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THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. 2042 5

| NTRODUCED BY HASAY, LLOYD, GEI ST, STISH FARGDO MARKGOSEK,
GODSHALL, SERAFI NI, SEMVEL AND FAJT, OCTOBER 3, 1995

REFERRED TO COW TTEE ON COMVERCE AND ECONOM C DEVELOPMENT,
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O (o0} ~ OO WNE

e e T e T T S = SE S
© 00O N o oo M W N - O

AN ACT
Amrending Title 13 (Commerci al Code) of the Pennsylvani a

Consol idated Statutes, revising the division on investnent

securities and maki ng conform ng anendnents to Divisions 1,

4, 5 and 9 of Title 13; providing for subordinated

obligations and for qualified financial contracts; and

further providing for negotiable instrunents.

The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:

Section 1. This act shall be known and nay be cited as the
Uni f orm Commer ci al Code Moderni zation Act of (in printing this
act in the Laws of Pennsylvania and t he Pennsyl vani a
Consol idated Statutes, the Legislative Reference Bureau shal
insert here, in lieu of this statenent, the year of enactnent of
this act).

Section 2. Sections 1105(b) and 1206 of Title 13 of the
Pennsyl vani a Consol i dated Statutes are anended to read:

8§ 1105. Territorial application of title; power of parties to

choose applicable | aw.
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(b) Limtations on power of parties to choose applicable
| aw. - - Where one of the follow ng provisions of this title
speci fies the applicable | aw, that provision governs and a
contrary agreenent is effective only to the extent permtted by
the law (including the conflict of laws rules) so specified:
Section 2402 (relating to rights of creditors of seller
agai nst sol d goods).
Sections 2A105 (relating to territorial application of
di vision to goods covered by certificate of title) and 2A106
(relating to Iimtation on power of parties to consuner |ease
to choose applicable | aw and judicial forum.
Section 4102 (relating to applicability of division on
bank deposits and col |l ections).
Section 4A507 (relating to choice of |aw).
[ Section 8106 (relating to applicability of division on
i nvestment securities).]

Section 8110 (relating to applicability; choice of |aw).

Section 9103 (relating to perfection provisions of

di vi sion on secured transactions).

§ 1206. Statute of frauds for kinds of personal property not
ot herw se cover ed.

(a) GCeneral rule.--Except in the cases described in
subsection (b), a contract for the sale of personal property is
not enforceable by way of action or defense beyond $5,000 in
anount or value of renedy unless there is some witing which
i ndi cates that a contract for sale has been nade between the
parties at a defined or stated price, reasonably identifies the
subject matter, and is signed by the party agai nst whom
enforcenent is sought or by his authorized agent.

(b) Exceptions.--Subsection (a) does not apply to contracts
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for the sale of goods (section 2201) nor of securities (section
[8319] 8113) nor to security agreenents (section 9203).

Furt hernore, subsection (a) does not apply to qualified

financial contracts to the extent provided in subsection (c).

(c) CQualified financial contracts.--

(1) As used in this section and in section 2201(d)

(relating to formal requirenents; statute of frauds),

"qualified financial contract" means an agreenent to whi ch

each party is other than a natural person and which is:

(i) for the purchase and sale of forei gn exchange,

foreign currency, bullion, coin or precious netals on a

forward, spot, next-day val ue or other basis;

(ii) a contract (other than a contract for the

pur chase and sale of a commpdity for future delivery on

or subject to the rules of, a contract narket or board of

trade) for the purchase, sale or transfer of any

commpdity or any sinmlar good, article, service, right or

interest which is presently or in the future becones the

subject of dealing in the forward contract trade, or any

product or by-product thereof, with a maturity date nore

than two days after the date the contract is entered

into;

(iii) for the purchase and sale of currency, or

i nt erbank deposits denonminated in United States doll ars;

(iv) for a currency option, currency Swap Or CrO0SS-

currency rate swap;

(v) for a commopdity swap or a commodity option

(other than an option contract traded on or subject to

the rules of a contract market or board of trade);

(vi) for arate swap, basis swap, forward rate
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transaction or an interest rate option;

(vii) for a security-index swap or option or a

security or securities price swap or option

(viii) an agreenent which i nvol ves any other siml ar

transaction relating to a price or index (including,

without limtation, any transacti on or agreenent

i nvol vi ng any conbi nati on of agreenents described in

subpar agr aphs (i) through (vii), and any cap, fl oor,
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collar or simlar transaction with respect to a rate,

10 conmmodity price, commodity index, security or securities
11 price, security-index or other price index); or

12 (ix) an option with respect to any agreenent

13 descri bed in subparagraphs (i) through (viii).

14 (2) Subsection (a) does not apply to a qualified

15 financial contract if either:

16 (i) there is, as provided in paragraph (3),

17 sufficient evidence to indicate that a contract has been
18 made; or

19 (ii) the parties thereto, by neans of a prior or

20 subsequent witten contract, have agreed to be bound by
21 the terns of the qualified financial contract fromthe
22 time they reach agreenent (by tel ephone, by exchange of
23 el ectroni c nessages or otherw se) on those terns.

24 (3) For purposes of this subsection and section 2201(d),
25 there is sufficient evidence that a contract has been made if
26 any of the follow ng applies:

27 (i) There is evidence of electronic conmnunication
28 (including, without limtation, the recording of a

29 tel ephone call or the tangible witten text produced by
30 conputer retrieval) sufficient to indicate that in the
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communi cation a contract was nmade between the parti es.

(ii) Aconfirmation in witing sufficient to

i ndicate that a contract has been made between the

parties and sufficient agai nst the sender is recei ved by

the party agai nst whom enforcenent i s sought no | ater

than the fifth busi ness day after the contract i s nade

(or such other period of tine as the parties nay agree in

witing) and the sender does not receive, on or before

the third busi ness day after recei pt (or such other

period of tine as the parties may agree in witing),

witten objection to a material termof the confirmation.

For purposes of this subparagraph, a confirnmati on or an

objection thereto is received at the tine there has been

actual receipt by an individual responsible for the

transaction or, if earlier, at the tine there has been

constructive receipt, which is the tine actual recei pt by

such an individual would have occurred if the receiving

party, as an organi zati on, had exerci sed reasonabl e

diligence. For purposes of this subparagraph, a "busi ness

day" is a day on which both parties are open and

transacti ng busi ness of the kind i nvol ved in that

qualified financial contract which is the subject of the

confirmation. The confirmati on and noti ce of objection

referred to in this subparagraph may be conmuni cated by

means of telex, telefacsinle, conmputer or other simlar

process by which electronic signals are transnmtted by

t el ephone or otherw se, but a party claimng to have

communi cated in such manner shall, unless the parties

have otherwi se agreed in witing, have the burden of

establi shing actual or constructive recei pt by the other
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party as set forth in this subparagraph

(iii) The party agai nst whom enforcenent i s sought

admits in its pleading, testinony or otherwise in court

that a contract was nade.

(iv) There is a note, nenprandum or other witing

sufficient to indicate that a contract has been nade,

signed by the party agai nst whom enforcenent i s sought or

by its authorized agent or broker.

(4) For purposes of this subsection and section 2201(d):

(i) Evidence of an el ectroni c conmuni cati on

i ndi cating the maki ng therein of a contract or a

confirmati on, adm ssion, note, menorandumor witing is

not insufficient merely because it onits or incorrectly

states one or nore material terns agreed upon, so | ong as

such evi dence provides a reasonabl e basis for concl udi ng

that a contract was nade.

(ii) The tangible witten text produced by telex,

telefacsiml e, conputer retrieval or other process by

whi ch el ectronic signals are transnmtted by tel ephone or

ot herwi se shall constitute a witing.

(5) Nothing in this subsection shall be construed to

affect in any respect the construction or interpretati on of

any provision of this title, other than this subsecti on and

section 2201(d). Wthout limting the generality of the

foregoing, nothing in this subsection shall be construed to

limt the generality of the term"witing" as defined in

section 1201 (relating to general definitions), to affect the

i nterpretati on of subsection (a) or section 2201(a) i nsofar

as they relate to the sufficiency of a witing or to affect

the constructi on of any other provision of this title

19950H2042B2541 - 6 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

relating to the ti me when a conmuni cati on i s deened recei ved,

given or effective. Nothing in this subsection or in section

2201(d) shall be construed to inply that a qualified

financial contract woul d be subject to subsection (a) or

section 2201(a) but for this subsection or section 2201(d).

Section 3. Title 13 is anended by adding a section to read:

8 1209. Subordi nated obli gati ons.

An obligati on nay be i ssued as subordi nated to paynent of

anot her obligati on of the person obligated, or a creditor nay

subordi nate his right to paynent of an obligati on by agreenent

with either the person obligated or another creditor of the

person obligated. Such a subordi nati on does not create a

security interest as against either the common debtor or a

subordi nated creditor. This section shall be construed as

declaring the law as it existed prior to the effecti ve date of

this section and not as nodifying it.

Section 4. Section 2201 of Title 13 is anended by adding a
subsection to read:

§ 2201. Formal requirenents; statute of frauds.

* * %

(d) CQualified financial contracts.--Subsection (a) does not

apply to a qualified financial contract, as defined in section

1206(c) (1) (relating to statute of frauds for kinds of personal

property not otherw se covered), if either:

(1) there is, as provided in section 1206(c)(3),

sufficient evidence to indicate that a contract has been

(2) the parties, by neans of a prior or subsequent

witten contract, have agreed to be bound by the terns of the

qualified financial contract fromthe tine they reach
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agreenent (by tel ephone, by exchange of el ectroni c nessages

or otherwi se) on those terns.

Section 5. Title 13 is anended by adding a section to read:

8§ 3312. Lost, destroyed or stolen cashier's check, teller's

check or certified check

(a) Definitions.--As used in this section, the foll owi ng

wor ds and phrases shall have the neani ngs given to themin this

subsecti on:

"Check." A cashier's check, teller's check or certified
check.
"Claimant." A person who clainms the right to receive the

anount of a cashier's check, teller's check or certified check

that was | ost, destroyed or stol en.

"Declaration of loss." A witten statenent nade under

penalty of perjury to the effect that:

(1) the declarer | ost possession of a check:

(2) the declarer is the drawer or payee of the check, in

the case of a certified check, or the remtter or payee of

the check, in the case of a cashier's check or teller's

(3) the | oss of possession was not the result of a

transfer by the declarer or a | awful seizure; and

(4) the declarer cannot reasonably obtain possessi on of

t he check because the check was destroyed, its whereabouts

cannot be determined or it is in the wongful possessi on of

an unknown person or a person that cannot be found or is not

anenabl e to servi ce of process.

"Obligated bank." The issuer of a cashier's check or

teller's check or the acceptor of a certified check.

(b) dains.--

19950H2042B2541 - 8 -
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(1) A claimant may assert a claimto the anpbunt of a

check by a comrmuni cati on to the obligated bank descri bing the

check with reasonable certainty and requesti ng paynment of the

anount of the check if:

(i) the claimant is the drawer or payee of a

certified check or remitter or payee of a cashier's check

or teller's check;

(ii) the comuni cati on contains or i s acconpani ed by

a declaration of loss of the clainmant with respect to the

(iii) the communication is received at a tine and in

a nanner affordi ng the bank a reasonable tine to act on

it before the check is paid; and

(iv) the clainmnt provides reasonable identification

if requested by the obligated bank.

Delivery of a declaration of loss is a warranty of the truth

of the statenents nade in the decl arati on.

(2) If aclaimis asserted in conpliance with this

subsection, the foll owi ng rul es apply:

(i) The claimbecones enforceable at the | ater of:

(A) the tinme the claimis asserted; or

(B) the 90th day followi ng the date of the

check, in the case of a cashier's check or teller's

check, or the 90th day followi ng the date of the

acceptance, in the case of a certified check.

(ii) Until the clai mbecones enforceable, it has no

| egal effect and the obligated bank nmay pay the check or,

in the case of a teller's check, may pernt the drawee to

pay the check. Paynent to a person entitled to enforce

the check di scharges all liability of the obligated bank

19950H2042B2541 - 9 -
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with respect to the check

(iii) |If the claimbecones enforceable before the

check is presented for paynent, the obligated bank is not

obliged to pay the check.

(iv) Wien the cl aimbecones enforceable, the

obl i gat ed bank becones obliged to pay the anpbunt of the

check to the claimant i f paynent of the check has not

been nade to a person entitled to enforce the check.

Subj ect to section 4302(a)(1) (relating to responsibility

of payor bank for late return of iten), paynent to the

clai mant di scharges all liability of the obli gated bank

with respect to the check

(c) Cdainmant obligation.--If the obligated bank pays the

anount of a check to a cl ai nant under subsection (b)(2)(iv) and

the check is presented for paynent by a person having rights of

a holder in due course, the claimant is obliged to:

(1) refund the paynent to the obligated bank if the

check is paid; or

(2) pay the anpunt of the check to the person havi ng

ri ghts of a holder in due course if the check is di shonor ed.

(d) Cdainmant renedies.--If a claimant has the right to

assert a clai munder subsection (b) and is al so a person

entitled to enforce a cashier's check, teller's check or

certified check which is |ost, destroyed or stol en, the cl ai mant

may assert rights with respect to the check either under this

section or section 3309 (relating to enforcenment of | ost,

destroyed or stolen instrunent).

Section 6. Sections 4104(a) and 5114(b) of Title 13 are
amended to read:

8 4104. Definitions and i ndex of definitions.

19950H2042B2541 - 10 -



(a) Definitions.--The foll ow ng words and phrases when used
in this division shall have, unless the context clearly
i ndi cates ot herw se, the neanings given to themin this
subsecti on:

"Account." Any deposit or credit account with a bank,

i ncluding a demand, tine, savings, passbook, share draft or |ike
account, other than an account evidenced by a certificate of
deposit.

"Afternoon."” The period of a day between noon and mi dni ght.

"Banki ng day." The part of a day on which a bank is open to
the public for carrying on substantially all of its banking
functions.

"Cl earinghouse.” An association of banks or other payors
regularly clearing itens.

"Customer."” A person having an account with a bank or for
whom a bank has agreed to collect itens, including a bank that
mai ntai ns an account at anot her bank.

"Docunentary draft.” A draft to be presented for acceptance
or paynment if specified docunents, certificated securities
(section 8102) or instructions for uncertificated securities
(section [8308] 8102) or other certificates, statements or the
like are to be received by the drawee or other payor before
acceptance or paynment of the draft.

"Draft." A draft as defined in section 3104 (relating to
negoti able instrunment) or an item other than an instrunent,
that is an order.

"Drawee."” A person ordered in a draft to nake paynent.

"Item"” An instrunment or a prom se or order to pay noney
handl ed by a bank for collection or paynent. The term does not

i nclude a paynment order governed by Division 4A (relating to

19950H2042B2541 - 11 -
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funds transfers) or a credit or debit card slip.

"M dni ght deadline.” Wth respect to a bank is m dni ght on
its next banking day follow ng the banking day on which it
receives the relevant itemor notice or fromwhich the tinme for
taki ng action commences to run, whichever is |ater.

"Settle.” To pay in cash, by clearinghouse settlenent, in a
charge or credit or by remittance, or otherw se as agreed. A
settl enent may be either provisional or final.

"Suspends paynents.” Wth respect to a bank neans that it
has been cl osed by order of the supervisory authorities, that a
public officer has been appointed to take it over or that it
ceases or refuses to nake paynments in the ordinary course of
busi ness.

* %k
§ 5114. Duty and privilege of issuer to honor; right to

rei mbur senent .

* %k

(b) Nonconform ng docunent or fraud.--Unless otherw se
agreed when docunents appear on their face to conply with the
terms of a credit but a required docunent does not in fact
conformto the warranti es made on negotiation or transfer of a
docunent of title (section 7507) or of a certificated security
(section [8306] 8108) or is forged or fraudulent or there is
fraud in the transaction:

(1) the issuer nust honor the draft or denmand for
paynent if honor is demanded by a negotiating bank or other
hol der of the draft or demand which has taken the draft or
demand under the credit and under circunstances which woul d
make it a holder in due course (section 3302) and in an

appropriate case would nake it a person to whom a docunent of

19950H2042B2541 - 12 -



1 title has been duly negotiated (section 7502) or a bona fide
2 purchaser of a certificated security (section 8302); and

3 (2) in all other cases as against its custoner, an

4 i ssuer acting in good faith may honor the draft or demand for
5 paynent despite notification fromthe custonmer of fraud,

6 forgery or other defect not apparent on the face of the

7 docunents but a court of appropriate jurisdiction may enjoin
8 such honor

9 * *

10 Section 7. Division 8 of Title 13 is repeal ed.

11 Section 8. Title 13 is anended by adding a division to read:
12 DI VI SION 8

13 I NVESTMENT SECURI Tl ES

14 Chapter

15 81. Short Title and CGeneral Matters

16 82. Issue and I|ssuer

17 83. Transfer of Certificated and Uncertificated Securities
18 84. Registration

19 85. Security Entitlenents
20 CHAPTER 81
21 SHORT TI TLE AND GENERAL NMATTERS
22 Sec.
23 8101. Short title of division.
24 8102. Definitions.
25 8103. Rules for determ ning whether certain obligations and
26 interests are securities or financial assets.
27 8104. Acquisition of security or financial asset or interest
28 t her ei n.
29 8105. Notice of adverse claim
30 8106. Control.

19950H2042B2541 - 13 -



1 8107. \Wether indorsenent, instruction or entitlenment order is
2 effective.

3 8108. Warranties in direct holding.

4 8109. Warranties in indirect holding.

5 8110. Applicability; choice of |aw.

6 8111. dearing corporation rules.

7 8112. Creditor's |legal process.

8 8113. Statute of frauds inapplicable.

9 8114. Evidentiary rules concerning certificated securities.

10 8115. Securities internmediary and others not |iable to adverse
11 cl ai mant .

12 8116. Securities internediary as purchaser for val ue.

13 § 8101. Short title of division.

14 This division shall be known and may be cited as the Uniform
15 Commercial Code, Article 8, Investnment Securities.

16 § 8102. Definitions.

17 (a) Definitions.--The foll ow ng words and phrases when used
18 in this division shall have, unless the context clearly

19 indicates otherw se, the neanings given to themin this
20 subsecti on:
21 "Adverse claim"” A claimthat a claimant has a property
22 interest in a financial asset and that it is a violation of the
23 rights of the claimant for another person to hold, transfer or
24 deal with the financial asset.
25 "Bearer form" As applied to a certificated security, a form
26 in which the security is payable to the bearer of the security
27 «certificate according to its terns but not by reason of an
28 indorsenent.
29 "Broker." A person defined as a broker or deal er under the

30 Federal securities |aws, but w thout excluding a bank acting in

19950H2042B2541 - 14 -
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t hat capacity.
"Certificated security.” A security that is represented by a
certificate.
"Clearing corporation.”™ "C earing corporation” neans:
(1) a person that is registered as a "clearing agency"”
under the Federal securities |aws;
(2) a Federal reserve bank; or
(3) any other person that provides clearance or
settl enent services with respect to financial assets that
woul d require it to register as a clearing agency under the
Federal securities laws but for an exclusion or exenption
fromthe registration requirenent, if its activities as a
cl earing corporation, including promulgation of rules, are
subject to regulation by a Federal or State governnental
authority.
"Communi cate.” " Communi cate" means to:
(1) send a signed witing; or
(2) transmt information by any nechani sm agreed upon by
the persons transmtting and receiving the informtion.
"Entitlenment holder.”™ A person identified in the records of
a securities internmediary as the person having a security
entitlement against the securities internediary. If a person
acquires a security entitlenent by virtue of section 8501(b)(2)
or (3) (relating to securities account; acquisition of security
entitlenment fromsecurities intermediary), that person is the
entitlement hol der.
"Entitlenment order.” A notification conmunicated to a
securities intermediary directing transfer or redenption of a
financial asset to which the entitlenment holder has a security

entitl enent.

19950H2042B2541 - 15 -
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"Fi nanci al asset." Except as otherw se provided in section
8103 (relating to rules for determ ning whether certain
obligations and interests are securities or financial assets):

(1) a security;

(2) an obligation of a person or a share, participation
or other interest in a person or in property or an enterprise
of a person, which is, or is of a type, dealt in or traded on
financial markets, or which is recognized in any area in
which it is issued or dealt in as a mediumfor investnent; or

(3) any property that is held by a securities
internediary for another person in a securities account if
the securities internmediary has expressly agreed with the
ot her person that the property is to be treated as a
financial asset under this division. As context requires, the
termmeans either the interest itself or the neans by which a
person's claimto it is evidenced, including a certificated
or uncertificated security, a security certificate or a
security entitlenment.

"Good faith.” For purposes of the obligation of good faith
in the performance or enforcenent of contracts or duties within
this division, honesty in fact and the observance of reasonable
commerci al standards of fair dealing.

"I ndorsenent.” A signature that al one or acconpani ed by
other words is made on a security certificate in registered form
or on a separate docunent for the purpose of assigning,
transferring or redeenm ng the security or granting a power to
assign, transfer or redeemit.

"Instruction.” A notification comunicated to the issuer of
an uncertificated security which directs that the transfer of

the security be registered or that the security be redeened.

19950H2042B2541 - 16 -
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"Registered form" As applied to a certificated security, a
formin which

(1) the security certificate specifies a person entitled
to the security; and

(2) a transfer of the security may be registered upon
books mai ntai ned for that purpose by or on behalf of the
i ssuer, or the security certificate so states.

"Securities internmediary.” "Securities internediary" neans:

(1) a clearing corporation; or

(2) a person, including a bank or broker, that in the
ordi nary course of its business maintains securities accounts
for others and is acting in that capacity.

"Security." Except as otherw se provided in section 8103
(relating to rules for determ ning whether certain obligations
and interests are securities or financial assets), an obligation
of an issuer or a share, participation or other interest in an
i ssuer or in property or an enterprise of an issuer:

(1) which is represented by a security certificate in
bearer or registered form or the transfer of which may be
regi stered upon books nmintained for that purpose by or on
behal f of the issuer;

(2) which is one of a class or series or by its ternms is
divisible into a class or series of shares, participations,
interests or obligations; and

(3) which

(i) is, or is of atype, dealt in or traded on
securities exchanges or securities markets; or

(i1i) is anmediumfor investnment and by its terns
expressly provides that it is a security governed by this

di vi si on.
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1 "Security certificate.” A certificate representing a

2 security.

3 "Security entitlement.” The rights and property interest of
4 an entitlenment holder with respect to a financial asset

5 specified in Chapter 85 (relating to security entitlenents).

6 "Uncertificated security.” A security that is not

7 represented by a certificate.

8 (b) Index of other definitions.--CQher definitions applying
9 to this division and the sections in which they appear are:

10 "Appropriate person."” Section 8107.

11 "Control." Section 8106.

12 "Delivery." Section 8301.

13 "I nvest ment conpany security."” Section 8103.

14 “lssuer." Section 8201.

15 "Overissue." Section 8210.

16 "Protected purchaser."” Section 8303.

17 "Securities account."” Section 8501.

18 (c) Applicability of general definitions and principles.--In
19 addition, Division 1 (relating to general provisions) contains
20 general definitions and principles of construction and
21 interpretation applicable throughout this division.
22 (d) Characterizations of person, business or transaction
23 limted.--The characterization of a person, business or
24 transaction for purposes of this division does not determ ne the
25 characterization of the person, business or transaction for
26 purposes of any other law, regulation or rule.
27 § 8103. Rules for determ ning whether certain obligations and
28 interests are securities or financial assets.
29 (a) Share or simlar equity interest.--A share or simlar

30 equity interest issued by a corporation, business trust, joint
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stock conpany or simlar entity is a security.

(b) Investnent conpany security.--An "investnment conpany
security” is a security. An "investnment conpany security" neans
a share or simlar equity interest issued by an entity that is
regi stered as an i nvestnent conpany under the Federal investnent
conpany laws, an interest in a unit investnent trust that is so
regi stered or a face-anount certificate i ssued by a face-anount
certificate conpany that is so registered. "lnvestnment conpany
security" does not include an insurance policy or endowrent
policy or annuity contract issued by an insurance conpany.

(c) Interest in partnership or limted liability conpany.--
An interest in a partnership or limted liability conpany is not
a security unless it is dealt in or traded on securities
exchanges or in securities nmarkets, its terns expressly provide
that it is a security governed by this division, or it is an
i nvest ment conpany security. However, an interest in a
partnership or limted liability conmpany is a financial asset if
it is held in a securities account.

(d) Witing that is security certificate.--A witing that is
a security certificate is governed by this division and not by
Division 3 (relating to negotiable instrunments), even though it
al so neets the requirenments of that division. However, a
negoti abl e i nstrument governed by Division 3 is a financial
asset if it is held in a securities account.

(e) Option or simlar obligation.--An option or simlar
obligation issued by a clearing corporation to its participants
is not a security, but is a financial asset.

(f) Conmmodity contract.--A commodity contract, as defined in
section 9115 (relating to investnent property), is not a

security or a financial asset.
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8§ 8104. Acquisition of security or financial asset or interest
t herein.

(a) Acquisition of security or interest therein.--A person
acquires a security or an interest therein under this division
if:

(1) the person is a purchaser to whoma security is
del i vered pursuant to section 8301 (relating to delivery); or
(2) the person acquires a security entitlenment to the

security pursuant to section 8501 (relating to securities
account; acquisition of security entitlement fromsecurities

i nternediary).

(b) Acquisition of financial asset or interest therein.--A
person acquires a financial asset, other than a security, or an
interest therein, under this division, if the person acquires a
security entitlement to the financial asset.

(c) Acquisition of security entitlenent.--A person who
acquires a security entitlenent to a security or other financial
asset has the rights specified in Chapter 85 (relating to
security entitlements), but is a purchaser of any security,
security entitlement or other financial asset held by the
securities intermediary only to the extent provided in section
8503 (relating to property interest of entitlement holder in
financial asset held by securities internediary).

(d) Satisfaction of possession requirenment.--Unless the
context shows that a different meaning is intended, a person who
is required by other law, regulation, rule or agreenent to
transfer, deliver, present, surrender, exchange or otherw se put
in the possession of another person a security or financial
asset satisfies that requirenment by causing the other person to

acquire an interest in the security or financial asset pursuant
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to subsection (a) or (b).
§ 8105. Notice of adverse claim

(a) GCeneral rule.--A person has notice of an adverse claim

(1) the person knows of the adverse claim
(2) the person is aware of facts sufficient to indicate
that there is a significant probability that the adverse
cl ai mexi sts and deliberately avoids information that would
establish the existence of the adverse claim or
(3) the person has a duty inposed by statute or
regul ation to investigate whether an adverse cl ai mexists,
and the investigation so required would establish the
exi stence of the adverse claim
(b) Know edge of transfer of financial asset or interest
t herein.--Having know edge that a financial asset or interest
therein is or has been transferred by a representative inposes
no duty of inquiry into the rightfulness of a transaction and is
not notice of an adverse claim However, a person who knows that
a representative has transferred a financial asset or interest
therein in a transaction that is, or whose proceeds are being
used, for the individual benefit of the representative or
otherwi se in breach of duty has notice of an adverse claim
(c) Staleness as notice of adverse clains.--An act or event
that creates a right to i medi ate performance of the principal
obligation represented by a security certificate or sets a date
on or after which the certificate is to be presented or
surrendered for redenption or exchange does not itself
constitute notice of an adverse claimexcept in the case of a
transfer nore than:

(1) one year after a date set for presentnent or
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surrender for redenption or exchange; or

(2) six nonths after a date set for paynent of noney
agai nst presentation or surrender of the certificate, if
noney was avail abl e for paynent on that date.

(d) Notice to purchaser of certificated security.--A
purchaser of a certificated security has notice of an adverse
claimif the security certificate:

(1) whether in bearer or registered form has been
i ndorsed "for collection" or "for surrender” or for sonme
ot her purpose not involving transfer; or

(2) is in bearer formand has on it an unanbi guous
statement that it is the property of a person other than the
transferor, but the mere witing of a name on the certificate
is not such a statenent.

(e) Filing of financing statenment not notice of adverse
claim--Filing of a financing statenment under Division 9
(relating to secured transactions; sales of accounts, contract
rights and chattel paper) is not notice of an adverse claimto a
financial asset.

§ 8106. Control.

(a) "Control"™ of certificated security in bearer form--A
pur chaser has "control"™ of a certificated security in bearer
formif the certificated security is delivered to the purchaser.

(b) "Control"™ of certificated security in registered form--
A purchaser has "control" of a certificated security in
registered formif the certificated security is delivered to the
pur chaser and:

(1) the certificate is indorsed to the purchaser or in
bl ank by an effective indorsenent; or

(2) the certificate is registered in the nanme of the
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pur chaser, upon original issue or registration of transfer by

t he issuer.

(c) "Control"™ of uncertificated security.--A purchaser has
"control" of an uncertificated security if:

(1) the uncertificated security is delivered to the
pur chaser; or

(2) the issuer has agreed that it will conply with
instructions originated by the purchaser w thout further
consent by the registered owner.

(d) "Control"™ of security entitlenment.--A purchaser has
"control" of a security entitlenment if:

(1) the purchaser becones the entitlenent hol der; or
(2) the securities internediary has agreed that it wll
conply with entitlenent orders originated by the purchaser

wi t hout further consent by the entitlenent hol der.

(e) Entitlenent holder's securities internediary.--1f an
interest in a security entitlenment is granted by the entitl enent
hol der to the entitlenment holder's own securities intermediary,
the securities internmediary has control

(f) Purchaser under subsection (c)(2) or (d)(2).--A
pur chaser who has satisfied the requirenments of subsection
(c)(2) or (d)(2) has control even if the registered owner in the
case of subsection (c)(2) or the entitlenment holder in the case
of subsection (d)(2) retains the right to nake substitutions for
the uncertificated security or security entitlenment, to
originate instructions or entitlenment orders to the issuer or
securities intermediary or otherwise to deal with the
uncertificated security or security entitlenent.

(g) Agreenent of issuer or securities internediary under

subsection (c)(2) or (d)(2).--An issuer or a securities
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internmediary may not enter into an agreenent of the kind
described in subsection (c)(2) or (d)(2) w thout the consent of
the regi stered owner or entitlenment hol der, but an issuer or a
securities intermediary is not required to enter into such an
agreenent even though the registered owner or entitlenent hol der
so directs. An issuer or securities internediary that has
entered into such an agreenent is not required to confirmthe
exi stence of the agreement to another party unless requested to
do so by the registered owner or entitlenent hol der.
§ 8107. \Whether indorsement, instruction or entitlement order
is effective.
(a) Definition of "appropriate person".--"Appropriate
person" neans:
(1) wth respect to an indorsenent, the person specified
by a security certificate or by an effective speci al
i ndorsenent to be entitled to the security;
(2) wth respect to an instruction, the registered owner
of an uncertificated security;
(3) with respect to an entitlenent order, the
entitlement hol der;
(4) if the person designated in paragraph (1), (2) or
(3) is deceased, the designated person's successor taking
under other law or the designated person's personal
representative acting for the estate of the decedent; or
(5) if the person designated in paragraph (1), (2) or
(3) lacks capacity, the designated person's guardi an,
conservator or other simlar representative who has power
under other law to transfer the security or financial asset.
(b) Effectiveness of indorsenent, instruction or entitlenent

order.--An indorsenent, instruction or entitlement order is
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effective if:

(1) it is nade by the appropriate person;

(2) it is nmade by a person who has power under the |aw
of agency to transfer the security or financial asset on
behal f of the appropriate person, including, in the case of
an instruction or entitlenent order, a person who has control
under section 8106(c)(2) or (d)(2) (relating to control); or

(3) the appropriate person has ratified it or is
ot herwi se precluded fromasserting its ineffectiveness.

(c) Effectiveness of indorsenent, instruction or entitlenment
order made by representative.--An indorsenent, instruction or
entitlement order nade by a representative is effective even if:

(1) the representative has failed to conply with a
controlling instrument or with the |aw of the state having
jurisdiction of the representative relationship, including
any law requiring the representative to obtain court approval
of the transaction; or

(2) the representative's action in making the
i ndorsenent, instruction or entitlenment order or using the
proceeds of the transaction is otherwi se a breach of duty.
(d) Representative no |longer serving as such.--1f a security

is registered in the name of or specially indorsed to a person
described as a representative or if a securities account is

mai ntai ned in the nane of a person described as a
representative, an indorsenment, instruction or entitlenment order
made by the person is effective even though the person is no

| onger serving in the described capacity.

(e) Effectiveness determ ned as of date of indorsenent,
instruction or entitlenment order.--Effectiveness of an

i ndorsenent, instruction or entitlenent order is determ ned as
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of the date the indorsenent, instruction or entitlement order is
made, and an indorsenent, instruction or entitlenment order does
not becone ineffective by reason of any | ater change of

ci rcumnst ances.

§ 8108. Warranties in direct hol ding.

(a) Warranties of person transferring certificated
security.--A person who transfers a certificated security to a
purchaser for value warrants to the purchaser, and an indorser,
if the transfer is by indorsenent, warrants to any subsequent
pur chaser, that:

(1) the certificate is genuine and has not been
materially altered;

(2) the transferor or indorser does not know of any fact
that mght inpair the validity of the security;

(3) there is no adverse claimto the security;

(4) the transfer does not violate any restriction on
transfer;

(5) if the transfer is by indorsenent, the indorsenent
is made by an appropriate person, or if the indorsenent is by
an agent, the agent has actual authority to act on behal f of
t he appropriate person; and

(6) the transfer is otherwi se effective and rightful.

(b) Warranties of person originating instruction for
regi stration of transfer of uncertificated security.--A person
who originates an instruction for registration of transfer of an
uncertificated security to a purchaser for value warrants to the
pur chaser that:

(1) the instruction is nmade by an appropriate person, or
if the instruction is by an agent, the agent has actual

authority to act on behalf of the appropriate person;
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(2) the security is valid;
(3) there is no adverse claimto the security; and

(4) at the tine the instruction is presented to the

i ssuer:

(c)

(1) the purchaser will be entitled to the
regi stration of transfer;

(i1i) the transfer will be registered by the issuer
free fromall liens, security interests, restrictions and
clainms other than those specified in the instruction;

(tit) the transfer will not violate any restriction
on transfer; and

(iv) the requested transfer will otherw se be
effective and rightful.

Warranties of person transferring uncertificated

security not originating instruction.--A person who transfers an

uncertificated security to a purchaser for value and does not

originate an instruction in connection with the transfer

warrants that:

(1) the uncertificated security is valid;
(2) there is no adverse claimto the security;

(3) the transfer does not violate any restriction on

transfer; and

(d)

(4) the transfer is otherwi se effective and rightful.

Warranties of person indorsing security certificate.--A

person who indorses a security certificate warrants to the

i ssuer that:

(e)

(1) there is no adverse claimto the security; and
(2) the indorsenent is effective.

Warranties of person originating instruction for

regi stration of transfer of uncertificated security.--A person
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who originates an instruction for registration of transfer of an
uncertificated security warrants to the issuer that:
(1) the instruction is effective; and
(2) at the tine the instruction is presented to the

i ssuer the purchaser will be entitled to the registration of

transfer.

(f) Warranties of person presenting certificated security.--
A person who presents a certificated security for registration
of transfer or for paynment or exchange warrants to the issuer
that the person is entitled to the registration, paynent or
exchange, but a purchaser for value and w thout notice of
adverse clains to whomtransfer is registered warrants only that
t he person has no know edge of any unauthorized signature in a
necessary i ndorsenent.

(g) Warranties of agent delivering certificated security.--
If a person acts as agent of another in delivering a
certificated security to a purchaser, the identity of the
princi pal was known to the person to whomthe certificate was
delivered and the certificate delivered by the agent was
recei ved by the agent fromthe principal or received by the
agent from anot her person at the direction of the principal, the
person delivering the security certificate warrants only that
the delivering person has authority to act for the principal and
does not know of any adverse claimto the certificated security.

(h) Warranties of secured party.--A secured party who
redelivers a security certificate received, or after paynment and
on order of the debtor delivers the security certificate to
anot her person, nakes only the warranties of an agent under
subsection (Q).

(1) Warranties, rights and privileges of broker.--Except as
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ot herwi se provided in subsection (g), a broker acting for a
custoner mekes to the issuer and a purchaser the warranties
provi ded in subsections (a) through (f). A broker that delivers
a security certificate to its customer or causes its custoner to
be regi stered as the owner of an uncertificated security nakes
to the custoner the warranties provided in subsection (a) or (b)
and has the rights and privileges of a purchaser under this
section. The warranties of and in favor of the broker acting as
an agent are in addition to applicable warranties given by and
in favor of the custoner.

§ 8109. Warranties in indirect holding.

(a) Warranties of person originating entitlenent order to
securities intermediary.--A person who originates an entitl enment
order to a securities internediary warrants to the securities
internmedi ary that:

(1) the entitlenent order is made by an appropriate
person, or if the entitlenent order is by an agent, the agent
has actual authority to act on behalf of the appropriate
per son; and

(2) there is no adverse claimto the security
entitlement.

(b) Warranties of person delivering security certificate or
originating instruction.--A person who delivers a security
certificate to a securities internmediary for credit to a
securities account or originates an instruction with respect to
an uncertificated security directing that the uncertificated
security be credited to a securities account nmakes to the
securities intermediary the warranties specified in section
8108(a) or (b) (relating to warranties in direct holding).

(c) Warranties of securities internmediary.--1f a securities
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internediary delivers a security certificate to its entitlenent
hol der or causes its entitlenment holder to be registered as the
owner of an uncertificated security, the securities internediary
makes to the entitlenent holder the warranties specified in
section 8108(a) or (b).

§ 8110. Applicability; choice of |aw.

(a) Wen local |aw of issuer's jurisdiction governs.--The
| ocal law of the issuer's jurisdiction, as specified in
subsection (d), governs:

(1) the validity of a security;

(2) the rights and duties of the issuer with respect to
regi stration of transfer;

(3) the effectiveness of registration of transfer by the

i ssuer;

(4) whether the issuer owes any duties to an adverse
claimant to a security; and

(5) whether an adverse claimcan be asserted agai nst a
person to whomtransfer of a certificated or uncertificated
security is registered or a person who obtains control of an
uncertificated security.

(b) When local |law of securities intermediary's jurisdiction
governs.--The local |aw of the securities internediary's
jurisdiction, as specified in subsection (e), governs:

(1) acquisition of a security entitlenent fromthe
securities intermediary;

(2) the rights and duties of the securities intermnediary
and entitlement holder arising out of a security entitlenent;

(3) whether the securities internediary owes any duties
to an adverse claimant to a security entitlenent; and

(4) whether an adverse claimcan be asserted agai nst a
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1 person who acquires a security entitlenent fromthe

2 securities intermediary or a person who purchases a security
3 entitlement or interest therein froman entitlenment hol der.

4 (c) Assertion of adverse clainms.--The |ocal |aw of the

5 jurisdiction in which a security certificate is |ocated at the

6 tinme of delivery governs whether an adverse claimcan be

7 asserted against a person to whomthe security certificate is

8 delivered.

9 (d) Definition of "issuer's jurisdiction".--"lssuer's

10 jurisdiction" neans the jurisdiction under which the issuer of
11 the security is organized or, if permtted by the | aw of that

12 jurisdiction, the | aw of another jurisdiction specified by the
13 issuer. An issuer organized under the laws of this Conmmonweal t h
14 may specify the | aw of another jurisdiction as the | aw governi ng
15 the matters specified in subsection (a)(2) through (5).

16 (e) Determnation of "securities intermediary's

17 jurisdiction".--The following rules determne a "securities

18 internediary's jurisdiction" for purposes of this section:

19 (1) |If an agreenent between the securities internediary
20 and its entitlenment hol der specifies that it is governed by
21 the law of a particular jurisdiction, that jurisdiction is
22 the securities internmediary's jurisdiction.
23 (2) |If an agreenent between the securities internediary
24 and its entitlenment hol der does not specify the governing | aw
25 as provided in paragraph (1), but expressly specifies that
26 the securities account is maintained at an office in a
27 particular jurisdiction, that jurisdiction is the securities
28 internmediary's jurisdiction.
29 (3) If an agreenent between the securities internediary
30 and its entitlenment hol der does not specify a jurisdiction as
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provi ded in paragraph (1) or (2), the securities

internmediary's jurisdiction is the jurisdiction in which is

| ocated the office identified in an account statenent as the

of fice serving the entitlenment hol der's account.

(4) |If an agreenent between the securities internediary
and its entitlenment hol der does not specify a jurisdiction as
provided in paragraph (1) or (2) and an account statenent
does not identify an office serving the entitlenent hol der's
account as provided in paragraph (3), the securities
internmediary's jurisdiction is the jurisdiction in which is
| ocated the chief executive office of the securities
i nternmedi ary.

(f) Factors not used to determ ne securities internediary's
jurisdiction.--A securities internediary's jurisdiction is not
determ ned by the physical |ocation of certificates representing
financial assets, or by the jurisdiction in which is organized
the issuer of the financial asset with respect to which an
entitlenment hol der has a security entitlenment, or by the
| ocation of facilities for data processing or other record
keepi ng concerning the account.

§ 8111. dearing corporation rules.

A rul e adopted by a clearing corporation governing rights and
obl i gati ons anong the clearing corporation and its participants
in the clearing corporation is effective even if the rule
conflicts with this title and affects another party who does not
consent to the rule.

§ 8112. Creditor's |legal process.

(a) Interest of debtor in certificated security.--The

interest of a debtor in a certificated security may be reached

by a creditor only by actual seizure of the security certificate
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by the officer making the attachnment or |evy, except as

ot herwi se provided in subsection (d). However, a certificated

security for which the certificate has been surrendered to the
i ssuer may be reached by a creditor by |l egal process upon the

i ssuer.

(b) Interest of debtor in uncertificated security.--The
interest of a debtor in an uncertificated security may be
reached by a creditor only by |legal process upon the issuer at
its chief executive office in the United States, except as
ot herwi se provided in subsection (d).

(c) Interest of debtor in security entitlenment.--The
interest of a debtor in a security entitlenent may be reached by
a creditor only by legal process upon the securities
internmediary with whom the debtor's securities account is
mai nt ai ned, except as otherw se provided in subsection (d).

(d) Interest of debtor; secured party.--The interest of a
debtor in a certificated security for which the certificate is
in the possession of a secured party, or in an uncertificated
security registered in the name of a secured party, or a
security entitlement nmaintained in the nane of a secured party,
may be reached by a creditor by |egal process upon the secured
party.

(e) Creditor; aid fromcourt.--A creditor whose debtor is
the owner of a certificated security, uncertificated security or
security entitlement is entitled to aid froma court of
conpetent jurisdiction, by injunction or otherw se, in reaching
the certificated security, uncertificated security or security
entitlenment or in satisfying the claimby neans allowed at | aw
or in equity inregard to property that cannot readily be

reached by other |egal process.
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§ 8113. Statute of frauds inapplicable.

A contract or nodification of a contract for the sale or
purchase of a security is enforceable whether or not there is a
witing signed or record authenticated by a party agai nst whom
enforcenent is sought, even if the contract or nodification is
not capabl e of performance within one year of its making.

§ 8114. Evidentiary rules concerning certificated securities.

The following rules apply in an action on a certificated
security against the issuer:

(1) Unless specifically denied in the pleadings, each
signature on a security certificate or in a necessary

i ndorsenent is admtted.

(2) If the effectiveness of a signature is put in issue,

t he burden of establishing effectiveness is on the party

cl ai m ng under the signature, but the signature is presuned

to be genuine or authorized.

(3) |If signatures on a security certificate are adnmtted

or established, production of the certificate entitles a

hol der to recover on it unless the defendant establishes a

defense or a defect going to the validity of the security.

(4) If it is showmn that a defense or defect exists, the
plaintiff has the burden of establishing that the plaintiff
or sone person under whomthe plaintiff clains is a person
agai nst whom t he defense or defect cannot be asserted.
§ 8115. Securities internediary and others not liable to
adverse cl ai mant .

A securities internmediary that has transferred a financi al
asset pursuant to an effective entitlenent order, or a broker or
ot her agent or bailee that has dealt with a financial asset at

the direction of its custoner or principal, is not liable to a
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person having an adverse claimto the financial asset unless the
securities intermediary, or broker or other agent or bail ee:
(1) took the action after it had been served with an

i njunction, restraining order or other |egal process

enjoining it fromdoing so, issued by a court of conpetent

jurisdiction, and had a reasonabl e opportunity to act on the

i njunction, restraining order or other |egal process;

(2) acted in collusion with the wongdoer in violating
the rights of the adverse clainmant; or
(3) in the case of a security certificate that has been
stolen, acted with notice of the adverse claim
§ 8116. Securities internediary as purchaser for val ue.

A securities internmediary that receives a financial asset and
establishes a security entitlenment to the financial asset in
favor of an entitlenent holder is a purchaser for value of the
financial asset. A securities internmediary that acquires a
security entitlement to a financial asset from another
securities intermediary acquires the security entitlenment for
value if the securities internmediary acquiring the security
entitlement establishes a security entitlenment to the financial
asset in favor of an entitlement hol der.

CHAPTER 82
| SSUE AND | SSUER

Sec.
8201. |Issuer.
8202. Issuer's responsibility and defenses; notice of defect or

def ense.
8203. Stal eness as notice of defect or defense.
8204. Effect of issuer's restriction on transfer.

8205. Effect of unauthorized signature on security certificate.
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8206.
8207.

8208.

8209.
8210.

§ 8201.

(a)

Conpl etion or alteration of security certificate.
Ri ghts and duties of issuer with respect to registered
owners.
Ef fect of signature of authenticating trustee, registrar
or transfer agent.
| ssuer's lien.
Overi ssue.
| ssuer.

CGeneral rule.--Wth respect to an obligation on or a

defense to a security, an "issuer" includes a person that:

(1) places or authorizes the placing of its name on a

security certificate, other than as authenticating trustee,

regi strar, transfer agent or the like, to evidence a share,

participation or other interest in its property or in an

enterprise, or to evidence its duty to performan obligation

represented by the certificate;

(2) <creates a share, participation or other interest in

its property or in an enterprise, or undertakes an

obligation, that is an uncertificated security;

(3) directly or indirectly creates a fractional interest

inits rights or property, if the fractional interest is

represented by a security certificate; or

(4) becones responsible for, or in place of, another

person described as an issuer in this section.

(b)

Guarantor.--Wth respect to an obligation on or defense

to a security, a guarantor is an issuer to the extent of its

guaranty, whether or not its obligation is noted on a security

certificate.

(c)

Person for whom transfer books maintained.--Wth respect

to a registration of a transfer, issuer means a person on whose
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behal f transfer books are maintained.
§ 8202. Issuer's responsibility and defenses; notice of defect
or defense.

(a) Terms included in certificated security.--Even against a
pur chaser for value and without notice, the ternms of a
certificated security include terns stated on the certificate
and terns nmade part of the security by reference on the
certificate to another instrunent, indenture or docunent or to a
constitution, statute, ordinance, rule, regulation, order or the
like, to the extent the ternms referred to do not conflict with
terns stated on the certificate. A reference under this
subsecti on does not of itself charge a purchaser for value wth
notice of a defect going to the validity of the security, even
if the certificate expressly states that a person accepting it
admts notice. The ternms of an uncertificated security include
those stated in any instrunent, indenture or docunment or in a
constitution, statute, ordinance, rule, regulation, order or the
i ke, pursuant to which the security is issued.

(b) Defect affecting validity of security.--The foll ow ng
rules apply if an issuer asserts that a security is not valid:

(1) A security other than one issued by a governnent or
governnment al subdi vi si on, agency or instrunmentality, even

t hough i ssued with a defect going to its validity, is valid

in the hands of a purchaser for value and w thout notice of

the particul ar defect unless the defect involves a violation
of a constitutional provision. In that case, the security is
valid in the hands of a purchaser for value and w t hout
notice of the defect, other than one who takes by original

i ssue.

(2) Paragraph (1) applies to an issuer that is a
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gover nment or governmental subdivision, agency or

instrunmentality only if there has been substantial conpliance

with the |l egal requirenents governing the issue or the issuer

has received a substantial consideration for the issue as a

whol e or for the particular security and a stated purpose of

the issue is one for which the issuer has power to borrow
noney or issue the security.

(c) Lack of genui neness as conpl ete defense.--Except as
ot herwi se provided in section 8205 (relating to effect of
unaut hori zed signature on security certificate), |lack of
genui neness of a certificated security is a conplete defense,
even agai nst a purchaser for value and w thout notice.

(d) Defenses ineffective against purchaser for val ue w thout

notice.--All other defenses of the issuer of a security,
i ncl udi ng nondelivery and conditional delivery of a certificated
security, are ineffective against a purchaser for val ue who has
taken the certificated security without notice of the particul ar
def ense.

(e) Right to cancel certain contracts unaffected.--This
section does not affect the right of a party to cancel a
contract for a security "when, as and if issued” or "when
distributed” in the event of a material change in the character
of the security that is the subject of the contract or in the
pl an or arrangenment pursuant to which the security is to be
i ssued or distributed.

(f) Wen security held by securities internediary.--I1f a
security is held by a securities internmedi ary agai nst whom an
entitlenment holder has a security entitlenment with respect to
the security, the issuer nmay not assert any defense that the

i ssuer could not assert if the entitlenent holder held the
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security directly.
§ 8203. Staleness as notice of defect or defense.

After an act or event, other than a call that has been
revoked, creating a right to i medi ate performance of the
princi pal obligation represented by a certificated security or
setting a date on or after which the security is to be presented
or surrendered for redenption or exchange, a purchaser is
charged with notice of any defect in its issue or defense of the
issuer, if the act or event:
(1) requires the paynent of noney, the delivery of a
certificated security, the registration of transfer of an
uncertificated security, or any of themon presentation or
surrender of the security certificate, the noney or security
is avail able on the date set for paynent or exchange, and the
pur chaser takes the security nore than one year after that
date; or
(2) is not covered by paragraph (1) and the purchaser
takes the security nore than two years after the date set for
surrender or presentation or the date on which performance
becane due.
§ 8204. Effect of issuer's restriction on transfer.

A restriction on transfer of a security inposed by the
i ssuer, even if otherwise lawful, is ineffective against a
person w t hout knowl edge of the restriction unless:

(1) the security is certificated and the restriction is
not ed conspi cuously on the security certificate; or

(2) the security is uncertificated and the registered
owner has been notified of the restriction.

§ 8205. Effect of unauthorized signature on security

certificate.
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An unaut hori zed signature placed on a security certificate
before or in the course of issue is ineffective, but the
signature is effective in favor of a purchaser for value of the
certificated security if the purchaser is without notice of the
| ack of authority and the signing has been done by:

(1) an authenticating trustee, registrar, transfer agent
or other person entrusted by the issuer with the signing of
the security certificate or of simlar security certificates
or the imredi ate preparation for signing of any of them or

(2) an enployee of the issuer, or of any of the persons
listed in paragraph (1), entrusted with responsi bl e handling
of the security certificate.

§ 8206. Conpletion or alteration of security certificate.

(a) Conpletion of security certificate.--If a security
certificate contains the signatures necessary to its issue or
transfer but is inconplete in any other respect:

(1) any person may conplete it by filling in the bl anks
as aut horized; and

(2) even if the blanks are incorrectly filled in, the
security certificate as conpleted is enforceable by a
pur chaser who took it for value and wi thout notice of the
i ncorrectness.

(b) Enforceability of inproperly altered security
certificate.--A conplete security certificate that has been
improperly altered, even if fraudulently, renains enforceable,
but only according to its original terns.

§ 8207. Rights and duties of issuer with respect to registered
owners.

(a) GCeneral rule.--Before due presentnent for registration

of transfer of a certificated security in registered formor of
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an instruction requesting registration of transfer of an
uncertificated security, the issuer or indenture trustee may
treat the registered owner as the person exclusively entitled to
vote, receive notifications and otherw se exercise all the
rights and powers of an owner.

(b) Liability of registered ower for calls, etc.,
unaffected.--This division does not affect the liability of the
regi stered owner of a security for a call, assessnent or the
like.

§ 8208. Effect of signature of authenticating trustee,
regi strar or transfer agent.

(a) GCeneral rule.--A person signing a security certificate
as authenticating trustee, registrar, transfer agent or the |ike
warrants to a purchaser for value of the certificated security,
if the purchaser is without notice of a particular defect, that:

(1) the certificate is genuine;

(2) the person's own participation in the issue of the
security is within the person's capacity and within the scope
of the authority received by the person fromthe issuer; and

(3) the person has reasonabl e grounds to believe that
the certificated security is in the formand within the
amount the issuer is authorized to issue.

(b) Limtation.--Unless otherw se agreed, a person signing
under subsection (a) does not assune responsibility for the
validity of the security in other respects.

§ 8209. Issuer's lien.

Alien in favor of an issuer upon a certificated security is
val id against a purchaser only if the right of the issuer to the
lien is noted conspicuously on the security certificate.

§ 8210. Overissue.
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(a) Definition of "overissue".--In this section, "overissue"
nmeans the issue of securities in excess of the anpbunt the issuer
has corporate power to issue, but an overissue does not occur if
appropriate action has cured the overissue.

(b) Application of certain provisions limted in cases of
overi ssue. - - Except as otherw se provided in subsections (c) and
(d), the provisions of this division which validate a security
or conpel its issue or reissue do not apply to the extent that
val idation, issue or reissue would result in overissue.

(c) Purchase may be conpelled.--1f an identical security not
constituting an overissue is reasonably avail able for purchase,
a person entitled to issue or validation may conpel the issuer
to purchase the security and deliver it if certificated or
register its transfer if uncertificated, against surrender of
any security certificate the person hol ds.

(d) Recovery of price paid plus interest.--1f a security is
not reasonably avail able for purchase, a person entitled to
i ssue or validation nay recover fromthe issuer the price the
person or the |ast purchaser for value paid for it with interest
fromthe date of the person's denand.

CHAPTER 83
TRANSFER OF CERTI FI CATED AND
UNCERTI FI CATED SECURI TI ES
Sec.
8301. Delivery.
8302. Rights of purchaser.
8303. Protected purchaser.
8304. I ndorsenent.
8305. Instruction.

8306. Effect of guaranteeing signature, indorsenment or
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i nstruction.

8307. Purchaser's right to requisites for registration of

w N

transfer.
4 § 8301. Delivery.
5 (a) Delivery of certificated security.--Delivery of a

6 certificated security to a purchaser occurs when:

7 (1) the purchaser acquires possession of the security
8 certificate;

9 (2) another person, other than a securities

10 i nternedi ary, either acquires possession of the security

11 certificate on behalf of the purchaser or, having previously
12 acqui red possession of the certificate, acknow edges that it
13 hol ds for the purchaser; or

14 (3) a securities internmediary acting on behalf of the
15 pur chaser acquires possession of the security certificate,
16 only if the certificate is in registered formand has been
17 specially indorsed to the purchaser by an effective

18 i ndor senent .

19 (b) Delivery of uncertificated security.--Delivery of an

20 uncertificated security to a purchaser occurs when:

21 (1) the issuer registers the purchaser as the registered
22 owner, upon original issue or registration of transfer; or

23 (2) another person, other than a securities

24 i nternedi ary, either becones the regi stered owner of the

25 uncertificated security on behalf of the purchaser or, having
26 previ ously beconme the registered owner, acknow edges that it
27 hol ds for the purchaser.

28 8§ 8302. Rights of purchaser.
29 (a) Rights acquired by purchaser.--Except as otherw se
30 provided in subsections (b) and (c), upon delivery of a
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certificated or uncertificated security to a purchaser, the
purchaser acquires all rights in the security that the
transferor had or had power to transfer.

(b) Rights acquired by purchaser of limted interest.--A
purchaser of a limted interest acquires rights only to the
extent of the interest purchased.

(c) Limtation on rights acquired from protected
purchaser.--A purchaser of a certificated security who as a
previ ous hol der had notice of an adverse cl ai m does not inprove
its position by taking froma protected purchaser.

§ 8303. Protected purchaser.

(a) Definition of "protected purchaser"”.--"Protected
pur chaser” neans a purchaser of a certificated or uncertificated
security, or of an interest therein, who:

(1) gives val ue;

(2) does not have notice of any adverse claimto the
security; and

(3) obtains control of the certificated or
uncertificated security.

(b) Rights acquired by protected purchaser.--1n addition to
acquiring the rights of a purchaser, a protected purchaser al so
acquires its interest in the security free of any adverse claim
§ 8304. Indorsenent.

(a) Blank and special indorsenent.--An indorsenent may be in
bl ank or special. An indorsenent in blank includes an
i ndorsenent to bearer. A special indorsenent specifies to whom a
security is to be transferred or who has power to transfer it. A
hol der may convert a blank indorsement to a special indorsenent.

(b) Effect of partial indorsenent.--An indorsenent

purporting to be only of part of a security certificate
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representing units intended by the issuer to be separately
transferable is effective to the extent of the indorsenent.

(c) Effect of indorsenent w thout delivery.--An indorsenent,
whet her special or in blank, does not constitute a transfer
until delivery of the certificate on which it appears or, if the
i ndorsenent is on a separate docunent, until delivery of both
t he docunent and the certificate.

(d) Effect of delivery without indorsenment; right to conpel
i ndorsenent.--1f a security certificate in registered form has
been delivered to a purchaser w thout a necessary indorsenent,

t he purchaser may becone a protected purchaser only when the

i ndorsenent is supplied. However, against a transferor, a
transfer is conplete upon delivery and the purchaser has a
specifically enforceable right to have any necessary i ndorsenent
suppl i ed.

(e) Indorsenent of security certificate in bearer form--An
i ndorsenent of a security certificate in bearer formnmay give
notice of an adverse claimto the certificate, but it does not
otherwise affect a right to registration that the hol der
possesses.

(f) Indorser not a guarantor.--Unless otherw se agreed, a
per son maki ng an i ndorsenment assunes only the obligations
provided in section 8108 (relating to warranties in direct
hol di ng) and not an obligation that the security will be honored
by the issuer.

§ 8305. Instruction.

(a) Instruction originated by appropriate person.--1f an
i nstruction has been originated by an appropriate person but is
inconplete in any other respect, any person nay conplete it as

authorized and the issuer may rely on it as conpl eted, even
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t hough it has been conpleted incorrectly.

(b) Person initiating instruction not a guarantor.--Unless
ot herwi se agreed, a person initiating an instruction assumnes
only the obligations inposed by section 8108 (relating to
warranties in direct holding) and not an obligation that the
security will be honored by the issuer.

§ 8306. Effect of guaranteeing signature, indorsenment or
i nstruction.

(a) Warranties of signature guarantor.--A person who
guarantees a signature of an indorser of a security certificate
warrants that at the time of signing:

(1) the signature was genuine;

(2) the signer was an appropriate person to indorse, or
if the signature is by an agent, the agent had actual
authority to act on behalf of the appropriate person; and

(3) the signer had | egal capacity to sign.

(b) Warranties of person guaranteeing signature of
originator of instruction.--A person who guarantees a signature
of the originator of an instruction warrants that at the tinme of
si gni ng:

(1) the signature was genuine;

(2) the signer was an appropriate person to originate
the instruction, or if the signature is by an agent, the
agent had actual authority to act on behalf of the
appropriate person, if the person specified in the
instruction as the registered owner was, in fact, the
regi stered owner, as to which fact the signature guarantor
does not make a warranty; and

(3) the signer had | egal capacity to sign.

(c) Warranties of person specially guaranteeing signature of
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originator of instruction.--A person who specially guarantees
the signature of an originator of an instruction nmakes the
warranties of a signature guarantor under subsection (b) and
al so warrants that at the tinme the instruction is presented to
t he issuer:
(1) the person specified in the instruction as the
regi stered owner of the uncertificated security will be the
regi stered owner; and
(2) the transfer of the uncertificated security
requested in the instruction will be registered by the issuer
free fromall liens, security interests, restrictions and
clainms other than those specified in the instruction.

(d) Limtations on warranties.--A guarantor under
subsections (a) and (b) or a special guarantor under subsection
(c) does not otherwi se warrant the rightful ness of the transfer.

(e) Warranties of indorsenment guarantor.--A person who
guar antees an i ndorsenent of a security certificate makes the
warranties of a signature guarantor under subsection (a) and
al so warrants the rightful ness of the transfer in all respects.

(f) Warranties of person guaranteeing instruction requesting
transfer of uncertificated security.--A person who guarantees an
instruction requesting the transfer of an uncertificated
security makes the warranties of a special signature guarantor
under subsection (c) and also warrants the rightful ness of the
transfer in all respects.

(g) Mtters an issuer may not require.--An issuer nay not
require a special guaranty of signature, a guaranty of
i ndorsenent or a guaranty of instruction as a condition to
regi stration of transfer.

(h) Persons protected by warranties.--The warranti es under
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this section are nmade to a person taking or dealing with the

security in reliance on the guaranty, and the guarantor is

liable to the person for loss resulting fromtheir breach. An

i ndorser or originator of an instruction whose signature,

i ndorsenent or instruction has been guaranteed is liable to a

guarantor for any | oss suffered by the guarantor as a result of

breach of the warranties of the guarantor.

8§ 8307. Purchaser's right to requisites for registration of
transfer.

Unl ess ot herw se agreed, the transferor of a security on due
demand shal |l supply the purchaser with proof of authority to
transfer or with any other requisite necessary to obtain
registration of the transfer of the security, but if the
transfer is not for value, a transferor need not conply unless
t he purchaser pays the necessary expenses. If the transferor
fails within a reasonable tine to conply with the demand, the
purchaser may reject or rescind the transfer.

CHAPTER 84
REG STRATI ON
Sec.
8401. Duty of issuer to register transfer.
8402. Assurance that indorsenment or instruction is effective.
8403. Demand that issuer not register transfer.
8404. Wongful registration.
8405. Repl acenent of |ost, destroyed or wongfully taken
security certificate.
8406. noligation to notify issuer of |ost, destroyed or
wongfully taken security certificate.
8407. Authenticating trustee, transfer agent and registrar.

§ 8401. Duty of issuer to register transfer.
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(a) GCeneral rule.--1f a certificated security in registered
formis presented to an issuer with a request to register
transfer or an instruction is presented to an issuer with a
request to register transfer of an uncertificated security, the
i ssuer shall register the transfer as requested if:

(1) under the terns of the security the person seeking
registration of transfer is eligible to have the security
registered in its nane;

(2) the indorsenent or instruction is made by the
appropriate person or by an agent who has actual authority to
act on behalf of the appropriate person;

(3) reasonable assurance is given that the indorsenent
or instruction is genuine and authorized (section 8402);

(4) any applicable lawrelating to the collection of
t axes has been conplied wth;

(5) the transfer does not violate any restriction on
transfer inposed by the issuer in accordance with section
8204 (relating to effect of issuer's restriction on
transfer);

(6) a demand that the issuer not register transfer has
not becone effective under section 8403 (relating to demand
that issuer not register transfer), or the issuer has
conplied with section 8403(b) but no | egal process or
i ndemmity bond is obtained as provided in section 8403(d);
and

(7) the transfer is in fact rightful or is to a
prot ected purchaser.

(b) VLiability for failure or delay in registration.--1f an
issuer is under a duty to register a transfer of a security, the

issuer is liable to a person presenting a certificated security
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or an instruction for registration or to the person's principal

for loss resulting fromunreasonable delay in registration or

failure or refusal to register the transfer

§ 8402. Assurance that indorsement or instruction is effective.
(a) Assurances that issuer may require.--An issuer may

require the foll ow ng assurance that each necessary i ndorsenent

or each instruction is genuine and authori zed:

(1) in all cases, a guaranty of the signature of the
person maki ng an i ndorsenment or originating an instruction,
including, in the case of an instruction, reasonable
assurance of identity;

(2) if the indorsenent is made or the instruction is
ori ginated by an agent, appropriate assurance of actual
authority to sign

(3) if the indorsenent is made or the instruction is
originated by a fiduciary pursuant to section 8107(a)(4) or
(5) (relating to whether indorsenent, instruction or
entitlement order is effective), appropriate evidence of
appoi ntment or incunbency;

(4) if there is nore than one fiduciary, reasonable
assurance that all who are required to sign have done so; and

(5) if the indorsenent is made or the instruction is
originated by a person not covered by another provision of
this subsection, assurance appropriate to the case
corresponding as nearly as nay be to the provisions of this
subsecti on.

(b) Additional assurances that issuer may require.--An
i ssuer may elect to require reasonabl e assurance beyond t hat
specified in this section.

(c) Definitions.--As used in this section, the follow ng
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wor ds and phrases shall have the neanings given to themin this
subsecti on:

"Appropriate evidence of appointnent or incunbency."

(1) In the case of a fiduciary appointed or qualified by

a court, a certificate issued by or under the direction or

supervi sion of the court or an officer thereof and dated

wi thin 60 days before the date of presentation for transfer.

(2) In any other case, a copy of a docunent show ng the

appoi ntnment or a certificate issued by or on behalf of a

person reasonably believed by an issuer to be responsible or,

in the absence of that docunent or certificate, other

evi dence the issuer reasonably considers appropriate.

"CGuaranty of the signature.”™ A guaranty signed by or on
behal f of a person reasonably believed by the issuer to be
responsi bl e. An issuer may adopt standards with respect to
responsibility if they are not mani festly unreasonabl e.

§ 8403. Demand that issuer not register transfer.

(a) GCeneral rule.--A person who is an appropriate person to
make an i ndorsement or originate an instruction may demand t hat
the issuer not register transfer of a security by conmunicati ng
to the issuer a notification that identifies the registered
owner and the issue of which the security is a part and provides
an address for comruni cations directed to the person meking the
demand. The denmand is effective only if it is received by the
issuer at a tine and in a manner affording the issuer reasonable
opportunity to act on it.

(b) Subsequent request to register transfer.--I1f a
certificated security in registered formis presented to an
issuer with a request to register transfer or an instruction is

presented to an issuer with a request to register transfer of an
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uncertificated security after a demand that the issuer not

regi ster transfer has becone effective, the issuer shal
pronptly conmmuni cate to the person who initiated the demand at
t he address provided in the denmand and the person who presented
the security for registration of transfer or initiated the
instruction requesting registration of transfer a notification
stating that:

(1) the certificated security has been presented for
registration of transfer or the instruction for registration
of transfer of the uncertificated security has been received;

(2) a denmand that the issuer not register transfer had
previ ously been received; and

(3) the issuer will withhold registration of transfer
for a period of time stated in the notification in order to
provi de the person who initiated the demand an opportunity to
obtain | egal process or an indemity bond.

(c) Period of time registration can be wi thheld under
subsection (b)(3).--The period described in subsection (b)(3)
may not exceed 30 days after the date of comrunication of the
notification. A shorter period nmay be specified by the issuer if
it is not manifestly unreasonabl e.

(d) Limtation on liability of issuer.--An issuer is not
liable to a person who initiated a demand that the issuer not
regi ster transfer for any | oss the person suffers as a result of
registration of a transfer pursuant to an effective indorsenent
or instruction if the person who initiated the denand does not,
within the time stated in the issuer's conmunication, either

(1) obtain an appropriate restraining order, injunction
or other process froma court of conpetent jurisdiction

enjoining the issuer fromregistering the transfer; or
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(2) file with the issuer an indemity bond, sufficient
in the issuer's judgnent to protect the issuer and any
transfer agent, registrar or other agent of the issuer
involved fromany loss it or they may suffer by refusing to
regi ster the transfer.

(e) VLiability for registering transfer pursuant to
ineffective indorsement or instruction.--This section does not
relieve an issuer fromliability for registering transfer
pursuant to an i ndorsenment or instruction that was not
effective.

§ 8404. Wongful registration.

(a) GCeneral rule.--Except as otherw se provided in section
8406 (relating to obligation to notify issuer of |ost, destroyed
or wongfully taken security certificate), an issuer is liable
for wongful registration of transfer if the issuer has
regi stered a transfer of a security to a person not entitled to
it and the transfer was registered:

(1) pursuant to an ineffective indorsenment or
i nstruction;

(2) after a demand that the issuer not register transfer
becanme effective under section 8403(a) (relating to demand
that issuer not register transfer) and the issuer did not
conply with section 8403(b);

(3) after the issuer had been served with an injunction,
restrai ning order or other |egal process enjoining it from
registering the transfer, issued by a court of conpetent
jurisdiction, and the issuer had a reasonabl e opportunity to
act on the injunction, restraining order or other |egal
process; or

(4) by an issuer acting in collusion with the w ongdoer.
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(b) Obligations of issuer.--An issuer that is liable for
wrongful registration of transfer under subsection (a) on demand
shall provide the person entitled to the security with a like
certificated or uncertificated security and any paynents or
di stributions that the person did not receive as a result of the
wongful registration. If an overissue would result, the
issuer's liability to provide the person with a |ike security is
governed by section 8210 (relating to overissue).

(c) Registration pursuant to effective indorsenment or
i nstruction.--Except as otherw se provided in subsection (a) or
inalawrelating to the collection of taxes, an issuer is not
liable to an owner or other person suffering loss as a result of
the registration of a transfer of a security if registration was
made pursuant to an effective indorsenment or instruction.

8§ 8405. Replacenent of |ost, destroyed or wongfully taken
security certificate.

(a) Wen owner entitled to new security.--1f an owner of a
certificated security, whether in registered or bearer form
clainms that the certificate has been |ost, destroyed or
wongfully taken, the issuer shall issue a new certificate if
t he owner:

(1) so requests before the issuer has notice that the
certificate has been acquired by a protected purchaser;

(2) files with the issuer a sufficient indemity bond;
and

(3) satisfies other reasonable requirenments inposed by

t he issuer.

(b) Rights and duties of issuer when original certificate
presented for registration.--I1f, after the issue of a new

security certificate, a protected purchaser of the original
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certificate presents it for registration of transfer, the issuer

shall register the transfer unless an overissue would result. In

that case, the issuer's liability is governed by section 8210

(relating to overissue). In addition to any rights on the

i ndemmi ty bond, an issuer may recover the new certificate froma

person to whomit was issued or any person taking under that

person, except a protected purchaser.

§ 8406. bligation to notify issuer of |ost, destroyed or
wongfully taken security certificate.

If a security certificate has been | ost, apparently destroyed
or wongfully taken and the owner fails to notify the issuer of
that fact within a reasonable time after the owner has notice of
it and the issuer registers a transfer of the security before
receiving notification, the ower may not assert against the
issuer a claimfor registering the transfer under section 8404
(relating to wongful registration) or a claimto a new security
certificate under section 8405 (relating to replacenent of |ost,
destroyed or wongfully taken security certificate).

§ 8407. Authenticating trustee, transfer agent and registrar.

A person acting as authenticating trustee, transfer agent,
regi strar or other agent for an issuer in the registration of a
transfer of its securities, in the issue of new security
certificates or uncertificated securities or in the cancellation
of surrendered security certificates has the sane obligation to
the hol der or owner of a certificated or uncertificated security
with regard to the particular functions perforned as the issuer
has in regard to those functions.

CHAPTER 85
SECURI TY ENTI TLEMENTS

Sec.
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1 8501. Securities account; acquisition of security entitlenent
2 fromsecurities internediary.

3 8502. Assertion of adverse claimagainst entitlenent hol der.

4 8503. Property interest of entitlenment holder in financial

5 asset held by securities internediary.

6 8504. Duty of securities internediary to nmaintain financial

7 asset.

8 8505. Duty of securities internediary with respect to paynents
9 and distributions.

10 8506. Duty of securities internediary to exercise rights as

11 directed by entitlenent hol der.

12 8507. Duty of securities internediary to conply with

13 entitlement order.

14 8508. Duty of securities internediary to change entitl enment

15 hol der's position to other form of security hol di ng.

16 8509. Specification of duties of securities internediary by

17 ot her statute or regul ation; manner of performance of

18 duties of securities internmediary and exercise of rights
19 of entitlenment hol der.
20 8510. Rights of purchaser of security entitlenment from
21 entitlement hol der.
22 8511. Priority anong security interests and entitl enent
23 hol ders.
24 8§ 8501. Securities account; acquisition of security entitlenent
25 fromsecurities internediary.
26 (a) Definition of "securities account”.--"Securities
27 account" means an account to which a financial asset is or may
28 be credited in accordance with an agreenent under which the
29 person maintaining the account undertakes to treat the person

30 for whomthe account is maintained as entitled to exerci se the
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rights that conprise the financial asset.

(b) Acquisition of securities entitlenent.--Except as
ot herwi se provided in subsections (d) and (e), a person acquires
a security entitlenment if a securities intermediary:

(1) indicates by book entry that a financial asset has
been credited to the person's securities account;

(2) receives a financial asset fromthe person or
acquires a financial asset for the person and, in either
case, accepts it for credit to the person's securities
account; or

(3) becones obligated under other |aw, regulation or
rule to credit a financial asset to the person's securities
account .

(c) Financial asset not held by securities internediary.--1f
a condition of subsection (b) has been net, a person has a
security entitlement even though the securities internediary
does not itself hold the financial asset.

(d) Financial asset held by securities internediary for
anot her person.--If a securities internmediary holds a financi al
asset for another person and the financial asset is registered
in the nane of, payable to the order of or specially indorsed to
t he ot her person and has not been indorsed to the securities
internmediary or in blank, the other person is treated as hol di ng
the financial asset directly rather than as having a security
entitlement with respect to the financial asset.

(e) Issuance of security.--lssuance of a security is not
establishment of a security entitlenent.
§ 8502. Assertion of adverse claimagainst entitlenent hol der.

An action based on an adverse claimto a financial asset,

whet her franed in conversion, replevin, constructive trust,
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equitable lien or other theory, may not be asserted against a

person who acquires a security entitlenent under section 8501

(relating to securities account; acquisition of security

entitlement fromsecurities internmediary) for value and w t hout

noti ce of the adverse claim

§ 8503. Property interest of entitlenent holder in financial
asset held by securities internediary.

(a) GCeneral rule.--To the extent necessary for a securities
internediary to satisfy all security entitlenments with respect
to a particular financial asset, all interests in that financial
asset held by the securities internediary are held by the
securities internmediary for the entitlenent holders, are not
property of the securities internmediary and are not subject to
clainms of creditors of the securities internediary, except as
ot herwi se provided in section 8511 (relating to priority anong
security interests and entitl enent hol ders).

(b) Entitlenent holder has pro rata property interest.--An
entitlement holder's property interest with respect to a
particul ar financial asset under subsection (a) is a pro rata
property interest in all interests in that financial asset held
by the securities internmediary, without regard to the tinme the
entitlenment hol der acquired the security entitlenment or the tine
the securities internmediary acquired the interest in that
financial asset.

(c) Enforceability of property interest against securities
internediary.--An entitlenent holder's property interest with
respect to a particular financial asset under subsection (a) may
be enforced against the securities internediary only by exercise
of the entitlenent holder's rights under sections 8505 (relating

to duty of securities internmediary with respect to paynents and
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di stributions) through 8508 (relating to duty of securities
internmediary to change entitlenment holder's position to other
formof security hol ding).

(d) Enforcenent of property interest against purchaser.--An
entitlenment holder's property interest with respect to a
particul ar financial asset under subsection (a) may be enforced
agai nst a purchaser of the financial asset or interest therein
only if:

(1) insolvency proceedi ngs have been initiated by or
agai nst the securities internediary;

(2) the securities internediary does not have sufficient
interests in the financial asset to satisfy the security
entitlements of all of its entitlenent holders to that
financial asset;

(3) the securities internediary violated its obligations
under section 8504 (relating to duty of securities
internediary to maintain financial asset) by transferring the
financial asset or interest therein to the purchaser; and

(4) the purchaser is not protected under subsection (e).

The trustee or other |iquidator, acting on behalf of al
entitlement hol ders having security entitlenents with respect to
a particular financial asset, may recover the financial asset or
interest therein fromthe purchaser. If the trustee or other
iquidator elects not to pursue that right, an entitlenent

hol der whose security entitlenent remains unsatisfied has the
right to recover its interest in the financial asset fromthe
pur chaser.

(e) Limtation on actions based on entitlenment holder's
property interest.--An action based on the entitlenent holder's

property interest with respect to a particular financial asset
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under subsection (a), whether franmed in conversion, replevin,
constructive trust, equitable lien or other theory, may not be
asserted agai nst any purchaser of a financial asset or interest
t herein who gives val ue, obtains control and does not act in
collusion with the securities internmediary in violating the
securities intermediary's obligations under section 8504.
§ 8504. Duty of securities intermediary to maintain financial
asset.

(a) GCeneral rule.--A securities internediary shall pronptly
obtain and thereafter maintain a financial asset in a quantity
corresponding to the aggregate of all security entitlenents it
has established in favor of its entitlenment holders with respect
to that financial asset. The securities internediary may
mai ntai n those financial assets directly or through one or nore
ot her securities internediaries.

(b) Gant of security interest in financial asset.--Except
to the extent otherwi se agreed by its entitlenment holder, a
securities intermediary may not grant any security interests in
a financial asset it is obligated to maintain pursuant to
subsection (a).

(c) Satisfaction of duty under subsection (a).--A securities
internediary satisfies the duty in subsection (a) if:

(1) the securities internediary acts with respect to the
duty as agreed upon by the entitlenent holder and the
securities internediary; or

(2) in the absence of agreenent, the securities
i nternedi ary exercises due care in accordance with reasonabl e
conmerci al standards to obtain and maintain the financial
asset.

(d) Application to clearing corporations.--This section does
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not apply to a clearing corporation that is itself the obligor

of an option or simlar obligation to which its entitlenment

hol ders have security entitl enents.

§ 8505. Duty of securities intermediary with respect to
paynents and di stri butions.

(a) Duty of securities internediary to obtain paynment or
distribution.--A securities internmediary shall take action to
obtain a paynent or distribution made by the issuer of a
financial asset. A securities internmediary satisfies the duty
if:

(1) the securities internediary acts with respect to the
duty as agreed upon by the entitlenent holder and the
securities internediary; or

(2) in the absence of agreenent, the securities
i nternedi ary exercises due care in accordance with reasonabl e
commercial standards to attenpt to obtain the paynent or
di stribution.

(b) Obligation of securities internediary to entitlenent
hol der.--A securities internediary is obligated to its
entitlement holder for a paynment or distribution nade by the
i ssuer of a financial asset if the paynent or distribution is
received by the securities internediary.

§ 8506. Duty of securities internediary to exercise rights as
directed by entitlenent hol der.

A securities internmediary shall exercise rights with respect
to a financial asset if directed to do so by an entitlenent
hol der. A securities internmediary satisfies the duty if:

(1) the securities internediary acts with respect to the
duty as agreed upon by the entitlenent holder and the

securities internediary; or
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(2) in the absence of agreenent, the securities
internediary either places the entitlenent holder in a
position to exercise the rights directly or exercises due
care in accordance with reasonable conmmercial standards to
follow the direction of the entitlenment hol der.

§ 8507. Duty of securities intermediary to conply with
entitlement order.

(a) GCeneral rule.--A securities internediary shall conply
with an entitlenent order if the entitlenent order is originated
by the appropriate person, the securities internediary has had
reasonabl e opportunity to assure itself that the entitlenent
order is genuine and authorized and the securities internediary
has had reasonabl e opportunity to conply with the entitl enment
order. A securities internediary satisfies the duty if:

(1) the securities internediary acts with respect to the
duty as agreed upon by the entitlenent holder and the
securities internediary; or

(2) in the absence of agreenent, the securities
i nternedi ary exerci ses due care in accordance with reasonabl e
commercial standards to conply with the entitl enent order.

(b) Transfer pursuant to ineffective entitlenent order.--If
a securities internediary transfers a financial asset pursuant
to an ineffective entitlenment order, the securities internediary
shall reestablish a security entitlenment in favor of the person
entitled to it and pay or credit any paynments or distributions
that the person did not receive as a result of the wongful
transfer. If the securities internediary does not reestablish a
security entitlement, the securities internmediary is liable to
the entitlenment hol der for damages.

§ 8508. Duty of securities intermediary to change entitl enent
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hol der's position to other formof security hol ding.

A securities internmediary shall act at the direction of an
entitlenment hol der to change a security entitlenent into another
avai l abl e form of holding for which the entitlenent holder is
eligible or to cause the financial asset to be transferred to a
securities account of the entitlenent holder wi th another
securities intermediary. A securities internediary satisfies the
duty if:

(1) the securities internediary acts as agreed upon by
the entitlenment holder and the securities internediary; or
(2) in the absence of agreenent, the securities

i nternedi ary exercises due care in accordance with reasonabl e

commerci al standards to follow the direction of the

entitlement hol der.

§ 8509. Specification of duties of securities internmediary by
ot her statute or regul ation; manner of performance of
duties of securities internmediary and exercise of
rights of entitlenment hol der.

(a) Conpliance with statute, etc., satisfies duty.--1f the
substance of a duty inposed upon a securities internediary by
sections 8504 (relating to duty of securities internediary to
mai ntai n financial asset) through 8508 (relating to duty of
securities intermediary to change entitlenent holder's position
to other formof security holding) is the subject of another
statute, regulation or rule, conpliance with that statute
regul ation or rule satisfies the duty.

(b) Wen standards not specified in statute, etc.--To the
extent that specific standards for the performance of the duties
of a securities internediary or the exercise of the rights of an

entitlement hol der are not specified by other statute,
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regul ation or rule or by agreenent between the securities
internmediary and entitlenment holder, the securities intermnmediary
shall performits duties and the entitlenment hol der shal
exercise its rights in a conmercially reasonabl e manner.

(c) Limtations on obligations of securities internediary.--
The obligation of a securities internediary to performthe
duties inposed by sections 8504 through 8508 is subject to:

(1) rights of the securities internmediary arising out of

a security interest under a security agreenment with the

entitlement hol der or otherw se; and

(2) rights of the securities internediary under other

| aw, regulation, rule or agreenent to withhold perfornmance of

its duties as a result of unfulfilled obligations of the

entitlenment holder to the securities intermediary.

(d) When action prohibited by statute, etc.--Sections 8504
t hrough 8508 do not require a securities internmediary to take
any action that is prohibited by other statute, regulation or
rul e.

8§ 8510. Rights of purchaser of security entitlenment from
entitlement hol der.

(a) Action based on adverse claimto financial asset or
security entitlement.--An action based on an adverse claimto a
financial asset or security entitlenent, whether franmed in
conversion, replevin, constructive trust, equitable lien or
ot her theory, may not be asserted agai nst a person who purchases
a security entitlenment, or an interest therein, froman
entitlenment holder if the purchaser gives val ue, does not have
noti ce of the adverse claimand obtains control.

(b) When adverse claimcannot be asserted.--I1f an adverse

cl ai m coul d not have been asserted agai nst an entitlenent hol der
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under section 8502 (relating to assertion of adverse claim
agai nst entitlenment holder), the adverse clai mcannot be
asserted agai nst a person who purchases a security entitlenent,
or an interest therein, fromthe entitlenment hol der.

(c) Rules of priority.--In a case not covered by the
priority rules in Division 9 (relating to secured transacti ons;
sal es of accounts, contract rights and chattel paper), a
purchaser for value of a security entitlenment, or an interest
therein, who obtains control has priority over a purchaser of a
security entitlement, or an interest therein, who does not
obtain control. Purchasers who have control rank equally, except
that a securities internediary as purchaser has priority over a
conflicting purchaser who has control unless otherw se agreed by
the securities internediary.

§ 8511. Priority anong security interests and entitl ement
hol ders.

(a) General rule.--Except as otherw se provided in
subsections (b) and (c), if a securities internediary does not
have sufficient interests in a particular financial asset to
satisfy both its obligations to entitlenent hol ders who have
security entitlements to that financial asset and its obligation
to a creditor of the securities internmediary who has a security
interest in that financial asset, the clains of entitlenent
hol ders other than the creditor have priority over the claim of
the creditor.

(b) When creditor of securities internediary has contro
over financial asset.--A claimof a creditor of a securities
internmediary who has a security interest in a financial asset
hel d by a securities internmediary has priority over clains of

the securities internediary's entitlenment hol ders who have
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1 security entitlements with respect to that financial asset if
2 the creditor has control over the financial asset.

3 (c) dearing corporations.--If a clearing corporation does
4 not have sufficient financial assets to satisfy both its

5 obligations to entitlenent hol ders who have security

6 entitlenments with respect to a financial asset and its

7 obligation to a creditor of the clearing corporation who has a
8 security interest in that financial asset, the claimof the

9 creditor has priority over the clains of entitlenent hol ders.
10 Section 9. Sections 9103(f), 9105 and 9106 of Title 13 are
11 anended to read:

12 8§ 9103. Perfection of security interests in nultiple state

13 transacti ons.

14 * %k

15 [(f) Uncertificated securities.--The |aw (including the

16 conflict of laws rules) of the jurisdiction of organization of
17 the issuer governs the perfection and the effect of perfection
18 or nonperfection of a security interest in uncertificated

19 securities.]
20 (f) Investnent property.--
21 (1) This subsection applies to investnent property.
22 (2) Except as otherw se provided in paragraph (6),
23 during the tine that a security certificate is |located in a
24 jurisdiction, perfection of a security interest, the effect
25 of perfection or nonperfection and the priority of a security
26 interest in the certificated security represented thereby are
27 governed by the local law of that jurisdiction.
28 (3) Except as otherw se provided in paragraph (6),
29 perfection of a security interest, the effect of perfection
30 or _nonperfection and the priority of a security interest in
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1 an uncertificated security are governed by the | ocal |aw of
2 the issuer's jurisdiction as specified in section 8110(d)

3 (relating to applicability; choice of |aw).

4 (4) Except as otherw se provided in paragraph (6),

5 perfection of a security interest, the effect of perfection
6 or_nonperfection and the priority of a security interest in a
7 security entitlenent or securities account are governed by

8 the local law of the securities internediary's jurisdiction
9 as specified in section 8110(e).

10 (5) Except as otherw se provided in paragraph (6),

11 perfection of a security interest, the effect of perfection
12 or_nonperfection and the priority of a security interest in a
13 conmmpdity contract or commodity account are governed by the
14 local law of the commpdity internediary's jurisdiction. The
15 following rules deternmne a "commodity internediary's

16 jurisdiction" for purposes of this paragraph:

17 (i) If an agreenent between the conmodity

18 internmediary and conmmpdity custoner specifies that it is
19 governed by the law of a particular jurisdiction, that
20 jurisdiction is the commodity internediary's
21 purisdiction.
22 (ii) If an agreenent between the commodity
23 internediary and conmpdity custoner does not specify the
24 governing law as provided in subparagraph (i) but
25 expressly specifies that the commpdity account is
26 mai ntained at an office in a particular jurisdiction,
27 that jurisdiction is the conmodity internediary's
28 purisdiction.
29 (iii) 1f an agreenent between the conmodity
30 internediary and conmodity custoner does not specify a
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jurisdiction as provided in subparagraph (i) or (ii), the

commpdity internmediary's jurisdiction is the jurisdiction

in which is |located the office identified in an account

statenent as the office serving the commpdity custoner's

account.

(iv) |If an agreenment between the commodity

i nternedi ary and commodi ty custoner does not specify a

jurisdiction as provided in subparagraph (i) or (ii) and

an account statenent does not identify an office serving

the commpdity custoner's account as provided in

subparagraph (iii), the commodity internediary's

jurisdiction is the jurisdiction in which is | ocated the

chi ef executive office of the commbdity internedi ary.

(6) Perfection of a security interest by filing,

autonati c perfection of a security interest in investnent

property granted by a broker or securities internediary and

autonatic perfection of a security interest in a conmodity

contract or coommodity account granted by a commodity

internedi ary are governed by the | ocal | aw of the

jurisdiction in which the debtor is | ocated.

8§ 9105. Definitions and index of definitions.

(a) Definitions.--The foll ow ng words and phrases when used
in this division shall have, unless the context clearly
i ndi cates ot herw se, the neanings given to themin this
subsecti on:

"Account debtor." The person who is obligated on an account,
chattel paper or general intangible.

"Chattel paper.” A witing or witings which evidence both a
nonetary obligation and a security interest in or a | ease of

speci fic goods but a charter or other contract involving the use
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or hire of a vessel is not chattel paper. Wen a transaction is
evi denced both by such a security agreenent or a | ease and by an
instrument or a series of instrunments, the group of witings

t aken toget her constitutes chattel paper.

"Col lateral ." The property subject to a security interest,

i ncl udi ng accounts and chattel paper which have been sol d.

"Debtor." The person who owes paynent or other performance
of the obligation secured, whether or not he owns or has rights
in the collateral, including the seller of accounts or chattel
paper. \Were the debtor and the owner of the collateral are not
t he sane person, the term"debtor" neans the owner of the
collateral in any provision of the division dealing with the
collateral, the obligor in any provision dealing with the
obligation, and may include both where the context so requires.

"Deposit account." A demand, tine, savings, passbook or I|ike
account maintained with a bank, savings and | oan associ ati on,
credit union or |ike organization, other than an account
evi denced by a certificate of deposit.

"Docunent." Docunent of title as defined in the general
definitions of Division 1 (section 1201) and a receipt of the
ki nd described in section 7201(b) (relating to who may issue
war ehouse recei pt; storage under governnent bond).

"Encunbrance.” Real estate nortgages and other liens on real
estate and all other rights in real estate that are not
ownership interests.

"Goods." Al things which are novable at the tinme the
security interest attaches or which are fixtures (section 9313),
but does not include noney, docunents, instrunments, investnment
property, accounts, chattel paper, general intangibles or

mnerals or the like (including oil and gas) before extraction.
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"Goods" al so includes standing tinber which is to be cut and
removed under a conveyance or contract for sale, the unborn
young of animals and growi ng crops.

"Instrunment.” A negotiable instrunent (defined in section
3104), [or a certificated security (defined in section 8102)] or
any other witing which evidences a right to the paynent of
noney and is not itself a security agreenent or |ease and is of
a type which is in ordinary course of business transferred by
delivery with any necessary indorsenment or assignnent. The term

does not include i nvestnent property.

"Mortgage." A consensual interest created by a real estate
nortgage, a trust deed on real estate, or the Ilike.

"Pursuant to commtnment.” An advance is made "pursuant to
commitrment” if the secured party has bound hinself to nake it,
whet her or not a subsequent event of default or other event not
within his control has relieved or may relieve himfromhis
obl i gati on.

"Security agreenent.” An agreenment which creates or provides
for a security interest.

"Secured party.” A lender, seller or other person in whose
favor there is a security interest, including a person to whom
accounts or chattel paper have been sold. Wen the hol ders of
obl i gations issued under an indenture of trust, equipnent trust
agreenent or the like are represented by a trustee or other
person, the representative is the secured party.

"Transmtting utility.” Any person primarily engaged in the
railroad, street railway or trolley bus business, the electric
or electronics comuni cations transm ssion business, the
transm ssi on of goods by pipeline, or the transm ssion or the

production and transm ssion of electricity, steam gas or water,
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1 or the provision of sewer service.

2 (b) Index of other definitions in division.--Qher
3 definitions applying to this division and the sections in which
4 they appear are:

5 "Account." Section 9106.

6 "Attach." Section 92083.

7 "Commodity contract." Section 9115.

8 "Commodity custoner." Section 9115.

9 "Commodity internediary." Section 9115.

10 "Construction nortgage.” Section 9313(a).

11 "Consumer goods." Section 9109(1).

12 "Control." Section 9115.

13 "Equi prrent. " Section 9109(2).

14 "Farm products."” Section 9109(3).

15 "Fi xture." Section 9313.

16 "Fixture filing." Section 9313.

17 "General intangibles.” Section 9106.

18 "I nventory."” Section 9109(4).

19 "l nvestnent property."” Section 9115.

20 "Lien creditor."” Section 9301(c).

21 "Proceeds.” Section 9306(a).

22 "Purchase noney security interests.” Section 9107.
23 "United States." Section 9103.

24 (c) Index of definitions in other divisions.--The follow ng

25 definitions in other divisions of this title apply to this

26 divi sion:

27 "Broker." Section 8102.
28 "Certificated security.” Section 8102.
29 "Check." Section 3104.
30 "Clearing corporation.” Section 8102.
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"Contract for sale." Section 2106.
"Control." Section 8106.

"Delivery." Section 8301.

"Entitl enent holder." Section 8102.
"Fi nanci al asset." Section 8102.
"Hol der in due course." Section 3302.

“"Note." Section 3104.
"Sale." Section 2106.

"Securities internediary." Section 8102.

"Security." Section 8102.

"Security certificate." Section 8102.

"Security entitlenent." Section 8102.

"Uncertificated security." Section 8102.

(d) Applicability of general definitions and principles.--In
addition, Division 1 (relating to general provisions) contains
general definitions and principles of construction and
interpretation applicable throughout this division.

8 9106. Definitions: "account"; "general intangibles."

The foll ow ng words and phrases when used in this division
shall have, unless the context clearly indicates otherw se, the
meani ngs given to themin this section:

"Account." Any right to paynent for goods sold or |eased or
for services rendered which is not evidenced by an instrunment or
chattel paper, whether or not it has been earned by perfornance.

"CGeneral intangibles.” Any personal property (including
things in action) other than goods, accounts, chattel paper,

docunents, instrunments, investnent property and noney. All

rights to paynment earned or unearned under a charter or other
contract involving the use or hire of a vessel and all rights

i ncident to the charter or contract are accounts.
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Section 10. Title 13 is anmended by addi ng sections to read:

8§ 9115. | nvest nent property.

(a) Definitions.--The foll owi ng words and phrases when used

in this division shall have, unless the context clearly

subsecti on:

"Commpdi ty account." An account nai ntai ned by a commodity

internediary in which a conmmpdity contract is carried for a

1
2
3
4
5 indicates otherwi se, the neanings given to themin this
6
7
8
9

commpdi ty custoner

10 "Commpdity contract." A commobdity futures contract, an

11 option on a commpdity futures contract, a conmpdity option or

12 other contract that in each case is:

13 (1) traded on or subject to the rules of a board of

14 trade that has been designated as a contract market for such
15 a contract pursuant to the Federal conmpdities |aws; or

16 (2) traded on a foreign commodity board of trade,

17 exchange or nmarket, and is carried on the books of a

18 commodity internediary for a commodity custoner

19 "Commodity custoner.” A person for whoma comodity

20 internediary carries a commodity contract on its books.

21 "Commodity internediary".--"Conmodity internediary" neans:
22 (1) a person who is reqgistered as a futures conm Ssion
23 ner chant under the Federal commodities |aws; or

24 (2) a person who in the ordinary course of its business
25 provi des clearance or _settlenent services for a board of

26 trade that has been designated as a contract market pursuant
27 to the Federal commodities | aws.

28 "Control." WTth respect to a certificated security,

29 uncertificated security or security entitlenent, the neani ng

30 specified in section 8106 (relating to control). A secured party
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has control over a commbdity contract if by agreenent anong the

commpdi ty custoner, the commpdity i nternediary and the secured

party the commpdity i nternediary has agreed that it will apply

any val ue distributed on account of the commpdity contract as

directed by the secured party wi thout further consent by the

commpdity custonmer. |If a commpdity custoner grants a security

interest in a coommodity contract to its own commpdity

internediary, the commodity i nternedi ary as secured party has

control. A secured party has control over a securities account

or commpdity account if the secured party has control over al

security entitlenents or commodity contracts carried in the

securities account or commopdity account.

"I nvestnent property".--"lnvestnent property" neans:

(1) a security, whether certificated or uncertificated;

(2) a security entitlenent;

(3) a securities account;

(4 a commodity contract; or

(5) a conmmpdity account.

(b)Y Attachnent or perfection of security interest in

securities account or commodity account.--Attachnent or

perfection of a security interest in a securities account is

al so attachnent or perfection of a security interest in al

security entitlenents carried in the securities account.

Attachment or perfection of a security interest in a commodity

account is also attachnent or perfection of a security interest

in all commpdity contracts carried in the conmpbdity account.

(c) Description of collateral in security agreenent or

fi nanci ng statenent.--A description of collateral in a security

agreenent or financing statenent is sufficient to create or

perfect a security interest in a certificated security,
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uncertificated security, security entitlenent, securities

account, commodity contract or commobdity account whether it

descri bes the collateral by those terns or as investnent

property or by description of the underlying security, financial

asset or commodity contract. A description of investnent

property collateral in a security agreenent or financing

statenent is sufficient if it identifies the collateral by

specific listing, by category, by quantity, by a conputational

or allocational fornula or procedure or by any other nethod if

the identity of the collateral is objectively determnm nabl e.

(d) Rul es governing perfection of security interest in

i nvest nent property.--Perfection of a security interest in

i nvestnent property is governed by the foll ow ng rul es:

(1) A security interest in investnent property may be

perfected by control.

(2) Except as otherwi se provided in paraqgraphs (3) and

(4), a security interest in investnent property may be

perfected by filing.

(3) If the debtor is a broker or securities

internediary, a security interest in i nvestnent property is

perfected when it attaches. The filing of a financing

statenent with respect to a security interest in investnent

property granted by a broker or securities internediary has

no effect for purposes of perfection or priority with respect

to that security interest.

(4) |If a debtor is a commpdity internediary, a security

interest in a conmmodity contract or a conmmpdity account is

perfected when it attaches. The filing of a financing

statenent with respect to a security interest in a commodity

contract or a commodity account granted by a commodity
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i nternedi ary has no effect for purposes of perfection or

priority with respect to that security interest.

(e) Rules governing priority between conflicting security

interests.--Priority between conflicting security interests in

(1) A security interest of a secured party who has

control over investnent property has priority over a security

interest of a secured party who does not have control over

1
2
3
4
5 the sane investnent property is governed by the follow ng rules:
6
7
8
9

t he i nvest ment property.

10 (2) Except as otherw se provided in paragraphs (3) and
11 (4), conflicting security interests of secured parties each
12 of whom has control rank equally.

13 (3) Except as otherw se agreed by the securities

14 internmediary, a security interest in a security entitlenent
15 or _a securities account granted to the debtor's own

16 securities internediary has priority over any security

17 interest granted by the debtor to another secured party.

18 (4) Except as otherw se agreed by the commodity

19 internediary, a security interest in a commodity contract or
20 a commodity account granted to the debtor's own commodity
21 internediary has priority over any security interest granted
22 by the debtor to another secured party.

23 (5) Conflicting security interests granted by a broker,
24 a securities internediary or a commodity internediary which
25 are perfected without control rank equally.

26 (6) In all other cases, priority between conflicting
27 security interests in investnent property is governed by

28 section 9312(e), (f) and (g) (relating to priorities anong
29 conflicting security interests in sane collateral). Section
30 9312(d) does not apply to investnent property.
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(f) When security certificate in reqgistered formdelivered

to secured party pursuant to agreenent.--1f a security

certificate in reqgistered formis delivered to a secured party

pursuant to agreenment, a witten security agreenent i s not

requi red for attachnment or enforceability of the security

interest, delivery suffices for perfection of the security

interest and the security interest has priority over a

conflicting security interest perfected by neans other than

control, even if a necessary indorsenent is | acking.

8 9116. Security interest arising in purchase or delivery of

fi nanci al asset.

(a) Security interest of securities internediary.--1f a

person buys a financial asset through a securities internediary

in a transaction in which the buyer is obligated to pay the

purchase price to the securities internediary at the tine of the

purchase and the securities internediary credits the financi al

asset to the buyer's securities account before the buyer pays

the securities internediary, the securities internediary has a

security interest in the buyer's security entitlenent securing

the buyer's obligation to pay. A security agreenent i s not

required for attachnment or enforceability of the security

interest, and the security interest is automatically perfected.

(b)Y Security interest of person delivering certificated

security or other financial asset represented by a witing.--1f

a certificated security or other financial asset represented by

a witing which in the ordinary course of business is

transferred by delivery with any necessary i ndorsenent or

assignnent is delivered pursuant to an agreenent between persons

in the business of dealing with such securities or financial

assets and the agreenent calls for delivery versus paynent, the

19950H2042B2541 - 77 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

person delivering the certificate or other financial asset has

security interest in the certificated security or other

financi al asset securing the seller's right to recei ve paynent.

A security agreenent is not required for attachnent or

enforceability of the security interest, and the security

interest is automatically perfected.

Section 11. Sections 9203(a), 9301(a), 9302(a), 9303(a),
9304(a), (d) and (e), 9305, 9306(a) and (c), 9309 and 9312(a)
and (g) of Title 13 are anended to read:

§ 9203. Attachnment and enforceability of security interest;
proceeds, formal requisites.

(a) Enforceability.--Subject to the provisions of section

4210 on the security interest of a collecting bank, [section

8321 on security interests in securities] sections 9115 and 9116

on security interests in investnment property and section 9113 on

a security interest arising under the division on sales, a

security interest is not enforceable against the debtor or third

parties with respect to the collateral and does not attach
unl ess:
(1) the collateral is in the possession of the secured

party pursuant to agreenent, the collateral is investnent

property and the secured party has control pursuant to

contains a description of the collateral and in addition,
when the security interest covers crops growi ng or to be
grown or tinmber to be cut, a description of the |and
concer ned;

(2) value has been given; and

(3) the debtor has rights in the collateral.

* * %
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§ 9301. Persons who take priority over unperfected security
interests; right of "lien creditor.™
(a) General rule.--Except as otherw se provided in
subsection (b), an unperfected security interest is subordinate
to the rights of:

(1) persons entitled to priority under section 9312
(relating to priorities anong conflicting security interests
in sane collateral);

(2) a person who becones a lien creditor before the
security interest is perfected;

(3) in the case of goods, instrunments, docunments, and
chattel paper, a person who is not a secured party and who is
a transferee in bulk or other buyer not in ordinary course of
busi ness, or is a buyer of farm products in ordinary course
of business, to the extent that he gives value and receives
delivery of the collateral w thout know edge of the security
interest and before it is perfected; and

(4) in the case of accounts [and], general intangibles

and investnent property, a person who is not a secured party

and who is a transferee to the extent that he gives val ue
wi t hout knowl edge of the security interest and before it is
perfected.
* %k
§ 9302. Wien filing is required to perfect security interest;
security interests to which filing provisions of
di vi sion do not apply.
(a) GCeneral rule.--A financing statenment nust be filed to
perfect all security interests except the foll ow ng:
(1) a security interest in collateral in possession of

the secured party under section 9305 (relating to when
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possessi on by secured party perfects security interest
wi thout filing);
(2) a security interest tenporarily perfected in

instrunents, certificated securities or docunents w thout

delivery under section 9304 (relating to perfection of
security interest in instruments, docunments, and goods
covered by docunents) or in proceeds for a ten-day period
under section 9306 (relating to "proceeds”; rights of secured
party on disposition of collateral);

(3) a security interest created by an assignment of a
beneficial interest in a trust or a decedent's estate;

(4) a purchase nobney security interest in consumer
goods; but filing is required for a notor vehicle required to
be registered; and fixture filing is required for priority
over conflicting interests in fixtures to the extent provided
in section 9313;

(5) an assignnent of accounts which does not alone or in
conjunction with other assignments to the sanme assi gnee
transfer a significant part of the outstanding accounts of
t he assi gnor;

(6) a security interest of a collecting bank (section
4210) or [in securities (section 8321)] arising under
Division 2 (relating to sales) (see section 9113) or covered
in subsection (c); [and]

(7) an assignnent for the benefit of all the creditors
of the transferor, and subsequent transfers by the assignee
t hereunder[.]; and

(8) a security interest in investnent property which is

perfected without filing under section 9115 (relating to

i nvest nent property) or 9116 (relating to security interest
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arising in purchase or delivery of financial asset).

* * %

§ 9303. When security interest is perfected; continuity of
perfection.
(a) Wen security interest is perfected.--A security
interest is perfected when it has attached and when all of the
appl i cabl e steps required for perfection have been taken. Such

steps are specified in section 9115 (relating to investnent

property), section 9302 (relating to when filing is required to
perfect security interest), section 9304 (relating to perfection
of security interest in instrunents, docunents and goods covered
by docunents), section 9305 (relating to when possession by
secured party perfects security interest without filing) and
section 9306 (relating to "proceeds"; rights of secured party on
di sposition of collateral). If such steps are taken before the
security interest attaches, it is perfected at the tinme when it
attaches.

* %k
§ 9304. Perfection of security interest in instrunents,

docunents and goods covered by docunents; perfection
by perm ssive filing; tenporary perfection wthout
filing or transfer of possession.

(a) Chattel paper, negotiable docunents, noney and
instrunments.--A security interest in chattel paper or negotiable
docunments may be perfected by filing. A security interest in
nmoney or instruments (other than [certificated securities or]

i nstruments which constitute part of chattel paper) can be
perfected only by the secured party's taking possession, except
as provided in subsections (d) and (e) and section 9306(b) and

(c) (relating to "proceeds"; rights of secured party on
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di sposition of collateral).

* * %

(d) Tenporary perfection for new val ue given.--A security
interest in instrunents [(other than certificated securities)],

certificated securities or negotiable docunents is perfected

wi thout filing or the taking of possession for a period of 21
days fromthe tine it attaches to the extent that it arises for
new val ue given under a witten security agreenent.

(e) Tenporary perfection on transfer of possession.--A
security interest remains perfected for a period of 21 days
wi thout filing where a secured party having a perfected security
interest in an instrunment [(other than a certificated

security)], a certificated security, a negotiable docunent or

goods in possession of a bailee other than one who has issued a
negoti abl e docunment therefor:

(1) nakes available to the debtor the goods or docunents
representing the goods for the purpose of ultimate sale or
exchange or for the purpose of |oading, unloading, storing,
shi ppi ng, transshi ppi ng, manufacturing, processing or
otherwi se dealing with themin a manner prelimnary to their
sal e or exchange, but priority between conflicting security
interests in the goods is subject to section 9312(c)
(relating to priorities anong conflicting security interests
in sane collateral); or

(2) delivers the instrument or certificated security to

the debtor for the purpose of ultinate sale or exchange or of
presentation, collection, renewal or registration of
transfer.

* * %

§ 9305. \When possession by secured party perfects security
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interest without filing.

A security interest in letters of credit and advi ces of
credit (section 5116(b)(1)), goods, instruments [(other than
certificated securities)], noney, negotiable docunents or
chattel paper nay be perfected by the secured party's taking
possession of the collateral. If such collateral other than
goods covered by a negotiable docunent is held by a bailee, the
secured party is deened to have possession fromthe tine the
bai |l ee receives notification of the interest of the secured
party. A security interest is perfected by possession fromthe
ti me possession is taken without relation back and conti nues
only so long as possession is retained, unless otherw se
specified in this division.

The security interest may be otherw se perfected as provided
in this division before or after the period of possession by the

secured party.

8 9306. "Proceeds"; rights of secured party on disposition of
col | ateral
(a) Definition of "proceeds".--"Proceeds" includes whatever

is received upon the sale, exchange, collection or other

di sposition of collateral or proceeds. |nsurance payabl e by
reason of |loss or danage to the collateral is proceeds except to
the extent that it is payable to a person other than a party to

the security agreenent. Any paynents or distributions nade with

respect to investnent property collateral are proceeds. Mbney,

checks, deposit accounts and the like are "cash proceeds." Al
ot her proceeds are "noncash proceeds. "

* * %

(c) Status of security interest in proceeds.--The security

interest in proceeds is a continuously perfected security
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interest if the interest in the original collateral was
perfected but it ceases to be a perfected security interest and
beconmes unperfected ten days after recei pt of the proceeds by

t he debtor unl ess:

(1) a filed financing statenment covers the original
collateral and the proceeds are collateral in which a
security interest may be perfected by filing in the office or
of fices where the financing statenment has been filed and, if
the proceeds are acquired with cash proceeds, the description
of collateral in the financing statenent indicates the types
of property constituting the proceeds;

(2) a filed financing statenment covers the original
collateral and the proceeds are identifiable cash proceeds;
[or]

(3) the original collateral was investnent property and

the proceeds are identifiable cash proceeds; or

[(3)] (4) the security interest in the proceeds is
perfected before the expiration of the ten-day period.
Except as provided in this section, a security interest in
proceeds can be perfected only by the nethods or under the
ci rcunstances permtted in this division for original collateral
of the same type.
* x *
§ 9309. Protection of purchasers of instrunments and docunents.
Nothing in this division limts the rights of a holder in due
course of a negotiable instrunent (section 3302) or a holder to
whom a negoti abl e docunent of title has been duly negoti at ed
security (section [8302] 8303) and such hol ders or purchasers

take priority over an earlier security interest even though

19950H2042B2541 - 84 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

perfected. Filing under this division does not constitute notice
of the security interest to such hol ders or purchasers.
§ 9312. Priorities anong conflicting security interests in sane
col | ateral
(a) Precedence of certain rules of priority.--The rul es of
priority stated in other sections of this chapter and in the
foll ow ng sections shall govern where applicable:
Section 4210 (relating to security interest of collecting
bank in itens, acconpanyi ng docunments and proceeds).
Section 9103 (relating to perfection of security
interests in nmultiple state transactions).
Section 9114 (relating to consignnent).

Section 9115 (relating to i nvestnent property).

* * %

(g) Future advances.--If future advances are nmade while a
security interest is perfected by filing or the taking of
possessi on or under [section 8321 (relating to enforceability,
attachnment, perfection and term nation of security interests)]

section 9115 or 9116 (relating to security interest arising in

purchase or delivery of financial asset), the security interest

has the same priority for the purposes of subsection (e) or

section 9115(e) with respect to the future advances as it does

with respect to the first advance. If a commtnent is nmade
before or while the security interest is so perfected, the
security interest has the sane priority with respect to advances
made pursuant thereto. In other cases a perfected security
interest has priority fromthe date the advance is nade.

Section 12. The references to Articles 3 and 8 of the act of
April 6, 1953 (P.L.3, No.1), known as the Uniform Conmerci al
Code, in section 102(c)(2) of the act of July 12, 1972 (P.L. 781,
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No. 185), known as the Local Governnment Unit Debt Act, shall be
deened to be references to Divisions 3 and 8 of Title 13,
respectively.

Section 13. The following acts and parts of acts are
r epeal ed:

Section 3 of the act of May 31, 1923 (P.L.468, No.256), known
as the Uniform Fiduciaries Act.

As much as reads "See 13 Pa.C.S. 8§ 8102 (relating to
definitions and index of definitions)" of 15 Pa.C. S. § 8562(b).

Section 14. (a) This act does not affect an action or
proceedi ng commenced before this act takes effect.

(b) If a security interest in a security is perfected at the
date this act takes effect and the action by which the security
interest was perfected would suffice to perfect a security
interest under this act, no further action is required to
continue perfection. If a security interest in a security is
perfected at the date this act takes effect but the action by
whi ch the security interest was perfected would not suffice to
perfect a security interest under this act, the security
interest remains perfected for a period of four nonths after the
effective date of this act and continues perfected thereafter if
appropriate action to perfect under this act is taken within
that period. If a security interest is perfected at the date
this act takes effect and the security interest can be perfected
by filing under this act, a financing statenment signed by the
secured party instead of the debtor may be filed within that
period to continue perfection or thereafter to perfect.

(c) The addition of 13 Pa.C. S. 88 1206(c) and 2201(d) and
the | ast sentence of 13 Pa.C. S. § 1206(b) shall apply to

qual ified financial contracts entered into before, on or after
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the effective date of this act, and to witten contracts
described in 88 1206(c)(2)(ii) and 2201(d)(2) entered into
before, on or after the effective date of this act.

Section 15. This act shall take effect as foll ows:

1

2

3

4

5 (1) The addition of 13 Pa.C. S. 88 1206(c) and 2201(d)
6 and the |l ast sentence of 13 Pa.C.S. 8 1206(b) shall take

7 effect imredi ately.

8 (2) This section shall take effect imediately.

9 (3) The remainder of this act shall take effect in 180

10 days.

H14L13BI L/ 19950H2042B2541 - 87 -



