent collecting bank that takes the
itemin good faith. A transferor cannot disclaimits obligation
under this subsection by an indorsenent stating that it is nade
"W t hout recourse” or otherwi se disclaimng liability.

(c) A person to whomthe warranti es under subsection (a)

are made and who took the itemin good faith may recover fromthe
war rant or as danages for breach of warranty an anount equal to
the loss suffered as a result of the breach, but not nore than

t he amount of the item plus expenses and | oss of interest
incurred as a result of the breach.

(d) The warranties stated in subsection (a) cannot be

di sclainmed with respect to checks. Unless notice of a claimfor
breach of warranty is given to the warrantor within 30 days after
t he claimant has reason to know of the breach and the identity of
the warrantor, the warrantor is discharged to the extent of any

| oss caused by the delay in giving notice of the claim

(e) A cause of action for breach of warranty under this
section accrues when the clai nant has reason to know of the
br each.

4-208. Presentnent Warranti es.

(a) If an unaccepted draft is presented to the drawee for
paynment or acceptance and the drawee pays or accepts the draft,
(i) the person obtaining paynent or accep tance, at the tinme of
present nent, and

(ii) a previous transferor of the draft, at the
tinme of transfer, warrant to the drawee that pays or accepts the
draft in good faith that:

(1) the warrantor is, or was, at the tine the warrantor
transferred the draft, a person entitled to enforce the draft or
aut hori zed to obtain paynent or accep. tance of the draft on
behal f of a person entitled to enforce the draft;

(2) the draft has not been altered; and

(3) the warrantor has no know edge that the signature of
t he purported drawer of the draft is unauthorized.

(b) A drawee nmki ng paynent may recover froma warrantor
danmages for breach of warranty equal to the amount paid by the
drawee | ess the anmount the drawee received or is entitled to
receive fromthe drawer because of the paynent. In addition,
the drawee is entitled to conpensation for expenses and | oss of
interest resulting fromthe 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 nmaking
paynment. |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 paynment with respect to the draft, the
acceptor is entitled to recover froma warrantor for breach of
warranty the amounts stated in this subsection

(c) If a drawee asserts a claimfor breach of warranty

under subsection (a) based on an unauthorized indorsenent of the
draft or an alteration of the draft, the warrantor may defend

by proving that the indorsenent is effective under Section 3-404
or 3-405 or the drawer is precluded under Section 3-406 or 4-406
from asserting agai nst the drawee the unauthorized indorsenent or
al teration.

(d) If (i) a dishonored draft is presented for paynent to

the drawer or an indorser or (ii) any other itemis presented for
paynment to a party obliged to pay the item and the itemis paid,
t he person obtaining paynent and a prior transferor of the item
warrant to the person nmaking paynent in good faith that the
warrantor is, or was, at the time the warrantor transferred the
item a person entitled to enforce the itemor authorized to

obt ai n paynent on behalf of a person entitled to enforce the
item The person maeki ng paynment may recover from any warrantor
for breach of warranty an amount equal to the anmount paid plus
expenses and | oss of interest resulting fromthe breach.

(e) The warranties stated in subsections (a) and (d)

cannot be disclainmed with respect to checks. Unless notice of a
claimfor breach of warranty is given to the warrantor within

30 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 |oss caused by the delay in giving notice of the
claim

(f) A cause of action for breach of warranty under this
section accrues when the clai nant has reason to know of the
br each.

4-209. Encodi ng and Retention Warranti es.

(a) A person who encodes information on or with respect to

an itemafter issue warrants to any subsequent coll ecting bank
and to the payor bank or other payor that the information is
correctly encoded. If the custoner of a depositary bank encodes,
t hat bank al so nakes the warranty.

(b) A person who undertakes to retain an item pursuant to

an agreenment for electronic presentnent warrants to any
subsequent collecting bank and to the payor bank or other payor
that retention and presentnent of the itemconply with the
agreenment if a custoner of a depositary bank undertakes to
retain an item that bank al so nmakes this warranty.



(c) A person to whomwarranties are made under this

section and who took the itemin good faith nmay recover fromthe
war r ant or as danages for breach of warran ty an anmount equal to
the I oss suffered as a result of the breach, plus expenses and

| oss of interest incurred as a result of the breach.

4-210. Security Interest of Collecting Bank in Itens,
Acconpanyi ng Docunments and Proceeds.

(a) A bank has a security interest in an itemand any
acconpanyi ng docunents or the proceeds of either:

(1) in case of an itemdeposited in an account, to the
extent to which credit given for the item has been w t hdrawn or
appl i ed;

(2) in case of an itemfor which it has given credit

avai |l able for withdrawal as of right, to the extent of the credit
gi ven, whether or not the credit is drawn upon or there is a

ri ght of chargeback; or

(3) If it makes an advance on or against the item

(b) If credit given for several itens received at one tine

or pursuant to a single agreenent is withdrawn or applied in
part, the security interest remains upon all the itens, any
acconpanyi ng docunents or the proceeds of either. For the purpose
of this section, credits first given are first w thdrawn.

(c) Receipt by a collecting bank of a final settlenent for

an itemis a realization on its security interest in the item
acconpanyi ng docunents, and proceeds. So |ong as the bank does
not receive final settlenent for the itemor give up possession
of the item or acconpanyi ng docunents for purposes other than
coll ection, the security interest continues to that extent and is
subject to Article 9, but:

no security agreenment is necessary to make the security interest
enf orceabl e (9-203(1)(a));

(2) no filing is required to perfect the security interest; and

(3) the security interest has priority over conflicting
perfected security interests in the item acconpanying docunents,
or proceeds.

4-211. When Bank G ves Val ue for Purposes of Holder in
Due Cour se.

For purposes of determning its status as a holder in due
course, a bank has given value to the extent it has a security
interest in an item if the bank otherw se conplies with the
requi renents of Section 3-302 on what constitutes a holder in due
cour se.



4-212. Presentnment by Notice of Item Not Payabl e by, Through, or
at Bank; Liability of Drawer or |ndorser.

(a) Unless otherwi se 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 witten notice that the bank

hol ds the item for acceptance or paynent. The notice nust be sent
in time to be received on or before the day when presentnent is
due and the bank must neet any requirenent of the party to accept
or pay under Section 3-501 by the close of the bank's next
banki ng day after it knows of the requirenent.

(b) If presentnent is nade by notice and paynent,

acceptance, or request for conpliance with a requirenment under
Section 3-501 is not received by the close of business on the day
after maturity or, in the case of demand itens, by the close of
busi ness on the third banking day after notice was sent, the
presenting bank may treat the item as di shonored and charge any
drawer or indorser by sending it notice of the facts.

4-213. Medium and Tinme of Settlenent by Bank.

(a) Wth respect to settlenent by a bank, the nedium and

time of settlenment may be prescribed by Federal Reserve

regul ations or circulars, clearinghouse rules, and the |ike, or
agreenment. In the absence of such prescription:

(1) the medium of settlenent is cash or credit to an
account in a Federal Reserve bank of or specified by the person
to receive settlenment; and

(2) the time of settlenent, is:

(i) with respect to tender of settlenent by cash, a cashier's
check, or teller's check, when the cash or check is sent or
del i ver ed;

(ii) with respect to tender of settlenment by credit in an account
in a Federal Reserve Bank, when the credit is made;

(iii) with respect to tender of settlenment by a credit or debit
to an account in a bank, when the credit or debit is made or, in
the case of tender of settlenment by authority to charge an
account, when the authority is sent or delivered; or

(iv) with respect to tender of settlenent by a funds transfer,
when paynent is made pursuant to Section 4A-406(a) to the person
receiving settlenent.

(b) If the tender of settlenent is not by a nedi um

aut hori zed by subsection (a) or the tinme of settlenment is not

fi xed by subsection (a), no settlenent occurs until the tender of
settlement is accepted by the person receiving settl enent.



(c) If settlenent for an itemis nmade by cashier's check
or teller's check and the person receiving settlenent, before its
m dni ght deadl i ne:

(1) presents or forwards the check for collection,
settlement is final when the check is finally paid; or

(2) fails to present or forward the check for collection,
settlement is final at the m dnight deadline of the person
receiving settlenent.

(d) If settlenent for an itemis nade by giving authority

to charge the account of the bank giving settlenment in the bank
receiving settlenment, settlenent is final when the charge is nade
by the bank receiving settlenment if there are funds available in
the account for the anpbunt of the item

4-214. R ght of ChargeBack or Refund; Liability O
Col I ecting Bank; Return of Item

(a) If a collecting bank has nmade provisional settlenent

With its custonmer for an itemand fails by reason of dishonor,
suspensi on of paynments by a bank, or otherw se to receive
settlement for the itemwhich is or becones final, the bank may
revoke the settlenmen,t given by it, charge back the anobunt of any
credit given for the itemto its custonmer 5 account, or obtain
refund fromits custoner, whether or not it is able to return the
item if by its mdnight deadline or within a | onger reasonabl e
time after it learns the facts it returns the itemor sends
notification of the facts. If the return or notice is del ayed
beyond the bank's m dni ght deadline or a | onger reasonable tine
after it learns the facts, the bank may revoke the settl enent,
charge back the credit, or obtain refund fromits custoner, but

it is liable for any loss resulting fromthe delay. These rights
to revoke, charge back, and obtain refund termnate if and when a
settlement for the itemreceived by the bank is or becones final.

(b) A collecting bank returns an itemwhen it is sent or
delivered to the bank's custonmer or transferor or pursuant to its
i nstructions.

(c) A depositary bank that is also the payor may charge

back the ambunt of an itemto its custonmer's account or obtain
refund in accordance with the section governing return of an
itemreceived by a payor bank for credit on its books (Section
4-301).

(d) The right to charge back is not affected by:

(1) previous use of a credit given for the item or

(2) failure by any bank to exercise ordinary care with
respect to the item but a bank so failing remains |iable.

(e) Afailure to charge back or claimrefund does not



affect other rights of the bank agai nst the custoner or any other
party.

(f) If credit is given in dollars as the equivalent of the

val ue of an item payable in foreign noney, the dollar anount of
any chargeback or refund nust be cal cul ated on the basis of the
bank-of fered spot rate for the foreign noney prevailing on the
day when the person entitled to the charge-back or refund | earns
that it will not receive paynent in ordinary course.

4-215. Final Paynment of Item by Payor Bank; When
Provi sional Debits and Credits Becone Final; Wen Certain Credits
Become Avail able for Wthdrawal .

(a) Anitemis finally paid by a payor bank when the bank
has first done any of the follow ng:

(1) paid the itemin cash

(2) settled for the itemw thout having a right to revoke
the settlement under statute, clearinghouse rule, or agreenent;
or

(3) nmade a provisional settlenent for the itemand failed
to revoke the settlenent in the tinme and manner permtted by
statute, clearing-house rule, or agreenent.

(b) If provisional settlenent for an item does not becone
final, the itemis not finally paid.

(c) If provisional settlenment 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
t hat provisional debits or credits for the itemare entered in
accounts between the presenting and payor banks or between the
presenting and successive prior collecting banks seriatim they
becone final upon final paynment of the itens by the payor bank.

(d) If a collecting bank receives a settlenent for an item

which is or becones final, the bank is accountable to its
custonmer for the anpbunt of the item and any provisional credit
given for the itemin an account with its custonmer becones final.

(e) Subject to (i) applicable law stating a tinme for

availability of funds and (ii) any right of the bank to apply the
credit to an obligation of the custonmer, credit given by a bank
for an itemin a customer's account becones avail able for

Wi t hdrawal as of right:

(1) if the bank has received a provisional settlenent for

the item when the settl enent beconmes final and the bank has

had a reasonable tinme to receive return of the itemand the item
has not been received within that tinge;

(2) if the bank is both the depositary bank and the payor



bank, and the itemis finally paid, at the opening of the bank s
second banki ng day follow ng receipt of the item

(f) Subject to applicable law stating a tine for

availability of funds and any right of a bank to apply a deposit
to an obligation of the depositor, a deposit of noney becones
avai |l able for withdrawal as of right at the opening of the bank's
next banking day recei pt of the deposit.

4-216. | nsolvency and Preference.

(a) If an itemis in or cones into the possession of a

payor or collecting bank that suspends paynent and the item has
not been finally paid, the itemmnust be returned by the receiver,
tu or agent in charge of the closed bank to the presenting bank
or the closed custoner.

(b) If a payor bank finally pays an item and suspends

paynments w thout making a settlenment for the itemwth its
custonmer or the presenting bank which settlenent is or becones
final, the owner of the itemhas a preferred cl ai magainst the
payor bank.

(c) If a payor bank gives or a collecting bank gives or

receives a provisional settlenent for an itemand thereafter
suspends paynents, the suspension does not prevent or interfere
Wi th the settlenment's becomng final if the finality occurs
automatically upon the |apse of certain tine or the happening of
certain events.

(d) If a collecting bank receives from subsequent parties
settlement for an item which settlenment is or becones final and
t he bank suspends paynents wi thout naking a settlenent for the
itemwith its custoner which settlenent is or becomes final, the
owner of the itemhas a preferred claimagainst the collecting
bank.

PART 3

COLLECTI ON OF | TEMS: PAYOR BANKS

4-301. Deferred Posting; Recovery of Paynment by Return of
Itenms; Tinme of Dishonor; Return of Itens by Payor Bank.

(a) If a payor bank settles for a demand item other than a
docunentary draft presented otherwi se than for imedi ate

paynment over the counter before m dnight of the banking day of
recei pt, the payor bank nmay revoke the settlenment and recover the
settlement if, before it has made final paynment and before its

m dni ght deadline, it

(1) returns the item or

(2) sends witten notice of dishonor or nonpaynent if the
itemis unavail able for return



(b) If a demand itemis received by a payor bank for
credit on its books, it may return the itemor send notice of
di shonor and nay revoke any credit given or recover the anpunt
t hereof withdrawn by its customer, if it acts within the tine
limt and in the manner specified in subsection (a).

(c) Unless previous notice of dishonor has been sent, an
itemis dishonored at the tinme when for purposes of dishonor it
is returned or notice sent in accordance with this section.

(d) An itemis returned:

(1) as to an item 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
cl eari nghouse rules; or

(2) in all other cases, when it is sent or delivered to
t he bank's custonmer or transferor or pursuant to instructions.

4-302. Payor Bank's Responsibility for Late Return of
l'tem

(a) If an itemis presented to and received by a payor
bank, the bank is accountable for the anpunt of:

(1) a demand item other than a docunentary draft, whether
properly payable or not, if the bank, in any case in which it is
not al so the depositary bank, retains the item beyond m dni ght of
t he banki ng day of receipt without settling for it or, whether or
not it is also the depositary bank, does not pay or return the
itemor send notice of dishonor until after its m dnight
deadl i ne; or

(2) any other properly payable itemunless, within the

tinme allowed for accep tance or paynent of that item the bank
ei ther accepts or pays the itemor returns it and acconpanyi ng
docunent s.

(b) The liability of a payor bank to pay an item pursuant

to subsection (a) is subject to defenses based on breach of a
presentnent warranty (Section 4-208) or proof that the person
seeki ng enforcenent of the liability presented or transferred the
itemfor the purpose of defrauding the payor bank.

4-303. When Itens Subject to Notice, Stop-Paynent O der,
Legal Process, or Setoff; Oder in Wich Itens May Be Charged or
Certified.

(a) Any know edge, notice, or stop-paynent order received

by, | egal process served upon, or setoff exercised by a payor
bank cones too late to term nate, suspend, or nodify the bank's
right or duty to pay an itemor to charge its custoner's account
for the itemif the know edge, notice, stop-paynent order, or

| egal process is received or served and a reasonable tine for the



bank to act thereon expires or the setoff is exercised after the
earliest of the foll ow ng:

(1) the bank accepts or certifies the item
(2) the bank pays the itemin cash;

(3) the bank settles for the itemw thout having a right
to revoke the settl enent under stature, clearinghouse rule, or
agr eement .

(4) the bank becones accountable for the anmpbunt of the
i tem under Section 4-302 dealing with the payor bank's
responsibility for late return of itens; or

(5) with respect to checks, a cutoff hour no earlier than
one hour after the opening of the next banking day after the
banki ng day on which the bank received the check and no | ater
than the close of that next banking day or, if no cutoff hour
is fixed, the close of the next banking day after the
banki ng day on which the bank received the check.

(b) Subject to subsection (a), itenms may be accept ed,
paid, certified, or charged to the indicated account of its
customer in any order.

[* This final section was added because of cases in which banks
were presented with nultiple checks, all of which could not be
pai d wi thout overdraw ng the account and were then sued by the
account hol der or the check holders (or both) claimng that a
di fferent order of paynent woul d have changed the result. This
section ratifies court rulings that the bank could pay itens in
an order which it selected. */

PART 4
RELATI ONSHI P BETWEEN PAYOR BANK AND | TS CUSTOVER
4-401. When Bank May Charge Custoner's Account.

(a) A bank may charge agai nst the account of a customer an
itemthat is properly payable fromthat account even though the
charge creates an overdraft. An itemis properly payable if it is
aut hori zed by the custonmer and is in accordance with any
agr eement between the custonmer and bank.

(b) A custoner is not |iable for the anpbunt of an
overdraft if the custoner neither signed the item nor benefited
fromthe proceeds of the item

(c) A bank may charge against the account of a custonmer a

check that is otherw se properly payable fromthe account, even
t hough paynment was nmade before the date of the check, unless the
custonmer has given notice to the bank of the postdating

descri bing the check with reasonable certainty. The notice is
effective for the period stated in Section 4-403(b) for



st op- paynment orders, and nust be received at such tinme and in
such manner as to afford the bank a reasonabl e opportunity to act
on it before the bank takes any action with respect to the check
described in Section 4-303. If a bank charges agai nst the account
of a custonmer a check before the date stated in the notice of
postdating, the bank is |iable for damages for the loss resulting
fromits act. The loss may include danages for dishonor of
subsequent itens under Section 4-402.

(d) A bank that in good faith nmakes paynent to a hol der
may charge the indicated account of its customer according to:

(1) the original terns of the altered item or

(2) the terns of the conpleted item even though the hank
knows the item has been conpl eted unl ess the bank has notice that
t he conpl eti on was i nproper.

4-402. Bank's Liability to Custoner for Wongful
Di shonor; Tinme of Determ ning Insufficiency of Account.

(a) Except as otherwi se provided in this Article, a payor

bank wrongfully dishonors an itemif it dishonors an itemthat is
properly payable, but a bank may di shonor an itemthat would
create an overdraft unless it has agreed to pay the overdraft.

(b) A payor bank is liable to its custoner for damages

proxi mately caused by the wongful dishonor of an item Liability
Is limted to actual damages proved and may incl ude damages for
an arrest or prosecution of the custoner or other consequenti al
danages. \Wet her any consequenti al danmages are proxi mately caused
by the wongful dishonor is a question of fact to be determ ned
in each case.

(c) A payor bank's determ nation of the custoner's account

bal ance on which a decision to dishonor for insufficiency of
avai |l abl e funds is based may be nmade at any tine between the tine
the itemis received by the payor bank and the tinme that the
payor bank returns the itemor gives notice in lieu of return,
and no nore than one determ nation need be nmade. If, at the

el ection of the payor bank, a subsequent bal ance determ nation
is made for the purpose of reevaluating the bank's decision to
di shonor the item the account balance at that tine is

det erm native of whether a dishonor for insufficiency of
avai | abl e funds is wongful.

4-403. Custoner's Right to Stop Paynent; Burden of Proof
of Loss.

(a) A custoner or any person authorized to draw on the

account if there is nore than one person may stop paynent of any
itemdrawn on the customer's account or close the account by an
order to the bank describing the itemor account with reasonabl e
certainty received at atine and in a manner that affords the
bank a reasonabl e opportunity to act on it before any action by



the bank with respect to the itemdescribed in Section 4-303. If
the signature of nore than one person is required to draw on an
account, any of these persons may stop paynent or close the
account .

(b) A Stop-paynent order is effective for six nonths, but

it lapses after 14 cal endar days if the original order was oral
and was not confirnmed in witing within that period. A

St op- paynment order may be renewed for additional six-nonth
periods by a witing given to the bank within a period during
whi ch the Stop-paynent order is effective.

(c) The burden of establishing the fact and anmount of | oss
resulting fromthe paynent of an itemcontrary to a stop-paynent
order or order to close an account is on the customer. The | oss
from paynment of an itemcontrary to a Stop-paynent order nmay

i ncl ude damages for di shonor of subsequent itens under Section
4- 402.

4-404. Bank Not nliged to Pay Check More Than Six Mont hs
d d.

A bank is under no obligation to a custonmer having a

checki ng account to pay a check, other than a certified check,
which is presented nore than six nonths after its date, but it
may charge its custoner's account for a paynent made thereafter
in good faith.

/* After a year the check is no | onger good. */

4-405. Death or Inconpetence of Custoner.

(a) A payor or collecting bank's authority to accept, pay,

or collect an itemor to account for proceeds of its collection,
if otherwi se effective, is not rendered ineffective by

i nconpet ence of a customer of either bank existing at the tine
the itemis issued or its collection is undertaken if the bank
does not know of an adjudi cation of inconpetence. Neither death
nor inconpetence of a custonmer revokes the authority

to accept, pay, collect, or account until the bank knows of the
fact of death or of an adjudication of inconpetence and has
reasonabl e opportunity to act on it.

(b) Even with know edge, a bank may for 10 days after the

date of death pay or certify checks drawn on or before that date
unl ess ordered to stop paynent by a person claimng an interest
in the account.

4-406. Custoner's Duty to Discover and Report Unauthorized
Signature or Alteration

(a) A bank that sends or makes available to a custoner a
statenment of account show ng paynent of itens for the account
shall either return or make available to the customer the itens



paid or provide information in the statenment of account
sufficient to allow the custonmer reasonably to identify the itens
pai d. The statenent of account provides sufficient information if
the itemis described by item nunber, anpunt, and date of

paynment .

(b) If the itens are not returned to the custoner, the

person retaining the itens shall either retain the itens or, if
the itens are destroyed, maintain the capacity to furnish |legible
copies of the itens until the expiration of seven years after
recei pt of the itens. A custoner nmay request an itemfromthe
bank that paid the item and that bank nmust provide in a
reasonable tinme either the itemor, if the itemhas been
destroyed or is not otherw se obtainable, a |egible copy of the

i tem

(c) If a bank sends or nmakes avail able a statenent of

account or items pursuant to subsection (a), the custonmer nust
exerci se reasonabl e pronptness in exam ning the statenent or the
items to determ ne whether any paynment was not authorized because
of an alteration of an item or because a purported signature by
or on behalf of the custonmer was not authorized. If, based on the
statenment or itenms provided, the custoner should reasonably have
di scovered the unauthorized paynent, the custoner nust pronptly
notify the bank of the relevant facts.

(d) If the bank proves that the custoner failed, with
respect to an item to conply with the duties inposed on the
custonmer by subsection (c), the custonmer is precluded from
asserting agai nst the bank:

(1) the custoner's unauthorized signature or any
alteration on the item if the bank also proves that it suffered
a | oss by reason of the failure; and

(2) the custoner's unauthorized signature or alteration by

t he same wrongdoer on any other itempaid in good faith by the
bank if the paynent was nade before the bank received notice from
t he custoner of the unauthorized signature or alteration and
after the custoner had been afforded a reasonabl e period of tine,
not exceedi ng 30 days, in which to exam ne the item or statenent
of account and notify the bank,

(e) If subsection (d) applies and the customer proves that

the bank failed to exercise ordinary care in paying the item
and that the failure substantially contributed to | oss, the |oss
is allocated between the customer precluded and t he bank
asserting the preclusion according to the extent to which the
failure of the custoner to conply with subsection (c) and the
failure of the bank to exercise ordinary care contributed to the
| oss. If the custoner proves that the bank did not pay the item
in good faith, the preclusion under subsection (d) does not

apply.

(f) Wthout regard to care or |lack of care of either the



custonmer or the bank, a custoner who does not within one year
after the statement or itens are nade available to the custoner
(subsection (a)) discover and report the custoner's unauthorized
signature on or any alteration on the itemis precluded from
asserting agai nst the bank the unauthorized signature or
alteration. If there is a preclusion under this subsection, the
payor bank may not recover for breach of warranty under Section
4-208 with respect to the unauthorized signature or alteration to
whi ch the preclusion applies.

4-407. Payor Bank's Right to Subrogation on | nproper Paynent.

| f a payor bank has paid an item over the order of the
drawer or maker to stop paynment, or after an account has been
cl osed, or otherw se under circunstances giving a basis for
obj ection by the drawer or maker, to prevent unjust enrichnment
and only to the extent necessary to prevent |oss to the bank by
reason of its paynent of the item the payor bank is subrogated
to the rights

(1) of any holder in due course on the item against the
drawer or maker;

(2) of the payee or any other hol der of the item agai nst
the drawer or maker either on the itemor under the transaction
out of which the item arose; and

(3) of the drawer or maker agai nst the payee or any other
hol der of the itemw th respect to the transaction out of which
the item arose.

PART 5
CCOLLECTI ON OF DOCUMENTARY DRAFTS

4-501. Handling of Docunentary Drafts; Duty to Send For
Presentnent and to Notify Custoner of Di shonor.

A bank that takes a docunentary draft for collection shal
present or send the draft and acconpanyi ng docunents for
present nent and, upon |earning that the draft has not been paid
or accepted in due course, shall seasonably notify its custoner
of the fact even though it may have di scounted or bought the
draft or extended credit available for withdrawal as of right.

4-502. Presentnent of "On Arrival" Drafts.

If a draft or the relevant instructions require presentnent "on
arrival", "when goods arrive" or the |ike, the collecting bank
need not present until in its judgnment a reasonable tinme for
arrival of the goods has expired. Refusal to pay or accept
because the goods have not arrived is not dishonor; the bank mnust
notify its transferor of the refusal but need not present the
draft again until it is instructed to do so or learns of the
arrival of the goods.



4-503. Responsibility of Presenting Bank for Docunents
and Goods; Report of Reasons for Dishonor; Referee in Case of
Need.

Unl ess otherw se instructed and except as provided in
Article 5, a bank presenting a docunentary draft:

(1) nust deliver the docunents to the drawee on acceptance
of the draft if it is payable nore than three days after
present nent; otherw se, only on paynent; and

(2) upon dishonor, either in the case of presentnent for
acceptance or presentnment for paynent, nmay seek and foll ow
instructions fromany referee in case of need designated in the
draft or, if the presenting bank does not choose to utilize the
referee's services, it nust use diligence and good faith to
ascertain the reason for dishonor, nust notify its transferor of
the dishonor and of the results of its effort to ascertain the
reasons therefor, and nust request instructions. However the
presenting bank is under no obligation with respect to goods
represented by the docunents except to follow any reasonabl e

i nstructions seasonably received; it has a right to rei nbursenent
for any expense incurred in following instructions and to
prepaynment of or indemity for those expenses.

4-504 Privilege of Presenting Bank to Deal Wth Goods;
Security Interest for Expenses.

(a) A presenting bank that, follow ng the dishonor of a
docunentary draft, has seasonably requested instructions but does
not receive themwthin a reasonable tinme may store, sell, or

ot herwi se deal with the goods in any reasonabl e manner.

(b) For its reasonabl e expenses incurred by action under
subsection (a), the presenting bank has a |ien upon the goods

or their proceeds, which may be foreclosed in the sanme nanner as
an unpaid seller's |ien.



