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UNIFORM COMMERCIAL CODE

ARTICLE 7

DOCUMENTSOFTITLE

Prefatory Note

Article 7 is the last of the articles of the Uniform Commercial Code to be revised during the preceding
decade. The genesis of this project istwofold: to provide aframework for the further development of electronic
documents of title and to update the article for modern times in light of state, federal and international developments.
Each section has beenreviewed to determine its suitability given modern practice, the need for medium and gender
neutrality, and modern statutory drafting.

To provide for electronic documents of title, several definitionsin Article 1 were revised including
“bearer,” “bill of lading,” “delivery,” “document of title,” “holder,” and “warehouse receipt.” The concept of an
electronic document of title was to allow for commercial practice to determine what records issued by bailees are “in
the regular course of business or financing” are “treated as adequately evidencing that the person in possession or
control of the record is entitled to receive, control, hold, and dispose of the record and the goods the record covers.”
Section 1-201(15) {(b)(16)]. Such records in electronic form are electronic documents of title and in tangible form
are tangibledocuments of title.

Key to the integration of the electronic document of title scheme is the concept of “control” defined in
Section 7-106. Thisdefinition is adapted from the Uniform Electronic T ransactions A ct § 16 on Transferrable
Records and from Uniform Commercial Code § 9-105 concerning control of electronic chattel paper. Control of an
electronic document of title is the conceptual equivalent to possession and indorsement of atangible document of
title. Of equal importance is the acknowled gment that parties may desire to substitute an electronic document of title
for an already issued paper document and vice versa. Section 7-105 setsforth the minimum requirementsthat need
to be fulfilled in order to give effect to the conv erted document. To the extent possible, the rules for electronic
documents of title are the same or as similar as possible to the rulesfor tangible documents of title. If aruleis meant
to be limited to one medium or the other, that is clearly stated. Rulesthat reference documents of title, warehouse
receipts, or bills of lading without a designation to “electronic” or “tangible” apply to documents of title in either
medium. Aswith tangible negotiable documents of title, electronic negotiable documents of title may be negotiated
and duly negotiated. Section 7-501.

Other changes tha have been made are:

1. New definitions of “carrier,” “good faith,” “record”, “sign” and “shipper’ in Section 7-102.

2. Deletion of referencesto tariffs or filed classifications given the deregulation of the affected industries.
See e.g. section 7-103 and 7-309,

3. Clarifyingthe rules regarding when a document isnonnegotiable. Section 7-104.

4. Making clear when rules apply just to warehouse receipts or bills of lading, thus eliminating theneed for
former section 7-105.

5. Clarifyingthat particular termsneed not be included in order to have a valid warehousereceipt. Section
7-202.

6. Broadening the ability of the warehouse to make an effective limitation of liability in itswarehouse
receipt or storage agreementin accord with commercial practice. Section 7-204.

7. Allowing a warehouse to have alien on goods covered by a storage agreement and clarifying the priority
rules regarding the clam of a warehouse lien as against other interests. Section 7-209.

8. Conforming language usageto modern shipping practice. Sections7-301 and 7-302.

9. Clarifyingthe extent of the carrier’slien. Section 7-307.

10. Adding references to Article 2A when gppropriate. See eg. Sections 7-503, 7-504, 7-509.

11. Clarifying that the warranty made by negotiation or delivery of a document of title should apply only in
the case of a voluntary transfer of possession or corntrol. Section 7-507.

12. Providing greater flexibility to a court regarding adequate protection against |loss when ordering
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delivery of thegoods or issuance of a substitute document. Section 7-601.
13. Providing conforming amendments to the other Articles of the Uniform Commercial Code to
accommodate el ectronic documents of title.

PART 1.
GENERAL
SECTION 7-101. SHORT TITLE. Thisarticle may be cited as Uniform Commercial

Code-Documents of Title.

OFFICIAL COMMENT

This Articleis arevison of the 1962 Offidal Text with Comments as amended snce 1962. The 1962
Official Text was a consolidaion and revision of the Uniform Warehouse Receipts Act and theUniform Bills of
Lading Act, and embracesd also the provisions of the Uniform Sales Act relating to negotiation of documents of title.

The only substantial omissions of material covered in the previous uniform acts are the criminal provisions
found in the Warehouse Receipts and Bills of Lading acts. These criminal provisions are inappropriate to a
Commercial Code, and for the most part duplicate portions of the ordinary criminal law relating to frauds. The only
explicit deletion in this revised Article of a section from the 1962 Official Text is the deletion of Section 7-105
Construction Against Negative Implication. Deletion of Section 7-105 is not meant to be a substantive change about
the interpretive application of Article 7 by courts. Courts should aoply Article 7 only when the definitions of Section
7-102 make Article 7 applicable to the situation. However, it may be appropriate for a court to apply one or more
provisions of Article 7 by analogy taking into account the expectations of the parties and avoiding a congruction
against negative implication. Whether such andogical application is appropriate depends upon the facts of each
case.

The Article does not attempt to define the tort liability of bailees, except to hold certain classes of bailees to
a minimum gandard of reasonable care. For important classes of bailees, liabilities in case of loss, damages or
destruction, as well as other legal quesgtions associated with particular documentsof title, are governed by federal
statutes, international treaties, and in some cases regulatory state law s, which super sede the provisions of this Article
in case of inconsistency. See Section 7-103.
Reporter’s Note

The longer addition to the Comment identifies the deletion of Section 7-105, explains that its deletion is
note meant to be a substantive change, and adds language taken from comment 2 to Section 3-104.

SECTION 7-102. DEFINITIONS AND INDEX OF DEFINITIONS.
(@) In this article, unless the context otherwise requires:
(1) "Bailee” means a person that by awarehouse receipt, bill of lading, or other
document of title acknowledges possession of goodsand contracts to deliver them.
(2) “Carrier” means a person that issues abill of lading.

(3) "Consignee' means a person named in abill of lading to which or towhose
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order the bill promisesddivery.

(4) "Consignor" means a person named in a bill of lading as the person from
which the goods have been receved for shipment.

(5) "Delivery order" means arecord that contains an order to deliver goods
directed to a warehouse, carrier or other person that in the ordinary course of business issues
warehouse receipts or bills of lading.

(6) “Good faith” means honesty in fact and the observance of reasonable
commercia standards of fair dealing.

(7) "Goods' means all things that are treated as movable for the purposes of a
contract of storage or transportation.

(8) "Issuer" means a bailee that issues a document of title or, in the case of an
unaccepted delivery order, the person that orders the possessor of goods to deliver. The term
includes a person for which an agent or employee purports to act in issuing a document if the
agent or employee hasreal or apparent authority to issue documents, even if the issuer received
no goods, the goods were misdescribed, or in any other respect the agent or employee violated
the issuer’ sinstructions.

(9) “Person entitled under the document” means the holder, in the case of a
negotiable document of title, or the person to which delivery of the goods is to be made by the
terms of, or pursuant to instructions in a record under, a nonnegotiable document of title.

(10) “Record” means informationthat isinscribed onatangible medium or that is
stored in an eledronic or other medium and is retrievable in perceivable form.

(11) “Sign” means, with present intent to authenticate or adopt a record:
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(A) to execute or adopt atangible symbol; or
(B) to attach to or logically associate with the record an electronic sound,
symbol, or process.
(12) “ Shipper” means a person that enters into a contract of transportation with a
carrier.
(13) "Warehouse" means a person engaged in the business of storing goods for
hire.
(b) Other definitions applying to this article and the sections in which they appear are:
“Control”, Section 7-106.
"Duly negotiate”, Section 7-501.
(c) Definitionsin other articles applying to this article and the sections in which they
appear are:
“Contract for sale”, Section 2-106.
“‘Receipt’ of goods’, Section 2-103.
(d) In addition, Article 1 contains general definitions and principles of construction and

interpretation applicable throughout this article.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Former Section 7-102.

Changes: New definitions of “carrier,” “good faith,” “record,” “sign,” and “shipper.” Other definitions revised to
accommodate electronic mediums.

Purposes:

1. "Bailee" wasnet-defired-nthe-otduniformaects—tH-is used in this Article as a blanket term to designate
carriers, warehousemen and others who normally issue documents of title on the basis of goods which they have
received. The definition does not, however, require actual possession of the goods. If a bailee acknowledges
possession when ke it does not have possession, tthe the baileeis bound by sections of this Article which declare the
"bailee's" obligaions. (See definitionof "Issuer" in this section and Sections7-203 and 7-301 onliability in case of

4
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non-receipt.) A “carrier” is one type of bailee and is defined as a person that issues a bill of lading. A “shipper” isa
person who enters into the contract of trangortation with the carrier. The definitions of “bailee,” “consignee,”
“consignor,” “goods’, and “issuer” , are unchanged in substance from prior law. “Document of title” isdefined in
Article 1.

2. The definition of warehouse recelpt contained in the general definitions section of this Act (Section
1-201) etminate A at-thre does not require that the issuing
warehouserraft be ' IawfuIIy engaged in business or for QrOfIt The warehousefraft's compliance with applicable
state regulations such as the filing of a bond has no bearing on the substantive issues dealt with in this Article.
Certainly the issuer's violations of law should not dimi nlsh h1'S its respon3| b|||ty on documents #e the issuer has put in
commerual ci rculallon R A6 ehotrseRee R 5 S

essential that the budness be storing goods "for hire" (Section 1-201 and this section). A person does not become a
warehouserraf by storing kis its own goods.

delivery ord er has been accepted by the bailee it is for practical purposes indistinguishable from awareho use receipt.
Prior to such acceptance there is no bads for imposing obligations on the bailee other than the ordinary obligation of
contract which the bailee may have assumed to the depositor of the goods. Delivery ordersmay be in other than

tangible form as long as they are “records.”

4. The obligation of good faith imposed by this Article and by Article 1, 1-203 [1-304] includes the
observan ce of reasonable commercial standards of fair dealing.

5. Thedefinitions of “record” and “sign” are included to facilitate electronic mediums. See comment 9 to
Section 9-102 discussing “record” and comment to amended 2-103 discussing “sign.”

6. “Person entitled under the document” is moved from former Section 7-403.

Cross References:

Point 1: Section 7-203 and 7-301.

Point 2: Sections1-201 and 7-203.

Point 4: Section 1-203 [1-304].

Point 5: Section 9-102 and 2-103.

See general comment to document of title in Section 1-201.

Definitional Cross Referen ces:

"Bill of lading". Section 1-201.
"Contract'. Section 1-201.
"Contract for sale". Section 2-106.
"Delivery'. Section 1-201.
"Document of title". Section 1-201.
"Person". Section 1-201.
"Purchase". Section 1-201.
"Receipt of goods". Section 2-103.
"Right". Section 1-201.
"Warehouse receipt". Section 1-201.
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SECTION 7-103. RELATION OF ARTICLE TO TREATY OR STATUTE.

(a) Thisarticle is subject to any treaty or statute of the United States or a regulatory
statute of this State to the extent the treaty, statute, or regulatory statute is applicable.

(b) This article does not repeal or modify any law prescribing the form or contents of a
document of title or the services or facilities to be aff orded by abailee, or otherwise regulating a
bailee’' s businesses in respects nat specifically treated in this article. However, violation of these
laws does not affect the status of a document of title that otherwise complies with the definition

of adocument of title.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Sections7-103 and 10-104.
Changes: Deletion of references to tariffs and classifications; consolidation of Section 10-104 into subsection (b).
Purposes:

1. To make clear what would of course be true without the Section, that applicable Federal law is
paramount.

2. To make clear also that regulatory state statutes (such as those fixing or authorizing a commission to fix
rates and prescribe services, authorizing different charges for goods of different values, and limiting liability for loss
to the declared value on WhICh the charge was based) are not affected by the Article and are controllrng on the
matters which they cover. N i H 2 As-and
fegu{a&m%-ﬂhdm:ed-ptrﬁtmﬁﬁo-ﬁﬁeﬁ- The references to tarlffs classifi catrons and requlatlons frled or issued
pursuant to regulatory date statutes have been deleted as inappropriate in the modern era of |ess regulation of
carriers and warehouses. If a regulatory scheme requires acarrier or warehouse to issue a tariff or classification, that
tariff or classification would be given effect via the date regulatory scheme that thisArticle recognizes as
controlling. Permissive tariffs or_classifications would not displace the provisions of this act, pursuant to this
section, but may be given effect through the ability of partiesto incorpor ate those terms by reference into their

agreement.

3. The document of title provisions of this act supplement the federal law and regulatory state law largely
in matters other than the regulatory obligations of the bailee, e.g. form and effects of negotiation, procedure in the
case of lost documents, effect of overissue possibility of rapid transmission of documents. This Article focuses on
the commercial importance and usage of documents of title. Stateex. rel Public Service Commission v. Gunkelman
& Sons, Inc., 219 N.W.2d 853 (N.D. 1974).

Cross References:

Sections7-201, 7-202, 7-204, 7-206, 7-309, 7-401, 7-403.
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Definitional Cross Reference:
"Bill of lading". Section 1-201.
Reporter’s Note
The added |language in Point 2 reflects the Committee’ sdecision. Point 3 regates, but more briefly, and
clarifies the comment to Section 10-104 that has been moved to subsection (b). A case citation was added to

provide guidance about the proper interpretation of subsection (b). Query: Does the Definitional Cross Reference
make sense?

SECTION 7-104. NEGOTIABLE AND NONNEGOTIABLE DOCUMENT OF
TITLE.

(@) A document of titleis negotiable if by its terms the goods are to be ddivered to bearer
or to the order of a named person.

(b) A document of title other than onedescribed in subsection (a) is nonnegotiable. A bill
of lading which states that the goods are consigned to a named person is not made negotiable by
aprovision that thegoods are to be delivered only against an order in arecord signed by the same
or another named person.

(c) A document of title is nonnegotiable if, at the timeitisissued, the document has a

conspicuous legend, however expressed, that it is nonnegotiable.

OFFICIAL COMMENT
Prior Uniform Statutory Provision: Section 7-104.

Changes: Subsection (a) is revised to reflect modern style and trade practice. Subsection (b) isrevised for style and
medium neutrality. Subsection (c) is new.

Purposes of Changes:

1. This Article dealswith a dass of commercial paper representing commodities in storage or
transportation. This"commodity paper" isto be distinguished from what might be called "money paper" dealt with
in the Article of this Act on Commercial Paper (Article 3) and "investment paper" dealtwith in the Article of this Act
on Investment Securities (Article 8). The class of "commaodity paper” is designated "document of title" following the
terminology of the Uniform Sales Act Section 76. Section 1-201. The distinctions between negotiable and
nonnegotiable documents in thissection makes the most i mportant subclassification employed in the Article, in that
the holder of negotiable documents may acquire more rights than histransferor had (See Section 7-502).

A document of title is negotiable only if it satisfies this sction. "Deliverable on proper indorsement and
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surrender of this receipt' will not render a document negotiable. Bailees often include such provisions asa means of
insuring return of nonnegotiable receipts for record purposes. Such language may be regarded as insistence by the
bailee upon a particular kind of receipt in connection with delivery of the goods. Subsections (3)(a)-ane—H2) makes it
clear that a document is not negotiable w hich provides for delivery to order or bearer only if written instructions to
that effect are given by a named person.

2. Subsection (c) allows the issuer to stamp or otherwise legend a document of title as nonnegotiable
regardless of having the language in subsection (a) in the document. Subsection (c) is similar to Section 3-104(d).
Once issued as a negotiable document of title, the document cannot be changed from anegotiable document to a
nonnegotiable document. However, one can fail to negotiae a negotiable document by due negotiation. (See
Section 7-501(5)). A document that is nonnegotiable cannot be made negotiable by stamping or marking the
document as negotiable. The only way to make a document negotiable is to comply with subsection (a).

Cross Reference: Sections 7-501 and 7-502.
Definitional Cross Referen ces:

"Bearer". Section 1-201.

"Bill of lading". Section 1-201.
"Delivery'. Section 1-201.
"Document of title". Section 1-201.
"Person". Section 1-201.

“Sign”. Section 7-102

"Warehouse receipt”. Section 1-201.

Reporter’s Note

Comment 2 is new and reflects the Committee’s decision to add subsection (c).

SECTION 7-105. REISSUANCE IN ALTERNATE MEDIUM.

(a) Upon request of a person entitled under an electronic document of title, the issuer of
the electronic document may issue a tangible document of title as a substitute for the electronic
document if:

(1) the person entitled under the electronic document surrenders control of the
document to the issuer; and

(2) the tangibledocument when issued contains a statement that it isissued in
substitution for the electronic document.

(b) Upon issuanceof atangible document of title in substitution for an electronic
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document of title in accordance with subsection (a):

(1) the electronic document ceases to have any effect or validity; and

(2) the person tha procured issuance of the tangible document warrants to al
subsequent persons entitled under the tangible document that the warrantor was a person entitled
under the electronic document when the warrantor surrendered control of the eledronic
document to the issuer.

(c) Upon request of a person entitled under a tangible document of title, the issuer of the
tangible document may issue an electronic document of title as a substitute for the tangible
document if:

(2) the person entitled under the tangible document surrenders possession of the
document to the issuer; and

(2) the electronic document whenissued contains a datement that it isissued in
substitution for thetangible document.

(d) Upon issuance of the electronic document of titlein substitution for atangible
document of title in accordance with subsection (c):

(1) the tangible document ceases to have any effect or validity; and

(2) the person that procured issuance of the electronic document warrants to all
subsequent persons entitled under the electronic document that the warrantor was a person
entitled under thetangible document when the warrantor surrendered possession of the tangible

document to the issuer.

OFFICIAL COMMENT

Prior Uniform Statutor y Provisions: None.
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Othe rdevant law: UNCITRAL Instrument on Transport Documents

Purpose:

1. This section allows for documents of title issued in one medium to be converted and reissued in another
medium. This section sets forth minimum requirements for giving the reissued document effect and validity. The
issuer is not required to issue a document in an alternate medium and if the issuer chooses to do so, it may impose
additional requirements. T he section applies to both negotiable and nonnegotiable documents.

2. Thereques must bemade to theissuer by the person entitled to enforce the document. (Section 7-
102(a)(9)) and that person must surrender possession or control of the original document to the issuer. The reissued
document must have a notation that it has been issued as a substitute for the original document. These minimum
requirements must be met in order to give the substitute document effect and validity.

3. To protect partieswho subsequently take the substitute document, the person who procured issuance of
the substitute document warrants that it was a person entitled under the original document at the time they
surrendered possession or control of the original document to the issuer. T hiswarranty is modeled after the warranty
found in Section 4-209.

Cross Reference: Section 7-601.

SECTION 7-106. CONTROL OF ELECTRONIC DOCUMENT OF TITLE.

(a) A person has control of an electronic document of title if a system employed for
evidencing the transfer of interestsin the electronic document reliably establishes that person as
the person to which the electronic document was issued or transferred.

(b) A system satisfies subsection (a), and a person is deemed to have control of an
electronic document of title, if the electronic document is created, stored, and assigned in such a
manner that:

(1) asingle authoritative copy of the document exists which is unique,
identifiable, and, except as otherwise provided in paragraphs (4), (5), and (6), unalterable
(2) the authoritative copy identifies the person asserting control as:
(A) the person to which the document was issued; or
(B) if the authoritative copy indicates that the document has been
transferred, the person to which the document was most recently transferred,;

(3) the authoritative copy is communicated to and maintained by the person

10



asserting control or its designated custodian;

(4) copies or amendments that add or change an identified assignee of the
authoritative copy can be made only with the consent of the person asserting control;

(5) each copy of the authoritative copy and any copy of a copy is readily
identifiable as a copy that is not the authoritative copy; and

(6) any amendment of the authoritative copy is readily identifiable as authorized

or unauthorized.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Uniform Electronic Transactions Act § 16.
Purpose:

1. The section defines “control” for electronic documents of title and derives itsrules from the Uniform
Electronic Transactions Act § 16 on transferrable records. Unlike UETA § 16, however, a document of title may be
converted from tangible to electronic form or vice versa. At any point in timein which a document of titleisin
electronic form, the control concept of this section is relevant.

2. Control of an electronic document of title substitutes for the concept of indorsement and p ossession in
the tangible document of title context. See Section 7-501. A person with a tangible document of title delivers the
document by voluntarily transferring possession and a person with an electronic document of title delivers the
document by voluntarily transferring control. (Delivery is defined in Section 1-201).

3. Subsection (a) sts forth the general rule tha the “system employed for evidendng thetransfer of
interests in the electronic document reliably establishes that person as the person to which the electronic document
was issued or transferred.” The key to having a system that satisfies this test is that identity of the person to which
the document was issued or transferred must be reliably established. Of great importance to the functioning of the
control concept is to be able to demonstrate that at any point in time the person entitled under the document. Third
party registry systems may satisfy this test. This Article leaves to the market place the development of sufficient
technologiesand business practices that will meet the test. To the extent that third parties wish to deal in paper
mediums, Section 7-105 provides a mechanism for exiting the electronic environment.

4. Subsection (b) sets forth a safe harbor test that if satisfied, resultsin control under the general test in
subsection (a). Thistest isalso used in Section 9-105. At any point in time, a party should be able to identify the
single authoritative copy which isunique and identifiable as the authoritative copy. Thisdoes not mean that once
created that the authoritative copy need be static and never moved or copied from its original location. To the extent
that backup systems exist whichresult in multiple copies, the key to thisidea is that at any point in time, the one
authoritative copy needs to be unique and identifiable.

5. Article 7 has historically provided for rights under documents of title and rights of transferees of
documents of title as those rights relate to the goods covered by the document. Third parties may possess or have
control of documentsof title. While misfeasance or negligence in failure to transer or misdelivery of thedocument
by those third parties may create serious issues, this article has never dealt with those issues as it relates to tangible

11
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documents of title, preferring to leave those issues to the law of contracts, agency and tort law. In the electronic
document of title regime, third party registry systems arejust beginning to develop. Itis very difficult to write rules
regulating those third parties without some definitive sense of how the third party registry systems will be structured.
Systems that are evolving to date tend to be “closed” systems in which all participants must sign on to the master
agreement which provides for rights as against the registry system as well as rights among the members. In those
closed systems, the document of title never leaves the system so the parties rely upon the master agreement as to
rightsagainst the registry in its failures in dealing with the document. Thisarticle contemplates that those “closed”
systems will continue to evolve and that the control mechanism in this statute provides a method for the participants
in the closed system to achieve the benefits of obtaining control allowed by this article.

This article also contemplates that partieswill evolve open systemswhere parties need not be subject to a
master agreement. In an open sygem a party that is expecting to obtainrights through an electronic document may
not be a party to themaster agreement. To the extent that open systems evolve by use of the control concept
contained in this section, the law of contracts, agency, and torts as it appliesto the registry’ s misfeasance or
negligence concerning the transfer of control of the electronic document will allocate the risks and liabilities of the
parties as that other law now does so for third parties who hold tangible documents and fail to deliver the documents.

PART 2.
WAREHOUSE RECEIPTS: SPECIAL PROVISIONS

SECTION 7-201. PERSON THAT MAY ISSUE A WAREHOUSE RECEIPT;
STORAGE UNDER BOND.

(a) A warehouse receipt may be issued by any warehouse.

(b) If goods, including distilled spirits and agricultural commaodities, are stored under a
statute requiring a bond against withdrawal or alicense for the issuance of receiptsin the nature
of warehouse receipts, areceipt issued for the goods is deemed to be a warehouse receipt even if

issued by a person that is the owner of the goods and is not a warehouse.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-201.
Changes: Update for style only.
Pur poses:

It is not intended by re-enactment of subsection (a) to repeal any provisions of special licensing or other
statutes regulating who may becom e a warehousefaf. -See-Seetter-10-163: Limitations on the tranger of the
receipts and criminal sanctionsfor violation of such limitations are notimpaired. Section 7-103. Compare Section
7-401(d) on the liability of the issuer in such cases. Subsection (2b) covers receipts issued by the owner for whiskey
or other goods stored in bonded warehouses under such statutes as 26 U.S.C. Chapter 26 51._Delivery orders can be
equivalent to warehouse receipts. See Section 7-102(a)(5).

12
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Cross References: Sections7-103, 7-401;-16-163.
Definitional Cross Refer en ces:

"Warehouse receipt". Section 1-201.
"Warehouseman". Section 7-102.

Reporter’s Note

Rearrangement of the sentence order but no substantive change. Other changes are to update and clarify
the comment.

SECTION 7-202. FORM OF WAREHOUSE RECEIPT.
(a) A warehouse receipt need not be in any particular form.
(b) Unless a warehouse receipt provides for each of the following, the warehouse is liable
for damages caused to a person injured by the omission:
(2) the location of the warehouse facility where the goods are stored,;
(2) the date of issue of the receipt;
(3) the unique identification cade of the receip;
(4) astatement whether the goods received will be delivered to the bearer, to a
named person, or to a named person or its order;
(5) the rate of gorage and handling charges, but if goods are stored under afield
warehousing arrangement, astatement of that fact is sufficient on a nonnegotiab e receipt;
(6) adescription of the goods or of the packages containing them;
(7) the signature of the warehouse or its agent;
(8) if thereceipt isissued for goods of which the warehouse is owner, either
solely, jointly, or in common with others, the fact of that ownership; and
(9) astatement of the amount of advances made and of liabilities incurred for

which the warehouse claims alien or security interest but if the precise amount of advances made

13



or of liabilitiesinaurred is, at the time of the issue of the receipt, unknown to the warehouse or to
its agent that issued the receipt, a statement of the fact that advances have been made or liabilities
incurred and the purpose of the advances or liabilities is sufficient.

(c) A warehouse may insert in its receipt any terms that are not contrary to the provisions
of [the Uniform Commercial Code] and do not impair its obligation of delivery under Section 7-

403 or its duty of care under Section 7-204. Any contrary provisions are ineffective.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-202
Changes: Language is updated to accommodate el ectronic commerce and to reflect modern style.

Pur poses:

1. To make clear that the formal requirements of the Uniform Warehouse Receipts Act are continued but
not to displace particular legislation requiring other or different gpecificationsof form, see Sections 7-103 aret
46-103. This section does not require that a receipt be issued but states formal requirementsfor those which are
issued. The ideatha these terms mug be provided for inthe warehouse recept allows for a number of records
collectively to be a warehouse receipt. The idea of an identification code accommodates electronic documents. The
signature of the warehouse will usually be by agents acting on behalf of the warehouse Questions regarding agency
authority are left to other law.

Thettitleis revised to eliminate the phrases “essential terms”’ and “ordinary terms” to negate any inference
that any of the types of terms listed in subsection (b) must be in the warehouse receipt in order to qualify asa
warehouse receipt. The only consequence of a warehouse receipt not containing those terms is that a person injured
by itsomission has aright against the warehouse for harm caused by the omission. Omission of a term should not
affect the validity of a document of title as adocument of title.

2. The unique identification code can include any combination of letters, number, signs, and/or symbols
that provide a unique identification.

Cross References: Sections7-103 and £6-163 7-401.
Definitional Cross Referen ces:

"Bearer". Section 1-201.
"Delivery". Section 1-201.
"Goods". Section 7-102.

"Person”. Section 1-201.

"Security interest”". Section 1-201.
“Sign”. Section 7-102.

"Term". Section 1-201.
"Warehouse receipt". Section 1-201.
"Warehouseman". Section 7-102.

14



oooo~NOOITRWN B

16

17

18

19

20

21

22

23

24

Reporter’s Note

The additional lines in the first paragraph of comment lare for purposes of clarification asrequested by
the Committee. The second paragr aph of comment 1 is added to undermine case decisions that have ruled that a
document of titleisinvalid becauseit lacks one of the terms in subsection (b). The case decisions have arisen
primarily with regpect to whether a warehouse is entitled to claim a warehouse lien.

Comment 2 is added based on the suggestion of a commissoner in Tucson.

Query: Does the comment still need a reference to linking and incorporation by reference? The Reporter
does not think so and, consequently, has not fulfilled a r equest for such comment made at the October 2001 meeting.
The October 2001 draft had language about “ expressly states’ and this language was del eted.

Commissioner Ray Pepe suggested that § 7-202(b)(9) be simplified and clarified as follows: “ (9) a
statement of the amount for which the warehouse claims a lien under § 7-209, but if the amount claimed cannot be
determined at the time the receipt is issued, a gatement that a lien is claimed.” Commission Pepe also suggegion
that § 7-202(b)(3) be reworded as follows: “ (3) a unique identification number or code;” . Should Commissioner
Pepe’ s proposed substitutions be adopted?

SECTION 7-203. LIABILITY FOR NONRECEIPT OR MISDESCRIPTION. A
party to or purchaser for val ue in good fai th of adocument of titl e, other than abill of | ading,
relying upon the description of the goods in the document may recover from the issuer damages
caused by the nonreceipt or misdescription of the goods, except to the extent that:

(2) the document conspicuously indicates that the issuer does not know whether all or
part of the goods in fact were received or conform to the description, such as a case in which the
description isin terms of marks or labels or kind, quantity or condition, or the receipt or
description is qualified by "contents, condition and quality unknown", "said to contain” or words
of similar import, if the indication is true; or

(2) the party or purchaser otherwise has notice of the nonreceipt or misdescription.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-203.
Changes: Changes to this section are for style only.
Purposes of Changes and New M atter:
This section is a simplified restatement of existing law as to the method by w hich a bailee may avoid
responsibility for the accuracy of descriptions which are made by or in reliance upon information furnished by the

depositor. Theissuer isliable on documents issued by an agent, contrary to instructions of his principal, without
receiving goods. No disclaimer of thelatter liability is permitted.
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Cross References:
Sections 7-301-ant-—7+263.
Definitional Cross Referen ces:

"Conspicuous'. Section 1-201.
"Document of title". Section 1-201.
"Goods". Section 7-102.

“Good Faith”. Section 7-102
"lssuer". Section 7-102.

"Notice". Section 1-201.

"Party". Section 1-201.
"Purchaser”. Section 1-201.
"Receipt of goods". Section 2-103.
"Value". Section 1-201.

Reporter’s Note

Changes for style and to update the comments.

SECTION 7-204. DUTY OF CARE; CONTRACTUAL LIMITATION OF
WAREHOUSE'SLIABILITY.

() A warehouseisliable for damages for loss of or injury to the goods caused by its
failure to exercise care in regard to the goods that a reasonably careful personwould exercise
under similar circumstances. However, unless otherwise agreed, the warehouseis not liable for
those damages that could not have been avoided by the exercise of tha care.

(b) Damages may belimited by aterm in the warehouse receipt or storage agreement
limiting the amount of liability in case of loss or damage beyond which the warehouse is not
liable. The warehouse's liability, on request of the bailor in arecord at the time of signing such
storage agreement or within a reasonable time after recdpt of the warehouse receipt, may be
increased on pat or al of the goods covered by the storage agreement or the warehouse receipt.
In this event, increased rates may be charged based on an increased valuation of the goods. No

such limitation is effective with respect to the warehouse' s liability for conversion to its own use.

16
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(c) Reasonable provisions asto the time and manner of presenting claims and
commencing actions based on the bai Iment may be included in the warehouse receipt or storage
agreement.

(d) This section does not impair or repeal ...

Legidative Note: Insert in subsection (d) areference to any statute that imposes a higher
responsibility upon the warehouse or invalidates contractual limitations that would be

permissible under this Article.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-204.

Changes: Updated to reflect modern, standard commercial practices; changes only in subsections (b) and (c).

Purposes of Changes:

1. The previous language of subsection (b) required that the term limiting damages do so by setting forth a
specific liability per article or item or of avalue per unit of weight. This requirement has been deleted asout of step
with modern indugry practice. A warehouse receipt or storage agreement is a contract. Parties in their contract
should be able to limit the amount of damages for breach of that contract including breach of the duty to take
reasonable care of the goods. The enforceability of aterm limiting the amount of damages would be tested pursuant
to contrect law principles. The parties cannot negate by contract the obligatory standard of care. Section 1-102.

2. Thelanguage that an increased rate can not be charged if contrary to atariff has been deleted. If atariff
is required under state or federal law, pursuant to Section 7-103(a), the tariff would control over the rule of this
section allowing an increased rate. As govemed by contract lav, parties may incorporate by reference the limitson
the amount of damages set forth in applicable tariffs. References to public tariffs have been deleted in light of the
modern era of deregulation. See Comment 2 to Section 7-103. Subsections (c) deletes the reference to tariff for the
same reason that it has been omitted in subsection (b).

3. As under former 7-204, subsection (b) provides that a limitation of damages is ineffective if the
warehouse has converted the goods to its own use. A mere failure to redeliver the goods is not conversion to the
warehouse’s own use. _Conversion to its own use has a specialized meaning in the case law that is narrower than the
idea of conversion generally.

4. A storage agreement is a gandard document in the relationship between a warehouse and a depositor of
goods. Storage agreements commonly establish the contractual relationship between warehouses and depositors who
have an on-going relationship. The storage agreement allows for the movement into and out of a warehouse without

17
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the necessity of issuing or amending a warehouse receipt upon each entry or exit of goods from the wareh ouse.

Cross References: Sections1-102, 7-103, 7-309 and $6-163 7-403.
Definitional Cross Referen ces:

"Goods". Section 7-102.
"Reasonable ime". Section 1-204.
"Sign". Section +=162 7-102.
"Term". Section 1-201.

"Value". Section 1-201.
"Warehouse receipt”. Section 1-201.
"Warehouseman". Section 7-102.

Reporter’s Note

Comments rewritten to reflect the discussions and suggestions of the Committee.

SECTION 7-205. TITLE UNDER WAREHOUSE RECEIPT DEFEATED IN
CERTAIN CASES. A buyer in ordinary courseof business of fungible goods sold and
delivered by awarehouse that is also in the business of buying and selling such goods takes the
goods free of any claim under a warehouse receipt even if the receipt is negotiable and has been
duly negotiated.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-205.
Changes: Changes for style only.
Pur poses:

1. Thetypical case covered by this section isthat of the warehouseman-dealer in grain, and the substantive
question at issue is whether in case the warehouseman becomes inlvent the receipt holdersshall be able to trace
and recover grain shipped to farmers and other purchasers from the elevator. T his was possible under the old acts,
although courts were eager to find estoppels to prevent it. The practical difficulty of tracing fungible grain means
that the preservation of this theoretical right adds little to the commercial acceptability of negotiable grain receipts,
which redly circulate on the credit of the warehouseman. Moreover, on default of the warehouseman, the recei pt
holders at least share in what grain remains, w hereas retaking the grain from a good faith cash purchaser reduces him
completely to the status of general creditor in a situation where there was very little he could do to guard against the
loss. Compare15 U.S.C. Section 714p, enacted in 1955.

2. This provision applies to both negotiable and nonnegotiable warehouse receipts. The concept of due
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negotiation is provided for in 7-501. The definition of “buyer in ordinary course” isin Article 1 and provides,
among other things, that a buyer must either have possession or aright to possession of the goods under Article 2 in
order to be abuyer in ordinary course. This section requires actual delivery of the fungible goods to the buyer in
ordinary course. Delivery requires voluntary transfer of control of the fungible goods to the buyer. This section is
not satigied by the delivery of the document of tittle to the buyer in ordinary course.

Cross References: Sections2-403 and 9-320.

Definitional Cross Referen ces:

"Buyer in ordinary course of business'. Section 1-201.
"Delivery". Section 1-201.

"Duly negotiate". Section 7-501.

"Fungible' goods. Section 1-201.

"Goods". Section 7-102.

"Value". Section 1-201.

"Warehouse receipt”. Section 1-201.
"Warehousemart". Section 7-102.

Reporter’s Note

Comment 2 is added for clarification in light of Committee discussions.

SECTION 7-206. TERMINATION OF STORAGE AT WAREHOUSE'SOPTION.

(&) A warehouse may, erretifytag by giving notice to the person on whose account the

goods are held and any other person known to claim an interest in the goods, require payment of
any charges and removal of the goods from the warehouse at the termination of the period of
storage fixed by the document of title, or, if aperiodis not fixed, within a gated period not less

than 30 days after the netifieation the warehouse gives notice. If the goods are not removed

before the date specified in the notification, the warehouse may sell them in accordance with
Section 7-210.

(b) If awarehouse in good fath believes that goods are about to deteriorate or declinein
value to less than the amount of its lien within the time provided in subsection (a) and Section 7-
210, the warehouse may specify in the notification any reasonable shorter time for removal of the
goods and, if the goods are not removed, may sell them at public sale hdd not less than one week

after asingl e advertisement or posting.
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(c) If, asaresult of aquality or condition of the goods of which the warehouse did not
have notice at thetime of deposit, thegoods are a hazard to other property or to the warehouse
facilities or to other persons, the warehouse may sell the goods at public or privae sale without
advertisement or posting on reasonable notification to all persons known to claim an interest in
the goods. If the warehouse, after a reasonable effort, isunable to sell the goods, it may dispose
of them in any lawful manner and does not incur liability by reason of that disposition.

(d) A warehouseshall deliver the goods to any person entitled to them under this article
upon due demand made at any time before sale or other disposition under this section.

(e) A warehouse may satisfy its lien from the proceeds of any sale or disposition under
this section but shall hold the balance for delivery on the demand of any person to which the

warehouse would have been bound to deliver the goods.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-206.
Changes: Changes to add clarity to the gatutory language and for gyle.
Purposes of Changes:

1. Most warehousing is for an indefinite term, the bailor being entitled to delivery on reasonable demand. It
is necessary to define the warehousefraft's power to terminate the bailment, since it would be commercially
intolerable to allow warehousesmer to order removal of the goods on short notice. The thirty day period provided
where the document does not carry its own period of termination corresponds to commercial practice of computing
rates on a monthly basis. The right to terminate under subsection (%a) includes aright to require payment of "any
charges", but does not depend on the existence of unpaid charges.

2. In permitting expeditious disposition of perishableand hazardous goods the pre-Code Uniform
Warehouse Receipts Act, Section 34, made no distinction between cases where the wareh ouserant knowingly
undertook to store such goods and cases where the good s were discovered to be of that character subsequent to
storage. The former situation presents no such emergency as justifies the summary power of removal and sale.
Subsections (2b) and (3c) distinguish between the two situations.

3. Protection of hislien isthe only interest which the warehousefraft has to justify summary sale of
perishable goods which are not hazardous. This same interest must be recognized when the stored goods, although

not perishable, decline in market value to a point which threatens the wareho useraft's security.

4. Theright to order removal of stored goodsis subject to provisionsof the public warehousinglaws of
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some states forbidding warehousesmen from discriminating among customers. Nor does the section relieve the
warehouserran of any obligation under the statelaws to secure the approval of a public official before disposing of
deteriorating goods. Such regulatory statutes and the regulations under them remain inforce and operative. Sections
7-103;16163.

Cross References: Sections7-103, 7-40316-163.

Definitional Cross Referen ces:
"Delivery'. Section 1-201.
“Document of title”. Section 1-102
"Good faith". Section 1-201.
"Goods". Section 7-102.
"Notice". Section 1-201.
"Notification". Section 1-201.
"Person". Section 1-201.
"Reasonable time". Section 1-204.
"Value". Section 1-201.
"Warehouseman". Section 7-102.

Reporter’s Note

Changes in subsection (a) to use defined term “ notice” in order to give clarity to the statutory language.
Stylistic changes in comments only.

SECTION 7-207. GOODS MUST BE KEPT SEPARATE; FUNGIBLE GOODS.

(8 Unlessthe warehouse receipt provides otherwise, a warehouse shall keep separate the
goods covered by each receipt so asto permit at all times identification and delivery of those
goods. However, different lots of fungible goods may be commingled.

(b) If different lots of fungible goods are comminged, the good are owned in common by
the persons entitled thereto and the warehouse is several ly liable to each owner for that owner's
share. If because of overissue amass of fungible goodsis insufficient to meet al the receipts the
warehouse has issued against it, the persons entitled include all holders to which overissued

receipts have been duly negotiated.

OFFICIAL COMMENT
Prior Uniform Statutory Providon: Section 7-207.

Changes: Changes for style only.
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Purposes of Changes:

No change of substance is made other than the explicit statement that holders to whom ov erissued receipts
have been duly negotiated shall share in a massof fungible goods. Where individual ownership interests are merged
into claims on a common fund, asis necessarily the case with fungible goods, there is no policy reason for
discriminating between successive purchasers of similar claims.

Definitional Cross References:
"Delivery". Section 1-201.
"Duly negotiate". Section 7-501.
"Fungiblegoods". Section 1-201.
"Goods". Section 7-102.
"Holder". Section 1-201.
"Person”. Section 1-201.

"Warehouse receipt". Section 1-201.
"Warehouseman". Section 7-102.

SECTION 7-208. ALTERED WAREHOUSE RECEIPTS. If ablank in anegotiable
tangible warehouse receipt has been filled in without authority, a good faith purchaser for value
and without notice of the lack of authority may treat the insertion as authorized. Any other
unauthorized alteration leaves any tangible or electronic receipt enforceable against the i ssuer

according to its original tenor.

OFFiciAL COMMENT
Prior Uniform Statutory Providon: Section 7-208.
Changes: To accommodate electronic documents of title.
Purpose:
1. The ex ecution of tangible warehouse receipts in blank is a dangerous practice. As between the issuer and
an innocent purchaser the risks should clearly fall on the former. The innocent purchaser must be in good faith to be

able to take advantage of this protection. Electronic documents of title should not be issued with any “blanks” and
thus this protection is not necessary in that context.

2. An unauthorized alteration whether made with or without fraudulent intent does not relieve the issuer of
hisits liability on the warehouse receipt as originally executed. The unauthorized alteration itself is of course
ineffective against the warehouseman. This rule applies to both tangible and electronic wareho use receipts.

Definitional Cross Refer en ces:

“Good faith”. Section 7-102.
"lIssuer". Section 7-102.
"Notice". Section 1-201 [1-202].
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"Purchaser". Section 1-201.
"Value". Section 1-201.
"Warehouse receipt". Section 1-201.

SECTION 7-209. LIEN OF WAREHOUSE.

(a) A warehouse has alien against the bailor on the goods covered by a warehouse receipt
or storage agreement or on the proceeds thereof in its possession for charges for storage or
transportation, including demurrage and terminal charges; insurance; labor; or ather charges
present or future, in relation to the goods; and for expenses necessary for preservation of the
goods or reasonably incurred in their sale pursuant to law. If the person on whose account the
goods are held is liable for ssimilar charges or expensesin relation to other goods whenever
deposited and it is stated in the warehouse receipt or storage agreement that alien is claimed for
charges and expenses in relation to other goods, the warehouse also has alien aganst the goods
covered by the warehouse receipt or storage agreement or on the proceeds thereof in its
possession for those charges and expenses, whether or not the other goods have been delivered
by the warehouse. However, as against a person to which a negotiable warehouse receipt is duly
negotiated, awarehouse’ s lien islimited to charges in an amount or at arate specified in the
warehouse receipt or if no charges are so specified then to a reasonable charge for storage of the
specific goods covered by the reca pt subsequent to thedate of the recept.

(b) The warehouse may also reserve a security interest under Article 9 against the bailor
for the maximum amourt specified on thereceipt for charges other thanthose specified in
subsection (@), such as for money advanced and interest. A security interest is governed by
Article 9.

(c) A warehouse's lien for charges and expenses under subsection (a) or a security interest
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under subsection (b) is also effective against any person that so entrusted the bailor with
possession of the goods that a pledge of them by the bailor to a good faith purchaser for value
would have been valid. However, the lien or security interest is not effective against a person
that before issuance of a negotiable document of title had alegal interest or a perfected security
interest in the goods and that did not:

(2) deliver or entrust the goods or ary a negotiable document covering the goods
to the bailor or the bailor’ s nominee with actual or apparent authority to ship, store or sell; or
with power to obtain delivery under Section 7-403; or with power of disposition under Sections
2-403, 2A-304(2), 2A-305(2) or 9-320 or other statute or rule of law; or

(2) acquiesce in the procurement by the bailor or its nominee of any a negotiable
document.

(d) A warehouse' s lien on household goods for charges and expenses in relation to the
goods under subsection (a) is also effective against all personsif the depositor was the legal
possessor of the goods at the time of deposit. In this subsection, “Household goods’ means
furniture, furnishings and personal effects used by the deposi tor in a dwel ling.

(e) A warehouse loses its lien on any goods which it voluntarily delivers or unjustifiably

refusesto deliver.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Sections7-209 and 7-503.

Changes: Expanded to recognize warehouse lien in storage agreements and against proceeds of the stored goods;
language brought into the subsection (c) from 7-503 to provide clarity.

Purposes of Changes:

1. Subsection (18) defines the warehouseman's statutory lien. A specific lien attaches automatically, as a
possessory lien without express notation on the reeept document with regard to goods stored under a non-negotiable
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document—reeeipt. That lien is limited to the usud charges arising out of a storage transaction.: By notation on the
document reeeipt-it can be made a generd lien extending to like charges in relation to other goods. The same rules
apply where the receipt is negotiable, except that as against a holder by due negotiation the lien is limited to the
amount or rate specified on the receipt for the specific lien or the general lien, or, if none is specified, to areasonable
charge for storage of the specific goods after the date of the receipt.

2. Subsection (2b) provides for a security interest based upon agreement. Such a security interest arises out
of relations between the parties other than bailment for storage or transp ortation, as where the bailee assumes therole
of financier or performs a manufacturing operation, extending credit in reliance upon the goods covered by the
receipt. Such a security interest is not a statutory lien. Compare Sections 9-109 and 9-333. Itisgovernedin all
respects by Article 9, except that subsection (2b) requires that the receipt specify a maximum amount and limits the
security interest to the amount specified. A warehouse could al take a security interest to secure its chargesfor
storage and the other expenses listed in subsection (a) to protect these claims upon the loss of the statutory
possessory warehouse lien under subsection (e).

3. Subsections (%a) and (2b) validate the lien and security interest "againg the bailor." Asagainst third
parties, subsection {3)tay (c)(1) continues the rule under the prior uniform statutory provision tha to validate the lien
the owner must have entruged the goods to thedepositor, and tha the circumstances must be such that a pledge by
the depositor to a good faith purchaser for value would have been valid. Thus the owner's interest will not be
subjected to alien or security interest arising out of a deposit of his goods by athief. The warehouserrrart may be
protected becau se of the actual, implied or apparent authority of the depositor, because of a Factor's Act, or because
of other circumstances which would protect a bona fide pledgee, unless those circumstances are denied effect under
Section 7-503. Subsection (c) first sentence. See example 10 in comment 4.

Wher e the third party is the holder of a security interest, obtained prior to the issuance of a negotiable
warehouse receipt, the rights of the warehouseman depend on the priority given to a hypothetical bona fide pledgee
by Article 9, particularly Section 9-322. Thus the special priority granted to statutory liens by Section 9-333 does
not apply to liens under subsection (%a) of this section, since subsection (3c) second sentence"expressly provides
otherwise" within the meaning of Section 9-333._See example 11 in comment 4.

Subsection (c) addresses situations in which the legal interest or security interest against the goods arose
prior to the goods being deposited with the warehouse. If the opposite is factually true — i.e. the goods are deposited
prior to the legal interest or the security interest arising --, the warehouselien is apossessory statutory lien that
trumps the later legal interest or security interest for either non-negotiable or negotiable documents. Sections 9-
312(c)& (d), 9-333 and example 8 of comment 4. Cf. also 9-331.

As to household goods, however, subsection 3}{h} (c)(2) makes the warehousear's lien "for charges and
expenses in relation to the goods" effective against all persons if the depositor was the legal possessor. The purpose
of the exception is to permit the wareh ousemas to accept household goods for storage in le reliance on theval ue of

the goods themselves, especially in situations of family emergency. {Fhisparagraph-was-amended-n-19661-

possessory lien in favor of the warehouse on the goods stored with the warehouse or on the proceeds of the goods.

The warehouse loses its lien if it loses possession of the goods or the proceeds. This section also containsseveral
priority rules about the priority of the lien as against other persons. The following examplesiillustrate those priority
rules.

Example 1: Bailor stored goods with a warehouse and the warehouse issued a warehouse receipt. A lien
against those goods arose as setforth in subsection (a), the firg sentence, for the charges for storage and the other
expenses of those goods. The warehouse may enforce its lien under Section 7-210 as against the bailor. Whether the
warehouse receipt is negotiable or honnegotiable is not important to the warehouse’'s rightsas against the bailor.

Example 2: Bailor stored goods (lot A) with awarehouse and the warehouse issued a warehouse receipt for
those goods. In the warehouse receipt it isstated that the warehouse will also have alien on goods covered by the
warehouse receipt for storage charges and the other expenses for any other goods that are stored with the warehouse
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by the bailor. The statement about the lien on other goods does not specify an amount or a rate. Bailor then stored
other goods (lot B) with the warehouse. Under subsection (a), second sentence, the warehouse has alien on the
goodsin lot A forthe storage charges and the other expenses for the goods in lot B. Thatlien is enforceable as
against the bailor regardless of whether the receipt is negotiable or nonnegotiable.

Example 3: Same facts as Example 1 except that the warehouse receipt is negotiable and has been duly
negotiated (Section 7-501) to a person other than the bailor. Under the last sentence of subsection (a), the warehouse
may enforce its lien againg the bailor’s goods stored in the warehouse as against the person’s rightsunder the
negotiable warehouse receipt. Section 7-502. That lien is limited to the charges or rates specified in the receipt or a
reasonable charge for storage as stated in the last sentence of subsection (a).

Example 4: Same facts as Example 2 except that the warehouse receipt is negotiable and has been duly
negotiated (Section 7-501) to aperson other than the bailor. Under thelast sentence of subsection (a), the lien on lot
A goods for the storage charges and the other expenses for lot B goods is not enforceable as against the person to
whom the receipt has been duly negotiated. Without a statement of a gpecified amount or rate for the general lien,
the warehouse’'s general lien disappears as against the person to whom the negotiable document has been duly
negotiated.

Example 5. Same facts as Examples 2 and 4 except the warehouse had stated on the negotiable warehouse
receipt a specified amount or rate for the general lien on other goods (ot B). Under the last sentence of subsection
(a), the gereral lienon lot A goods for the storage charges and the other expenses for |ot B goods is enforceable as
against the person to whom the receipt has been duly negotiated.

Example 6: Bailor stores goods with a warehouse and the warehouse issues a warehouse receipt that states
that the warehouse is taking a security interest in the bailed goods for charges of storage expenses , for money
advanced, for manufacturing services rendered, and all other obligations that the bailor may owe the warehouse.
That is asecurity interest covered in all respects by Article 9. Subsection (b). As allowed by this section, a
warehouse may rely upon its statutory possessory lien to protect its charges for storage and the other expenses related
to storage. For those storage charges covered by the statutory possessory lien, the warehouse is not required to us a
security interest under subsection (b).

Example 7: B ailor stores goods with a wareho use and the warehouse issues a nonnegotiable wareh ouse
receipt that also claimsa general lien. A lien on the bailed goods for the charges for gorage and the other expenses
of the goods arises under subsection (a). Bailor notifies the warehouse that the goods have been sold to Buyer and
the bailee acknowledges that fact to the B uyer. Section 2-503. T he warehouse lien for storage of those goods is
effective against Buyer for both the specific lien and the general lien.. Section 7-504.

Example 8: B ailor stores goods with a wareho use and the warehouse issues a nonnegotiable warehouse
receipt. A lien on the bailed goods for the charges for storage and the other expenses arises under subsection (a).
Bailor grants a security interest to a SP who properly perfects a security interest in the goods after the goods are
already in the possession of the warehouse. See Revised 9-312(d). The warehouse lien issuperior in priority over
SP’s security interest. Revised 9-333.

Example 9: Bailor _stores goods with a warehouse and the wareho use issues a neg otiable warehouse receipt.
A lien on the bailed goods for the chargesfor storage and the other expenses arises under subsection (a). Bailor
gives a security interest in the negotiable document to SP. SP properly perfectsits interest in the negotiable
document by filing or by taking possession through a ‘due negotiation.” Revised 9-312(c). Given that SP’s security
interest would be subordinate to the lienin the event of “due negotiation” of the negotiable document to SP
(subsection (a) last sentence), perfection by filing after the goods were in the possession of the warehouse should not
give adifferent result. Revised 9-331(a) does not provide a different result and is compatible with Section 7-209 and
this example 9.

Example 10: Bailor gives a perfected security interestin goods to SP prior to storage of the goods with a
warehouse. Bailor then stores goods with a warehouse and the warehouse issues a nonnegoti abl e warehouse recei pt
for thegoods. A lien on the baled goodsfor the charges for storage and the other expenses arises under subsection
(a). _Under subsection (c), first sentence, the lien is effective as againg SP only if SP so entrusted Bailor with the
goods so that the Bailor could have made an effective pledge of them to a good fath purchaser for value. On that
point, s2e Revised 9-401, which allows asecurity interest to be effective even if the security agreement forbids
further encumbrances. A secured party may be a good faith purchaser for value.

Example 11: Same as Example 10, except that the warehouse issues a negotiable warehouse receipt. In
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order for the warehouse lien to be effective against the SP that took a security interest in the goods prior to the
bailment, the court must find that the SP delivered or entrusted the goods as provided in subsection (c)(1) or
acquiesced in the procurement of the document as provided in subsection (c)(2).

Example 12: Sheriff who had lawfully repossessed household goods in an eviction action stored the goods
with awarehouse. A lien on the bailed goods arises under subsection (a). The lien is effective as against the owner

of the goods. Subsection (d).

5. Where goods have been stored under a non-negotiable warehouse receipt and are sold by the per son to
whom the receipt has been issued, frequently the goods are not withdrawn by the new owner. The obligations of the
seller of the goods in this situation are set forth in Section 2-503(4) on tender of delivery and include procurement of
an acknowledgment by the bailee of the buyer'sright to possession of the goods. If a new receipt is requested, such
an acknowledgment can be withheld until storage chargeshave been paid or provided for. The statutory lien for
charges on the goods sold, granted by the first sentence of subsection (%a), continues valid unless the bailee gives it
up. See Section 7-403. But once a new receipt isissued to the buyer, the buyer becomes "the person on whose
account the goods are held" under the second sentence of subsection (%a); unless kethe buyer undertakes liability for
charges in relation to other goods stored by the sdler, thereis no general lien aga ng the buyer for such charges. Of
course, the bailee may preserve the general lien in such a case either by an arrangement by which the buyer "isliable
for" such charges, or by reserving a security interest under subsection (2b).

6. A possessory warehouse lien attaches automatically if the parties to the bailment have a storage
agreement. In the modern warehouse, the bailor and the bailee may enter into a master contract governing the
bailment with the bailee and bailor keepingtrack of the goods gored pursuant to the master contract by notation on
their respective books and records and the parties send notification via electronic communication as to what goods
are covered by the mager contract. Warehouse receipts are not issued. See Comment 4 to Section 7-204.

7. As apossessory lien, the warehouse lien arises automatically when the parties have a contractual
document of title for storage. Failure to have the requirements for the form of a warehouse receipt (Section 7-202)
should not deprive the warehouse of the possessory warehouse lien.

8. Modern warehousing often involves more than passive stor age of goods. Warehouses may break bulk
and repackage goods prior to redelivering to the bailor. Activities reasonably incidental to the bailmert, such as
breaking bulk and rep ackaging, are storage charges covered by the warehouse lien. By contrast, if the warehouse
engages in activitiesto add value to the stored goods, such as refining or processing, these refining and processing
charges are not storage charges for a warehouse lien. As to these v alue-added activities, a war ehouse must protect its
charges by other lawful meanswhich usually means a security interest under subsection (b) or under Article 9

directly.

9. The language of Section 7-503 is brought into subsection (c) for purposes of clarity. T he comments to
Section 7-503 are helpful in interpreting delivery, entrustment or acquiescence, In interpreting subsection (c), it is
helpful to remember that a warehouse lien is a possessory lien that arises automatically when adocument of title for
storage exists for the bailment.

Cross References:

Point 2: Sections9-109 and 9-333.

Point 3: Sections7-503,9-312, 9-322, 9-331, and 9-333.

Point 4: Section 463 2-503, 7-501, 7-502, 7-504, 9-312, 9-331, 9-333, 9-401.
Point 5: Section 2-503.

Point 6: Section 7-204.

Point 7: Section 7-202.

Point 9: Section 7-503.

Definitional Cross Refer en ces:
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"Deliver". Section 1-201.
“Document of Title”. Section 1-201
"Goods". Section 7-102.

"Money". Section 1-201.

"Person". Section 1-201.
"Purchaser". Section 1-201.
"Right". Section 1-201.

"Security interest”. Section 1-201.
"Value". Section 1-201.
"Warehouse receipt". Section 1-201.
"Warehouseman". Section 7-102.

Reporter’s Note

The word “ specific” isproposed as a changeto the last sentence of subsection (a) to clarify what has
apparently always been meant and to clarify the examplesset forth in thecomments. The word came from the
original comment 1.

The comments are expanded to give guidance in comment 4 through examples about priority disputes
between warehouse liens and warehou se security interests as against competing third parties. For similar reasons,
comment 3 is expanded and broken into several paragraphs. Asrewritten, comment 3 doesnot change prior law
but clarifies the prior law as applied to the examplesin comment 4. The comments also st forth the suggestions for
comments made by the Committee during the discussions of this section.

In Sections 7-209 and 7-503, the word “ negotiable’ had been reinserted and Section 7-209(c) has been
clarified to parallel Section 7-503. Seethe Reporter’s Note to Section 7-503.

Query: At thefirst reading in Tucson, a commissioner raised the question about how large the warehouse
lien could become and inquired whether a limit for the amount. Another commissioner queried whether warehouse
liens could be considered unconscionable in light of ther automatic existence and potential size. What is the
Committee’s desired response to these commissioner questions?

SECTION 7-210. ENFORCEMENT OF WAREHOUSE'SLIEN.

(a) Except as otherwise provided in subsection (b), a warehouse' s lien may beenforced
by public or private sale of the goodsin bulk or in packages, & any time or place and on any
terms that are commercially reasonable, after notifying all persons known to claim an interest in
the goods. The notification must include a statement of the amount due, the nature of the
proposed sale, and the time and place of any public sale. The fad that a better price could have
been obtained by a sale at adifferent time or in a different method from that selected by the
warehouse is not of itself sufficient to establish that the sale was not made in acommercidly
reasonable manner. If the warehouse (i) sells the goods in the usud manner in any recognized

market therefor, (ii) sells at the price current in that market at the time of the sale, or (iii) has
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otherwise sold in conformity with commercially reasonable practices among dealersin the type
of goods sold, the warehouse has sold in acommercially reasonable manner. A sale of more
goods than apparently necessary to be offered to ensure satisfaction of the obligation is not
commercialy reasonable, except in cases covered by the preceding sentence.
(b) A warehouse's lien on goods, other than goods stored by a merchant in the course of

its business, may be enforced only if the following requirements are satisfied:

(1) All persons known to claim an interest in the goods must be notified.

(2) The notification must include an itemized statement of the claim, a description
of the goods subject to the lien, ademand for payment within a specified time not less than 10
days after receipt of the natification, and aconspicuous statement that unless theclaim is paid

within that time the goods will be advertised for sale and sold by auction at a specified time and

place.

(3) The sale must conform to the terms of the notification.

(4) The sale must [should] be held at the nearest suitable place to where the goods
are held or stored.

(5) After the expiration of the time given in the notification, an advertisement of
the sale must be published once a week for two weeks consecutively in a newvspaper of general
circulation where the saleisto be held. The advertisement must include a description of the
goods, the name of the person on whose account the goods are being held, and thetime and place
of the sale. The sale must take place at least 15 days after thefirst publication. If thereisno
newspaper of general circulation where the sale is to be held, the advertisement must be posted at

least 10 days before the sale in not less than six conspicuous places in the neighborhood of the
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proposed sale.

(c) Before any sale pursuant to this section, any person claiming aright in the goods may
pay the amount necessary to saisfy the lien and the reasonable expenses incurred in complying
with this section. In that event, the goods may not be sold, but must be retained by the
warehouse subject to the terms of the receipt and this article.

(d) A warehouse may buy at any public sale held pursuant to this section.

(e) A purchaser in good faith of goods sold to enforce a warehouses lien takes the goods
free of any rights of persons aganst which the lien was valid, despite the warehouse's
noncompliance with this section.

(f) A warehouse may satisfy its lien from the proceeds of any sale pursuant to this section
but shall hold the bdance, if any, for delivery on demand to any person to which thewarehouse
would have been bound to deliver thegoods.

(g9) The rights provided by this section are inaddition to al other rights allowed by law to
acreditor against a debtor.

(h) If alien ison goods stored by a merchant in the course of its business, the lien may be
enforced in accordance with either subsection (a) or (b).

(i) A warehouseis liable for damages caused by failure to comply with the requirements

for sale under this section and, in case of willful violation, is liable for conversion.

OFFICIAL COMMENT
Prior Uniform Statutory Providon: Section 7-210.
Changes: Update to accommodate electronic commerce; other changes are stylistic.
Purposes of Changes:

1. Subsection (#a) makes "commercial reasonableness" the standard for foreclosure proceedings in all cases
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except non-commercial storage with a warehousemrar. The latter category embraces principally storage of household
goods by prlvate owners; and for such cases the detalled provisions as to notification, publication and public sale;

- e S Aet; are retated in subsection (2b). The swifter, more
flexible procedure of subsection (%a) is appropriate to commercial storage Compare seller's power of resale on
breach by buyer under the provisions of the Article on Sales (Section 2-706).

2. The provisions of subsections (4d) and (5e) permitting the bailee to bid at public sales and confirming the
title of purchasers at foreclosure sales are designed to secure more bidding and better prices.

3. With respect to subsections (c) and (f), warehouses may have recourse to Section 7-603 for an
interpleader action in appropriate circumstances.

4, If awarehouse has both a warehouse lien and a security interest through Section 7-209, the wareh ouse
may enforce both the lien and the security interest simultaneoudy by usng the proceduresof Article 9. Section 7-
210 adopts as its touchstone “commercial reasonableness” for the enforcement of a warehouse lien. Following the
procedures of Article 9 satisfies “commercial reasonableness.”

Cross Reference: Sections2-706, 7-403, 7-603 and Part 6 of Article 9.
Definitional Cross Referen ces:

"Bill of lading". Section 1-201.
"Conspicuous'. Section 1-201.
"Creditor". Section 1-201.
"Delivery'. Section 1-201.
“Document of Title”. Section 1-201.
"Good faith". Section +=26% 7-102.
"Goods". Section 7-102.
"Notification". Section 1-201.
"Notifies". Section 1-201.
"Person". Section 1-201.
"Purchaser”. Section 1-201.
"Rights". Section 1-201.

"Term". Section 1-201.
"Warehouseman". Section 7-102.

Reporter’s Note

The bracketed word “ should” in subsection (b)(4) is suggeged in response to the commissioner from
Alaska who asked about the geographical requirements for sale and posting of notice in subsection(b)(4)&(5).
Moreover, by allowing flexibility as to the geographical location for the sale, Section 7-210 becomes more
compatible with the enforcement provisions of Part 6 of Article 9. This compatibility becomes important for
comment 4.

Comment 3 added in response to Committee request.

Queries: Should subsection (e) read “ A purchaser for value...” ? The same issue arisesin Section 7-308.
A commissioner inquired about putting the check in the mail, as opposed to holding the balance for delivery. See
Comment 3. A commissioner inquired about subsection (b)(5) and advertising in trade publicationsand on the
Internet. What response does the Committee desire to give to these questions from Commissioners?

PART 3
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BILLSOF LADING: SPECIAL PROVISIONS

SECTION 7-301. LIABILITY FOR NONRECEIPT OR MISDESCRIPTION;
"SAID TO CONTAIN"; "SHIPPER'SLOAD AND COUNT"; IMPROPER HANDLING.

(a) A consignee of anonnegotiable bill of lading which has given vdue in good faith, or a
holder to which a negotiable bill has been duly negotiated, relying upon the description of the
goodsin the bill or upon the date shown in the bill, may recover from the issuer damages caused
by the misdating of the bill or the nonreceipt or misdescription of the goods, except to the extent
that the document of title indicates that the issuer does not know whether any part or all of the
goods in fact were received or conform to the description, such asin a case in which the
description isin terms of marks or labels or kind, quantity, or condition or the receipt or
description is qudified by "contents or condition of contents of packages unknown”, "said to

contain”, "shipper's weight, load and count" or thetike words of similar import, if that indication

istrue.

(b) If goods are loaded by the issuer of the bill of lading, the issuer must count the
packages of goods if shipped in packages and ascertain the kind and quantity if shipped in bulk
and words such as "shipper's weight, load and count” or other words of similar import indicating
that the description was made by the shipper are ineffective except as to goods concealed by
packages.

(c) If bulk goods are loaded by a shipper that makes available to the issuer of the bill of
lading adequate facilities for weighing those goods, the issuer must ascertain the kind and
quantity within areasonable time af ter receiving the shipper’ srequest in arecord to do so. In

that case, "shipper's weight" or other words of similar import are ineffective.
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(d) The issuer, may by including in the bill of lading the words " shipper's weight, load
and count" or other words of similar import, may indicate that the goods were loaded by the
shipper, and if that statement is true the issuer is not liable for damages caused by theimproper
loading. However, their omission does not imply liability for damages caused by improper
loading.

(e) A shipper guarantees to the issuer the accuracy at the time of shipment of the
description, marks, labels, number, kind, quantity, condition and weight, as furnished by the
shipper and the shipper shall indemnify the issuer against damage caused by inaccuracies in those
particulars. Thisright of the issuer to that indemnity does not limit its responsibility and liability

under the contract of carriage to any person other than the shipper.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-301.
Changes: Changes for clarity, style and to recognize deregulation in the transportation industry.
Purposes of Changes:

1. The provision as to misdating in subsection (¥a) conforms to the policy of the amendment to the Federal
Bills of Lading Act by 44 Stat. 1450 (1927), as amended 49 U.S.C. Section 102, after the holding in Browne v.
Union Pac. R. Co., 113 Kan. 726, 216 P. 299 (1923), afirmed on other grounds 267 U.S. 255, 45 S.Ct. 315, 69
L.Ed. 601 (1925). Subsections (2b) and (3¢) conform to the policy of the Federal Bills of LadingAct, 49U.S.C.
Sections 100, 101, and the lawsof several dates. See, e.g., N.Y.PersProp.Law Section 209; Report of N.Y.Law
Revision Commission, N.Y.Leg.Doc. (1941) No. 65(F).

2. The language of the etdpre-Code Uniform Bills of Lading Act suggested that a carrier is ordinarily liable
for damage caused by improper loading, but may relieve himself of liability by disclosng on the bill that shipper
actually loaded. A more accurde statement of the law is that the carrier isnot liable for losses caused by act or
default of the shipper, which would include improper loading. Theretswas some question whether under presentpre-
Code law acarrier iswas liable evento agood faith purchaser of anegotiable bill for such losses, if the shi pper's
faulty loading in fact caused the loss. tttsthis-doeubtfuttabitty-whichsSubsection (4d) permits the carrier to bar, by
disclosure of shipper's loading, liability to a good faith purchaser.. There is no implication that decisions such as
Modern Tool Corp. v. Pennsylvania R. Co., 100 F.Supp. 595 (D.N.J.1951), are disgpproved.

3. This section is a simptifiedrestatement of existing law as to the method by w hich a bailee may avoid
responsibility for the accuracy of descriptions which are made by or in reliance upon information furnished by the
depositor or shipper. The wording in thissection —“contents or condition of contents of packages unknown’ or
“shipper’'s weight, load and count” — to indicate that the shipper loaded the goodsor that the carrier does not know
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the description, condition, or contents of the loaded packages continuesto be appropriate as commonly understood
in the transportation industry. The reasons for this wording are as important in 2002 as when the prior sction
initially was approved. Theissuer isliable on documentsissued by an agent, contrary to instructions of his
principal, without receiving goods. No disclaimer of this liability is permitted since it is not a matter either of the
care of the goods or their description.

4. The shipper's erroneous report to the carrier concerning the goods may cause damage to the carrier.
Subsection (5€) therefore provides ap propriate indemnity.

5. The word “freight” in theprior uniform section has been changed to goods to conform to international
and domestic land transport usage in which “freight” means the price paid for carriage of the goods and not the
goods themselves. Hence, changing the word “freight” to the word “goods’ is a clarifying change that fits both
international and domestic practice.

Cross References: Sections7-203, antt 7-309 and 7-501.

Definitional Cross Referen ces:
"Bill of lading". Section 1-201.
"Consignee". Section 7-102.
“Document of Title”. Section 1-201.
"Duly negotiate". Section 7-501.
"Good faith". Section 1-201.
"Goods". Section 7-102.

"Holder". Section 1-201.

"lssuer". Section 7-102.

"Notice". Section 1-201.

"Party". Section 1-201.
"Purchaser." Section 1-201.
"Receipt of Goods". Section 2-103.
"Value". Section 1-201.

Reporter’s Note

Change to subsection (a) to conform to correct style as already done in Section 7-203. Changes to
subsection (d) are for purposes of clarity.

Comments 3 and 5 have been amended to reflect discussions during Committee deliberations. The
Reporter will recheck the cited cases and statutesin comments 1 & 2 to insure that these citations remain accurate.
The substance in comments 1 & 2 is correct.

SECTION 7-302. THROUGH BILLS OF LADING AND SIMILAR DOCUMENTS
OFTITLE.

(a) Theissuer of athrough bill of lading or other document of title embodying an
undertaking to be performed in pat by a person acting asits agent or by a performing carrier is

liable to any person entitled to recover on the document for any breach by the other person or the
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performing carier of its obligation under the document. However, to the extent that thebill
covers an undertaking to be performed overseas or in territory not contiguous to the continental
United States or an undertaking including matters other than transportation, thisliability for

breach by the other person or the performing carrier may be varied by agreement of the parties.

(b) If goods covered by a through bill of lading or other document of title embodying an

undertaking to be performed in part by a person ether-than-thetssder acting as the issuer’ s agent

or by aperforming carrier are received by that person, the person is sulject, with resped to its

own performance while the goods are in its possession, to the obligation of theissuer. The
person’s obligation is discharged by delivery of the goods to another person pursuant to the
document and does not include liability for breach by any other person or by the issuer.

(c) Theissuer of athrough bill of lading or other document of title described in
subsection (@) is entitled to recover from the performing carrier or other person in possession of
the goods when the breach of the obligation under the document occurred, the amount it may be
required to pay to any person entitled to recover on the document therefor, as may be evidenced
by any receipt, judgment, or transcript thereof, and theamount of any expense reasonably
incurred by the issuer in defending any action commenced by any pe'son entitled to recover on

the document therefor.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: 7-302.
Changes: To conform to current terminology and for style.
Pur poses:
1. The purpose of this section is to subject the initial carrier under a through bill to suit for breach of the

contract of carriage by any eenneetiigperforming carrier and to make it clear that any such eenneettagperforming
carrier holds the goods on terms which are defined by the document of title even though such eefinectirgperforming
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carrier did not issue thedocument. Since the eenreetingperforming carrier does hold on the terms of the do cument,
it must honor a proper demand for delivery or adiversion order just as the original bailee would have to. Similarly it
has the benefits of the excuses for nondelivery and limitationsof liability provided for the original bailee who issued
the bill. Unlike the original bailee-issuer, the eennectingperforming carrier's reponsibility is limited to the period
while the goods are in its possession. The section tspatterned-generathy-after-the-tnterstate-CommerceActbut does

not impose any obligation to issue through bills.

2. The reference to documents other than through bills look s to the possibility that multi-purpose documents
may come into use, e.g., combination w arehouse receipts and bills of lading. As electronic documents totitle come
into common usage, storage documents (e.g. warehouse receipts) and transportation documents (e.g. bills of lading)
may merge ssamlessly into one electronic document that can serve both the storage and transportation ssgments of
the movement of goods.

— 4 Under Subsection (%a) the issuer of athroughbill of lading may become liable for the fault of another
person. Subsection (3c) gives it the issuer appropriate rights of recourse.

4. Theword “performing” is substituted for the word “connecting” to confor m the terminology of this
section with terminology used in recent UN CITRAL and OAS proposals concerning transportation and through bills
of lading.. Performing carriers and connecting carriers are considered to be synonymous terminology.

5. Despite the broad language of subsection (a), Section 7-302 is subject to preemption by federal laws and
treaties. Section 7-103. The precise scope of federal preemption in the transportation sector is a guestion beyond
the competence of Article 7.

Cross reference: Section 7-103

Definitional Cross Referen ces:

"Agreement". Section 1-201.
"Bailee". Section 7-102.

"Bill of lading". Section 1-201.
"Delivery'. Section 1-201.
“Document of Title”. Section 1-201.
"Goods". Section 7-102.

"Issuer". Section 7-102.

"Party". Section 1-201.

"Person". Section 1-201.

Reporter’s Note
Textual changes to subsection (a) are to clarify that the liability of this section is about the liability of the

issuer for the actions of others (agents and performing carriers), not the limitation of liability for the amount of
damages. Textual changes in subsection (b) are to awid ambiguity as to whom the section refers by paralleling
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subsection (a) language The additions to the comments reflect Committee discussions. Comment 3 is deleted as
incorrect and in conflict with the languag e of subsection(b).

Query: Under 49 U.S.C. § 14706(a)(1), in road transportation, the delivering carrier has liability
equivalentto the issuer for the actions of issuer’ sagents and theperforming carriers. Asdrafted, subsection (b)
holds the ddivering carriers only liable for its own conduct andits own agents’ conduct. Despite its broad
terminology in subsection (a), Section 7-302 only applies to intrastateroad transportation and a person claiming
damages would be able to sue the issuer in that state. Federal law contemplatesthat a person suing for damages
could sue the delivering carrier (the local carrier in many instances) under the through bill of lading. Under
federal law, the delivering carrier would then have to seek recourse against other persons (who may be far away)
involved in the trangportation. Should Section 7-302(b) be changed to reflectthe federal law?

Query: Under 49 U.SC. 88§ 14101 and 14706(c), in road transportation, the Carmack Amendment (as
amended in 1996) allows the contracting carrier to reach agreement with the shipper to limit is liability to only the
time the goods are in the possession of the contracting carrier. Subsection (a), based on current Section 7-302,
does not allow the contracting carrier to disclaim liability for the acts of performing carriersas independent
contractors. Should Section 7-302(a) be changed to reflect the current federal law?

SECTION 7-303. DIVERSION; RECONSIGNMENT; CHANGE OF
INSTRUCTIONS.

(a) Unless the hill of lading otherwise provides, a carrier may deliver the goodsto a
person or destination other than tha stated in the bill or may otherwise dispose of the goods,
without liability for misdelivery, on instructions from:

(1) the holder of a negotiable hill;

(2) the consignor on a nonnegotiable bill even if the consignee has given contrary
instructions;

(3) the consignee on a nonnegotiable bill in the absence of contrary instructions
from the consignor, if the goods have arrived at the billed destination or if the consigneeisin
possession of the tangible bill or in control of the electronic bill; or

(4) the consignee on a nonnegotiable bill, if the consignee is entitled as against the
consignor to dispose of the goods.

(b) Unlessinstructions described in subsection (a) are included in a negotiable bill of

lading, a person to which the bill is duly negotiated may hold the bailee according to the original
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terms.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-303.
Changes: To accommodate electronic documents and for style.
Pur poses:
1. Fheotd-Actseontarrednoreferenceto Ddiversion; is avery common commercial practice which defeats
delivery to the consignee originally named in a bill of lading. Under pre-Code law, tFhe carrier wasprotected under

the heading of "justified delivery" if the substituted con5|gnee who received deli |very was"a person Iawfully entitled
to possessmn of the goods " Cf. subsection (-]:g)(d_) 3 H

2 3 M 3 gheebtyer: The carrier is plainly not in a
posm onto deC|de stehatestrons whether a consignee who received d eI ivery was “aperson lawfully entitled to
possession of the goods” when directed by the person with whom it has contracted for transportation to change the
destination of the goods in transit. This section continues the prior section’s safe harbor rules for carriersin
situations involving diversion. This section works compatibly with Section 2-705. Carriers may asa business matter
be willing to accept instructions from consignees in which caseastnderthe-oteuntformacts; the carrier will be
liable for misdelivery if the consignee was not the owner or otherwise empowered to dispose of the goods under
subsection (a)(4). The section imposes no duty on cariersto undertake diversion:._The carrier it is of course subject
to the provisions of filed tariffs. Section 7-103.

2. It should be noted that the section providesonly an immunity for carriers against liability for
"misdelivery." It does not, for example, defeat the title to the goods which the conggnee-buyer may have acquired
from the consignor-seller upon delivery of the goods to the carrier under a non- negotiable bill of lading. Thusif the
carrier, upon ingructions from the consignor, returns the goods to him, the consignee may recover the goods from
the consignor or his insolvent estate. However, under certain circumgances, the consignee'stitle may be defeated by
diversion of the goods in transit to a different consignee. The sale relationship between the consignor-seller and the
consignee-buyer is an Article 2 matter.

Cross References:

Point 1: Sections2-705 and 7-103.
Point 2: Article 2, Sections 7-403 and 7-504(3).

Definitional Cross Refer en ces:

"Bailee". Section 7-102.
"Bill of lading". Section 1-201.
“Carrier’. Section 7-102
"Consignee". Section 7-102.
"Consignor". Section 7-102.
"Delivery". Section 1-201.
"Goods". Section 7-102.
"Holder". Section 1-201.
"Notice". Section 1-201.
"Person”. Section 1-201.
"Purchaser”. Section 1-201.
"Term". Section 1-201.
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Reporter’s Note

Comments are updated to reflect Committee discussions.

SECTION 7-304. TANGIBLE BILLSOF LADING IN A SET.

(a) Except as customary in international transportation, atangible bill of 1ading may not
beissued in aset of parts. Theissuer isliable for damages caused by violation of this subsection.

(b) If atangible bill of lading is lawfully issued in a set of parts, each of which contains
an identification code and is expressed to be valid only if the goods have not been delivered
against any other part, the whole of the parts constitutes one bill.

(c) If atangible negotiable bill of lading is lawfully issued in a set of parts and different
parts are negotiated to different persons, the title of the holder to which the first due negotiation
ismade prevails as to both the document of title and the goods even if any later holder may have
received the goods from the carrier in good faith and discharged the carrier's obligation by
surrenderingits part.

(d) A person that negotiates or transfers a single part of atangble bill of ladingissued in
asetisliableto holders of that part asif it were the whole set.

(e) The bailee is obliged to deliver in accordance with Part 4 of this article aganst the
first presented part of atangible bill of lading lawfully issued in aset. Ddivery in this manner

discharges the bail ee's obligation on the whole hill.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-304.
Changes: To limit billsin a set to tangible bills of lading and to use terminology more consistent with modern usage.
Purposes of Changes:

1. Tangible bills of lading in a set are still used in some nations in international trade. Conseguently, a
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tangible bill of lading part of a set could be at issue in alawsuit that might comewithin Article 7. The statement of
the legal effect of alawfully issued set is in accord with existing commercial law relating to maritime and other
overseas international tangible bills of lading. Thislaw has been codified in the Hague and Warsaw Conventions
and in the Carriage of Goods by Sea Act, the provisions of which would ordinarily govern in situations w here bills in
a set are recognized by this Article. Tangible billsof lading in a set are prohibited in domestic trade.

2. Electronic bills of lading in domestic or international trade will not be issued in a set given the
requirements of control necessary to deliver the bill to another person. An electronicbill of lading must be a single,
authoritative copy — sometimescalled the guarantee of singularity. Section 7-106. Hence, this section differentiates
between electronic bills of lading and tangible bills of lading. This section does not prohibit electronic data
messages about goods in transit because these electronic data messages are not the issued bill of lading. Electronic
data messages contan information for the carrier’s management and handling of thecargo but this information for
the carrier’s use isnot the issued bill of lading.

Cross Reference: Section 48-463 7-103, 7-303 and 7-106.

Definitional Cross Refer en ces:

"Bailee". Section 7-102.

"Bill of lading". Section 1-2017-162.
"Delivery'. Section 1-201.
“Document of Title”. Section 1-201.
"Duly negotiate". Section 7-501.
"Good faith". Section 1-201.
"Goods". Section 7-102.

"Holder". Section 1-201.

"lssuer". Section 7-102.

"Person". Section 1-201.

"Receipt of goods". Section 2-103.

Reporter’s Note

Changes to comments reflect Committee discussions.

SECTION 7-305. DESTINATION BILLS.

(a) Instead of issuing abill of lading to the consignor at the place of shipment, acarrier
may, at the request of the consignor, procure the bill to be issued at destination or at any other
place designaed in the request.

(b) Upon request of any person entitled as against a carrier to control the goods whilein
transit and on surrender of possession or control of any outstanding bill of lading or other receipt

covering the goods, the issuer may, subject to Section 7-105, procurea substitute bill to be issued
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at any place designated inthe request.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: 7-305.
Changes: To accommodate electronic bills of lading and for style.
Pur poses:

1. Thisproposalis designed to fecilitate the use of order bills in connection with fagt shipments. Use of
order bills on high speed shipments is impeded by the fact that the goods may arrive at destination before the
documents, so that no one is ready to take delivery from the carrier. Thisis egecially inconvenient for carriers by
truck and air, who do not have terminal facilities where shipments can be held to await consignee's appearance.
Order bills would be useful to take advantage of bank collection. This may be preferableto C.O.D. shipment in
which the carrier, e.g. atruck driver, is the collecting and remitting agent. Financing of shipments under this plan
would be handled as follows: seller at San Francisco delivers the goods to an airline with instructions to issue a bill
in New Y ork to anamed bank. Seller receives a receipt embodying this undertaking to issue a destination bill.
Airline wires itsNew Y ork freight agent to issue the bill as instructed by the seller. Seller wires the New Y ork bank a
draft on buyer. New York bank indorses the bill to buyer when the buyer ke honors the draft. Normally seller would
act through its ks own bank in San Francisco, which would extend ki credit in reliance on the airline's contract to
deliver abill to the order of its New York correspondent. T his section is entirely permissive; it imposes no duty to
issue such bills. Whether acoennreeting performing carrier will act as issuing agentis leftto agreement between
carriers.

2. In subsection (b) if the substitute bill changes mediums, the issuance must comply with section 7-105 to
give the substitute bill validity and effect.

Cross Reference: Section 7-105.

Definitional Cross Referen ces:
"Bill of lading". Section 1-201.
"Consignor". Section 7-102.
"Goods". Section 7-102.
"lssuer". Section 7-102.
"Receipt of goods". Section 2-103.
Reporter’s Note

Changes to comments for purposes of gender neutrality and consistency in terminology.
SECTION 7-306. ALTERED BILLSOF LADING. An unauthorized ateration or
filling in of ablank in abill of lading leaves the bill enforceable according to its original tenor.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-306.

Changes: None
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Purposes of Changes:

An unauthorized alteration or filling in of a blank, whether made with or without fraudulent intent, does not

e theissuer of hisliability on the document as originally executed. -Untform-WarehotuseReceptsAct13

reliev

were-stent: This section applies to both tangible and electronic bills of lading, ap plying the same rule to both
formats. The control concept of 7-106 requires that any changes to the electronic document of title be readily
identifiable as authorized or unauthorized. Section 7-306 should be compared to Section 7-208 where a different
rule applies to the unauthorized filling in of a blank for tangible warehouse receipts.

Cross Reference: Sections7-106 and 7-208.
Definitional Cross Refer en ces:

"Bill of lading". Section 1-201.
"Issuer". Section 7-102.

Reporter’s Note

Comment updated and the additions reflect Committee discussions.

SECTION 7-307. LIEN OF CARRIER.

(a) A carrier has alien on the goods covered by a bill of lading or on the proceeds thereof
in its possession for charges after the date of the carrier’s receipt of the goods for storage or
transportation, including demurrage and terminal charges, and for expenses necessary for
preservation of the goods incident to their transportation or reasonably incurred in their sale
pursuant to law. However, against a purchaser for value of anegotiable bill of lading, a carrier's
lienislimited to charges stated in the bill or the applicable tariffs, or if no charges are stated, a
reasonabl e charge.

(b) A lien for charges and expenses under subsection (a) on goods that the carrier was

required by law to receive for transportation is effedtive against the consignor or any person
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entitled to the goods unless the carrier had notice that the consignor lacked authority to subject
the goods to those charges and expenses. Any ather lien under subsection (@) is efective aganst
the consignor and any person that permitted the bailor to have control or possession of the goods
unless the carrier had notice that the bailor lacked authority.

(c) A carrierlosesits lien on any goods which it voluntarily delivers or unjustifiably

refuses to deliver.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-307.
Changes: Expanded to cover proceeds of the goods transported and for style.
Purposes of Changes:

1. The section isintended to give carriers aspecific gatutory lien for charges and expenses smilar to that
given to warehousemen by the first sentence of Section 7-209. B ut striee because carriers do not commonly claim a
lien for chargesin relation to other goods or lend money on the security of goods in their hands, provisions for a
general lien or a security interest Smilar to thosein Section 7-209(%a) and (2b) are omitted. See-€emmentto
Seettor—7=105-_There is no general lien for carriers. Carriers may utilize Article 9 to obtain a security interest and
become a secured party. SineceAsthe lien given by this section is specific, and the storage or transportation often
preserves or increases the value of the goods, subsection (2b) validates the lien against anyone who permitted the
bailor to have possession of the goods. Where the carrier is required to receive the goods for transportation, the
owner's interest may be subjected to charges and ex penses arising out of deposit of his goods by athief. €f—Section
9-333: Thecrucial mental element isthe carrier's knowledge or reason to know of the bailor's lack of authority. 1f
the carrier does not know or have reason to know of the bailor’s lack of authority, the carrier has a lien under this
section against any person so long as the conditions of subsection (b) are satisfied. In light of the crucial mental
element, Sections 7-307 and 9-333 combine to give priority to a carrier’s lien over security interests in the goods. In
this regard, the judicial decison in In re Sharon Steel Corp., 25 U.C.C. Rep.2d 503, 176 B.R. 384 (W.D. Pa. 1995)
is correct and is the controlling precedent.

2. The reference to charges in thissection means charges relating to the bailment relationship for
transportation. Charges d oes not mean that the bill of lading must state a specific rate or a specific amount.
However, failureto state a specific rate or a specific amount has legal consequences under the sscond sentence of

subsection (a).

3. The carrier’sspecific lien under this section is a possessory lien. See subsection (c). Part 3 of Article 7
does not require any particular form for abill of lading. As a possessory lien, the carrier’s lien should arise
automatically so long asthe carrier and bailor have acontractual document evidencing the bailment rdationship.

Cross References:

Point 1: Sections7-209, 9-109 and 9-333.
Point 3. Section 7-202 and 7-209.
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Definitional Cross References:
"Bill of lading". Section 1-201.
“Carrier’. Section 7-102.
"Consignor". Section 7-102.
"Delivery". Section 1-201.
"Goods". Section 7-102.
"Person". Section 1-201.
"Purchaser". Section 1-201.
"Value". Section 1-201.

Reporter’ sNote

Changes to the comment 1 are to clarify and update the comment. Additional comments 2 & 3 reflect
Committee discussions.

SECTION 7-308. ENFORCEMENT OF CARRIER'SLIEN.

(a) A carrierslien on goods may be enforced by public or private sale of the goods, in
bulk or in packages, at any time or place and on any terms that are commercially reasonable, after
notifying all persons known to claim an interest in the goods. The notification must include a
statement of the amount due, the nature of the proposed sale, and the time and place of any
public sale. Thefact that a better price could have been obtained by a sale at a different time or
in adifferent method from that selected by the carrier is not of itself sufficient to establish that
the sale was not made in acommercidly reasonable manner. If the carrier (i) sellsthe goodsin
the usual manner in any recognized market therefor, (ii) sells at the price current in that market at
the time of the sale or (iii) has otherwise sold in conformity with commercially reasonable
practices among dealers in the type of goods sold, the carrier hassold in acommercidly
reasonable manner. A sale of more goods than apparently necessary to be offered to ensure
satisfaction of the obligation is not commercially reasonable, except in cases covered by the
preceding sentence.

(b) Before any sale pursuant to this section, any person claiming aright in the goods may
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pay the amount necessary to satisfy the lien and the reasonable expenses incurred in complying
with this section. In that event, the goods may not be sold but must be retained by the carrier,
subject to the terms of the bill of lading and this article.

(c) A carrier may buy at any public sale pursuant to this section.

(d) A purchaser in good faith of goods sold to enforce a carrier's lien takes the goods free
of any rights of persons against which the lien was valid, despite the carrier’ s noncompliance
with this section.

(e) A carrier may satisfy its lien from the proceeds of any sale pursuant to this section but
shall hold the balance, if any, for delivery on demand to any person to which thecarrier would
have been bound to deliver the goods.

(f) Therights provided by this section are in addition to all other rights allowed by law to
acreditor against a debtor.

(9) A carrier'slien may be enforced in accordance with either subsection (a) or the
procedure set forth in subsection Section 7-210(b).

(h) A carrier isliable for damages caused by failure to comply with the requirements for

sale under this section and, in case of willful violation, isliable for conversion.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-308.
Changes: To conform terms to modern usage and for style.
Purposes of Changes:
This section isintended to give the carrier an enforcement procedure of kis its lien coextensve with that

given the warehousemen in cases other than those covering noncommercial storage by him the warehouse. See
EComment-to-Sectron7216: See Section 7-210 and comments.

Cross Reference: Section 7-210.
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Definitional Cross Referen ces:

"Bill of lading". Section 1-201.
“Carrier’. Section 7-102.
"Creditor". Section 1-201.
"Delivery". Section 1-201.
"Good faith". Section 1-201.
"Goods". Section 7-102.
"Notification". Section 1-201.
"Notifies". Section 1-201.
"Person". Section 1-201.
"Purchaser". Section 1-201.
"Rights". Section 1-201.
"Term". Section 1-201.

Reporter’s Note

Changes in comment for gender neutrality and clarity.
Query: Should subsection (d) read “ a purchaser for value” ? Same issue exists for Section 7-210.
Compare the language in Section 7-307(a).

SECTION 7-309. DUTY OF CARE; CONTRACTUAL LIMITATION OF
CARRIER'SLIABILITY.

(a) A carrier that issues a bill of lading, whether negotiable or nonnegotiable, must
exercise the degree of care in relation to the goods which a reasorably careful person would
exercise under similar circumstances. This subsection does not affect any statute, regulation, or
rule of law that imposes liability upon a common carrier for damages not caused by its
negligence.

(b) Damages may be limited by aterm in the bill of lading that the carrier's liability may
not exceed avalue stated in the bill if the carrier's rates are dependent upon value and the
consignor is afforded an opportunity to declare a higher value and the consignor is advised of the

opportunity. However, no such limitation is effective with respect to the carrier's liability for
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conversion to its own use.
(c) Reasonable provisions as to the time and manner of presenting claims and

commencing actions based on the shipment may be i ncluded in abill of lading.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-309.

Changes: Changes to acknowledge deregulation and for style..

Purposes of Changes:

- A bill of lading may also
serve asthe contract between the carrier and the baJI or. Partiesin thelr contract should be ale to limit the amount of
damages for breach of that contract including breach of the duty to take reasonable care of the goods. The
enforceability of aterm limiting the amount of damages would be tested pursuant to contract law principles. The
partiescannot negate by contract the obligatory standard of care. Section 1-102.

Federal statutes and treaties for air, maritime and rail transport may alter the standard of care. These federal
statutes and treaties preempt this section when applicable. Section 7-103. Subsection (£a) does not impair any rule
of law imposing the liability of an insurer on a common carrier in intrastate commerce. Subsection (2b), however,
applies to steh insurer liability as well as to liability based on negligence.

subsections (2) and (3) have been deI eted in Ilqht of the modem era of derequlation. See Comment 2 to Section 7-

103. If atariff isrequired under state or federal law, pursuantto Section 7-103(a), the tariff would control over the
rule of this section. As governed by contract |aw, partiesmay incorporate by referencethe limits on the amount of
damages or the reasonable provisions as to the time and manner of presenting claims set forth in applicable tariffs,
e.0. a maximum unit value beyond which goods are not taken or a disclaimer of responsibility for undeclared articles
of extraordinary value.

3. As under former 7-309, subsection (b) provides that a limitation of damages isineffective if the carrier
has converted the goods to its own use. A mere failure to redeliver the goods is not conversion to the carrier’s own
use. Conversion to its ownuse has aspecialized meaning in the case law that is narrower than the idea of
conversion generally.

4. Asused in this section, damages may include damages arising from delay in delivery. Delivery dates
and timesare often specified in the parties’ contract. See 7-403.

Cross Reference: Sections 1-102 7-103, 7-204, 7-403.
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Definitional Cross Referen ces:

"Action". Section 1-201.

"Bill of lading". Section 1-201.
“Carrier’. Section 7-102
"Consignor". Section 7-102.
“Document of Title”. Section 1-102.
"Goods". Section 7-102.

"Value". Section 1-201.

Reporter’s Note

The additional comments are added to reflecc Committee discussionsand, concerning delay, a query from
a commissioner in Tucson. The comments have been rewritten to update the comments.

Query: Several persons have aked about deteriorating goods in the possession of a carrier. Deteriorating
goods are mentioned only in Section 7-206 in which a warehouse may terminate a storage agreement in certain
circumstances. Should deteriorating goods be addressed this section and/or other sectionsfor carriers and
warehouses?

PART 4
WAREHOUSE RECEIPTSAND BILLSOF LADING: GENERAL OBLIGATIONS

SECTION 7-401. IRREGULARITIESIN ISSUE OF RECEIPT OR BILL OR
CONDUCT OF ISSUER. The obligations imposed by this article on an issuer apply to a
document of title even if:

(2) the document does not comply with the requirements of this article or of any other
statute, rule, or regulation regarding its issue, form, or content;

(2) theissuer vidated laws regulating the conduct of its business;

(3) the goods covered by the document were owned by the bailee when the document was
issued; or

(4) the person issuing the document is not a warehouse but the document purportsto be a

warehouse receipt.

48



OCOO~NOUIRWNEF

35

36

37

38

39

40

41

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-401.
Changes: Changes for style only.
Pur poses of Changes and New M atter:

The bailee's liability on hts its document despite non-receipt or misdescription of the goodsis affirmed in
Sections 7-203 and 7-301. The purpose of this section isto make it clear that regardless of irregularities a document
which falls within the definition of document of title imposes onthe issuer the obligations stated in this Article. For
example, abailee will not be permitted to avoidhis its obligation to deliver the goods (Section 7-403) or his
obligation of due care with respect to them (Sections 7-204 and 7-309) by taking the position that no valid
"document" was issued because ke it failed to file a g¢atutory bond or did not pay stamp taxes or did not disclose the
place of storage in the document. Sanctions against violations of statutory or administrative duties with respect to
documents should be limited to revocation of license or other measures prescribed by the regulation imposing the
duty. a ___A'_i " o ooy ati-crae—-a—ackel-ti-an b oo a PN I o A HPN P o daa a-cata o H o
Sections 7-103 and 10-103.

O acrc O . ose 1ottt = e—oOTGoct e O e—ssSee

Cross References: Sections7-103, 7-203, 7-204, 7-301, 7-309 and 10-103.
Definitional Cross Referen ces:

"Bailee". Section 7-102.

"Document of title". Section 1-201.
"Goods". Section 7-102.

"lssuer". Section 7-102.

"Person”. Section 1-201.
"Warehouse receipt". Section 1-201.
"Warehouseman". Section 7-102.

Reporter’s Note

This section has no changes other than style changes.

SECTION 7-402. DUPLICATE DOCUMENT OFTITLE; OVERISSUE. A
duplicate or any other document of title purporting to cover goods dready represented by an
outstanding document of the same issuer does not confer any right in the goods, except as
provided in the case of tangiblebillsin a set, overissue of documents for fungible goods,
substitutes for lost, stolen or destroyed documents, or substitute documents issued pursuant to
section 7-105. The issuer isliablefor damages caused by its overissue or falureto identify a

duplicate document by a conspicuous notation.
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OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-402.
Changes: Changes to accommodate electronic documentsand to reflect new Section 7-105.
Purposes of Changes:

1. This section treats a duplicate which is not properly identified as a duplicate sueh like any other overissue
of documents: a purchaser of such a document acquires no title but only a cause of action for damages against the
person who made his the deception possible, except in the cases noted inthe section. But parts of a tangible bill
lawfully issued in a set of parts are not "overissue" (Section 7-304). Of course, if the issuer has clearly indicated that
adocument is a duplicate so that no one can be deceived by it, and in fact the duplicate is a correct copy of the
original, the warehotseman issuer is not liable for preparing and delivering such a duplicate copy.

Section 7-105 allows documents to be converted from one medium to another. Conversion of a document
from one medium to another under section 7-105 requires that the original document be surrendered to the issuer in
order to make the substitute document the effective document. If the subgitutedocument is not issued in compliance
with section 7-105, then the purported substitute document should be treated as a duplicate under this section.

2. The section applies to nonnegotiable documents to the extent of providing an action for damages for one
who acquires an unmarked duplicate from a transferor who knew the facts and would therefore himself have had no
cause of action against the issuer of the duplicate. Ordinarily the transeree of a nonnegotiable document acquires
only the rights of his transferor.

3. Overissue is defined so as to exclude the common situation where two valid documents of different
issuers are outstanding for the same goods at the same time. Thus freight forwarders commonly isaue bills of lading
to their customers for small shipmentsto be combined into carload shipments for which the railroad will issue abill
of lading to the forwarder. So also a warehouse receipt may be outstanding against goods, and the holder of the
receipt may issue delivery orders againg the same goods. In these cases dealings with the subsequently issued
documents may be effective to transfer title; e.g. negotiation of a delivery order will effectively transfer title in the
ordinary case where no dishonesty hasoccurred and the goods are available to satisfy the orders. Section 7-503
provides for cases of conflict between documents of different issuers.

Cross References:

Point 1: Sections 7-105, 7-207, 7-304, and 7-601.
Point 3: Section 7-503.

Definitional Cross Refer en ces:

"Bill of lading". Section 1-201.
"Conspicuous'. Section 1-201.
"Document of title". Section 1-201.
"Fungiblegoods." Section 1-201.
"Goods". Section 7-102.

"lssuer". Section 7-102.

"Right". Section 1-201.

Reporter’s Note

The word “ tangible” is added to the textto provideclarity in conformity with Section 7-304. The
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additional paragraph in comment 1 is to explain the how this section relatesto Section 7-105.

SECTION 7-403. OBLIGATION OF WAREHOUSE OR CARRIER TO
DELIVER; EXCUSE.

(@) A bailee shall deliver the goods to a person entitled under a document of title which
complies with subsections (b) and (c), unless and to the extent that the bailee establishes any of
the following:

(1) delivery of the goods to a person whose rece pt was rightful as against the
claimant;

(2) damageto or delay, loss, or destruction of the goods for which the bailee is not
liable;

(3) previous sale or other disposition of the goods in lawful enforcement of alien
or on awarehouse's lawful termination of storage;

(4) the exercise by a seller of itsright to stop delivery pursuant to Section 2-705 or
by alessor of itsright to stop delivery pursuant to Section 2A-526;

(5) adiversion, reconsignment or other disposition pursuant to Section 7-303;

(6) release, satisfaction, or any other fact affording a personal defense against the
claimant; or

(7) any other lawful excuse.

(b) A person claiming goods covered by a document of title shall satisfy the bailee'slien
If the bailee so requests or the bailee is prohibited by law from delivering the goods until the
charges are paid.

(c) Unless the person claiming the goods is one against which the document of title does
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not confer aright under Section 7-503(a), a person claiming under a document shall surrender
possession or control of any outstanding negotiable document covering the goods for cancellation
or indication of patial deliveries and the bailee shall cancel the document or conspicuously
indicate in the document the partial delivery or be liable to any person to which thedocument is
duly negotiated.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-403.

Changes: Definition in former Section 7-403(4) moved to Section 7-102; bracketed language in former Section 7-
403(1)(b) deleted; added cross reference to Section 2A-526; changesfor style.

Purposes of Changes:

3 y 3 y e: The present section, following forme
Section 7-403, is constructed on the basis of stating what previous deliveries or other circumstances operate to

excuse the bailee's normal obllgatlon on the document. Accordingly, "justlfled" dellven es under thee+d Qre-Code
uniform acts now find thelr place as "excuse" under subsection (ia)

2. The principal case covered by subsection (£a)(al) is delivery to a person whose title is paramount to the
rights represented by thedocument. For example, if athief deposits ¢olen goods in a warehouse facility and takes a
negotiable receipt, the warehouseman is not liable on the receipt if ke it has surrendered the goods to the true owner,
even though the receipt isheld by a good faith purchaser. See Section 7-503(%a). However, if the owner entrusted
the goods to a person with power of disposition, and that person deposited the goods and took a negotiable
document, the owner's reeeipt receiving delivery would not be rightful as against a holder to whom the negotiable
document was duly negotiated, and delivery to the owner would not give the bailee a defense against such a holder.
See Sections 7-502(%a)(b2), 7-503(1a)(al).

3. Subsection (%a)(b2) amounts to a cross reference to all the tort law that determines the varying
responsibilities and sandards of care applicable to commercial bailees A restatement of this tort law would be
beyond the scope of this Act. Much of the applicable law as to responsibility of bailees for the preservation of the
goods and limitation of liability in case of loss has been codified for particular classes of bailees in interstate and
foreign commerce by federal legislation and treaty and for intrastate carriers and other bailees by the regulatory state
laws preserved by Section 7-103. In the absence of governing legislation the common law will prevail subject to the
mlnlmum standard of reasonable care prescrlbed by Sectlons7 204 and 7-309 of thlsArtche—'Fhe-epfreﬁai—l-mguage

The bracketed Ianquaqel n forme Sectlon 7-403(1)(b) has been deleted thereby leaving the allocations of
the burden of going forw ard with the evidence and the burden of proof to the procedural law of the various states.
States that have enacted the bracketed language may retain that language as part of Article 7 without creating a non-

uniformity.
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. Secton eHminates-thetmpheationof-the-otduniform-acts As under former Section 7-403, there is
no requirement that a request for delivery must be accompanied by aformal tender of the amount of the charges due.
Rather, the bailee must request payment of the amount of his lien when asked to deliver, and only in case this request
isrefused is ke it justified in declining to deliver because of nonpayment of charges. Where delivery without
payment is forbidden by law, the request is treated as implicit. Such a prohibition reflects a policy of uniformity to
prevent discrimination by failure to request payment in particular cases. Subsection (b) must be read in conjunction
with the priorities given to the warehouse lien and the carrier lien under Section 7-209 and 7-307, respectively. If
the bailee and the bailor are in dispute about whether the request for payment of the lien is legally proper, the bailee
may have recourse to Section 7-603 for ajudicial settlement of the dispute.

5. Subsection (3c¢) states the obvious duty of a bailee to take up a negotiable document or note partial
deliveriesconspicuously thereon, and the result of failure in that duty. It issubject to only one exception, that stated
in subsection &y (a)(1) of this section and in Section 7-503(%a). +t Subsection (c) is limited to cases of ddiveryto a
claimant; it has no application, for example, where goods held under a negotiable document are lawfully sold to
enforce the bailee's lien.

6. When courts are considering subsection (a)(7), “any other lawful excuse,” among others, refers to
compliancewith court ordersunder Sections 7-601, 7-602 and 7-603.

Cross References:

Point 2: Sections7-502 and 7-503.

Point 3: Sections 7-103, 7-204, and 7-309-ane-16-163.
Point 4: Sections7-209, 7-307 and 7-603.

Point 5: Section 7-503(1).

Point 6: Sections7-601, 7-602, and 7-603.

Definitional Cross Refer en ces:

"Bailee". Section 7-102.
"Conspicuous'. Section 1-201.
"Delivery'. Section 1-201.
"Document of title". Section 1-201.
"Duly negotiate". Section 7-501.
"Goods". Section 7-102.
“Lessor”. Section 2A-103.
"Person". Section 1-201.

"Receipt of goods". Section 2-103.
"Right". Section 1-201.

"Terms". Section 1-201.
"Warehouseman". Section 7-102.

Reporter’s Note

Changes in the comments update and clarify the comments and reflect Committee decisions and
discussions.

SECTION 7-404. NO LIABILITY FOR GOOD FAITH DELIVERY PURSUANT
TO DOCUMENT OF TITLE. A baileethat in good faith has received goods and delivered or
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otherwise disposad of the goods according to the teems of a document o title or pursuant to this
articleisnot liable for the goods even if:

(1) the person from which the bailee received the goods had no authority to procure the
document or to dispose of the goods; or

(2) the person to which the bailee delivered the goods did not have authority to receive

the goods.
OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-404.
Changes: Changes reflect the definition of good faith in Section 7-102 and for syle.

Purposes of Changes:

This section uses the?‘-he—geﬁerah-zed test of good farth as defined in Sectron 7-102, to continue the polrcv
of former Section 7-404 v . 5 v d 6 s

s The section states explicitly

v s-that the common law rule of "innocent conversion” by unauthorized
"intermeddling" with anothers property is |nappI|cabIe to the operah ons of commercial carriers and warehousemen;
who in good faith afre-w v 0 at-standards perform obligations that whieh they have
assumed and that whieh generally they are under a legal compulsionto assume The section applies to delivery to a
fraudulent holder of avalid document as well as to delivery to the holder of an invalid document._Of course, in
appropriate circumgances, a baileemay use Section 7-603.

Cross Reference: Section 7-603

Definitional Cross Referen ces:

"Bailee". Section 7-102.
"Delivery'. Section 1-201.
"Document of title". Section 1-201.
"Good faith". Section +=26%1 7-102.
"Goods". Section 7-102.

"Person". Section 1-201.

"Receipt of goods". Section 2-103.
"Term". Section 1-201.

Reporter’s Note

Changes are to update the comment and to refled Committee decisionsand discusson.
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WAREHOUSE RECEIPTSAND BILLSOF LADING: NEGOTIATION AND
TRANSFER
SECTION 7-501. FORM OF NEGOTIATION AND REQUIREMENTS OF DUE
NEGOTIATION.
(a) Thefollowing rules apply to a negotiable tangble document of title:

(1) If the document’ s original terms run to the order of a named person, the
document is negotiated by the named person’s indorsement and delivery. After the named
person’s indorsement in blank or to bearer, any person may negotiate the document by delivery
alone.

(2) If the document’s original terms run to bearer, it is negotiated by delivery
alone.

(3) If the document’ s original terms run to the order of a named person and it is
delivered to the named person, the effect is the same asif the document had been negotiated.

(4) Negotiation of the document after it has been indorsed to a named person
requires indorsement by the named person aswell asdelivery.

(5) A document is duly negotiaed if it is negotiaed in the manner gated in this
subsection to a holder that purchasesit in good faith without notice of any defense against or
claim to it on the part of any person and for value unlessit is established that the negotiation is
not in the regular course of business or financing ar involves receiving the documert in
settlement or payment of a money obligation.

(b) The following rules apply to a negotiable electronic document of title:

(2) If the document’ s original terms run to the order of a named person or to
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bearer, the document is negotiated by delivery of the document to another person. Indorsement
by the named person is not required to negotiatethe document.

(2) If the document’ s original terms run to the order of a named person and the
named person has control of the document, the effect is the same as if the document had been
negotiated.

(3) A document is duly negotiaed if it is negotiaed in the manner gated in this
subsection to a holder that purchasesit in good faith without notice of any defense against or
claim to it on the part of any person and for value unlessit is established that the negotiation is
not in the regular course of business or financing ar involves taking delivery of the document in
settlement or payment of a money obligaion.

(c) Indorsement of a nonnegotiable document of title neither makes it negotiable nor adds
to the transfereg's rights.

(d) The naming in a negotiable bill of lading of a person to be notified of the arrival of the
goods does not limit the negotiability of the bill or constitute notice to a purchaser thereof of any

interest of that person in the goods.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-501
Pur pose:

1. Subsection (a) has been limited to tangible negotiable documents of title but otherwise remains
unchanged in substance from the rules in former section 7-501. Subsection (b) applies to electronic negotiable
documents of title. Delivery of a negotiable electronic documentis through voluntary transfer of control. Section 1-
201. The control concept is the substltute for both possession and indorsement given the requwements of havmq
control. Section 7-106. 5 v e

As under prior law, in order to effect a “due negotiation” the negotiation mug be in the Artmportantnew

conceptisaddedhoweverthereguirementof-"regular course of business or financing" to-effectthe"due
regottatron"—whieh-wit in order to transfer greater rights than those hdd by the person negotiating. The foundation

of the mercantile doctrine of good faith purchase for value has always been, as shown by the case situations, the
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There are two aspects to the usual and normal course of mercantile deallngs namely, the person making the
transfer and the nature of the transaction itself. The first question which arisesis: Isthe transferor a person with
whom it is reasonable to deal as having full powers? In regard to documents of title the only holder whose
possession appears, commercially, to be in order is almost invariably a person in the trade. No commercial purpose
is served by allowing atramp or a professor to "duly negotiate” an order bill of lading for hides or cotton not his
own, and since such a transfer isobviously not in the regular course of business, it is excluded from the scope of the
protection of subsections (4 (a)(5) or (b)(3).

The second question posed by the "regular course" qualification is: Isthe transaction one which is normally
proper to pass full rights without inquiry, even though the transferor himself may not have such rights to pass, and
even though he may be acting in breach of duty? In raising this question the "regular course" criterion has the further
advantage of limiting, the effective wrongful disposition to transactions whose protection will really further trade.
Obviously, the snapping up of goods for quick resale at aprice suspicioudy below the market deserves no protection
as a matter of policy: it isals clearly outside the range of regular course.

Any notice from the-face-of the document sufficient to put a merchant on inquiry asto the "regular course" quality of
the transaction will frustrate a "due negotiation". Thusirregularity of the document en-+tsface or unexplained
stalenessof a bill of lading may appropriately be recognized as negating a negotiation in "regular" course.

A pre-existing claim constitutes value, and "due negotiation" does not require "new value." A usual and
ordinary transaction in which documents are received as security for credit previously extended may be in "regular”
course, even though there is a demand for additional collateral because the creditor "deems himself insecure." But
the matter has moved out of the regular course of financing if the debtor is thought to be insolvent, the credit
previously extended isin effect cancelled, and the creditor snatches a plank in the shipwreck under the guise of a
demand for additional collateral. Where a money debt is "paid" in commodity paper, any question of "regular”
course disappears, as the case is explicitly excepted from "due negotiation”.

2. Negotiation under this section may be made by any holder no matter how he acquwed posseSS| onor
control of the docu ment hepresent-sectio v rHerm

3. Subsections_(a)(3) and (b)2) {2}{b) makes explicit a matter upon which the intent of the-ete-acts pre-
Code law was clear but the language somewhat obscure: a negotiation results from a delivery to a banker or buyer to
whose order the document has been taken by the person making the bailment. There isno presumption of
irregularity in such a negotiation; it may very well bein "regular course.”

4. This Article does not contain any provision creating a presumption of due negotiation to, and full rights
in, aholder of adocument of title akin to that created by Uniform Commercial Code Article 3. Seetirens1624-and
59-of-theNegotiable-tnstrumentstaw. But thereason of the provisions of this Act (Section 1-202 [1-307]) on the
prima facie authenticity and accuracy of third party documents, joins with the reason of the present section to work
such a presumption in favor of any personwho has power to make a duenegotiaion. It would not make sense for
this Actto authorize a purchaser to indulgethe presumption of regularity if the courts were not als called upon to do
SO.

5. Subsections (c) and (d) are unchanged from prior law and apply to both tangible and electronic
documents of title.

Cross References. Sections 7-502 and 7-503.

Definitional Cross Referen ces:
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"Bearer". Section 1-201.
“Control”. Section 7-106.
"Delivery". Section 1-201.
"Document of title". Section 1-201.
"Good faith". Section 7-102 +-26%.
"Holder". Section 1-201.
"Notice". Section 1-201 [1-202].
"Person". Section 1-201.
"Purchase". Section 1-201.
"Rights". Section 1-201.

"Term". Section 1-201.

"Value". Section 1-201.

SECTION 7-502. RIGHTS ACQUIRED BY DUE NEGOTIATION.
(a) Subject to Sections 7-503 and 7-205, a holder to which a negotiable document of title
has been duly negotiated acquiresthereby:
(2) title to the document;
(2) title to the goods;
(3) all rights accruing under the law of agency or estoppd, including rights to
goods delivered to the bailee after the document was issued; and
(4) the direct obligation of the issuer to hold or deliver the goods according to the
terms of the document free of any defense or clam by the issuer except those arising under the
terms of the document or under this Article. Inthe case of adelivery order, the bailee's
obligation accrues only upon the bailee' s acceptance of the delivery order and the obligation
acquired by the holder is that the issuer and any indorser will procure the acceptance of the
bailee.
(b) Subject to Section 7-503, title and rights acquired by due negotiation are not defeated
by any stoppage of the goods represented by the document of title or by surrender of the goods by

the bailee and are not impaired even if:

58



(1) the due negotiation or any prior due negotiation constituted abreach of duty;

(2) any person has been deprived of possession of a negotiable tangible document
or control of a negotiable electronic document by misrepresentation, fraud, accident, mistake,
duress, loss, theft, or conversion; or

(3) aprevious sale or other transfer of the goods or document has been made to a

third person.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-502
Purpose:
1. This section applies to both tangible and electronic documents of title. Due negotiation is defined in

Section 7-501. The several necessary qualifications of the broad principle that the holder of a document acquired in
a due negotiation is the owner of the document and the goods have been brought together in the next section.

2.Subsection tH)te) (a)(3) covers the case of "feeding” of a duly negotiated document by subsequent
delivery to the bailee of such goods as the document fal sely purported to cover; the bailee in such case isestopped
as against the holder of the document.

3. The epr|C|t statement in subsection (—deﬁ (g)jﬁ) of the bailee's direct obligation to the holder precludes
the defense;sorme y acts; that the document in question was "spent" after the
carrier had delivered the goods to a previous holder. But the holder is subject to such defenses as non-negligent
destructlon even though not apparent on t-I=re-f-aee-of—the docum ent -and-t-he—ba-rtee—sobhgatren—tso—f—cotn*se—subj-eet—t-o

c-ete af 483: The sentence on delivery orders
applles onIy to dellvery orders in neg otlable form which have been duly negotiated. On delivery orders, see also
Section 7-503(2 b) and Comment.

4. Subsection (b 2) eondenses-and continues the law ef-anumberof-secttens-of-the-prioracts which gave

full effect to the issuance or due negotiation of a negotiable document. The subsection adds nothingto the effect of
the rules stated in subsection (% a), but it has been included since such explicit references were was relied upon under
the prlor acts to preserve the rlghts of a purchaser by due negotlatlon unlmparred The Ilstlng is not exhaustlve

- The Iangugg "any stoppage is
included lest an inference be drawn that a stopp age of the goods before or after transit might cut off or otherwise

impair the purchaser's rights.

Cross References:

Sections 7-103, 7-205, 7-403, 7-501, and 7-503.
Definitional Cross Referen ces:

"Bailee". Section 7-102.

59



OCoO~NOUIRWNE

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

“Control”. Section 7-106.
"Delivery". Section 1-201.
"Delivery order". Section 7-102.
"Document of title". Section 1-201.
"Duly negotiate". Section 7-501.
"Fungible'. Section 1-201.
"Goods". Section 7-102.

"Holder". Section 1-201.

"lssuer”. Section 7-102.

"Person". Section 1-201.

"Rights". Section 1-201.

"Term". Section 1-201.
"Warehouse receipt". Section 1-201.

SECTION 7-503. DOCUMENT OF TITLE TO GOODSDEFEATED IN CERTAIN
CASES.

(a) A negotiable document of title confers no right in goods against a person that before
issuance of the document had alegal interest or a perfected security interest in the goods and that
did not:

(1) deliver or entrust the goods or any a negotiable document covering the goods
to the bailor or thebailor’ s nomineewith actual or apparent authority to ship, store, or sdl; with
power to obtain delivery under Section 7-403; or with power of disposition under Sections 2-403,
2A-304(2), 2A-305(2), or 9-320 or other statute or rule of law; or

(2) acquiesce in the procurement by the bailor or its nominee of any a negotiable
document.

(b) Title to goods based upon an unaccepted delivery order is subject to the rights of any
person to which a negotiable warehouse receipt o bill of lading covering the goods has been duly
negotiated. That title may be defeated under Section 7-504 to the same extent as the rights of the
issuer or atransferee from the issuer.

(c) Title to goods based upon a bill of lading issued to afreight forwarder is subject to the
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rights of any person to which a bill issued by the freight forwarder is duly negotiated. However,
delivery by the carrier in accordance with Part 4 of this article pursuant to its own bill of lading

dischargesthe carrier's obligation to deliver.

OFFICIAL COMMENT
Prior Uniform Statutory Providon: Section 7-503.

Changes: Changes to emphasize limitation to negotiable documents of title duly negotiated; to cross-reference to
Article 2A; for style.

Purposes of Changes:

1. In general it may be said that the title of a purchaser by due negotiation prevails over ailmost any interest
in the goods which existed prior to the procurement of the negotiable document of title if the possesson of the goods
by the person obtaining the negotiable document derived from any action by the prior claimant which introduced the
goods into the stream of commerce or carried them along that stream. A thief of the goods cannot indeed by
shipping or storing them to his the thief’s own order acquire power to transfer them to a good faith purchaser. Nor
can atenant or mortgagor defeat any rights of a landlord or mortgagee which have been perfected under the local law
merely by wrongfully shipping or storing a portion of the crop or other goods. However, "acquiescence" by the
landlord or mortgagee terant does not require active consent under subsection £Hy{b)(a)(2) and knowledge of the
likelihood of storage or shipment with no objection or effort to control it is sufficient to defeat tis the landlord’s or
the mortgag ee’s rights as against one who takes by *due* negotiation of a negotiable document.

On the other hand, where goods are delivered to a factor for sale, even though the factor has made no
advances and is limited inhis its duty to sell for cash, the goods are "entrusted" to himm the factor "with actual . . .
authority . . .to sell" under subsection tty{a}(a)(1), and if ke the fadtor procures a negotiable document of title ke it
can transfer the owner's interest to a purchaser by due negotiation. Further, where the factor isin the business of
selling, goods entrusted to ki it simply for safekeeping or storage may be entrusted under circumstances which give
him the factor "apparent authority to ship, store or sell” under subsection (g)_(;)(—l—)(—a) or power of disposition under
Section 2-403, 2A-304(2), 2A-305(2),-7+265 or 9-320, orund 5 or under a
rule of law giving effect to apparent ownership. See Section 1- 103

Persons having an interest in goods also frequently deliver or entrust them to agentsor servants other than
factors for the purpose of shlpplng or warehousi ng or under circumstancesreasonably contemplating such action.

v priorAetstT his Act is clear that such persons assume full risk
that the agent to whom the goodsare so delivered may ship or sore in breach of duty, take a document to fis its own
order and then proceed to misappropriate it the negotiable document of title that embodiesthe goods This Act
makes no diginction between possesson or mere custody in such situations and finds no exception in the case of
larceny by a bailee or the like. The safeguard in such situations lies in the requirement that a due negotiation can
occur only "in the regular course of business or financing" and that the purchase be in good faith and without notice.
See Section 7-501. D ocuments of title have no market among the commercially inexperienced and the commercially
experienced do not take them without inquiry from persons known to be truck drivers or petty clerks even though
such persons purport to be operating in their own names.

Again, where the seller allows a buyer to receive goods under a contract for sale, though as a " conditional
delivery" or under "cash sale" terms and on explicit agreement for immediate payment, the buyer thereby acquires
power to defeat the seller's interest by transfer of the goods to certain good faith purchasers. See Section 2-403.
Both in policy and under the language of subsection {Xytay (a)(1) that same power must be extended to accomplish
the same result if the buyer procures a negotiable document of title to the goods and duly negotiates it.

2. Under subsection (+a) a delivery order issued by a person having no right in or power over the goodsis
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ineffective unlessthe owner acts as provided in subsection tf)ta) (a)(1) or (b2). Thustherights of atransferee of a
non-negotiable warehouse receipt can be defeated by a delivery order subsequently issued by the transferor only if
the transferee "deliversor entrusts' to the "person procuring” the negotiable delivery order or "acquiesces" in his that
person’s procurement. Similarly, a second delivery order issued by the same issuer for the same good s will

ordinarily be subject to the first, both under this section and under Section 7-402. After adelivery order isvalidly
issued but before it is accepted, it may nevertheless be defeated under subsection (2b) in much the same way that the
rights of a transferee may be defeated under Section 7-504. For example, a buyer inordinary coursefrom the isauer
may defeat the rights of the holder of a prior delivery order if the bailee receives notification of the buyer's rights
before notificaion of the holder's rights Section 7-504(2b)(b2). But an accepted delivery order hasthe same effect
as a document issued by the bailee.

3. Under subsection (3c) a bill of lading issued to a freight forwarder is subordinated to the freight
forwarder's eertifieate negotiable document of title, since the bill on its face gives notice of the fact that a freight
forwarder isin the picture and the freight forwarder has in all probability issued aeertifreate document of title. But
the carrier is protected in following the terms of itsown bill of lading.

4. Section 7-503 applies to negotiable documents of title that are duly negotiated only. Section 7-504
governs norntnegotiable documents of title and negotiable documentsthat are not duly negotiaed.

Cross References:

Point 1: Sections1-103, 2-403, 2A-304(2), 2A-305(2), 7-205, 7-501, 9-320, and 9-331.
Point 2: Sections7-402 and 7-504.

Point 3: Sections7-402, 7-403 and 7-404.

Point 4: Section 7-501 and 7-504.

Definitional Cross Refer en ces:

"Bill of lading". Section 1-201.
"Contract for sale". Section 2-106.
"Delivery'. Section 1-201.
"Delivery order". Section 7-102.
"Document of title". Section 1-201.
"Duly negotiate". Section 7-501.
"Goods". Section 7-102.

"Person". Section 1-201.

"Right". Section 1-201.
"Warehouse receipt". Section 1-201.

Reporter’s Note

The reporters have reinserted the word “ negotiable” into Section 7-503(a). In addition, the word
“negotiable” has been added to subsections (a)(1)&(2). The textual changesin subsection (a) clarify that this
section applies only to negotiable documents. Thechange is purdy a clarifying change and does not changethe
substance of prior Section 7-503. Section 7-503 can only apply to negotiable documents because the section is
about giving greater rights to those who hold by due negotiation in comparison to the rights held by the transferor
to the holder by due negotiation. Only negotiable documents can be duly negotiated. Section 7-209 has been
changed to parallel Section 7-503.

The additional comment emphasizes that Section 7-503 applies to negotiable documents of title duly
negotiated only. Other changes are to update the comments.

Query: Commissioners Miller of Oklahoma and Reitz of Pennsylvania asked whether the phrase “ actual or
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apparent authority” could and should be changed to “ authority” here and also in Section 7-209. In addition to
phrasing, Commissioner Reitzwondered about consistency with Section 7-307 where the word “ authority” is used
without adjectives Comment 3 to Section 7-209 makes clear that the word “ authority” includes “ actual, implied,
and apparent” authority which are, to the Reporter’s knowledge of agency, all the kindsof authority that exist. The
Reporter presents this Commissioners’ query to the Committee for decision.

SECTION 7-504. RIGHTSACQUIRED IN ABSENCE OF DUE NEGOTIATION,;
EFFECT OF DIVERSION; STOPPAGE OF DELIVERY.

(a) A transferee of adocument of title, whether negotiable or nonnegotiable, to which the
document has been delivered but nat duly negatiated, acquires the title and rights that its
transferor had or had actual authority to convey.

(b) In the case of a nonnegotiable document of title, until but not after the bailee receives
notification of the transfer, the rights of the transferee may be defeated:

(2) by those creditors of the transferor that could treat the transfer as void under
Sections 2-402 or 2A-308 ;

(2) by abuyer from the transferor in ordinary course of businessif the bailee has
delivered the goods to the buyer or received notification of thebuyer’s rights;

(3) by alessee from the transferor in ordinary course of businessiif the bailee has
delivered the goods to the lessee or received notification of the lessee’ s rights; or

(4) as against the bailee, by good faith dealings of the bailee with the transferor.

(c) A diversion or other change of shipping instructions by the consignor in a
nonnegotiable bill of lading which causes the bailee not to deliver the goods to the consignee
defeats the consignee's title to the goods if the goods have been delivered to a buyer in ordinary
course of business or alessee in ordinary course of business and in any event defeats the

consignee's rights against the bailee.
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(d) Delivery of the goods pursuant to a nonnegotiable doaument of title may be stopped
by a seller under Section 2-705 or alessor under Section 2A-526, subject to the requirements of
due notification provided in those sections. A bailee honoring the seller's or lessor’ s instructions

is entitled to be indemnified by the seller or lessor against any resulting loss or expense.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-504.
Changes: To cross-reference to Article2A to parallel references to Article 2; for style.
Purposes of Changes and New M atter:

1. Under the general principles controlling negotiable documents, it is clear thatin the absence of due
negotiation a transferor cannot convey greater rights than ke-htmsetf it itself has, even when the negotiation is
formally perfect. This section recognizes the transferor'spower to transfer rights which he-himset it itself has or has
"actual authority to convey." Thus, where a negotiable document of title is being transferred the operation of the
principle of estoppel is not recognized, as contrasted with situations involving the transfer of the goods themselves.
(Compare Section 2-403 on good faith purchase of goods.)

A necessary part of the price for the protection of regular dealings with negotiable documents of title is an
insistence that no dealing which isin any way imregular shall be recognized as a good faith purchase of the document
or of any rights pertaining to it. So, where thetransfer of a negotiable document fails as a negotiaion because a
requisite indorsement is forged or otherwise missing, the purchaser in good faith and for value may be in the
anomalous position of having lessrights, in part, than if ke the purchaser had purchased the goods themselves. True,
his the purchaser’ s rights are not subject to defeat by attachment of the goods or surrender of them to his the
purchaser’s transferor [Contrast subsection (2) ]; but on the other hand, ke the purchaser cannot acquire enforceable
rights to control or receive the goods over the bailee's objection merely by giving notice to the bailee. Similarly, a
consignee who makes payment to #is its consignor against a straight bill of lading can thereby acquire the position of
a good faith purchaser of goods under provisions of the Article of this Act on Sales (Section 2-403), whereas the
same payment made in good faith against an unendorsed order bill would not have such effect. The appropriate
remedy of a purchaser in such a situation is to regularize his its status by compelling indorsement of the document
(see Section 7-506).

2. Asin the case of transfer—as opposed to "due negotiation"--of negotiable documents, subsection (ta)
empowers the transferor of a nonnegotiable document to transfer only such rights as ke-himsetf it itself has or has
"actual authority" to corvey. Incontrag to situations involving the goods themselves the operation of estoppel or
agency principlesis not her e recognized to enable the transferor to convey greater rights than he actually has.
Subsection (2b) makes it clear, however, that the transferee of anonnegotiable document may acquire rights greater
in some respectsthan those of his tranderor by giving notice of the transfer to the bailee.

3. Subsection (3¢) isin part areiteraion of the carrier's immunity from liability if it honors instructions of
the consignor to divert, but there is added a provision protecting the title of the substituted consignee if the latter is a
buyer inordinary course of business. A typical situation would be where a manufacturer, having shipped alot of
standardized goods to A on nonnegotiable bill of lading, diverts the goods to customer B who paysfor them. Under
pre-Code erthodox passage-of-title-by-appropriation doctrine A might reclaim the goods from B. However, no
consideration of commercial policy supports this involvement of an innocent third party in the default of the
manufacturer on his contract to A ; and the common commercial practice of diverting goods in transit suggests a
trade understanding in accordance with this subsection.
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4. Subsection (4d) givesthe carrier an express right to indemnity where he honors a seller's request to stop
delivery.

5. Section 1- 201(27) glves the baJ lee protectlon if due diligence is exercised;simitarto-thatfount-the
3 € Aet; where the bailee's organization has not had time to act

on anotification.

6. The section cross-references to A rticle 2A so as to parallel the references to Article 2. However, this
Section displaces the rights of the transferee in situations involving a lease only as necessary to accommodate the
|ease.

Cross References:

Point 1: Sections2-403 and 7-506.

Point 2: Section 2-402, 2-403, 2A-308.

Point 3: Sections7-303, antd 7-403(%a)(e5) and 7-404.
Point 4: Sections2-705 and 7-403(%a)(¢4).

Point 5: Section 1-201(27).

Definitional Cross Refer en ces:

"Bailee". Section 7-102.

"Bill of lading". Section 1-201.
"Buyer in ordinary course of business'. Section 1-201.
"Consignee". Section 7-102.
"Consignor". Section 7-102.
"Creditor". Section 1-201.
"Delivery'. Section 1-201.
“Document of Title”. Section 1-201.
"Duly negotiate". Section 7-501.
"Good faith". Section +=26% 7-102.
"Goods". Section 7-102.

"Honor". Section 1-201.
"Notification" Section 1-201.
"Purchaser". Section 1-201.
"Rights". Section 1-201.

Reporter’s Note

Changes to comments to update and for gender neutrality. Comment 6 added to clarify theimpact of the
crossreferences to Article 2A.

SECTION 7-505. INDORSER NOT GUARANTOR FOR OTHER PARTIES. The
indorsement of a tangible document of title issued by a bailee does not make the indorser liable

for any default by thebailee or previous indorsers.

OFFICIAL COMMENT
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Prior Uniform Statutory Provison: Section 7-505.
Changes: Limited to tangible documents of title.
Pur poses:

This section has been limited to tangible documents of title as the concept of indorsement is irrelevant to
electronic documents of title. The indorsement of atangible document of title is generdly undersood to be directed
towards perfecting the transferee's rights rather than towards assuming additional obligations. The language of the
present section, however, does not preclude the one case in which an indorsement given for value guarantees future
action, namely, that in which the bailee has not yet become liable upon the document at the time of the indorsement.
Under such circumstances the indorser, of course, engages that appropriate honor of the document by the bailee will
occur. See Section 7-502¢1)}{¢} (a)(4) as to negotiable delivery orders. However, even in such a case, once the
bailee attorns to the tranderee, the indorser'sobligation has been fulfilled and the policy of this section excludes any
continuing obligation on the part of theindorser for the bailee's ultimate actual performance.

Cross Reference: Section 7-502.
Definitional Cross Refer en ces:
"Bailee". Section 7-102.

"Document of title". Section 1-201.
"Party”. Section 1-201.

SECTION 7-506. DELIVERY WITHOUT INDORSEMENT: RIGHT TO
COMPEL INDORSEMENT. Thetransfereeof a negotiabletangible document of title has a
specifically enforceable right to have its transferor supply any necessary indorsement, but the

transfer becomes a negotiation only as of the time the indorsement is supplied.

OFFiciAL COMMENT
Prior Uniform Statutory Providgon: Section 7-506.
Changes: Limited to tangible documents of title.
Purposes:

1. This section has been limited to tangible documents of title as the concept of indorsement isirrelevant to
electronic documents of title. From a commercial point of view the intention to transfer atangible negotiable
document of title which requires an indorsement for its transfer, is incompatible with an intention to withhold such
indorsement and so defeat the effectlve use of the document. *hrs—pesﬁo#rs—sustamed—by—he—abseﬁceﬁf—aﬁy

8 e8 rofts: Further, the preceding section and the
Comment thereto make it clear that an |nd0rsement generally imposes no responsibility on the indorser.

2. Although this section provides that delivery of a tangible document of title without the necessary
indorsemert is effective as a transfer, the transferee, of course, hasnot regularized its ks position until such
indorsement issupplied. Until this is done ke the transferee cannot claim rights under due negotiation within the
requirements of this Article (subseetion{4)of Section 7-501) on " due negotiation”. Similarly, despite the transfer to
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him the transferee of his the transferor's title, ke the transferee cannot demand the goods from the bailee until the
negotiation has been completed and the document is in proper form for surrender. See Section 7-403(3 ¢).

Cross References:

Point 1: Section 7-505.
Point 2: Sections 7-501(4) and 7-403(2).

Definitional Cross Referen ces:

"Document of title". Section 1-201.
"Rights". Section 1-201.

SECTION 7-507. WARRANTIES ON NEGOTIATION OR DELIVERY OF
DOCUMENT OF TITLE. If aperson negotiates or delivers a document of title for value,
otherwise than as a mere intermediary under Section 7-508, unless otherwise agreed, the
transferor warrants to its immediate purchaser only in addition to any warranty made in selling or
leasing the goods that:

(1) the document is genuine;

(2) the transferor has no knowledge of any fact that would impair the document’s validity
or worth; and

(3) the negotiation or delivery isrightful and fully effective with respect to the title to the

document and the goods it represents.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-507.

Changes: Substitution of the word “delivery” for the word “transfer” because “delivery” is defined in Section 1-201;
to cross-reference to Article 2A; and for style.

Purposes of Changes:

pf0b+em-warrant| es as to the qoods by means of the precaunonary reference to "any warranty made in selling or

67



o~N OO ORWNE

20

21

22

23

24

25

26
27
28
29
30

31
32

leasing the goods." If the transfer of documents attends or follows the making of a contract for the sale or |ease of
goods, the general obligations on warranties as to the goods (Sections 2-312 through 2-318 and Sections 2A-210
through 2A-316) are brought to bear as well as the special warranties under this section.

2. The limited warrantiesof a delivering or collecting intermediary are staed in Section 7-508.
Cross References:

Point 1: Sections2-312 through 2-318 and 2A-310-through 2A-316.
Point 2: Section 7-508.

Definitional Cross Refer en ces:

“Delivery”. Section 1-201.
"Document of title". Section 1-201.
"Genuine". Section 1-201.
"Goods". Section 7-102.

"Person". Section 1-201.
"Purchaser". Section 1-201.
"Value". Section 1-201.

Reporter’s Note

Changes in the comments are to update the comments.

SECTION 7-508. WARRANTIES OF COLLECTINGBANK ASTO
DOCUMENTSOF TITLE. A collecting bank or other intermediary known to be entrusted
with documents of title on behalf of another or with collection of adraft or other claim against
delivery of documents warrants by the delivery of the documents only its own good faith and
authority even if the intermediary has purchased or made advances aganst the claim or draft to

be collected.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-508.
Changes: Changes for style only.
Pur poses:
1. To state the limited warr anties given with respect to the documents accompanying a documentary draft.

2. In warranting its authority a bank only warrants its authority from itstransferor. See Section 4-203. It
does not warrant the genuineness or effectiveness of the document. Compare Section 7-507.
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3. Other duties and rightsof banks handling documentary draftsfor collection are stated in Article 4, Part 5.
Cross References:
Sections4-203, 4-501 through 4-504, and 7-507.
Definitional Cross References:

"Collecting bank". Section 4-105.
"Delivery". Section 1-201.
“Document of title”. Section 1-102.
“Documentary draft’. Section 4-104.
["Draft". Section 5-103.]
“Intermediary bark”. Section 4-105.
"Good faith". Section +=26% 7-102.

Reporter’s Note
This section contains style changes only. The definition of “ draft” isplaced in brackets. Query: Article 5

no longer defines documentary draft; where is the appropriate definition of “ draft” ? Refer to Section 5-102
comment 11? Refer to Section 4-104 as shown?

SECTION 7-509. WHEN ADEQUATE COMPLIANCE WITH COMMERCIAL
CONTRACT. Whether adocument of title is adequate to fulfill the obligations of a contract for
sale, acontrac for lease, or the conditions of aldter of credit is determined by Article 2, Article

2A, or Article 5 as applicable.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-509.
Changes: To cross reference to leasesand Article 2A.
Pur poses:

To cross-refer to the Artides of this Act which deal with the substantiveissuesof the type of documert of
title required under the contract entered into by the parties.

Cross References: Articles 2, 2A and 5.
Definitional Cross Refer en ces:
"Contract for sale". Section 2-106.

“Document of title". Section 1-201.
“Lease”. Section 2A-103.
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Reporter’s Note

This section has been modified to include a reference to contractsfor lease and Article 2A. Remaining
changes are for style.

PART 6
WAREHOUSE RECEIPTSAND BILLSOF LADING: MISCELLANEOUS
PROVISIONS

SECTION 7-601. LOST, STOLEN, OR DESTROYED DOCUMENTSOF TITLE.

(a) If adocument of title has been lost, stolen, or destroyed, a court may order delivery of
the goods or issuance of a substitute document and the bailee may without liability to any person
comply with the order. If the document was negotiable, a court may not order delivery of the
goods or issuance of a substitute document unlessit finds that any person that may suffer loss as
aresult of nonsurrender of possession or control of the document is adequately protected against
that loss. If the document was nonnegotiable, security may be required at the discretion of the
court. The court may also in its discretion order payment of the baile€'s reasonable costs and
attorney’ s fees in any action under this subsection.

(b) A bailee that without court order delivers goods to a person claiming under amissing
negotiable document of title is liable to any person injured thereby. If the delivery isnot in good
faith, the baileeisliable for conversion. Delivery in good faith is not conversion if the daimant
posts security with the bailee in an amount at least double the value of the goods at the time of
posting to indemnify any person injured by the delivery which files a notice of claim within one

year after the del ivery.

OFFICIAL COMMENT
Prior Uniform Statutory Provison: Section 7-601.

Changes: To accommodate electronic documents; to provideflexibility to courts similar to the flexibility in Section

70



OCOO~NOUITRWN -

3-309; to update to the modern era of deregulation; and for style.

Purposes of Changes:

compulsorv delivery of the goods or t-Im?Seet-reﬁ-provrd-es-ai-so-f-ercompulsory issuance of a substitute document.
Using language similar to that found in Section 3-309, courts ae given discretion as to what isadequate protection
when the lost, stolen or destroyed document was negotiable or whether security should be required w hen the lost,
stolen or destroyed document was nonnegotiable. The court is also given discretion as to the bailee’s costsand
attorney fees. This subsection createsa |legal action that is distinct from Section 7-603. The right of action created
by the section is conditioned on a document being lost, stolen or destroyed. Plaintiff must of course bring itself

W|th|n the sedlon bv the normal rules of ewdence and burden of proof Cf. Section 7- 402 H—caﬁmuaﬁce-of—t-he

2. Courts have the authority under this section to order asubstitute document for either tangible or
electronic documents. |f the substitute document will be in a different medium than the original document, the court
should read Section 7-105 and fashion its order in compliancewith Section 7-105.

a—erﬁﬁmai—pfe-\ﬂsrmj—rt—seems-adwsa&e-to—d-afﬁy Subsectlon(b) foIIows prior Sectlon 7 601 in recognizing the
legality of the well established commercial practice of bailees tomake making delivery when where they are satisfied

in good faith that the claimant is the person entitied under amissing (i.e. lost , stolen, or destroyed) negotiable
document. Siriee Acting without a court order, the bailee remains liable on the original negotiable document and, as a
safe harbor to avoid conversion liability, the bailee -stehtases, e may wittstaty-insig that the clamant provide
an indemnity bond. Cf. Section 7-403(c).

43. Claimants on non-negotiable instruments are permitted to avail themselves of this the subsection (a)
proced ure because straight (non-negotiable) billsof lading sometimes contain provisions that the goods shall not be
delivered except upon production of the bill. If the carrier should choose to insist upon production of the bill, the
consignee should have some means of compelling delivery on satisfactory proof of entittement._Without a court
order, a bailee may deliver, subject to Section 7-403, to a person claiming goods under a non-negotiable document
that the same person claimsis lod, stolen, or destroyed.
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5. Deliveries that occur under thissection are subject to Sections 7-209(e), 7-307(c) and 7-403(b) relating
to the baile€’s lien.

Cross References:

Point 1: Sections 3-309, 7-402, 7-603.

Point 2: Section 7-105,

Point 3: Section 7-403(c).

Point 4: Section 7-403.

Point 5: Sections 7-209(e), 7-307(c) and 7-403(b).

Definitional Cross Refer en ces:

"Bailee". Section 7-102.
"Delivery'. Section 1-201.
“Document of Title”. Section 1-201.
"Good faith". Section +=26% 7-102.
"Goods". Section 7-102.

"Person". Section 1-201.

Reporter’s Note

The comments are rearranged and subgantially rewritten to better explain the meaning and application of
this section.

SECTION 7-602. ATTACHMENT OF GOODS COVERED BY NEGOTIABLE
DOCUMENT OF TITLE. Unlessthe document of title was originally issued upon delivery of
the goods by a person that did not have power to dispose of them, alien does not attach by virtue
of any judicia processto goods in the possession of a bailee for which a negotiable document of
title is outstanding unless possession or control of the document isfirst surrendered to the bailee
or the document’ s negotiation isenjoined. The bailee may not be compelled to deliver the goods
pursuant to process until possession or control of the document is surrendered to the bailee or to
the court. A purchaser of the document for value without notice of the process or injunction

takes free of the lien imposed by judicial process

OFFICIAL COMMENT
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Prior Uniform Statutory Provisions: Section 7-602.
Changes: Changes for style only.
Purposes of Changes:

1. The purpose of the section is to protect the bailee from conflicting claims of the document holder and the
judgment creditors of the person who deposited the goods. The rights of the former prevail unless, in effect, the
judgment creditors immobilize the negotiable document. However, if the document was issued upon deposit of the
goods by a person who had no power to dispose of the goods so that the document is ineffective to passtitle,
judgment liens are valid to the extent of the debtor's interest in the goods.

2. The last sentence covers the possibility that the holder of a document who has been enjoined from
negotiating it will violate the injunction by negotiating to an innocent purchaser for value. In such case the lien will
be defeated.

Cross Reference:
Point 1: Section 7-503.
Definitional Cross Referen ces:

"Bailee". Section 7-102.
"Delivery'. Section 1-201.
“Document of title”. Section 1-201.
"Goods". Section 7-102.

"Notice". Section 1-201.

"Person". Section 1-201.
"Purchase". Section 1-201.
"Value". Section 1-201.

Reporter’s Note

No changes to comments.

SECTION 7-603. CONFLICTING CLAIMS; INTERPLEADER. If more than one
person claimstitle or possession of the goods, the bailee is excused from delivery until the bailee
has a reasonable time to ascertan the validity of the adverse daims or to commence an action to
compel all claimantsto interplead. The bailee may compel an interpleader ether in defending an

action for nondelivery of the goods or by original action.

OFFICIAL COMMENT

Prior Uniform Statutor y Provisions: Section 7-603.

73



O©CooO~NOOUIRhW N

26

27

28

29

30

31

32

33

Changes: Changes for style only..
Purposes of Changes:

1. The section enables a bailee faced with conflicting claims to the goods to compel the claimants to litigate
their claims with each other rather than with him. The bailee is protected from legal liability when the bailee
complies with court orders from the interpleader. See e.g. Northwestern National Sales, Inc. v. Commercial Cold
Storage, Inc., 162 Ga.App. 741, 293 S.E.2d. 30 (1982).

2. This section allows thebailee to bring aninterpleader action but does not provide an exclusve basis for
allowing interpleader. If either state or federal procedural rules allow aninterpleader in other situations, the bailee
may commence aninterpleader under those rules. Even in an interpleader to which thissection applies, the state or
federal processof interpleader applies to the bailee’ saction for interpleader. For example, these state and federal
interpleader statutesmay permit a bailee to protect its lien or to seek attorney’s fees and costs in the interpl eader
action.

Cross reference:

Point 1: Section 7-403(0)

Definitional Cross Refer en ces:

"Action". Section 1-201.
"Bailee". Section 7-102.
"Delivery". Section 1-201.
"Goods". Section 7-102.
"Person". Section 1-201.
"Reasonable time". Section 1-204.

Reporter’s Note

Changes in the comments update and clarify the comments and reflect Committee decisions and
discussions.

PART 7
TRANSITION PROVISIONS
SECTION 7-701. EFFECTIVE DATE. This[Act] shall become effectiveon |
20
SECTION 7-702. REPEALS. This[Act] repeals [insert citaion to exiging Article 7].
SECTION 7-703. APPLICABILITY. This[Act] appliesto adocument of titlethat is
issued or transadtion within its scopethat is entered into on or after the efective date of this

[Act]. This[Act] does nat apply to adocument of title tha isissued or transaction that is
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entered into before the effective date of this[Act] even if the document or transaction would be
subject to this[Act] if it had been entered into after theeffective dateof this[Act]. This[Act]
does not gpply toa cause of action that has accrued before the efectivedate of this[Act].
SECTION 7-704. SAVINGS CLAUSE. A document of title issued or atransaction
entered into before the effective date of this[Ad] and the rights, dbligations, and interests
flowing from that document or transaction are governed by any statute or other rule amended or
repealed by this[Act] asif amendment or repeal had not occurred and may be terminated,

completed, consummated, or enforced under that statute or other rule.

Reporter’s Note

These comments will be written after all of the conforming amendments to other articles have been
addressed. See memorandum to the Committee dated September 13, 2002 on the proposed conforming
amendments.

The proposed transition rules contemplate a purely prospective application of the revised article 7 to
documents of title issued after itseffective date. If documentsof title have a relatively short life span, that
prospective only application makes sense as in short order the electronic documents of title will be incorporated
into the financing scheme of revised Article 9. However, if documents of title have a long life span, the Committee
may want to consider whether to allow the application of the rulesin the revision to all documents of titlein
existence on the effective date. Revised Article 9 did so as to its provisions even though it wascreating the concept
of electronic chattel paper which would probably have been treated as a general intangible under old Article 9.
Electronic documents of title are probably general intangiblestoday in the Revised Article 9 scheme except as given
a different effect by the UETA. which in some instances could be argued to allow a secured party to obtain rights of
a holder of an dectronic document of title that would be regpected via 9-331.

Appendix |
Conforming amendmentsto UCC Article 1
ALTERNATIVE A
Legislative Note: These amendments should be adopted in the event a state has not yet adopted
Revised Article 1 as approved in 2001.
SECTION 1-201. GENERAL DEFINITIONS.

Subject to additional definitions contained in the subsequent Articles of this Act which
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are applicableto specific Artides or Parts thereof, and unless the context otherwise requires, in

thisAct:

* % % %

(5) “Bearer” meansaperson in control of anegotiable electronic document of title or a

the person in possession of an instrument, negotiable tang ble document of title, or certificated

security payable to bearer or indorsed in blank.
(6) “Bill of lading” means a document of title evidencing the receipt of goods for

shipment issued by a person engaged in the business of directly orindirectly transporting or

forwarding goods but does not include a warehouse recel pt;-aneHhctades-an-arbth—-AtrbH

* *x k% %

(10) “Conspicuous’, with reference to a term, means so written, displayed, or presented

that a reasonable person against which it is to operate ought to havenoticed it. Whether aterm is

“conspicuous’ or not isadecision for the court. Conspi cuous terms include the followi ng:

(A) aheading in capitals equal to or greater in size than the surrounding
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text, or in contrasting type, font, or color to the surrounding text of the same or lesser size; and

(B) language in the body of arecord or display in larger type than the

surrounding text, or in contrasting type, font, or color to the surrounding text of the same size, or

set off from surrounding text of the same size by symbols or other marks that call attention to the

language.

* * k%

(14) “Delivery” with respect to an electronic document of title means voluntary transfer

of control and withrespect to instruments, tangible documents of title, chattel paper, or

certificated securities means voluntary transfer of possession.

(15) “Document of title” 1

whiteh in the regular course of business or financing is treated as adequately evidencing that the

person in possession or control of the record tt is entitled to receive, control, hold, and dispose of

the record deetment and the goodsit the record covers and (ii) that purports to be issued by or

addressed to a bailee and to cover goods in the bailee’ s possession which are either identified or

are fungible portions of an identified mass. The term includes a bill of lading, transport

document, dock warrant, dock receipt, warehouse receipt, and order for delivery of goods. Fo-be

teentifrecHmass: An “electronic” document of title is evidenced by arecord consisting of

informati on stored in an eectronic medium. A “tangible’ document of title is evidenced by a

record consisting of information that is inscribed on a tangible medium.
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* k% % %

“Holder” means

(A) the person in possession of anegotiable instrument that is payable

either to beara or to an identified person that

iS theperson in possession; ot

(B) the person in possession of a negotiable tang ble document of title if

the goods are deliverable either to bearer or to the order of the person in possession; or

(C) aperson in control

of anegotiable electronic document of title.

(25) Subject to subsection (27), a4 person has “notice” of afact if the person when

* * % %

(a) ke has actual knowledge of it; ef

(b)+e has received a notice or
(c) from all the facts and circu

guestion, ke has reason to know that it exists.

A person “knows” or has “knowledge” of afact whenthe person ke has actual knowledge of it.

“Discover” or “learn” or aword or phrase of
reason to know. The time and circumgances

be effective are not determined by this Act.

notification of it; or

mstances known to him the person at the timein

similar import refers to knowledge rather than to

under which a notice or notification may cease to
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(26) A person “notifies’ or “gives’ anotice or notification to another person by taking

such steps as may be reasonably required to inform the other person in ordinary course, whether

or not sueh-other the other person actually comes to know of it. Subject to subsection (27), a4

person “receives’ anotice or notification when
(a) it comesto his that person’s attention; or

(b) it isduly delivered in aform reasonable under the circumstancesat the place

of business through which the contract was made or at another |ocation any-otherptace held out
by that person kit as the place for receipt of such communications.

(27) Notice, knowledge, or a notice or notification received by an organization is
effective for a particular transaction from the time when it is brought to the attention of the
individual conducting that transaction, and in any event, from the time when it would have been

brought to the individual’ s hts attention if the organization had exercised due diligence. An

organization exercises due diligence if it maintains reasonable routines for communicating
significant infarmation to the person conducting thetransaction and there is reasonable
compliance with the routines. Due diligence does not require an individual acting for the

organization to communicate information unless such communication is part of the individual’s

hts regular duties or the individual -trtesshe has reason to know of the transaction and that the

transaction would be materially affected by the information.

* *x k% %
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(38) “Send” in connection with awriting, record, or notice means:

(A) to deposit in the mail or deliver for transmission by any other usual means of

communication with postage or cost of transmission provided for and properly addressed and, in

the case of an instrument, to an address specified thereon or otherwise agreed, or if there be none

to any address reasonable under the circumstances; or

(B) in any other way to cause to be received any record or notice within thetime it

would have arrived if properly sent.

* *x k% %

(45) “Warehouse receipt” means adocument of titlerecetpt issued by a person engaged in

the business of storing goods for hire.

OFFICIAL COMMENT

* k %k %

5. "Bearer". From Section 191, Uniform Negotiable Instruments Law. The prior definition has been
broadened. The term bearer applies to negotiable docu ments of title and has been broadened to include a person in
control of anegotiable electronic document of title. Control in the context of an electronic document is defined in
Article 7 (Section 7-106).

6. "Bill of Lading". See similar definitions in Section 1, Uniform Billsof Lading Act. The definition has
been enlarged to indude freight forwarders bills and bills issued by contract carriers as well as those issued by
common carriers. The definition of airbill isnew. A bill of lading is one type of document of title as defined in
subsection (15). This definition should be read in conjunction with the definition of carrier in Article 7 (7-102).

10. "Conspicuous”. New

W 3 a it This definition states
the general standard that to be conspicuous aterm out to be noticed by areasonable person. W hether aterm is
conspicuous is an issue for the court. Subparagraphs (A) and (B) set out several methods for making a term
conspicuous. Requiring tha a term be conspicuous blendsa noticefunction (the term ought to be noticed) and a
planning function (giving guidance to the party relying on the term regarding how that result can be achieved).

V1DE€
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Although these paragraphs indicate some of the methods for making a term attention-calling, the tes is whether
attention can reasonably be expected to be called to it. The statutory languag e should not be construed to permit a
result that is inconsistent with that test.

* % % %

14. "Delivery". Section 76, Uniform Sales Act, Section 191, Uniform Negotiable I nstruments L aw, Section
58, Uniform Warehouse Receipts Act and Section 53, Uniform Bills of L ading Act. The definition has been revised
to accommodate electronic documents of title. Control in the context of an electronic document of title is defined in
Article 7 (Section 7-106).

15."Document of title". From Section 76, Uniform Sales A ct;butt+ephrased-toetminatecertat
ambtgditres This definition makes ex plicit Fhtsby-frakingt-exptieit that the obligation or designation of a third

party as "bailee" is essential to a document;thisdefnitron and clearly rejects any such result as obtained in Hixson v.
Ward, 254 111 App. 505 (1929), which treated a conditional sales contract as a document of tite. Al the definition
is left open so that new types of documents may be included, including documents which gain commercial
recognition in the international arena. See UNCITRAL Instrument on T ransport Documents. It is unforeseeable
what documents may one day serve the essential purpose now filled by warehouse receipts and bills of lading. Fruek

The definition is stated in terms of the function of the documents with the intention that
any document which gains commercial recognition as accomplishing the desired result shall be included within its
scope. Fungble goodsare adequately identified within the language of the definition by identificaion of the mass of
which they are a part.

Dock warrants were within the Sales Ac definition of document of title apparently for the purpose of
recognizing avalid tender by means of such paper. In current commercial practice a dock warrant or receipt is a
kind of interim certificate issued by steamship companies upon delivery of the goods at the dock, entitling a
designated person to have issued to him at the company's office a bill of lading. The receipt itself isinvariably
nonnegotiable in form although it may indicate that anegotiable bill is to be forthcoming. Such a document isnot
within the general compass of the definition, although trade usage may in some cases entitle such paper to be treated
as a document of title. If the dock receipt actually representsa storage obligation undertaken by the shipping
company, then it is a wareho use receipt within this Section regardless of the name given to the instrument.

The goods must be "described”, but the description may be by marks or labels and may be qualified in such
away as to diclaim personal knowledge of the issuer regarding contents or condition. However, baggage and parcel
checks and similar "tokens" of storage which identify stored goods only as those received in exchange for thetoken
are not cov ered by this Article. The definition is broad enough to include an airway bill.

A document of title may be either tangible or electronic. T angible documents of title should be construed to
mean traditional paper documents. Electronic documents of title are documents that are stored in an electronic
medium ingead of in tangible form. The concept of an electronic medium should be construed liberally to include
electronic, digital, magnetic, optical, electromagnetic, or any other current or similar emerging technologies. Asto
converting from tangible to electronic mediums and vice versa, see Article 7, Section 7-105. Control for electronic
documents of title is defined in Article 7 (Section 7-106).

* % *x %

20. "Holder". See similar definitions in Section 191, Uniform Negotiable Instruments Law; Section 58,
Uniform W arehouse Receipts A ct; Section 53, Uniform Bills of Lading A ct. The definition has been amended to
provide for negotiable electronic documents of title.

25. "Notice" —Nev
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28

29

30

31

32

33

35

36

37

A person has notice of afact when, inter alia, the person has received a notification of the fact in question.
The word “notifies” is used when the essential fact is the proper dispatch of the notice, not is receipt. Compare
“send.” When the essential fact isthe other party’s receipt of the notice, that is stated. Subsection (26) states when a
notification is received. Subsection 27 makes dear that notice, knowledge, or a notification, although “received,” for
instance, by aclerk in Department A of an organization, is effective for a transaction conducted in Department B
only from the time when it was or should hav e been communicated to the individual conducting that transaction.

* k k %

38."Send". New. Compare "notifies". The definition of send has been modified to allow for electronic
dispatch.

* k k %

45, "W arehouse receipt". See Section 76(1), Uniform Sales A ct; Section 1, U niform W arehouse Receipts
Act. Receiptsisaued by afield warehouse are included, provided the warehouseman and the depositor of the goods
are different persons. The definition makes clear that the receipt must qualify asa document of title under subsection

(15).

ALTERNATIVEB
Legislative Note: These amendments should be used if the jurisdiction has enacted or is enacting
at the same time as this Act the provisions of Revised Article 1.

SECTION 1-201. GENERAL DEFINITIONS.

(b) Subject to definitions contained in other articles of [the Uniform Commercial Code]

that apply to particular articles or parts thereof:

* * %

(5) “Bearer” meansa person in contrd of a negotiable electronic document of title

Or aperson in possession of a negotiable instrument, a negotiable tangible document of title, or

certificated security that is payable to bearer or indorsed in blank.
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22

(6) “Bill of lading” means a document of title evidencing the receipt of goods for

shipment issued by a person engaged in the business of directly orindirectly transporting or

forwarding goods but does not include a warehouse recei pt.

* k% %

(15) “Delivery’, with respect to an electronic document of title means voluntary

transfer of control and with respect to an instrument, a tangible document of title, or chattel

paper, means voluntary transfer of possession.

(16) “Document of title” iretudesbitt-oftadingtock-warrant,dock-receipt;

her means arecord (i) that

tloeument whieh in the regular course of business or financing is treated as adequately evidencing

that the person in possession or control of the record tt is entitled to receive, control, hold, and

dispose of the record deetrment and the goodsit the record covers and (i) that purports to be

issued by or addressed to a bailee and to cover goods in the baile€ s possession which are either

identified or are fungi ble portions of an identified mass. Theterm includes abill of lading,

transport document, dock warrant, dock receipt, warehouse receipt, and order for delivery of

fungtbte-pertions-ef-an-denttfrecimass: An “ dectroni ¢’ document of titleis evidenced by a

record consisting of information stored in an eledronic medium. A “tangible” document of title

is evidenced by arecord consisting of information that is inscribed on a tangible medium.

* * %

(21) “Holder” means:
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(A) the person in possession of a negotiable instrument that is payable
either to beare or to an identified person that is the person in possession; of

(B) the person in possession of anegotiable tangble document of title if

the goods are deliverable either to bearer or to the order of the person in possession;_or

(C) aperson in control of a negotiable el ectronic document of title

(42) “Warehouse receipt” means adocument of titlereeetpt issued by a person

engaged in the business of storing goods for hire.

OFFICIAL COMMENT

5. "Bearer".Unchanged, except in one respect, from former section 1-201, which wasderived from Section
191, Uniform Negotiable Instruments Law.. The term bearer appliesto negotiable documents of title and has been
broadened to include a person in control of a negotiable electronic document of title. Control in the context of an
electronic document is defined in Article 7 (Section 7-106).

6. "Bill of Lading". Derived from former Section 1-201. The reference to, and definition of, an “airbill” has
been deleted as no longer necessary. A bill of lading is one type of document of title as defined in subsection (16).
This definition should be read in conjunction with the definition of carrier in Article 7 (7-102).

* k k %

15. "Delivery". Derived from former Section 1-201. The reference to certificated securities has been
deleted in light of the more specific treatment of the matter in Section 8-301. The definition has been revised to
accomm odate electronic documents of title. Control in the context of an electronic document of title is defined in
Article 7 (Section 7-106).

16."D ocument of title". Yrehanged Derived from former Section 1-201, which was derived from Section 76
, Uniform Sales Act.. This definition makes ex plicit Fhusby-frakingtexphett that the obligation or designation of
athlrd party as " bailee" is essential to a document of title-thiseeftritron and clearly rgects any such result as
obtained in Hixson v. Ward, 254 |1l App. 505 (1929), which treated a conditional sales contract as a document of
title. Also the definition is left open so tha new types of documents may be included, including documents which
gain commercial recognition in the international arena. See UN CITRA L Instrument on Transport Documents. It is
unforeseeable what documents mey one day Lrve theessentl al purpow now filled by Warehouse recei pts and billsof

fegarded—emﬂmeferalw—araoﬂ:meﬁt-&of—'l;rﬂ-e—The deflnltlon is stated interms of the functlon of the docum ents

with the intention that any document which gainscommercial recognition as accomplishing the desred result shall be
included within its scope. Fungible goods are adequately identified withinthe language of the definition by
identification of the mass of which they are a part.

Dock warrants were within the Sales Ac definition of document of title apparently for the purpose of
recognizing a valid tender by means of such paper. In current commercial practice a dock warrant or receipt is a
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kind of interim certificate issued by steamship companies upon delivery of the goods at the dock, entitling a
designated person to have issued to him at the company's office a bill of lading. The receipt itself isinvariably
nonnegotiable in form although it may indicate that anegotiable bill is to be forthcoming. Such a document isnot
within the general compass of the definition, although trade usage may in some cases entitle such paper to be treated
as a document of title. If the dock receipt actually representsa storage obligation undertaken by the shipping
company, then it is a wareho use receipt within this Section regardless of the name given to the instrument.

The goods must be "described", but the description may be by marks or labels and may be qualified in such
away as to dilaim personal knowledge of the issuer regarding contents or condition. However, baggage and parcel
checks and similar "tokens" of storage which identify stored goods only as those received in exchange for thetoken
are not cov ered by this Article. The definition is broad enough to include an airway bill.

A document of title may be either tangible or electronic. T angible documents of title should be construed to
mean traditional paper documents. Electronic documents of title are documents that are stored in an electronic
medium ingead of in tangible form. The concept of an electronic medium should be construed liberally to include
electronic, digital, magnetic, optical, electromagnetic, or any other current or similar emerging technologies. Asto
converting from tangible to_electronic mediums and vice versa, see Article 7, Section 7-105. Control for electronic
documents of title is defined in Article 7 (Section 7-106).

* k k %

21. "Holder". Derived from former Section 1-201. The definition has been reorganized for clarity_and
amended to provide for negotiable electronic documents of title.

* % *x %

42. "W arehouse receipt". Ynchanged Derived from former Section 1-201, which was derived from Section
76(1), Uniform Sales Act; Section 1, Uniform Warehouse Receipts Act. Receiptsissued by afield warehouse are
included, provided the warehouseman and the depositor of the goods are different persons. The definition makes
clear that the receipt must qualify as a document of title under subsection (16).

Appendix 11
Conforming Amendmentsto Other Articles of the UCC

The proposed conforming amendments to other Articles of the UCC are addressed in a
memor andum to the Committee that accompanies this draft.
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