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Below are selected excerpts that have been copied and pasted from Cornell Law
School’s Web site.  That site carries the complete text of the revised Uniform
Commercial Code (UCC).   Sections 3 and 4 address check fraud liability.  Highlights
and underlining have been added, but the text has not been changed in any way.  Please
visit the site for the full text.

Source: http://www.law.cornell.edu/ucc/ucc.table.html

UNIFORM COMMERCIAL CODE - ARTICLES 1-9

Copyright 1978, 1987, 1988, 1990, 1991, 1992 by The American Law Institute and the National
Conference of Commissioners on Uniform State Laws; reproduced, published and distributed with the
permission of the Permanent Editorial Board for the Uniform Commercial Code for the limited
purposes of study, teaching, and academic research.
------------------------------------------------------------------------
[This HTML version of the U.C.C. does not include the revised Article 8 approved by National
Conference of Commissioners on Uniform State Laws and the American Law Institute in 1994 nor the
revised Article 5 approved in 1995. It also no longer includes the comments, our license being now
limited to distributing them for local use. The full Code as most recently revised, including the official
comments, can be purchased and downloaded for individual local use. For details click here]

§ 3-103. DEFINITIONS.

•(a) In this Article:

(7) "Ordinary care" in the case of a person engaged in business means observance of reasonable
commercial standards, prevailing in the area in which the person is located, with respect to the business
in which the person is engaged. In the case of a bank that takes an instrument for processing for
collection or payment by automated means, reasonable commercial standards do not require the bank
to examine the instrument if the failure to examine does not violate the bank's prescribed procedures
and the bank's procedures do not vary unreasonably from general banking usage not disapproved by
this Article or Article 4.

§ 3-110. IDENTIFICATION OF PERSON TO WHOM INSTRUMENT IS PAYABLE.

•(a) The person to whom an instrument is initially payable is determined by the intent of the person,
whether or not authorized, signing as, or in the name or behalf of, the issuer of the instrument. The
instrument is payable to the person intended by the signer even if that person is identified in the
instrument by a name or other identification that is not that of the intended person. If more than one
person signs in the name or behalf of the issuer of an instrument and all the signers do not intend the
same person as payee, the instrument is payable to any person intended by one or more of the signers.
•(b) If the signature of the issuer of an instrument is made by automated means, such as a check-
writing machine, the payee of the instrument is determined by the intent of the person who supplied the
name or identification of the payee, whether or not authorized to do so. •(c) A person to whom an
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instrument is payable may be identified in any way, including by name, identifying number, office, or
account number. For the purpose of determining the holder of an instrument, the following rules apply:
•(1) If an instrument is payable to an account and the account is identified only by number, the
instrument is payable to the person to whom the account is payable. If an instrument is payable to an
account identified by number and by the name of a person, the instrument is payable to the named
person, whether or not that person is the owner of the account identified by number. •(2) If an
instrument is payable to:
•(i) a trust, an estate, or a person described as trustee or representative of a trust or estate, the
instrument is payable to the trustee, the representative, or a successor of either, whether or not the
beneficiary or estate is also named; •(ii) a person described as agent or similar representative of a
named or identified person, the instrument is payable to the represented person, the representative, or a
successor of the representative; •(iii) a fund or organization that is not a legal entity, the instrument is
payable to a representative of the members of the fund or organization; or •(iv) an office or to a person
described as holding an office, the instrument is payable to the named person, the incumbent of the
office, or a successor to the incumbent.

•(d) If an instrument is payable to two or more persons alternatively, it is payable to any of them and
may be negotiated, discharged, or enforced by any or all of them in possession of the instrument. If an
instrument is payable to two or more persons not alternatively, it is payable to all of them and may be
negotiated, discharged, or enforced only by all of them. If an instrument payable to two or more
persons is ambiguous as to whether it is payable to the persons alternatively, the instrument is payable
to the persons alternatively.

§ 3-202. NEGOTIATION SUBJECT TO RESCISSION.

•(a) Negotiation is effective even if obtained (i) from an infant, a corporation exceeding its powers, or
a person without capacity, (ii) by fraud, duress, or mistake, or (iii) in breach of duty or as part of an
illegal transaction. •(b) To the extent permitted by other law, negotiation may be rescinded or may be
subject to other remedies, but those remedies may not be asserted against a subsequent holder in due
course or a person paying the instrument in good faith and without knowledge of facts that are a basis
for rescission or other remedy.

§ 3-204. INDORSEMENT.

•(a) "Indorsement" means a signature, other than that of a signer as maker, drawer, or acceptor, that
alone or accompanied by other words is made on an instrument for the purpose of (i) negotiating the
instrument, (ii) restricting payment of the instrument, or (iii) incurring indorser's liability on the
instrument, but regardless of the intent of the signer, a signature and its accompanying words is an
indorsement unless the accompanying words, terms of the instrument, place of the signature, or other
circumstances unambiguously indicate that the signature was made for a purpose other than
indorsement. For the purpose of determining whether a signature is made on an instrument, a paper
affixed to the instrument is a part of the instrument. •(b) "Indorser" means a person who makes an
indorsement. •(c) For the purpose of determining whether the transferee of an instrument is a holder, an
indorsement that transfers a security interest in the instrument is effective as an unqualified
indorsement of the instrument. •(d) If an instrument is payable to a holder under a name that is not the
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name of the holder, indorsement may be made by the holder in the name stated in the instrument or in
the holder's name or both, but signature in both names may be required by a person paying or taking
the instrument for value or collection.

§ 3-404. IMPOSTORS; FICTITIOUS PAYEES.

•(a) If an impostor, by use of the mails or otherwise, induces the issuer of an instrument to issue the
instrument to the impostor, or to a person acting in concert with the impostor, by impersonating the
payee of the instrument or a person authorized to act for the payee, an indorsement of the instrument
by any person in the name of the payee is effective as the indorsement of the payee in favor of a person
who, in good faith, pays the instrument or takes it for value or for collection. •(b) If (i) a person whose
intent determines to whom an instrument is payable (Section 3-110(a) or (b)) does not intend the
person identified as payee to have any interest in the instrument, or (ii) the person identified as payee
of an instrument is a fictitious person, the following rules apply until the instrument is negotiated by
special indorsement:
•(1) Any person in possession of the instrument is its holder. •(2) An indorsement by any person in the
name of the payee stated in the instrument is effective as the indorsement of the payee in favor of a
person who, in good faith, pays the instrument or takes it for value or for collection.
•(c) Under subsection (a) or (b), an indorsement is made in the name of a payee if (i) it is made in a
name substantially similar to that of the payee or (ii) the instrument, whether or not indorsed, is
deposited in a depositary bank to an account in a name substantially similar to that of the payee. •(d)
With respect to an instrument to which subsection (a) or (b) applies, if a person paying the instrument
or taking it for value or for collection fails to exercise ordinary care in paying or taking the instrument
and that failure substantially contributes to loss resulting from payment of the instrument, the person
bearing the loss may recover from the person failing to exercise ordinary care to the extent the failure
to exercise ordinary care contributed to the loss.

§ 3-406. NEGLIGENCE CONTRIBUTING TO FORGED SIGNATURE OR ALTERATION OF
INSTRUMENT.

     (a) A person whose failure to exercise ordinary care substantially contributes to an alteration of an
instrument or to the making of a forged signature on an instrument is precluded from asserting the
alteration or the forgery against a person who, in good faith, pays the instrument or takes it for value or
for collection.
     (b) Under subsection (a), if the person asserting the preclusion fails to exercise ordinary care in
paying or taking the instrument and that failure substantially contributes to loss, the loss is allocated
between the person precluded and the person asserting the preclusion according to the extent to which
the failure of each to exercise ordinary care contributed to the loss.
     (c) Under subsection (a), the burden of proving failure to exercise ordinary care is on the person
asserting the preclusion. Under subsection
     (b), the burden of proving failure to exercise ordinary care is on the person precluded.
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§ 3-407. ALTERATION.

     (a) "Alteration" means (i) an unauthorized change in an instrument that purports to modify in any
respect the obligation of a party, or (ii) an unauthorized addition of words or numbers or other change
to an incomplete instrument relating to the obligation of a party.
     (b) Except as provided in subsection (c), an alteration fraudulently made discharges a party whose
obligation is affected by the alteration unless that party assents or is precluded from asserting the
alteration. No other alteration discharges a party, and the instrument may be enforced according to its
original terms.
     (c) A payor bank or drawee paying a fraudulently altered instrument or a person taking it for value,
in good faith and without notice of the alteration, may enforce rights with respect to the instrument (i)
according to its original terms, or (ii) in the case of an incomplete instrument altered by unauthorized
completion, according to its terms as completed.

§ 4-404. BANK NOT OBLIGED TO PAY CHECK MORE THAN SIX MONTHS OLD.

A bank is under no obligation to a customer having a checking account to pay a check, other than a
certified check, which is presented more than six months after its date, but it may charge its customer's
account for a payment made thereafter in good faith.

§ 4-406. CUSTOMER'S DUTY TO DISCOVER AND REPORT UNAUTHORIZED
SIGNATURE OR ALTERATION.

     (a) A bank that sends or makes available to a customer a statement of account showing payment of
items for the account shall either return or make available to the customer the items paid or provide
information in the statement of account sufficient to allow the customer reasonably to identify the
items paid. The statement of account provides sufficient information if the item is described by item
number, amount, and date of payment.
     (b) If the items are not returned to the customer, the person retaining the items shall either retain the
items or, if the items are destroyed, maintain the capacity to furnish legible copies of the items until the
expiration of seven years after receipt of the items. A customer may request an item from the bank that
paid the item, and that bank must provide in a reasonable time either the item or, if the item has been
destroyed or is not otherwise obtainable, a legible copy of the item.
     (c) If a bank sends or makes available a statement of account or items pursuant to subsection (a), the
customer must exercise reasonable promptness in examining the statement or the items to determine
whether any payment was not authorized because of an alteration of an item or because a purported
signature by or on behalf of the customer was not authorized. If, based on the statement or items
provided, the customer should reasonably have discovered the unauthorized payment, the customer
must promptly notify the bank of the relevant facts.
     (d) If the bank proves that the customer failed, with respect to an item, to comply with the duties
imposed on the customer by subsection
     (c), the customer is precluded from asserting against the bank:
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          (1) the customer's unauthorized signature or any alteration on the item, if the bank also proves
that it suffered a loss by reason of the failure; and
          (2) the customer's unauthorized signature or alteration by the same wrongdoer on any other item
paid in good faith by the bank if the payment was made before the bank received notice from the
customer of the unauthorized signature or alteration and after the customer had been afforded a
reasonable period of time, not exceeding 30 days, in which to examine the item or statement of
account and notify the bank.
     (e) If subsection (d) applies and the customer proves that the bank failed to exercise ordinary care in
paying the item and that the failure substantially contributed to loss, the loss is allocated between the
customer precluded and the bank asserting the preclusion according to the extent to which the failure
of the customer to comply with subsection (c) and the failure of the bank to exercise ordinary care
contributed to the loss. If the customer proves that the bank did not pay the item in good faith, the
preclusion under subsection (d) does not apply.
     (f) Without regard to care or lack of care of either the customer or the bank, a customer who does
not within one year after the statement or items are made available to the customer (subsection (a))
discover and report the customer's unauthorized signature on or any alteration on the item is precluded
from asserting against the bank the unauthorized signature or alteration. If there is a preclusion under
this subsection, the payor bank may not recover for breach of warranty under Section 4-208 with
respect to the unauthorized signature or alteration to which the preclusion applies.
                                                                                                                                                            

This information is provided compliments of:

SafeChecks, America's Premier Check Fraud Specialists.
We offer a full complement of check fraud prevention products, including:

� High-security checks
� Secure Name and Number Fonts to prevent altered payee names and dollar amounts
� MICR laser check printing systems with integrated Positive Pay file transmission software

and Secure Name and Number Fonts
� Standalone Positive Pay file transmission software
� Electronic payments software (ACH) with remittance detail sent via email

Call us at (800) 755-2265 or send an email to:  greg@safechecks.com.

Visit us on the Web at  www.safechecks.com


