
 
MAINE STATE LEGISLATURE 

 
 
 

The following document is provided by the 

LAW AND LEGISLATIVE DIGITAL LIBRARY 

at the Maine State Law and Legislative Reference Library 
http://legislature.maine.gov/lawlib 

 

 

 

 
 
 
 
 
 
 

Reproduced from scanned originals with text recognition applied 
(searchable text may contain some errors and/or omissions) 

 
 



.' ~ - I 

115th MAINE LEGISLATURE 

SECOND REGULAR SESSION-1992 

Legislldivc Document No. 2321 

H.P.16S4 House of Representatives, February 11, 1992 

Approved for introduction by a majority of the Legislative Council pursuanr to 10int Rule 26. 
Reference to the Conunillcc on ludiciary suggested and ordered printed. 

EDWIN H. PERT, Clerk 

Presented by Representative MARSANO of Belfast. . 
Cosponsored by Representative MAYO of Thomaston, Senator CONLEY of CumbCrland and 

Senator HOLWWA Y of Lincoln. 

STATB OF MAJi..m 

IN THE YEAR OF OUR LORD 
NINETEEN HUNDRED AND NINETY-TWO 

An Actio &act Anicle 4-A of the UoifOIDl Commercial Code. 

Printed on rec)'cI~d pnpcr 

Be It enacted by ahe People of Qhe Saate of Maine as R'ollows: 
2 

Sec. I. 11 MRSA U·IOS, sub·g(l), as amended by PL 11177.· c. 
4 6116. §117. is further amended to readl 
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(2) WheE'e l'ihlm one of the following provisions of this 
Title specifies the applicable law. that provision governs a 
contrary agreement A.s-et",{eetAvo only to the extent permitted by 
the law (including the conflict of laws [ules) so specifiedl 

Rights of creditors against sold goods. Section 2-402. 

AppliCability of the Article on Bant Deposits 
Collections. Section 4-103. 

and , 

Governing law 10 the Article on Funds Transfers. Section 
.i:15.I!.L. 

Bult transfars subject t~ the Article on Bult Transfers. 
Section 6-102. 

Applicability of the Article on Investment Securities. 
Section 8-106. 

Perfection provisioDs of 
Transactions. Section 9-103. 

the Article 

Sec. 1. 11 MRSA Art. 4-A is enacted to readl 

ARTICLE i-A 

SlJBJEC'l' I«A'l'rim AND DEFDJITlQBS 

54-1101. Short title 

on Secured 

This Article is tnown and may be cited as the "Uniform 
Commercial Code - Funds Transfers," 

44 54-1102. Subject matter 

46 

48 

Except as otherwise provided in section 4-1108. this Article 
applies to funds transfers defined in section 4-1104. 

1991 Uniform Comment 
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Article 4A [Article 4-A) governs a specialh:ed method of 
payment referred to in the Article as a funds transfer but also 
commonly referred to in the commercial community as a wholesale 
w~re transfer. A funds transfer is made by means of one or more 
payment orders. The scope of Article 4A is determined by the 
definitions of "payment order" and "funds transfer" found in 
Section 4A-I03 [section 4-1103) and Section 4A-I04 [section 
4-1104) • 

The funds transfer governed by Article 4A [Article 4-A) is 
in large part a product of recent and developing technological 
changes. Before this Art'icle was drafted there was no 
~omprehensive body of law - statutory or judicial - that defined 
the juridical nature of a funds transfer or the rights and 
obligations flowing from payment orders. Judicial autho~ity with 
respect to funds transfers is sparse. undeveloped and not 
uniform. Judges have had' to resolve disputes by referring to 
general principles of common law or equity. or they have sought 
guidance in statutes such as Article 4 which are applicable to 
other payment methods. But attempts to define rights and 
'obligations in funds transfers by ganeral principles or by 
analogy to rights and obligations in negotiable instrument law or 
the law of check collection have not been satisfactory. 

In the drafting of Article 4A [Article 4-A). a deliberate 
d~cision was made to write on a clean slate and to t~eat a funds 
transfer as a unique method of payment to be governed by unique 
rules ~hat address the particular issues raised by this method of 
payment. A deliberate decision was also made to use precise and 
detailed rules to assign responsibility. define behavioral norms. 
allocate risks and establish limits on liability. rather than to 
rely on broadly stated. flexible principles. In the drafting of 
these rules. a critical consideration was that the various 
parties to funds transfers need to be able to predict risk with 
certainty. to insure against. risk. to adjust operational and 
security procedures. and to price funds transfer services 
appropriately. This consideration is particularly important 
given the very large amounts of money that are involved in funds 
transfers. 

Funds transfers involve competing interests those of 
banks that provide funds transfer services and the commercial and 
financial organizations that use the services. as well a5 the 
pUblic interest. These competing interests were represented in 
the drafting process and they were thoroughly considered. The 
rules that emerged represent a careful and delicate balancing of 
those interests and are intended to be the exclusive means of 
determining the rfghts. duties and liabilities of the affected 
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parties in any situation cove~ed by r?art!cular provisions of the 
Article. Consequently. ~eso~t to ,pll"inciple& of law or equity 
outside of Article 4A [Article 4-AJ is not app~opriate to create 
rights. duties and liabilities inconsistent with those stated in 
this Article. 

54-1103. PaJpent order' derigitions 

(I' In this Article! 

(a' "PalflDent ordor" means en instruction of a sender. 
to a receiving bank. transmitted orally. electronically 
or in writing. to ~ay, or to cause another bank to pay. 
a fbed or detemineble amount of money to a 
beneficiary ifl 

(i) The instruction does not state a condition to 
palflDent to the beneficiary other than time of 
pavnent • 

11i) The receiving bank is to be reimbursed by 
debiting an ,account of, or otherwise receiving 
pavnent from. the senderl and 

lli..U The instruction is transmitted hi the 
.wuIll!U. directly to the receiving bank or to an 
BQlmL. (unds transfer system or communication 

~ for transmittal to the receiVing bank. 

(b) "Beneflciru:y" means the person to be paid by the 
beneficiary's hankl 

(e) "Beneficiary'!! ban"" means the bank identified !P 
a pavnent order in which an account of the 'beneficiary 
is to be credited ~ursuant to the order or which 
otherwise is to make palflDent to the beneficiary if the 
order does not proyide for ~avnent to an account I 

(d) "Receiying bank" means the bank to which the 
sender's instruction Is addressed! and 

(e), "Sender" means the person giving the instruction 
to the receiving bank. 

(2) If an instruction complying with subsection (11. 
paragraph (a' is to make more than one pavnent to a beneficiary. 
the instructioD is a separate payment order with respect to each 
payment. 
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(3) A payment order is issued when it is sent to the 
receiving bank. 

1991 Uniform C~nt 

This section is discussed in the Comment following Section 
4A~104 [section 4-1104). 

54-1104. Funds transfer: definiti2na 

In this Article: 

(11 "Funds transfer" means the Series of transactions; 
beginning with the originator's payment order, made for the 
purpose of making payment to the beneficiary of the order. The 
term includes any payment order issued by the originetor' s benk 
or an intermediary bank intended to carry out the originator's 
payment order, A funds transfer is completed by acceptance by 
the beneficiary's bank of e payment order for the benefit of the 
beneficiary of the originator's payment order: 

(2) "Intermediary bank" means a receiVing banlc other than 
the originator's bank or the beneficiary's benk! 

(3) "Originator" means the sender of the first payment 
order in a funds transfer: and 

(4) "Originator's bank" meens: 

(a) The receiving benk to which the payment order of 
the originator is issued if the originetor is not a 
bank' or 

(b) The originator if the originetor is e bank. 

1991 Uniform Comment 

1. Article 4A [Article 4-A) governs e method of peyment in 
which the person making peyment (the "originetor") directly 
trensmits en instruction to e bank either to make peyment to the 
person receiving peyment (the "beneficiery") or to instruct some 
other bank to make payment to the beneficiery, The payment from 
the originator to the beneficiary occurs when the benk thet is to 
pay the beneficiary becomes obligeted to pay the beneficiary. 
There are two basic definitions: "Payment order" stated in 
Section 4A-l03 [section 4-1103) and "Funds trensfer" stated in 
Section 4A-l04 [ section 4-1104). Th~se definitions, other 
related definitions, and the scope of Article 4A [Article 4-A) 
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can best 
situations, 

be understood in the conteKt 
Consider the following cases: 

of specific fact 

Case 81. X, which has an account in Dank A, instructs that 
bank to pey $1,000,000 to Y's account in Dank A. Dank A carries 
out X's instruction by making a credit of $1,000,000 to Y's 
eccount and notifying Y that tbe credit is aveilable for 
immediate withdrawal. The instruction by X to Denk A is a 
"payment order" which wes issued when it wes sent to Dank A. 
Section 4A-I03(a)(1) end (c) [section 4-1103(1)(a) and (3»). X 
is the "sender" of, the payment order, and Denk A is the "receiving 
hank." Section 4A-103(a)(5) and (e)(4) [section 4-1103 (1)(d) and 
(e) ). Y ie the "heneficiary" of the payment order end Dank A is 
the "beneficiary's benk." Section 4A-I03( all 2) and (e)( 3) 
[section 4-1l03(1)(h) and (c»). When Dank A notified Y of 
receipt of the payment order, Dank A "accepted" the payment 
order, Section 4A-209(b)(I) [section 4-1209(2)(a»). When Dank A 
accepted the order it incurred an obligation to Y to pay the 
amount of the order. Section 4A-404(a) [section 4-1404(1»). 
When,Dank A accepted X's order, X incurred en obligetion to pey 
Denk A the amount of the order. Section 4A-402(b) [section 
4-1402(2»). Peyment from X to Denk A would normally be mede by e 
debit to X's eccount in Denk A. Section 4A-403(e)(3) [section 
4-1403(1)(c»). At the time Denk A incurred the obligetion to pey 
Y, peymsnt of $1,000,000 by X to Y was elso made. Section 
4A-406(a) [section 4-1406(1»). Denk A peid Y when it gave notice 
to Y of a withdrewable credit of $1,000,000 to Y's 'eccount. 
Section 4A-405(e) [section 4-1405(1»). The overell trensection, 
which comprises the ects of X end Dank A, in which the payment by 
X to 11 is accomplished illl referred to es the "funds trensfer." 
Section 4A-I04( e) [section 4-1104(1»). In this cese only one 
payment order wes involved in the funds trensfer. A 
one~peyment-order funds trensfer is usuelly referred to as e 
"boo,k transfer" because the payment is accomplished by the 
receiving bank's debiting the account of the sender end crediting 
the eccount of the beneficiery in the same bank, X, in eddition 
to being the sender of the payment order to Denk A, is the 
"originetor" of the funds transfer. Section 4A-I04(c) [section 
4-1104(3»). Dank A is the "originator's benk" -in the funds 
transfer BS well as the beneficiary's benlc, Section 4A-I04 (d) 
[section 4-1104(4»). 

Cese 82. Assume the same facts es in Cese 8 1 ezcept that X 
instructs Denk A to pey $1,000,000 to 1{'s eccount in Denk D. 
With respect to this payment order, X is the sender,' Y is the 
beneficiery, end Dank A is ,the receiving bank. Dank A cerries 
out X' s order by instructing Da"k D to pay $1, 000,000 to Y' s 
account, This instruction is a payment order in which Dank- A is 
the sender, Dank D is the receiving bank, and Y is the 

j 

Page 5-LR32l2(1) 



2 

4 

6 

8 

10 

12 

14 

16 

18 

20 

22 

24 

26 

28 

30 

32 

34 

36 

38 

40 

42 

44 

46 

48 

beneficiary. When Benk A issued its payment order to Bank H, 
Bant A "executed" X's order. Section 4A-30l(a) (section 
4-1301(1)]. In the funds transfer, X is the originator, Bant A 
is the originator's bant, and Bant B is the beneficiary's bant. 
When Bant A executed X's order, X incurred an obligation to pay 
Bant A the amount of the' order. Section 4A-402(c) (section 
4-1402( 3)]. 'When Bant B accepte the payment order issued to it 
by Bank A, Bant B incurs an obligation to Y to pay the amount of 
'the order (Section 4A-404(a) [section 4-1404(1)]) and Bank A 
incurs an obligation to pay Bant B. Section 4A-402(b) (section 
4-1402 (2)]. Acceptance by Bant B also results in payment of 
$1,000,000 by,X to Y. Section 4A-406(a) (section 4-1406(1)]. In 
this case two payment orders are involved in the funds transfer. 

Casa 13. Assuma tha same facts as in Case 82 axcept that 
Bank A does not exacute X's payment order by iesuing a payment 
order to Bank B. One bank will not normally act to carry out a 
funds transfer for another bank unless there is a preexisting 
arrangement between the bants for transmittal of payment orders 
and settlement of accounts. For example, if Bant B is a foreign 
bank with which Bank A has no' relationship, Bank A can utilize a 
bank that is a correspondent of both Bank A and Bank B. Assume 
Bant A issues a payment order to Bank C to pay $1,000,000 to Y's 
account in Bank B. With respect to this order, Bant A is the 
sender, Bant C is the receiving bank, and Y is the beneficiary. 
Bank C will execute the payment order of Bant A by issuing a 
payment order to Bank B to pay $1,000,000 to Y's account in Bank 
B. With respect to Bant C's payment order, Bank C is the sender, 
Bant B is,the receiving bant, and Y is the beneficiary. Payment 
of $1,000,000 by X to Y occurs when Bant B accepts the payment 
order issued to ,it by Bant C. In this case the funds transfer 
involves three payment orders. In the funds transfer, X is the 
originator. Bant A is the originator's bank. Bank B is the 
beneficiary's hank, and Bant C is an "intermediary bant." Section 
4A-I04(b) (section 4-1104(2)]. In some cases there may be more 
than one intermediary bank, and in those cases each intermediary 
bant is treated like Bant C in Case' 3. 

As the three cases demonstrate, a payment under Article 4A 
(Article 4-A] involves an overall transaction, the funds 
transfer, in which the' or iginator, X, is making payment to the 
beneficiary, Y, but the funds transfer may encompass a series of 
payment orders that are i~sued in order to effect the payment 
initiated by the originator's payment order. 

In some cases the originator and the beneficiary may be the 
same person. This will occur, for example, .,hen a corporation 
orders a bank to transfer funds from an account of the 
corporation in that bank to another account of the corporation in 
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thet bank or in some other benk. In some funds transfers ,the, 
first bank to issue a payment order is a bent that is execuU,ng a 
payment order of a customer that is ",ot a bant. In this case the 
customer is the originator. In other cases. the first bank to 
issue a payment order is not acting for a customer, but is making 
a payment for its own account. Xn that event the first bank to 
issue, a payment order is the originator as well as the 
originator's bant. 

2. "Payment order" is defined in Section 4A-I03(a)(l) 
[section 4-1103(1)(a)] as lin instruction to' a bank' to pay, or to 
cause another ba,nk to pay, II fiEed or determinable amount of 
money. The bank to which the instruction is addressed is known 
ae the "receiving bank." Section 4A-I03(a)(4) (section 
f.-U03(l)(d)]. "Bant" is defined in Section '4A-I05(a)(2) 
(section 4-1105(1)(h»). Tbe effect of this definition is to 
limit Article 4A [Article 4-A] to payments made through the 
banting system. A transfer of funds made by an entity outsids 
the banking system is eEcluded. A transfer of funds through an 
entity other than a bank is usually a consUmer transaction 
involving relatively small amounts of money and a single contract 
carried out by transfers of cesh or a cash equivalent such as a 
chect. Typically, the transferor delivers cash or a chect to the 
company making the transfer. whlcb agrees to 'pay a lite amount to 
a person designated by tha transferor. Transactions covered 'by 
Article 4A [Article 4-AJ typically involve very large amounts' of 
money in which several transactions involving several banks may 
be necessary to carry out the payment. Payments are normally 
made by debits or credits to bank accounts. Originators and 
beneficiaries are almost always business organizations and the 
transfers are usually made to pay obligations. Moreover. these 
transactions are frequently done on the basis of very short-term 
credit granted by the receiving bank to the sender of the payment 
order. Wholesale wire transfars involve policy questions that 
are distinct from those involved in consumer-based transactions 
by nonbanks. 

3. Further limitations on the BCOpe of Article 4A [Article 
4-A] are found in the three requirements, found in subparagraphs 
(i),' (ii), and (iii) of Section 4A-I03(1I)(1) [section 
f.-ll03( 1)( a)]. Subparagrapb U) states that the instruction to 
pay is a' payment order only if it "does not state a condi tion to 
payment to the beneficiary other than time of payment." An 
instruction to pay a beneficiary sometimes is subject to a 
requirement that the beneficiary perform some act such as 
delivery of documents. 1F0r example. e New Yort bant mey heve 
issued a letter of credit in favor of X, a California seller of 
goods to be shipped to the Nev York bant's customer in New York. 
The terms of the letter of credit provide for payment to X if 
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documents are presented to prove shipment of the goods. Instead 
of providing for presentment of the documents to the New York 
bank, the letter of credit states that they may be presented to a 
California bank that acts as an agent for payment. The New York 
bank sends an instruction to the California bank to pay X upon 
presentation of the required documents. The instruction is not 
covered by Article 4A [Article 4-A) because payment to the 
beneficiary is conditional upon receipt' of shipping documents. 
The function of banks in a funds transfer under Article 4A 
[Article 4-A] is comparable to the role of banks in the 
collection and payment of checks in that it is essentially 
mechanical in nature. The low price and high speed that 
characterize funds transfers reflect this fact. Conditions to 
payment by the California bank other than time of payment impose 
responsibilities on that bank that go beyond those in Article 4A 
[Article 4-A] funds transfers. Although the payment by the New 
York bank to X under the letter of credit is not covered by 
Article 4A [Article 4-A], if X is paid by the California bank, 
payment of the obligation of the New York bank to reimburse the 
California bank could be made by an Article 4A [Article 4-A) 
funds transfer. In such a case there is a distinction between 
the payment by the New York bank to X under the letter of credit 
and the payment by the New York bank to the California bank. For 
exemple, if the New York bank pays its reimbursement obligation 
to the California bank by a Fedwire neming the California bank as 
beneficiary (see Comment 1 to Section 4A-I07' [section 4-1107)), 
payment is made to the California bank rather than to X. That 
payment is governed by Article 4A [Article 4-A) and it could be 
made either before or after payment by the California bank to X. 
The payment by the New York bank to X under the letter of credit 
is not governed by Article 4A [Article 4-A) and it occurs when 
the California bank, as agent of the New York bank, pays X. No 
payment order was involved in that transaction. In this exemple, 
if the New York bank had erroneously sent an instruction to ·the 
California bank unconditionally instructing payment to X, the 
instruction would have been an Article 4A [Article 4-A) payment 
order. If the payment order was accepted (Section 4A-209(b) 
[section 4-1209(2»)) by the California bank, a payment by the New 
York banle to X would have resulted (Section 4A-406(a) [section 
4-1406(1)]). But Article 4A [Article 4-A) would not prevent 
recovery of funds from X on the basis that X was not entitled to 
retain the funds under the law of mistake and restitution, letter 
of credit law or other applicable law. 

4. Transfers of funds made through the banking system are 
commonly referred to as either "credit" transfers or "debit" 
transfers. In a credit transfer the' instruction to pay is given 
by the person making payment. In a debit transfer the 
instruction to pay is given by the person receiving payment. The 
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purpose of subparagraph (ii) of subsection (a) (1) of Section 
4A-I03 [section 4-1103(l)(a)(U») is to include credit transfers 
in Article 4A [Article 4-A) and to exclude debit transfers. All' 
of the instructions to pay in the three cases described in 
Comment 1 fall within subparagraph (ii). Take Case 12 as an 
exemple. With respect to X's instruction given to Bank A, Bank A 
will be reimbursed by debiting X's account or otherwise receiving 
payment from X. With respect to Bank A's instruction to Bank B, 
Bank B will be reimbursed by receiving payment from Bank A. In a 
debit transfer, a creditor, pursuant to authority from the 
debtor, is enabled to drav. on the debtor's bank account by 
issuing en instruction to pay to the debtor's bank. If the 
debtor's bank pays, it vill be reimbursed by the debtor rather 
than by the person giving the instruction. For exemple, the 
holder of an insurance policy may pay premiums by authorizing the 
insurance company' to order the policyholder's bank to pay the 
insurance company. The order to pay may be in the form of a 
draft covered by .Article 3, or it might be an instruction to' pay 
that is not an instrument under that Article. The bank receives 
reimbursement by debiting the policyholder's account. Or, a 
SUbsidiary corporation may make payments to its parent by 
authorizing the parent to order the subsidiary's bank to pay the 

'parent from the subsidiary's account. These transactions are not 
covered by Article 4A· [Article 4-A) because subparagraph (ii) is 
not satisfied. Article 4A [Article 4-A) is limited to 
transactions in vhich the account to be debited by the rec~iving 
bank is that of the person in vhose nerne the instruction is given. 

If the beneficiary of a funds transfei is the originator of 
the transfer, the transfer is governed by Article 4A [Article 
4-A] if it is a credit transfer in form. If it is in the form of 
a debit transfer it is not governed by Article 4A [Article 4-A], 
'For exemple, Corporation has accounts in Bank A and Barik B', 
Corporation instructs Bank A to· pay to Corporation's account in 
Bank B. The funds transfer is governed by Article 4A [Article 
4-A]. Sometimes, Corporation viii authorize Bank B to draw on 
Corporation' B account in Bank A for the purpose of transferring 
funds into Corporation's account in Bank B. If Corporation also 
makes an agreement vith Bank A under vhich Bank A is authorized 
to follov instructions of Bank B, as agent of Corporation, to 
transfer funds from Customer's account in Bank A, the instruction 
of Bank B is a payment order of Customer and is governed by 
Article 4A [Article 4-A). This kind of transaction is known in 
the vire-transfer business as a "drawdown transfer." If 
C'orporation does not make such an agreement with Bank A and Bank 
B i.nstructs Bank A to make the transfer, the order is in form a 
debit transfer and is not governed by Article 4A [Article 4-A]. 
These debit transfers are normally ACH transactions in which Bank 
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A relies on Bank B's warranties pursuent to ACH rules. including 
the warranty that the trensfer is authorized. 

5. The principal effect of subparagraph (iii) of subsection 
(a) of Section 4A-l03 [section 4-ll03(1)(iii)] ia to eEclude from 
Article 4A [Article 4~A] payments made by check or credit card. 
In those cases the instruction of the debtor to the bank on which 
the check is drawn or to which the credit card slip is to be 
presented is contained in the check or credit card slip signed by 
the debtor. The instruction is not transmitted by the debtor 
directly to the debtor's bank. Bather. the instruction is 
delivered or otherwise transmitted by the debtor to the creditor 
who then presents it to the bank either directly or through bank 
collection channels. These paym~nts are governed by Articles 3 
and 4 and federal law. There are. however. limited instances in 
which the paper on which a check is printed can be used as the 
means of transmitting a payment order that is covered by Article 
4A [Article 4-A]. Assume that Originator instructs Originator's 
Bank to pay $10,000 to the account of Beneficiary in 
Beneficiary's Bank. Since the amount of Originator's payment 
order is small. if Originator's Bank alld Beneficiary's Bank do 
not have an account relationship. Originator's Bank may eEecute 
Originator's order by issuing a teller'S check payable to 
Beneficiary's Bank for $10.000 along with instructions to credit 
Beneficiary's account in that amount. The instruction to 
Beneficiary's Bank to credit Beneficiary's account is a payment 
order. The check is the means by which Originator's Bank pays 
its obligation as sender of the payment order. The instruction 
of Originator's Bank to Beneficiary's Bank might be given in a 
letter accompanying the check or it may be written on the check 
itself. In either case the instruction to Beneficiary's Bank is 
a payment order but the check itself (which is an order to pay 
addressed to the d~awee rather than to Beneficiary's Bank) is an 
instrument under Article 3 and is' not a payment order.· The check 
can be both the means by which Originator's Bank pays its 
obligation under §4A-402 (b) [section 4-1402( 2)] to Beneficiary's 
Bank and the means by which the instruction to Beneficiary's Bank 
is transmitted. 

6. Most payments covered by Article 4A [Article 4-A) are 
commonly referred to as' wire transfers and usually involve some 
kind of electronic transmission. but the applicability of Article 
4A [Article 4-A) does not depend upon the means used to transmit 
the instruction of the sender. Transmission may be by letter or 
other written communication. oral communication or electronic 
communication. An oral communication is normally given by 
telephone. Frequentiy the message is recorded by the receiving 
bank to provide evidence of the transaction. but apart from 
problems of proof there is no need to record the oral 
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instruction. Transmission of an instruction may be 
communication between the sender and the receiving 
through an intermediary such as an agent of the 
communication system such as international cable, 
transfer system such as CHIPS. SWIFT or an 
Clearinghouse. 

sender, 8 

or a funds 
automated 

§t-l105. Other definitions 

(1) In this Article: 

(a) "Authorized account" means a deposit account of a 
customer in a bank designated by the customer as a 
source of payment of payment orders issued by the 
customer to the bapk. If a customer does not so 
desigpate ap account. an'y account of the customer is an 
authorized accoupt if payment of a payment order from 
that accoupt is Dot incopsistent with a restriction on 
the use of that accoupt, 

(b) "Bapk" means a person engaged in the business of 
bapJclng and ipclm'les B sayings bank. savings and loan 
associatiop. credit union and trust company. A branch 
or separate office of a bank is a separate bank for 
purposes of this Article, 

(c) "Customer" means a person. including a bank. 
haying an accoupt with a bank or from whom a bank has 
agreed to receiye payment orders, 

(d) "Funds traps fer business day" of a receiving bank 
means the part of a day during wbich the receiving bank 
is opep for the receipt, processing and transmittal of 
payment orders apd cancellations and amepruDents' of 
payment orders, 

(e) "Funds transfer system" meaps a wire transfer 
network. automated clearing house or other 
communicatiop system of a clearing house or other 
association of banks through which a payment order by a 
bank may be trapsmitted to the bapk to which the order 
is addressed! 

If) "Good faIth" means honesty in fact and the 
observance of reasonable commercial standards of fair 
dealing. and 
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(g) "Prove" with respect to a fact means to meet the 
burden of establishing the fact (section 1-201. 
subsection (8)). 

(2) Other definitions applying to this Article and the 
sections in which they appear arel 

"Acceptance" 
"Beneficla~ 
I'Beneficiary's bank" 
"Executed" 
"Execution date" 
"Funds transfer" 
"Funds transfer system rule"~ 
"Intermediary bank" 
uQriginator" 
"Originator's bank" 
"Payment by beneficiary' s 
bank to beneficiar~ 
"Payment by originator to 
benefici'ary" 
"Payment by sender to 
receiving bank" 
"Payment date" 
"Payment order" 
"Recelying bank" 
"Security procedure" 
"Sender" 

0) Ihll (2112wlng geUnitiallli 
Articlel 

"Clearing bQ1Uie u 

~ 
"SJJGgeOthi pay~ 

in 

Sllctlan ~-Ull!! 
Sllct12n ~-1l1l3 
Sllctian ~-lllll 
SllctiaD ~-131l1 
SI:ct12D ~-131l1 
SI:ct12n ~-Ull~ 
Sllcti2n ~-15Ill 
Sllcti2n ~-llll~ 
SI!ct12n ~-Ull~ 
Sllcti2n ~-llll~ 

SI!cti2n ~-UIl5 

Sl!ctiall ~-UIl!i 

Sectian ~-UIlJ 
Secti2n ~-Ulll 
Sectian ~-UQJ 
Secti2n i-UQJ 
Sl!ctiall i-l,Ql 
Secti2D ~-llQJ 

A[ticle i apply ta thi5 

Sect12n i-llli 
Secti2n i-lQ~ 
SI!cti2n i-1Q~ 

(4) In aggiti2n. A[ticle 1 cantains 'Jene[al dl!finitions ang 
principles of construction ang inte[pretatlan applicabll! 
th[oughaut this Articll!. 

1991 Uniform Comment 

1. The definition of "bank" in subsect.ion (a)(2) 
[subsection (1) (b») includes some institutions that are not 
commercial banks. The definition reflects the fact that many 
financial institutions now perform functions previOUSly 
restricted to commercial banks. including acting on behalf of 
customers in funds transfers. Since many funds transfers involve 
payment orders to or from foreign countries the definItion also 
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covers foreign banks. The Ilefinition also includes Federal 
Reserve Banks. Funds transfers carried out by Federal Reserve 
Banks are described in Comments 1 and 2 to Section 4A-l07 
[section "-1107). 

2. Funds transfer business is frequently transacted by 
banks outside of general baoking hours. Thus. the definition of 
banking day in Section 4-l04(1)(c) cannot be used to describe 
when a bank is open for funds transfer business. Subsection 
(a)( 4) [subsection (l)(cU] defines a new term, "funds transfer 
business day," whicb is applicable to Article ·4A [Article 4-Al. 
The definition states. "is open for the receipt, processing. and 
transmittal of payment orders and cancellations and amendments of 
payment orders." In some cases it is .possible to electronically 
transmit payment orders and other communications to a receiving 
bank at any time. If the receiving bank is not open for the 
processing of an order when it ie received, the communication is 
stored in the receiving bank's computer for retrieval when the 
receiving bank is open for processing. The use of the 
conjunctive makes clear that the defined term is limited to the 
period during which all functions of the receiving banI!: can be 
performed, i.e .. receipt, processing, and transmittal of payment 
orders, cancellations and amendments. 

3. Subsection (a)(5) [subsection (l)(e)) defines "funds 
transfer system." The term includes a system such as CHIPS which 
provides for transmission of a payment order as well as 
settlement of the obligation of the sender to pay the order. Xt 
also includes automated clearing houses, operated by a clearing 
house or other association of banks. which process and tra.nsmit 
payment orders of banks to other banks. In addition the term 
inCludes organizations that provide only transmission services 
such as SWIFT. The definition also includes the .. ire transfer 
network and automated clearing houses of Federal Reserve Banks. 
Systems of the Federal Reserve Banks. however, are treated 
differently from systems of other associations of banlts. Funds 
transfer systems other than systems of the Federal Reserve Banks 
are treated in Article 4A [Article 4-A) as a means of 
communication of payment orders between participating banks. 
Section 4A-206 [section 4-1206). The Comment to that section end 
the Comment to Section 4A-107 [section 4-1107) explain how 
Federal Reserve Banks function under Article 4A [Article 4-A). 
Funds transfer systems are also able to promUlgate rules binding 
on participating banks that. under Section 4A-50l [section 
4-1501). may supplement or in some cases may even override 
provisions of Article 4A [Article 4-A). 

4. Subsection (d) [subsection (4») incorporates definitions 
stated in Article 1 as well as principles of construction and 
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interpretation st~ted in that Article. Included is Section 
1-103. The last paragraph of the Comment to Section 4A-l02 
[section 4-ll0~-i is addressed to the issue of the extent to which 
general principles of law and equity should apply to situations 
covered by provisions of Article 4A [Article 4-A). 

54-1106. Time pa~nt order received 

(1) The time of receipt of a payment order or communication 
cancelling or amending a payment order Is determined by the rules 
applicable to receipt of a notice stated in section 1-201, 
subsection 21. A receiving bank may fix a cut-off time or times 
on a funds transfer business day for the receipt ond processing 
of payment orders and communications cancelling or amending 
payment orders. Different cut-off times may apply to payment 
orders. cancellations or amendments. or to different categories 
of payment orders. cancellations or amendments. A cut-off time 
may apply to senders generally or different cut-off times may 
apply to diff~rent senders or categories of payment orders. If a 
payment order or communication cancelling or amending a payment 
order is received after the close of a funds transfer business 
day or after the appropriate cut-off time on A funds transfer 
hlliiiness day. the receiving bank may treat the payment order or 
communication as received at the opening of the next funds 
transfer business day. 

(2l If this Article refers to an execution date or payment 
date or states a day on Which a receiving bank is reguired to 
take Action. and the date or day does not fallon a funds 
llaDsfer business day. the next day that is a funds transfer 
business day is treated as the date or day stated. unless the 
contrary is stated in this Article. 

1991 Uniform Comment 

The time that a payment order is received hy a receiving 
bank usually defines the payment date or the execution dote of a 
paymen·t order. Section 4A-40l [section 4-1401) and Section 
4A-30l [section 4-1301). The time of receipt of a paymqnt order, 
or communication cancelling or amending a payment order is 
defined in SUbsection (a) [subsection (1)) by reference to the 
rules stated in Section 1-201(27). Thus, time of receipt is 
determined by the same rules that determine when a notice is 
received. Time of receipt, however, may be altered by a cut-off 
time. 

54-1107. federal reserve regulations and operating circulars 
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Regulations of the Board of Governors of the Federal Reserve 
System And operating circulars of the Federal Reserye Banks 
supersede any inconsistent provision of 
extent of the inconsistency. . 

this Article to the 

1991 Uniform Comment 

1. Funds transfers under Article 4A [Article 4-A) may be 
made, in vhole or in part, by payment orders through a Federal 
Reserve Bank in vhat is usually referred to as a transfer by 
Fedvire. If Bank A, vhich has on account in Federal Reserve Bank 
X, vants to pay $1,000,000 to Bank B, which has an account in 
Federal Reserve Bank Y, Bank A can issue an instruction to 
Reserve Bank X requesting a debit of $1,000,000 to Bank A's 
Reserve account and an equal credit to Bank B's Reserve account. 
Reserve Bank X viII debit Bank A's account and viII credit the 
account of Reserve Bank Y. Reserve Bank X viII issue an 
instruction to Reserve Bank Y ~equest!ng a debit of $1,000,000 to 
th~ account of Reserve Bank It and an equal credit to Bank B's 
account in Reservo Bonk Y. Reserve Bank Y viiI make the 
requested debit and credit and will give Bank B on advice of 
credit. . The definition of "bank" in Section 4A-l05(a)(2) 
[section 4-1105(l)(b)) includes both Re'serve Bank X and Reserve 
Bank Y. Bank A's instlructioo to Reserve Bank X to pay money to 
Bank B is a payment ordel!' under Section 4A-I03(a)(1) [section 
4-1103(1)(a)). BanI< A is the sender and Reserve Bank X is the 
receiving banI<. Bank B ie the beneficiary of Bank A's order and 
of the funds transfer. Bonl<.11. is the originator of the funds 
transfer and is also the originator's banI<. Section 4A-I04(c) 
and (d) [section 41-110'110) and(4)]. Reserve Bank X, an 
intermediary bank under Sectioo 4A-IO<ll(b) [section 4-1104(2)), 
e:ecutes BanI!: A' s ol!'der by sending a payment order to Reserve 
BanI!: Y instructing that banI!: to credit the Federal Reserve 
account of Bank B. Reserve BanI!: Y is the beneficiary's bank. 

Suppose the transfer of funds from Bank A to Bank B 1s part 
of a larger transaction io vhich Oll'iginator, a customer of Bank 
A, wants to pay Beneficiary, III customer of Bank B, Originator 
issues a payment order to Bonk A to pay $1,000,000 to the account 
of Beneficiary in Bank B. ·Bank A may execute Originator's order 
by means of I"edwire vhich simultaneously transfers $1,000,000 
from Bank A to BanI< B and carries a message instructing BanI< B to 
pay $1,000,000 to the account of Y. The Fedwire transfer is 
carried out as described in the previous paragraph, except that 
the beneficiary of the funds trans fell' is Beneficiary rather thao 
Bank B. Reserve BanI< X end Reserve Bank Yare intermediary 
banks. When Reserve Bank Y advises BanI< B of the credit to its 
Federal Reserve account it will also instruct Bank B to pay to 
the account of Beneficiary. The instruction is a payment order 
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( 

to Bank B which is the beneficiary's bank. When Reserve Bank Y 
advises Bank B of the credit to its Federal Reserve account Bank 
B receives payment of the payment order issued to it by Reserve 
Bank Y. Section 4A-403(a)(1) [section 4-1403(1)(a)). The 
payment order is automatically accepted by Bank B at the time it 
receives the payment order of Reserve Bank Y. Section 
4A-209(b)(2) [section 4-1209(2)(b)). At the time of acceptance 
by Bank B payment by Originator to Beneficiary also occurs. 
Thus, in a Fedwire transfer, payment to the beneficiary's bank. 
acceptance by the beneficiary's bank and payment by the 
originator to the beneficiary all occur simultaneously by 
operation of law at the time the payment order to the 
beneficiary's bank is received. 

If Originator orders payment to the account of' Beneficiary 
in Bank C rather than Bank B. the analysis is somewhat modified. 
Bank A may not have any relationship with Bank C and may not be 
able to make payment di rectly to Bank C. In that case. Bank A 
could send a Fedwire instructing Bank B to instruct Bank C to pay 
Beneficiary. The analysis is the same as the previous case 
except that Bank B is an intermediary bank and Bank C is the 
beneficiary's bank. 

2. A funds transfer can also be made through a Federal 
Reserve Bank in an automated clearing house transaction. In a 
typical case, Originator instructs Originator's Bank to pay to 
the account of Beneficiary in Beneficiary'S Bank. Originator's 
instruction to pay a particular beneficiary is transmitted to 
Originator's Bank along with many other instructions for payment 
'to other beneficiaries by many different beneficiary's banks. 
All of these instructions are' contained in a magnetic tape or 
other electronic device. Transmission of instructions to the 
various beneficiary's banks requires that Originator's 
instructions be processed and repackaged vith instructions of 
other originators so that all instructions to a particular 
beneficiery's bank are transmitted together to that bank. The 
repackaging is done in processing centers usually referred to es 
eutomated clearing houses. Automated clearinghouses are operated 
'either by Federal Reserve Banks or by other associations of 
banks. If Originator's Bank chooses to execute Originator's 
instructions by transmitting them to a Federal Reserve Bank for 
processing by the Federal Reserve Bank. the transmission to the 
Federal Reserve Bank results in the issuance of payment orders by 
Originator's Bank to the Federal Reserve Bank, which is an 
intermediary bank. Processing by the Federal Reserve Bank will 
result in the issuance of payment orders by the Federal Reserve 
Bank to Beneficiary's Bank as well as payment orders to other 
beneficiary's banks making payments to carry out Originator's 
instructions. 
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3. Although the terms of Article 4A [Article 4-A) apply to 
funds transfers involving Federal Reserve Banks. .federal 
preemption vould make ineffective any Article 4A [Article 4-A) 
provision that conflicts vith federal law. The payments 
activities of the Federal Reserve Banks are governed by 
regulations of the Federal Reserve Board and by operating 
circulars issued by the Reserve Banks themselves. In some 
instances. the operating circulars are issued pursuant to a 
Federal Reserve Board regulation. In other cases, the Reserve 
Bank issues the operating cirCUlar under its own authority under 
the Federal Reserve Act, subject to reviev by the Federal Reserve 
Board. Section 4A-I01 [section 4-1101) states that Federal 
Reserve Board regulations and operating circulars of the Federal 
Reserve Banks supersede any inconsistent provision of Article 4A 
[Article 4-A) to the extent of the inconsistency. Federal 
Reserve Board regulations, being valid exercises of regulatory 
authority pursuant to a federal statute, take precedence over 
state lav if there is an inconsistency. Childs v. Federal 
Reserve Bank of pallas, 119 F.2d 812 (5th Cir.1983), reh. den. 
124 F. 2d 121 (5th Cir. 1984). Section 4A-I01 [section 4-1101) 
treats operating circulars as having the same effect whether 
issued under the Reserve Bank's own authority or under a Federal 
Reserve Board regUlation. 

54-1108. Exclusion of COnS1PDar transactions governed bK federal 
lJm 

This Article does not apply to a funds transfer any part of 
whiCh is governed by the Electronic Fund Transfer Act Of 1978 
Title XX. Public Lav 95-630. 92 Stat. 3728. 15' United States 
Code. Section 1693 et seq •• as amended. 

1991 UnlfonR Comment 

The Electronic Fund Transfer Act of 1918 is a federal 
statute that covers a vide variety of electronic funds transfers 
involving' consumers. The types of transfers covered by the 
federal statute are essentially different from the wholesale vire 
transfers that are the primary focus of Article 4A [Article 
4-A). Section 4A-l08 [section 4-1108) excludes a funds transfer' 
from Article 4A [Article ;I-A) if any part of the transfer is 
covered by the federal lav. Existing procedures designed to 
comply with federal lav will not be affected by Article ;lA 
[Article 4-A). The' effect of Section 4A-108 [section ;1-1108) is 
to make Article 4A [Article 4-A) and EFTA mutually exclusive. 
For example, if a funds transfer is to a consumer account in the 
beneficiary's bank and the funds transfer is made in part by use 
of Fedwire and in part by means of an automated clearing house. 
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EFTA appUes to the ACH part of the transfer but not to the 
Fedwire part. Under Section 4A-lOO [section 4-1100). Article 4A 
[Article 4-A) does not apply to any part of the transfer. 
However. in the absence of any law to govern the part of the 
funds transfer that is not subject to EFTA. a court might apply 
appropriate principles from Article 4A [Article 4-A) by analogy. 

ISSUE AND ACCEPTANCE OF PADIKIII'l ORDER 

§4-1201. Security procedure 

"Security procedure" means a procedure established by 
agreement of a customer and a receiving bank for the purpose of: 

(1) Verifying that a payment order or communication 
amending or can~elljng a payment order is that of the customer: or 

(2) Detecting error in the transmission or the content of 
the payment order or communication. 

A security. procedure may reguire the use of algorithms or 
other codes. identifying words or numbers. encryption. c~ 
procedures or similar security devices. Comparison of a 
signature on a payment order or communication with an authorized· 
specimen signature of---.the customer is not by itself a securily 
procedure, 

1991 Uniform Coament 

A large percentage of .payment orders and communications 
amending or cancelling payment orders are transmitted 
electronically and it is standard practice to use security 
procedures that are designed to assure the authenticity of the 
message. Security procedures can also be used to detect error in 
the content of messages or to detect payment orders that are 
transmitted by mistake as in the case of multiple transmission of 
the same payment order. Security procedures might also apply to 
communications that are transmitted by telephone Dr in writing. 
Section 4A~201 [section 4-1201) defines these security 
procedures. The definition of security procedure limits the term 
to a procedure "established by agreement of a customer and a 
receiving bank." The ·term does not apply to procedure that the 
receiving bank may follow unilaterally in processing payment 
orders; The question of whether loss that may result from the 
transmission of a spurious or erroneous payment order will be 
borne by the receiving bank. or the sender or purported sender is 
affected by whether a security procedure was or was not in effect 
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and whether there was or .. as not compliance with the procedure. 
Security procedures are referred to in Sections 4A-202 [section 
4-l202J and 4A-203 [section 4-1203J ... hlch deal with authorized 
and verified payment orders. and Section 4A-205 [section ~-1205), 
which deals with erroneous payment orders. 

§4-1202. Authorised and yerlflea p~nt orders 

(1) A payment order received by the receiving bank is the 
authorized order of the person identified as sender if that 
person authorized the order orIs otherwise bound bY it under the 
law of agency, 

(2) If a bank and its customer have agreed that the 
authenticity of payment orders issued to ·the bank in the name of 
the customer as sender will be verified pursuant to a security 
procedure. a payment order received by the receiving bank· 1& 
effect!" as the order of the customer, whether or not 
authorized, if, 

(a. The security procedure is a commercially reasonable 
method of prov~d!ng security against unauthorized payment 
ordersl ond 

(M The bank proves that it accepted the payment order in 
good faith and in compliance with the security procedure and 
any written agreement or instruction of the customer 
restricting acceptance of yayment orders issued in the· name 
of the customer. The bank is not reguired to follow an 
instruction that violates a written agreement with the 
customer or notice of which is not received at a time and in 
a manner affording the bank a reasonabla opportunity to act 
on it before the payment order is accepted. 

(3) Commercial reasonableness of a security procedure is a 
guestlon 'of law to be determined by considering the wishes of the 
customer expressed to the bank. the circumstances of the customer 
known to the bank. including the she. type and frelluency of 
payment orders normally issued by the customer to the bank. 
alternative security procedures offered to the customer and 
security procedures in· general use by customers and receiving 
banks similarly situated, A security procedure is deemed to be 
commercially reasonable if I 

fa) Tbe security procedure was chosen by the customer after 
the bank offered and the customer refused. a security 
procedure that was commercially reasonable fOr that 
customer: and 
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(b) The customer expressly agreed in writing to be bound by 
any payment order. whether or not authorized. issued in its 
Dame and accepted by the bank in compliance with the 
security procedure chosen by the customer. 

til The term "sender" in this Article includes the customer 
in whose na!lllL--'Lpayment order is issued if the order is the 
author! zed order of the customer under subsection (1). or it is 
effective as the order of the customer under subsection (2). 

~) This section applies to amendments and cancellations of 
payment orders to the same extent it applies to payment orders. 

(6) Except as provided in this section and in section 
4-1203. QJ.!.!;u;~ti=- 0). paragraph (a). rights and obligations 
arising under this section or section 4-1203 may not be varied by 
agreement. 

1991 Uniform Comment 

This section is discussed in the Comment following Section 
4A-203 [section 4-1203). 

'54-1203. Unenforceability of certain verified ppyment orders 

.u.L--1f an accepted payment order is not IInder· section 
4-1202. subsection (1) an author! zed order of a customer 
identified as sender but is effective as an order of the customer 
pursuant to section 4-1202. subsection (2), the following rules 

~ 

la) By express written agreement; the receiving bank may 
l1m~he extent to which it is entitled to enforce or 
retain payment of the payment order. 

(b) The receiving bank is not entitled to enforce or retain 
payment of the payment order if the customer proves that the 
order was not caused. directly or indirectly. by a person: 

(il Entrusted at any time with duties to act for the 
customer with respect to payment orders or the security 
~edure or who obtained access to transmitting 
~~ies of the customer: o[ 

iilJ Who obtained f~om a source controlled by the 
~r and without authority of the receiVing bank 
ln~ill~ion faci~ating breach of the security 
JllQ~l!r.e~_.Legardless of how the information was 
Qhlgin~~---li~hJ:r the custQmer was at __ !JHtlt.... 
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Information includes any access device. computer 
software Qr the like. 

(2) This section applies to amendments of payment orders to 
the sarne extent it applies to payment orders. 

1. Some person will always be identified as the sender of a 
payment order. Acceptanca of the order by the receiving bank is 
based on a belief by the bank that the order was authorized by 
the 'person identified as the sender. If the receiving bank is 
the beneficiary's bank acceptance means that the receiving bank 
is obliged to pay the beneficiary. If the receiving bank is not 
the beneficiary's bank, acceptance means that the receiving bank 
has executed the sender's order and is obliged to pay the bank 
that accepted the order issued in execution of the sender's 
order. In either case the receiving bank may suffer a loss 
unless it is entitled to enforce payment of the payment order 
that it accepted. If the person identified es the sender of the 
order refuses to pay on the ground that the order was not 
authorized by that person, what are the rights of the receiving 
bank? In the absence of a statute or agreement that specifically 
addresses the issue, the question usually will be resolved by the 
law of agency. In some cases, the law of agency works w~ll. For 
example, suppose the receiving bank executes a payment order 
given by means of a letter apparently written by a corporation 
that is a customer of the bank and apparently signed by an 
officer of the corporation. If the receiving .bank acts solely on 
the basis of the letter, the corporation is not bound as the 
sender of the payment order unless the signature was thet of the 
officer and the offic'er was authorized to act for the corporation 
in the issuance of payment orders, or some other agency doctrine 
such as apparent authority or estoppel ceuses the corporation to 
be bound. Est(u'pel can be illustrated by the following example. 
Suppose P is aw~re that 'A. who is unauthorized to act for p, has 
fraudulently misrepresented to T that A is authorimed to act for 
P. T believes A and is about to rely on the misrepresentation. 
If P does not notify T of the true facts although P could easily 

'do so, P may be estopped from denying A's lack of authority. A 

similar result could follow if the failure to notify T is the 
result of negligence rather than a deliberate decision. 
Restatement, Second, Agency §8B. Other equitable principles such 
as subrogation or restitution might also allow a receiving bank 
to recover with respect to an unauthorized payment order that it 
accepted. In Gatoil (U.S.A.). Inc. V. Forest Hill State Bank, 1 
U.C.C. Rep. Serv.2d 171 (D. Md. 1986). a joint venturer not 
authorized to order payments from the account of the joint 
venture, ordered a funds transfer from the account. The transfer 
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paid a bona fide debt of the joint venture. Although the 
transfer was unauthor ized the court refused to require recredit 
of the account because the joint venture suffered no loss. The 
result can be rationalized on the basis of subrogation of the 
receiving bank to the right of the beneficiary of the funds 
transfer to receive the payment from the joint venture. 

But in most cases these legal principles give the receiving 
banI, very little protection in the case of an autborized payment 
order. Cases like those just dlscussed are not typical of the 
way that most payment orders are transmitted and accepted, and 
such' cases are likely to become even less common. Given the 
large amount of the typical payment order, a prudent receiving 
bank will be unwilling to accept a payment order unless it 'has 
assurance that the order is what it purports to be. This 
assurance is normally provided by security procedures described 
in Section 4A-201 [section 4-1201]. 

In a very large percentage of cases covered by Article 4A 
[Article 4-AI, transmission of the payment order is' made 
electronically. The receiving bank may be required to act on the 
basis of a message that appears on a computer screen. Common law 
concepts of authority of agent to bind principal are not 
helpful. There is no way of determining the identity or the 
authority of the person who caused the message to be sent. The 
receiving bank is not relying on the authority of any particular 
person to act for the' purported sender. The case is not 
comparable to payment of a check by the drawee bank on the basis 
of a signature that is forged. Rather, the receiving bank relies 
on a security procedure pursuant to which the authenticity of the 
message can be "tested" by various devices which are designed to 
provide certainty that the message is that of the sender 
identified in the payment order. In the wire transfer business. 
the concept of "authorized" is different from that found in 
agency law. In that business a payment order is treated as the 
order of the person in whose name it is issued if it is properly 
tested pursuant to a security procedure end the order passes the 
test. 

Section 4A-202 [section 4-1202] reflects the reality of the 
wire transfer business. A person in whose name e payment order 
is issued is considered to be the sender of the order if the 
order is "authorized" as steted in subsection (e) [subsection 
(I» or if the order is "verified" pursuant to a security 
procedure in compliance with subsection (b) [subsection (2)]. If 
subsection (b) [subsection (2)] does not apply, the question of 
whether the customer is responsible for the order is determined 
by the law of agency. The issue is one of actual or apparent 
authority of the person who caused the order to be issued in the 
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name of the customer. In some cases the law of agency might 
allow the customer to be bound by an unautborized order if 
conduct of the customer cal! be used to find an estoppel against 
the customer to deny that the order was unauthorized. If the 
customer is bound by the order under any of these agency 
doctrines, subsectiol! (a) ~subsectfLon (1) J treats the order as 
autborized and tbus tbe customer' fLs deemed to be the sender of 
the order. In most cases, however, subsection (b) [subsection 
(2») wUl apply. In that event there is ,,0 need to make an 
agency law analysis to determine authority. Under Section 4A-202 
(section 4-1202), tbe issue of liability of tbe purported sender 
of the payment order will be determined by agency law only if the 
receiving bank did not comply with subsection (b) [subsection 
(2» • 

2. Tbe scope of Section 4A-202 [section 13-1202) can be 
illustrated by· tbe following cases. 

Case 81. A payment order purporting to be tbat of Customer 
is received by Receiving Bank but the order was fraudulently 
transmitted by a person ~ho bad no authority to act for 
Customer. Case 82. An authentic payment order was sent by 
Customer, but before the order ~as received by Receiving Bank the 
order was fraudulently altered by an unauthorized person to 
change the beneficiary •. Case 93. An authentic payment order was 
received by Receiving Bank, but before the order was executed by 
Receiving Bank a person wbo bad no authority to act for Customer 
fraudulently sent a communicatiol! purporting to amend the order 
by changing the beneficiary. XI! each case Receiving Bank acted 
on the freudulent communicetAol! by accepting the payment order. 
These cases are all essentially similar and they are treated 
identically by Section 4A-202 [section 13-1202] •. In each case 
Receiving Bank acted on a communication that it thought was 
authorised by Customer wben in fact tbe communication was 
fraudulent. No distinction is made between Case I 1 in ."bicb 
Customer took no part at all in tbe transaction and Case & 2 and 
Case • 3 in wbicb an authentic order was fraudulently altered or 
amended by an unautborized person. If subsection (b) [subsection 
(2)]. does not apply, eacb case is governed by subsection (a) 
(subsection (1». If tbere are no additional facts on wbicb an 
estoppel migbt be found, Customer is not responsible in Case • 1 
for tbe fraudulently issued payment order, in Case 12 for tbe 
fraudulent alteration or in Case 83 for tbe fraudulent 
amendment. Tbus, in eacb case Customer is not liable to pay tbe 
order and Receiving Bank takes tbe loss. Tbe only remedy of 
Receiving Bank is to seek recovery from tbe person wbo received 
payment as beneficiary of tbe fraudulent order. If tbere was 
verification in compliance witb subsection (b) [subsection (2)], 

'. 
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Customer will take the loss unless Section 4A-203 [section 
4-1203] applies. 

3. Subsection (b) of Section 4A-202 [section 4-1202(2}) is 
based on the assumption that losses due to fraudulent payment 
orders can best be avoided by the use of commercially reasonable 
security procedures, and that the use of such procedures should 
be encouraged. The subsection is designed to protect both the 
customer and the receiving bank;", A receiving bank needs \ to be 
able to rely on objective criteria to determine whether it can 
safely act on a payment order. Employees of the bank can be 
trained to "test" a payment order according to the various steps 
specified in the security procedure. The bank is responsible for 
the acts of these' employees. Subsection (b) (Ii) [subsection 
(2) (b) requi res the bank to prove that it accepted the payment 
order in good faith and "in compliance with the security 
procedure." If the fraud waB not detected because "the bank's 
employee did not perform the acts required by the security 
procedure. the bank has not complied. Subsection (b) (ii) 
[subsection (2)(b)] also requires 'the bank to prove that it 
complied with any agreement or instruction that restricts 
acceptance of payment orders issued in the name of the customer. 
A customer may want to protect itself by imposing limitations on 
acceptance of payment orders by the bank. For example. the 
customer may prohibit the bank from accepting a payment order 
that is not payable from an authorized account, that exceeds the 
credit balance in specified accounts of the customer. or that 
exceeds some other amount. Another limitation may relate to the 
beneficiary. The customer may provide the bank wi'th "a list of 
authorized be~eficiaries and prohibit acceptance of any payment 
order to a beneficiary not appearing on the list. Such 
limitations may be incorporated into the security procedure 
itself or they may be covered by a separate agreement or 
instruction. In either case, the bank must comply with the 
limitations if the conditions stated in subsection (b) 
[subsection (2)] are met. Normally limitation's on acceptance 
would be incorporated into an agreement between the customer and 
the receiving bank. but in some cases the instruction might be 
unilaterally given by the customer. If standing instructions or 
a)'l agreement state limitations on the ability of the receiving 
bank to act. provision must be made for later modification of the 
limitations. Normally this would be done by an agreement that 
specifies particular procedures to be followed. Thus. subsection 
(b) [subsection (2)] states that the receiving bank is not 
required to follow an instruct"ion that violates a written 
agreement. The receiving bank is not bound by an instruction 
unless It has adequate notice oC it. Subsections (25). (26) and 
(21) of Section 1-201 apply. 
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Subsection (b)( 1) [subsection (2)( a) ] assures that the 
interests of the customer will be protected by providing an 
incentive to a bank to make available to the customer a security 
procedure that is commercially reasonable. If a commercially 
reasonable security procedure is not made available to the 
customer, subsection (b) [subsection (2}) does not apply. The 
result is that subsection (a) [subsection (1)] applies and the 
bank acts at its peril in accepting a payment order that may be 
unauthorized. Prudent banking practice may requir,e that security' 
procedures be utilized in virtually all cases except for those in 
which personal contact between the customer and the bank 
eliminates the possibility of an unauthorized order. The burden 
of making available commercially reasonable security procedures 
is imposed on receiving banks because they generally determine 
what security procedures can be used and are in the best position 
to evaluate the efficacy of procedures offered to customers to 
combat fraud. The burden on the customer is to supervl'se its 
employees to assure compliance with the security procedure and to 
safeguard confidential security information and access to 
transmitting facilities so that the security procedure cannot be 
breached. 

4. The principal issue that is likely to arise in 
litigation involving subsection (b) [subsection (2)] is whether 
the security procedure in effect when a fraudulent payment order 
was accepted was commercially reasonable. The concept of what is 
commercially reasonable in a given case is flexible. 
Verification entails labor and equipment costs that can vary 
greatly depending upon the degree of security that is sought. A 
customer that transmits very large numbers of payment orders in 
very large einounts may desire and may reasonably expect to be 
provided with state-of-the-art procedures that provide maximlim 
security. But the ,expense involved may make use of a 
state-of-the-art procedure infeasible for a customer that 
normally transmits payment orders infrequently or in relatively 
low amounts. Another variable is the type of receiving bank. It 
is reasonable to require large money center banks to make 
available state-of-the-art security procedures. On the other 
hand. the same requirement may not be reasonable for a small 
country, bank. A receiving bank might have several security 
procedures that are designed to meet the varying needs of 
different customers. The type of payment order is another 
variable. For example. in a wholesale wire tra'nsfer. each 
payment order is normally transmitted electronically and 
individually. A testing procedure will be individually applied 
to each payment order. In funds transfers to be made by means of 
an automated clear ing house many payment orders are 'incorporated 
into an electronic device such as a magnetic tape that is 
physically delivered. Testing of the individual payment orders 
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is not feasible. 
must be adopted 
transmission. 

Thus, a different kind of 
to take into account tha 

secur 1 ty procedure 
dIfferent mode of 

The Issue of whether a partIcular securIty procedure is 
commercIally reasonable is a questIon of law. Whether the 
receiving bank complied with the procedure is a question of 
fact. It is appropriate to make the finding concerning 
commercial reasonability a matter of law because security 
procedures are likely to be standardized in the banking industry 
and a question of law standard leads to more predictability 
concerning the level of security that a bank must offer to its 
customers. The purpose of subsection (b) [subsection (2)] is to 
encourage banks to institute reasonable safeguards agaInst fraud 
but not to make them insurers against fraud. A security 
procedure is not commercially unreasonable simply because another' 
procedure might have been better or because the judge deciding 
the questIon would have opted for a more stringent procedure. 
The standard is not whether the security procedure is the best 
available. Rather It is whether the procedure is reasonable for 
the particular customer and the particular bank, which is a lower 
standard. On the other hand, a security procedure that fails to 
meet prevailing standards of good bankIng practice applicable to 
the particular bank should not be held to be commercially 
reasonable. Subsection (c) [subsection (3)] states factors to be 
considered by the judge in making the determination of commercial 
reasonableness. Sometimes an informed customer refuses a 
securIty procedure that is commercially reasonable and suitable 
for that customer and Insists on using a higher-risk procedure 
because It is more convenient or cheaper. In that case, under 
the last sentence of subsectIon (c) [subsection (3)], the 
customer has voluntarily assumed the risk of failure of the 
procedure and cannot shift the loss to the bank. But this result 
follows only if the customer expressly agrees in writing to 
assume that risk. It is implicit In the last sentence of 
subsection (c) [SUbsection (3)] that a bank that accedes to the 
wishes of its customer in this regard is not acting In bad faith 
by so doing so long as the customer is made aware of the risk. 
In all cases, however, a receiving bank cannot get the benefit of 
subsection (b) [subsection (2)] unless it has made ava11able to 
the customer a security procedure that is commercially reasonable, 
and suitable for use by that customer. In most cases, the mutual 
interest of bank and customer to protect against fraud should 
lead to agreement to a security procedure which is commercially 
reasonable. 

5. The effect of Section 4A-202(b) (section 4-1202(2)] is 
to place the risk of loss on the customer if an unauthorized 
payment order is accepted by the receiving bank after 
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verificatIon by the bant In complIance with a commercIally 
reasonable security procedure. An exceptIon to thIs result is 
provided by Section 4A-203(a)(2) [section 4-1203(1)(b)]. The 
customer may avoid the loss resulting from such a payment order 
If the customer can prove that the fraud was not commItted by III 

person described in that subsection. Breach of a commercially 
reasonable security procedure requires that the person committing 
the fraud have know~edge of how the procedure works and knowledge 
of codes, Identifying devIces, and the lIke. That person may 
also need .access to transmitting facilitIes through an access 
device or other software In order to breach the security 
procedure. This confidential informatIon must be obtaIned eithe,r 
from a source controlled by the customer or from a source 
controlled by the receivIng bank. If the customer can prove that 
the person committIng the fraud did not obtain the confidential 
information from an agent or former agent of the customer or from 
a source controll:ed by the customer, the loss Is shIfted to the 
bank. "Prove" Is deUned in Section 4A-I05(a)(7) [section 
4-1105( 1) (g)]. Because of bank regulation requirements, in this 
kind of case there will always he a criminal investigatIon as 
well as an internal investigation 011' the bank to determine the 
probable explanation for the breach of security. Because a funds 
transfer fraud usually will involve a very large amount of money, 
both the crIminal investigation and the internal Investigation 
are lIkely to ,be thorough. Xn some cases there may be an 
InvestigatIon by bant examiners as well. Frequently, these 
Investigations .. 111 develop evidence of who is at fau'lt and' the 
cause of the loss. The customer will have access to evidence 
developed in these' investigations and that evidence can be used 
by the customer in meeting Its burden of proof. 

6. The effect of Section 4A-202(b) [section 4.-1202(2)] may 
also be changed by an agreement meeting the requIrements of 
Section <l.A-203(a)( 1) [section 4o-1203(1)(a)]. Soma customars may 
ba unwIlling to taka all or part of the risk of loss with respect 
to unauthorizad paymant orders even if all of tha requIrements of 
Section 4A-202(b) [section 40-1202(2)] are met. By vIrtue of 
Saction 4A-203(a)(1) [sectIon ~-1203(1)(a)], a racelving bant may 
assume all of the risk of loss with respect to unauthorizad 
payment orders or the customer and bank may agree that losses 
from unauthorized payment orders are to be divided as provIded in 
the agreement. 

1. In a large majority of cases the sender of a payment 
order is a bank. In many cases In which there is a bank sender, 
both the sender and the raceiving bank will be members of a funds 
transfer system over which the payment order is transmittad. 
Since Section 4A-202(f) [section 4-1202(6)] does not prohibit a 
funds transfer system rula from varying rights and obligations 
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under Section 4A-202 [section 4-1202), a rule of the funds 
transfer system can determine how loss due to an unauthorized 
payment order from a participating bank to another participating 
bank is to be allocated. A funds transfer system rule, however, 
cannot change the rights of a customer that is not a 
participating bank. §4A-501(b) [section 4-1501(2»). Section 
4A-202(f) [section 4-1202(6)] also prevents variation by 
agreement except to the extent stated. 

~~~fund of p~YIDent and duty of CU6tomer to report 
with respect to unauthorized payment order 

ill If a r~g __ Ili!llL~pts a payment order issued in 
.tlllLJ1ID!lJLQ.!~~I.!9..t.llmer as sender that is not authorized and not 
~ff~tive as the order of the customer under section 4-1202 or 
!It!..L-lillforceable in whole or in part. against the customer J!lli!eJ:: 
section 4-1203~~k shall refund any payment of the payment 
QHleLJ~ru~ from the customer to the extent the bank is not 
entitled to enforce payment and shall pay interest on the 
~undable aIDQllnt~culated from the date the bank received 
~yment to the date of the refund. The customer is not entitled 
to interest from the bank on the amount to be refunded if the 
Jmlil;Qmer fails to exercise ordinary care to determine that the 
order was not authorized by the customer and to notify the bank 
of the relevant facts within a reasonable time not exceeding 90 
days after the date the customer received notification from the 
bank that the Qrder was accel?ted or that the customer's account 
was debited with resl?ect to the order. The bank is not entitled 
to any recove~-1he customer on accQunt Qf a failure b~ 
customer to give notification as stated in this section. 

(2) ReasQnable time under subsectiQn H) may be fhed by 
~ment as 1it.ated in section 1-204. subsection (11. but the 
obligation of a receiving bank to refund I?ayment as stated in 
subsection (1) may not otherwise he varied by agreement. 

1991 Uniform Comment 

1. With respect to unauthorized payment orders. in a very 
large percentage of caSes a commercially reasonable security 
procedure will be in effect. Section 4A-204 [section 4-1204) 
applies only to cases in which (i) no commercially reasonable 
security procedure is in effect, (ii) the bank did not comply 
with a commercially reasonable security procedure that was in 
effect. (iii) the sender can prove. pursuant to Section 
4A-203.(a)(2) [section 4-1203(1)(b)]. that the culprit did not 
obtain confidential security information controlled by the 
customer. or (iv) the bank. pursuant to Section 4A-203(a)(1) 
[section 4-1203(1)(a) I agreed to take all or part of the loss 
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r,esulting from an unauthorized payment order. In each of these 
cases the bank takes the risk of loss with respect to an 
un author ized payment order because the bank is not entitled to 
payment from the customer with respect to the order. The bank 
normally debits the customer's account or otherwise receives 
payment from the customer shortly after acceptance of the payment 
order. Subsection (a) of Section 4A-204 [section 4-1204(1)] 
states that the bank must recredit the account or refund payment 
to the extent the bank is not entitled to enforce payment. 

2. Section 4A-204 [sectipn 4-1204) is designed to encourage 
a customer to promptly notify the receiving bank that it has 
accepted an unauthor ized payment order. Since cases of 
unauthorised payment orders will almost always involve fraud, the 
bank's remedy is normally to recover from the beneficiary of the 
unauthorized order if the beneficiary was party to the fraud. 
This remedy may not be worth very much and it may not make any 
difference whether or not the bank promptly learns' about the 
fraud. But in some cases prompt notification may make it easier 
for the bank to recover .some part of its loss from the culprit. 
The customer will routinely be notified of the debit to its 
account with respect to an unauthorized order or will otherwise 
be notified of acceptance of the order. The customer has a duty 
to exercise ordinary care ,to determine that the order was 
unauthorized after it has received notification from the bank. 
and to advise the bank of the relevant facts within a reasonable 
time not exceeding gO days after receipt of notif~cation. 

Reasonable time is not defined and it may depend on the facts of 
the particular case. If a payment order for $1,000,000 i~ wholly 
unauthorized, the customer should normally discover it in far 
less than gO days. If a $1,000,000 payment order was authorized 
but the name of the beneficiary was fraudulently changed, a much 
longer period may be necessary to discover the fraud. But in any 
event •. if the customer delays more than gO days the customer's 
duty has not been met. The only consequence of a failure of the 
customer to perform this duty is a loss of interest on the refund 
payable by the bank. A customer that acts promptly is entitled 
to interest from the time the customer's account was debited or 
the customer otherwise made payment. The rate of interest is 
stated in Section 4A-506 [section 4-1506]. If the customer fails 
to perform the duty, no interest is recoverable for any part of 
the period before the bank learns that it accepted an 
unauthorized order. But the bank is not entitled to any recovery 
from the customer based on negligence for failure to inform the 
bank. Loss of· interest is in the nature of. a penalty on the 
customer designed to provide. an incentive for the customer to 
police its account. There is no intention to impose a duty on 
the customer that might result in shifting loss from the 
unauthorized order to the customer. 
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54-1205. Erroneous payment orders 

(1) If an accepted pa:l!Illent order )!as transmitted pursu;mt 
to a security procedure for the detection of error and the 
pa:l!Illent order erroneously instructed pa:l!Illent to a beneficiary not 
intended by the sender. erroneously instructed pa:l!Illent in an 
amount greater than the amount intended by the sender or was an 
erroneously transmitted duplicate of a pa:l!Illent order previously 
sent by the sender. the following rules apply. 

(a) If the sender proyes that the sender or a person acting 
~lf of the sender pursuant to section 4-1206 complied 
with the security procedure and that the error would have 
been detected if the receiving bank had- also complied. the 
sender is not obliged to pay the order to the extent stated 
in paragraphs (b) and (c). 

(b) If the funds transfer is completed on the basis of a 
payment order that erroneously instructed pa:l!Illent to a 
beneficiary not intended by the sender or that was an 
erroneously transmitted duplicate of a pa:l!Illent order 
previously sent by the sender. the !Sender is not obliged to 
pay the order and the receiving bank is entitled to recover 
from the beneficiary any amount paid to the beneficiary to 
the extent allowed by the law governing mistake and 
restituUon. 

(c) If the funds transfer is completed on the basis of a 
payment order erroneously instructing pa:l!Illent in an amount 
greater thJm......the amount intended by the sender. the sender 
.is not obliged to pay the order to the eatent the amount 
rec~ived by the beneficiary is greater than the amount 
intended by the sender. In that case. the receiving bank is 
entitled to recover from the beneficiary the excess amount 
received to the extent allowed by the law governing mistake 
and restitution. 

(2) If the sender of an erroneous pa:l!Illent order described 
in subsection (1) is not obliged to pay all or part of the order. 
and the sender receives notification from the receiving bank that 
the order was acce~d by the bank or that the sender's account 
was debl ted with r.e.lipect to the order. the sender has a duty to 
exercise ordinary care. on the basis of information available to 
the sender. to discoyer the error with respect to the order and 
to advise the bank of the relevant facts within a reasQna!21j1 
time. nQt exceeding 90 days. after the bank's notit icailiw.-!ti!1i 
received by the sender. If the bank prQves that the~~ 
failed to perform that duty. the sender is liable tQ the baI!L121: 
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the loss the bank proves it incurred as a result Qf the failure, 
but the liability of the sender may not exceed the amount of the 
sender's Qrder. 

(3) Ibis section applies to amendments to payment orders to 
the same extent it applies to payment orders. 

1991 Unifora Comment 

1. This section concerns error in the content or in the 
transmission of peyment orders. It' deals with three kinds of 
error. Case II. The order identifies e beneficiary not intended 
by the sender. For example, Sender intends to wire funds to a 
beneficiary identified only by an account number. The wrong 
account number is stated in the order. Cese 12. The error is in 
the amount of the order. For example, Sender intends to wire 
$1,000 to Beneficiary. Through error, the, payment order 
instructs payment" of $1,000,000. Case 13. A peyment order is 
sent to the receiving bank and then, by misteke, the same payment 
order is sent to the receiving bank again. In Cese 13, the 
receiving benk may have no way of II:nowing whether the second 
order is a duplicate of the first or is another order. 
Similerly, in Case II and Case 8Z, the receiving bank may have no 
wey of knowing that the, errolt" exists. In each case, if this 
section does not apply and the funds trensfer is completed, 
Sender is obliged to pay the order. Section 4A-402 [section 
4-1402J. Sender's remedy. based on payment by mistake, is to 
recover from the beneficiery thet received peyment. 

Sometimes, however, transmission of peyment orders of the 
sender to the receivIng bank is made pursuant to a security 
procedure designed to detect one Olt" more of the errors described 
ebove. Since "security propedure" is defIned by SectIon 4A-ZOl 
[section 4-1201) es "8 procedure established by agreement of 8 

customer and a receivIng bank for the purpose of ~ 6 ~ detecting 
error * * *," Section 4A-Z05 [sectIon 4-1205J does not apply if 
the receiving benk and the customer did not agree to the 
establishment of e procedure· for detecting error. A security 
procedure may be designed to detect an account number that is not 
one to which Sender normally makes payment. In thet cese, the 
security procedure may require, a special verification that 
peyment to the stated account number was intended. In the case 
of doller amounts, the security procedure may require di·fferent 
codes for different dollar amounts.' If a $1,000,000 payment 
order contains a code thet is Inappropriate for that amount, the 
error in amount should be detected. In the case of duplicate 
orders, the security procedure may require that each payment 
Qrder be identified by a number or code that' applies to no other 
Qrder. If the number or code Qf each payment Qrder received is 

Page 31-LR3212(1) 

"----/ 



2 

4 

6 

8 

10 

12 

14 

16 

18 

20 

22 

24 

26 

28 

30 

32 

34 

36 

38 

40 

42 

44 

46 

48 

registered in a computer base, the receiving benk can quickly 
identify e duplicate order. The three cases covered by this 
section are essentially similar. In each, if the error is not 
detected, some beneficiary will receive funds that the 
beneficiary was not intended to receive. If this section 
applies, the risk of loss with respect to the error of the sender 
is shifted to the bank which has the burden of recovering the 
funds from the beneficiary. The risk of low is shifted to the 
bank only if the sender proves that the error would have been 
detected if there had been compliance with the procedure and that 
the sender (or an agent under Section 4A-206 [section 4-1206) 
complied. In the case of a duplicate order or a wrong 
beneficiary, the sender doesn't have to pay the order. In the 
case of an overpayment, the sender does not have to pay the order 
to the extent of the overpayment. If subsection (a)(l) 
[subsection (1)(0) applies, the position of the receiving bank is 
comparable to that of a receiving bank that erroneously executes 
a payment order as noted in Section 4A-303 [section 4-1303). 
However, failure of the se.nder to timely report the error· is 
covered by Section 4A-205(b) [section 4-1205( 2)] rather than by 
Section 4A-304 [section 4-1304) which applills ·only to erroneous 
execution under Section 4A-303 [section 4-1303]. A receiving 
bank to which the risk of loss is shifted by subsection (a)(l) or 
(2) [subsection (l)(a) or (b)] is entitled to recover the amount 
erroneously paid to the beneficiary to the extent allowed by the 
law of mistake and resti tution. Rights of the receiving bank 
against the beneficiary are similar to those of a receiving bank 
that erroneously eKecutes a payment order as stated in Section 
4A-303 [section 4-1303). Those rights are discussed in Comment 2 
to Section 4A-303 [section 4-1303]. 

2. A security procedure established for the purpose of 
detecting error is not effective unless both sender and receiving 
bank comply with the procedure. Thus, the bank undertakes a duty 
of complying with the procedure for the benefit of the sender. 
This duty is recognized in subsection (a)(l) [subsection 
(1) (a»). The loss with respect to the sender's error is shifted 
to the bank if the bank fails to comply with the procedure and 
the sender (or an agent under Section 4A-206 [section 4-1206) 
does comply. Although the customer may have been negligent in 
transmitting the erroneous payment order, the loss is put on the 

. bank on a last-clear-chance theory. A similar analysis applies 
to subsection (b) [subsection (2»). If the loss with respect to 

. an error is shifted to the receiving bank and the sender is 
notified by the bank that the erroneous payment order was 
accepted" the sender has a duty to exercise ordinary care to 
discover the error and notify the bank of the relevant facts 
within a reasonable tillle not exceeding 90 days. If the bank can 
prove that the sellder failed in this duty it is entitled to 
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compensation for the loss incurred as a result of the failure. 
Whether the bank is entitled to recover from the sender depends 
upon whether the failure to give timely notice would have made 
any difference. If the bank could not have recovered from the 
beneficiary that received payment under the erroneous payment 
order even if timely notice had been given, the sender's failure 
to notify did not cause any loss of the bank. 

3. Section 4A-205 [section 4-1205] is subject to variation 
by agreement under Section 4A-501 [section 4-1501]. Thus, if a· 
re~eiving bank and its customer have agreed to a security 
procedure for detection of error, the liability of the receiving 
bank for failing to detect an error of the customer as provided 
in Section <lA-205 [section 4-1205] may be varied as provided in 
an agreement of the bank and the customer. 

54-1206. Transmission of pilJ1IKlnt order through ftwds transfer or 
• other cO!I!!!!UDication uystelll 

(1) If a payment order addrassed to a receiying bank is 
transmitted to a funds transfer system or other 3rd-~arty 

communication system for transmittal to the bank, the system is 
deemed to be an agent of the sender for the ~urpose of 
transmitting the payment order to the bank. If there is a 
discrepancy between the terms of the payment order transmitted to 
the system and the terms of the payment order transmitted by the 
system to the bank, the terms of the payment order of the sender 
are those transmitted by the system. This section does not apply 
to a funds transfer system of the Federal Reserye Banks. 

(2) Ibis section applies to cancellations ·and amendments of 
payment orders to the same extent it applies to payment orders, 

~gg~ Unifor. Comment 

1. A payment order may be issued to a receiving bank 
directly by delivery of a writing or electronic device or by an 
oral or electronic .communication. If an agent of the sender is 
employed to transmit orders on behalf of the sender, the sender 
is bound by the order transmitted by the agent on the basis of 
agency law. Section 4A-206 [secHon 4-1206] is an application of 
that principle to cases in which a funds transfer or 
communication system acts as an intermediary in transmitting the 
sender's order to the receiving bank. The intermediary is deemed 
to be an agent of the sender for the purpose of transmi tting 
payment orders and related messages for the sender. Section 
4A-206 [section 4-1206] deals with error by the intermediary. 
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2. Transmission by an automated clearing house of an 
association of banks other than the Federal Reserve Banks is an 
example of a transaction covered' by Section 4A-206 [section 
4-1206]. Suppose Originator orders Originator's Bank to cause a 
large number of payments to be made to many accounts in banks in 
various parts of the country. These payment orders are 
electronically transmitted to Originator's' Bank and stored in an 
electronic device that' is held by Originator's Bank. Or. 
transmission of the various payment orders is made by delivery to 
Originator's Bank of an electronic device containing the 
instruction to the bank. In either case the terms of the various 
payment' orders by Originator are determined by the information 
contained in the electronic device. In order to execute the 
various orders. the information in the electronic device must be 
processed. For example, if some of. the orders are for payments 
to accounts in Bank K and some to accounts in Bank Y. 
Originator's Bank will execute these orders of Originator by 
issuing a series of payment orders to Bank K covering all 
payments to accounts in that bank. and by issuing a series of 
payment orders to Bank Y covering all payments to accounts in 
that bank. The orders to Bank K may be transmitted together by 
means of an electronic device. and those to Bank Y may be 
included in another electronic device. Typically. this 
processing is done by an automated clearing house acting for a 
group of banks including Originator's Bank. The automated 
clearing house is a fUllds transfer system. Section 4A-l05(a)(5) 
[section 4-1105(l)(e)). Originator's Bank dellvers Originator's 
electr,onic device or transmits the information contained in the 
device to the funds transfer system for processing into payment 
orders of Originator's Bant to the appropriate beneficiary's 
banks. The processing may result in an erroneous payment order. 
Originator's Bank, by use of Originator's electronic device, may 
have given information to the funds transfer system instructing 
payment of $100,000 to an account in Bank K, but because of human 
error or an equipment malfunction' the processing may have 
converted that instruction into an instruction to Bank K to make 
a paymen't of $1,000,000. Under Section 4A-206 [section 4-1206), 
Originator's Bank issued a payment order for $1,000.000 to Bank K 
when the erroneous information was sent to Bant K. Originator's 
Bank is responsible for the error of the automated clearing 
house. The liability of the funds transfer system that made the 
error is not governed by Article 4A [Article 4-A). It is left to 
the law of contract, a funds transfer system rule, or other 
applicable law. 

In the hypothetical case just discussed, if the automated 
clearing house is operated by a Federal Reserve Bank. the 
analysis is different. Section 4A:"206 [section 4-1206] does, not 
apply. Originator's Bank will execute Originator's payment 
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orders by delivery or transmission of the electronic information 
to the Federal Reserve Bant for processing. The result is that 
Originator's Bank has issued payment orders to the Federal 
Reserve Bant which, in this case, is acting as an intermediary 
bank. When the Federal Reserve Bant has processed the 
information given to it by Originator's Bank it w111 iSSUB 
payment orders to the various beneficiary's bants. If the 
processing results in an erroneous payment order, the Federal 
Reserve Bant has erroneously executed the payment ,order of 
Originator's Bank and the caSe Is governed by Section 4A-303 
[section 4-1303J. 

54-1207. HlsdescriptioD of beneficia~ 

(1) Subject to subsection (2). if. in a payment order 
receiyed by the beneficiary's bank. the name. bank account number 
or other identification of the beneficiary refers to a 
nonedstent or unidentifiable person or account. no person has 
rights as a beneficiary of the order and acceptance of the order 
can not Qccur. 

(2) If a payment order received by the beneficiary's bank 
identifies the beneficiary both by name and br an identifrinll or 
bank account number and the nBme and number identify different 
persons. the. following rules a~ 

(a) Except as otherwise provided in subsection (3). if the 
beneficiary's bank doeB not know that the name and number 
refer to different persons. it may rely on the number as the 
proper identification of the beneficiary of the order. The 
bene'ficiary's bank need not determine whether the name and 
number refer to the Bame person. 

(b) If the beneficiary's bank pays the person identified by 
name or knows that the name and number identify different 
persons. no person bas rights as beneficiary except the 
parson paid by the beneficiary« s bank if that person was 
entitled to receive payment from the originator of the funds 
transfer. If no person has rights as beneficiary. 
acceptance of the order can not occur. 

(3) If 'a payment order described in subsection (2) is 
accepted. the originator's payment order described the, 
beneficiary 
beneficiarr' s 
I1ermitted br 
<!~ 

inconsistently by name and number and the 
bank pays the person identified by number as 

Gubsection /21. paragraph (al. the following [ulea 
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~ILJ;lljL_QLi.gi1lator is a bank. the originator..iJL...QJtli.9.e..d 
to pay its order. 

(b) If the originator is not a bank and proyes that the 
person 1gentified by ,number was not entitled to receive 
~~he originator. the originator is not obliged 
to pay Hs order unless the originator's bank proyes that 
tIle origitlator. before acceptance of the origipator's order, 
had notice that payment of a payment order issued by the, 
QLi.ginator might be made by the beneficiary's bank on the 
llilils of an identifying or bank account number eyen if it 
lile.lltin.e..r;-'Lperson different from the named beneficiary. 
Proof of notice may be made by any admissible eyidence, The 
originator's bank satisfies the burden of proof if it proyes 
~lliL2.Li.gi lIator. before the payment order was accepted. 
signed a writing stating the information to which the notice 
Hl.at.!1.s....--

(4) In a case governed by SUbsection (21. paragraph (a I. if 
the beneficiary's bank rightfully pays the person identified by 
!l.l!I!lh.e.L.Jl.ruLthat peu;~s not entitled to receive payment from 
the originator. 'the amount paid may be recoyered from that person 
to the extent allowed by the law goyerning mistake and 
restitution as follows. 

(a) If tllJL.QrJ.ginato[ is obliged to pay its payment order 
~ated in subsection (3). the originator has the right to 
recover. 

(b) If th~ginator is not a bank and is not obliged to 
~s payment order. the originator's bank has the right 
to recover I 

1991 Uniform Comment 

1. Subsection (a) [subsection (1») deals with the problem 
of payment orders issued to the beneficiary's bank for payment to 
nonexistent or unidentifiable persons or accounts. Since it is 
not possible in that case for' the funds transfer to be completed, 
subsection (a) [subsection (1») states that the order cannot be 
accepted. Under Section 4A-402 (c) [section 4-1402 (3) ), a sender 
of a payment order is not obliged to pay its order unless the 
beneficiary's bank accepts a payment order instructing payment to 
the beneficiary of that sender's order. Thus, if the beneficiary 
of a funds tiansfer is nonexistent or unidentifiable, each sender 
in the funds transfer that has paid its payment order is entitled 
to get its money b&ck. 
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2. Subsection (b) [subsection (2»), which takes precedence 
over subsection (a) [subsection (1»). deals with the problem of 
payment orders in which the description of the beneficiary does 
not allow identification of the beneficiary because the 
beneficiary is described by name and by an identifying number or 
an account number and the name and number refer to different 
persons. A very large percentage of payment orders issued to the 
beneficiary's bank by anoth6lr bank are processed by automated 
means using machines capable of reading orders on standard 
formats that identify the beneficiary by an identifying number or 
the number of a bank account. The processing of the order by the 
beneficiary's bank and the crediting of the beneficiary's account 
are done by use of the identifying or bank account number without 
human reading of the payment order itself. The process is 
comparable to that used in automated payment of checks. The 
standard format, ho .. ever, may also allo .. the inclusion of the 
name of the beneficiary and other information which can be useful 
to the beneficiary's bank and the beneficiary but which plays no 
part in the process of payment. If the beneficiary's bank has 

'both the account number and name of the beneficiary supplied by 
the originator of the funds transfer, it is possible for the 
beneficiary's bank to determine whether the name and number refer 
to the same person, but if a duty to make that determination is 
imposed on the beneficiary's bank the benefits of automated 
payment are lost. ~Ianual handling of payment orders is both 
expensive and subject to human error. If payment orders can be 
handled on an automated basis there are substantial economies of 
operation and the possibility of clerical error is reduced. 
Subsection (b) [subsection (2») allows banks to utilize automated 
processing by allowing bants to act on the basis of the number 
without regard to the name if the bank does not know that the 
name and number refer to different persons. ..Kno .... is defined in 
Section 1-201(25) to mean actual knowledge, and Section 1-201(27) 
states rules for determining when an organization has knowledge 
of information received by the organization. The time of payment 
is ,the pertinent time at which knowledge or lack of knowledge 
must be determined. 

Although the clear trend is for beneficiary's banks to 
process payment orders by automated means, Section 4A-207 
[section 4-1207) is not limited to cases in which processing is 
done by automated means. A bank that processes by semi-automated 
means or even manually may rely on number as stated in Section 
4A-207 [section 4-1207). 

In cases covered by SUbsection (b) [SUbsection (2») the 
erroneous identification would in virtually all cases be the 
identifying or bank account number. In the typical case the 
error is made by the originator oC the funds transfer, The 
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originator should know the name of the person who is to receive 
payment and can further identify that person by an address that 
would normally be known to the originator. It is not unlikely, 
however, that the originator may not be sure whether the 
identifying or account number refers to the person the originator 
intends to pay. Subsection (b) (1) [subsection (2)(a)] deals with 
the typical case in which the beneficiary's bank pays on the 
basis of the account number and is not aware at the time of 
payment that the named beneficiary is not the holder of the 
account which was paid. In some cases the false number will be 
the result of error by the originator. In other cases fraud is 
involved. For example, Doe is the holder of shares in Mutual 
Fund. Thief, impersonating Doe, requests redemption of the 
shares and directs Mutual Fund to wire the redemption proceeds to 
Doe's account 112345 in Beneficiary's Bank. Mutual Fund 
originates a funds transfer by issuing a 'payment order to 
Originator's Bank to make the payment to Doe's account 112345 in 
Beneficiary's Bank. Originator's Bank executes the order by 
issuing a conforming payment order to Beneficiary's Bank which 
makes payment to account 112345. That account is the account of 
Roe rather than Doe. Roe might be a person acting in concert 
with Thief or Roe might be an innocent third party. Assume that 
Roe is a gem merchant that agreed to sell gems to Thief whn 
agreed to wire the purchase price to Roe' s account in 
Beneficiary's Bank. Roe believed that the credit to Roe's 
account was a transfer of funds from Thief and released the gems 
to Thief in good faith in reliance on the payment. The case law 
is unclear on the responsibility of a beneficiary's bank in 
carrying out a payment order in Which the identification of the 
beneficiary by name and number is conflicting, ~ Securities 
E!.!n.d-fiervices. Inc. y. American National Bank, 542 F.Supp. 323 
(N.D. Ill. 1982) and Bradford Trust Co. v. Texas American Bank, 
790 r. 2d 407 (5th Cir .1986). Section 4A-207 [section 4-1207] 
resolves the issue. 

If Beneficiary's Bank did not know about the conflict 
between the name and . number, subsection· (b)( 1) [subsection 
(2)(a)] applies. Beneficiary's Bank has no duty to determine 
whether there is a conflict and it may rely on the number as the 
proper identification of the beneficiary of the order. When it 
accepts the order, it is entitled to payment from Originator's 
Bank. Section 4A-402(b) [section 4-1402]. On the other hand, if 
Beneficiary's Bank knew about the conflict between the name and 
number and nevElrtheless paid Roe, SUbsection (b) (2) [subsection 
(2)(b») applies. Under that provision, acceptance of the payment 
order qf Originator' s Bank did not occur because there is no 
beneficiary of that order. Since acceptance did not occur 
Originator's Bank is not obliged to pay Beneficiary's Bank. 
Section 4A-402(b) [section 4-1402(2) I. Similarly, Hutual Fund is 
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excused .from its obligation to pay Originator's Bank. Section 
4A-402(c) [section 4-1402(3)]. Thus, Beneficiary's Bank tates 
the loss. Its only cause of action is against Thief. Roe is not 
obliged to return the payment to the beneficiary's bank because 
Roe received the payment in good faith and for value. Article 4A 
[Article 4-A] makes irrelevant the issue of whether Mutual Fund 
was or was not negligent in issuing its payment order. 

3. Normally, subsection (b) (1) [subsection (2)(a)] will 
apply to the hypothetical case discussed in Comment 2., 
Beneficiary's Bank will, pay on the basis of the number without 
knowledge of the confli,ct. In that case sUbs'ection (c) 
[subsection (3)] places the loss on either Mutual Fund or 
Originator's Bank. It is not unfair to assign the loss to Mutual 
Fund because it is the person who dealt with the imposter and it 
supplied the wrong account number. Xt could have avoided the 
loss if it had not used an account number that 'it was not sure 
was that of Doe. Mutual Fund, however, may not have been aware 
of the risk involved in giving both name and number. Subsection. 
(c) [subsection (3)] is designed to protect the originator, 
Mutual Fund, in this case. Under that subsection, the'originator 
is responsible for the 'inconsistent description of the 
beneficiary if it had notice that the order might be paid by the 
beneficiary's bank on the basis of the number. If the originator 
is a bank, the originator always has that responsibility, The 
rationale is that any bank should, know how payment orders are 
processed and paid. If the originator is not a bank, the 
originator's bank must prove that its customer, the originator, 
had notice. Notice can be proved by any admissible evidence, but 
the bank can always prove notice by providing the customer with a 
written statement of the required information and Obtaining the 
customer's signature to the statement. That statement will then 
apply to Bny payment order accepted by the bank thereafter. The 

'information'need not be supplied more than onCe. 

In the hypothetical case if Originator's Bank made the 
disclosure stated in the last sentence of subsection (c)(2) 
[subsection (3)(b)], Mutual Fund must pay Originator's Bank. 
Under subsection (d)(l) , [subsection (4)(a)], Mutual Fund has an 
action to recover from Roe if recovery from Roe is permitted by 
the law governing mistake and .. estitution. Under the assumed 
facts Roe should be entitled to keep the money as e person who 
took it in good faith and for value since it was taken as payment 
for the gems. In that case, Mutual Fund's only remedy is against 
Thief. If Roe was not acting in good faith, Roe has to return 
the money to Mutual Fund. If Originator's Bank does not prove 
that Mutual Fund had notice as stated in subsection (c)(2) 
[SUbsection (3)(b)] , Hutual Fund is not required to pay 
Originator's Bank. Thus, the risk of loss falls on Originator's 
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Bank whose remedy is against Roe or Thief as stated above. 
SubsectIon (d)(2) [subsection (4)(b)). 

S4-1~~L--Hi6~~tion of intermediary bank or benefici~ 
!.link 

ill-.Th.li....-.lillhsection applies to a payment order identifyilllJ 
~il--in~ry~~ak or the beneficiary's bank only by an 
iglillillylng n ulUbe r '. 

i",~e receiving bank may rely on the number as the proper 
~ntif~tion of the intermediary or beneficiary's bank and 
~..lli!L.9M~.r::mi= . ..l!lll:.ther the number identifies a banle. 

l~~~~~iged to compensate the receiving banle 
for any loss_and eXBenses incurred by the receiving banle as 
<L~ii!!l.t_Qi_.HlLJJli~nce on the number in executing 0.[ 

J.lJ;t=J:tl;in.9..-!;2-~=!!te the order. 

~hilL.1illbsec!;lon applies to a payment order identifying 
M._inJ;.!ill~iaI:l'----b.1!nlL..QLJ;he beneficiary's bank botlL.!!Y. nrune and 
j!n identifyimLlll!!!lber if the name and number identify gifferent 
persons. 

(a) If the sender is a bank. the receiving bank may rely on 
1hlL1!umber as the proper identification of the intermediary 
or beneficiary's bank if the receiving banle. when it 
executes t~ender's order. does not know that the name and 
number identify different persons. The receiving bank need 
not determine whether the name and number refer to the same 
person or whether the number refers to a bank. The sender 
i~ged to com~sate the receiving bank for any loss and 
eJ!~~urred by the receiving bank as a result of its 
reliance on the number in executing or attempting to execute 
the order, 

(b) -If the sender is not a banle and the receiving bank 
proves that the sender. before the payment order was 
accepted, had notice that the receiving banle might rely on 
the nwnber as the proper identification of the intermediary 
~~l~~nk even if it identifies a person 
J.U .. UJ1.llnt from the banle identified by name. the rightJL5!lli! 
QhligJ.lJ;.!Qns of the sender ang the receiving bank are 
governed by paragraph (a). as though the sender we~ 
!lirnk.~n'-QL~L-.!>.J!!..k!L...n:lay be made by any admi w!il.e 
llij;}~n!;~.~JhJLBCeiving banle satisfies the burden of pLQ.Qj' 
i!---1LfU-Oveli_tl!~the sender. before the payment order wali 
.QJ;J;~tJlJ!L_§lgn~a wrlJ:.i..ng stating the information to which 
];h~ .nQ];!.!; §.-1' §1 MJ<lL. 
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(c) Regardless of whether the sender is a bank. the 
receiving bank may rely on the nrune as the proper 
identification of the intermediary or beneficiary's bank if 
the recejving bank. at the time it executes the sender's 
order. does not know that the name and number identify 
different persons. The receiVing bank need not determine 
whether the name and number refer to the same person. 

(d) If the receiving banle knows that the name and number 
identify different persons. reliance on either the name or 
the number in executing the sender's payment order is a 
breach of the Obligation stated in section 4-1302. 
subsection (1). paragraph la). 

1991 Uniform Comment 

1. This section addresses an issue similar to that· 
addressed by Section 4A-207 [section 4-1207 j. Because of 
automation in the processing of payment orders, a payment order 
may identify the beneficiary's bank or an intermediary bank by an 
identifying number. The banle identified by number might or might 
not also be identified by name. The following two cases 
illustrate Section 4A-208(a) and (b) [section 4-1208(1) and (2»)1 

Case 11. Originator's payment order to Originator's Bank 
identifies the beneficiary's banle as Ban Ie A and instructs payment 
to Account 112345 in that bank. Orig~nator's Bank executes 
Or iginator' s order by issuing a payment order to Intermediary 
Bant. In the payment order of Originator's Bank the 
beneficiary's bank is identified as Banle A but is also identified 
by number, 867890. The identifying number refers to Bant B 
rather than Bant A. If processing by Intermediary Bant of the 
payment order of Originator's Bant is' done by automated means, 
Intermediary Bant, in executing the order, will rely on the 
identifying number and will 1ssue a payment order to Bant B 
rather than Bant A. If there is an Account I 12345 in Bank B, 
the payment order of Intermediary Bank would normally be accepted 
and payment would be made to a person not intended by 
Originator. In this case, Section 4A-208(b)(1) [section 
4-l208(2)(a») puts the rist of loss on Originator's Bank. 
Intermediary Bank may rely on the number '67890 as the proper 
identification of the beneficiary's bank. Intermediary Banle has 
properly execut'ed the payment order of Originator's Bank. By 
using the wrong number to describe the beneficiary's bank, 
Originator's Banle has improperly executed Originator's payment 
order because the payment order of Originator's Bank provides for 
payment to the wrong beneficiary. the holder of Account 112345 in 
Bank B rather than the holder of Account I 12345 in Bank A. 
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Section 4A-302(a)(2) [section 4-1302(1)(b)] and Section 4A-303(c) 
[section 4-1303(3)]. Originator's Bank is not entitled to 
payment from Originator but is required to pay Intermediary 
Bank. Section 4A-303(c) [section 4-1303(3)] and Section 
4A-402(c) [section 4-1402(3)]. Intermediary' Bank is also 
entitled to compensation for any loss and expenses resulting from 
the error by Originator's Bank. 

If there is no Account • '12345 in Bank B. the result is that 
there is no beneficiary of the payment order issued by 
Originator's Bank and the funds transfer .. ill not be completed. 
Originator's Bank is not entitled to payment from Originator and 
Intermediary Bank is not entitled to payment from Originator's 
Bank. Section 4A-402(c) [section 4-1402(3)]. Since Originator's 
Bank improperly executed Originator's payment order it may be 
liable for damages under Section 4A-305 [section 4-1305]. As 
stated above. Intermediary Bank is entitled to compensation for 
loss and expenses resulting from the error by Originator's Bank. 

Case 12. Suppose the same payment order by Originator to 
Originator's Bank as in Case' 1. In executing the payment order 
Originator's Bank issues a payment order to Intermediary Bank in 
which the beneficiary's bank is identified only by number. 
167090, That number does not refer to Bank A. Rather. it 
identifies a person that is not a bank. If Processing by 
Intermediary Bank of the payment order of Originator's Bank is 
done by automated means. Intermediary Bank .. ill rely on the 
number 867090 to identify the beneficiary's bank. Intermediary 
Bank has no duty to determine whether the number identi fies a 
bank. The funds transfer cannot be" completed in this case 
because no bank is identified as the beneficiary's bank. 
Subsection (a) (subsection (1)] puts the risk of loss on 
Originator's Bank. Originator's Bank is not entitled to payment 
from Originator. Section 4A-402(c) (section 4-1402(3)]. 
Originator's Bank has improperly executed Originator's payment 
order and may be liable for damages under Section 4A-305 (section 
4-1305]. Originator's Bank is obliged to compensate Intermediary 
Bank for loss and expenses resulting from the error by 
Originator's Bank. 

Subsection (a) [subsection (1)] also applies if 167090 
identifies a bank, but the bank is not Bank A. Intermediary Bank 
may rely on the number as the proper identification of the 
beneficiary's bank. If the bank to which Intermediary Bank sends 
its payment order accepts the order. Intermediary Bank is 
entitled to payment from Originator's Bank. but Originator's Bank 
is not entitled to payment from Originator. The analysis is 
similar to that in Case 1 1. 
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2. Subsection (b)(2) (subsection (2)(b)] of Section 4A-200 
[section 4-1208] addresses cases in .. hich an erroneous 
identification, of a beneficiary's bank or intermediary benk by 
name and number is made in a payment' order of a sender that is 
not a bank. Suppose Originator issues a payment order to 
Originator's B~k that instructs that bank to use an intermediary 
bank' identified' as Bank A and by an identifying number. 167890. 
The identifying number refers to Bank B. Originator intended to 
identify Bank A as intermediary bank. If Originator's Bank 
relied on the number and issued a payment order to Bank B the 
rights of Originator's Bank depend upon .. hether the proof of 
notice stated in subsection (b)(2) [subsection (2)(b)] is made by 
Originator's Bank. If proof is made. Originator's Bank's rights 
are governed by subsection (b) (1) [subsection (2)(a)] of Section 
4A-200 [section 4-1200]. Odginator's Bank is not liable fOr 
breach of Section 4A-302(a)(1) [section 4-1302(1)(a)] and is 
entitled to compensation from Originator for any loss and 
expenses resulting from, Originator's error. If notice is not 
proved. Originator's Bank may not rely on the number in executing 
Originator's payment order. Since OrigInator's Bank does not get 
the benefit of subsection '(b)(l) [subsection (2)(a)) in that 
case. Originator's Bank improperly ellecuted Originator's payment 
order and is in breach of the obligation stated in Section 
4A-302(a)(1) [section 4-1302(1)(a)]. If notice is not given. 
Originator's Bank can rely on the name if it is not a .. are of the 
conflict in name and number, Subsection (b)(3) [subsection 
(2)(c)). 

3. Although the principal purpose of Section 4A-200 
(sectiont-1200] As to accommodate automated processing of 
payment orders. Section 4A-200 [section 4-1200] applies 
regardless of whether processIng is done by sutomstion. 
semi-automated means or manually. 

S4-1~Qgn Acceptance of 9~nt or4er 

(1) Subject to SUbsection (4), a receiving bank other than 
the beneficiary's bank accepts a payment order when it executes 
the order. 

(2) Subject to subsections (3) and (4). a beneficiary's 
bank accepts a payment order at the earliest of the following 
~ 

(a) When the bank pays the beneficiary as stated in section 
4-1405, subsection (1) or (2). or notifies the beneficiary 
of receipt of the order or that the account of the 
beneficiary has been credited with respect to the order 
unless the notice' indicates that the bank is rejecting the 
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llllIer or that fund~b __ llJH?ect to tbe order may not be 
!!i..thlU:.ID!.J!......Qr used until receipt of payment from the sender 
of the order: 

(b) Whe!LJJJe bank recehes payment of the entire amount of 
the sender' s ord~J}.I!rsuant to section 4-1403. subsection 
11>' paragraph (a) or (b): or 

~h~pening of the next funds transfer business day of 
th~ following the payment date of the order if at that 
time. the amount of the sender's order is fully covered by a 
Hi~~able credit balance in an authorized account of the 
~nder or the bank has otherwise received full payment from 
t~mleL.-~S the order was rejected before that time 
or is rej.It.Q.Utd within one hour after that time pr one hour 
ll:!&L-thlL..Qpening of the next business day of the sender 
tQ..U..mtin.g_~yment date if that time is later. -If notice 
of rejection is received by the sender after the payment 
Q2~lllLJU~horized account of the sender does not bear 
~t. the bank.....l~ed to pay interest to the sender 
Q!LJJJILiIDlQlill!;.....Qf the order for the number of days elaJ}liing 
i:lfter the ~yment date to the day the sende~ receiyeS notice 
~ns that the order Has not accepted. counting thi:lt day 
~~~ay. If the withdrawable credit bi:llance 
~Yr~hat period falls below the amount of the order. the 
amount of interest pi:lyable is reduced i:lccordingly. 

(3) Acceptance of a payment order can not occur before the 
l1J,:"~lU is recernd by the receiying bank. Acceptance does not 
'occur 'under subsection (2). paragraph (bl or (cl if thJl 
beneficiary of the "ayment order does not haye an account with 
the receiyi..D9..-b..ank. the account has been closed or the receiving 
bank is not permitted by law to receive credits for the 
beneficiary's account. 

(4) A payment order issued to the originator's bank can not 
be accepted until the payment date if the bank is the 
beneficiary's bank or the execution date if the bank is nQt the 
beneficiary's ban~f the originator's bank executes the 
originat~payment order before the execution date or pa~ 
beneficiary of th~.....2LigJnator's payment order before the payment 
date and thlL....payment ordet is subsequently canceled pursuant to 
]lection 4-1~li~_..liI!b..Jl..eJ;tion (2). the bank may recover fr_Q!JL_t.lll1 
Relll1ficiary any-p2Yll~ received to the extent allowed by the law 
gQYI1£ruLns-mi~tak~_QDd restitut~ 

1991 Uniform Comment 
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1. This section treats the sender's payment order as a 
request by the sender to the receiving bank to e:a:ecute or pay the 
order and that request can, be accepted or rejected by the 
receiving bank. Section 4A-209 [section 4-1209) defines when 
acceptance occurs, Section 4A-210 [section 4-1210) covers 
rejection. Acceptance of the payment order imposes an obligation 
on the receiving bank to the sender if the receiving benk is not 
the beneficiary's bank. or to the beneficiary if the receiving 
bank is the beneficiary's bank, These obligations are stated in 
Section 4A-302 [section 4-1302) and Section 4A-404 [section 
4-1404). 

2. Acceptence by a receiving bank other than the 
beneficiary's bank is defined in Section 4A-209(a) [section 
4-1209( 1)). Thet subsection states the only way that a bank 
other than the beneficiary'S bank cen accept a payment order. A 
peyment order to a bank other than the benefi~iarY'B bank is. in 
effect. a request that the receiving bank e:a:ecute the sender's 
order by issuing a payment order to the beneficiary'S benk or to 
an intermediary bank. Normally. acceptance occurs at the time of 
e:a:ecution. but there is an exception stated in subsection (d) 
[subsection (4)) and discussed in Conunent 9. E:a:ecution occurs 
when the receiving bank "issues a payment order intended to carry 
out" the sender's ordir. Section 4A-301(a) [section 4-1301(1)). 
In some cases the payment order issued by the receiving bank mey 
not conform to the sender' Border, For example. the receiving 
bank might meke a misteke in the amount of its order. or the 
order might be issued to the wrong beneficiary's bank or for the
benefit of the wrong beneficiary. In a1l of these cases there is 
acceptance of the sender's order by the bank whim the receiving 
bank issues its order intended to carry out the sender's order. 
even though the benk' s payment order does not in fact carry out 
the instruction of the sender. Improper e:a:ecution of the 
sender's order may lead to 1iability to the sender for dameges or 
it may meen that the sender is not obliged to pay its peyment 
order. These matters are covered in Section 4A-303 [section 
4-1303). Section 4A-305 [section 4-1305). and Section 4A-402 
[section 4-1402). -

3. A receiving bank haB no duty to accept a payment order 
unless the bank makes an agreement. either before or after 
issuance of the payment order. to accept it. or ecceptance is 
required by a funds transfer system rule. If the bank makes such 
an agreement it incurs a contractual obligetion based' on the 
agreement and may be held lieble for breach of contract if a 
failure to execute violates the agreement. In many cases a bank 
wiLl enter into an agreement with its customer to govern the 
rights and obligations of the parties with respect to peyment 
orders issued to the bank by the customer or. in cases in which 
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the sender is also a banlt, there may be a funds transfer system 
rule that governs the obligations of a receiving banlt with 
respect to payment orders transmitted over the system. Such 
agreements or rules can specify the circumstances under which a 
receiving banlt is obliged to execute a payment order and can 
define the extent of liability of the receiving bank for breach 
of the agreement or rule. Section 4A-305(d) [section 4-1305(4») 
states the liability for breacb of an agreement to execute a 

payment order. 

4. In the case of a payment order issued to the 
beneficiary's bank, acceptance 'is defined in Section 4A-209(b) 
[section 4-1209( 2)]. The function of a beneficiary's bank that 
receives a payment order is different from 'that of a receiving 
bank that receives a payment order for ezecution. In the typical 
case, the beneficiary's bank simply receives payment from the 
sender of the order, credits the account of the beneficiary and 
notifies the beneficiary of the credit. Acceptance by the 
beneficiary's bank does not create any obligation to the sender. 
Acceptance by the beneficiary's banlt means that the bank is 
11 able to the benef iciaiy for the amount of the order. Section 
4A-404(a) [section 4-1404(1)]. There are three ways in which the 
beneficiary's bank can accept a payment order which are described 
in the following conunents. 

5. Under Section 4A-209(b)(1) [section 4-l209(2)(a)], the 
beneficiary's bank can accept a payment order by paying the 
beneficiary. In the normal case of crediting an account of the 
beneficiary, payment occurS when the beneficiary is given notice 
of the right to withdraw the credit, the credit is applied to a 
debt of the beneficiary, or "funds with respect to the oraer" are 
otherwise made available to the beneficiary. Section 4A-405(a) 
[section 4-l405( 1)]. The quoted phrase covers cases in which 
funds are made available to the beneficiary as a result of 
receipt of a payment order for the benefit of the beneficiary but 
the release of funds is not expressed as payment of the order. 
For example, the beneficiary's banlt might express a release of 
funds equal to the amount of the order as a "loan" that will be 
automatically repaid when the beneficiary's banlt receives payment 
by the sender of the order. If the release of funds is 
designated as a loan pursuant to a routine practice of the bank, 
the release is conditional payment of the ol"der r.,ther than a 
loan, particularly if normal incidents of a loan such as the 
'signing of a loan agreement or note and the payment of interest 
are not present. Such a release of funds is payment to the 
beneficiary under Section 4A-405(a) [section 4-1405(1)]. Under 
Section 4A-405(c) [section 4-1405(3)] the bank cannot recover the 
money from the beneficiary if the bank does not receive payment 
~rom the sender of the payment order that it accepted. 
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Exceptions to this rule are stated in §4A-405(d) and (e) [section 
4-1405(4) and (5»). The beneflcial"Y's bank may also accept by 
notifying the beneficiary tbat the order has been received. 
"Notifies" is defined in Section 1-201(26). In some cases a 
-beneficiary's banlt "ill receive a payment order during the day 
but settlement of the sender's obligation to pay the order will 
not occur until the end of the day. If the beneficiary's bank 
wants to defer incurring liability to tbe beneficiary until the 
beneficiary's banlt receives payment, it can do so. The 
beneficiary's banlt incurs no liability to the beneficiary with 
respect to a payment order that it receives until it accepts the 
order. If the banlt does not accept pursuant to subsection (b)(2) 
[subsection (2) (b»), acceptance does not occur until, the end of 
the day when the beneficiary's banlt receives settlement. If the 
sender settles, the payment order will be accepted under 
subsection (b)(2) [subsection (2)(b») and the funds will be 
released to the beneficiary the neEt morning. If the sender 
doesn't settle, no acceptance occurs. In either case the 
beneficiary's bank suffers no loss. 

Ii. In most cases the beneficiary's bank will receive a 
payment order from another banlt. If the sender is a banlt and the 
benefiCiary's banlt receives payment from the sender by formal 
settlement through the Federal Reserve System or a funds transfer 
system (Section 4A-403(a)(1) [section 4-1403(1)(a»)) or, less 
commonly, tbrough credit to an account of the beneficiary's bank 
with the sender or another ban It .( Section 4A-403 (a) (2) [section 
4-1403 (l )(b) J), acceptance by the beneficiary's bank occurs at 
the time payment is made. Section 4A~209(b) (2) [section 
4-l209(2)(b;). A minor eEception to this rule is stated in 
Section 4A-209(c) [section 4-1209(3»). Section 4A-209(b)(2) 
[section 4-1209(2)(bl] results in automatic acceptance of payment 
orders issued to a beneficislrY' s bank by means of Fedwire bec_ause 
the Federal Reserve account of the beneficiary's bank is credited 
and final payment is made to that banlt when the payment order is 
received. 

Subsection (b)( 2) [subsection (2)(b») would also apply to 
cases in .. hich the beneficiary's bank mistakenly pays a person 
who is not the beneficiary of the paymellt order issued to the 
benBficiary's bank. For exemple, suppose the payment order 
provides for immediate payment to Account 112345. The 
beneficiary's bank erroneously credits Account I 12346 and 
notifies the holdel" of that account of the credit. No acceptance 
occurs in this case undel" subsection (b)(l) [subsection (2)(a)] 
because the beneficiary of the order has not been paid Olr 
notified. The holder of Account 812345 is the beneficiary of the 
order issued to the beneficiary's bank. But acceptance will 
normally occur if the beneficiary's bank takes no other action, 
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because the bank will normally receive settlement with respect to 
the payment order. At that time the bank has accepted because 
the sender paid its payment order. The bank is liable to pay the 
holder of Account 112345. The bank has paid the holder of 
Account I 12346 by mistake, and has a right to recover the 
payment if the credit is withdrawn, to the extent provided in the 
law governing mistake and restitution. 

7. Subsection (b)(3) [SUbsection (2)(c» covers cases of 
inaction by the beneficiary's bank. It applies whether or not 
the sender is a bank and covers a case in which the sender and 
the benefici~ry both have accounts with the receiving bank and 
payment wil I Le made by debiting the account of the sender and 
crediting the account of the beneficiary. Subsection (b)(3) 
[subsect,ion (2)(c)] is similar to subsection (b)(2) [SUbsection 
(2)(b)] in that 1t bases acceptance by the beneficiary's bank on 
payment by the sender. Payment by the sender is effected by a 
debi t to the sen'der' s account if the account balance is 
sufficient to cover the amount of the order. On the payment date 
(Section 4A-401 [section 4-1401]) of the order the beneficiary's 
bank will normaily credit the beneficiary's account and notify 
the beneficiary ~f receipt of the order if it is satisfied that 
the sender's account balance covers the order or is willing to 
give credit to the sender. In some cases, however, the bank may 
not be willing to give credit to the sender and it may not be 
possible for the bank to determine until the end of the day on 
the payment date whether there are sufficient good funds in the 
sender's aC,count. There may be various transactions dur ing the 
day involving funds going into and out of the account. Some of 
these transactions may occur late in the day or after the close 
of the banking day. To acconunodate this situation, subsection 
(b)(3) [SUbsection (2)(c)] provides that the status of the 
account is determined at the opening of the nellt funds transfer 
business day of the beneficiary's bank after the payment date of 
the order. If the sender's account balance is sufficient to 
cover the order, the beneficiary's bank has a source of payment 
and the result in almost all cases is that the bank accepts the 
order at that time -if it did not previously accept under 
subsection (b) (1) [subsection (2)(a)]. In rare cases. a bank may 
want to avoid acceptance under subsection (b)(3) [subsection 
(2)(c)] by rejecting the order as discussed in Conunent O. 

O. Section 4A-209 [section 4-1209] 'is based on a general 
principle that a receiving bank is not obliged to accept a 
payment order unless it has agreed or is bound by a funds 
transfer system rule to do so. Thus. provision is made to allow 
the recel vlng bank to prevent acceptance of the order. This 
principle is consistently followed if the receiving bank is not 
the beneficiary's bank. If the receiving bank is not the 
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beneficiary's bank. acceptance is in the control of the receiving 
bank because it occurs only if the order is executed. But in the 
caSe of the beneficiary's bank acceptance can occur by passive 
receipt of payment under subsection (b)( 2) or (3) [subsection 
(2)(b) or (c)]. In the case of a payment made by Fedwire 
acceptance cannot be prevented. In other cases the beneficiary's 
bank can prevent acceptance 'by giving notice of rejection to the 
sender before payment occurs under Section 4A-403(a) (-1) or (2) 
[section 4-1403(1)(a) or (b)]. A minor exception to the ability 
of the beneficiary's bank to reject is stated in Section 
4A-502(c)(3) [section 4-1502(3)(c)]. 

Under subsection (b)(3) [subsection (2)(c» acceptance 
occurs at the opening of the next funds transfer business day of 
the beneficiary's bank following the payment date unless the bank 
rejected the order before that time or it rejects within one hour 
after that time. In some cases the sender and the beneficiary's 
bank may not be in the same time zone or the beginning of the 
business day of the sender and the funds transfer business day of 
the beneficiary's bank may not coincide. For example, the sender 
may be located in California and the beneficiary's bank in New 
York. Since in most cases notice of rejection would be 
conununicated electronically or by telephone, it might not be 
feasible for the bank to give notice before one hour aft!!r the 
opening'of the funds transfer business day in New York because at 
that hour, the sender' B business day may not have started in 
California. For that reason, there are alternative deadlines 
stated in subsection (b) (3) [subsection (2) (c)]. In the case 
stated, the bank acts in time if it gives notice within one hour 
after the opening of the business day of the sender. But if the 
notice of rejection is received by the sender after the payment 
date, the bank is obliged to pay interest to the sender if the 
sender's account does not bear interest. In that case the bank 
had the use of funds, of ,the sender that the sender could 
reasonably assume would be used to pay the beneficiary. The rate 
of interest is stated in Sect!on,4A-506 [section 4-1506]. If the 
sender receives notice on the day after the payment date the 
sender is entitled to one day's interest. If receipt of notice 
is delayed for more than one day, the sender is entitled to 
interest for each additional day of delay. 

9. Subsection (d) [subsection (4)] applies only to a 
payment order. by the originator of a funds transfer to the 
originator's bank and it refers to the following situation. On 
Apr ill. Originator instructs Bank A to make a payment on April 
15 to the account of Beneficiary in Bank B. By mistake, on April 
1. Bank A executes Originator's payment order by issuing a 
payment order to Bank B instructing inunediate payment to 
Beneficiary. Bank B credited Beneficiary's account and 
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inunediately released the funds to Beneficiary. Under subsection 
(d) [subsection (4)) no acceptance by Bank A occurred on April 1 
when Originator's payment order was ellecuted because acceptance 
cannot occur before the .ellecution date which in this case would 
be April 15 Dr shortly before that date. Section 4A-301(b) 
[section 4-1301(2)). Under Section 4A-402(c) [section 
4-1402 (3) ), Originator is not obliged to pay Bank A until the 
or,der is accepted and that can' t occur until the ellecution date. 
But Bank A is required to pay Bank B when Bank B accepted Bank 
A's order on April 1. Unless Originator and Beneficiary are the 
same person, in almost all cases Originator is paying a debt owed 
to Beneficiary and early payment does not injure Originator 
because Originator does not have to pay Bank A until the 
executio~ date. Section 4A-402(c) [section 4-1402(3)). Bank A 
takes the interest loss. But suppose that on April 3, Originator 
concludes that no debt was owed to Beneficiary Dr that the debt 
was less than the amount of the payment order. Under Section 
4A-211(b) [section 4-1211(2)) Originator can cancel its payment 
order if Bank A has not accepted. If early ellecution of 
Originator's payment order is acceptance, Originator can suffer a 
loss because cancellation after acceptance is not possible 
"ithout the consent of Bank A and Bank B. Section 4A-21l(c) 
[section 4-1211(3)). If Originator has to pay Bank A, Originator 
would be required to seek recovery of the money from 
Beneficiary. Subsection (d) [SUbsection (4)) prevents this 
result and puts the risk of loss on Bank A by providing that the 
early execution does not result in acceptance until the ellecution 
date. Since on April 3 Originator's orde r was not yet accepted, 
Originator CiOn cancel it under Section 4A-21l(b) [section 
4-1211(2)). The result is that Bank A is not entitled to payment 
from Originator but is obliged to pay Bank B. Bank A has paid 
Beneficiary by mistake. If Originator's payment order is 
cancelled, Bank A becomes the originator of an erroneous funds 
transfer to Beneficiary. Bank A has the burden of recovering 
payment from Beneficiary on the basis of a payment by mistake. 
If Beneficiary received the money in good faith in payment of a 
debt owed to Beneficiary by Originator, the law of mistake and 
restitution may sllow Beneficiary to keep all or part of the 
money received. If Originator owed money to Beneficiary, Bank A 
has paid Originator's debt and, under the law of restitution, 
which applies pursuant to Section 1-103, Bank A is subrogated to 
Beneficiary'S rights against Originator on the debt. 

If Bank A is the Beneficiary's bank and Bank A credited 
Beneficiary's account and released the funds to Beneficiary on 
April I, the analysis is similar. If Originator's order is 
cancelled, Bank A has paid Beneficiary by mistake. The right of 
Bank A to recover the payment from Beneficiary is similar to Bank 
A's rights in the preceding paragraph. 
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$4-1Z10, Rejection of e~nt order 

(1) A payment order is rejected by the receiving bank by a 
notice of rejection transmitted to the sender orally. 
electronically or in writing. A notice of rejection need not use 
any particular words and is' sufficient if it indicates that the 
receiving bank is rejecting the order or will not execute or pey 
the order. Rejection is effective when the notice is given if 
transmission is by a meMS that is reasonable in the 
circumstances. If notice of rejection is given by a means that 
is not reasonable. rejection is effective when the notice is 
received. If an agreement of the sender and receiving bank 
establishes the means to be used to reject a payment order. any 
means complying with the agreement is reasonable and any means 
not complying is not reasonable unless no significant delay in 
receipt of the notice resultfld from the use of the noncomplying 

I!H!.lm.lL.. 

(2) This subsection applies if a rece1v1ng bank other than 
the beneficiary's bank fails to execute a payment order despite 
the existence on the execution date of a withdrawable credit 
balance in an authorized account of the sender sufficient to 
cover the order. If the sender does not receive' notice of 
rejection of the order on the execution date and the authorised 
account of the sender does 'not bear in'terest. the bank is obliged 
to pay interest to the sender on the amount of the order for the 
number of days elapsing after the execution date to the earlier 
of the day' the order is canceled pursuant to section 4-1211. 
subsection (4) or the day the sender receives notice or learns 
that the order was not executed. counting the final day of the 
periOd as an elapsed daY, If the withdrawable credit balance 
during that period falls below the amount of the order. the 
amount of interest is reduced accordingly. 

(3) If a receiving bank suspends Payments. all unaccepted 
payment orders issued to it lue deemed rej-ected at the time the 
bank suspends payments. 

(4) Acceptance of a payment order precludes a later 
rejectiOn of the order. Rejection of a payment order precludes a 
later acceptance of the order. 

A991 UD!fo~ Comment 

1. With respect to payment orders issued to a receiving 
bank other than the beneficiary's bank, notice of rejection is 
not necessary to prevent acceptance of the order. Acceptance can 
occur only if the receiving bank eKecutes the order. Section 
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4A-209(a) [section 4-1209(1)). But notice of rejection will 
routinely be given by such a bank in cases in which the bank 
cannot or is not willing to execute the order for some reason. 
There are many reasons why a bank doesn't execute an order. The 
payment order Inay not clearly instruct the receiving bank because 
of some ambiguity in the order or an internal inconsistency. In 
some cases, the receiving bank may not,be able to carry out the 
instruction because of equipment failure, credit limitations on 
the receiving bank, or some other factor which makes proper 
ellecution of the order infeasible. In those cases notice of 
rejection is a means of informing the sender of the facts so that 
~ corrected payment order can be transmitted or the sender can 
seek alternate means of completing the funds transfer. The other 
major reason for not executing an order is that the sender's 
account is insufficient to cover the order and the receiving bank 
is not willing to give credit to the sender. If the sender's 
account is sufficient to cover the order and the receiving bank 
chooses not to execute the order, notice of rejaction is 
necessary to prevent liability to pay inte'rest to the sender if 
the case falls within Section 4A-2l0(b) [section 4-1210(2)) which 
is discussed in Co~nent 3. 

2. A payment order to the beneficiary's bank can be 
accepted by inaction of tha bank. Section 4A-209(b) (2) and (3) 
[section 4-l209(2)(b) and (c)). To prevent acceptance under 
those provisions it is necessary for the receiving bank to send 
notice of rejection before acceptance occurs.' Subsection (a) of 
Section 4A-210 [section 4-1210(1)) states the rule that rejection 
is accomplished by giving notice of rajection. This incorporates 
the definitions in Section 1-20~(26). Rejection is effective 
when notice is given if it is given by a means that is reasonable 
in the circumstances. Otherwise. it is effective when the notice 
is received. The question of when rejection is effective is 
important only in the relatively few cases under subsection 
(b)(2) and (3) [subsection (2)(b) and (c)) in which a notice of 
rejection is necessary to prevent acceptance. The question of 
whethar a particular means is reasonable depends on the facts in 
a particular case. In a vary large percentage of cases the 
sender and the receiving bank will be in direct electronic 
contact with each other and in those cases a notice of rejection 
can be transmitted instantaneously. Since time is of the essence 
in a large proportion of funds transfers. some quick means of 
transmission would usually be required, but this is not always 
the case. The parties may specify by agreement the means by 
which communication between the parties is 'to be made. 

3. Subsection (b) [subsection (2)) deals with cases in 
which a sender does not learn until after the execution date that 
the sender' s order has not been executed. It applies only to 
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cases in which the receiving bank was assured of payment because 
the sender's account was sufficient to cover the order, 
Normally, the receiving bank will accept the sender's 'order if it 
is assured of payment, but there may be some cases in which the 
bank chooses to reject. Unless the receiving bank had obligated 
itself by agreement to accept, the failure to accept is not 
wrongful. There is no duty of the receiving bank to accept the 
payment order unless it is obliged to accept by exprass 
agreement. Section 4A-212 [section 4-1212). But even if the 
bank has not acted wrongfully, the receiving bank had the use of 
the sender's money that the sender could reasonably assume was to 
be the source of payment of the funds transfer. Until the sender 
learns that the order was not accepted the sender is denied the 
use of that money. Subsection (b) [subsection (2) I obliges the 
receiving' bank to pay interest to the sender as restitution 
unless the sender receives notice of rejection on the execution 
date. The time of receipt of notice is determined pursuant to 
§1-201( 27). The rate of interest is stated in Section 4A-506 
[section 4-1506). If the sender receives notice on the day after 
the execution date, the sender is entitled to one day's 
interest. If receipt of notice is delayed for more than one day. 
the sender is entitled to interest for each additional day of 
delay. 

4. Subsection (d) [subsection (4)) treats acceptance and 
rejection as mutually exclusive. If a payment order has been 
accepted, rejectio.n of that order becomes impossible. If a 
payment order has been rejected it cannot be accepted later by 
the receiving bank. Once notice of rejection has been given, the 
sender may have acted on the notice by making the payment through 
other channels. If the receiving bank wants to act on a payment 
order that it has rejected it has to obtain the consent of the 
sender. In that case the consent of the sender would amount to 
tha giving of a second payment order that SUbstitutes for the 
rejected first order. If the receiving ,bank suspends payments 
(Section 4-104 (1 )(k)), subsection (c) [subsection (3) I provides 
that unaccepted payment orders are deemed rejected at the time 
suspension of payments occurs. This prevents acceptance by 
passage of time under Section 4A-209(b)(3) [section 4-1209(2)(c)). 

S4-1211. Cancellation and amendment of payment order 

(1) A Communication of 'the sender of a payment order 
cancelling or amending the order may be transmitted to the 
receiving bank orally. electronically or in writing. If a 
security procedure is in effect between the sender and the 
rece1V1ng bank. the COmmunication is not effective to cancel or 
amend the order unless the communication is verified pursu~ 
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the security procedure or the bank agrees to the cancellation or 
amendment. 

(2) Subject to subsection (1), a communication by the 
sender cancelling or amending a payment order is effective to 
cancel or amend the order if notice of the communication is 
received at a time and in a manner affording the receiving bank a 
reasonable opportunity to act on the communication before the 
bank accepts the payment order. 

01 lifter a payment order has been accepted, cancellation 
or amendment of the order is not effective unless the receiving 
bank agrees or a fynds transfer system rule allows cancellation 
or amendment without agreement of the bank. 

tal With respect to a payment order accepted by a receiving 
.b..i.!nk other than the beneficiary's bank, cancellation or 
amendment is not effective unless a conforming cancellation 
or amendment of the payment order issued by the receiving 
bank is also made, 

Ib) With respect to a payment order accepted by the 
l2lme.fici.l!.ry' s bank, cancellation or amendment is not 
~ffective unless the order was issued in execytion of an 
~hQ.d.iied payment order or because of a mistaka by a 
lil!nder in the funds transfer that resulted in the issyance 
aL..a-Lli\1(IIl.Ilnt.~ 

III That is a duplicate af a payment arder previausly 
~sued by the sender! 

(il) That arders payment ta a beneficiary nat entitled 
to receive payment fram the ariginatar! or 

I iii) That arders payment in an amount greater than 
the amoynt the beneficiary was entitled ta receive fram 
the orlg~ 

If the payment arder is canceled or amended. the 
beneficiary's bank is entitled ta recover from the 
beneficiary any amount paid ta the beneficiary ta the extent 
allawed by the law governing mistake and restitytion. 

(4) lin un~~pted payment arder is canceled by aperation of 
law at the close of the 5th funds transfer business day of the. 
.r..e.ceiving bank after the execution date or payment date of the 
m.Jie.L. 
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(5) II canceled payment order can not be accepted. If an 
accepted payment order is canceled. the acceptance is nullified 
and a person does not have any right or abligatiOn based on the 
acceptance. IImendment of a payment order Is deemed ta be 
cancellatian of the original order at the time af amendment and 
issue of a new payment order in the amended form at the same time. 

(6) Unless otherwise provided in an agreement of the 
parties or in a funds transfer system rule. if the receiving bank 
after accepting a payment order agrees ta cancellation or 
amendment of the order by the sender or is baund by a funds 
transfer system rule allowing cancellation or amendment withaut 
the bank's agreement. the sender whether or not cancellation or 
amendment is effective is liable to the bank for any loss and 
expenses including reasonable attorney's fees incurred by the 
bank as a result of the cancellation or amendIDent or attempted 
cancellation or amendment. 

(7) A payment order is Qat revaked by "he death or legal 
incepacity of the sender unless the receiving bank haws af the 
death or af an adjudication of incapacity by a caurt af competent 
jurisdictian and has reasonable appartunity ta act before 
acceptance of the order. 

(8) A funds transfer system rule is nat effective to the 
extent it conn icts with subsection (3). paragraph Ib), 

199X Unlfo~ Comment 

1. This section deals .. ith cancellation and amendment of 
payment orders. It stateD the conditions under which 
cancellation or amendment is ~oth effective and rightful. There 
is ~o concept of wrongful cancellation or amendment of a payment 
order. If the .conditions stated in this section are not met the 
attempted cancellation or amendment is not effective. If the 
stated conditions are met the cancellation or amendment is 
effective and rightful, The sender of a payment order may' want 
to withdraw or change the order because the sender has had a 
change of mind about the' transaction or because the payment order 
was erroneously issued or for any other reason. One common 
situation is that of multIple transmission of the same order.· 
The sender that mistakenly transmits the same order twice wants 
to correct the mistake by cancelling the duplicate order. Or. a 
sender may have intended to order a payment of $1,000,000 but 
mistakenly issued an order to pay $10,000,000. In this caSe the 
sender might try to correct the mistake by cancelling the order 
and issuing another order in the proper amount. Or, the mistake 
could be corrected by" amending the order to change it to the 
proper amount. Whether the error is corrected by amendment or 
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cancellation and reissue the net result is the same. This result 
is stated ,in the last sentenc'e of subsection (e) [subsection (5)). 

2. Subsection (a) [subsection (1)] allows a cancellation or 
amendment of a payment order to be communicated to the receiving 
bank "orally, electronically,' or in writing." The quoted phrase 
is consistent with the language of Section 4A-I03(a) [section 
4-1103(1)] applicable to payment orders. Cancellations and 
amendments are normally subject to verification pursuant to 
secur ity procedures to the same extent as payment orders. 
Subsection (a) [subsection (1)] recognizes this fact by providing 
that in cases in which there is a security procedure in effect 
between the sender and the receiving bank the bank is not bound 
by a communication cancelling or amending an order unless 
verification has been made. This is necessary to protect the 
bank because under subsection (b) [subsection (2)] a cancellation 
~r amendment can be effective by unilateral action of the 
sender. Without verification the bank cannot be sure whether the 
communication was or was not effective to cancel or amend a 
previously verified payment order. 

3. If the receiving bank has not yet accepted the order, 
there is no reason why the sender should not be able to' cancel or 
amend the order unilaterally so long as the requirements of 
subsections (a) and (b) [subsections (1) and (2)] are met. If 
the receiving bank has accepted the order, it is possible to 
cancel or amend- but only if the requirements of subsection (c) 
[subsection (3)] are met. 

First consider the case of a receiving bank other than the 
beneficiary's bank. If the bank has not yet accepted the order, 
the sender can unilaterally cancel or amend. The communication 
amending or cancelling the payment order must be received in time 
to allow the' bank to act on it before the bank issues its payment 
order in execution of the sender' s order. The time that the 
sender's communication is received is governed by Section 4A-I06 
[section 4-1106]. If a payment order does not specify a delayed 
payment date or execution date, the order will normally be 
executed shortly after receipt. Thus, as a practical matter, the 
sender will have very little time in which to instruct 
cancellation or ~nendment before acceptance; In addition, a 
receiving bank will normally have cut-off times for receipt of 
such communications, and the receiving bank, is not obliged to act 
on co~nunications received after the cut-off hour. Cancellation 
by the sender after execution of the order by the receiving bank 
requires the agreement of the bank unles,s a funds transfer rule 
otherwise provides. Subsection (c) [subsection (3)]. Although 

. execution of the sender's order by the receiving bank does not 
itself, impose liability on the recei'ving bank (under Section 
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4A-402 [section 4-1402] no liability is incurred by the receiving 
bank to pay its order until it is accepted). it would commonly be 
the case that acceptance follows shortly after issuance. Thus. 
as a practical matter. a receiving bank that has executed a 
payment order will incur a liability to the next bank in the 
chain before it would be able to act on the cancellation request 
of its customer. It is unreasonable to impose on the receiving 
bank a risk of loss with respect to a cancellation request 
without the consent of the receiving bank. 

The statute does not state how or when the agreement of, the 
receiving bank must be obtained for cancellation after 
execution. The receiving bank's consent could be obtained at the 
time cancellation occurs or it could be based on a preexisting 
agreement. Or, a funds transfer system rule could provide that. 
cancellation can be ,made unilaterally by the sender. By virtue 
of that rule any receiving bank covered by the 'rule is bound. 
Section 4A-501 [section 4-1501]. If the receiving bank has 
already executed the sender's order. the bank would not consent 
to cancellation unless the bank to which the receiving bank has 
issued its payment order corisents to cancellation of that order. 
It makes no sense to allow cancellation of a payment order unless 
all subsequent payment orders in the funds transfer that were 
issued because of the cancelled payment order are also 
cancelled. Under subsection (c)(I) [subsection (3)(a)]. if a 
receiving bank consents to cancellation of the payment order 
after it has executed. the cancellation is not effective unless 
the receiving bank also cancels the payment order issued by the 
bank. 

4. With respect to a payment order issued to the 
beneficiary's bank. acceptance is particularly important because 
it creates' liability to pay the beneficiary. it defines when the 
originator pays its obligation to the beneficiary. and it defines 
when any obligation for which the payment is, made is discharged. 
Since acceptance affects the rights of the originator and the 
beneficiary it is not appropriate to allow the beneficiary's bank 
to agree to- cancellation or amendment except in unusual cases. 
Ekcept as provided in subsection (c)(2) [subsection (3)(b)J. 
cancellation or amendment after acceptance by the beneficiary's 
bank is not possible unless all parties affected by the order 
agree. Under subsection (c)(2) [SUbsection (3)(b)]. cancellation 
or amendment is possible only in the four cases stat,ed. The 
following examples illustrate subsection (c) (2) [subsection 
(3)(b)] : 

Case 11 • 
in the name 
authorized 

Originator's Bank executed a payment order issued 
of its customer as sender. The order was not 

by the customer and was fraudulently issued. 
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Beneficiary's Bank accepted the payment order issued by 
Originator's Bank. Under subsection (c)(2) [subsection (3)(b)) 
Originator's Bank can cancel the order if Beneficiary's Bank 
consents. It doesn't make eny difference' whether the payment 
order that Originator's Bank accepted was or was not enforceable 
against the customer under Section 4A-202(b) [section 
4-1202(2) I. Verification under that provision is important in 
determining whether Originator's Bank or the customer has the 
risk of loss, but it has no relevance under Section 4A-211(c)(2) 
[section 4-121l(3)(b)l. Whether or not verified, the payment 
order was not authorized by the customer. Cancellation of the 
payment order to Beneficiary's Bank causes the acceptance of 
Beneficiary's Bank to be nullified. Subsection (e) [subsection 
(5)). Beneficiary's Bank is entitled to recover payment from the 
beneficiary to the extent allowed by the law of mistake and 
restitutiori. In this kind of case the beneficiary is usually a 
pa,rty to the fraud who has no right to receive or retain payment 
of the order. 

Case 02. Originator owed Beneficiary $1,000,000 and ordered 
Bank A to pay that amount to the account of Beneficiary in Bank 
B. Bank A issued a complying order. to Bank B, but by mistake 
issued a duplicate order as well. Bank B accepted hoth orders. 
Under subsection (c)(2)(i) [subsection (3)(b)(i)1 cancellation 'of 
the duplicate order could be made by Bank A with the consent, of 
Bank B. Beneficiary has no right to receive or retain payment of 
the duplicate payment order if only $1,000,000 was owed by 
Originator to Beneficiary. If Originator owed $2,000,000 to 
Beneficiary, the law of restitution might allow Beneficiary to 
retain the $1,000,000 paid by Bank B on the duplicate order. In 
that case Bank B is entitled to reimbursement from Bank A under 
subsection (f) [subsection (6)). 

Case,D3. Originator owed $1,000,000 to X. Intending to pay 
X, Originator ordered Bank A to pay $1,000,000 to Y's account in 
Bank B, Bank A issued a complying payment order to Bank B which 
Ban'k B accepted by releasing the $1,000,000 to Y. Under 
subsection (c)(2)(1l) [subsection (3)(b)(1l)) Bank A can cancel 
its payment order to Bank B with the consent of Bank B if Y was 
not entitled to receive payment from Originator, Originator can 
also cancel its order to Bank A with Bank A's consent. 
Subsection (c)( 1) [subsection (3)( a)). Bank B may recover the 
$1,000,000 from Y unless the law of mistake and restitution 
allows Y to retain some or all of the amount paid. If no debt 
was owed to Y, Bank B should have a right of recovery. 

Case 84. Originator owed Beneficiary $10,000. By mistake 
Originator ordered Bank A to pay $1.000,000 to the account of 
Beneficiary in Bank B. Bank A issued a complying order to Bank B 
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which accepted by notifying Beneficiary of its right to withdraw 
$1,000,000. Cancellation is permitted in this case under 
subsection (c)(2)(ii!) [subsection (3)(b)(lli)I. If Bank B paid 
Beneficiary it is entitled to recover the payment except to the 
extent the law of mistake and restitution allows Beneficiary to 
retain payment. In this case Beneficiary might be entitled to 
retain $10,000, the amount of thEi debt owed to Beneficiary. If 
Beneficiary may retain $10,000, Bank B would be entitled to 
$10,000 from Bank A pursuent to subsection (f) [subsection (Ii)). 
In this cese Originator elso cencelled its order. Thus Benk A 
would be entitled to $10,000 from Originator pursuent to 
subsection (f) [subsection (6)). 

5. Unless constreined by a funds trensfer system rule, a 
receiving bank may agree to cancellation or amendment of the 
payment order under subsection (c) [subsection (3)) but is not 
required to do so regerdless of the circumstances. If the 
receiving henk has incurred liability as a result of its 
acceptance of the sender's order, there are substantial risks in 
agreeing to cancellation or amendment. This is, particularly true 
for e beneficiary's bank. Cancellation or amendment efter 
acceptance by the beneficiary's bank can be made only in the four 
cases stated and toe beneficiary's bank may not IIave any way of 
knowing whether the requirements of subsection (c) [subsection 
(3)) have been met or whethe~ it ~ill be able to recover payment 
from the beneficiary that received payment. Even with indemnity 
the beneficiary's bank may be reluctant to alienate its customer, 
the beneficiary, by denying the customer the funds. Subsection 
(c) [subsection (3)1 leaves the decision to the beneficiary's, 
bank unless the consent of the beneficiary's bank is not required 
under a funds transfer system rule or other intetbank agreement. 
If a receiving bank agrees to cancellation or amendment under 
subsection (c) (1) or (2) [subsection (3)(a) or (b)). it is 
automatically entitled to indemnification from the sender under 
subsection (f) [subsection «6) J. The indemnification provision 
recognizes that a sender has no right to cancel a payment ordell" 
after it is accepted by the receiving bank. If the receiving 
bank agrees to cancellation, it is doing so as an accommodation 
to the sender and it should not incur a risk of loss in doing so. 

6. Acceptance by the receiving bank of a payment order 
issued by the sender is comparable to acceptance of an offer 
under the law of contracts. Under that law the death or legal 
incapacity of an 'offeroi' terminates the offer even though the 
offeree has no notice of the death or incapacity. Restatement 
Seco~d, Contracts §4B. Comment a. to that section states that 
the "rule seems to be a relic of the obsolete view that a 
contract requires a 'meeting of minds.' and it is out of harmony 
with the modern doctrine that a manifestation of assent is 

Page 59-LR3212(1) 

J 



2 

4 

6 

8 

10 

12 

14 

16 

18 

20 

22 

24 

26 

28 

30 

32 

34 

36 

38 

40 

42 

44 

46 

40 

effective without regard to actual mental assent." Subsection (g) 
[subsection (7»). which reverses the Restatement rule in the case 
of a payment order. is similar to Section 4-405(1) which applies 
to checks. Subsectio~ (g) [subsection (7») does not address the 
effect of the bankruptcy of the sender of a payment .order before 
the order is accepted. but the prin~iple of subsection (g) 
[subsection (7») has been recognized in pank of Marin v. England. 
385 U.S. 99 (1966). Although Bankruptcy Code Section 542(c) may 
not have been drafted wi th wire transfers in mind. its language 
can be read to allow the receiving bank to charge the sender's 
account for the amount of the payment order if the receiving bank 
executed it in ignorance of the bankruptcy. 

7. Subsection (d) [subsection (4») deals with stale payment 
orders. Payment orders normally are executed on the execution 
date or the day after. An order issued to the beneficiary's bank 
is normally accepted on the payment date or the day after. If a 
payment order is not accepted on its execution or payment date or 
shortly thereafter. it is probable that there was some problem 
with the terms of the order or the sender did not have suf(icient 
funds or credit to cover the amount of the order. Delayed 
acceptance of such an order is normally not contemplated. but the 
order may not have been cancelled by the sender. Subsection (d) 
[subsection ·(4)L provides for cancellation by operation of law to 
prevent an unexpected delayed acceptance. 

8. A funds transfer system rule can govern rights and 
obligations between banks that are parties to payment orders 
transmitted over the system even if the rule conflicts with 
Article 4A [Article 4-A). In some cases. however. a rule 
governing a transaction between two banks can affect a third 
party in an unacceptable way. Subsection (h) (subsection (8») 
deals wi th such a case. A funds transfer system rule cannot 
allow cancellation of a payment order accepted by the 
beneficiary's bank 'if the rule conflicts with subsection (c)(2) 
[subsection (3)(b»). Because rights of the beneficiary and the 
originator are directly affected by acceptance. subsection (c)(2) 
[subsection (3)(b») severely limits cancellation. These 
limitations cannot be altered by funds transfer system rule. 

~12. Liabilit~nd duty of receiving bank reg~ 
unacce~ted ~ayment order 

If a receiving bank fails to accept a ~ayment order that it 
is obliged by express agreement to accept. the bank is liable for 
breach of the ag!:.!lement to the extent provided in the ag~ 
QL.jn-.t.hljL.1li~ but does nQt Qtherwise have any duty to accept 
.i!._1La~ __ Q!'Mr_,_QL....~.f2DL,-,!~pJj'!1!ce to take any action,--'2.[ 
llI~_I.!".~2.kj1l9.-..-.Action with respect to the order except as 
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~rovided in this Article or by express agreement. Liability 
based on acceptance arises only'when acceptance Qccurs as stated 
in sectiQn 4-1209 and liability is limited to that prQvided in 
this Article. A receiVing bank Is not the agent of the sender Qr 
beneficiary Qf the payment order it accepts or of any Qther party 
to the funds transfer and the bank owes no duty to any party to 
the funds transfer except as provided in this Article or by 
~press agreement. 

1991 Uniform Comment 

with limited exceptions stated in this Article. the duties 
and obligations of receiving banks that carry out a funds 
transfer arise only as a result of acceptance of payment orders 
or of agreements made by receiving banks. Exceptions are stated 
in Section 4A-209(b)(3) (section 4-l209(2)(c») and Section 
4A-2l0(b) [section· 4-1210(2)). A receiving bank is not like a 
collecting bank under Article ~. No receiving bank, whether it 
be an originator's bank, an intermediary bank or a beneficiary'S 
bank. is an agent for any other party in the funds transfer. 

KXECUTIOlJ OF SKRDER'S PAYMENT ORDER BY 

MECEIVlHG BAHIt 

§4-1301. Execution and executiQn date 

(1) A payment Qrder is "executed" by the receiving bank 
when it issues a payment order intended to carry Qut the payment 
order received by the bank. A payment Qrder received by the 
beneficiary's bank can be accepted but can not be executed. 

(2) "Execution date" Qf a payment order means the day on 
ldlich the receiving bank may properly issue a payment Qrder in 
execution of the sender's order. The execution date may be 
determined by instruction of the sender but can not be earlier 
than the day the order is received and. unless otherwise 
determined. is the day the order is received. If the sender's 
instruction states a payment date. the executiQn date is the 
payment date or an earlier date on which executiQn is reasQnably 
necessary to allow payment tQ the beneficiary on the payment date. 

1991 Uniform Comment 

1. The terms' "executed," "execution" and "execution date" 
are used only with respect to a payment order to a receiving bank 
other than the beneficiary's bank. The beneficiary's bank ca~ 
accept the payment order that it receives. but it does not 
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execute the order. Execution refers to the act of the receiving 
bank in issuing a payment order "intended to carry out" the 
payment order that the bank received. A receiving bank has 
executed an order even if the order issued by the bank does not 
carry out the order received by the bank. For example, the bank 
may have errone'ously issued an order to the wrong beneficiary, or 
In the wrong amount or to the wrong beneficiary's bank. In each 
of ,these cases execution has occurred' but the execution is 
erroneous. Erroneous execution is covered in Section 4A-303 
[section ,4-1303). 

2. "Execution date" refers to the time a payment order 
should be executed rather than the day it is actually elEecuted. 
Normally the sender will not specify an execution date, but most 
payment orders are meant to be executed inunediately. Thus, the 
execution date is normally the day the order is received by the 
receiving bank. It is conunon for the sender to specify a 
"payment date" which is defined in Section 4A-401 [section 
4-1401) as "the day on which the amount of the order is payable 
to the beneficiary by the beneficiilry's bank." Except for 
automated clearing house transfers, if a funds transfer is 
entirely within the United States and the payment is to be 
carried out electronically, the execution d"te is the payment 
date unless the oeder is received after the payment date. If the 
payment is to be carried out through an automated clearing house, 
execution may occur before the payment date. In an AeH transfer 
the beneficiary is usually paid one or two days after issue of 
the originator' s payment order. The execution date is determined 
by the stated payment date and is a day before the payment date 
on which execution is reasonably necessary to allow payment on 
the payment date. A funds transfer system rule could also 
determine the execution date of orders received by the receiving 
bank if both the sender and the receiving bank are participants 
in the funds transfer system. The elEecution date Can be 
determined by the payment order itself or by separate 
instructions of the sender or an agreement of the sender and the 
receiving bank. The second ,sentence of subsection (b) 
[subsection (2) J must be read in the light of Section 4A-I06 
[section 4-1106) which states that if a payment order is received 
after the cut-off time of the receiving bank it may be treated by 
the bank as received at the opening of the next funds transfer 
business day. 

3. Execution on the execution date is timely, but the order 
can be executed before or after the execution date. Section 
4A-209 (d) [section 4-1209 (4) ) and Section 4A-402 (c) [section 
4-l402(3») state the consequences of early execution and Section 
4A-305 (a) [section 4-1305 (I) J states the consequences 0 f late 
execution. 
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54-1302. Obligations of receiving bank in execution of 
1'I!pent order 

(1) Except as proylded in subsections (2l to (4), if the 
receiving bank accepts a payment order pursuant to section 
4-1209; subsection (1). the bank has the following obligations in 
executing the order. 

(a) The receiving bank is obliged to, issue. on the 
execlltion date. 0 payment order complying with the sender' s 
order and to follow the se'nder's instrllctions concerning: 

(i) Any intermediary bonk or fllnds-transfer system to 
be IIsed in carrying out the funds transfer! or 

(ii) Tbe means by which payment orders Bre to be 
transmitted in the (undG transfer. If the originator's 
bank issues a payment order to an intermediary bank. 
the originator's bank is obliged to instruct the 
intermediary bank according to the instruction of the 
originator. An intermediary bank in the funds transfer 
is similarly bound by an instruction given to it by the 
sender of the payment order it accepts. 

(b) If the sender'S instruction states that the funds 
transfer is to be carried out telephonically or bY wire 
transfer or otherwise indicates that the funds transfer is 
to be carried out by the most expeditious means. the 
receiving bank is obliged to transmit its paymept order by 
the most 8!!peditious available means and to instruct any 
intermediary bank accordingly. If a sender's instruction 
states a payment date. the receiving banle is Obliged to 
transmit its payment order ot a time ond by means reasonably 
necessary to 0110w payment to the beneficiary on the payment 
date or as soon thereafter as is feasible. 

U) Unless otherwise instructed. ,a receiving bank executing 
a payment order may! 

(a) USe any funds transfer system if use of that system is 
reasonable in the circumstances! and 

.fb) Issue a pal{lDent order to the beneficiary's bank or to 
an intermediary bank through which a payment order 
conforming to the sender's order can expeditiously be issued 
to the beneficiary's bank if the receiving bank exercises 
ordinary care in the selection of the intermediary bank. A 
receiVing banle is not reguired to follow an instruction of 
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the sender desigD..i!..!:.lng a funds transfer, system used in 
carrying~he funds transfer if the receiving bank. in 
~ith. determines that it is not feasible to follow the 
instruction or that following the instruction unduly delays 
~!.ion of tbe funds transfer. 

131 Unless subsection 0), "aragra"h (bl a",,11es or the 
L!!~~n1LJs otherwise instructed. the bank may executlLj! 
Jll!yment order by trJl.nsmitting its Nyment order by first class 
mail or by aoy re~ble means. If the receiving ba~ 
iIuitructed to execute the sender's order by transmitting its 
Jll!y~t order by a B~~r means. the receiving bank may i~ 
j!.D-B~~~y-th~means stated or by any equivalent means. 

.Ial Th!LJ..l1!;JiUing bank may not obtain payment o~ 
!;hjHJl~~~.li~rvices and expenses in !;onnection with the 
Jil!.Ji!;J,!..\;i~ of the sender's, order by issuing a payment order 
~n amount equal to the amount of the sender's order lesp 
the amount of the charg~ 

~y not inatLuct a subsequent re!;eiving bank to obtain 
payment of its charges in the same manner. 

1991 Uniform Comment 

1. In the absence of agreement, the receiving bank is not 
obliged to execute an order of the sender. Section 4A-2l2 
[section 4-1212). Section 4A-302 [section 4-l302J states the 
manner in which the receiving bank may execute the sender's order 
if execution occurs. Subsection (a)(l) [subsection (l)(a») 
states the residual rule. The payment order issued by the 
receiving bank must comply with the sender's order and, unless 
some other rule is stated in the section, the receiving bank is 
obliged to follow any instruction of the sender concerning which 
funds transfer system is to be used, which intermediary banks are 
to be used, and what means of transmission is to be used. The 
instruction of the sender may be incorporated in the payment 
order itself or may be given separately. For example, there may 
be a master agreement between the sender and receiving bank 
containing instructions governing payment orders to be issued 
from time to time by the sender to the receiving bank. In most 
funds transfers, speed is a paramount consideration. A sender 
that wants assurance that the funds transfer will be 
expeditiously cOlllpleted can 'specify the means to be used. The 
receiving bank can follow the instructions literally or it can 
use an equivalent means. For example, if the sender instructs 
the t"eceiving bank to transmit by telex, the receiving bank could 
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use telephone instead. Subsection (c) [SUbsection (3)]. ,In most 
cases the sender will not specify a particular means but will use 
a general term such as "by wire tl or "wire transfer" or u as soon 
as .possible." These words signify that the sender wants a 
same-day transfer. In these cases the receiving bank is required 
to use a telephonic or electronic communication to transmit its 
order and is also required to instruct any intermediary bank to 
which it issues its order to transmit by similar means. 
Subsection (a)(2) [subsection (l)(b)J. In other cases, such as 
an automated clearing house transfer, a same-day transfer is not 
contemplated. Normally the sender's instruction or the context 
in which the payment order is received makes clear the type of 
funds transfer that is appropriate. If the sender states a 
payment date with respect to the payment order, the receiving 
bank is obliged to execute the order at a time and in a manner to 
meet the payment date if that is feasible. Subsection (a)(2) 
[subsection (l)(b»). This provision would apply to many ACH 
transfers made to pay recurring debts 'of the sender. In other 
cases, involving relatively small amounts, time may not be an 
important factor and cost may be a more important element. Fast 
means, such as telephone or electronic transmission, are more 
expensive than slow means such as mailing. Subsection (c) 
[subsection (3») states that in the absence of instructions the 
receiving bank is given discretion to decide. It may issue its 
payment order by first class mail or by any means reas~nable in 
the circumstances. Section 4A-30s [section 4-1305) states the 
liability of a receiving bank for breach of the obligations 
stated in Section 4A-302 [section 4-1302). 

2. Subsection (b) [subsection (2)] concerns the choice of' 
intermediary banks to be used in completing the funds transfer, 
and the funds transfer system to be used. If the receiving bank 
is not instructed about the matter, it can issue an order 
directly to the beneficiary'S bank or can issue an order to ali 
intermediary bank. The receiving bank' also has discretion 
concerning use of a funds transfer system. In some cases it may 
be reasonable to use either an automated clearing house ,system or 
a wire transfer system such as Fedwlre or CHIPS. Normally, the 
receiving bank will follow the instruction of the sender in these 
matters, but in some cases it may be prudent for the bank not to 
follow instructions. The sender may have designated a funds 
transfer system to be used in carrying out the funds transfer, 
but it may not be feasible to use the designated system because 
of some impediment such as a computer breakdown which prevents 
prompt execution of the order. The receiving bank is permitted 
to use an alternate means of transmittal in a good faith effort 
to execute the order expeditiously. The same leeway is not given 
to the receiving bank if the sender designates an intermediary 
bank through which the funds transfer is to be routed. The 
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. sender's designation of that intermediary bank may mean that the 
beneficiary's bank is expecting to obtain a credit from that 
intermediary bank and may have relied on that anticipated 
credit. If the receiving bank uses another intermediary bank the 
expectations of the beneficiary's bank may not be realized. The 
receiving bank could choose to route the transfer to another 
intermediary bank and then to the designated intermediary bank if 
there were some reason such as a lack of a correspondent-bank 
relationship or a bilateral credit limitation •. but the designated 
intermediary bank cannot be circumvented. To do so violates the 
sender's instructions. 

3. The normal rule. under subsection (a)(l) [subsection 
(l)(a)]. is· that the receiving bank. in executing a payment 
order. is required to issue a payment order that complies as to 

"amount wi th that of the sender's order. In most cases the 
receiving bank issues an order equal to the amount of the 
sender's order and makes a separate charge for services and 
expenses in executing the sender's order. In some cases. 
particularly if it is an intermediary bank that is executing an 
order, charges are collected by deducting them from the amount of 
the payment order issued by the executing bank. If that is done, 
the amount of the payment order accepted by the beneficiary's 
bank will be slightly less than the amount of the originator's 
payment order. For example', Originator, in order to pay an 
obligation of $1,000,000 owed to Beneficiary, issues a payment 
order to Originator's Bank to pay $1,000,000 to the account of 
Beneficiary in Beneficiary.'s Bank. Originator's Bank issues a 
payment order to Intermediary Bank for $1,000,000 and debits 
Originator's account for $1,000,010. The extra $10 is the fee of 
Or iginator' s Bank. Intermediary Bank executes the payment order 
of Originator's Bank by issuing a payment ':'rder to Beneficiary's 
Ba;'k for $999,990. but under §411-402 (c) [section 4-1402 (3)] is 
entitled to receive $1,000,000 from Originator's Bank. The ,10 
difference is the fee of Intermediary Bank. Beneficiary's Bank 
credits Beneficiary's account for $999,990. When Beneficiary's 
Bank accepts the payment order of Intermediary Bank the result is 
a payment of $999,990 from Originator to Beneficiary. Section 
4A-406 (a) [subsection 4-1406 (1) ). If that payment discharges the 
$1,000,000 debt, the effect is that Beneficiary has paid the 
charges of Intermediary Bank and Originator has paid the charges 
of Originator's Bank. Subsection (d) of Section 411-302 [section 
4-1302(4») allows Intermediary Bank to collect its charges by 
deducting them from the amount of the payment order, but only if 
instructed 1:0 do so by Originator's Bank. Originator's Bank is 
not authorized to give that instruction to Intermediary Bank 
unless Originator authorized the instruction. Thus, Originator 
can control how the charges of Originator's Bank and Intermediary 

<" ~.' 
\,,,.-j 
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Bank are to be paid. Subsection (d) [subsection (4») does not 
apply to charges of Beneficiary's Bank to Beneficiary. 

In the case discussed in the preceding paragraph the $lO 
charge is trivial in relation to the amount of the payment and it 
may not be important to Beneficiary how the charge is paid.' But 
it may be very important if the $1,000,000 obligation represented 
the price of exercising a right such as an option favorable to 
Originator and unfavorable to Beneficiary. Beneficiary might 
well argue that it was entitled to receive $1,000,000. If the 
option was exercised shortly, before its expiration date, the 
result could be loss of the option benefit 'because the required 
payment of $1,000,000 waS not made before the option expired. 
Section 41.-406 (c) [section 4-1406 (3) J allows Originator to 
preserve the option benefit. The amount received by Beneficiary 
is deemed to be $1,000,000 unless Beneficiary demands the $10 and 
Originator does not pay it. 

54-1303. Brroneous execution of paJPeot order 

III 11 receiving bank that executes the payment order of the 
sender by issuing a payment order in an amount greater than the 
amount of the sender's order or issues a payment order in 
execution of the sender's order and then issues a duplicate order 
is entitled to payment of the amount of the sender's order under 
section 4-1402. subsection (3) if that subsection is otherwise 
satisfied. The bank is entitled to recover from the beneficiary 
of the erroneous order the excess payment received to the extent 
allowed by the law governing mIstake and restitution. 

(21 11 receiving bank that executes the payment order of the 
sender by issuing a payment order, in an amount less than the 
amount of the sender's order ia entitled to payment of the amount 
of the sender's order under section 4-1402« subsection (3) if 
that subsection is otherwise satisfied and the bank corrects its 
mistake by issuing an additional yoyment order for the benefit of 
the beneficiary of the sender' Border. If the error is not 
corrected. the issuer of the erroneous order is entitled to 
receive or retain payment from the sender of the order it, 
accepted only to the extent oC the amount of the erroneous 
order. This SUbsection does not apply if the receiving bank 
eHecutes the sender's payment order by issuing a payment order in 
an amount less than the amount of the sender' B order for the 
purpose of obtaining payment of its charges for services and 
expenses pursuant to an instruction of the sender. 

(3) If a receiving bank executes th!L...!!2Y.ment order of the 
sender by issuing a payment order to a beneficiary different from 
.the beneficiary of the sender's order and the funds transfer is 
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comBleted on the basis of that error. the sender of the payment 
~that was erroneously executed and all previous senders in 
the funds transfer are not obliged to pay the payment orders they 
issued. The issuer of the erroneous order is entitled to recover 
from the benefuiary of the order the payment received to the 
.eJI.t&!!.Ll!J.!~~.~~w governing mistake and restllYtJ&n... 

1991 Uniform Comment 

1, Section 4A-]0] [section 4-1]0]] states the effect of 
erroneous execution of a payment order by the receiving bank. 
Under Section· 4A-402(c) [section 4-1402(])] the sender of a 
payment order is obliged to pay the amount of the order to the 
receiving bank if the bank executes the order, but the obligation 
to pay is excused if the beneficiary's bank does not accept a 
payment order instructing payment to lhe beneficiary of the 
sender's order. If erroneous execution of the sender's order 
causes the wrong beneficiary to be paid, the sender is not 
required to pay. If erroneous execution causes the wrong amount 
to be paid the sender is not obliged to pay the· receiving bank an 
amount in excess of the amount of the sender's order. Section 
4A-]0] [section 4-130]] takes precedence over Section 4A-402(c) 
[section 4-1402 (l) 1 and states the liability of the sender and 
the rights of the receiving bank in various cases of erroneous 
execution. 

2. Subsections (a) and (b) [subsections (1) and (2)] deal 
with cases in which the receiving bank ellecutes by issuing a 
payment order in the wrong amount. If Originator ordered 
Originator's Bank to pay $1,000,000 to the account of Beneficiary 
in Beneficiary's Bank, but Originator's Bank erroneously 
instructed Beneficiary's Bank to pay $2,000,000 to Beneficiary'S 
account, sub.ection (a) [subsection (1)] applies. If 
Beneficiary's Bank accepts the order of Originator's Bank, 
Beneficiary's Bank is entitled to receive $2,000,000 froin 
Originator's Bank, but Originator's Bank is entitled to receive 
only $1,000,000 from Originator. Originator's Bank is entitled 
to recover the overpayment from Beneficiary to the extent allowed 
by the law governing mistake and restitution. Originator's Bank 
would normally have a right to recover the overpayment from 
Benef iciary, but in unusual cases the law of resti tution might 
allow Beneficiary to keep all or part of the overpaYment. For 
example, if Originator owed $2,000,000 to Beneficiary and 
Beneficiary received the extra $1,000,000 in good faith in 
discharge of the debt, Beneficiary may be allowed to keep it. In 
this case Originator's Bank has paid an obligation of Originator 
and under the law of restitution, which applies through Section 
1-10], Originator's Bank would be subrogated to Beneficiary's 
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rights against Originator on the obligation paid by Originetor's 
Bank. 

If Originator's Bank erroneously executed Originator's order 
by instructing Beneficiary'S Bank to pay less than $1,000,000, 
subsection (b) [subsection (2)] applies. If Originator's Ba.nk 
corrects its error by issuing another payment order to 
Beneficiary's Bank that results in payment of $1,000,000 to 
Beneficiary, Originator's Bank is entitled to payment of 
$1,000,000 from Originator. If the mistake is ·not corrected, 
Originator's Bank is entitled to payment from.Originator only in 
the amount of the order issued by Originator's Bank. 

]. Subsection (a) [subsection (1)] also applies to 
duplicate payment orders, Assume Originator's Bank properly 
executes Originator's $1,000,000 payment order and then by 
mistake issues a second $1,000,000 payment order in execution of 
Originator's order. If Beneficiary's Bank accepts both orders 
issued by Originator's Bank, Beneficiary's Bank is entitled to 
receive $2,000,000 from Originator's Bank but Originator's Ban.k 
is entitled to receive only $1,000,000 from Originator. The 
remedy of Originator's Bank is the same as that of a receiving 
bank that executes by issuing an order in an amount greater than 
the sender's order. It may recover the overpayment from 
Beneficiary to the extent allowed by the law governing mistake 
and restitution and in a proper case as stated in Comment 2 may 
have subrogation rights if it is not entitled to recover . from 
Beneficia~y, . 

4. Suppose Originator instructs Originator's Bank to pay 
$1,000,000 to Account B 12]45 in Beneficiary's Bank. 
Originator's Bank erroneously instructs Beneficiary's Bank to pay 
$1,000,000 to Account B 12346 and Beneficiary's Bank accepted. 
Subsection (c) [subsection (3)] covers this case. Originator is 
not obliged to pay its payment order, but Originator's Bank is 
required to pay $1,000,000 to Beneficiary's Bank. The remedy of 
Originator's Bank is to recover $1.000,000 from the holder of 
Account • 12346 that received payment by mistake. Recovery based 
on the law of mistake and restitution is described in Comment 2. 

§4-1]04. Duty of sender to report erroneously executed 
payment order 

If the sender of a payment order that is erroneously 
executed as stated in sectiop 4-1303 receives notification from 
the receiving bank that the order was ·executed or that the 
sender's account was debited with resBect to the order. the 
sender has a duty to exercise ordinary care to determine. on the 
!li!s.i.lLl1..LJ.nfJumation available to the sender. that the order was 

Page 69~LR]212(1) 



2 

4 

6 

8 

10 

12 

14 

16 

18 

20 

22 

24 

26 

28 

30 

32 

34 

36 

38 

40 

42 

44 

46 

48 

errQneQusly executed and to nQtify the bank Qf the relevant facts 
within a reasQnable time nQt exceeding 90 days after the 
nQtificatiQn frQm the bank was receiyed by the sender. If the 
sender fails tQ perfQrm that duty. the bank is nQt Qbliged to pay 
interest Qn any amQunt refundable to the sender under section 
4-1402. subsectl"on (4) for the period before the banle learns of 
the execution error. The bank is not entitled to anr recoyEirr 
from the sender because the sender failed to perform the duty 
stated in this section. 

1991 Unifona Comment 

This section is identical in effect to Section 4A-204 
[section 4-1204) which applies to unauthorized orders issued in 
the name of a customer of the receiving bank. The rationale is 
stated in Comment 2 to Section 4A-204 [section 4-1204]. 

§4-1305. [.iability for late or improper execution or 
fa~ .to execute paymept order 

l~H-iL..Il!ill.'Is transfer is completed bllt execution of a 
l!l!ym.l!nt order by the receiying bank in breach of section 4-1302 
results in delay in payment to the beneficiary. the bank is 
obliged to pay interest tQ either the originatQr or the 
u.!mtliWIY of the funds transfer for the period of delay caused 
Uy....!1!L..i!Dproper execution. Except as prQvided in suusection (3). 

additional dalDB'iJes are not recoveroble. 

(2) If allecutiQn Qf a payment order Uy a receiying uanle in 
ureach of section 4-1302 results in noncompletion of the funds 
!..U!.n~ll.lllr.lL-tJLuse an intermediary bank delilgnated by the 
QIiginatoc or j sSlIance of a payment order that does not comply 
with the terms of the payment order of the originator. the bank 
is liable to the originator for its expenses in the funds 
transfer and f2L-incidental expenses and interest losses. to the 
extent not cQyered uy subsectiQn (1). resulting from the imprQper 
executiQn. E~pt as prQyided in subsectiQn (3). additional 
damages are not recoverable. 

(3) In addition to the amounts payaule under subsectiQns 
111 and 121. damages. including cQnsequential damages. are 
recoyerable tQ the extent proyided in an express wrjtten 
A9~ment of the receiving Uank. 

(4) If a receiVing bank fails to execute a payment Qrder it 
was oUliged by .!Ixpress agreement tQ execute. th~~l!l!1!l1 
lJLj~o the sender for its expenses in the transactiQn and 
fQr incidental eXP.l!1lses and interest losseS reSUlting frQm~ 
failure to execute. AdditiQnal damages. including consequential 
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damages. are recoyerable to the egtent proyided in an e,!!;>ress 
written agreement of the reCeIying bank but are not Otherwise 
recoyerable. 

(S) Reasonable attorney's fees are recoyerable if demand 
for compensation under subsection (1) or (2) is made and refused 
before an action is brought on the claim. If a claim is made for 
breach of an agreement under subsection (4) and the ngreement 
does nQt proyide fQr damages. reasonable attorney's fees are 
recQyerable if demand for compensation under subsection (4) is 
made and refused uefQre an action is brought on the claim, 

(6) Except as stated in this section. the liebiUty of a 
receiying bank under subsections (1) and (2) mar not be yaried br 
agreement. 

1YY1 Uniform Comaent 

1. SubsectiQn (a) (subsectiQn (1») CQvers cases Qf delay in 
cQmpletion Qf a funds transfer resulting frQm an executiQn by a 
receiving bank in breach Qf SectiQn 4A-302(a) [secdQn 
4-1302(1)]. The receiving bank is Qbliged tQ pay interest Qn·the 
amQunt Qf the Qrder .fQr the periQd of the de~ay. The rate of 
interest is stated An SectiQn 4A-506 [sectiQn 4-1506]. With 
respect to wire transfers (Qther than ACH transactions) within 
the United States, the expectation is that the funds transfer 
will be cQmpleted the same day. In thQse cases, the originator 
can reasQnably expect that the originatQr's account will be 
debited Qn the same day as the beneficiary's aCCQunt is 
credited. If the funds transfer Is delayed, cQmpensation can be 
paid either tQ the QriginatQr or to the beneficiary. The nQrmal 
practice .l.s to compensate the beneficiary's bank to allow that 
bank to cQmpensate the beneficiary by back-valuing the payment by 
the number of days Qf delay. Thus, the beneficiary is in the 
same positiQn that it would have been in if the funds transfer 
had been cQmpleted Qn the same day. Assume Qn Day I, 
OriginatQr's Bank issues its payment Qrder tQ Intermediary Benk 
which is received Qn that day.. Intermediary Bank does nQt 
execute that Qrder until Day 2· when it issues an Qrder to 
Beneficiary's Bank which is accepted Qn that day. Intermediary 
Bank complies with subsectiQn (a) [subsection (1)] by paying Qne 
day's interest tQ Beneficiary's Bank. fQr the· account Qf 
Beneficiary. 

2. SubsectiQn (b) [subsectiQn (2») applies tQ cases of 
breach of SectiQn 4A-302 (sectiQn 4-1302) involving more than 
mere delay. In those cases the bank· is liable for damages for 
imprQper execution but they are limited to compensatiQn fQr 
interest lQsses and incidental expenses Qf the sender resulting 
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from the breach, the expenses of the sender in the funds transfer 
and attorney's fees. This subsection reflects the jUdgment that 
imposition of consequential damages on a' bank for commission of 
an error is not justified. 

The leading common law case on the subject of consequential 
damages is ~~QI~v. Swiss Bank Corp •• 673 F.2d 951 (7th Cir. 
1902). in which Swiss Bank, an intermediary bank, failed to 
execute a payment order. Because the beneficiary did not receive 
timely payment the originator lost a valuable ship charter. The 
lower court awarded trie originator $2.1 million for lost profits 
even though the amount of the payment order was only $27.,000. 
The Seventh Circuit reversed, in part on the basis of the common 
law rule of H~Y v. Baxendale that consequential damages may 
not be awarded unless the defendant is put on notice of the 
special circwnstances giving rise to them. Swiss Bank may have 
known that the originator was paying the shipowner for the hire 
of a vessel but did not know that a favorable charter would be 
lost if the payment was delayed. "Electronic payments are not so 
unusual as to automatically place a bank on notice of 
extraordinary consequences if such a transfer goes awry. Swiss 
Bank did not have enough information to infer thet if it lost a 
,$27.000 payment order it would face liability in excess of 
$2 million." 673 F.2d et 956. 

If ~ means that consequential damages can be imposed if 
the culpable bank has notice of particular circumstances giving 
rise to the damages, it does not provide an acceptable solution 
to the problem of bank liability ,for consequentiel damages. In 
the typical case transmission of the payment order is made 
electronically. Personnel of the receiving bank that process 
payment orders are not the appropriate people to evaluate the 
risk of liability for consequential damages in relation to the 
price charged for the wire transfer service. Even if notice is 
received by higher level manayement personnel who could make an 
appropriate decision whether the risk is justified by the price, 
liebility based on notice would require evaluation of payment 
orders on an individual basis. This kind of evaluation is 
inconsistent with the high-speed. low price, mechanical nature of 
the processing system that characterizes wire transfers. 
Moreover, in ~ the culpable bank was an intermediary bank with 
which the originator did not deal. Notice to the originator's 
bank would not bind the intermediery bank. and it seems 
impractical for the originator's bank to convey notice of this 
kind to intermediary banks in the funds transfer. The success of 
the wholesale wire transfer industry has largely been based on 
its ability to effect payment at low cost an~ great speed. Both 
of these essential aspects of the modern wire transfer system 
would be adversely affected by a rule that imposed on banks 
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liability for consequential damages. A banking industry amicus 
brief in ~ stated: "Whether banks can continue to make EFT 
services aveilable on a widespread basis, by charging reasonable 
rates, depends on whether they can do so without incurring 
unlimited consequential risks. Certainly, no bank would handle 
for $3.25 a transaction entailing potential liability in the 
millions of dollars. 

As the court in ~ also noted, the originator of the funds 
transfer is in the best position to evaluate the risk that a 
funds transfer will not be made on time and to manage that risk 
by issuing a payment order in time to allow monitoring of the 
transaction. The originator, by asking the beneficiary, cen 
quickly determine if the funds trensfer has been completed. If 
the originator has sent the payment order at a time that allows a 
reasonable margin for correcting error, no loss is likely to 
result if the transaction is monitored. The other published 
cases on this issue reach the ~ result. Central Coordinates. 
Inc. y. Morgan Guaranty Trust Co., 40 U.C.C. Rep. Servo 1340 
(N.Y. Sup. Ct. i985), and Gaton (U.S.A.). Inc. y. Forest Hill 
State Bank, 1 U.C.C. Rep. Servo 2d 171 (D. Md. 1986). 

Subsection (c) [subsection (3)] allows the measure of 
damages in subsection (b) [subsection (2) I to be increased by an 
express written agreement of the receiving bank. An originator's 
bank might be willing to assume additional responsibilities and 
incur additional liability in exchange for e higher fee. 

3. Subsection (d) [subsection (4)] governs cases in which a 
receiving bank has obligated itself by express agreement to 
accept payment orders of a sender. In the absence of such an 
agreement there is no obligation by e receiving bank to accept a 
payment order. Section 4A-2l2 [section 4-1212]. The measure of 
damages for breach of an egreement to accept a peyment order is 
the' same' as tnat stated in subsection (b) [subsection (2)]. As 
in the case of subsection (b) [subsection (2)], additionel 
damages, including consequential damages, may be recovered to the 
extent stated in an express written agreement of the receiving 
bank. 

4. Reasonable attorney's fees are recoverable only in cases 
in which damages are limited to statutory damages stated in 
subsections (a). (b) and (d) [subsections (1). (2) and (4)]. If 
additionel damages are recoverable because provided for by an 
express written agreement, attorney's fees are not recoverable. 
The rationale is that there is no need for statutory attorney's 
fees in the latter case, because the parties have agreed to a 
measure of damages which mayor may not provide for attorney's 
fees. 
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5. The effect of subsection (f) [subsection (6») is to 
prevent reduction of a receiving bank's liability under Section 
4A-305 [section 4-1305). 

S4-l40l. Payment date 

"Payment date" Qf a payment order means the day on which the 
amount of the order is payable to the beneficiary by the 
beneficiary's b~nk. The payment date may be determined by 
instruction-2f the sender but can not be earlier than the day the 
!!.iller is received by the beneficiary's bank and,' unless otherwise 
determined. is the day the Qrder is received by the beneficiary's 

b.anL-

1991 Uniform Comment 

"Payment date" refers to the day the beneficiary's bank is 
to pay the beneficiary. The payment date may be expressed in 
various ways so long as it indicates the day the beneficiary is 
to receive payment. For example, in ACH transfers the payment 
date is the equivalent of "settlement date" or "effective date." 
Payment date applies to the payment order issued to the 
beneficiary's bank, but a payment order issued to a receiving 
bank other than the beneficiary's bank may also state a date for 
payment to the beneficiary. In the latter case, the statement of 
a payment date is to instruct the receiving bank concerning time 
of ellecution of the sender's order. Section 4A-30l(b) [section 
4-BOl( 2)]. 

S4-l402. Obligation of sender to yay receiving bank 

Il) With respect to a pQYIDent order issued to the 
beneficiary' 6 bank, acceptance of the order by the banle obliges 
the sender to pay the bank the amount of the order but payment is 
nQt due until the payment date of tqe order. 

(3) This subsectiQn is subject to subsection (5) and tQ 
section 4 1303. wi th respect to a payment order issued to a 
receiving bank QtlUlr than the beneficiary's bank. acceptance of 
the order by tluL..receiving bank Qbliges the sender to pay .. ~ 
bank the amQunt Qr the sender's order, Payment by the sen.de.r..--ili 
not due until the execution date Of the sender's order, T!u1 
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obligatiQn of that sender to pay its payment order is excused if 
the funds transfer is not completed by acceptance by the 
beneficiary's banle of a payment order instructing payment'to the 
beneficiary of that sender's payment order, 

(4) If the sender of a payment order pays the order and was 
not obliged to pay all or part of the amount paid. the banlc 
receiVing payment is obliged to refund payment to the extent the 
sender was not obliged to pay. Except as provided in sections 
4-1204 and 4-1304, interest is payable on the refundable amount 
from the date of payment, 

(5) If a funds transfer is not completed as stated in 
subsection (3) and an intermediary bank is obUged to refund 
payment as stated in subsection (4) but is unable to do so 
because not permitted by applicable law or because the bank 
suspends payments. a nnder in the funds transfer that executed a 
payment order in com,pliance with an instruction, as stated in 
section 4-1302. subsection (I). paragraph (a), to route the funds 
transfer through that intermediary bank is entitled to receive or 
retaIn payment from the sender of the payment order that It 
accepted. Tbe fIrst sender in the funds transfer that issued an 
instruction reQuiring routing through that intermediary bank is 
subrogated to the right of the bank that paid the intermediary 
bank to refund as stated An subsection 141, 

(6) Tbe right of the sender of a payment order to be 
excused from the obligatiOn to pay the order as stated in 
subsection (3) or to receive refund under subsection (4' may not 
be varied by agreement, 

1. Subsection (b) [subsection (2)] states that the sender 
of a payment order to the beneficiary's bank must pay the order 
when the beneficiary's bank accepts the order. At that point the 
beneficiary's bank ie obliged to pal' the beneficiary. Section 
4A-404(a) [section 4-140t(1»). The last clause of subsection (bl 
[subsection (2)] covers a case of premature acceptance by the 
beneficiary's bank. In some funds transfers, notably automated 
clearing house transfers, a beneficiary's bank may receive a 
payment order with a palfll1ant date after the day the order is 
received. The beneficiary's bank might accept the order before 
the payment date by notifying the beneficiary of receipt of the 
order. Although the acceptance obliges the beneficiary's bank to 
pay the beneficiary, payment is not due until the payment date. 
The last clause of subsection (b) [subsection (2») is consistent 
with that resul~~ The beneficiary's bank is also not entitled bo 
payment from the sender until the payment date, 
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2. Assume. that Originator instructs Bank A to order 
inunediate payment to the account of Beneficiary in Bank B. 
Execution of Originator's payment ordered by Bank A is acceptance 
under Section 4A-209(a) [section 4-1209(1)]. Under the second 
sentence of Section 4A-402(c) [section 4-1402(3)] the acceptance 
creates an obligation of Originator to pay Bank A the amount of 
the order. The last clause of that sentence deals with attempted 
funds transfers that are not completed. In that event the 
obligation of the sender to pay its payment order is excused. 
Originator makes payment to Beneficiary when Bank B. the 
beneficiary',s bank, accepts a payment order for the benefit of 
Beneficiary. Section 4A-406(a) [section 4-1406(1)]. If that 
acceptance by Bank B does not occur. the. funds transfer has 
Iniscarried because Originator has not paid Beneficiary. 
Originator doesn't have to pay its payment order. and if it has 
already paid it is entitled to refund of the payment with 
interest. The rate of interest is stated in Section 4A-506 
[section 4-1505). This "money-back guarantee" is an important 
protection of Originator. Originator is assured that it would 
not lose its money if something goes wrong in the transfer. For 
example. risk of loss resulting from payment to the wrong 
beneficiary is borne by some bank. not by Originator. The most 
likely reason for noncompletion is a failure to execute or an 
erroneous execution of a payment order by Bank A or an 
intermediary bank. Bank A may have issued its payment order to 
the wrong bank or it may have identified the wrong beneficiary in' 
its order. The money-back guarantee is particularly important to 
Originator if ';oncompletion of the funds transfer is due to the' 
fault of an intermediary bank rather than Bank A. In that case 
Bank A must refund payment to Originator. and Bank A 'has the 
burden of obtaining refund from the intermediary bank that it 
paid. 

Subsection (c) [subsection (3)] can result in loss if an 
intermediary bank suspends payments. Suppose Originator 
instructs Bank A to pay to Beneficiary's account in Bank B and to 
use Bank C as an intermediary bank. Bank A executes Originator's 
order by issuing a payment order to Bank C. Bank A pays Bank C. 
Bank C fails to exec'ute the order of Bank A and suspends 
payments. Under subsections (c) and (d) [subsections (3) and 
(4»). Originator is not obliged to pay Bank A and is entitled to 
refund from Bank A of any payment that it may have made. Bank A 
is entitled to a refund from Bank C. but Bank C is insolvent. 
Subsection (e) [subsection (5») deals with this case. Bank A was 
required to issue its payment order to Bank C because Bank. C was 
designated as an intel'mediary bank by Originator. Section 
4A-302(a)(I) [section 4-1302(1)(a»). In this case Originator 
takes the risk of insolvency of Bank C. Under subsection (e) 
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[subsection (5)]. Bank A is entitled to payment from Originator 
and Originator is subrogated to the right of Bank A under 
SUbsection (d) [subsection (4)] to refund of payment from Bank C. 

3. A payment order is not like a negotiable instrument on 
which the drawer or maker has liability. Acceptance of the order 
by the receiving bank creates an obligation of the sender to pay 
the receiving bank the amount of the order. That is the extent 
of the sender's liability to the receiving bank and no other 
person has any rights against the sender with respect to the 
sender' Ii order. 

S4-1t03. PAjment hr aender to receiving bank 

(1) Pa~ent of the sender's obligation under section 4-1402 
to pay the receiving bank occurs as follows. 

(a) If the sender is A bank. pa~ent occurs when the 
receiving bank receives final settlement of the obligation 
through a Federal Reserve Bank or through a funds transfer 

~ 

(b) If the sender is a bank and the sender credited an 
account of the receiving bank with the sender or caused an 
account of the receiving bank in another bank to be 
credited. payment occurs when the credit is withdrawn or. if 
not withdrawn. at midnight of the day on which the credit is 
withdrawable and the receiving bank learns of that fact. 

(c) If the receiving bank debits an account of the sender 
with the receiving bank. payment occurs when the debit is 
made to the extent the debit is covered by a withdrawable 
credit balence in the account. 

(2) If the sender and receiving bank are members of a funds 
transfer system that nets Obligations multilaterally among 
participants. the receiving bank receives final settlement when 
settlement is complete in accordance with the rules of the 
system. The obligation of the sender to pay the amount of a 
payment order transmitted' through the funds transfer system may 
be satisfied. to the extent permitted by the rules of the system. 
by setting off and applying against the sender's Obligation the 
right of the sender to receive payment from the receiving bank of 
the amount of any other payment order transmitted to the sender 
by the receiving bank through the funds transfer system. The 
aggregate balance of obligations owed by each sender to each 
receiving bank in the funds transfer system maybe satisfied. to 
the extent permitted by the rules of the system. by setting off 
and applying _~Rlnst that balance the aggregate balance of 
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obligations owed to the sender by other memberso[ the system. 
The aggregate balance is determined after the right of setoff 
stated in this subsection has been exercised. ' 

(3) If 2 banks transmit ~ayment orders to each other under 
an agreement that' settlement of the obligations of each bank to 
the other under section 4-1402 will be made at the end of the day 
or other ~eriod, the total amount owed with respect to Bll orders 
transmitted by one bank is set off against the total amount owed 
with respect to all orders transmitted by the other bank. To the 
extent of the setoff, each bank has madB payment to the other. 

(4) In a case not covered by subsection (1), the time when 
payment of the sender's obligation under section 4-1402. 
subsection (2) or subsection (3) occurs is governed by applicable 
principles of law tnat determine when an obligation is satisfied. 

1991 Uniform Comment 

1. This section defines when a sender pays the Obligation 
stated in Section 4A-402 [section 4-1402]. If a group of two or 
more banks &ngage in funds transfers with each other, thB 
participating banks will sometimes be senders and sometimes 
receiving banks. With respect to payment ordBrs other than 
Fedwires, the amounts of the various paymBnt orders may be 
credited, and debited to accounts of one bank with another or to a 
clearing house account of each bank and amounts owed and amounts 
due are netted. Settlement is made through a Federal Reserve 
Bank by charges to the FBderal Reserve accounts of the net debtor 
banks and credits to the Federal Reserve accounts of the net 
creditor banks. In the case of Fedwires the sender's obligation 
is settled by a debit to the FBderal ReservB account of the 
sender and a credit to the Federal Reserve account of the 
receiving bank at the time the rBceiving bBnk receives the 
payment order. Both of thBse cases are covered by subsection 
(a)(1) [subsection (1)(a)). When the Federal Reserve settlement 
becomes final the obligation of the sender under Section 4A-402 
[section 4-1402) is paid. 

J. In some cases a bank does not settle an obligation owed 
to another bank through a Federal Reserve Bank. This is the case 
if one of the banks is a forBign bank without access to the 
Federal Reserve payment system. In this kind of case, payment is 
usually made by credits or debits to accounts of the two banks 
with Bach other or to accounts of the two banks in a third bank. 
Suppose Bank B has an account in Bank A. Bank A advises Bank B 
that its account in Bank A has been credited $1,000,000 and that 
the credit is immediately withdrawable. Bank A also instructs 
Bank B to pay $1,000,000 to the account of Beneficiary in' Bank 
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) 

B. This case is covered by subsection (a)(2) [subsection 
(1) (h))" BBnk B may want to inunediately withdraw this crBdit. 
For example, it might do so by instructing Bank A to debit the 
account and pay Some third party. Payment by Bank A to BBnk B of 
Bank A's pByment order occurs when the withdrBwBl is mBde. 
Suppose BBnk B does not withdrBw the credit. Since BBnk B is the 
beneficiary's bank, one of thB effects of rBceipt of pByment by 
Bank B is that accep'tance of Bank A's pByment order Butomatically 
occurs at t,be time of pByment. Section 4A-209(b) (2)' [sBction 
4-l209(2)(b)]. AcceptBnce means that BBnk B is obliged to pay 
$1,000,000 to Beneficiary. Section 4A-404(a) [section 
4-l404( 1)]. Subsection (a)( 2) of Section 4A-403 [sBcUon 
4-1403( l)(b) J states thBt payment does' not occur untU midnight 
if the crBdit is not withdrawn. This allows BBnk B an 
opportunity to rBjBct the order if it doee not have' time to 
withdraw the credit to its account Bnd it is not wUling to incur 
the liBbility to Beneficiary before it hBS use of the funds 
reprBsented by the credit. 

3. Subsection (B)(3) [subsection (l)(c)) Bpplies to a CBse 
in which the eender (bank or nonbBnk) hes a funded Bccount in the 
receiving benk. If SBnder has Bn Bccount in Bank Bnd iSSUBS a 
payment order to Bank; Benk can obtBin payment from SendBr by 
debiting thB account of Sender, which pays its Section 4A-402 
[section 4-1402] obligation to Bank when the debit is m~de. 

4. Subsection (b) [subsection (2)] deels with multilateral 
settlements mede through a funds transfer system and is based on 
the CHIPS settlement system. In e funds transfer system such as 
CHIPS, which allows the vBr!ous banks that trBnsmit payment 
orders over the system to settle obligetions at the end of each 
day, settlement is not based On individual payment orders. Each 
bank using the system "'"gages in funds transfers with many other 
banks using the system. Settlement for any participant is based 
on the net credit or debit position of thet participant with all 
other benks using the system. Subsection (b) [subsection (2)] is 
designed to meke cleer thet the obligations of eny sender are 
paid when the net position of that sender is settled in 
accordence with the rulee of the funds trensfer system. This 
provision is intended to invalidete any argument, based on 
conunon-lew principles, thet multilateral netting is not valid 
because mutuelity of obligetion is not present. Subsection (b) 
[subsection (2)] dispenses with any mutuelity of obligation 
requi rements. Subsection (c) [subsection (3)) applies to cases 
in which two banks send payment orders to each other during the 
day and settle with each other at the end of the day or at the 
end of some other period. It is similar to subsection (b) 
[subsection (2)) in that it recognizes that a sender's obligation 
to pay, a payment order is satisfied by a setoff. The obligations 
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of each bank as sender to the other as receiving bank are 
obligations of the bank itself and not as representative' of 
customers. These two sections are important in the case of 
insolvency of a bank. They make clear that liability under 
Section 4A-402 [section 4-1402] is based on the net position of 
the insolvent bank after setoff. 

5. Subs6ction (d) [subsection (4)] relates to the uncommon 
case in which tlte sender doesn't have an account relationship 
with the receiving bank and doesn't settle through a Federal 
Reserve Bank. An example would be a customer that pays over the 
counter for a payment order that the customer issues to the 
ceceiving bank. Payment would normally be by cash, check or bank 
obligation. When payment occurs is determined by law outside 
Article 4A [Article 4-A]. 

§4-1411~.Qb.ljg!.!ti.Q!LQf beneficiary's banI< to pay and give 
=ti~.t.!Lbi:!!.!!.liGi.iUl' 

~uject to section 4 1211. suusection (5). and section 
i=l1ll~gQtlons (4) and (5). if a beneficiary's uank acceBts 
a payment order. thlLl.!ank is oUliged to pay the emount of the 
~r to the ueneficiary of the order. Payment is, due on the 
payment date of the order. but if acceptance occurs on the 
payment date after the close of the funds transfer business day 
of the bank. payment is due on the next funds transfer uusiness 
~f the bank refuses to pay after demand by the benefici..iu:l: 
and receipt of notice of particular circumstances that will give 
rise to conse~uential damages as a result of nonpayment. the 
ueneficiary may recover damages resulting from the refusal to Bay 
to the extent the bank had notice of the damages. unless the bank 
proves that ~id not pay because of a reasonable doubt 
concerning the right of the beneficiary to payment. 

(2) If a payment order accepted by tlie beneficiary's bank 
illtructs payment to an account of the beneficiary. the banlL..lJi 
QUliged to notify the beneficiary of recelBt of the order before 
midnight of----.the next funds transfer business day following the 
~yment date. If the payment order does not instruct payment to 
an account of the beneficiary. the bank is re~uired to notify t~ 
~~!aLY-Qnly if notice is re~uired Uy the Qrder. Notice may 
be given by first class mall or any other means reasonaule in the 
til:.!:J.!m.sta.ru:..es. If the bank fails to give the re~uired nlrt.i~ 

th!L~ank is obliged to pay interest tQ the beneficiary on th!1 
.2!nount of the I?a~nt order from the day notice should have been 
gillIL-l!!ltiL-'ullL.lliu'-~ be ne fi c iJ:u:y 1 earned 0 f rece i11-t._...Q.L...tbJ.l 
B<!:tm.e.nL.Jli.ll!l.r----'U'.--thL..!.I.2nk. Other damages arJ.l not recove,LaUll:. ... 
Rl.lasonable <!tJ;Q!:My..J;._te.J.l~~i,ilso recoveri,ible if demand for 
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i'nterest is mi,ide and refused bHQre an action is brought On the 
.c.l.a!m... 

(3) The right of a beneficii,iry to receive payment and 
damages as stated in subsection (1) may not be varied hy 
Dgreement or a funds transfer system rule. The right of a 
heneficiary to be notified as stated in subsection (2) may h'e 
varied hy Agreement of the heneficiary or by a funds transfer 
system rule If the beneficiary is notified of the rl!le before 
initiation of the fl!nds transfer. 

1991 Uniform Comment, 

1. The first sentence of subsection (a) [subsection (1)] 
states the time when the obligation of the beneficiary's bank 
arises. The second and third sentences state when the 
beneficiary's bank must make funds available to the beneficiary. 
They also state the measure of damages for failure, after demand, 
to comply. Since the Expedited .Funds Availability Act, ,12 U.S.C. 
4001 ~ ~., also governs funds availability in a funds 
transfer, the second and third sentences of subsection (a) 
[sUbsection (1)] may be subject to preemption by that Act. 

2. Subsection (a) [s.:wsection (i)] provides that the 
beneficiary of an accepted payment order may recover 
consequential damages if the beneficiary's bank refuses to pay 
the order after demand by the beneficiary if the bank at that 
time had notice of the particular circumstances giving rise tp 
the damsges. Such damages are recoverable only to the ex'tent the 
bant had "notice of the daniages," The quoted phrase requires that 
the bank have notice of the general type or nature of the damages 
that viII be suffered as a result of the refusal to pay and their 
general' magnitude. There Is no requirement that the bank, have 
notice of the exact or even the approximate amount of the 
damages, but if the amount of damages is extraordinary the bank 
is entitled to notice of that fact. For example, in Evra Corli" 
v. Swis's Bank Corp .. 673 F.2d !l51 (7th Cir. 1!l82), failure to 
complete a funds transfer of only $27,000 required to retain 
rights to a very favorable ship charter resulted in a clsim for 
more than $2,000,000 of. consequential damages. Since it is not 
~easonably foreseeable that a failure to make a relatively small 
payment will result in damages of this magnitude, notice is not 
sufficient if the beneficiary's bank has notice only that the 
$27,000 is necessary to retain rights on a ship charter. The 
bank is entitled to notice that an exceptional amount of damages 
will result as well. For example, there would be adequate notice 
if the bank had been made aware that damages of $1,000,000 or 
more might result. 

Page 81-LR3212(1) 



2 

4 

6 

8 

10 

12 

14 

16 

18 

20 

22 

24 

26 

28 

30 

32 

34 

36 

38 

40 

42 

44 

46 

48 

3. Under the last clause of subsection (a) [subsection (1») 
the beneficiary's bank is not liable for damages if its refusal 
to pay was "because of a reasonable doubt concerning the right of 
the beneficiary to payment." Normally there will not be any 
question about the right of the beneficiary to receive payment. 
Normally. the bank should be abla to detarmina whether it has 
accepted the payment order and. if it has been accepted. the 
first sentence of subsection (a) [subsection (1») states that the 
bank is obliged to pay. There may be unCOmmon cases. however. in 
which there is doubt whether acceptance occurred. For example. 
if acceptance is based on receipt of payment by the beneficiary's 
bank under Section 4A-403(a)(1) or (2) [section 4-1403(1)(a) or 
(b»). there may be cases in which the bank is not certain that 
payment has been received. There may also be cases in which 
there is doubt about whether the person demanding payment is the 
person identified in the payment order as beneficiary of the 
order. 

The last clause of subsection (a) [subsection (1)) does not 
apply to cases in which a funds transfer is being used to pay an 
obligation and a dispute arises between the originator and the 
beneficiary concerning whether the obligation is in fact owed. 
For example. the originator may try to prevent payment to tha 
beneficiary by the beneficiary's bank by alleging that the 
beneficiary is not entitled to payment because of fraud against 
the originator or a breach of contract relating to 'the 
obligation. The fraud or breach of contract claim of the 
originator may be grounds for recovery by the originator from the 
beneficiary after the beneficiary is paid. but it does ~ot affect 
the obligation of the beneficiary's bank to pay the beneficiary. 
Unless the payment order has been cancelled pursuant to Section 
4A-211(c) [section 4-1211(3)). there is. no elEcuse for refusing to 
pay the beneficiary and. in a proper case. the refusal may result 
in conseguential damages. Except in .. the case of a book transfer. 
in which the beneficiary's bank is also the originator's bank. 
the originator of a funds transfer cannot cancel a payment order 
to the beneficiary's bank. with or without the consent of that 
bank. because the originator is not the sender of that order. 
Thus. the beneficiary's bank may safely ignore any instruction by 
the originator to withhold payment ·to the beneficiary. 

4. Subsection (b) (subsection (2») states the duty of the 
beneficiary's bank to notify the beneficiary of receipt of the 
order. If acceptance occurs under Section 4A-209(b) (1) (section 
4-l209(2)(a») the beneficiary is normally notified. Thus. 
subsection (b) [subsection (2») applies primarily to cases in 
which acceptance occurs under Section 4A-209(b}(2) or (3) 
[section 4-l209(2)(b) or (c»). Notice under subsection (b) 
[subsection (2») is not reguired if the person entitled to the 
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notice agrees or a funds transfer system rule provides that 
notice is not required and the beneficiary is given noice of the 
rule. In AeH transactions the normal practice is not to give 
notice to the beneficiary unless notice is requested by the 
beneficiary. This practice can be continued by adoption of a 
funds transfer system' rule. Subsection (a) [subsection (1)] is 
not subject to variation by agreement or by a funds transfer 
system rule. 

54-1405. PQiPent br beneficiary's bunt to beneficia~ 

(l) If the beneficiary's bank credi ts an account of the 
beneficiary of a yayment order. ga~ent of the bank's obligation 
under section 4-1404. subsection (1) occurs. when and to the 

ut..e.nU 

(a) Tbe beneficiary is notified of the right to withdraw 
the creditl 

(b) Tbe bank lawfully applies the credit to a debt of the 
beneficiary! or 

(cl Funds Kith respect to the order are otherwise made 
available to the beneficiary by the bank. 

(21 If the beneficiary's bank does not credit an account of 
the beneficiary of a pa~ent order, the time when pa~ent of the 
bank's obligation under section 4-1404« subsection (11 occun is 
governed by prlncipleB of llU!' that determine when an obligation 
is satisfied. 

(3) Except as stated in subsections (4) and (5), if the 
beneficiary's bank pays the beneficiary of a pa~ent order under 
a condition to payment or agreement of the beneficiary giving the 
bank the right to recover pa~ept from the bepeficiary if the 
bapk does not receive pa~ent of the order. the copditiop to 
payment or agreemept is not epforceable, 

(4) A fupds transfer system rule may provide that pa~epts 
made to a bepeficiary of funds trapsfers made through the system 
are provisional untH recei~ept by the beneficiarY'1! 
hank of the payment order it accepted. A beneficiary's bapk that 
makes a paymept that is provisiopal under the rule is eptitled to 
a refund from the beneficiary If; 

(a) The rule requires that both th...lL...!!!lpeficiary and the 
originator be given notice of the provisional nature of the 
payment before the funds transfer is initiated: 
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Ib) The beneficiary. the beneficiary's bank and the 
QL!ginat2L~ank agreed to be bound by the rulel and 

Ic) The beneficiary's bank did not receive payment of the 
payment order that it accepted. 

If the beneficiary is obliged to refund payment to the 
beneficiary's bank. acceptance of the payment order by the 
~n~f1kiQ~~nk~s nullified and no peyment by the originQtor 
of the funds transfer to the beneficiary occurs und.er section 

1=.liM.... 

12~s subsection QPplies to a funds transfer that 
l~lY~~_p£y~nt_Q[ger transmitted over B funds transfer s~ 
that nets Obligations multilaterally among participants and has 
in effect a loss-sP~Qgreement Qmong participants for the 
purpose of provlding-.!l!nds necessary to complete settlement of 
.truL.2l.1.ligIDQOS of one or more participants that do not meet 
.thci.L.JiJiI;..tlement obligQtions. If the beneficiQry's bQnle in the 
funds transfer Qccepts a PQyment order and the system fails tQ 
=plete settlement pursuQnt to its rules with respect to any 
~yment order in the funds transfer! 

la) The acceptance by the beneficiary's bank is nullified 
Qnd nQ persQn has Qny right or obligQtion based on the 
acceptance: 

(b) The beneficiary's bank is entitled to recover PQyment 

fi:.!mL.t~t.i.dlu:U. 

Ic) No PQyment by the originator to the beneficiary occurs 
under section 4-1406: and 

Id) Subject to section 4-1402. subsection (5). each sender 
in the funds transfer is excused from its obligation to pay 
its payment order under section 4-1402. subsection (3) 
becQuSe the funds transfer hQs not been completed. 

1991 Uniform Comment 

1. This section defines "hen the beneficiary's banle pays 
the beneficiary and when the obligation of the beneficiary's banle 
under Section 411-404 [section 4-1404] to pay the beneficiary is 
satisfied. In almost all cases the banle will credit an account 
of the beneficiary when it receives a payment order. In the 
typical case the beneficiary is paid when the beneficiary is 
given notice of the right to withdraw the credit. Subsection 
(a)(i) [subsection (l)(a»). In some cases payment might be made 
to the beneficiary not by releasing funds to the beneficiary. but 
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) 

by applying the credit to a debt of the beneficiary, Subsection 
(a)(ll) [subsection (l)(b»). In this case the beneficiary gets 
the benefit of the payment order because a debt of the 
beneficiary has been satisfied. The two principal cases in which 
payment will occur in this manner are setoff by the beneficiary's 
bant and payment of the proceeds of the payment order to a 
garnishing creditor of the beneficiary. These cases are 
discussed in Comment 2 to Section 4A-502 "[section 4-1502]. 

2. If a beneficiary's bank releases funds to the 
beneficiary before it receives payment from the sender of the 
payment order, it assumes the risk that the sender may not pay 
the sender's order because of suspension of payments or other 
reason. Subsection (c) [subsection (3»). As stated in Comment 5 
to Section 4A-209 [section' 4-1209), the beneficiary's bank can 
protect i~self against this risk by delaying acceptance. But if 
the bank accepts the order it is obliged to pay the beneficiary • 
If the beneficiary's bank has ~iven the beneficiary notice of the 
right to withdraw a credit made to the be~eficiary's account, the 
beneficiary has ~eceived payment from the bank. Once payment has 
been 'made to the beneficiary with respect to an obligation 
incurred by the bant under Section 4A-404(a) [section 4-1404(1»), 
the payment cannot be recovered by the beneficiary's bank unless 
subsection (d) or (e) [subsection (4) or (5)] applies. Thus, a 
right to withdraw a credit cannot be revoked if the right to 
withdraw constituted payment of the bant's obligation. This 
principle applies even if funds were released as a "loan" .(see 
Comment 5 to Section 4A-209 [section 4-1209]), or were released 
subject to a condition that they would be repaid in the event the 
bank does not receive payment from the sender of the payment 
order, or the beneficiary agreed to ret.urn the payment if the 
bant did not receive payment from the sender. 

3. Subsection (c) [subsection (3)] is SUbject to an 
exception stated in subsection (d) [subsection (4)] which is 
intended to apply to automated clearing house transfers. ACU 
transfers are made in batches. A beneficiary's bank will 
normally accept, at the same time and as part of a single batch, 
payment orders "ith respect to many different originator's 
bants. Comment 2 to Section 4A-206 [section 4-1206]. The custom 
in ACU transactions is to release funds to the beneficiary early 
on the payment date even though settlement to the beneficiary's. 
banle does not occur until later in the day. The understanding is 
that payments to beneficiaries are provisional until the 
beneficiary's banle receives settlement. This practice is simTiar 
to what happens when a depositary bank releases funds "ith 
respect to a check forwarded for collection. If the check is 
dishonored the banle is entitled to recover the funds from the 
customer. ACU transfers are widely perceived as check 
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substitutes. Section 4A-405(d) [section 4-U05( 4)) allows the 
funds transfer system to adopt a rule making payments to 
beneficiaries provisional. If such a rule is adopted, a 
beneficiary's bank that releases funds to the beneficiary will be 
able to recover the payment if it doesn't receive payment of the 
payment order that it accepted. There are two requirements with 
respect to the funds transfer system rule. The beneficiary, the 
beneficiary's bank and the originator's bank must all agree to be 
bound by the rule and the rule must require that both the 
beneficiary and the originator be given notice of the provisional 
nature of the payment before the funds transfer is ini tiated. 
There is no requirement that the notice be given with respect to 
a particular funds transfer. Once notice of the provisional 
nature of the payment has been given, the notice is effective for 
all subsequent payments to or from the person to whom the notice 
was given. Subsection (d) [subsection (4)) provides only that 
the funds transfer system rule must require notice to the 
beneficiary and the originator. The beneficiary's bank will know 
what the rule requires, but it has no w\y of knowing whether the 
originator's bank complied wi th the rule. Subsection (d) 
[subsection (4)) does not require proof that the originator 
received notice. If the originator's bank failed to give the 
required notice and the originator suffered as a result, the 
appropriate remedy is an action by the originator against the 
originator's bank based on that failure, But the beneficiary'S 
bank will not be able to get the benefit of subsection (d) 
[subsection (4)) unless the beneficiary had notice of the 
provisional nature of the payment because subsection (d) 
[subsection (4)) requires an agreement by the beneficiary to be 
bound by the rule. Implicit in an agreement to be bound by a 
rule that makes a payment provisional is a requirement that 
notice be given of what the rule provides. The notice can be 
part of the agreement or separately given., For ellample, notice 
can be given by providing a copy of the system's operating rules. 

With respect to ACo transfers made through a Federal Reserve 
Bank acting as an intermediary bank, the Federal Reserve Bank is 
obliged under Section 4A-402(b) [section 4-1402(2)) to pay a 
beneficiary's bank that accepts the payment order. Unlike 
Fedwire transfers, under current ACo practice a Federal Reserve 
Bank that processes a payment order does not obligate itself to 
pay if the originator's bank fails to pay the Federal Reserve 
Bank. It is assumed that the Federal Reserve will use its right 
of preemption which is recognized in Section 4A-I07 [section 
4-1107) to disclaim the Section 4A-402(b) [section 4-1402(2)) 
obligation in ACH transactions if it decides to retain the 
provisional payment rule. 
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4. Subsection (e) [subsection (5)] is another ellception to 
subsection (c) (subsection (3)]. It refers to funds transfer 
systems baving lOSS-Sharing rules described in the subsection. 
CHIPS has proposed a rule that Uts the description. Under the 
CHIPS loss-sharing rule the banks vi11 have agreed to contribute 
funds to allow the system to settle for payment orders sent over 
the system during the day in the event that one or more banks are 
unable to meet their settlement obligations. Subsection (e) 
[subsection (5)] applies only if CHIPS fails to settle despite 
the loss-sharing rule. Since funds under the lOSS-Sharing rule 
will be instantly available to CHIPS and will be in an amount 
sufficient to cover any failure that can be reasonably 
anticipated, it is elltremely unlikely that CHIPS would ever fail 
to settle. Thus, subs.ection (e) [subsection (sf) addresses an 
event that should never occur. If that event were to occur, all 
payment orders made over the system would be cancelled unde~ the 
CHIPS rule. Thus, no bank vould receive settlement, whether or 
not a failed bank was involved in a particular funds transfelr. 
Subsection (e) [Subsection (5)) provides that each funds transfer 
in whicb there is a payment order with respect to which there is 
a settl~ment failure is unwound. Acceptance by the beneficiary'S 
bank in each funds transfer is nullified. The consequences of 
nullification are that the beneficiary has no right to receive or 
retain payment by the beneficiary's bank, no payment Is made by 
the originator to the beneficiary and each sender in the funds 
transfer is., subject to Section 4A-402(e) [section 40-1402(5)). 
not obUged to pay its payment order and is entitled to refund, 
under Section 41<-402 (d) [section 4-1402 (4)] if it has already 
paid. 

54-1406. r~nt kr originator to beneficiaey= discharge of 
underlying obligation 

(1) Subject 'to seCtion 40-1211. Bubsection (5) and section 
4-1405. SUbsections (4) and (5), the originator of a funds 
transfer pays the beneficiary olE the originator's payment order 
at the time a payment order for the benefit of the beneficiary is 
accepted by the beneficiary's bank in the funds transfer and in 
an amount egual to the amount of the order accepted by the 
beneficiary's bank. but not more than the amount of th~ 

originator's order. 

(2) If payment under subsection (11 is made to satisfy an 
obligation. the obligation is discharged to the same extent 
discharge would reSult from payment to the beneficiary of thQ 
same amount In money, unless: 
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1.lll The pal'lIumt._ullilfi subsection 111 was made by a means 
prohibit~~ contract of the beneficiary with respect. 

J:..!L.tlliL.Qhl.igati.lrn1. 

ibl The l!lUl~{ill.Ml" within a reasonable time 
~iYlng ___ nQtice of receipt. of t.he order by 
l:!.e.n.e.il.c.li!~~L~.!l!c. notified the originat.or of 
I!lw.!lti~_ila:~.'.s refusal of the payment: 

aU1u: 
tM 
the 

I c I FU!lll~-.-lt.ll1LI:eJllIect to the -order were not withdrawn by 
the benelid-'!U' __ Q.L.J![>plied to a debt of t.he beneficiary: and 

lilL- The beneficiary would suffer a loss that could 
~l!!lll'-lHlve been Ilvoided if Pllyment had" been made by a 
=l1lL_k2ll!p!y.in9--ltitb the contract. 

lLpayment ~LJlLlginator does DOt. result. in discharge under 
!.IJ.iL.liJl..!tl;imL...-.tM.."=:lgi~~brogated to the rights of the 
~n.!lf~iQLY-tQ.-I~k.!ljYe~nt from the beneficiary'S bank under 
~n......i=l.iJl..L.Jil!Qsection 01, 

131 For the purpose of determining whether discharge of an 
2hllgl!.ti2~~I~nder sUbsection (21. if the beneficiary's bank 
~lL..<Ll!<lyment oti!..!lLJn an amount ellual to the amount of the 
Qxjginator's payment Qrder less charges of one or more receiving 
banks in th~~fer, payment to the beneficiary 15 deemed 
to be in the amount of the originator's order unless. upon demand 
by the benelli.lilry, the originator does not pay the beneficiary 
.IJlJL.a.mount of the deducted charges, 

(41 Rights of" the originator or of the beneficiary of a 
LYnds transfer under this section may be varied only by agreement 
of the originator and the beneficiary, 

1991 UnlfonD Comment 

1. Subsection (a) [subsection (11] states the fundamental 
rule of Article4A [Article 4-A] that -payment by the originator 
to the beneficiary is accomplished by providing to the 
beneficiary the obligation of the beneficiary's bank to pay. 
Since this obligation arises when the beneficiary's bank accepts 
a payment order, the originator pays the beneficiary at the time 
of acceptance and in the amount of the payment order accepted. 

2. In a large percentage of funds transfers, the transfer 
is made to pay an obligation of the originator. Subsection (a) 
[subsection (1) 1 states that the beneficiary is paid by the 
originat~r when the beneficiary'S bank accepts a payment order 
for lhe benefit of the beneficiary. When that happens the effect 
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') 

under subsection (bl [subsection (21] is" to substitute the 
obligation of the beneficiary's bank for the obligation of the 
originator. The effect is si~ilar to that under Article 3 if a 
cashier's check payable to the beneficiary had been taken by the 
beneficiary. Normally, payment by funds transfer is sought by 
the beneficiary because it puts money into the hands of the 
beneficiary more quickly. ~s a practical matter the beneficiary 
and the originator will nearly always agree to the funds transfer 
in advance. Under subsection (b) [subsection (21] acceptance by 
the beneficiary's bank will result in discharge of the obligation 
for which payment was made unless the beneficiary had made a 
contract with respect to the obligation which did not permit 
payment by the means used. Thus. if there is no contract of the 
beneficiary with respect to the means of payment of the 
Obligation. acceptance by the beneficiary's bank of a payment 
order to the account of the beneficiary can result in discharge. 

3. Suppose Beneficiary's contract stated that payment of an 
obligation. owed by Originator was to be made by a cashier's check 
of Bank A. Instead. Originator paid by a funds transfer to 
Beneficiary's account in Bank B. Bank B accepted a payment order 
for the benefit of Beneficiary by inunediately notifying 
Beneficiary that the funds were available for withdrawal. Before 
Beneficiary had a reasonable opportunity to withdraw the funds 
Bank B suspended payments. Under the "unless" clause of 
subsection (b) [subsection (2)] Beneficiary is not required to 
accept the payment as discharging the obligation owed by 
Originator to Beneficiary if Beneficiary's contract means that 
Beneficiary was not required to accept payment by wire transfer • 
Beneficiary could refuse the funds transfer as payment of the 
obligation and could resort to rights under the underlying 
contract to enforce' the obligation. The rationale is that 
Originator cannot impose the risk of Bank B's insolvency on 
Beneficiary if Beneficiary had specified another means of payment 
that did not entail that risk. If Beneficiary is required to 
accept Originator's payment, Beneficiary would suffer a loss that 
would not have occurred if payment had been made by a cashier' B 

check on Bank A. and Bank A has not suspended payments. In this 
case Originator will have to pay twice. It is obliged to pay the 
amount of its payment order to the bank that accepted it and has 
to pay the obligation it oves to Beneficiary which has not been 
discharged. Under the last, sentence of subsection (b) 
[SUbsection (2) ) Originator is subrogated to Beneficiary's right 
to receive payment from Bank B under Section 4A-404(a) [section 
4-1404 (1)]. 

4. Suppose Beneficiary's contract called for payment 'by a 
Fedwire transfer to Bank B. but the payment order accepted by 
Bank B was not a Fedwire transfer. Before the funds were 
withdrawn by Beneficiary. Bank B suspended payments. The sender 
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of the payment order to Bank B paid the amount of the order to 
Bank B. In this case 'the payment by Originator did not comply 
with Beneficiary's contract. but the noncompliance did not result 
in a loss to Beneficiary as required by subsection (b)(iv) 
[subsection (2)(d)]. A Fedwire transfer avoids the risk of 
insolvency of the sender of the payment order to Bank B. but it 
does not affect the risk that Bank B will suspend payments before 
withdrawal of the funds by Beneficiary. Thus. the "unless" 
clause of subsection (b) [subsection (2)] is not applicable and 
the obligation owed to Beneficiary is diSCharged. 

5. Charges of receiving baoks in a funds transfer normally 
are nominal in relationship to the amount being paid by the 
originator to the beneficiary. Wire transfers are normally 
agreed to in advance and the parties may agrea concerning how 
these charges are to be divided between the parties. Subsection 
(c) [subsection (3)] states a rule that applies in the absence of 
agreement. In some funds transfers charges of banks that execute 
payment orders Bre collected by deducting the charges from the 
amount of the payment order issued by the bank. I.e. the bank 
issues a payment order that is slightly less than the amount of 
the payment order that is being executed. The process is 
described in Comment 3 to Section 4A-302 [section 4-1302]. The 
result in such a case is that the payment order accepted by the 
beneficiary's bank will be slightly less than the amount of the 

,originator's order.' Subsection (c) [subsection (3)] recognizes 
the principle that a beneficiary is entitled to full payment of a 
debt paid by wi re transfer as a condition to discharge. On the 
other hand. SUbsection (c) [subsection (3)] prevents a 
beneficiary from denying the originator the benefit of the 
payment by asserting that discharge did not occur' because 
deduction of /lanl< charges resulted in lesa than full payment. 
The typical case is one in which the payment is made to exercise 
a valuable right such as an option which is unfavorable to the 
beneficiary. Subsection (c) [subsection (3)] allows discharge 
notwithstanding the deduction unless the origInator falls to 
reimburse the beneficiary for the deducted charges after demand 
by the beneficiary. 

HlSCELLABKQUS PRQVISIOHS 

54-1501. Variatio~reement and effect of funds transfer 
~!l!!LXylJ;j 

II) Excep~~~herwise provided in this Ar~l~~--tb& 

.rights and obligj!j;ions of j! party to a funds' transfer mal' be 
varied by agreement of the affected~ 
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(2) "Funds transfer system rule" means a rule of an 
association of banks! 

(a) Goyerning transmission of palJ1llent orders by means of a 
funds transfer system of the association or rights and 
obligations with respect to those orders: or 

(b) To the extent the rule governs rights and obligations 
between banks that a&-e parties to a funds transfer in which 
a Federal Reserve Bank, acting as an intermediary bank, 
sends a palJ1llent order to the beneficiary's bank. 

Except as otherwise proyided in this Article, a funds 
transfer system rule goyerning rights and obligations between 
participating banks using the system may be effectiye eyen if the 
rule conflicts with this Article and indirectly affects another 
party to the funds transfer whQ does nQt CQnsent to the rule. A 
funds transfer system rule may alsQ gQyern rights and Qbligations 
of parties Qther than participating banks using the system to the 
extent stated in sections 4-1404, subsection (3). section 4-1405. 
subsectiQn (4) and section 4-1507. subsection (3). 

1991 Uniforo Comment 

1. This section is designed to give some flexibility to 
Article 4A [Article 4-A]. Funds transfer system rules govern 
rights and obligations between banks that use the system. They 
may cover a wide variety of matters such as form and content of 
payment orders. security procedures. cancellation rights and 
procedures. indemnity rights. compensation rules for delays in 
completion of a funds transfer. time Bnd method of settlement. 
credit resbrictions with respect to senders of payment orders and 
risk allocation with respect to suspension of payments by a 
participating bank. Funds transfer system rules can be very 
effective in supplementing the provisions of Article 4A [Article 
4-A] and in filling gaps that may be present in Article 4A 
[Article 4-A]. To the extent they do not conflict with Article 
4A [Article 4-A] there is nri problem with respect to their 
effectiveness. In that case they merely supplement ArtiCle 4A 
[Article 4-A]. Section 4A-SOl [section 4-1501] goes further. It 
states that unless the contrary is stated. funds transfer system 
rules can override provisions of 'Article 4A [Article 4-'A]. Thus. 
rights and obligations of a sender bank and a receiving bank with 
respect to each other can be different from that stated in 
Article 4A [Article 4-A] to the extent a funds transfer system 
rule applies. Since funds transfer system rules are defined as 
those governing the relationship between participating banks. a 
rule can have a direct effect only on participating banks. But a 
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rule that affects the conduct of a participating bank may 
indirectly affect the rights of nonparticipants such as the 
originator or beneficiary of a funds transfer. and such a rule 
can be effective even though it may affect nonparticipants 
without their consent. For example. a rule might prevent 
eKecution of a payment order or might allow cancellation of a 
payment order wi th the result that a funds transfer is not 
completed or is delayed. But a rule purporting to define rights 
and obligations of nonparticipants in the system would not be 
effective to alter Article 4A [Article 4-A) rights because the 
rule is not within the definition of funds transfer system rule. 
Rights and obligations arising under Article 4A [Article 4-A) may 
also be vnI"ied by agreement of the affected parties. except to 
t,he eKtent Article 4A [Article 4-A) otherwise provides. Rights 
and obligations arising under Article 4A [Article 4-A) can also 
be changed by Federal Reserve regulations and operating circulars 
of Federal Reserve Banks. Section 4A-I07 [section 4-1107). 

2. Subsection (b)(H) [subsection (2)(b}) refers to ACH 
transfers. Whether an ACH transfer is made through an automated 
clearing house of a Federal Reserve Bank or through an automated 
clearing house of another association of banks. the rights and 
obligations of the originator's bank and the beneficiary's bank 
are governed by uniform rules adopted by various associations of 
banks in various parts of the nation. With respect to transfers 
in which a Federal Reserve Bank acts as intermediary bank these 
rules may be incorporated. in whole or in part. in operating 
circulars of the Federal Reserve Bank. Even if not so 
incorporated these rules can still be binding on the association 
banks. If a transfer is made through a Federal Reserve Bank. the 
rules are effective under SUbsection (b)(ii) [SUbsection 
(2}(b}). If the transfer is not made through a Federal Reserve 
Bank. the association rules are effective under subsection (b}(i) 
[SUbsection (2}(a}J. 

§4-1502. Creditor process served OD receiVing bank' setoff by 
hl:ID1f..i&.!.;u:y·s bank 

III As used in this section. "creditor process" means levy. 
~ttachment. garniphment. notice of lien. seguestration or a 
Jiilmil~=liJLJ.liued by or on behalf of a creditor or other 
cl~KitIL~~pect to an account. 

lll--.1'llilL-S.l!!ls..e .. (;.ti.Q.l1. £11'1'1 ies tQ the creditQr pro(;eslLJti.th 
respect tQ~~~~thori~ed a(;(;Qunt Qf the sender Qf a payment order 
i.Lj;~_.~L...!!!:Qcess is se!:ved Qn the re(;eiv inIJ.....I1.2!:!..!_...£.Q.L...t.h.e. 
p~!:.P.!ll;JL_.QL~te.[(!ll!ll.n.9---LlIJhts with respe(;t tQ the cre.dit..!lr 
p.rQJ;S!~.~-I! .. _ . .the .rS!GS!l.v11l.9-llil.!l..k~eP..tL....thlL.p".Yll!el!.L....Q.r9..!'L._-.J;l!e 
b.li~ .. .lll .. _J:lllL.<!!!t!!!;U: i;:;~&ll..l!ll.t........is deemed to be r.lLd\l~.e..d _py_ t.he. 
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amount of the payment order to the extent the bank did not 
otherwise receive payment Qf the order. unless' the creditor 
prQcess is served at a time and in a manner affQrding the bank a 
reasonable opportunity tQ act Qn it before the bank accepts the 
payment Qrder. 

(] I If a beneficiary's bank has received a payment order 
for payment tQ the beneficiary's accQunt in the bank. the 
following rules apply. 

fal The bank may credit the beneficiary's MCQunt. The 
amQunt credited may be set off against an obligatiQn owed by 
the beneficiary to the banle or applied tQ satisfy creditor 
process served Qn the bank with respect to the account. 

fbI The banle may credit the beneficiary's account and allow 
withdrawal Qf the amount credited unless creditor process 
"ith respect to the accQunt is served at a time and in a 
manner affording the bank a reasQnable oPPQrtunity to act to 
prevent withd~ 

fcl If creditor prQceBG with respect to the beneficiary's 
accQunt has been served and the bank has had a reasQnable 
QPPQrtunity to act on it. the bank may not reject the 
payment order except for a reason unrelated to the service 
Qf process. 

(4) CreditQr process with respect to a payment by the 
originator to the beneficiary pursuant to a funds transfer may be 
served only Qn the beneficiary's bank with respect to the debt 
Qwed by that bank to the beneficiary. Any other bank served with 
the creditQr process is not obliged to act with respect to the 
prQcess. 

1991 Unifonm Comment 

1. When a receiving bank accepts a payment order, the bank 
normally receives payment from the sender by debiting an 
authorized account of the sender. In accepting tHe sender's 
order the bank may be relying on a credit balance in the 
account. I f creditor process Is se rved on the bank wI th respect 
to the account before the bank accepts the order but the bank 
employee responsible for the acceptance was not aware of the 
creditor process at the time the acceptance occurred. it is 
unjust to the bank to allo" the creditor process to talee the 
credit balance on "hich the bank may have relied. Subsection (b) 
[subsection (2}) allows the ·bank to obtain payment from the 
sender's account in this case. Under that provision; the balance 
in the sender's account to which the creditor process applies is 
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deemed to be reduced by the BIIlount of the payment order unless 
there was sufficient time for notice of the service of creditor 
process to be received by personnel of the bank responsible for 
the acceptance. 

2. Subsection (c) [subsection (3)] deals with payment 
orders issued to the beneficiary's' bank. The bank may credit the 
beneficiary's account when the order is received, but under 
Section 4A-404(a) [section 4-1404(1)) the bank incurs no 
obligation to pay the beneficiary until the order is accepted 
pursuant to Section 4A-209(b) [section 4-1209(2)). Thus, before 
acceptance, the credit to the beneficiary's account is 
provisional. But under Section 4A-209(b) [section 4-1209(2)) 
acceptance occurs if the beneficiary's bank pays the beneficiary 
pursuant to Section 4A-405( a) [section 4-1405(1)]. Under that 
provision, payment occurs if the credit to the beneficiary's 
account is applied to a debt of the beneficiary. Subsection 
(c) (1) [subsection (3)(a)) allows the bank to credit the 
beneficiary's account with respect to a payment order and to 
accept the order by setting off the credit against an obligation 
owed to the bank or applying the credit to creditor process with 
respect to the account. 

Suppose a ben'eficiary's bank receives a payment order for 
the benefit of a customer. Before the bank accepts the order, 
the bank learns that creditor process has been served on the bank 
with respect to the customer's account. Normally there is no 
reason for a beneficiary's bank to reject a payment order, but if 
the beneficiary's account is garnished, the bank may be faced 
with a difficult choice. If it rejects the order, the garnishing 
creditor's potential recovery of funds of' the beneficiary is 
frustrated. It may be faced with a claim by the creditor that 
the rejection \fas a wrong to the creditor. If the bank accepts 
the order, the effect is to allow the creditor to seize funds of 
its customer, the beneficiary. Subsection (c)(3) [subsection 
(3)(c)) gives the bank no choice in this case. It providas that 
it may not favor its customer ovar the creditor by rejecting the 
order. The beneficiary's bank may rIghtfully reject only if 
there is an independent basis for rejection. 

3. Subsection (c)(2) [subsection (3)(b)) is similar to 
subsection (b) [subsection (2)). Normally the beneficiary's bank 
will release funds to the beneficiary shortly after acceptance or 
it will accept by releasing funds. Since the bank is bound by a 
garnishment order served before funds are released to the 
beneficiary. the bank might suffer a loss if funds were released 
without knowledge that a garnishment order had been served. 
Subsection (c)(2) [subsection (3)(b)) protects the bank if it did 
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not have adeguate notice of the garnishment when the funds were 
released. 

4. A creditor may want to reach funds involved in a funds 
transfer. The creditor may try to do so by serving process on 
the originator:s bank, an intermediary bank or the beneficiary's 
bank. The purpose of subsection (d) [subsection (4)] is to guide 
the creditor and the court as to the proper method of reaching 
the funds involved in a funds transfer. A creditor of the 
originator can levy on the account of the, originator in the 
originator's bank before the funds transfer is initiated. but 
that levy is subject to tbe limitations stated in subsection (b) 
[Subsection (2)]. The creditor of the originator cannot rea"h 
any other funds because no property of the originator is being 
transferred. A creditor of the beneficiary cannot levy on 
property of the originator and until the funds transfer is 
completed by acceptance by the beneficiary's bank of a payment 
order for the benefit of the beneficiary, the beneficiary has no 
property interest in the funds transfer which the beneficiary's 
creditor can reach. A creditor of the beneficiary that wants to 
reach the funds to be received by tbe beneficiary must serve 
creditor process on the beneficiary's bank to reach the 
obligation of the beneficiary's bank to pay the beneficiary which 
arises upon acceptance by the beneficiary's bank under Section 
4A-404(a) [section 4-1404(1)). 

5. "Creditol' process" is defined in subsection (a) 
[subsection (1)) to cover a variety of devices by which a 
creditor of the holder of a bank account or a claimant to a bank 
account can seize the account. Procedure and nomenclature varies 
widely from state to state. The term used in Section 4A-502, 
[section 4-1502) is a generic term. 

54-1503. Injunction or restroining order with respect to 
funds transfer 

For proper cause and in compliance with applicable law, a 
court may restrain! 

(1) A person from issuing a !layment order to initiate a 
funds transfer! ' 

(2) An originator's bank from, executing the payment order 
~ originator: or 

(3) The beneficiary's bank from releasing funds to the 
beneficiary or the beneficiary from withdrawing those funds. 
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A court may not otherwise [e'strain a person froID issuing a 
~t Order,-BQYlng or receiving paiIDent of a paiIDent order or 
~rwise acting wi~~~ct to a funds transfer. 

1991 Uniform Comment 

This section is related to Section 4A-502(d) [section 
4-1502(4) ) and to Comment 4 to Section 4A-502 [section 4-1502). 
It is designed to prevent interruption of a funds transfer after 
it has been set in motion. The initiation of a funds transfer 
can be prevented by enjoining the originator or the originator's 
bank from issuing a payment order. After the funds transfer is 
completed by acceptance of a payment order by the beneficiary's 
bank. that bank can be enjoined from releasing funds to the 
beneficiary or the beneficiary can be enjoined from 'withdrawing 
the funds. No other injunction is permitted. In particular. 
intermediary banks are protected. and injunctions against the 
or iginator and the originator's bank are limited to issuance of a 
payment order. Except for the beneficiary',s bank. nobody can be 
enjoined from paying a payment order. and no receiving bank can 
be enjoined from receiving payment from the sender of the order 
that it accepted. 

§i.=.!~5.1!O.!4 ... _j.Q!!r:J;dl!iet.!r~2jl.!n:L!v~h[tll!· Cl1!h!LAi!;temem!li!!J8Jl_dLJiP!.l1a!liJDe~<!nl.!tLSollr[ldOlle~r[JslLl!llt!!a2y¥-bell$l,--"c",h",a .. r~glSe",d 
to account: order of withdrawalS from account 

L11--lL-a receiving bank has received more than one paiIDent 
order of the sender or one or more paiIDent orders and other items 
that are payable from the sender's account. the bank may charge 
the sender's account with respect to the various orders and items 
in any sequence, 

(2) In determining whether a credit to an account h~ 
illM.r.f:I,wn by the holder of the account or applied to a debt of 
tOe holder of the account. credits first made to the account are 
first withdrawn or applied. 

1991 Uniform Comment 

Subsection (a) [subsection (I») concerns priority among 
various Obligations that are to be paid from the same account. A 
customer may have written checks on its account with the 
receiving bank and may have issued one or more payment orders 
payable from the same account. If the account balance is not 
sufficient to cover all of the checks and payment orders. some 
checks'may b!, dishonored and some payment orders may not be 
accepted. Although there is no concept of wrongful dishonor of a 
payment order in Article 4A [Article 4-A) in the absence of an 
agreement to hOllor by the receiving bank, some rights and 
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obligations may depend on the amount in the customer's account. 
Section 4A-209(b)(3) [section 4-1209(2)(c») and Section 4A-210(b) 
[section 4-1210( 2»). Whether dishonor of a check is wrongful 
also may depend upon the balance in the customer's account. 
Under subsection (a) [subsection (I)]. the bank is not required 
to consider the competing items and payment orders in any 
particular order. Rather it may charge the customer's account 
for the various items and orders in any order. Suppose there is 
$12.000 in the customer's account. If a check for $5.000 is 
presented for payment and the bank receives a $10.000 payment 
order from the customer. the bank could dishonor the check and 
accept the payment order. Dishonor of the check is not wrongful 
because the account balance was less than the amount of the check 
after the bank charged the account $10.000 on account of the 
payment order. Or. the bank could pay the check and not execute 
the payment order because the amount of the order is not covered 
by the balance in the account. 

54-1505. Preclusion of objection to debit of customer's 

~ 

If a receiving bank has received paiIDent from its customer 
with respect to a payment order issued in the name of the 
customer as sender and accepted by the bank end the customer 
received notification reasonably identifying the order. the 
customer is precluded from asserting that the bank is not 
entitled to retain the paiIDent unless the customer notifies the 
bank of the customer's objection to the paiIDent withhi one year 
after the notification was received by the customer. 

1991 Unifora Comment 

This section is in the nature of a statute of repose for 
objecting to debits made to the customer' s account. A receiving 
bank that executes payment orders of a customer may have received 
payment from the customer by debiting the customer's account with 
respect to a payment order that the customer was not required to 
pay. For example. the payment order may not have been authorized 
or verified pursuant to Section 4A-202 [section 4-1202) or the 
funds transfer may not have been completed. In either case the 
receiving bank is obliged to refund the payment to the customer 
and this obligation to refund payment cannot be varied by 
agreement. Section 4A-204 [section 4-1204) and Section, 4A-402 
[section 4-1402). Refund may also be required if the receiving 
bank is not entitled to payment from the customer because the 
ban~ erroneously executed a payment order. Section 4A-303 
[section 4-1303). A similar analysis applies to that case. 
Section 4A-~02(d) and (f) [section 4-1402(4) and (6») require 
refund and the obligation to refund may not be, varied by 
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agreement. Under 411-505 [section ~-1505), however, the 
obligation to refund may not be esserted by the customer if the 
customer has not objected to the debiting of the eccount within 
one yeer after the customer received notification of the debit. 

54-1506. Rate of int~ 

(II If. under this Article. a receiVing bank is obliged to 
pay interest with respect to a payment order issued to the bank. 
the amount payable may be determined; 

.(al By agreement of the sender and receiving bank: or 

(bl By a funds transfer system rule if the payment order is 
transmitted through a funds transfer system. 

(;!) If the amount of interest is not determined by an 
~nt or rule as stated in subsection lli. the amount is 
~lated by multiglying the applicable federal funds rate by 
the amount on which interest is payable and then multiplying the 
product by the number of days for which interest is payable. The 
~~a~eral funds rate is the aye rage of the federal funds 
l:i.I!&JLPublished by the Federal Reserye Bank of Hew York for each 
of the days for which interest is payable, divided by 360. The 
federal funds rate for any day on which a published rate is not 
~lPble is the salDe as the published rate for the next 
~ng day for which there is a published rate. If a 
receiying banle that accepted a payment order is reguired to 
~o the sender of the order· because' the funds 
transfer wa~~mpleted. but the failure to complete was not 
glle to any fal!lt by the bank, the interest payeble is reduced by 
a percent~~o the reserye requirement on deposits of the 
receiving bank. 

1991 Uniform Comment 

1. II receiving bank is required to pay interest on the 
amount of a payment order received by the bank in a number of 
situations. Sometimes the interest is payable to the sender and 
in other cases it is payable to either the originator or the 
beneficiary of the funds transfer. The relevant provisions iue 
Section 411-204 (a) [section 4-1204 (1) l. Section 411-209(b) (3) 
{section 4-1209(2)(c»). Section 411-210(b) [section 4-1210(2»). 
Section 411-305 (a) [section 4-1305( 1)). Section 411-402 (d) [section 
4-1402'(4») and Section 4A-404(b) [section 4-1404(2»). The rate 
of interest may be governed by a funds transfer system rule or by 
agreement as stated in subsection (a) [subsection (1»). If 
subse.ction (a) [subsection (1)) doesn·t apply. the rate is 
determined under subsection (b) [subsection (2»). Subsection (b) 
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[SUbsection (2)] is frustrated by the following example. II bank 
is obliged to pay interest on 31,000.000 for three days. July 3, 
July 4. and July 5. The published Fed Funds rate is .082 for 
July 3 and .081 for July 5. There is no published rate for July 
4 because that day is not a banking day. The rate for July 3 
applies to July 4. The applicable Fed Funds rate is .08167 (the 
average of .082. .082, and .081) divided by 360 which equals 
,0002268. The amount of interest payable is $1,000,000 x 
.0002268 x 3 = $680.40. 

2. In some cases. interest is payable in spite of the fact 
that there is no fault by the receiving bank. The last sentence 
of subsection (b) [subsection (2)] applies to those cases. For 
example, a funds transfer might not be completed because the 
beneficiary's bank rejected the payment order issued to it by the 
originator's bank or en intermediary bank. Section 411-402(c) 
[section 4-1402(3») provides that the originator is not obliged 
to pay its payment order and Section 411-402(d) [section 
4-1402(4») provides that the originator's bank must refund any 
payment received plus interest. The requirement to PBY interest 
in this CBse is not based on fault by the originator's bank. 
Rather, it is based on restitution. Since the originator's bank 
hBd the use of the originator's money. it is required to pay the 
originator for the value of that use. The value of that use is 
not determined by multiplying the interest rate by the refundable 
amount because the originBtor's bank is required to deposit with 
the Federal Reserve a percentage of the bank's deposits as a 
reserve requirement. Since that deposit does not bear interest. 
the bank had use of the refundable amount reduced by a percentage 
equal to the reserve requirement. If the reserve requirement is 
12~. the amount of interest payable by the ban~ under the formula 
stated in subsection (b) [subsection (2») is reduced by l2~. 

§4-1501. Choice of law 

11 I The follolfing rules apply unless the affected parties 
otherwise sgree or subsection 13) applies, 

(B) The rights and obligations between the sender of .. 
pByment order and the receiying bank are goyerned by the law 
of the jurisdictioQ in which the receiying bank is located. 

(b) The rights and Obligations between the beneUciary'1i 
bank and the beneficiary are governed by the law of the 
juriSdiction in which the beneficiary's bank is located. 

Icl The issue of when payment is made pursuant to a funds 
transfer by the originator to the beneficiary is 'goyerneg by 
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the law of the jurisdiction in which the beneficiary's bank 
.iJL..lru;.<Will.. 

(2) If the parties described in subsection (1). paragraphs 
~b) and (~~aye made an agreement and selected the law of a 
Pi;u:t!cular judsdiction to goyern rights and obligations between 
them, the law of that jurisdiction goyerns those rights and 
Qbligations~her or not the payment Qrder or the funds 
transfer bears a reasQllable relatiQn tQ that jurisdictiQn, 

(3) II -'.!.!n!:!lL.J:ransfer system rule may select the law of a 
~ticular j~~iction tQ gQyern the rights and obligatiQnsl 

ta.l BetHeen patl.L;jpating banks with respect tQ payment 
Qr.ruU:.JL.lla.n5mi.tted Qr prQcessed thrQugh the system! or 

Lh) Of som~ll parties tQ a funds transfer. any part Qf 
~tL;h is carried Qut by means of the system. 

II clwice Qf 1 au made pursuant to paragraph (a) is binding on 
~1~U9-bQnks. II chQice Qf law made pursuant tQ paragraph 
(b) is birut!.n!L-Q!l the originator. other sender Qr a receiying 
bank haying nQtice that the funds transfer system may be used in 
the funds transfer and notice of the chQice Qf law by the system. 
when the Qriginl!.!;.QL.......l2.l;her 5ender or receiying bank issued or 
accepted a payment order. The beneficiary Qf a fundE transfer is 
bQund by the clwice Qf law if. when the funds transfer is 
initiated. the beneficiary has notice that the funds transfer 
5ystem may be used In the funds transfer and nQtice Qf the chQice 
Qf law by the system, Tbe law Qf a jurisdictiQn selected 
pursuant tQ this sllbsection may goyern. whether or nQt that law 
bears a reasQoable relation to the matter in isslle. 

(4) In the eyent of incQnsisteocy between an agreement 
under subsectiQn (2) and a choice-of-law rule under sllbsectiQn 
(3), the agreeme.nt.....Jmder SUbsection (2) preyails. 

(5) If a funds transfer is made by use of mne than Qne 
{lInds ,trans~§V§te~nd there is inconsistency between the 
choIce-Qf-law rules Qf the systems, the matter in issue is 
gQV.!l.rnl:li......hY..-thlL....law of the selected jurisdictIQn that' has the 
most significant relatiQnship tQ the matter in issue, 

1991 Uniform Comment 

1. fUllds transfers are typically interstate or 
international in character. If pal'"t of a funds transfer is 
governed by llrticle 4ll [llrticle 4-ll) and another part is governed 
by other law, the rights and obligations of parties to the funds 
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transfer may be unclear because there is no clear consensus in 
various jurisdictions concerning the juridical nature of the . 
transaction. Unless all of a funds transfer is governed by a 
single law it may be very difficult to predict the result if 
something goes wrong in the, transfer. Section 4A-507 [section 
4-1507) deals with this problem. Subsection (b) [subsection (2») 
allows parties to a funds transfer to make a choice-Of-law 
agreement. Subsection (c) [subsection (3») allows a funds 
transfer system to select the law of a particular jurisdiction to 
govern funds transfers carried out by means of the system. 
Subsection (a) [subsection (l)J states residual rules if no 
choice of law has occurred under subsection (b) [subsection (2) J 
or subsection (c) [subsection (3»). 

2. Subsection (a) [subsection (I)J deals with three sets of 
relationships. Rights and obligations between the sender of a 
payment order and the receiving bank are governed by the law of 
the jurisdiction in which the receiving bank is located. If the 
receiving bank is the beneficiary's bank the rights and 

,obligations of the beneficiary are also governed by the law of 
the jurisdiction in which the receiving bank is located. Suppose 
Or iginator. located in Canada. sends a payment order to 
Originator's Bank located in a state in which Article 4A [Article 
4-A) has been enacted, The order is for payment to an acco~nt of 
Beneficiary in a bank in England. Under subsection (a) (1) 
[subsection (l)(a)J. the rights and obligations of Originator and 
Originator's Bank toward each other are governed by Article 4A 
[Article 4-A) if an action is brought in a court' in the Article 
4A [Article 4-A) state. If an action is brought in a Canadian 
court. the conflict of laws issue will be determined by Canadian 
law which might or might not apply the law of the state in which 
Originator's Bank is located. If that law is applied. the 
ellecution of Originator's order will be governed by Article 4A 
[Article 4-A), but with respect to the payment order of 
Originator's Bank to the English bank. Article 4A [Article 4-A] 
mayor may, not be applied with respect to the rights and 
obligations between !,he two banks. The result may depend upon 
whether action is brought in a court in the state in which 
Originator's Bank is located or in an English court. Article 4A 
[Article 4-A) is biuding only on a court in a state that enacts 
it. It can have elltraterritorial effect only to the. extent 
courts of another jurisdiction are willing to apply it. 
Subsection (c) [subsection (3)] also bears on the issues 
discussed in this Comment. 

Under Section 4A-406 [section 4-1406) payment by the 
or iginator to the beneficiary of the funds transfer occurs when 
the beneficiary's bank accepts a payment order for the benefit of 
the beneficiary, II jurisdiction in which llrticle 4A [Article 
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4-A) is not in effect may folIo" a different rule or it may not 
have a clear rule. Under Section 4A-507(a)(3) [section 
4-1507 (1) (c)) the issue is governed by the la" of the 
jurisdiction in which the beneficiary's bank is located. Since 
the payment to the beneficiary is made through the beneficiary's 
bank it is reasonable that the issue of when payment occurs be 
governed by the law of the jur isdiction in which the bank is 
located. Since it is difficult in many cases to determine where 
a beneficiary is located. the location of the beneficiary's bank 
provides a more certain rule. 

3. Subsection (b) [subsection (2)) deals with choice-of-la" 
agreements and it gives maximum freedom of choice. Since the law 
of funds transfers is not highly developed in the case law there 
may be a strong incentive to choose the la" of a jurisdiction in 
which Article 4A [Article 4-A) is in effect because it provides a 
greater degree of certainty with respect to the rights of various 
parties. Wi th respect to conunercial transactions. it is often 
said that "[u]niformity and predictability based upon conunercial 
convenience are the prime considerations in making the choice of 
governing law. ..• R. Leflar. American Conflicts Law, § 185 
(1977). SubsEction (b) [subsection (2)) is derived in part from 
recently enacted choice-of-law rules in the States of New York 
and California. N.Y. Gen. Obligations La" 5-1401 (McKinney's 
1989 Supp.) and California Civil Code § 1646.5. This broad 
endorsement of freedom of contract is an enhancement of the 
approach taken by Restatement (Second) of Conflict of Laws 
§ l87(b) (1971). The Restatement recognizes the basic right of 
freedom of contract. but the freedom granted the parties may be 
more limited than the freedom granted here. Under the 
formulation of the Restatement, if there is no substantial 
relationship to the jurisdiction whose law is selected and there 
is no "other" reas~nable basis for the parties' choice, then the 
selection of the parties need not be honored by a court. 
Further. if the choice is violative of a fundamental pOlicy of a 
state which has a materially greater interest than the chosen 
state. the selection could be disregarded by a court. Those 
limitations are not found in subsection (b) [SUbsection (2»). 

4. Subsection (c) [subsection (3») may be the most 
important provision hi regard to creating uniformity of law in 
funds transfers. Most rights stated in Article 4A [Article 4-A) 
regard parties who are in privity of contract such as originator 
and beneficiary. sender and receiving bank, and beneficiary's 

·bank and beneficiary. Since they are in privity they can make a 
choice of law by agreement. But that is not always the case. 
For example. an intermediary bank that improperly executes a 
payment order is not in privity with either the originator or the 
beneficiary. The ability of a funds transfer system to make a 
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choice of law by rule is a convenient way of dispensing with 
individual agreements and to cover cases in which agreements are 
not feasible. It is probable that funds transfer systems will 
adopt a governing la" to increase the certainty of conunercial 
transactions that are effected over such systems. A system rule 
might adopt the la,,· of an Article 4A [Article 4-A) state to 
govern transfers on the system in order to provide a consistent, 
unitary, la" governing ·all transfers made on the system. To the 
extent such system rules de.velop, individual choice-ot-lew 
agreements become unnecessary. 

Subsection (c) [subsection (3») has broad application. AI. 
system choice of la.. applies not only to rights and obligations 
between banks that use the system, but may also apply to other 
parties to the funds trans!er so long as some part of the 
transfer .. es carried out over the system. The originator and any 
other sender or receiving bank in the funds transfer is bound if 
at the time it issues or accepts a payment order it had notice 
that the funds transfer involved use of the system and that the 
system chose the law of e particular jurisdiction. Under Section 
4A-I07 [section 4-1107). the Federal Reserve by regulation· could· 
make a similar choice of la .. to govern funds transfers carried 
out by use of Federal Reserve Bants. Subsection (d) [SUbsection 
(4)) is a limitation on subsection (c) [SUbsection (3)). If· 
parties have made a choice-of-law agreement that conflicts with a 
choice of law made under subsection (c) [subsection (3)), the 
agreement prevails. 

5. Subsection (e) [subsection (5)) addr~sses the case in 
which a funds transfer involves more than one funds transfer 
system and the systems adopt conflicting choice-of-law rules. 
The rule that has the most significant relationship to the matter 
at issue prevails. For I!:ample. each system should be able to 
make a· choice of la" governing payment orders transmitted over 
that system with regard to a Choice of law made by another system. 

SK. 3. lLeglBlative !nteilld. This Act is the Maine enactment of 
the Uniform Conunercial Code, Article 4A as adopted by the 
National Conference of Conunissioners on Uniform State Laws. The 
teEt of that uniform ect has been changed to conform to Maine 
statutory conventions. Unless otherwise noted in a Maine 
conunent. the changes are technical in nature and it is the intent 
of the Legislature that this Act be interpreted as substantively 
the same as the uniform act. 

ST A 1I'EMENT OlF IF AC1I' 

This bill enacts the Maine Revised Statutes. Title II, 
Article 4-A, which is the State's version of the Uniform 
Conunercial Code. Article 4A, governing the transfer o! funds 
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between banks by wire or by written instructions. The article is 
2 based on an article adopted by the National Conference of 

Commissioners on Uniform State Laws' and has been technically 
4 revised to conform to the Legislature's conventions for usage and 

nwnbering. Uniform law comments are included without any change 
6 except that cross-references to the uniform law are followed by 

cross-references to the Maine version in brackets. 
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