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EIGHTH OLBIIL ERA KELULAU

Eighth Regular Session, October 2010 RPPL No. 8-42
‘ (Passed as Senate Bill No. 8-164, SD1, HD1)

AN ACT
An Act to facilitate business and consumer transactions by providing uniform rules on
attachment, priority, publicity, and enforcement of security interests in personal property
collateral, and other related matters.
THE PEOPLE OF PALAU REPRESENTED IN THE OLBIIL ERA KELULAU DO
ENACT AS FOLLOWS:
THE SECURED TRANSACTIONS ACT
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Section 67. Debtor’s right to redeem collateral.
Section 68. Determination of whether the secured party’s conduct was commercially
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Section 69. Secured party’s liability for failure to comply with enforcement rules.
Chapter 7 — Transition
Section 70.  Transition.
Chapter § - Commencement
Section 71.  Effective Date. |
Chapter 1 — General Provisions

Section 2. Short title.

This Act shall be known as and may be cited as the “Secured Transactions Act of
20117, or simply: the “Secured Transactions Act.”

Section 3. Purpose and construction.

(1) The purpose of this Act is to promote commerce by facilitating business and
consumer credit with respect to the attachment, perfection, and enforcement of security
interests in personal property, and related transactions.

(2) If there is a conflict between a provision of this Act and any other law or rule,
this Act shall govern unless the other law or rule specifically states that the other law
governs or expressly amends the conflicting provision of this Act.

Section 4. Definitions.

In this Act, unless the context otherwise requires:

(1) “Accession” means goods that are physically united with other goods in a
manner such that the identity of the goods is not lost.

(2) “Account” means:

(a) A right to payment of a monetary obligation, whether or not earned by
performance—
(i) for property that has been or is to be sold, leased, licensed,

assigned, or otherwise disposed ofj;
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(ii) for services rendered or to be rendered;

(iii)for a policy of insurance issued or to be issued; or

(iv) for a’ secondary obligation incurred or to be incurred.
(b) However,v the term “account” shall not include:

(i) rights to payment evidenced by chattel paper or an instrument;

(ii) cash and deposit accounts; or

(iii) letters of credit or rights to payment or performance under a
letter of credit.

(3) “Account debtor” means the person that is obligated on an account, chattel
paper, or other intangible property.

(4) ""As-extracted collaferal" means—

(a) oil, gas, or other minerals that are subject to a security interest that:

(i) is created by a debtor having an interest in the minerals before
extraction; and

(ii) attaches to the minerals as extracted; or
(b) accounts arising out of the sale at the wellhead or minehead of oil, gas, or
other minerals in which the debtor had an interest before extraction.

(5) “Buyer in the ordinary course of business” means a person that buys goods in
good faith, without actual kndwledge that the sale violates the rights of another person in
the goods, in the ordinary course of business from a person other than a pawnbroker in the
business of selling goods of that kind. A person buys goods in the ordinary course of
business if the sale to the person comports with the usual or customary practices in the
kind of business in which the éeller is engaged or with the seller’s own usual or customary
practices.

(6) “Cash proceeds” means proceeds that are money, checks, deposit accounts, and
the like.

(7) “Chattel paper” mc;,ans a record that creates or evidences a debt and a security

interest in, or a lease of, specific goods.
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(8) “Commingled goods” means goods that are physically united with other goods in
such a manner that their identity is lost in a product or mass.

(9) “Commission” means the Financial Institutions Commission.

(10) “Consignment” means a transaction, regardless of the form or terminology
used in the agreement, in which a person (the consignor) delivers goods for the purpose of
sale to a merchant (the consignee) that deals in goods of that kind under a name other than
that of the consignor and that is not an auctioneer, but the term excludes transactions
involving goods that are consﬁmer goods of the deliverer.

(11) “Consumer goods” means goods used or bought for use primarily for personal,
family, or household purposes. However, the term shall not include a motor vehicle.

(12) “Debtor” means the person that has rights in collateral, and includes the seller
of accounts or chattel paper, énd the lessee or consignee of goods that are collateral.

(13) “Default" means the failure to pay or otherwise perform the obligation secured
when due, or the occurrence of any event or set of circumstances on which, pursuant to the
terms of the security agreement, the security interest becomes enforceable.

(14) "Deposit account'; means a demand, time, savings, passbook, or similar
account maintained with a bank.

(15) “Document” means a document of title, or a receipt such as a bill of lading or
warehouse receipt, issued by a person in the business of transporting or storing goods.

(16) “Equipment” mea‘ns goods that are not inventory, consumer goods, farm
products, timber to be cut or minerals before extraction.

(17) “Entity” means a body with capacity to contract other than a natural person or
a foreign entity.

(18) “Farm products” means goods produced or to be produced by a debtor
engaged in farming, other than timber, that are—

(a) crops grown, growing, or to be grown;
(b) aquatic goods produced or to be produced in aquacultural operations;

(c)livestock, including the unborn;
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(d) supplies used or produced, or to be used or produced, in a farming
operation; or
(e) products of crops or livestock in their un-manufactured state.

(19) “Filing office” means the office established in Chapter S of this Act.

(20) “Fixture” means goods that are fixed or are intended to become fixed to real
property in a manner that causes a property right to arise in the goods under real property
law or the law on mortgage, but does not include building materials and readily removable
factory machines, office machines and domestic appliances.

(21) “Foreign entity” means a body with capacity to contract, organized or
authorized under law other than the law of Palau.

(22) “Goods” means personal property that are equipment, inventory, farm
products, consumer goods, fixtures, timber to be cut, and minerals subject to a security
interest in as-extracted collateral. The term shall not include accounts or chattel paper,
money, documents, or instruments.

(23) “Guarantee” means a secondary obligation that consists of an obligation to pay,
or an issuer’s obligation to pay under a letter of credit, and that supports the payment on
an account, chattel paper, document, instrument, or other intangible property.

(24) “Initial notice” means the notice to which an amendment, continuation
statement, or termination statement may relate.

(25) “Instrument” means a negotiable instrument, including a writing that
evidences a right to the payment of money that is not itself a security agreement or lease,
but that is a type of which is in the ordinary course of business transferred by delivery with
any necessary endorsement or assignment, and the term includes a share in a company, or
a bond, if the share or bond is evidenced by a writing.

(26) “Inventory” means goods other than farm products that are:

(a) held or to be held for sale;

(b) leased or held for lease; or
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(c) raw materials, work in process, or materials used or consumed in a

business.

(27) “Lease of goods for a period greater than one year” means:

(a) a lease of goods for a stated duration of more than one year;

(b) a lease of goods for an indefinite term;

(c) a lease of goods for an initial term of one year or less if the lessee, with the
consent of the lessor, retains uninterrupted or substantially uninterrupted
possession of the leased goods for more than one year after the lessee first acquired
possession of the goods, but the lease does not become a lease for a term of more
than one year until the lessee's possession extends beyond one year; or

(d) a lease of goods for a term of one year or less where the lease provides
that it is renewable for any period that would cause the actual term of the lease to
exceed one year.

(28) “Lessee of goods iﬁ the ordinary course of business” means a person that, in
good faith and without actual knowledge that the lease is in violation of the ownership
rights or security interest or leasehold interest of a third party in the goods, leases in the
ordinary course from a person in the business of leasing goods of that kind.

(29) “Lien holder” meﬁns:

(a) a person that obtains a judgment that acknowledges or creates a debt in
that person’s favor;

(b) a liquidator or receiver appointed or approved by a court; or

(c) any other pe‘rson that obtains a right in collateral by operation of law
other than a person that holds a right of retention as provided in this Act.

(30) “Motor vehicle' means an automobile or truck that has been issued a serial
number, when held by the debtor as equipment, but not as inventory.

(31) “Notice” means a record filed or presented for filing in the filing office.

(32) “Other intangible property” means any personal property other than goods,

accounts, chattel paper, documents, instruments, and money.
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(33) “Proceeds” means—

(a) whatevelj is acquired upon the sale, lease, license, exchange, or other
dispositioq of collateral;

(b) whatever is collected on, or distributed with respect to, collateral,

(c) rights arising out of collateral;

(d) to the extent of the value of collateral, claims arising out of Athe loss or
nonconformity of, defects in, or damage to the collateral; and

(e) to the extent of the value of collateral and to the extent payable to the
debtor or the secured party, insurance payable by reason of the loss or
nonconformity of, defects in, or damage to the collateral.

(34) “Purchase” mesns to take collateral as a buyer, a donee, a person receiving
security such as a secured party, consignor, lessor, or mortgagee, or by any other voluntary
transaction creating an intere;t in property.

(35) “Purchase-money security interest” means a security interest that is—

(a) taken or retained by the seller of goods to secure all or part of its
purchase price; or

(b) taken by a person other than the seller that gives value to enable the
debtor to acquire rights in or the use of goods, if such value is in fact so used.

(36) “Purchaser” meahs a person that takes collateral by purchase.

(37) “Record” means information that is inscribed on a tangible medium or that is
stored in an electronic or other medium and is retrievable in perceivable form. The term
includes a photocopy, facsimile copy, and electronic mail.

(38) “Secured party” nieans a lender, seller or other person in whose favor a
security interest is created or provided for under a security agreement, including a person
to whom accounts or chattel paper have been sold, and a consignor or lessor of goods,
including the representative of any such person or groups of persons.

(39) “Security agreemént” means an agreement that creates or provides for a

security interest.
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(40) “Security interest” means a property right in collateral that secures

performance of an obligation.

(41) “Serial number” means the 17-character vehicle identification number assigned
by the manufacturer in accordance with standards promulgated by the International
Organization for Standardization.

(42) “Sign” means—

(a) to physically execute a signature; or
(b) to execute or otherwise adopt a symbol, or encrypt or similarly process a
record in whole or in part, with the present intent to identify the person and adopt

or accept a record.
(43) “Unless otherwise agreed” means unless the secured party and the debtor agree
otherwise.
(44) “Value” means the rights a person acquires—
(a) in return for a binding commitment to give credit, whether or not drawn
upon;
(b) as security for or satisfaction of a pre-existing claim, in whole or in part;
(¢) by accepting delivery pursuant to a pre-existing contract for purchase;
(d) in return for anything given in exchange; or
(e) any promise.
Section 5. Scope.
(1) This Act shall apply to—
(a) all transactions where the effect is to secure an obligation with collateral,
including pledge, retention of title, chattel mortgage, assignment, and the like;

(b) the sale of accounts and chattel paper;
(¢) consignments;

(d) the lease of goods for a period greater than one year; and
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() the interest of a lien holder in collateral.

(2) This Act shal] apply without regard to the form of an agreement or the
terminology used in an agreement, and whether ownership of the collateral is held by the
secured party or the debtor. The retention of title by a seller of goods has no effect other
than the taking of a segurity interest in the goods.

Section 6. Exclusions,

(1) Notwithstanding Section 5, this Act shall not apply to any of the following:

(a) The transfer of én interest in real property, except as provided with
respect to fixtures, érops, timber to be cut, or minerals before extraction.

(b) The transfer of a claim for compensation of an employee.

(¢) A sale of accounts or chattel paper as part of a sale of the business out of
which they arose.

{d) An assignment of accounts, chattel paper, or instruments for the purpose
of collection only.

() An assignment of a right to payment under a contract to an assignee that
is also obligated to perform under the contract.

(f) The transfer of an interest in a ship in which a mortgage is subject to
registration under another law of Palau.

Chapter 2 — Security Interests and Secured Obligations.

Section 7. Security interest.

(1) Any person may give a security interest in collateral, and any person may take a
security interest in collateral.

(2) Notwithstanding subsection (1), no security interest other than a purchase-
money security interest shall be given or taken in consumer goods.

(3) A security interest shall not be deemed invalid because the debtor has the right
to use, possess, sell, exchange, commingle, or otherwise dispose of the collateral.

(4) A security interest in collateral shall constitute a security interest in any

guarantee or supporting obligation with respect to the collateral.
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Section 8. Nature of a purchased-money security interest.

(1) The security interest of a consignor in goods that are the subject of a
consignment shall be deemed a purchase-money security interest in inventory.
(2) In a transaction other than a consumer-goods transaction, a purchase-money
security interest shall not lose its status if—
(a) the purchase-money collateral also secures an obligation that is not a
purchase-money obligation;
(b) collateral that is not purchase-money collateral also secures the purchase-
money obligation; or
(c) the purchase-money obligation has been renewed, refinanced,
consolidated, or restructured.

Section 9. Secured obligation.

(1) A security interest may secure one or more obligations.
(2) Secured obligations may be described specifically or in general terms.
(3) Secured obligations may be monetary or non-monetary obligations.
(4) Secured obligations may be governed by foreign law.
(5) A security interest may secure future obligations, whether mandatory,
conditional, or optional.
(6) A security interest may secure pre-existing obligations.
Section 10. Collateral,
(1) Collateral may be—
(a) personal property of any nature, including tangible and intangible
personal property;
(b) personal property in which the debtor has rights at the time of the
conclusion of the security agreement;
(c) personal property that is described in the security agreement, but in
which the debtor acquir‘es rights at a later time;

(d) personal property that is in or outside of the Republic of Palau;
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(e) goods sold or leased (no matter what the duration of the agreement)

under an agreement denominated as a lease but which is actually a transaction for

security, or other title-retention scheme;

(f) accounts or chattel paper that have been sold;

(g) goods that are consigned;
(H) proceeds of collateral;

(i) fixtures;

(j) timber to be cut;

(k) as-extracted collateral; and

(1) goods leased for a period greater than one year.

Section 11. Collateral description in security agreement or notice,

(1) A description of collateral in a security agreement or notice shall be sufficient if

it—

(a) describes collateral by item or kind in a manner that enables the

collateral to be identified;

(b) consists of a statement that a security interest is taken in all of the

debtor’s present and after-acquired property; or

(c) consists of a statement that a security interest is taken in all of the

debtor’s present and after-acquired property except for specified items or kinds of

personal property.

(2) A notice that covers fixtures, timber to be cut, or as-extracted collateral shall be

effective only if it provides a description of the relevant real property. A description of real

property shall be required only to reasonably describe the real property, and shall not be
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required to satisfy the requirements of a description necessary to create a mortgage in real
property or to establish ownership rights in real property.

Section 12. Effectiveness of security agreement.

(1) A security agreement shall be effective according to its terms between the
parties, against purchasers of the collateral, and against creditors and lien holders, except
as otherwise provided in this Act.

(2) A security agreement may be found in multiple records when read together.

Section 13. Collateral in secured party’s possession,

(1) A secured party shall exercise reasonable care in the physical custody and
preservation of collateral in the secured party’s possession.

(2) Unless otherwise agreed, if the collateral is in the secured party’s possession—

(a) reasonable expenses shall be charged to the debtor and secured by the
collateral, including the cost of any insurance, and the payment of taxes or fees
associated with the collateral;

(b) the risk of accidental loss or damage is borne by the debtor to the extent
of a deficiency in any insurance coverage; and

(c) the secured party may hold as additional security any increases received
from the collateral except money, and shall apply money to reduce the secured
obligation unless the money is remitted to the debtor.

Section 14. Request for accounting or statement of account.

(1) A debtor may—
(a) request an accounting of the unpaid obligations secured by collateral;
(b) request that a secured party approve or correct a list of what the debtor

believes to be the collateral securing an obligation; or
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(c) request that a secured party approve or correct a statement indicating
what the debtor believes to be the aggregate amount of unpaid obligations secured
by collateral as of a specified date.

(2) A secured party shall comply with a request under subsection (1) within two
weeks after receipt ot" such request. A débtor shall be entitled without charge to one
response to a request under tlvlis‘section during any six-month period. The secured party
may require payment of a reasonable charge for each additional response within a six-
month period.

(3) An account debtor that has received notification of an assignment of the account
shall be entitled to receive from the a§signee a signed record that releases the account
debtor from any further obligation to the assignee, if there is no outstanding secured
obligation and the assignee has no commitment to make advances, incur obligations, or
otherwise give value. The release shali be sent as soon as reasonably practicable, but not
more than ten days after the secured party receives a demand from the debtor. This
subsection shall not apply to the sale of an account or chattel paper.

Section 15. Attachment of security interest to collateral.

(1) A security interest shall attach to collateral and becomes enforceable against the
debtor and third parties with respect to the collateral only if—
(a) value has been given by the secured party to the debtor;
(b) the debtor has rights in the collateral or the power to transfer rights in
the collateral to a secured party; and
(c) one of the following conditions is met:
(i) the debtor has signed a security agreement that provides a

description of the collateral;

Page 15 of 50




10
i1
12
13
14
15

16

18
19
20
21
22

23

RPPL No. 8-42
(Passed as Senate Bill No. 8-164, SD1, HD1)

(ii) the collateral is in the possession of the secured party pursuant to
the debtor's security agreement; or

(iii) the collateral is deposit accounts and the secured party has
control.

(2) Unless otherwise agreed, the attachment of a security interest to collateral shall
give the secured party the right to proceeds and shall be attachment of a security interest in
a guarantee or other supporting obligation for the collateral.

(3) The attachment of a security interest to a right to payment or performance
secured by a security interest in personal property or a mortgage in real property shall be
attachment of a security intergst to the security interest or mortgage.

(4) Goods shall be determined to be equipment, inventory, farm products, or
consumer goods at the time that a security interest attaches to the goods.

(5) For the purposes of subsection (1)(b), a debtor shall have rights in timber to be
cut when the timber is cut, and in as-extracted collateral at the time that the minerals
subject to the security interest are extracted.

Chapter 3 — Perfection of Security Interests

Section 16. Perfection of a security interest.

(1) A security interest shall be perfected when it has attached to the collateral and a
means of perfection has been completed. There shall be four means of perfecting a security
interest—

(a) the filing of a notice in the filing office;
(b) possession of the collateral by the secured party;

(c) control of a deposit account by the secured party; and
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(d) perfection upon attachment of the security interest to collateral, without

filing a notice.

(2) To perfect a security interest a notice shall be filed in the filing office, unless this

Act provides otherwise.

Section 17. Security interests that must be or may be perfected by possession.

(1) A security interest in money shall be perfected only by the secured party taking
possession of the money, except for cash proceeds.

(2) A security interest in goods, instruments, documents, or chattel paper may be
perfected by the secured party's taking possession, and without filing a notice.

(3) A security interest perfected by possession shall be effective from the time
possession is taken and continues only so long as possession is retained, unless otherwise
specified in this Act.

(4) A security interest, other than a security interest in money, perfected by
possession under this section may also be perfected by filing a notice before, during, or
after a period of possession by a secured party.

Section 18. Security interest in a deposit account perfected by control.

(1A security interest in a deposit account may be perfected by the secured party’s
taking control of the deposit account, and without filing a notice.
(2) A secured party shall be deemed to have control of a deposit account if—
(a) the secured party is the bank with which the deposit account is
maintained;
(b) the debtor, secured party, and bank have agreed in an authenticated

record that the bank will comply with instructions originated by the secured party
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directing disposition of the funds in the deposit account without further consent by
the debtor; or
(c) the secured party becomes the bank’s customer with respect to the
deposit account. |
(3) Where a secured party has sétisﬁed subsection (2), the securéd party shall be
deemed to havé control of the deposit account, regardless of whether or not the debtor
retains the right to direct the disposition of funds from the deposit account.

Section 19. Security interests that are perfected upon attachment.

(1) The following security interests shall be perfected when they attach to the
collateral and V\;ithout tl;e ﬁling of a notice:
(a) A purchase-money security interest in consumer goods.
(b) A security interest in proceeds, if the underlying security interest is
perfected.
(c) An assignment for the benefit of all creditors of the transferor and
subsequent transfers by the assignee thereunder.

Section 20. Perfection of a security interest in a motor vehicie.

A security interest in a motor vehicle may be perfected by filing a notice that
describes the motor vehicle generally or by serial number in 2 manner prescribed by the

filing office.

Section 21. Security interests in documents and goods covered by documents.

(1) While goods are in the possession of a bailee that has issued a document covering
the goods, a security interest in the goods may be perfected by perfecting a security interest

in the document.
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(2) Any security interest in goods perfected by filing a notice during the period that
goods are in the possession of the bailee shall be subordinate to a sccurity interest perfected

in the document.

Section 22. Perfection of sccurity interests in supporting obligations,

(1) Perfection of a security interest in collateral also perfects a security interest in a
guarantee supporting the collateral.

(2) Perfection of a scl:curity interest in a right to payment or performance also
perfects a security interest in a mortgage on real property securing the right to payment or
performance.

(3) The filing of a -notice siﬂall not be required to bperfect a security interestin a
guarantee or mortgage undar subsections (1) and (2).

Section 23. Continuity of perfection,

(1) A security interest shall be perfected continuously if it is first perfected in one
manner and later perfected in another manner, if there is no period during which it is not
perfected.

(2) If a secured party assigns a perfected security interest, a netice need not be filed
under this Act to continue perfection of the security interest against creditors of the debtor,
transferees from the debtor, and lien holders.

(3) A security interest in proceeds shail be a continuously perfected security interest
if the security interest in the original ccllateral was perfected. The security interest in
proceeds shall be unperfected 20 days after the debtor receives the proceeds unless:

(a) a filed notice covers the original collateral, and the proceeds are cash

proceeds or proceeds of a nature described in the notice; or
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(b) the security interest in the proceeds is perfected before the expiration of

the 20-day period.

Section 24. Continuation of a security interest in collateral and proceeds.

(1) A security interest shall continue in collateral notwithstanding sale, lease, license,

exchange, or other disposition of the collateral, except as otherwise provided in this Act or

as otherwise agreed.
(2) Upon the disposition of collateral, a security interest shall attach to any proceeds
of the collateral, except as otherwise provided in this Act or agreed upon by the parties.
Chapter 4 ~ Priority among Security Interests in the Same Collateral

Subchapter A — General Rules

Section 25. Multiple securitv’interests in collateral.

(1) The priority ofva security interest shall be measured from the time the first
notice is ﬁled’covering the collateral, or the time the security interest is first perfected,
whichever is earlier, if there is no tizie after the first time of filing or perfeciion at which
the notice was inefféctive ov the continuity of perfection was interrupted.

(2) Unless otnerwise provided in this Act, among conflicting security interests the
following shall apply:

(a) The first security interest to attach to collateral has priority among
security interests for which no effective notice covers the collateral and for which
there is no perfection.

(b) A perfected security interest has priority over a security interest that is
pot perfectgd.

(¢) The first security interest for which a notice is filed or for which there is

perfection has priority where conflicting security interests are perfected.
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(3) A date of filing or perfection as to collateral shall be deemed to be the date of
filing or perfection of a security interest in proceeds.

Section 26. Priority of lien holder.

(1) A security ipterest shall have priority over the rights of a iien holder unless a
notice of the rights of the !icn holder is filed in accordance with this Act— |
(a) before the security interest is perfected; and
(b) before a not%ce covering the collateral is.ﬁled and a security agreement is

signed by the debtor.

Section 27. Priority of lien arising by operation of law.

A lien or right of retention in goods arising by operation of law in favor of a person
to secure payment for inatecials or services with respect to the goods shall hgve priority
over a perfected security int.erest while the goods are in the possession of £he person
helding the lien or right of retention if the person provided the materials o services in the
ordinary course of business.

Section 28. Future advances.

If a perfected security interest secures an obligation by the secured party to make
future advances, the rights of a lien holder shall have priority over the security interest
with respect to advances made after the secured party has actual knowledge of the interest
of the lien holder or more than twenty days after a notice of the interest of the lien holder is
filed in the filing office, whichever occurs first.

Subchapter B — Rights of Transferees of Collateral

Section 29. Buyers of collateral
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(1) Except as otherwise provided in this section, a buyer shall take collateral free of
a security interest if the buyer gives value for the collateral without actual knoyvledge of the
security interest and before’ it is perfected.

(2) Except as otherwise provided in this Act, a buyer, other than a secured party, of
chattel paper, documents, goods, or instruments shall take such property free of a security
interest if the buyer gives value and receives delivery of the collateral without knowledge of
the security interest and before it is perfected.

(3) A buyer in the ordinary course of business shall take goods free of a security
interest in the goods, even if the secarity interest is perfected and even if the buyer knows
of its existence.

(4) A buyer of goods that are consumer goods of the seller shall take the goods free
of a security interest regardless ¢f whether or not the security interest is perfected, if—

(a) the person buys and takes delivery of the goods without actual knowledge
of the security interest; and
(b) before a nptice is filed that describes the goods.

(5) A person that buys va motor vehicle shall take the motor vehicle free of a prior
security interest only if—

(a) the person buys without actual knowledge of the security interest; and
(b) the motor vehicle was not described, or was incorrectly described, by
serial number in a filed notice.

(6) A person that buys farm products for use as consumer goods shall take the farm

products free of any security interest.
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(7) A buyer in ordinary course of business of the seller, buying oil, gas, or other
minerals at the wellhead or minehead or after extraction shall take such property free of

an interest arising out of a mortgage or other encumbrance on real property.

Sectiqn 30. Lessees of goods.

(1) Except as otherwise provided in this section, a lessee of goods shall take its
leasehold intergst free of a security interest in the goods if the lessee receives dclivery of the
goods:

(2) without actual knowledge of the security interest; and
(b) befére the sceurity interest is perfected.

(2) A lessee in the ordinafy' course of business shall take a leasehold interest free of a
security interest in the goods even if the security interest is perfected and even if the lessee
knows of its existence.

(3) A lessee shall take a motor vehicle free of a security interest only if the less‘ee
leased:

(a) without actual knowiedge of the security interest; and
(b) the motor vehicle was not described, or was incorrectly described, by
serial number in a filed notice.

Section 31. Assignmesrits.

(1) A person may assign all or part of the person’s rights in accounts, chattel paper,
instruments, or other intangible property.

(2) Th‘e assignee ’sha,ll l;e subject to all the terms of the agreement between the

account debtor and assignor.
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(3) No communjcation{to the account debtor shall be requaired for attachment,
perfection or enforcement of a security interest arising from an assignment, except as
provided in this section.

(4) After receiving written advice of an assignment from the assignor or assignee,
the account debtor shall perform tﬁe obligation by paying the assignee. However, if
requested by the account debtor, the assignee shall furnish timely and sufficient evidence of
the assignment, and unless thg assignee complies, the account debtor may perform the
obligation by pziying the assignor.

) Unle;s an account debtor has made an enforceable agreement not to assert
defenses or claims, the rights of an assignee shall be subject to the following:

(a) All terms of the agreement between the account debtor and assignor and
any defense or claim in récoupment arising from the transaction that gave rise to
the contract.

(b) Any other defense or claim of the account debtor agaiist the assignor
that acciues before the account debtor receives a notification of the assignment
authenticated by the assignor or the assignee.

(6) Notwithstanding subsection (5), the claim of an acecount debtcr against an
assignor may be asserted against an assignee only to reduce the amount the account debtor
owes.

Secticn 32. Non-assignability clauses.

(1) Except as provided with respect to the purchase of chattel paper and
instruments, an agreement between a secured party and an account debtor shall be

unenforceable if it prohibits, requires consent, or otherwise restricts

(a) the creation, attachment, or enforcement of a security interest; or
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(b) the sale or assignment of an account, a lease, or chattel paper.

Section'33. Subordination of priority.

A person entitled to priority under this Act may agree to modify or forego the
priority, and may do so without filing or amending a notice with respect to the change in
priority.

Subchapter C - Purchase-Money Security Interests

Section 34. Notice of purchase-money security interest.

If a person files a notice with respect to a purchase-maney security interest in goods
before or within five (5) days after the debtor takes possession of the goods, the security
interest shall have priority over the rights in the goods of a buyer, lessee, or lien holder
which ariseA between the time the security interest attaches and the time of filing of the

notice.

Section 35. Priority of purchase-money security interest in equipinent.

A perfected purchase-money security interest in equipment shall have priority over
a conflicting security interest in the same collateral and the interest of a lien holder, and
shall also have priority in its proceeds, it the purchase-money security interest is perfected
when the debtor receives possession of the equipment, or within five (5) days thereafter.

Section 36. Priority of purchase-money security interest in inventory ox livestock.

(1) A perfected purchase-money security interest in inventory or livestock shall have
priority over a conflicting security interest in the same inventory or livestock if—
(a) the purchase-money security interest is perfected when the debtor
receives possessiqn of the inventory or livestock; and
(b) the purchase-money secured party notifies in writing, the holder of the

conflicting security interest if the holder had filed a notice covering the same types
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of inventory or livestock before the time of a notice filed by the purchase-money

St

secured party.

(2) An effective notification under subsection (1)(b:)lshéll describe the inventory or
livestock and state that the person giving the notification has or expects to acquire a
purchase-money security interest in inventory or livestock of the debtor.

Subchapter D — Priority in Special Classes of Collateral

Section 37. Crops.

A perfected security interest in crops growing on real property shall have priority
over a conflicting interest of the owner, a lessor, or a mortgagee if the debtor is in
possession of the real property or has an interest of record in the real property.

Section 38. Accessious.

(1) A security interest may be created in an accession and continues in collateral
that becomes an gccession. If a security interest is perfected when the collateral becomes
an accession, the security interest shall remain perfected in the accession.

(2) Upen default—

(a) a secured party may remove an accession from other goods if the security

interest in the accession has priority over the claims of every person having an
interest in the whole;

(b) a secured party that removes an accession shall promptly reimburse the
holder (other than the debtor) of any interest in the whole or the other goods for the
cost of repair of any.physical injury to the whole;

() a secure:d party that removes an accession shall promptly reimburse any

other secured party for the cost of repair of any damage to the property;
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(d) the secured party shall not be required to reimburse the debtor or other
secured party for any diminution in value caused by the absence of the goods
removed or by any nvecessity for replacing them; and

(e) a person entitled to rAebimbursement may refuse permission to remove the
accession until the secured party gives adequate assurance for the performance of
the obligation to reimburse.

Section 39. ComlvniAngA led goods.

(1) A security interest may not be created in goods that have become commingled
goods. However, a security interest may attach to a product or mass that results when
goods subject to a security interest become commingled goods.

(2) If collateral becomes commingled goods, a security interest in the collateral
attaches to the prodﬁct or maSs.

(3) If a security interest in collateral is perfected before the coliatera! becomes
commingled goods, the security interest that attaches to the product or mass is perfected
without the need for filing a notice. The priority of the security interest in the product or
mass is measured from the time of perfection of the security interest in the collateral that
became commingled.

(4) If more than one security interest attaches to the product or mass the following
shall apply:

(a) A security interest that is perfected shall have priority over a security
interest that is upperfected gt the time the collateral becomes coinmingled goods.

‘(b) The first security interest to attach to the product or mass shall have

priority among unperfected security interests.
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(c) If llm»)re\ftlh_:mvone sgcurity interest is perfecied, the segui'ity interests(shall
rank equally in propoertion to thg value of the collatemlvat the time it becmne
commingled goods.

Sectiop 49, EMQ
() A seéurity interest may be c‘;‘eated in goods that are fixtures. A security interest

[

may continue in goods that become fixtures.

5

(2) Notwithstanding subsection (1), a security interest i>n ordinary building materials
shall be unen»foriceable when tie building materials are incorporated into real property.

(3) This section shail not determine priority in readily removable facfory machines,
office machines, and domestig appliances.

(4) A security interest in fixtures shall be subordinate to all other real rights in real
preperty, except as provided in this section.

%) A‘ perfected secu rity interest in fixtures shall have priority over the interest of
the owner of real property, or a mortgagee notwithstanding any provision in the mortgage,
if 2 notice is filed before the interest of the owner or the mortgagee is registered.

(6) A perfected secur'ity interest in fixtures shall have priority over the interest of a
lien holder if a notice is filed before the filing of a notice of the interest of the lien holder as
required by this Act.

(7) A perfected security interest in fixtures shall have priority over the interest of
the owner of real property, a lien holder, or a mortgagee notwithstanding any provision in
the mortgage, if the security interest is a purchase money security interest given by the
debtor before the goods become fixtures, and a notice is filed before the goods become

fixtures or within five days thereafter. The priority established in this subsection is not

effective against a person who holds a construction mortgage. A mortgage is a
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v

1

construction mortgage tc the extent that it secures an obligation to pay for the construction

of an improvement on real property, if the mortgage is registered and if the mortgage

A T T T 1 RN

indicates that it secures snch an obligation,

(8) Upon default the following shall apply:
(a) If a security agreement covers goods that are or become fixtures, a
secured party may pioceed under this Act or in accordance with rights with respect

to real property.

(b) Subject to the other provisions of this Act, if a secared party holding a

security inierest in fixtures has priority over all owners and encumbrancers of the

. 3
47 b+

reai [iroperty, the secured party, after default, may remove the collatera! froma the
real property.
(c) A secured party that ramoves a collateral that is a fixture shall promptly

reiriburse any encumbrancer o1 owner of the real property, othier than the debtor,

[ .
o

for the cost of repair of any physical injury caused by the removal.
(d) The secured party shail not be required to reimburse the ercumbrancer
[ : y .
or owner for any diminutior: in value of the real property causca by the absence of
the goods renigved or by any necessity of replacing them.
(¢) A person eniitled to reimbursement may refuse permissiois to remove
until the secured party gives adequate assurance for the perforn:ance of the

obligation to reimburse.

Subchapter E - Security Interests in Chattel Paper, Documents and Instruments

Section 41. Priority rights of purchasers of chattel paper and instruments.
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(1) A purchaser of thiattel paper or instruments shall have priority over a

HE ' . I

<
Lt

conﬂicting!s?curiiy i:jterest i the ci‘.attél paper or instruments and al’so‘h.as priority with
respect' to the proceeds of tie chattei paper or instruments»if:
(q) in tne OK'Qinary course of the purchaser's business, the pur;haser gives
new value and takes psssgssiorl of the chattel paper or instru;nents; and
(b) the chattel paper or instruments do not indicate an assignment to the

person holding the conflicting security interest.

» { .

Section 42. Prieritv of rights of purchasers of documents and ipstruments,

(1) This Act shall not iimit the rights ¢f a holder in due course of a negotiable

roa

instrument, a holder to which a negotiable document of titie has been duly negotiated, or a

f e . . R . :
- €, P . I PR S

protected purchiaser of a seéu?‘itly. j'§1ese holdei‘s or purchasers shall take pfiority over an
earlier security interest, cvén if perfected, to the extent provided in the law én pegotiable
instruments.

(2) Filing a niotice shali not constitute notice of a claim or defense to the holders,
nurchasers, or persons Jeseribed in subsection (1).

Subchapter ¥ — security Interests in Depcesit Accounts

Section 43, Priority of confiictiny security interests in deposit accounts

(1) A security interest heid by a secured party having control of a deposit account
shall have privrity over a conflicting sccurity interest held by a secured party that does not
have controi.

(2) Except-as otherwise provided in subsections (3} and (4), security interesis |

perfected by control shali have priority according to the time of obtaining control.
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N

(3) Except as odiexwise previded in subsection (4), a security interest held by the

’ g

bank with which the depusit accourt is maintained shall have priority over a conflicting

security interest held by another secured party.

IR

(4) A security interest in a deposit account perfected by control under section

PR i DN PR

2

18(2)(c) shall have priority over a security interest held by the bank with which the deposit

oY

account i1s maintained.
.

voE FN ST

et

Section 44. Effect of cransfors of raoney and funds from deposit 2eccunis,

(1) A transferee of money shail take the money free of a security

A

interest unless the

\

transf{eree acts in collusion with the debter in violating the rights of the secured party.

v S N ST Srrl o,

(2) A transferee of funds from a deposit account takes the funds free of 2 security

interest in the deposit accennt unless the transferee acts in coliusion with the debtor in

e Lo

violating the rights of the secured party,

Section 45. Right of recoupmens or setoff against deposit account.

(1) Except as otherwise provided in subsection (2), a bank witk whici a deposit

account is maintained may exercise any right of recoupment or setoff against a secured

. I3

varty that helds a securiiv interest in the deposit account.
v P i

(2) A setoil by a bank based 90 a clahin against a debtor shall be inefYective against a

secured party that has estabjished coatrol of a deposit account by becvining the bank’s

customer with respect to the deposit account.

Chapicer § - Filing Notice

Section 46. The Filing office,

* t

(1) A filing office shall be establishied in the Commission.

(2) A filing officer shall be appointed to administer the day-to-day activities of the

filing office.
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(3) All obligations of the Cominission under this Act shalil be {ully discharged by the
creation and businesslike maintenance of an electronic information system that provides

for the filing of notices of szcurity interests and notices of the interests of ifen kolders, and

| ' .
| for the search of such notices by any pevson.

(4) No Apcrson shall have a cizim against the Com.mission for errors in the filing
office records coml.:iitted by a person that files a notice, or for failure to provide filing
office services fbr reasons beyond thé control of the Commission.

(5) The duties of the filing office shall be merely adr‘nin’is‘trativg and the following
shall apply:

(a) By filing a notice or refusing to file a notice, the filing sffice shall not be
deemed to ha@ detcvrnbzined the/sufﬁciency, carfectness, authenticity, or validity of
the noticg or any ipfo‘npngti(;n contained in the notice.

‘ (b} The ﬁlipg ofg not_ice shall not create a security intercs? iit collateral or
provide évidence that a security interest in collateral exists.
(6) Except as specified in subsection (7), the filing office is the place to file—

(=) a nctice .05 a security interest in collateral;

{h) a notice ol the interest of a licn holder; and

(v) a notice of tiic interest of a secured party in a transaciion concluded prior
to the effective date of this Act as provided in this Act.

(7) The Clerk of Court and the Land Court shall be the place to file a notice of a

security interest in fixtures, timber to be cut, or as-extracted collateral.

Section 47. Duties of the filing office.
(1) For each notice {ited, the filing office shall—

(a) assign a unique filing number in the case of an initial notice;
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(b) assign a unigae number (o notices other than the initia! notice;

T onT N [ ) Ly

(¢) create a recerd ihat Lears the filing number and the date and tinie of
' ST T . . . CoN ‘ R
filing; and
(d) maintain the filed record for public inspection.
: ) ro 2 ’ .

(2) The filing oh"fice shali index an initial notice by the name of the debtor and shall

. -
” it . oo . i

index all filed records refating to an initial notice in a manner that associates the initial

notice and all filed records relating to the initial notice. For notices containing serial

3 i . . . . - . ¢
' SN \ ! PR

numbers of izotor vehicles, the tiling cifice shail maintain an index of s¢rial numbers.

.

(3) The filing office shall maintain the capability to retrieve a record by the name of

LT s

the debtor and by the filing aumber assigned to the initial notice to which the record

fooa St * L - ‘ . . ot

relates, and that associates an initiai notice and all records relating the initial notice with
. . L.t . - . o L :

S, i Ll [

one anoiker. ¥or notices coniuining the serial number of a motor vehicle, the filing office
shall maintain (e capabiiity ¢6 retrieve & record by the serial number of the motor vehicle.

(#) The filing office shall méintr—.ii: records of lapsed or terminated notices for a
period of ten (13) years beyond the date of lapse or termination.

Section 48. Regulaticas and fees,

(1) The Cunyniissiozx may promulgate regulations that establish-—
(a) a reasonable fee for filing a notice and the manaer ¢f pavriuent of fees;
(b) a reasonable fee for issuing a certified search report;
(¢) the manncr of filing netices; and
(d) the manner.of submitting search requests.
(2) The Commissio_n"may promsulgate any other regqlations necessary to effectuate

the intent of this Act,

Section 49. Notice of the interest of a lien holder.
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The notice ¢f the inisrest of a Ben holder shall be limnited to identification of the lien

1 L s S0

holder, identification of thie person ewing payment or performance to the lien holder, and a

| . Y . . PICIE
v e : v f . .

descripiion of personal prop2riy against which the lien holder claims or may claim a right,

in ihe same manner as provided in this Act for the filing a notice of a security interest.

L i

Section 50. Access ti fiting office records.
(1) Tae in{formation centained in noiices shall be public reccrds.
2) The indexes and other records created by the filing office with respect to notices,
n any form or mediwm, shall be public records.

(3) Any person shali have a right to inspect and obtaiu copies of the vecords of the

filing office,

Secticn 51. Information {rom fiting cffice.

: [ o . £, P e

(1) The iling office shall conumunicate the following information to any person that

requests it:

..

(a) Whether there is filed on a date and time specified by the filing office, any
notice that Qesignates a parti:glar debtor and has not lapsed with respect to ali
secured pa;’ties.

(b) The filing number, 2;1d the date and time of {iling of each notice.

() The name and adJress of each debtor and secured puriy on each notice.

(d) All of the information contained in each notice.

(2) A request may be raade to search the records of the filing office by any of the
following criter_ia:z. e S
(a) ’lne ﬁli\ng»pq‘-lln’b‘er of'v':,a notice. -
(b) The name of a debtor.

(¢) The serial number of a tnotor vehicle.
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(3) In complying with its dity, the filing office may communicate information in any

f L - Ve

medium. However, if requested, the filing office shall communicate the requested

t

information by issuing a written certificate that shall be admissible into cvidence in the

v, RN vy , . L.l N S FR

Supreme Court without extrinsic evidence of its authenticity.

N .
s X . . .

Section 52. Initial notice,

Ty el Lot 3

1) An initial notice shail be sufficient if it—

(a) identifies the debtor and provides a mailing address;

(b) ideutifies the secured party and a mailing address; and

(c) describes the coilaterai covered by the notice as set forth in Section 11.

TI

v . ) .
‘ , '

(2) A personis entitled fo 1ile an initial notice only if the debtor unthorizes the notice

P

in a signed record. The debtor’s authorization shall not be required to bhe contiained in the
b .

o ' AN . . . I

notice, need ot be discicsed to the filing oifice, and may be given after filing.

y, . S B
L N a ! R

(3) By signing g}securi\ty agrecmetit, a debtor authorize‘s the filing of an initial notice
covering the collateral deccribed in the security agreement, and proceeds of the coliateral,
regardless of whether or not the securivz‘v agreement expressly covers proceeds.

{4) A notice may be filed before 2 security agreement is conciuded or before a
security intcrest attaches t¢ celiateral,

(5) A notice substantialiv complying with the requirements of this Act shall be
cffective, even if it is insutficient under uhis section, unless the insufficiency makes the
notice seriously misleading. A notice that insufficiently provides the name of the debtor

shall be deemed to be seriously misleacing.

Lot ‘

(6) A record of a mortgage shali be efféctive,_from the date of recording, as a notice

covering fixtures, timber to be cut, or as-extracted collateral only if—

(a) the record indicates the goods or accounts that it covers;
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(b) the geods that wre, 6r that are to become, fixtures related to the real

(R

property described in the r2cerd, or the coliaterai is refated to the real property

describved in the recovd and is as-axtracted collateral or timber (o be cut;
b

A B PR, . PR N ] - P

(¢) the record satisfies the requirements for a notice in this section other than

b . . . N

an indicaticn that it is t¢c be filed in the real property records; and

(d) the record is duly recorded.

Section 53. Name of debter and secured party.
(1) A notice sinail be deemed o hiave sufficiently provided the 1iaime of the debtor

RSP . LT T . Lo

where—

o 1,
1y ‘ T

{(a) the notice containg the name of the person us it appears on the records of

o . I
U

the Social Secnrity Admiitistration of the Republic of Palau;

(b) the debtér is & naturai person and not a citizen of the Republic of Palau
and the ﬁotice contains the name of the person as indicated on the person’s
passpert;

(v) tne debtor is an enticy a;d the notice contains thre name of the debtor as
shown on \‘h.e recsrds df the Ofﬁce of the Attorney General iu the case of an entity
incorporated under the law of Palau or, for any other entiiy, the documents that
establish that en;ity. |

(d) the debtor is a foreign cntity authorized to do business under the law of
Palau and the notice provides tlie name of the debtor as shown oa the records of the
Office Qf AttOwrn,ey‘Gicneral; or

(e) the deptgr is a foreign entity not authorized to do business‘ under the law
of Palau and the notice provides the name of the debtor as shown on the appropriate

registry in the country where thc foreign entity is organized.
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(2) A notice that sufﬁtiently pxicvidcs the name of the debfor shali not be rendered
ineffective bv the prqsence or absence of a trgde name or other name of the debtor. A
notice that provides oniy thei-debtor’s trade name shall be deemed to have not sufficiently
prqvided the name bf a debtor.

(3) A notice may provide the name of more than one debtor and the name of more
than one secured party,
. i‘. I ‘.‘: . ~:(V R ::""}’ RIS A L : e e ({"i e S _,‘.,
(4) The failure to indicate on a notice that a person is a representative of the secured
party does not affect the sufficiency of a notice.

LY o L. S * - - . . L - . Vooxr

Section 54, Effect of changes in ¢circumstance.

5

(1) A filed notice shall remain effective with respect to collateral that is sold,

T

exchanged, leased, iicensed, or otherwise disposed of and in which a security interest
continusy, even if the seeured party knows of or consents to the dispositio.

{(Z) I a Cebter charges its ne.ne so that a filed notice becsmes seriously inisleading,

th,e notice shail remain effective to perfect a security interest in collateral acquired by the
debtor before or within four montkhs after tiie change. However, the notice shall remain
effective to perfect a security interest h; collateral acquired by the debtor snore than four
months after the change only if an aiendment to the notice is filed within four months of
the change.

(3) Except as provided for a change of debtor name under subsection (2), a notice

skall remain effective if, after the notice is filed, a change of circumstances renders the

T

notice seriously misleadirLg, ..

v

Section S5. DlﬁratiO(x of notice and effect of lapse, -

(1) A filed notice §hall remain effective for a period of five (5) years after the date of

filing, unless the notice is confinue_d or terminated.
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I

(2) The effectivencss of a filed notice shall lapse on the expiration of the five (5) year
period unless, before the lapse, a cantinuation statement is filed.

(3) Upon lapse, a notice shall become ineffective and any security interest that was

N

perfected by the notice becsmes unperiected, unless the security intercst is perfected

Sy

without filing.

vy g . oy . *
. v

(4) If the security interest becomes unperfected upon lapsc, it shall b2 deemed to

EERTES R

have never been perfected against a purchaser of the collateral for value.

Section 56. Amendiient of notice.
et .%' * . ' - '
(1) An initial notice c1ay be amended by one or more amendments. To be effective
an amendment shall-—
B R Y :
() identify the initial notice by its filing number;
by identify the secured party on the notice that authorizes the amendment;

A Ceme e

{¢) indicate that it is an amendment to the notice; and

(d) provide all of the information required ¢f an initial notice, completely
vestating the notice in a wanucr that reflects the amended state of the notice.

(2) If an amendment adds collateral covered by a notice, or adds a debtor to a

notice, it shall be elfective if the debier authorizes the filing in a signed record. By signing

a security agreement, 2 del;iéf auticeiizes the filing of an amendment, covering the
collateral described in the sceurity agreement, and proceeds of the collaterai, whether or
not the security agreement expressiy covers proceeds.

() If there is more than one seFured 'party on the notice, theva‘men}d’ment shall be

effective if a secured-party authorizes the filing in a signed record. -

(4) An amendment that adds collateral shall be effective as to the added collateral

only from the date of the filing of the amendment.
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v

(5) An amendinent that adds a debtor shall be effective as to the added debtor only

from the dale of the filing ¢f the amendment.

oo . O T 1

(6) An amendinent other than an amendment to add coilateral or add a debtor shall
be effective only if a secured party on the notice authorizes the filing of thc amendment in a
signed record.

L

(7) An amendrsent shall be ineffective if it purports to delete all sccured parties and

fails to provide the name of a new secured party, or purports to deleie the cames of all

5 -
L4

debtors and fails to provide the name of a debtor not previously named on the notice.

(8) If there is more than cn2 secured party on the notice, any securad party or all
secured parties may authorize the LHling of an amendment.

L R

(%) The filing of an amen-dmeni does not extend the period of effectivencss of a

notice,

s

Secticn 57. _antinumjcn of notice,
{3) The period of effecziveniess of a notice may be continued by filing a continuation
statement that-—-

(ﬁ.) identifies A{ht intiial noticé by its filing number;

{b) identifies a secured party on the notice that authorizes the continuation
statement; and

(c) indicates thét the effectiveness of the notice, with respect to the secured
party that authorized tae filing, is to be continued.
2)A 'continu‘.ati‘o’n‘ s‘tatement may be filed only withi_n six monthsl lbgfqre- the

expiration of the S-year period of the potice.
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4
(3) Upon timely filing of 2 continuativn statement, the cffectiveness of the notice
shall continue for a period of 5 years conunencing on the day va which the notice would
..“ ST Coe e R L . - ' — - RS e Tt

have become ineffective in the abseuce of the filing.
(4) The effectiveness of such a niotice shall be continued only with respect to the

secured party that authorized the filing ot the continuaticn statement.

oy . AR

(5) Upon the expiration of the new S-year period, the notice shall lapse with respect

[P

to the secured party unless, before the lapse, another continuation statement authorized by
that sccured party is filed.

L] <} : .

+ . R > P "~

(6) Succeeding continuation staternents may be filed in the same manaey to continue

s

the effectiveness of the notice.

'

Section 58. Termination of notice.

(1) The esfectiveness of a notice may be terminated by filing a termination statement
thats

LV .
AR N

{1) identiﬁes th< initial notice by its filing number;
(h) identifies a secured party cn the noticc that authorizes tlie termination
statement; ard
(¢) indicates thai the notice is no longer effective with respect to the interest
of the secured party that authorized the filing of the termination statement,
(2) Within twenty (20} days after the secured party receives a written demand by
the debtor, the secured party on 2 aotice shall file a termination statement ii—
(‘fi) there 15 1o outstanding secured obligation.and no commitment to make
an advange'? incu‘l;'az'l lex.ig:i_tiég, or otherwise give value; or

(b) the debtor did not authorize the filing of the initial notice; or
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(¢) the notice covers accounts or chattel paper that have been sold but as to

which

the account debtor or other persen obligated has discharged its obligatien.
(3) A termitiation statement shail texminate the effectiveness of a notice with respect

. s RETN v OO EEN - . e . . . o ‘ v . :
’ [T S R PR : S : S

to a secured party orni the notice only if the termination statement is authorized in a signed

T e N X

‘

record by that secured pacty. Upon the {iling of an effective termiuation statement, the
notice to which the termination statement relates becomes ineffective with respect to the

A

authorizing sccured party.

Section 89, Effectiveness of notice,
(1) An initial notice, amendment, continuation statement, or terrmination statement

shal! be effective at the tisae it is availubie to the public by means of a seurch of the records

4.
N e

of the filing office as provided in (his Act.

K
. v “ ¢

(2) Thg filing office nuay retfuse to tile a notice ouly because—-

{(a) in the case ¢f an initial notice, the record does not provide the name of a
debtor;

(b) in the case of an arnendment, the record does not provide the name of a
debtor, does mot provide the filing number of the initial notice, or the record
identifies an initial rotice whese effectiveness has lapsed;

{c) in the cise of a continuation statement, the record does not provide the
filing number of the initial notice, or was not submitted within the permitted six-
month time period; |

(d) in ’the.Acahse bof: a Fermin:}tion s?atement, thelrec‘ord glogs ;r‘.uvot prpvide Fhe
filing number of the initial notice, or the record relates to an initial notice that has

lapsed with respect to each secured party on the notice; or
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(e) less thap the full {iling fee is tendered, or no other arrangement has been

made for tne payment of the fee,
(3) A record that the filing office refuses to accept for a reasen other than one set
et R N Lty o,

fortn in this section shaii reinain effective as a filed record except against a purchaser of

the collateral that gives value in reasonable reliance upon the absence of the record from

the {iling office.
(4) If a filing office refuses io accept a record for filing, it shall promptly

coramunicate the fact of aird ccasen for its refusal to the person that presented the record.
(5) A notice authorized by cne secared party on the notice does uot affect the rights
of ancther secured party on the notice,

» L

{9) The failuie of the fixing ofiice to index a record correctly shall not affect the

L

effectiveness of the record.

Section 60. Nutice shgll not constitute f‘constructive nofice.”
A notice shali not consiitute cénstructive notice to any person or knowiedge of its
xistence or contents by any person.
Chapter & - E?;EFORQEMENT 01* SECURITY INTERESTS UPON DEFAULY
Section 61. Dgfau}t. B
(1) Ugen default, the secured party shall have the foliowing righis.
(a) The right to possession or control of the collateral, as the secured party
prefers, even if the sccurity agreement is silent about posscssion or control.
(b) The right to dispose ot the collateral.
(c) O‘%her righis and rericdies provided in this Act.
(d) Other rights and remedies in the security agreement.

(e) Any rights and reniedies available under other law.
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(I‘!) Thc secu rf:d pariy MY PLrsie any or all of its remedies §in1ultz|ne0usly or
consecutively,

(3) Pursuit ¢f one remedy shall not preclude or prejudice the pursuit of another
remedy. |

(4) Upon defapit, it the collateral is a document, the secured party inay proceed as
to the dqc;llneglt and ;as to the guads‘co vered by the document. The secured party may
proceed without judigiat action if the docu;nent is in the possession of the secured party.

(5) A lgssar of gcods for a period greater than one year shall have the coixnmon law

DT VR

rights of a lessor upon default, and any other rights that may be provided by statute.

Section 62. Collection rights of secured party

(1) Upon defaﬁlt, \;'ith respect té accounts, chattel paper, or oiller rights to payment,
the sec;lred pérty shall be entiﬂcd tc-‘r.ﬁtify an account debtor or other person that owes
payment {0 make payment to the secured party, and also to take possegsion or control of
any proceeds. | |

(2) If the security interest sécures a debt, the securied party shall puy the debtor any
amount collected in ¢xcess of the securcd debt, plus expenses aliowed unier this Chapter.
Unless otherwise agreed, if there is a deficiency in collection, the debtor owes to the secured
party the differznce between the amount collected and the secured debt plus expenses
allowed under this Chaptes,

(3) If the transaction was a sale of accounts or chattel paper, the debtcer is entitled to
any surplus and i_s‘.li.vablekfo_-r any deﬁcien;y iny if the security ‘agreen‘]’emt 0 providgs. |

4) The.securg_d party may. act under this section without judicial process,
notwithstanding any other provision of this Act.

(5) If so agreed: and in any event after default—
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A Lo
e

(8) a secured psrty that is a bank with a sccurity interest in a deposit account
maintained by the bank and perfected by control may apply the balance of the

deposit accoum to the obligation secured by the deposit account; and

(h) »in cther g’tasés, & secarced party that has a security interest in a deposit
account pe.rfcgtedpy contro!l may instruct the bank ﬂ) p:ay th‘e palance of the deposit
account to the secured party.

Scction 63. Segured par{y’s right to possession or control.

4

(1) Upon default, the secured party may take possessicn or control of collateral
without legal proceedings iif the secured party does not breach the peace in doing so.
(2) Upen default, the securcd party may take possession or contrei of collateral and

H

dispose of coliateral by court order, and the following shall apply:

. N . . .
. : : . B : Ve

(a) The secarca pariy shall be entitled to a special, expedited order from the

. oy
1 8

court pranting the svecu:'cd party possession or control yover the coil;a:eral.

(b.) Issues at the hearirég shall be limited to the existence of a security
agreement covering the collateral and at least one event of default.

(c) An order to dispcssess the debtor under this section may be appealed by
the debtor, bui no court shaii siay the dispossession order or prevent the disposal of
the colizteral during the appeal process.

(3) If the security agreement so provides, the secured party may require the debtor
to assemble the collateral xnd make it available to the secured pariy at a piace to be
designated by the s‘e‘c.ured party .tha-‘t- is reasonably con\"enient _to‘both partieg.

3 (4) A secured party may render equipment unusable without removing it from its

location, and may dispose of collateral at the debtor’s place of business, residence, or any

other location where the coflateral is found.
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Sectioa 54. Secured party’s disposal of collateral after default.

(1) After defauit, a secured party inay sell, lease, license or ctherwise dispose of any

PR (TR R

or ail of the ccllaterai.
(2) Disposal of the ¢ctinteral may be made publiciy or privately, aid may be made in
one or more contracts.

(3) Disposal may be as a unit or in parcels, at any time and place and on any terms

consistent with the sccured party’s duties under this Act.
{#) The secured paity shail give the debtor, and any cther secured party frem whom

the sccured party receives 2 wiitten request, reasonable notice of the tiae 2nd place of any

<
A N h

public_sale or the time at which any private sale or other intended disposal is to be made,

T ~
YL e B ) . caae .

unless communication is impractical because collateral is perishable or threatens to decline

C e L
i

speedily in value. The debtor may waive the right to be informed.

(5) The secured party raay buy the collateral at any saie tiat is cpen vo the public.

Section 65. Cpnseqﬁénccs of disposal of collateral,
(1)VThe nroceeds 0%’ disposai shall be applied in the following order:

(a) the reasonable vxpenscs of retaking, holding, preparing for disposal, and
disposing 'of the cellateral, inclading reasonable attorueys’ fees and legal expenses
incurred by the secured party;

(b) the satisfaction of the secured obligation; and

(c) the satisfacticn of debt sccured by any subordinate security interest in the

~ collateral if a written demand is received before distribution of the.proceeds is
completed and if the hoider of a subordinate security interest gives reasonable proof

of the inferest.
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1

‘ (2) The secgrgd party shail accoant _t:) the debtor for any surplus and, unless
otherwise agreed, the dgbtur i liaple for any deficiency.

3) ‘vVhen the s?cured pérty transters the debtor’s property to a purchas:e; that acts
n good faith a:;d ‘gives value f;)r ;he ccl}ateral, the secured party shall transfer all its rights

in the collateral to the purchaser and the security interest and all subordinzate security
interests and claims shali be discharged.
(4) The director of any office izaintaining records of ownership of the collateral
P

shall issue 4 new titlo to & purchaser for value, and if the director requests, the secured

party shall provide authorization tor itie issuance of the niew title in the form of a court

LA S

grder granting possession to the secured party, or the secured party’s swora affidavit that

the transfer is made pursuant to this Act.

1

Section 66. Retention of (lc.iiatera}..

(HA sacu“red part';f umay, afier defaalt, propose to retain the collateral in full or
partiai satisfaction of the securj(:d oblig::;tion.

(2) The proposal shali be given t‘o the debtor and to any other secuied party from
whom the secuved party has received a writien claim of an intcrest in the collateral.

(3) If the secured party receives an objection in writing from a person entitled to
receive notice under subsection (2) within twenty (20) days after the notice was delivered,
the secured party shail disposg of thie cellateral as provided in this Chapter.

(4) If no objection is received within the 20-day period, the secured party may retain

the collateral,

. N : e
* . M .

Section 67. Debtor’s right to.redeem collateral.
(1) Unless otherwise agreed in writing, after default, the debtor or any other secured

party may redeem the collateral by fulfilling all obligations secured by the collateral and by
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paying expenses reasonabiy incurred by the secured party in ltaking possession, holding
and preparing the collateral for disposal? including reasonabie attorneys’ fees and legal
expenses.

2) Redemvptmn mz;?v Fakne place only before the secured(pariy has disposed of
collateral or enteredinté a ¢0ntract for its ’disposal or before the obligation has been

14

discharged or the coliatera! has heen retained as provided in this Chapter.

. W .

Section 68. Determination of whether the secured party’s conduct was commerciallv

reascnable.

(HA sect.xred‘party shvall dispose of collateral only in a commercially reasonable
manner when disposing of collateral or collecting an account.
enforcement, -'j;isposﬂ't_icn, et aLCcptuﬁce at a different time or in a different method from
that selected b;_v:‘tht’e_secured p;u-ty i not of itself sufficient te preclude the sccured party
from cstablishing that the collection, enforcement, disposition, or acceptance was made in a
commerciaily reasonable manner.
3 A (Eﬁsposition of collateral is made in a commercially reasenable manner if the
disposition is made—
(a) in the usual manner o any recognized market;
(b) 2t the price current in any recognized market at the time of the
disposition; or
. (c) otlxerwisa'jn conformi,ty with reasonable commerpial practices among
dealers in the tvpe .ef pr()perty, ‘ti‘lat‘was the subject of the disposition.
(4) A collection, enforcement, disposition, or acceptance shall be deemed to have

been commercially reasonable if it has been approved in any of the folowing:
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(D) By a bong fide criditery’ committee,
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(cj By u xcpresemutne cfu*edltors
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(ci) By an zissignee for the benefit of creditors.

. 3 Lot
oy |

(5) Appl oval under sub .ection (4) shall not be required to be obtained for a disposal
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of collateral to be comme c.aily “eaaonable, and lack of approva. wall not mnean that the
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collection, enforcement, disposition, or acceptance is not commercially reasonable.
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Section 69. Secured narty’s liability fur failure to comply with eaforcertent rules,

«

{1) If the secured party does aot comply with the requiremems of this Act with

L

respect o oen ;cuwn , :hr: e dis p(wu of collateral ma5 e ordeved or vesirained by the
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conit uit appropriaie terms and conditions.
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(2) If the disposal has occurred, the debtor or any person entitied (o be informed or
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whose securily interest jias been maac lu.own to the secured party prior to the dhposal has
right to recover from the secured party any loss caused by a failure t¢ comply with this

Chapter.

Chapier 7 TRANSITION

Sec ”L‘ Tran x‘i' |

NS3300,

#

{1) This section s%;a&i LPpRIY te--
(a)a transﬁctiun coaviuaed prior to the effective date of this Act that would
otherwise fall within the scope of this Act, referred to as a “prior transacticn”; and
(b) the.right of a lienvho-lder whose right arose prior to the effective date of
Athis Act,’referre('l to as'a “priox lien”.
(2) The vaiidity, effect and enforcement of a prior transaction or prior lien shall be

determined by reference to ihe law in effect when the prior transaction was concluded or

the prior lien arose, except as provided otherwise in this section.
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pl.ox f:.ms SN CT Bricy hin 540y in the case of conflict wich a securivy interesi created
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under this Asi.
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() Aer tdum‘ undcr 2 pr.o* iransaction and the holder of a prier h 1 may file a
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uotice of its interest at aay time. Such a notice is referred to in this section as a “transition
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notice.”
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(a) on vy bafa: ¢ the 6()"‘ day from the effcetive date of this Act, the interest
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created under the ;ﬂlwr traxsachion or pnor lien shail kave prisrity over a sccurity
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paitor in ‘*TL Jay irone the effective date of this Act, e aterest creatad

!
under the prior trdnsaction o+ privr Hen shali have priority over & security interest
SO R T
; -
created under i’msl,ﬁ"t, as provided under Chapter 2, with priviiy measured {rom
|

1
P
the dite of the filing of the notice of the prior transactor or privr en.
(7} A seeurity interest perscored wnGer this Act shali have priority over the interest
cirvated by a prior transiciiea s pricy ten it 0o transition ustice is filed with respect to the

prior transaction or prior Yen, escept as provided in sabsecticn (6).
el e T R
fapter 8 — Cemmencement
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Section 71i. Effectivgf Date,
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(1) This Act, sections 1-72 mclusn ¢, shall become an effectlve law aftcr its approval

PN T ATt a7

by t"n Pr eolueﬂi L»f tne P punhc cf Palaw, or after its bécoming law without such approval,
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on the date thut the Ceramissing Y"IU“HJA“J;CS as the effective date pursuant to regulation.
,i,'l",t.'v‘ f»'v""»,“ .‘;), i B'x "j\"." k; LETAY
\2= rmw “'ri‘|, ine en'r,c fye gete ¢f .lu" Act promulgareu by tie (,‘mmnwmn sh:ul not
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be pr or 10 f‘:u d&tc thal RERH iy .;g«o i3 upen And xeac‘v to receivse notices.
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bec*mn 72. mem‘t;_ ni, Section 807 of Title 41 of thc falau ‘Jatmn,d Code shull

AR

hereby be amende(l;to state as follows:
USestion 887, Uien for coniributions.

Al coniribotions, incleding Sevalties, interest acer ned. and ativrney's fees thereon,
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lmpﬁcc.l or &uillf}(ld:t Caier this el L -shail be a lien upoi any prepecty of the

enmpioy er, having priority ovey afl otizer clalms and lens inclu A g dlens o other taxes,

subject (o the Secured Transactions Act 92011, and may ve 2oilected Ly levy upon such

property in the same mauner as the levy of an execution.”
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President /

Kepaolic of Palau
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