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SUMMARY

The New York Court of Appeals held that, for purposes of UCC §§ 9-406 and 9-607, an assignee

includes the holder of a presently exercisable security interest in an assignor’s accounts receivable.

The court concluded that a secured creditor may direct an account debtor to pay it directly when the

security agreement so permits, and that payment to the assignor after receipt of the required notice

does not discharge the account debtor’s obligation. The court reversed the Appellate Division and

denied the defendant’s motion to dismiss.
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Appeal from an Appellate Division order affirming Supreme Court's

dismissal of Worthy Lending's complaint on a motion to dismiss.

On a motion to dismiss, the court accepts the facts alleged as true and

affords the plaintiff the benefit of every possible favorable inference.
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QUESTIONS PRESENTED

1. Whether a secured creditor holding a presently exercisable security interest in an assignor's receivables

is an assignee for purposes of UCC 9-406.

2. Whether UCC 9-607(e) prevents a secured creditor from enforcing an account debtor's payment
obligation after the secured creditor and debtor have contractually agreed that the creditor may direct

payment.

3. Whether the complaint stated a claim against New Style for payments allegedly made to Checkmate

after New Style received Worthy's notice of assignment.

HOLDINGS

1. For purposes of UCC 9-406, an assignee includes the holder of a presently exercisable security interest

in an assignor's receivables.

2. UCC 9-607(e) does not bar a secured creditor from enforcing the rights of its debtor against an account
debtor when the secured creditor and debtor have contractually agreed that the secured creditor may

direct payment.

3. After receiving the requisite notice from Worthy, New Style could not discharge its obligation by paying

Checkmate; it was required either to pay Worthy or seek proof of the assignment and withhold payment.

KEY QUOTATIONS

“We hold that it does.” (at 1)

“In short, nothing in UCC sections 9-607 or 9-406 prohibits a secured creditor and debtor from agreeing as
they did here.” (at 9)

“If New Style continued to pay Checkmate dfter receiving direction from Worthy to pay Worthy instead of
Checkmate, the burden of double payment as between Worthy and New Style falls on New Style.” (at 10)

FACTUAL BACKGROUND

Checkmate Communications LLC entered into a promissory note and security agreement with Worthy Lending
that granted Worthy a security interest in substantially all of Checkmate's assets, including its accounts
receivable. The agreement authorized Worthy to notify account debtors, including New Style Contractors, to
remit payments directly to Worthy, and Worthy sent New Style such a notice. After Checkmate defaulted and
filed for bankruptcy, Worthy alleged that New Style may have paid one or more accounts to Checkmate rather
than Worthy.

PROCEDURAL HISTORY

Worthy Lending sued New Style Contractors, alleging that New Style was liable for payments it made to
Checkmate after receiving notice that Checkmate's receivables had been assigned to Worthy. Supreme Court
dismissed the complaint, and the Appellate Division affirmed, concluding that Worthy lacked an independent
cause of action under UCC 9-607 because it held a security interest rather than an outright assignment. The

Court of Appeals granted leave, reversed, and directed that New Style's motion to dismiss be denied.



DISPOSITION

reversed_and_remanded

REMAND INSTRUCTIONS

Reverse the Appellate Division order, deny New Style's motion to dismiss the complaint, and conduct further

proceedings consistent with the opinion.
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