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TITLE 6

Commerce and Trade
SUBTITLE 1

Uniform Commercial Code

ARTICLE 4A. FUNDS TRANSFERS

PART 1

Subject Matter and Definitions
§ 4A-101. Short title.

This Article may be cited as Uniform Commercial Code -- Funds Transfers. (68
Del. Laws, c. 430, § 1.)

§ 4A-102. Subject matter.

Except as otherwise provided in Section 4A-108, this Article applies to funds
transfers defined in Section 4A-104. (68 Del. Laws, c. 430, § 1.)

§ 4A-103. Payment order -- Definitions.
(a) In this Article:
(1) "Payment order" means an instruction of a sender to a receiving bank,
transmitted orally, electronically, or in writing, to pay, or to cause another bank to

pay, a fixed or determinable amount of money to a beneficiary if:

(1) the instruction does not state a condition to payment to the
beneficiary other than time of payment,

(ii) the receiving bank is to be reimbursed by debiting an account of, or
otherwise receiving payment from, the sender, and

(iii) the instruction is transmitted by the sender directly to the receiving
bank or to an agent, funds-transfer system, or communication system for transmittal to

the receiving bank.

(2) "Beneficiary" means the person to be paid by the beneficiary's bank.
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(3) "Beneficiary's bank" means the bank identified in a payment order in
which an account of the beneficiary is to be credited pursuant to the order or which
otherwise is to make payment to the beneficiary if the order does not provide for
payment to an account.

(4) "Receiving bank" means the bank to which the sender's instruction is
addressed.

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

(b) If an instruction complying with subsection (a)(1) is to make more than one
payment to a beneficiary, the instruction is a separate payment order with respect to
each payment. » :

(c) A payment order is issued when it is sent to the receiving bank. (68 Del. Laws,
c.430,§1.)

§ 4A-104. Funds transfer -- Definitions.
In this Article:

(a) "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
originator's bank 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 a payment order for the benefit of the beneficiary of the originator's payment order.

(b) "Intermediary bank" means a receiving bank other than the originator's
bank or the beneficiary's bank.

(c) "Originator" means the sender of the first payment order in a funds
transfer.

(d) "Originator's bank" means (i) the receiving bank to which the payment
order of the originator is issued if the originator is not a bank, or (ii) the originator if
the originator is a bank. (68 Del. Laws, c. 430, § 1.)

§ 4A-105. Other definitions.
(a) In this Article:

(1) "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 bank. If a customer does not so designate an account, any account of
the customer is an authorized account if payment of a payment order from that
account 1s not inconsistent with a restriction on the use of that account.
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(2) "Bank" means a person engaged in the business of banking and includes a
savings bank, savings and loan association, credit union, and trust company. A branch
or separate office of a bank is a separate bank for purposes of this Article.

(3) "Customer" means a person, including a bank, having an account with a
bank or from whom a bank has agreed to receive payment orders.

(4) "Funds-transfer business day" of a receiving bank means the part of a day
during which the receiving bank is open for the receipt, processing, and transmittal of
payment orders and cancellations and amendments of payment orders.

(5) "Funds-transfer system" means a wire transfer network, automated
clearing house, or other communication system of a clearing house or other
association of banks through which a payment order by a bank may be transmitted to
the bank to which the order is addressed.

(6) >Reserved.|

(7) "Prove" with respect to a fact means to meet the burden of establishing
the fact (Section 1-201(b)(8)).

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

"Acceptance” Section 4A-209

"Beneficiary” Section 4A-103

"Beneficiary's bank" Section 4A-103
"Executed" Section 4A-301

"Execution date" Section 4A-301

"Funds transfer" Section 4A-104
"Funds-transfer system rule" Section 4A-501
"Intermediary bank" Section 4A-104
"Originator” Section 4A-104

"Originator's bank" Section 4A-104
"Payment by beneficiary's bank to beneficiary" Section 4A-405

"Payment by originator to beneficiary" Section 4A-406
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"Payment by sender to receiving bank" Section 4A-403
"Payment date" Section 4A-401
"Payment order” Section 4A-103
"Receiving bank" Section 4A-103
"Security procedure” Section 4A-201
"Sender" Section 4A-103
(c) The following definitions in Article 4 apply to this Article:
"Clearing house" Section 4-104
"Item" Section 4-104
"Suspends payments" Section 4-104

(d) In addition Article 1 contains general definitions and principles of construction
and interpretation applicable throughout this Article. (68 Del. Laws, c. 430, § 1; 74
Del. Laws, c. 332, §§ 34, 35))

§ 4A-106. Time payment order is received.

(a) 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 1-202. A receiving bank may fix a cut-off time or times on a funds-
transfer business day for the receipt and 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 different 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 business day, the receiving bank may treat
the payment order or communication as received at the opening of the next funds-
transfer business day.

(b) If this Article refers to an execution date or payment date or states a day on
which a receiving bank is required to take action, and the date or day does not fall on
a funds-transfer 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. (68 Del.
Laws, c. 430, § 1; 74 Del. Laws, c. 332, § 36.)

§ 4A-107. 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 Reserve Banks supersede any inconsistent provision
of this Article to the extent of the inconsistency. (68 Del. Laws, c. 430, § 1.)

§ 4A-108. Exclusion of consumer transactions governed by federal law.

This Article does not apply to a funds transfer any part of which is governed by the
Electronic Fund Transfer Act (Title XX, Public Law 95-630, 92 Stat. 3728, 15 U.S.C.
§ 1693 et seq.) as amended from time to time. (68 Del. Laws, c. 430, § 1.)

NOTICE: The Delaware Code appearing on this site was prepared by the Division of
Research of Legislative Council of the General Assembly with the assistance of the
Government Information Center, under the supervision of the Delaware Code
Revisors and the editorial staff of LexisNexis, includes all acts up to and including 75
Del. Laws, c. 438, effective July 26, 2006.

DISCLAIMER: Please Note: With respect to the Delaware Code documents available
from this site or server, neither the State of Delaware nor any of its employees, makes
any warranty, express or implied, including the warranties of merchantability and
fitness for a particular purpose, or assumes any legal liability or responsibility for the
accuracy, completeness, or usefulness of any information, apparatus, product, or
process disclosed, or represents that its use would not infringe privately-owned rights.
This information is provided for informational purposes only. Please seek legal
counsel for help on interpretation of individual statutes.
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TITLE 6

Commerce and Trade
SUBTITLE 1

Uniform Commercial Code

ARTICLE 4A. FUNDS TRANSFERS

PART 2

Issue and Acceptance of Payment Order
§ 4A-201. 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 cancelling a payment order is that of the customer, or (ii)
detecting error in the transmission or the content of the payment order or
communication. A security procedure may require the use of algorithms or other
codes, identifying words or numbers, encryption, callback 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 security
procedure. (68 Del. Laws, c. 430, § 1.)

§ 4A-202. Authorized and verified payment orders.

(a) A payment order received by the receiving bank is the authorized order of the
person identified as sender if that person authorized the order or is otherwise bound
by it under the law of agency.

(b) 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 is effective as the
order of the customer, whether or not authorized, if (i) the security procedure is a
commercially reasonable method of providing security against unauthorized payment
orders, and (ii) 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 payment orders issued in the name of the
customer. The bank is not required 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 reasonable opportunity to act on it before the payment
order is accepted.
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(c) Commercial reasonableness of a security procedure is a question 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 size, type, and
frequency 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) the 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 (ii) the customer expressly agreed in
writing to be bound by any payment order, whether or not authorized, issued in its
name and accepted by the bank in compliance with the security procedure chosen by
the customer.

(d) The term "sender" in this Article includes the customer in whose name a
payment order is issued if the order is the authorized order of the customer under
subsection (a), or it is effective as the order of the customer under subsection (b).

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

(f) Except as provided in this section and in Section 4A-203(a)(1), rights and
obligations arising under this section or Section 4A-203 may not be varied by

. agreement. (68 Del. Laws, c. 430, § 1.)

§ 4A-203. Unenforceability of certain verified payment orders.

(a) If an accepted payment order is not, under Section 4A-202(a), an authorized
order of a customer identified as sender, but is effective as an order of the customer
pursuant to Section 4A-202(b), the following rules apply:

(1) By express written agreement, the receiving bank may limit the extent to
which it is entitled to enforce or retain payment of the payment order.

(2) 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 (i) entrusted at any time with duties to act for the customer
with respect to payment orders or the security procedure, or (ii) who obtained access
to transmitting facilities of the customer or who obtained, from a source controlled by
the customer and without authority of the receiving bank, information facilitating
breach of the security procedure, regardless of how the information was obtained or
whether the customer was at fault. Information includes any access device, computer
software, or the like.

(b) This section applies to amendments of payment orders to the same extent it
applies to payment orders. (68 Del. Laws, c. 430, § 1.)
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§ 4A-204. Refund of payment and duty of customer to report with respect to
unauthorized payment order.

(a) If a receiving bank accepts a payment order issued in the name of its customer
as sender which is (i) not authorized and not effective as the order of the customer
under Section 4A-202, or (ii) not enforceable, in whole or in part, against the
customer under Section 4A-203, the bank shall refund any payment of the payment
order received from the customer to the extent the bank is not entitled to enforce
payment and shall pay interest on the refundable amount calculated from the date the
bank received payment to the date of the refund. However, the customer is not entitled
to interest from the bank on the amount to be refunded if the customer 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 order was
accepted or that the customer's account was debited with respect to the order. The
bank is not entitled to any recovery from the customer on account of a failure by the
customer to give notification as stated in this section.

(b) Reasonable time under subsection (a) may be fixed by agreement as stated in
Section 1-302(b), but the obligation of a receiving bank to refund payment as stated in
subsection (a) may not otherwise be varied by agreement. (68 Del. Laws, c. 430, § 1;
74 Del. Laws, c. 332, § 37.)

§ 4A-205. Erroneous payment orders.

(a) If an accepted payment order was transmitted pursuant to a security procedure
for the detection of error and the payment order (i) erroneously instructed payment to
a beneficiary not intended by the sender, (ii) erroneously instructed payment in an
amount greater than the amount intended by the sender, or (iii) was an erroneously
transmitted duplicate of a payment order previously sent by the sender, the following
rules apply:

(1) If the sender proves that the sender or a person acting on behalf of the
sender pursuant to Section 4A-206 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 (2) and (3).

(2) If the funds transfer is completed on the basis of an erroneous payment
order described in clause (i) or (iii) of subsection (a), 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
restitution.

(3) If the funds transfer is completed on the basis of a payment order
described in clause (ii) of subsection (a), the sender is not obliged to pay the order to
the extent the amount received by the beneficiary is greater than the amount intended
by the sender. In that case, the receiving bank is entitled to recover from the
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beneficiary the excess amount received to the extent allowed by the law governing
mistake and restitution.

(b) If (1) the sender of an erroneous payment order described in subsection (a) is
not obliged to pay all or part of the order, and (ii) the sender receives notification
from the receiving bank that the order was accepted by the bank or that the sender's
account was debited with respect to the order, the sender has a duty to exercise
ordinary care, on the basis of information available to the sender, to discover the error
with respect to the order and to advise the bank of the relevant facts within a
reasonable time, not exceeding 90 days, after the bank's notification was received by
the sender. If the bank proves that the sender failed to perform that duty, the sender is
liable to the bank for the loss the bank proves it incurred as a result of the failure, but
the liability of the sender may not exceed the amount of the sender's order.

(c) This section applies to amendments to payment orders to the same extent it
applies to payment orders. (68 Del. Laws, c. 430, § 1.)

§ 4A-206. Transmission of payment order through funds-transfer or other
communication system.

(a) If a payment order addressed to a receiving bank is transmitted to a funds-
transfer system or other third-party communication system for transmittal to the bank,
the system is deemed to be an agent of the sender for the purpose 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
Reserve Banks.

(b) This section applies to cancellations and amendments of payment orders to the
same extent it applies to payment orders. (68 Del. Laws, c. 430, § 1.)

§ 4A-207. Misdescription of beneficiary.

(a) Subject to subsection (b), if, in a payment order received by the beneficiary's
bank, the name, bank account number, or other identification of the beneficiary refers
to a nonexistent or unidentifiable person or account, no person has rights as a
beneficiary of the order and acceptance of the order cannot occur.

(b) If a payment order received by the beneficiary's bank identifies the beneficiary
both by name and by an identifying or bank account number and the name and
number identify different persons, the following rules apply:

(1) Except as otherwise provided in subsection (c), if the beneficiary's bank
does 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 beneficiary's
bank need not determine whether the name and number refer to the same person.
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(2) If the beneficiary's bank pays the person identified by name or knows that
the name and number identify different persons, no person has rights as beneficiary
except the person 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 cannot occur.

(c) If (1) a payment order described in subsection (b) is accepted, (ii) the
originator's payment order described the beneficiary inconsistently by name and
number, and (iii) the beneficiary's bank pays the person identified by number as
permitted by subsection (b)(1), the following rules apply:

(1) If the originator is a bank, the originator is obliged to pay its order.

(2) If the originator is not a bank and proves that the person identified by
number was not entitled to receive payment from the originator, the originator is not
obliged to pay its order unless the originator's bank proves that the originator, before
acceptance of the originator's order, had notice that payment of a payment order
issued by the originator might be made by the beneficiary's bank on the basis of an
identifying or bank account number even if it identifies a person different from the
named beneficiary. Proof of notice may be made by any admissible evidence. The
originator's bank satisfies the burden of proof if it proves that the originator, before
the payment order was accepted, signed a writing stating the information to which the
notice relates.

(d) In a case governed by subsection (b)(1), if the beneficiary's bank rightfully pays
the person identified by number and that person was not entitled to receive payment
from the originator, the amount paid may be recovered from that person to the extent
allowed by the law governing mistake and restitution as follows:

(1) If the originator is obliged to pay its payment order as stated in
subsection (c), the originator has the right to recover.

(2) If the originator is not a bank and is not obliged to pay its payment order,
the originator’s bank has the right to recover. (68 Del. Laws, c. 430, § 1.)

§ 4A-208. Misdescription of intermediary bank or beneficiary's bank.

(a) This subsection applies to a payment order identifying an intermediary bank or
the beneficiary's bank only by an identifying number.

(1) The receiving bank may rely on the number as the proper identification of
the intermediary or beneficiary's bank and need not determine whether the number
identifies a bank.

(2) The sender is obliged to compensate the receiving bank for any loss and
expenses incurred by the receiving bank as a result of its reliance on the number in
executing or attempting to execute the order.
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(b) This subsection applies to a payment order identifying an intermediary bank or
the beneficiary's bank both by name and an identifying number if the name and
number identify different persons.

(1) If the sender is a bank, the receiving bank may rely on the number as the
proper identification of the intermediary or beneficiary's bank if the receiving bank,
when 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 or whether the number refers to a bank. The sender is
obliged to compensate the receiving bank for any loss and expenses incurred by the
receiving bank as a result of its reliance on the number in executing or attempting to
execute the order.

(2) If the sender is not a bank and the receiving bank proves that the sender,
before the payment order was accepted, had notice that the receiving bank might rely
on the number as the proper identification of the intermediary or beneficiary's bank
even if it identifies a person different from the bank identified by name, the rights and
obligations of the sender and the receiving bank are governed by subsection (b)(1), as
though the sender were a bank. Proof of notice may be made by any admissible
evidence. The receiving bank satisfies the burden of proof if it proves that the sender,
before the payment order was accepted, signed a writing stating the information to
which the notice relates.

(3) Regardless of whether the sender is a bank, the receiving bank may rely
on the name as the proper identification of the intermediary or beneficiary's bank if
the receiving 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.

(4) If the receiving bank 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 4A-302(a)(1). (68 Del. Laws, c.
430,§1.)

§ 4A-209. Acceptance of payment order.

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

(b) Subject to subsections (¢) and (d), a beneficiary's bank accepts a payment order
at the earliest of the following times:

(1) when the bank (i) pays the beneficiary as stated in Section 4A-405(a) or
4A-405(b), or (ii) 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 order or that funds with respect to the order may not be
withdrawn or used until receipt of payment from the sender of the order;
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(2) when the bank receives payment of the entire amount of the sender's
order pursuant to Section 4A-403(a)(1) or 4A-403(a)(2); or

(3) the opening of the next funds-transfer business day of the bank following
the payment date of the order if, at that time, the amount of the sender's order is fully
covered by a withdrawable credit balance in an authorized account of the sender or
the bank has otherwise received full payment from the sender, uniess the order was
rejected before that time or is rejected within (i) one hour after that time, or (ii) one
hour after the opening of the next business day of the sender following the payment
date if that time is later. If notice of rejection is received by the sender after the
payment date and the authorized account of the sender does not bear interest, the bank
is obliged to pay interest to the sender on the amount of the order for the number of
days elapsing after the payment date to the day the sender receives notice or learns
that the order was not accepted, counting that day as an elapsed day. If the
withdrawable credit balance during that period falls below the amount of the order,
the amount of interest payable is reduced accordingly.

(c) Acceptance of a payment order cannot occur before the order is received by the
receiving bank. Acceptance does not occur under subsection (b)(2) or (b)(3) if the
beneficiary of the payment order does not have an account with the receiving bank,
the account has been closed, or the receiving bank is not permitted by law to receive
credits for the beneficiary's account.

(d) A payment order issued to the originator's bank cannot be accepted until the
payment date if the bank is the beneficiary's bank, or the execution date if the bank is
not the beneficiary's bank. If the originator's bank executes the originator's payment
order before the execution date or pays the beneficiary of the originator's payment
order before the payment date and the payment order is subsequently canceled
pursuant to Section 4A-211(b), the bank may recover from the beneficiary any
payment received to the extent allowed by the law governing mistake and restitution.
(68 Del. Laws, ¢. 430, § 1.)

§ 4A-210. Rejection of payment order.

(a) 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 pay the order. Rejection is effective
when the notice is given if transmission is by a means 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, (i) any
means complying with the agreement is reasonable and (i) any means not complying
is not reasonable unless no significant delay in receipt of the notice resulted from the
use of the noncomplying means.
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(b) This subsection applies if a receiving 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 authorized account of the sender does not bear interest, 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 4A-211(d) 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.

(c) If a receiving bank suspends payments, all unaccepted payment orders issued to
it are deemed rejected at the time the bank suspends payments.

(d) Acceptance of a payment order precludes a later rejection of the order.
Rejection of a payment order precludes a later acceptance of the order. (68 Del. Laws,
c.430,§1.)

§ 4A-211. Cancellation and amendment of payment order.

(a) 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 receiving bank, the
communication is not effective to cancel or amend the order unless the
communication is verified pursuant to the security procedure or the bank agrees to the
cancellation or amendment.

(b) Subject to subsection (a), 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.

(c) After a payment order has been accepted, cancellation or amendment of the
order is not effective unless the receiving bank agrees or a funds-transfer system rule
allows cancellation or amendment without agreement of the bank.

(1) With respect to a payment order accepted by a receiving bank 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.

(2) With respect to a payment order accepted by the beneficiary's bank,
cancellation or amendment is not effective unless the order was issued in execution of
an unauthorized payment order, or because of a mistake by a sender in the funds
transfer which resulted in the issuance of a payment order (i) that is a duplicate of a
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payment order previously issued by the sender, (ii) that orders payment to a
beneficiary not entitled to receive payment from the originator, or (iii) that orders
payment in an amount greater than the amount the beneficiary was entitled to receive
from the originator. If the payment order is canceled or amended, the beneficiary's
bank is entitled to recover from the beneficiary any amount paid to the beneficiary to
the extent allowed by the law governing mistake and restitution.

(d) An unaccepted payment order is canceled by operation of law at the close of
the fifth funds-transfer business day of the receiving bank after the execution date or
payment date of the order.

(e) A canceled payment order cannot be accepted. If an accepted payment order is
canceled, the acceptance is nullified and no person has any right or obligation based
on the acceptance. Amendment of a payment order is deemed to be cancellation of the
original order at the time of amendment and issue of a new payment order in the
amended form at the same time.

(f) 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 to
cancellation or amendment of the order by the sender or is bound by a funds-transfer
system rule allowing cancellation or amendment without 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 amendment or attempted cancellation or amendment.

(g) A payment order is not revoked by the death or legal incapacity of the sender
unless the receiving bank knows of the death or of an adjudication of incapacity by a
court of competent jurisdiction and has reasonable opportunity to act before
acceptance of the order.

(h) A funds-transfer system rule is not effective to the extent it conflicts with
subsection (c)(2). (68 Del. Laws, c. 430, § 1.)

§ 4A-212. Liability and duty of receiving bank regarding unaccepted payment order.

If a receiving bank fails to accept a payment order that it is obliged by express
agreement to accept, the bank is liable for breach of the agreement to the extent
provided in the agreement or in this Article, but does not otherwise have any duty to
accept a payment order or, before acceptance, to take any action, or refrain from
taking action, with respect to the order except as provided in this Article or by express
agreement. Liability based on acceptance arises only when acceptance occurs as
stated in Section 4A-209, and liability is limited to that provided in this Article. A
receiving bank is not the agent of the sender or beneficiary of the payment order it
accepts, or of any other 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 express agreement.
(68 Del. Laws, c. 430, § 1.)
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TITLE 6

Commerce and Trade
SUBTITLE 1

Uniform Commercial Code

ARTICLE 4A. FUNDS TRANSFERS

PART 3

Execution of Sender's Payment Order by Receiving
Bank

§ 4A-301. Execution and execution date.

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

(b) "Execution date” of a payment order means the day on which the receiving
bank may properly issue a payment order in execution of the sender's order. The
execution date may be determined by instruction of the sender but cannot 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 execution date
is the payment date or an earlier date on which execution is reasonably necessary to
allow payment to the beneficiary on the payment date. (68 Del. Laws, c. 430, § 1.)

§ 4A-302. Obligations of receiving bank in execution of payment order.

(a) Except as provided in subsections (b) through (d), if the receiving bank accepts
a payment order pursuant to Section 4A-209(a), the bank has the following
obligations in executing the order:

(1) The receiving bank is obliged to issue, on the execution date, a payment
order complying with the sender's order and to follow the sender's instructions
concerning (i) any intermediary bank or funds-transfer system to be used in carrying
out the funds transfer, or (ii) the means by which payment orders are to be transmitted
in the funds 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.
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(2) 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 payment order by the most expeditious available means, and to instruct any
intermediary bank accordingly. If a sender's instruction states a payment date, the
receiving bank is obliged to transmit its payment order at a time and by means
reasonably necessary to allow payment to the beneficiary on the payment date or as
soon thereafter as is feasible.

(b) Unless otherwise instructed, a receiving bank executing a payment order may
(1) use any funds-transfer system if use of that system is reasonable in the
circumstances, and (ii) issue a payment 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 bank is not
required to follow an instruction of the sender designating a funds-transfer system to
be used in carrying out the funds transfer if the receiving bank, in good faith,
determines that it is not feasible to follow the instruction or that following the
instruction would unduly delay completion of the funds transfer.

(c) Unless subsection (a)(2) applies or the receiving bank is otherwise instructed,
the bank may execute a payment order by transmitting its payment order by first class
mail or by any means reasonable in the circumstances. If the receiving bank is
instructed to execute the sender's order by transmitting its payment order by a
particular means, the receiving bank may issue its payment order by the means stated
or by any means as expeditious as the means stated.

(d) Unless instructed by the sender, (i) the receiving bank may not obtain payment
of its charges for services and expenses in connection with the execution of the
sender's order by issuing a payment order in an amount equal to the amount of the
sender's order less the amount of the charges, and (i1) may not instruct a subsequent
receiving bank to obtain payment of its charges in the same manner. (68 Del. Laws, c.
430,§1.)

§ 4A-303. Erroneous execution of payment order.

(a) A receiving bank that (i) 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 (ii)
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 4A-
402(c) 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.

(b) A 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 is entitled to
payment of the amount of the sender's order under Section 4A-402(¢) if (i) that
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subsection is otherwise satisfied and (ii) the bank corrects its mistake by issuing an
additional payment order for the benefit of the beneficiary of the sender's order. 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 of the amount of
the erroneous order. This subsection does not apply if the receiving bank executes the
sender's payment order by issuing a payment order in an amount less than the amount
of the sender's order for the purpose of obtaining payment of its charges for services
and expenses pursuant to instruction of the sender.

(c) If a receiving bank executes the payment 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 completed on the basis of that error, the sender of the payment
order 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 beneficiary of the order the payment received to the extent
allowed by the law governing mistake and restitution. (68 Del. Laws, c. 430, § 1.)

§ 4A-304. Duty of sender to report erroneously executed payment order.

If the sender of a payment order that is erroneously executed as stated in Section
4A-303 receives notification from the receiving bank that the order was executed or
that the sender's account was debited with respect to the order, the sender has a duty
to exercise ordinary care to determine, on the basis of information available to the
sender, that the order was erroneously executed and to notify the bank of the relevant
facts within a reasonable time not exceeding 90 days after the notification from the
bank was received by the sender. If the sender fails to perform that duty, the bank is
not obliged to pay interest on any amount refundable to the sender under Section 4A-
402(d) for the period before the bank learns of the execution error. The bank is not
entitled to any recovery from the sender on account of a failure by the sender to
perform the duty stated in this section. (68 Del. Laws, c. 430, § 1)

§ 4A-305. Liability for late or improper execution or failure to execute payment order.

(a) If a funds transfer is completed but execution of a payment order by the
receiving bank in breach of Section 4A-302 results in delay in payment to the
beneficiary, the bank is obliged to pay interest to either the originator or the
beneficiary of the funds transfer for the period of delay caused by the improper
execution. Except as provided in subsection (c), additional damages are not
recoverable.

(b) If execution of a payment order by a receiving bank in breach of Section 4A-
302 results in (i) noncompletion of the funds transfer, (ii) failure to use an
intermediary bank designated by the originator, or (iii) issuance 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 for incidental
expenses and interest losses, to the extent not covered by subsection (a), resulting
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from the improper execution. Except as provided in subsection (c), additional
damages are not recoverable.

(c) In addition to the amounts payable under subsections (a) and (b), damages,
including consequential damages, are recoverable to the extent provided in an express
written agreement of the receiving bank.

(d) If a receiving bank fails to execute a payment order it was obliged by express
agreement to execute, the receiving bank is liable to the sender for its expenses in the
transaction and for incidental expenses and interest losses resulting from the failure to
execute. Additional damages, including consequential damages, are recoverable to the
extent provided in an express written agreement of the receiving bank, but are not
otherwise recoverable.

(e) Reasonable attorney's fees are recoverable if demand for compensation under
subsection (a) or (b) is made and refused before an action is brought on the claim. If a
claim is made for breach of an agreement under subsection (d) and the agreement
does not provide for damages, reasonable attorney's fees are recoverable if demand
for compensation under subsection (d) is made and refused before an action is brought
on the claim.

(f) Except as stated in this section, the liability of a receiving bank under
subsections (a) and (b) may not be varied by agreement. (68 Del. Laws, c¢. 430, § 1.)
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TITLE 6

Commerce and Trade
SUBTITLE I

Uniform Commercial Code

ARTICLE 4A. FUNDS TRANSFERS

PART 4

Payment
§ 4A-401. Payment date.

"Payment date" of a payment order means the day on which the amount of the
order is payable to the beneficiary by the beneficiary's bank. The payment date may
be determined by instruction of the sender but cannot be earlier than the day the order
is received by the beneficiary's bank and, unless otherwise determined, is the day the
order is received by the beneficiary's bank. (68 Del. Laws, c. 430, § 1.)

§ 4A-402. Obligation of sender to pay receiving bank.
(a) This section is subject to Sections 4A-205 and 4A-207.

(b) With respect to a payment order issued to the beneficiary's bank, acceptance of
the order by the bank obliges the sender to pay the bank the amount of the order, but
payment is not due until the payment date of the order.

(c) This subsection is subject to subsection (e) and to Section 4A-303. With respect
to a payment order issued to a receiving bank other than the beneficiary's bank,
acceptance of the order by the receiving bank obliges the sender to pay the bank the
amount of the sender's order. Payment by the sender is not due until the execution
date of the sender's order. The obligation of that sender to pay its payment order is
excused if the funds transfer is not completed by acceptance by the beneficiary's bank
of a payment order instructing payment to the beneficiary of that sender's payment
order.

(d) If the sender of a payment order pays the order and was not obliged to pay all
or part of the amount paid, the bank receiving payment is obliged to refund payment
to the extent the sender was not obliged to pay. Except as provided in Sections 4A-
204 and 4A-304, interest is payable on the refundable amount from the date of

payment.
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(e) If a funds transfer is not completed as stated in subsection (c) and an
intermediary bank is obliged to refund payment as stated in subsection (d) but is
unable to do so because not permitted by applicable law or because the bank suspends
payments, a sender in the funds transfer that executed a payment order in compliance
with an instruction, as stated in Section 4A-302(a)(1), 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. The 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 in subsection (d).

(f) The right of the sender of a payment order to be excused from the obligation to
pay the order as stated in subsection (c) or to receive refund under subsection (d) may
not be varied by agreement. (68 Del. Laws, c. 430, § 1.)

§ 4A-403. Payment by sender to receiving bank.

(a) Payment of the sender's obligation under Section 4A-402 to pay the receiving
bank occurs as follows:

(1) If the sender is a bank, payment occurs when the receiving bank receives
final settlement of the obligation through a Federal Reserve Bank or through a funds-
transfer system.

(2) If the sender is a bank and the sender (i) credited an account of the
receiving bank with the sender, or (ii) 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.

(3) 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 balance in the account.

(b) 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 may be satisfied, to the extent
permitted by the rules of the system, by setting off and applying against that balance
the aggregate balance of obligations owed to the sender by other members of the
system. The aggregate balance is determined after the right of setoff stated in the
second sentence of this subsection has been exercised.
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(c) If two banks transmit payment orders to each other under an agreement that
settlement of the obligations of each bank to the other under Section 4A-402 will be
made at the end of the day or other period, the total amount owed with respect to all
orders transmitted by one bank shall be 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 made payment to the other.

(d) In a case not covered by subsection (a), the time when payment of the sender's
obligation under Section 4A-402(b) or 4A-402(c) occurs is governed by applicable
principles of law that determine when an obligation is satisfied. (68 Del. Laws, c. 430,

§1.)
§ 4A-404. Obligation of beneficiary's bank to pay and give notice to beneficiary.

(a) Subject to Sections 4A-211(e), 4A-405(d), and 4A-405(e), if a beneficiary's
bank accepts a payment order, the bank is obliged to pay the amount of the order to
the beneficiary 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 business day. If the bank
refuses to pay after demand by the beneficiary and receipt of notice of particular
circumstances that will give rise to consequential damages as a result of nonpayment,
the beneficiary may recover damages resulting from the refusal to pay to the extent
the bank had notice of the damages, unless the bank proves that it did not pay because
of a reasonable doubt concemning the right of the beneficiary to payment.

(b) If a payment order accepted by the beneficiary's bank instructs payment to an
account of the beneficiary, the bank is obliged to notify the beneficiary of receipt of
the order before midnight of the next funds-transfer business day following the
payment date. If the payment order does not instruct payment to an account of the
beneficiary, the bank is required to notify the beneficiary only if notice is required by
the order. Notice may be given by first class mail or any other means reasonable in
the circumstances. If the bank fails to give the required notice, the bank is obliged to
pay interest to the beneficiary on the amount of the payment order from the day notice
should have been given until the day the beneficiary learned of receipt of the payment
order by the bank. No other damages are recoverable. Reasonable attorney's fees are
also recoverable if demand for interest is made and refused before an action is brought
on the claim.

(c) The right of a beneficiary to receive payment and damages as stated in
subsection (a) may not be varied by agreement or a funds-transfer system rule. The
right of a beneficiary to be notified as stated in subsection (b) may be varied by
agreement of the beneficiary or by a funds-transfer system rule if the beneficiary is
notified of the rule before initiation of the funds transfer. (68 Del. Laws, c. 430, § 1.)

§ 4A-405. Payment by beneficiary's bank to beneficiary.
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(a) If the beneficiary's bank credits an account of the beneficiary of a payment
order, payment of the bank’s obligation under Section 4A-404(a) occurs when and to
the extent (1) the beneficiary is notified of the right to withdraw the credit, (i1) the
bank lawfully applies the credit to a debt of the beneficiary, or (iii) funds with respect
to the order are otherwise made available to the beneficiary by the bank.

(b) If the beneficiary's bank does not credit an account of the beneficiary of a
payment order, the time when payment of the bank's obligation under Section 4A-
404(a) occurs is governed by principles of law that determine when an obligation is
satisfied.

(c) Except as stated in subsections (d) and (e), if the beneficiary's bank pays the
beneficiary of a payment order under a condition to payment or agreement of the
beneficiary giving the bank the right to recover payment from the beneficiary if the
bank does not receive payment of the order, the condition to payment or agreement is
not enforceable.

(d) A funds-transfer system rule may provide that payments made to beneficiaries
of funds transfers made through the system are provisional until receipt of payment by
the beneficiary's bank of the payment order it accepted. A beneficiary's bank that
makes a payment that is provisional under the rule is entitled to refund from the
beneficiary if (i) the rule requires that both the beneficiary and the originator be given
notice of the provisional nature of the payment before the funds transfer is initiated,
(ii) the beneficiary, the beneficiary's bank and the originator's bank agreed to be
bound by the rule, and (iii) 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 beneficiary's bank is
nullified and no payment by the originator of the funds transfer to the beneficiary
occurs under Section 4A-406.

(e) This subsection applies to a funds transfer that includes a payment order
transmitted over a funds-transfer system that (i) nets obligations multilaterally among
participants, and (ii) has in effect a loss-sharing agreement among participants for the
purpose of providing funds necessary to complete settiement of the obligations of one
or more participants that do not meet their settlement obligations. If the beneficiary's
bank in the funds transfer accepts a payment order and the system fails to complete
settlement pursuant to its rules with respect to any payment order in the funds
transfer, (1) the acceptance by the beneficiary's bank is nullified and no person has any
right or obligation based on the acceptance, (ii) the beneficiary's bank is entitled to
recover payment from the beneficiary, (iii) no payment by the originator to the
beneficiary occurs under Section 4A-406, and (iv) subject to Section 4A-402(e), each
sender in the funds transfer is excused from its obligation to pay its payment order
under Section 4A-402(c) because the funds transfer has not been completed. (68 Del.
Laws, c.430,§ 1.)

§ 4A-406. Payment by originator to beneficiary; discharge of uhderlying obligation.
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(a) Subject to Sections 4A-211(e), 4A-405(d), and 4A-405(e), the originator of a
funds transfer pays the beneficiary of the originator's payment order (i) at the time a
payment order for the benefit of the beneficiary is accepted by the beneficiary's bank
in the funds transfer and (ii) in an amount equal to the amount of the order accepted
by the beneficiary's bank, but not more than the amount of the originator's order.

(b) If payment under subsection (a) is made to satisfy an obligation, the obligation
is discharged to the same extent discharge would result from payment to the
beneficiary of the same amount in money, unless (i) the payment under subsection (a)
was made by a means prohibited by the contract of the beneficiary with respect to the
obligation, (ii) the beneficiary, within a reasonable time after receiving notice of
receipt of the order by the beneficiary's bank, notified the originator of the
beneficiary's refusal of the payment, (ii1) funds with respect to the order were not
withdrawn by the beneficiary or applied to a debt of the beneficiary, and (iv) the
beneficiary would suffer a loss that could reasonably have been avoided if payment
had been made by a means complying with the contract. If payment by the originator
does not result in discharge under this section, the originator is subrogated to the
rights of the beneficiary to receive payment from the beneficiary's bank under Section
4A-404(a).

(c) For the purpose of determining whether discharge of an obligation occurs under
subsection (b), if the beneficiary's bank accepts a payment order in an amount equal to
the amount of the originator's payment order less charges of one or more receiving
banks in the funds transfer, payment to the beneficiary is deemed to be in the amount
of the originator's order unless upon demand by the beneficiary the originator does not
pay the beneficiary the amount of the deducted charges.

(d) Rights of the originator or of the beneficiary of a funds transfer under this
section may be varied only by agreement of the originator and the beneficiary. (68
Del. Laws, c. 430, § 1.)

NOTICE: The Delaware Code appearing on this site was prepared by the Division of
Research of Legislative Council of the General Assembly with the assistance of the
Government Information Center, under the supervision of the Delaware Code
Revisors and the editorial staff of LexisNexis, includes all acts up to and including 75
Del. Laws, c. 438, effective July 26, 2006.

DISCLAIMER: Please Note: With respect to the Delaware Code documents available
from this site or server, neither the State of Delaware nor any of its employees, makes
any warranty, express or implied, including the warranties of merchantability and
fitness for a particular purpose, or assumes any legal liability or responsibility for the
accuracy, completeness, or usefulness of any information, apparatus, product, or
process disclosed, or represents that its use would not infringe privately-owned rights.
This information is provided for informational purposes only. Please seek legal
counsel for help on interpretation of individual statutes.



150

TITLE 6

Commerce and Trade
SUBTITLE 1

Uniform Commercial Code

ARTICLE 4A. FUNDS TRANSFERS

PART 5

Miscellaneous Provisions
§ 4A-501. Vanation by agreement and effect of funds-transfer system rule.

(a) Except as otherwise provided in this Article, the rights and obligations of a
party to a funds transfer may be varied by agreement of the affected party.

(b) "Funds-transfer system rule" means a rule of an association of banks (i)
governing transmission of payment orders by means of a funds-transfer system of the
association or rights and obligations with respect to those orders, or (ii) to the extent
the rule governs rights and obligations between banks that are parties to a funds
transfer in which a Federal Reserve Bank, acting as an intermediary bank, sends-a
payment order to the beneficiary's bank. Except as otherwise provided in this Article,
a funds-transfer system rule governing rights and obligations between participating
banks using the system may be effective even if the rule conflicts with this Article and
indirectly affects another party to the funds transfer who does not consent to the rule.
A funds-transfer system rule may also govern rights and obligations of parties other
than participating banks using the system to the extent stated in Sections 4A-404(c),
4A-405(d), and 4A-507(c). (68 Del. Laws, c. 430, § 1.)

§ 4A-502. Creditor process served on receiving bank; setoff by beneficiary's bank.

(a) As used in this section, "creditor process" means levy, attachment, garnishment,
notice of lien, sequestration, or similar process issued by or on behalf of a creditor or
other claimant with respect to an account.

(b) This subsection applies to creditor process with respect to an authorized
account of the sender of a payment order if the creditor process is served on the
receiving bank. For the purpose of determining rights with respect to the creditor
process, if the receiving bank accepts the payment order the balance in the authorized
account is deemed to be reduced by the amount of the payment order to the extent the
bank did not otherwise receive payment of the order, unless the creditor process is



151

served at a time and in a manner affording the bank a reasonable opportunity to act on
it before the bank accepts the payment order.

(c) If a beneficiary's bank has received a payment order for payment to the
beneficiary's account in the bank, the following rules apply:

(1) The bank may credit the beneficiary's account. The amount credited may
be set off against an obligation owed by the beneficiary to the bank or may be applied
to satisfy creditor process served on the bank with respect to the account.

(2) The bank may credit the beneficiary's account and allow withdrawal of
the amount credited unless creditor process with respect to the account is served at a
time and in a manner affording the bank a reasonable opportunity to act to prevent
withdrawal. '

(3) If creditor process with respect to the beneficiary's account has been
served and the bank has had a reasonable opportunity to act on it, the bank may not
reject the payment order except for a reason unrelated to the service of process.

(d) Creditor process with respect to a payment by the originator to the beneficiary
pursuant to a funds transfer may be served only on the beneficiary's bank with respect
to the debt owed by that bank to the beneficiary. Any other bank served with the
creditor process is not obliged to act with respect to the process. (68 Del. Laws, c.
430,§1.)

§ 4A-503. Injunction or restraining order with respect to funds transfer.

For proper cause and in compliance with applicable law, a court may restrain (i) a
person from issuing a payment order to initiate a funds transfer, (ii) an originator's
bank from executing the payment order of the originator, or (iii) the beneficiary's
bank from releasing funds to the beneficiary or the beneficiary from withdrawing the
funds. A court may not otherwise restrain a person from issuing a payment order,
paying or receiving payment of a payment order, or otherwise acting with respect to a
funds transfer. (68 Del. Laws, c. 430, § 1.)

§ 4A-504. Order in which items and payment orders may be charged to account; order
of withdrawals from account,

(a) If areceiving bank has received more than one payment order of the sender or
one or more payment 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.

(b) In determining whether a credit to an account has been withdrawn by the holder
of the account or applied to a debt of the holder of the account, credits first made to
the account are first withdrawn or applied. (68 Del. Laws, c. 430, § 1.)
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§ 4A-505. Preclusion of objection to debit of customer's account.

If a receiving bank has received payment from its customer with respect to a
payment order issued in the name of the customer as sender and accepted by the bank,
and the customer received notification reasonably identifying the order, the customer
is precluded from asserting that the bank is not entitled to retain the payment unless
the customer notifies the bank of the customer's objection to the payment within one
year after the notification was received by the customer. (68 Del. Laws, c. 430, § 1.)

§ 4A-506. Rate of interest.

(a) 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 (i) by
agreement of the sender and receiving bank, or (ii) by a funds-transfer system rule if
the payment order is transmitted through a funds-transfer system.

(b) If the amount of interest is not determined by an agreement or rule as stated in
subsection (a), the amount is calculated by multiplying 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 applicable Federal Funds rate is
the average of the Federal Funds rates published by the Federal Reserve Bank of New
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 available is the same as the
published rate for the next preceding day for which there is a published rate. If a
receiving bank that accepted a payment order is required to refund payment to the
sender of the order because the funds transfer was not completed, but the failure to
complete was not due to any fault by the bank, the interest payable is reduced by a
percentage equal to the reserve requirement on deposits of the receiving bank. (68
Del. Laws, c. 430,§ 1.)

§ 4A-507. Choice of law.

(a) The following rules apply unless the affected parties otherwise agree or
subsection (c) applies:

(1) The 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.

(2) The rights and obligations between the beneficiary's bank and the
beneficiary are governed by the law of the jurisdiction in which the beneficiary's bank
is located.

(3) The issue of when payment is made pursuant to a funds transfer by the
originator to the beneficiary is governed by the law of the jurisdiction in which the
beneficiary's bank is located.
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(b) If the parties described in each paragraph of subsection (a) have made an
agreement selecting the law of a particular jurisdiction to govern rights and
obligations between each other, the law of that jurisdiction governs those rights and
obligations, whether or not the payment order or the funds transfer bears a reasonable
relation to that jurisdiction.

(c) A funds-transfer system rule may select the law of a particular jurisdiction to
govern (1) rights and obligations between participating banks with respect to payment
orders transmitted or processed through the system, or (ii) the rights and obligations
of some or all parties to a funds transfer any part of which is carried out by means of
the system. A choice of law made pursuant to clause (i) is binding on participating
banks. A choice of law made pursuant to clause (i1) is binding on the originator, other
sender, or a receiving bank having notice that the funds-transfer system might be used
in the funds transfer and of the choice of law by the system when the originator, other
sender, or receiving bank issued or accepted a payment order. The beneficiary of a
funds transfer is bound by the choice of law if, when the funds transfer is initiated, the
beneficiary has notice that the funds-transfer system might be used in the funds
transfer and of the choice of law by the system. The law of a jurisdiction selected
pursuant to this subsection may govern, whether or not that law bears a reasonable
relation to the matter in issue.

(d) In the event of inconsistency between an agreement under subsection (b) and a
choice-of-law rule under subsection (c), the agreement under subsection (b) prevails.

(e) If a funds transfer is made by use of more than one funds-transfer system and
there is inconsistency between choice-of-law rules of the systems, the matter in issue
is governed by the law of the selected jurisdiction that has the most significant
relationship to the matter in issue. (68 Del. Laws, c. 430, § 1.)

NOTICE: The Delaware Code appearing on this site was prepared by the Division of
Research of Legislative Council of the General Assembly with the assistance of the
Government Information Center, under the supervision of the Delaware Code
Revisors and the editorial staff of LexisNexis, includes all acts up to and including 75
Del. Laws, c. 438, effective July 26, 2006.

DISCLAIMER: Please Note: With respect to the Delaware Code documents available
from this site or server, neither the State of Delaware nor any of its employees, makes
any warranty, express or implied, including the warranties of merchantability and
fitness for a particular purpose, or assumes any legal liability or responsibility for the
accuracy, completeness, or usefulness of any information, apparatus, product, or
process disclosed, or represents that its use would not infringe privately-owned rights.
This information is provided for informational purposes only. Please seek legal
counsel for help on interpretation of individual statutes.



7R
VB
NS 7
2

154

UNITED NATIONS COMMISSION ON INTERNATIONAL TRADE
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Article 1. Sphere of application—z—

(1) This law applies to credit transfers where any sending bank and its receiving bank are in
different States.

(2) This law applies to other entities that as an ordinary part of their business engage in executing
payment orders in the same manner as it applies to banks. '

(3) For the purpose of determining the sphere of application of this law, branches and separate
offices of a bank in different States are separate banks.

Article 2. Definitions

For the purposes of this law:

(a) "Credit transfer” means the series of operations, beginning with the originator 's pa?vment
order, made for the purpose of placing funds at the disposal of a beneficiary. The term includes
any payment order issued by the originator's bank or any intermediary bank i“tendfd to carry
out the originator's payment order. A payment order issued for the purpose of effecting payment
for such an order is considered to be part.of a different eredit transfer;

(b) "Payment order" means an unconditional instruction, in any form, by a sender to a-receiving
bank to place at the disposal of a beneficiary a fixed or determinable amount of money if

(i) the receiving bank is to be reimbursed by debiting an account of, or otherwise
receiving payment from, the sender, and

(ii) the instruction does not provide that payment is to be made at the request of the
beneficiary.

Nothing in this paragraph prevents an instruction from being 2 payment order merely because it
directs the beneficiary's bank to hold, until the beneficiary requests payment, funds fora
beneficiary that does not maintain an account with it;

(c) "Originator” means the issuer of the first payment order in a credit transfer;

(d) "Beneficiary" means the person designated in the originator's payment order to receive funds.
as a result of the credit transfer;

(e) "Sender" means the person who issues a payment order, including the originator and any
sending bank;
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"(f) "Receiving bank" means a bank that receives a payment order;

(2) "Intermediary bank" means anj' receiving bank other than the originator's bank and the

‘beneficiary's bank;

f(h_) "Funds"” or "money” includes credit in an account kept by a.bank and includes cred.it o
.denominated in a monetary unit of account that is established by an intergovernmental institution

or by agreement of two or more States, provided that this law shall apply without prejudice to the
rules of the intergovernmental institution or the stipulations of the agreement;

(1) "Authentication" means a procedure established by agreement to determine whether a
payment order or an amendment or revocation of a payment order was issued by the person

“indicated as the sender;

(i) "Banking day" means that part of a day during which the bank performs the type of action in
guestion; -

(k) "Execution period" means the period of one or two days beginning on the fifst da?' th.at' a .
payment order may be executed under article 11(1) and ending on the last day on which it may be

.executed under that article;

(D) "Execution”, in so far as it applies to a.receiving bank other than the beneficiary's bank, means

the issue of a payment order intended to carry out the payment order received by the receiving

‘bank;

(m) "Interest” means the time value of the fnds or money involved, which, unless otherwise
‘agreed, is calculated at the rate and on the basis customarily accepted by the banking community

for the funds or money involved. :

Article 3 Conditional instructions

(1) When an instruction is not a payment order because it is subject to a condition but a bank that

‘has received the instruction executes it byissuing an unconditional payment order, thereafter the

sender of the instruction has the same rights and obligations under this law as the sender of ; ]
payment order and the beneficiary designated in the instruction shall be treated as the beneficiary
of a payment order. '

(2) This law does not govern the time of execution of a conditional instruction x.'eceived by a b:nk,
nor daes it affect any right or obligation of the sender of a conditional instruction that depends on
whether the condition has been satisfied.
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Article 4, Variation by agreement

Except as otherwise provided in this law, the rights and obligations of parties to 2 credit transfer
may be varied by their agreement. '

CHAPTER II. OBLIGATIONS OF THE PARTIES

Article 5. Obligations of sender

(1) A sender is bound by a payment order or an amendment or revocation of a payment order if it
* was issned by the sender or by another person-who had the authority to bind the sender.

" (2) When a payment order or an amendment or revocation of a payment order is ;nbject to o s
anthentication other than by means of a mere comparison of signature, a purported sender who

not bound under paragraph (1) is nevertheless bound if

(a) the anthentication is in the circumstances a commercially reasonable methngnlsncnﬁtx-
against unauthorized payment orders, and

(b) the receiving bank complied with the authentication.

(3) The parties are not permitted to agree'that a purported sender is bound under paragraph (2) if '_
the authentication is not commercially reasonable in the circumstances.

(4) A purported sender is, however, not bound under paragraph (2) if it proves that the payment
order as received by the receiving bank resulted from the actions of a person other than

(a) a present or former employee of the purported sender, or

(b) a person whose relationship with the purported sender enabled that person to
gain access to the authentication procedure.

The preceding sentence does not apply if the receiving bank proves that the payment
order resulted from the actions of a person who had gained access to the
authentication procedure through the fault of the purported sender.

(5) A sender who is bound by a payment order is bound by the terms of the order as received by
the receiving bank. However, the sender is not bound by an erroneous duplicate of, or an error or
discrepancy in, a payment order if

(2) the sender and the receiving bank have agreed upon a procedure for detecting erroneous
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duplicates, errors or discrepancies in a payment order, and

(b) use of the procedure by the receiving bank revealed or would have revealed the erroneous
duplicate, error or discrepancy.

If the error or discrepancy that the bank would have detected was that the sender instructed
payment of an amount greatér than the amount intended by the sender, the sender is bound onl).'
to the extent of the amount that was intended. Paragraph (5) applies to an error or discrepancy in
an amendment or a revocation order as it applies to an error or discrepancy in a payment order.

(6) A sender becomes obligated to pay the receiving bank for the payment order when th_?
receiving bank accepts it, but payment is not due until the beginning of the execution period.

Article 6. Payment to receiving bank

For the purposes of this law, payment of the sender's obligation under article 5(6) to pay the
receiving bank occurs

(a) if the receiving bank debits an account of the sender with the receiving bank, when the debit is
made; or

(b) if the sender is a bank and subparagraph (a) does not apply,
(i) when a credit that the sender causes to be entered to an account of the receiving
bank with the sender is used or, if not used, on the banking day following the day on

which the credit is available for use and the receiving bank learns of that fact, or

(ii) when a credit that the sender causes to be entered to an account of the receiving
bank in another bank is used or, if not used, on the banking day following the day on
which the credit is available for use and the receiving bank learns of that fact, or

(iii) when final settlement is made in favour of the receiving bank at a central bank
at which the receiving bank maintains an account, or

(iv) when final settlement is made in favour of the receiving bank in-accordance with

a.provides for the settlement of obligations among participants either bilaterally or
the rules of a funds transfer system that multilaterally, or

b. a bilateral netting agreement with the sender; or
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(¢) if neither subparagraph (a) nor (b) applies, as otherwise provided by law.

Article 7. Acceptance or rejection of a payment order by receiving bank
other than the beneficiary's bank

(1) The provisions of this article apply to a receiving bank other than the beneficiary's bank.
(2) A receiving bank accepts the sender’s payment order at the earliest of the following times:

(2) when the bank recejves the payment order, provided that the sender and the bank have agreed
that the bank_wi]l execute payment orders from the sender upon receipt;

-(b) when the bank gives notice to the sender of acceptance;
(c) when the bank issues a payment order intended to-carry out the payment order received;

(d) whien the bank debits an accomnt of thé sender with the bank as payment for the payment
-order; or

(e) when the time for giving notice of rejection under paragraph (3) has elapsed without notice
‘having been given.

:(3) A receiving bank that does not accept a2 payment order is required to give notice of rejection no
Jater than on the banking day following the end of the execution period, unless:

:(a) where payment is to be made by debiting an account of the sender with the receiving bank,
‘there are insufficient funds available in the account to pay for the payment order;

(b) where payment is to be made by other‘means, pdymenl has not been made; or
(c) there is insufficient information to identi_fy the sender.

DA payment or(ier ceases to have effect if it is neither accepted nor rej ected undef this al_'ﬁ“-le
before the close of business on the fifth banking day following the end of the execution period.

Article 8. Obligations of receiving bank other than the
beneficiary's bank

(1) The provisions of this article apply to a receiving bank other than the beneficiary 's bank.

(2) A receiving bank that accepts a payment order is obligated under that payment order to issue a
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payment order, within the time required by article 11, either to the beneficiary's bank or to an
intermediary bank, that is consistent with the contents of the payment order received by the
receiving bank and that contains the instructions necessary to implement the credit transfer in an
appropriate manner.

(3) A receiving bank that determines that it is not feasible to follow an instruction of the sendf.r
specifying an intermediary bank or funds transfer system to be used in carrying out the credit

" transfer, or that following such an instruction would cause excessive costs or delay in completing

the credit transfer, shall be taken to have complied with paragraph (2) if, before the end of the
execution period, it inquires of the sender what further actions it should take.

{4) When an instruction is received that appears to be intended to be a payment order but does not
contain sufficient data to be a payment order, or being a payment order it cannot be executed'
because of insufficient data, but the sender can be identified, the receiving bank shall give notice to
the sender of the insnfficiency, within the time required by article 11.

(5) When a receiving bank detects that there is an inconsistency in the information relating to the
amount of money to be transferred, it shail, within the time required by article 11, give notice.to
the sender of the inconsistency, if the sender can be identified. Any interest payable under article
17(4) for failing to give the notice required by this paragraph shall be deducted from any interest .
payable under article 17(1) for failing to comply with paragraph (2) of this article.

(6) For the purposes of this article, branches and separate offices of a bank, even if located in the
same State, are separate banks.

Article 9. Acceptance or rejection of a payment order by
beneficiary's bank

(1) The beneficiary's bank accepts a payment order at the earliest of the following times:

(a) when the bank receives the payment order, provided that the sender and the bank have agreed
that the bank will execute payment orders from the sender upon receipt;

(b) when the bank gives notice to the sender of acceptance;

(c) when the bank debits an account of the sender with the bank as payment for the payment
order;

(d) when the bank credits the beneficiary's account or otherwise places the funds at the disposal of
the beneficiary;

(¢) when the bank gives notice to the beneficiary that it has the right to withdraw the funds or use
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the credit;

(f) when the bank otherwise applies the credit as instructed in the payment order;

(g) when the bank applies the credit to a debt of the beneficiary owed to it or applies it in
conformity with an order of a court or otlier competent authority; or

() when the time for giving notice of rejection under paragraph (2) has elapsed without notice
having been given.

(2) A beneficiary's bank that does not accépt a payment order is required to give.notice of
rejection no later than on the banking day following the end of the execution period, unless:

(a) where payment is to be made by debiting an account of the sender with the beneficiary's bank,
there are insufficient funds available in the account to pay for the payment order;

(b) where payment is to be made by other means, payment has not been made; or
(c) there is insufficient information to identify the sender.

(3) A payment order ceases to have effect if it is neither accepted nor rejected under‘this al"ticle
‘before the close of business on the fifth banking day following the end of the execution period.

Article 10. Obligations of beneficiary's bank

(1) The beneficiary's bank is, upon acceptance of a payment order, obligated to place the funds at
the disposal of the beneficiary, or otherwise to apply the credit, in accordance Vf’lth the payment
order and the law governing the relationship between the bank and the beneficiary.

(2) When an instruction is received that appears to be intended to be a payment order but does not
contain sufficient data to be 2 payment order, or being a payment order it cannot be execufed
because of insufficient data, but the sender can be identified, the beneficiary's bank shall give
notice to the sender of the insufficiency, within the time required by article 11.

(3) When the beneficiary's bank detects that there is an inconsistency in the inforx?ation re'laﬁﬂg
_ to the amount of money to be transferred;it shall, within the time required by article 11, give
notice to the sender of the inconsistency if the sender can be identified.

(4) When the beneficiary's bank detects that there is an inconsistency in thef infon'nation inten(zed
to identify the beneficiary, it shall, within the time required by article 11, give notice to the sender
of the inconsistency if the sender can be identified.
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(5) Unless the payment order states otherwise, the beneficiary's bank shall, within the time
required for execution under article 11, give notice to a beneficiary who does not maintain an
account at the bank that it is holding funds for its benefit, if the bank has sufficient information to
give such notice. '

Article 11. Time for receiving bank to execute payment order and
: " give notices

(1) In principle, a receiving bank that is obligated to execute a payment order is obligated to do so
on the banking day it is received. If it does not, it shall do so on the banking day after the order is
received. Nevertheless, if :

(a) a later date is specified in the payment order, the payment order shall be executed on that date,
or ‘

(b) the payment order specifies a date when the funds are to be placed at the disposal of the
beneficiary and that date indicates that later execution is appropriate in order for the
beneficiary's bank to accept a payment order and execute it on that date, the order shall be
executed on that date. ~

(2) If the receiving bank executes the payment order on the banking _day after it is received, except
when complying with subparagraph (a) or (b) of paragraph (1), the receiving bank must execute
for value as of the day of receipt.

(3) A receiving bank that becomes obligated to execute a payment order by virtue of accep.ting a
payment order under article 7(2)(e) must execute for value as of the later of the day on which the

payment order is received and the day on which

(a) where payment is to be made by debiting an account of the sender with the receiving bank,
there are sufficient funds available in the account to pay for the payment order, or

(b) where payment is to be made by other means, payment has been made.

(4) A notice required to be given under article 8(4) or (5) or article 10(2), (3) or (4) shall be given
on or before the banking day following the end of the execution period.

(5) A receiving bank that receives a payment order after the receiving bank's cut-off time for that
type of payment order is entitled to treat the order as having been received on the next day the
bank executes that type of payment order. '

(6) If a receiving bank is required to perform an action on a day when it does not perform that
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type of action, it must perform the reciuiréd action on the next day it performs that type of action.

(7) For the purposes of this article, branches and separate offices of a bank, even if located in the
same State, are separate banks. '

Article 12. Revocation

(1) A payment order may not be revoked by the sender unless the revocation order is received by a
receiving bank other than the beneficiary's bank at a time and in a manner sufficient to afi:ord the
receiving bank a reasonable opportunity to act before the later of the actual time of execution and
the beginning of the day on which the payment order ought to have been executed under
subparagraph (a) or (b) of article 11(1). '

(2) A payment order may not be revoked by the sender unless the revocation order is received by
the beneficiary's bank at a time and in 2 manner sufficient to afford the bank a reasonabl?. ]
opportunity to act before the later of the time the credit transfer is completed and the beginning of
the day when the funds are to be placed at the disposal of the beneficiary.

(3) Notwithstanding the provisions of paragraphs (1) and (2), the sender and the rec?iving bal:k
may agree that payment orders issued by the sender to the receiving bank are to.be 1r.revocab e °‘il
that a revocation order is effective only if it is received earlier than the time specified in paragrap

(1) or (2). _ '
(4) A revocation order must be authenticated.

(5) A receiving bank other than the beneficiary's bank that executes, or 2 beneficiary's _bank that
accepts, a payment order in respect of which an effective revocation order has been 'or is )
subsequently received is not entitled to pa.yment for that payment order. If the credit transfer is
completed, the bank shall refund any payment received by it.

(6) If the recipient of a refund is not the originator of the credit transfer, it shall pass on the refund
to its sender.

(7) A bank that is obligated to make a refund to its sender is discharged from that oblingtion todthe
extent'that it makes the refund direct to a prior sender. Any bank subsequent to that prior sender
is discharged to the same extent. ‘

(8) An originator entitled to a refund nnder this article may recover from any bank obligated t‘f
make a refund hereunder to the extent that the bank has not previously refunde.d. A bank that is
obligated to make a refund is discharged from that obligation to the extent that it makes the
refund direct to the originator. Any other:bank that is obligated is discharged to the same extent.
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(9) Paragraphs (7) and (8) do not apply to.a bank if they would affect the bank's rights or
obligations under any agreement or any rule of a funds transfer system.

(10) If the credit transfer is completed but a receiving bank executes a payment order in respect of

which an effective revocation order has been or is subsequently received, the receiving bank has

such rights to recover from the beneficiary the amount of the credit transfer as may otherwise be
provided by law.

(11) The death, insolvency, bankruptcy or incapacity of either the sender or the originator does
not of itself operate to revoke a payment order or terminate the authority of the sender.

(12) The principles contained in this article apply to an amendment of a payment order.

(13) For the purposes of this article, branches and separate offices of a bank, even if located in the
same State, are separate banks. : '

CHAPTER III. CONSEQUENCES OF FAILED, ERRONEOUS OR
DELAYED CREDIT TRANSFERS

Article 13. Assistance

Until the credit transfer is completed, each receiving bank is requested to assist the ox.'iginator a'nd
each subsequent sending bank, and to seek the assistance of the next receiving bank, in completing
the banking procedures of the credit transfer.

Article 14. Refund

(1) If the credit transfer is not completed, the originator's bank is obligated to refund to the
originator any payment received from it, with interest from the day of payment to the day of
refund. The originator's bank and each subsequent receiving bank is entitled to the return of any
funds it has paid to its receiving bank, with interest from the day of payment to the day of refund.

(2) The provisions of paragraph (1) may not be varied by agreement except when a prudent
originator's bank would not have otherwise accepted a particular payment order because of a
significant risk involved in the credit transfer.

(3) A receiving bank is not required to make a refund under paragraph (1) if it is unable to obtain
arefund because an intermediary bank through which it was directed to effect the credit tf'ansfer )
has suspended payment or is prevented by law from making the refund. A receiving bank is not
considered to have been directed to use the intermediary bank unless the receiving bank proves
that it does not systematically seek such directions in similar cases. The sender that ﬁrs.t specified
the use of that intermediary bank has the right to obtain the refund from the intermediary bank.
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(4) A bank that is obligated to make a refund to its sender is discharged from that obligation to the
_extent that it makes the refund direct to a‘prior sender. Any bank subsequent to that prior sender
is discharged to the same extent.

(5) An originator entitled to a refund undér this article may recover from any bank obligated to
make a refund hereunder to the extent that the bank has not previously refunded. A bank thatis
obligated to make a refund is discharged from that obligation to the extent that it makes the
refund direct to the originator. Any other bank that is obligated is discharged to the same extent.

(6) Paragraphs (4) and (5) do not apply to a bank if they would affect the bank's rights or
obligations under any agreement or any rule of a funds transfer system.

Article 15. Gorrection of underpayment

If the amount of the payment orderéxecuted by a receiving bank is less than the ax;munf of the
payment order it accepted, other than as a result of the deduction of its charges, it Is obligated to
. issue a payment order for the difference.

Article 16. Restitution of overpayment.
If the credit transfer is completed, but the amount of the payment order executed by a receiving
bank is greater than the amount of the payment order it accepted, it has such rights to recover the

difference from the beneficiary as may otherwise be provided by law.

Article 17. Liability for interest

(1) A receiving bank that does not comply with its obligations under article 8(2) is liable to the
beneficiary if the credit transfer is completed. The liability of the receiving bank is to pay interest
on the amount of the payment order for the period of delay caused by the receiving bank's non-
compliance. If the delay concerns only pat of the amount of the payment order, the liability shall
be to pay interest on the amount that has been delayed.

(2) The liability of a receiving bank under: paragraph (1) may be discharged by payment to its
receiving bank or by direct payment to the beneficiary. If a receiving bank receives such payment
but is not the beneficiary, the receiving bank shall pass on the benefit of the interest to the next
receiving bank or, if it is the beneficiary's-bank, to the beneficiary.

(3) An originator may recover the interest the beneficiary would have been entitled to, l.)ut did not,
receive in accordance with paragraphs (1) and (2) to the extent the originator has paid interest to
the beneficiary on account of a delay in the completion of the credit transfer. The originator's
bank and each subsequent receiving bank that is not the bank liable under paragraph (1) may
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regover interest paid to its sender from its receiving bank or from the bank liable under
paragraph (1).

(4)A-receiving bank that does not give a notice required under article 8(4) or (5) shall pay interest

to the sender on any payment that it has received from the sender under article 5(6) for the period
during which it retains the payment.

(5) A beneficiary's bank that does not give a notice required under article 10(2), (3) or 4) shall pay
interest to the sender on any payment that it has received from the sender under article 5(6), from
the day of payment until the day that it provides the required notice.

(6) The beneficiary's bank is liable to the beneficiary to the extent provided by the law governing
the relationship between the beneficiary and the bank for its failure to perform one of the
obligations under article 10(1) or(5).

(7) The provisions of this article may be varied by agreement to the extent that the liability of one
bank to another bank is increased or reduced. Such an agreement to reduce liability may be
contained in a bank’s standard terms of dealing. A bank may agree to increase its liability to an
originator or beneficiary that is not a bank, but may not reduce its liability to such an originator

or beneficiary. In particular, it may not réduce its liability by an agreement fixing the rate of
interest.

Article 18. Exclusivity of remedies

The remedies in article 17 shall be exclusive, and no other remedy arising out of other doctrines of
law shall be available in respect of non-compliance with articles 8 or 10, except any remedy fhat
may exist when a bank has improperly executed, or failed to execute, a payment order (a) with the

specific intent to cause loss, or (b) recklessly and with actual knowledge that loss would be likely to
result.

CHAPTERV. COWLETION OF CREDIT TRANSFER

Article 19. Completion of credit transfer-3-

(1) A credit transfer is completed when the beneficiary's bank accepts a payment order for the
benefit of the beneficiary. When the credit transfer is completed, the beneficiary’s bank becomes
indebted to the beneficiary to the extent of the payment order accepted by it. Completion does not
otherwise affect the relationship between the beneficiary and the beneficiary's bank.

(2) A credit transfer is completed notwithstanding that the amount of the payment order accepted
by the beneficiary's bank is less than the amount of the originator's payment order because one or
more receiving banks have deducted charges. The completion of the credit transfer shall not
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prejudice any right of the beneficiary uhd_er the applicable law governing the underlying
obligation to recover the amount of those charges from the originator.

Explanatory Note by the UNCITRAL Secretariat on the Model Law
on International Credit Transfers3

INTRODUCTION

1. The UNCITRAL Model Law on International Credit Transfers, adopted by the United Nations
Compmission on International Trade Law (UNCITRAL) in 1992, was prepared in response toa
major change in the means by which funds transfers are made internationally. This change
involved two elements: the increased use of payment orders sent by electronic means rather than
on paper, and the shift from the generalized use of debit transfers to the generalized use of credit
transfers. One result was that previous efforts to unify the law governing internatio_nal debit
transfers were not relevant to the new funds transfer techniques. The Model Law offers the
opportunity to unify the law of credit transfers by enacting a text that is drafted-to meet the needs
of modern funds transfer techniques.

A. FUNDS FRANSFERS IN GENERAL

2. Until the mid-1970's a person who wished to transfer funds to another country, whether to pay
an obligation or to provide itself with funds in that foreign country, had a limited number of ways
in which to proceed. It could send its own personal or corporate cheque to the intended recipient
of the funds, but international collection of such items was both slow and expensive. It could
purchase from its bank a draft drawn by the bank on the bank's correspondent in the receiving
country. Collection of such an international bank draft was faster than collection of a person.al or
corporate cheque since it was payable in the receiving country and in the funds of the receiving

country. :

3. A third and even faster procedure had also been available since the mid-nineteenth century. The
originator's bank could send a payment order by telegraph to its correspondent bank in the
receiving country instructing the receiving bank to pay the intended recipient of the funds. (The
payment order could also be transmitted between the banks on paper. This is the common method
for making funds transfersin many countries. However, it was less commonly used for )
international transfers.) While faster than the other two methods, the telegraph was-a relatively
expenéive method of communication and it was prone to error. When telex replaced the telegraph,
the basic banking transaction remained the same, but the cost was reduced and accuracy
improved. That led to a gradual movement away from the use of bank cheques for international
payments. With the introduction of compi,_lter-to-computer inter-bank telecommunications in the
mid-1970’s, the cost dropped still further, while speed and accuracy improved dramatica]l).'. The
extension of computer-to-computer inter-bank telecommunication facilities to ever increasing
numbers of countries means that the use of bank cheques for international funds transfers has
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drastically decreased and the role of telex transfers has been significantly reduced.

4. The collection of bank chequeés, telex tr';msfers and the newer computer-to-computer transfers
have one important element in common: value is transferred from the originator to the
beneficiary by a debit to the bank account of the originator and a credit to the bank account of the
beneficiary. Settlement between the banks is also accomplished by debits and credits to o
appropriate accounts, Those accounts may be maintained between the banks concerned or with
third banks, including the central bank of one or both countries.

5. There is also a striking difference between, on the one hand, the collection of a bank cheque (or.
the collection of a personal or corporate cheque) and, on the other hand, a telex or comP“ter_'to"
computer transfer. The cheque is transmitted to the beneficiary by mail or other means outside
banking channels. Therefore, the banking procedures to collect the cheque are initiated by the
beneficiary of the funds transfer. A funds transfer in which the beneficiary of the funds transfer )
initiates the banking procedures is more and more often called a debit transfer. Collection of a bill
of exchange or a promissory note is also a-debit transfer, since the beneficiary of the funds
transfer initiates the funds transfer, and there are other debit transfer techniques available,
including some that are based on the use of computers.

6. In telex transfers and computer-to-computer transfers it is the originator of the. fl.mds transfer
who begins the banking procedures by issuing a payment order to its bank to debit its account and
to credit the account of the beneficiary. A’funds transfer in which the originator of the funds

transfer initiates the banking procedures is often called a credit transfer, and that is the term used
in the Model Law.

B. UNIFICATION OF THE LAW

7. As a result of the wide-spread international use of debit transfers arising out of'the collection of
cheques and bills of exchange, there have been several different efforts at unification of the law
governing negotiable instruments and their collection. Conversely, until recently there had been

little interest in unifying the law governing the international use of paper-based and telex credit
transfers. :

8. The situation began to change in 1975 when the first international inter-bank computer-to-
computer message system came into service. Concurrently, electronic funds transfer systems for
business or consumer use were beginning to appear in a number of countries. Since it was not
clear whether the rules governing paper-hased funds transfers should or would be applied to
electronic funds transfers in whole or in part, UNCITRAL's first effort was to prepare the
UNCITRAL Legal Guide on Electronic Funds Transfers (A/CN.9/SER.B/1, Sales No. E.87.V.9).
The Legal Guide explored the legal issues that would have to be faced in moving from a paper-
based to an electronic funds transfer system. Since the focus of the Legal Guide was on the impact
of the shift from paper to electronics, it discussed both debit and credit transfers.
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9. When UNCITRAL authorized the publication of the Legal Guide in 1986, it also decided to
prepare model legal rules so as to "influence the development of"" national practices and lasz
governing the newly developing means of making funds transfers. Subsequently, it was decided
that the model legal rules should be adopted in the form of 2 model law, and that the model law
should be drafted with a view to its adoption by States.

C. SCOPE OF APPLICATION

1. Categories of transacfions covered by Model Law

10. As indicated by its title, and in contrast to the Legal Guide, the Model Law applies to cr edit
transfers. It does not apply to debit transfers, even when made in electronic form. Tlfe Mode.l Law
is not restricted to credit transfers made hy computer-to-computer or other electronic techniques,
even though it was the explosive growth of electronic credit transfer systems that broughf abqut
the need for the Model Law. Many credit transfers, both domestic and internatio.nal, begin with a
paper-based payment order from the originator to its bank to be followed by an inter-bank
payment order in electronic form. Definition of an electronic credit transfer would, therefore, be
difficult and unproductive. The appropriate solution for only a few legal issues seemed to depend
on whether a payment order was in electrpnic or paper-based form. Appropriate rules have been
drafted for those situations.

11. While many credit transfers require the services of only the originator’s bank and the
beneficiary's bank, other credit transfers require the services of one or more interrfxedlafy banks.
In such a case the credit transfer is initiated by a payment order issued by the ori’gmator t? the
originator's bank, followed by payment orders from the originator's bank to the mtermedlary.
bank and from the intermediary bank to the beneficiary's bank. The credit transfer also requires-
payment by each of the three senders to its receiving bank. As expressed in article.Z(:), a f:l’edlt
transfer, and therefore the transaction sui)ject to the Model Law, includes the entire sel"les of ;
operations, beginning with the originator's payment order, made for the purpose of placing funds
at the disposal of a beneficiary”.

12. The Model Law is by its own terms restricted to international credit transfers. In part that
decision was taken in recognition of the fact that UNCITRAL was created to unify the law .
governing international trade. An additional reason was that, while all countries face essentially
the same legal and practical problems in implementing international credit transfers, the
circumstances in which domestic credit transfers are carried out vary significantly.

13. The criteria set.out in article 1 to detex}mine whether a credit transfer is inter.national, 'and
therefore subject to the Model Law, is whether any sending bank and any receivmg.ban‘k in the
credit transfer are in different States. Once there is a sending and a receiving bank in different
States, every aspect of the credit transfer is within the scope of the Model Law.
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14. Although the means of making domestic credit transfers in some countries vary significantly
from fhe means used for international credit transfers, the Commission recognized that none of
the substantive rules in the Model Law were appropriate only for international credit transfers.
Therefore, some States might wish to adopt the Model Law to govern their domestic credit
transfers as well as their international credit transfers, thereby assuring unity of the law. All that
would be necessary would be to change the scope of application in article 1.

15. Credit transfers may be made by individuals for personal reasons as well as by businesses.for
commercial reasons. Some countries have special consumer protection laws that govern certam.
aspects of a credit transfer. The footnote to article 1 recognizes that any such consumer protection
law may take precedence over the provisions in the Model Law. If an individual is an originator or
a beneficiary of a credit transfer, its rights and obligations would be governed by the Model Law,
subject to any consumer protection law that might be applicable.

2. Portions of an international credit transfer

16. Once it was decided that the Model Law should be drafted to apply to the entire "series of
operations ... made for the purpose of placing funds at the disposal of a beneficiary", and not just
to the payment order that passed from a bank in one country to a bank in another country, it vyas
necessary to decide whether every aspect of a given international credit transfer should be subject
to the Model Law as enacted in a given country. It was recognized by all concerned that sucha
result would be desirable, since it would ensure the application of a single legal regime to the
entire credit transfer. At one stage a proposal was made that a rule to that effect should be
included in the Model Law. UNCITRAL decided that such a rule, although desirable in the
abstract, was neither technically nor politically feasible. Therefore, it was accepted by
UNCITRAL that each of the operations carried out in the credit transfer would be subject to the
law applicable to that operation. It was heped, of course, that the Model Law would be widely
adopted so that the different operations in a given credit transfer would be subject to a consistent
legal regime.

17. Throughout the period that the Model Law was in preparation UNCITRAL implemented its
decision that each of the operations carried out in the credit transfer would be subject to the law
applicable to that operation by means of an article on conflict of laws. That article allowed the
parties to choose the law applicable to thejr relationship. Such a choice would probably be
included in an agreement that pre-existed the credit transfer in question. In the absence of an
agreement, the law of the State of the receiving bank would apply to the rights and obligations
arising out of the payment order sent to that bank. ' '

18. At the 1992 session when the Model Law was adopted, it was decided to delete the conflict-of-
laws provision from the Model Law proper. However, the article was included in a footnote to
Chapter I of the Model Law "for States that might wish to adopt it".
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D. EXTENT TO WHICH MODEL LAW IS MANDATORY

19. Article 4 provides that "Except as otherwise provided in this law, the rights and obligations of
parties to a credit transfer may be varied by their agreement." This simple sentence embodies
three propositions:

In principle, the Model Law is not mandatory law. The parties to a credit transfer
may vary their rights and obligations by agreement.

The agreement must be between the parties whose rights and obligations are
affected, That means, for example, ‘that the agreement of a group of banks. in regard
to the transactions between them could modify the rights and obligations of those
banks as they are set out in the Model Law. However, the agreement would have no
effect on the rights and obligations of their customers, unless the customers had also
' agreed to such a modification of their rights and obligations. This rule is somewhat
modified in articles 12(9) and 14(6), both-of which provide that specific .par.ag-r aphs
in the Model Law governing the means of making a refund under certain limited
circumstances "do not apply to a bank if they would affect the bank's rights or
obligations under any agreement or any rule of a funds transfer system".

Certain rights and obﬁgaﬁons of the parties may not be varied by agreement, or mla)y
be varied only to 4 limited extent or under limited circumstances. Examples are to be

found in articles 5(3), 14(2) and 17(7).

E. SALIENT FEATURES OF THE MODEL LAW

1. Obligations of sender of payment order

. 20. The sender of a payment order may be the originator of the credit transfer, si.nce the
originator sends a payment order to the originator's bank, or it may be a bank, since every bank
in the credit transfer chain, except the beneficiary's bank, must send its own payment order to the
next bank in the credit transfer chain.

21. Article 5(6) sets out the one real obligation of a sender, i.e., "to pay the receiving bagk for the
payment order when the receiving bank accepts it". There is a special rule for payment orders
that contain a future execution date; in that case the obligation to pay arises when the recel.vmg
bank accepts the payment order, "but payment is not due until the beginning of the execution
period".

22. But what if there is a question as to whether the payment order was really sent by thell;‘ler”“
who is indicated as being the sender? In the case of a paper-based payment order the pro tem'c
would arise as the result of an alleged forged signature of the purported sender. In an electroni
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payment order, an unauthorized person may have sent the message but the anthentication by
‘code, éncryption or the like would be accurate.

23. The Model Law answers the question in three steps. The first step is-described in article 5(1):
"A sender is bound by a payment order ... if it was issued by the sender or by anothef person who
‘had the authority to bind the sender.” The question as to whether the other person did in fact and

in law have the authority to bind the sender is left to the appropriate legal rules outside the Model
Law.

24. The second step described in article 5(2) is the most important:

"When a payment order ... is subject to anthentication [by agreement between the
sender and the receiving bank], a purported sender ... is ... bound if

(a) the authentication is in the circumstances a commercially

reasonable method of security against unauthorized payment orders,
and

(b) the receiving bank complied with the authentication.”

25. The assumption is that, in the case of an electronic payment order, the receiving bank
determines the authentication proceduresit is prepared to implement. Therefore, the bank bears
all the risk of an unauthorized payment order when the authentication procedures are not ata )
minimum "commercially reasonable”. The determination of what is commercially reasonable will
vary from time to time and from place to place depending on the techmology available, the cost of
implementing the technology in comparison with the risk and such other factors as may be
applicable at the time. Article 5(3) goes on to say that article 5(2) states an obligation that the
receiving bank cannot avoid by agreement to the contrary. Article 5(2) does not apply, however,
when the authentication procedure is "a mere comparison of signature”, in which case the.
otherwise applicable law on the consequerjces of acting on a forged signature must be applied.

26. If the authentication procedure was commercially reasonable and the bank fon?wed the
procedure, the purported sender is bound by the payment order. This reflects two )ud.gments. The
first is that the bank has no means to distingunish the authorized use of the authentication from the
unauthorized use of the authentication. Banks would be unable to offer electronic credit tra.nsfers
at an acceptable price if they bore the risk that payment orders that were properly authenticated
were nevertheless unauthorized. The second is the judgment that if the authentication procedure
is commercially reasonable and the bank can show that it followed the procedure, the chances are

that it was the sender's fault that someone unauthorized learned how to authenticate the payment
order.

27. That introduces the third step in the apalysis as described in article 5(4). The sender or the
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receiving bank, as the case may be, would be responsible for any unauthorized payment order that
could be shown to have been sent as a restlt of the fault of that party. For the rule as to who bears
the burden of proof, see article 5(4).

2. Sender's payment to receiving bank

28. It happens, particularly in transfers by individuals, that an originator does not have an
account with the originator's bank and that it pays tlie amount of the credit transfer plus the
applichble fees to the originator's bank in-cash. However, in most cases the originator, i.e., the
sender, will have an account with the originator's bank, i.e., the receiving bank. It also often
happens that a sending bank will have an'account with the receiving bank. In any such case,
payment to the receiving bank will normally be made by a debit to the account of the sender held
by the receiving bank. Since the receiving.bank is in a position to determine whether there is a
sufficient credit balance in the account, or whether it is willing to extend credit to the sender to the
extent of the resulting debit balance, article 6(a) provides that payment is made when the debit is
made.

29. The reverse situation may also occur, that is, that the receiving bank maintains an account

“with the sending bank. Alternatively, both the sending bank and the receiving bank may maintain

accounts with a third bank. Then the sending bank can pay the receiving bank by crediting the
receiving bank's account or by instructing the third bank to credit the receiving bank's account, as
the case may be. The result in either of those two situations is that the credit balance of the
receiving bank with the sending bank or with the third bank is increased, with a concurrently
larger credit risk. Normally that would be acceptable to the receiving bank. However, on occasion
the credit balance, and the resulting credii risk, may be more than the receiving bank was willing
to have with the sending bank or the third bank. Therefore, the Model Law provides in article 6(b)
(i) and (ii) that payment takes place when the credit "is used [by the receiving bank] or, if not
used, on the banking day following the day on which the credit is available for use and the
receiving bank learns of that fact". In other words, if the receiving bank does not use the credit
and does not wish to bear the credit risk, it has a short period of time to notify the sending bank -
that the payment is not acceptable to it.

30. When the third bank at which the receiving bank maintains an account is a central bank,
whether the central bank of its country or. of another country, there is no credit risk (at least when
the credit is in the currency of the central bank). Therefore, article 6(b)(iii) says that the payment
has been made "when final settlement is made in favour of the receiving bank".

1
31. A fourth principal means of paying the receiving bank is to net the obligation of the sending
bank with other obligations arising out of other payment orders. The netting may be pursuant to a
bilateral netting agreement between the two banks. The netting may also be pursuant to "the rules
of a funds transfer system that provides for the settlement of obligations among participants either
bilaterally or multilaterally”. If netting takes place under any of these circumstances, article 6(b)
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(iv) provides that payment to the various feceiving banks for each of the individual payment .
orders occurs "when final settlement is made in favour of the receiving bank in accordance with
the agreement or the rules.

32. A caveat should be entered at this point. Netting and the consequences of netting in case of the
insolvency of one of the parties is a controversial matter. It is the subject of continuing study at the
Bank for International Settlements. The Model Law does not take a position as to whether a
netting agreement is valid or effective under the applicable law. All it does is to provide when a
sending bank pays the receiving bank for an individual payment order where there is a valid
netting agreement.

3. Oblij’igtions of receiving bank

33. The obligations of a receiving bank are divided into the obligations that are part of a successful
credit transfer and the obligations that arise when something goes wrong. Most payment orders
that afe received by a bank are executed promptly and the credit transfer is completed
successfully. In a real sense, a receiving bank in such a credit transfer never has an. unexecuted
obligation in regard to the payment order, ‘ '

34. The Model Law provides in articles 8(2) and 10(1) the obligations of a receiving bank to
execute a payment order that it "accepts". The obligation of a receiving bank other than the
beneficiary's bank is to issue a payment order that will properly implement the payment order
received. The obligation of the beneficiary's bank is to place the funds at the disposal of the
beneficiary. Until the receiving bank "accepts" the payment order, it has no obligation to execute
it. The rules as to when a receiving bank accepts a payment order are in articles 7(2) and 9(1).

35. In most cases a receiving bank that is not the beneficiary's bank accepts a payment orde{' wh'en
it issues its own payment order intended to carry out the payment order received. A beneficiary's
bank accepts a payment order when it crédits the account of the beneficiary. In those two )
situations the receiving bank, whether it is or is not the beneficiary's bank, undertakes its primary
obligation and discharges that obligation by the same act. However, a receiving bank may accepta
payment order in some other way before it executes the payment order received.

36. Some funds transfer systems have a rlﬂe that a receiving bank is required to execute all
payment orders it receives from another member of the funds transfer system. T.he Mo.del I',aw
provides that in such a case the receiving bank accepts the payment order when it receives it.

37. A receiving bank that debits the account of the sender as the means of receiving paymelft or
that notifies the sender that it accepts the payment order, accepts the payment order when it
debits the account or gives the notice.

38. A final method of accepting a payment order deserves special attention. The philosophy of the
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Model Law is that a bank that receives a ﬁayment order and payment for it must either implement
the payment order or give notice of rejection. If the receiving bank does neither within the
required time, the receiving bank is deemed to have accepted the payment order and the
associated obligations. Article 11 provides that normally the receiving bank must execute the
payment order by the banking day after it is received and for value as of the day of receipt.

39. The receiving bank also has obligatioris when something goes wrong. Some payment orders, or
wo'uld_—be payment orders, are defective. A message received may contain insufficient data to bea
paymént order or, being a payment order, it cannot be executed because of insufficient data. For
example, a payment order that expresses the amount of money to be transferred in two different
ways, such as in words and in figures, may indicate the amount in an inconsistent manner. The
same thing may occur in identifying the beneficiary, for example, by name and by account _
number. Where there is insufficient data, the receiving bank is obligated to notify the sender of the
problem. Where there is an inconsistency in the data and the receiving bank detects the
inconsistency, the receiving bank is-also opligated to notify the sender.

40. Other obligations may arise after the receiving bank has issued its own conforming payment
order. Completion of an international credit transfer may be delayed and neither the originator
nor the beneficiary knows what has happened. To help in such situations article 13 provides that
each receiving bank is requested to assist the originator and to seek the assistance of the next
receiving bank to complete the banking procedures of the credit transfer.

41. If the credit transfer is not completed,.articlé 14(1) provides that "the originator's bapkis
obligated to refund to the originator any payment received from it, with interest from the day of
payment to the day of refund." The originator's bank can in turn recover what it paid to its
receiving bank, with interest, and that bank can recover from its receiving bank. The chain of
responsibility for refunding stops at the bank that is unable to complete the credit transfer.

42. In practice, the chain of refunds may stop one bank before the bank unable to complete the
credit transfer. A credit transfer may fail because a receiving bank becomes insolvent before it
executes the payment order it has received, or because the State has jssued an embargo on
transfers of the type in question or because of war or unsettled conditions in the receiving bank's
country. In those cases the same events that cause the credit transfer to fail may make it
impossible for the bank to refund to its sending bank. Sometimes it is evident that use of a
particular bank or of banks in a particular country would be risky. In such a sitnation a bank, and
particularly an originator's bank, may refuse to accept the payment order unless it is directed by
its sender to use a particular intermediary bank to complete the credit transfer. Where a receiving
bank is directed to use a particular intermediary bank and it is unable to obtain a refund from fhe
intermediary bank because that bank has'suspended payment or is prevented by law from making
the refund, the receiving bank is not required to make a refund to its sender. However, in order to
be sure that such special situations are not used as a pretext to undermine the obligation to refund,
a receiving bank that systematically seeks directions from its senders as to the intermediary banks
to be used in credit transfers remains obligated to refund in all cases.
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4. Bank's liability for failure to perform one of its obligations

43. It has already been noted that the originator's bank must refund to. the originator the amount
of the transfer plus interest if the credit transfer is not completed. That so-called "money-ba.Ck
guarantee" is, however, in the nature of restitution and is not in the nature of liability for failure
to perform an obligation.

44. Upon closer analysis of the credit transfer transaction, it becomes clear-that, if the credit.
transfer is completed, the only kind of failure by a bank that could occur is one that results in a
delay in completion of the credit transfer. No matter which receiving bank causes the delay, the
originator's account would be debited at the time expected, but the beneficiary's account would be
credited later than expected. Therefore, the Model Law takes the position in article 17(1) that the
liability of the receiving bank in delay runs to the beneficiary. That position is taken even thouglf
the beneficiary does not have a contractual relationship with any bank in the credit transfer chain
otherthan the beneficiary's bank.

45. The lability of the bank for causing délay is to pay interest. It is current practice in many
credit transfer arrangements for a bank that delays implementing a payment order received to
issue its payment order for the amount of the transfer plus the appropriate amount of interest for
the delay. If the bank does so, its receiving bank is obligated to pass on that interest to the
beneficiary. Since the delaying bank has acted in a manner calculated to compensate the
beneficiary, the delaying bank is discharged of its liablity. If the interest is not passed on t.o the
beneficiary as contemplated by article 17, the beneficiary has a direct right to recover the interest
from the bank that holds it.

46. If the purpose of the credit transfer was to discharge an obligation owed by the origina.tor to
the beneficiary, the beneficiary may have recovered interest from the originator for delay in
discharging that obligation. In such a case article 17(3) permits the originator, rather than the
benefitiary, to recover interest from the delaying bank.

47. With one exception, the remedy of recovery of interest stated in article 17 is the exclusive
remedy available to the originator or the beneficiary. No other remedy that may exist under other
doctrines of law is permitted. According to article 18 the one exception is when the failure to
execute the payment order, or to execute it properly, occurred "(a) with the specific intent to cause
loss, or (b) recklessly and with actual knoWledge that loss would be likely to result”. In those -
unusual circumstances of egregious behavior on the part of the bank, recovery may be based on

- whatever doctrines of law may be available in the legal system outside the Model Law.

5. Completion of credit transfer and its consequences

48. According to article 19(1), "a credit transfer is completed when the beneficiary's bank accepts
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a payment order for the benefit of the berieficiary”. At that point the banking system has

completed its obligations to the originator, The beneficiary's bank's subsequent failure to act

properly, if that should occur, is the beneficiary's concern. It is not covered by the Model Law but
_is left to the law otherwise regulating the account relationship.

49. Article 19(1) further provides that, "when the credit transfer is completed, the beneficiary's
bank becomes indebted to the beneficiaryto the extent of the payment order accepted by it". The
Model Law does not enter into the question as to when the beneficiary's bank must credit the
benefitiary’s account or when it must make the funds available. Those are matters to be governed
by the otherwise applicable law governing the account relationship, including any contractual
arrangements between the beneficiary and the beneficiary's bank. :

50. In many credit transfers the originator and the beneficiary are the same person; the bank
castomer is merely shifting its funds from one bank to another. In such a case completion of the
credit transfer obviously does not change the legal relationship between the originator and the
beneficiary. Completion of the credit transfer changes only the relationships between the customer
as originator and the originator's bank and between the customer as beneficiary and the
beneficiary's bank.

51. Other credit transfers are for the purpose of discharging an obligation due from the originator
to the beneficiary. Many delegates to UNCITRAL thought that the Model Law should provide
that completion of the credit transfer would discharge the obligation to the extent thatthe
obligation would be discharged by payment of the same amount in cash. Other delegates did_not
think the Model Law should contain such.a rule, either because they did not believe that a rule on
discharge of an obligation arising out of contract or otherwise should be included in a law on the
banking transaction or because they did not believe that the rule proposed was correct. The
position finally taken in UNCITRAL was to include the rule in a footnote to article 19 "for States
that may wish to adopt it". ’

Further information about the Model Law-may be obtained from:

UNCITRAL Secretariat

Vienna International Centre

P.O. Box 500

A-1400 Vienna

Austria
Telefax: (43-1) 26060-5813
Telephone: (43-1) 26060-4060 or 4061

L

NOTES
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! The Commission suggests the following text for States that might wish to adopt it:

Article Y
Conflict of laws

(1) The rights and obligations arising out of a payment order shall be governed by the law
chosen by the parties. In the absence of agreement, the 1aw of the State of the receiving
bank shall apply. : .

(2) The second sentence of paragraph (1) shall not affect the determination of which !aw
governs the question whether the actual sender of the payment order had the authority to
bind the purported sender.

(3) For the purposes of this article:-

(a) where a State comprises several territorial units having different rules of |
law, each territorial unit shall be considered to bg a separate State;

(b) branchesand separate offices of a bank in different States are separate
banks. '

2 This law does not deal with issues related to the protection of consumers.
3 The Commission suggests the following text for States that might wish to adopt it: -

If a credit transfer was for the purpose of discharging an obligation of the originator
to the beneficiary that can be discharged by credit transfer to the account indicated
by the originator, the obligation is discharged when the beneficiary’s bank accepts
the payment order and to the extent that it would be discharged by payment of the
same amount in cash. '

4 This note has been prepared by the secretariat of the United Nations Commission on
International Trade Law (UNCITRAL) for informational purposes only; it is not an official
commentary on the Model Law. A commentary prepared by the secretariat on an earlier draft of
the Model Law appears in A/CN.9/346, reproduced in UNCITRAL Yearbook; vol. XXI1-1991
(United Nations publication, Sales No. E.93.V.2).





