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What are Negotiable Instruments? Explain its essential characteristics under the
Negotiable Instruments Act, 1881. (MT)

4 )

Negotiable Instruments is an instrument (the word instrument means a document)

which is freely transferable (by customs of trade) from one person to another by mere
delivery or by indorsement and delivery. The property in such an instrument passes to a
bonafide transferee for value.

The Act does not define the term ‘Negotiable Instruments’. However, Section 13 of the Act
provides for only three kinds of negotiable instruments namely bills of exchange, promissory
notes and cheques, payable either to order or bearer.

Essential Characteristics of Negotiable Instruments:

It is necessarily in writing.

It should be signed.

It is freely transferable from one person to another.

Holder’s title is free from defects. It can be transferred any number of times till its

satisfaction.

5. Every negotiable instrument must contain an unconditional promise or order to pay
money.

6. The promise or order to pay must consist of money only.

7. The sum payable, the time of payment, the payee, must be certain. The instrument
should be delivered.

8. Mere drawing of instrument does not create liability.
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Sachin bought 1000 Kg rice from Saurabh for ~ 1,50,000 on three months credit. For

this purpose, Sachin issued a promissory note to Saurabh on the same date payable
after 3 months. On the date of maturity, the promissory note was dishonoured.
Saurabh filed suit for the recovery of the amount plus fees of advocate paid by him
for defending the suit. Referring to the provisions of the Negotiable Instruments Act,
1881, what amount could be recovered by Saurabh from Sachin? (RTP June’ 24)

4 )

vV
N
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According to section 117 of the Negotiable Instruments Act, 1881, the

compensation payable in case of dishonour of promissory note, bill of exchange or cheque,
by any party liable to the holder or any endorsee, shall be determined by the following rules:

a) the holder is entitled to the amount due upon the instrument, together with the
expenses properly incurred in presenting, noting and protesting it;

b) when the person charged resides at a place different from that at which the instrument
was payable, the holder is entitled to receive such sum at the current rate of exchange
between the two places;

c) an endorser who, being liable, has paid the amount due on the same is entitled to the
amount so paid with interest at 18% per annum from the date of payment until tender
or realisation thereof, together with all expenses caused by the dishonour and payment;

On the basis of the above provisions of law and facts of the case, Saurabh has right to claim
price of rice plus fees of advocate plus interest @18% p.a. from the date of payment until
tender or realisation thereof.
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A purchased a watch from B. He issued a promissory note to B which was payable

on demand but no specific place for payment was mentioned on it. On maturity, B
did not present the promissory note for payment. As the promissory note was not
duly presented for payment, whether A would be discharged from liability under the
provisions of the Negotiable Instruments Act, 1881? (RTP June’ 24)

4 )

Section 64 of the Negotiable Instruments Act, 1881 provides, Promissory notes,

bill of exchange and cheques must be presented for payment to the maker, acceptor or drawee
thereof respectively, by or on behalf of the holder as hereinafter provided. In default of such
presentment, the other parties thereto are not liable thereon to such holder. Provided that
where a promissory note is payable on demand and is not payable at a specified place, no
presentment is necessary in order to charge the maker thereof.

On the basis of the above law provisions and facts of the case, although non-presentment of
promissory note for payment results in discharge of maker from liability but the given case is
covered under the exception to section 64. Hence, A would not be discharged from liability
even if the non-presentment by B as the promissory note was payable on demand and no
specific place for payment was mentioned.
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Priyansh purchased some goods from Sumit. He issued a cheque to Sumit for the

sale price on 14th June, 2023. Sumit presented the cheque in his bank and his bank
informed him on 19th June, 2023 that cheque was returned unpaid due to
insufficiency of funds in the account of Priyansh. Sumit sued against Priyansh under
section 138 of the Negotiable Instruments Act, 1881. State with reasons, whether
this suit is maintainable? (MT)

(o )

By virtue of provisions of Section 138 of the Negotiable Instruments Act, 1881,

where cheque was issued by a person to discharge a legally enforceable debt was
dishonoured by bank due to insufficiency of funds, such person shall be deemed to have
committed an offence and shall, without prejudice to any other provision of this Act, be
punished with imprisonment for a term which may extend to two years or with fine which
may extend to twice the amount of the cheque, or with both.

However,

a) the cheque has been presented to the bank within three months or validity period of
the cheque, whichever is earlier;

b) the holder makes a demand for the payment of the said amount of money by giving a
notice in writing, to the drawer of the cheque within 30 days of the receipt of
information from the bank regarding the return of the cheque as unpaid; and

c) the drawer of such cheque fails to make the payment of the said amount of money
within fifteen days of the receipt of the said notice.

In the instant case, Priyansh issued a cheque to Sumit for payment of the price of goods
purchased from him. When Sumit presented the cheque in bank, it was returned unpaid due
to insufficiency of funds in the account of Priyansh. Sumit sued against Priyansh under
section 138 of the Negotiable Instruments Act, 1881. For filing the suit under section 138,
Sumit should have to make a demand of payment by giving a notice in writing to Priyansh
upto 18th July, 2023. In case, Priyansh failed in making the payment within fifteen days of
the receipt of the said notice, Sumit could sue under section 138.
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