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Topic : PROMISSORY NOTE

Specimen of Promissory note = Modun= C‘Vw*{(a\wt begu 2 Pﬂj W

Rs.30,000 Pune

April 2, 2024

One month after date, | promise to pay Shri Raju (Payee) or to his order the sum of Rupees Thirty

Thousand, for value received.
Ol Ve

Gurpreet Singh

(maker)

10,

Shri Raju,
B-20, Green Park, Mumbai.
(Payee)







Y



%O‘h‘abh PINY 1 e

L
SITIIN

I\Hmw

Y



Qe dir T Troymendt

I Poomis ‘o MI3°/°°°
to My &ju O ng g




Fa—
NW%WJ(-M%

Qo \Vi
f“‘:b)lwu}\ Wala onm%@)&

L Note
'\Jﬁabﬁa}:o /]




[ e

-] promise to pay to Mr. B or to his order the sum of Rupees -l promise to pay to Bearer the sum of Rupees Thirty
Thirty Thousand Thousand

-] promise to pay to Mr. B's order the sum of Rupees Thirty -] promise to pay to Mr. B or bearer the sum of Rupees Thirty
Thousand Thousand
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Case 1 - I promise to pay to Mr. B Gy

Case 2-1 promise to pay to My B's order }

Case 3-1 promise to pay to Mr. B 0 his ordeg]

Case 4 - promise to pay to bearer

Case 5 -I promise to pay to Mr. B or bearer
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Topic : Meaning Of Negotiable Instruments

A negotiable instrument is payable to(orderywhen:

- a. Itis expressed to be so payable [&s 1o My B'@rdun)
b. When it is_expressed to be payable to a specified person and does
| not contain words prohibiting its transfer. (i.e. it is transferrable by

indorsement and delivery) (Qﬁt—‘ T Poras, Ao ?mo Yo Mx B)




Topic : Meaning Of Negotiable Instruments,

(2)  Anegotiable instrument is payable to bearer when:

a.
b.

When it is expressed to be so payable e.g. pay bearer

When the only or last indorsement (indorsement means signing of
the instrument) on the instrument is an indorsement in blank i.e,,
the person who possesses it can demand payment. For example,. A
cheque made payable to specified person and that cheque is
endorsed by signing on the back of the cheque by that specified
person.










Topic : Classification of Negotiable
Instruments Pg. No.7.12

“Bearer instrument” and “order instrument” [Section 13]

Bearer Instrument: It is an instrument where the name of the payee is blank or
where the name of payee is specified with the words “or bearer” or where the last

indorsement is blank. Such instrument can be negotiated by mere delivery.

Order Instrument: It is an instrument which is payable to a person or Payable to
a person or his order or Payable to order of a person or where the last
ind orsement s in full, such instrument can be negotiated by indorsement and
delivery. *

-_

—




Broww, FraXtormn®t

Om@:ic Rogu

T Ponass Yo (’a,a—ro Rasu oxﬂlslwn

| ¥39000 Qd@\\Msv{rb\‘

: — s
Wy to | ep8an,
R Qont, | B

oty
| w UL

\

(N STPIVE T W

T Promat Yo puza My A %%dm
¢

T Promuse to \”a,a Mx-A o his




Topic : Classification of Negotiable
Instruments Pg. No. 7.12

Bearer Instrument Order Instrument

@name of the payee is blank or payable to a person, or

name of payee is specified with the words “or Payable to a person / his order, or

tEearerl or

the last indorsement is blank Payable to order of a person, or

negotiated by mere delivery the last indorsement is in full,

negotiated by indorsement and delivery
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-] promise to pay to Mr. B or to his order the sum of Rupees -One Month after date, I promise to pay to Mr. B or to his
Thirty Thousand on demand order the sum of Rupees Thirty Thousand

-1 promise to pay to Mr. B's order the sum of Rupees Thirty -2 Month after Sight, | promise to pay to Mr. B's order the sum
Thousand on sight of Rupees Thirty Thousand on sight

-1 promise to pay to Mr. B's order the sum of Rupees Thirty -3 month after presentment, | promise to pay to Mr. B's order

Thousand on presentment the sum of Rupees Thirty Thousand on presentment




Y

Case 1 -_{ Etimis_e_ to pay to Mr. B[Z-O__CE;; after date 2 TTM MDM 23 %hﬁllﬂ ds»,_q

———

Case 2 - I promise to pay to Mr. B 20 days after sight = \|mMYUM =) 3‘3}0\0 dM_S

Case 3 - | promise to pay to Mr. B 20 days afte:{ death of Mr. x} - I\M oXonaad=) 3 %Agud&ﬁ_s
C‘J\_*GJV‘QM

= dwmosrrd I iomerd S N D qrou cbux's
Case 5 - I promise to pay to Mr. B at sight — = d 3 ;vo o), T OIS o3 Omons 0’\9«15
Case 6 - I promise to pay to Mr. B )WW“UY"M@ No 3?19&1 CL:NT

Case 4 - | promise to pay to Mr. B on demand




Case 1 - I promise to pay to@lr. B or to his ordeﬂthe sum of Rupees Thirty

Thousand on demand

Case 2-1 promise to pay to Mr. B's ordeﬂ the sum of Rupees Thirty

Thousand one month after sight

Case 3-1 promise to pay toi Bearer lthe sum of Rupees Thirty Thousand a‘ M

sight

Case 4 -1 promise to pay to Mr. B or bearer the sum of Rupees Thirq

Thousand two mg_g_th after date

Case 5 - | promise to pay to Mr. B or bearer
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Topic : PROMISSORY NOTE

Meaning

. According to section 4 of the NI Act, 1881,

“A 'promissory note’ is an instrument in writing

(not being a bank-note or a currency-note)

containing an unconditional undertaking(Pyor~usa )
signed by the maker, >t ot A covaliehoy,

to pay a certain sum of money

only to, or to the order of, a certain person, or H®~dusr
to the bearer of the instrument.”s Ry g yun

|
2.
‘4
4,
3
6.
g
8.




Topic : PROMISSORY NOTE

[Partfe to promissory note

?Makel]The person who makes the promise to to pay is called the Maker. He is the

debtor and must sign the instrument.
m

7 4 [Fayee*:kpayee is the person to whom the amount on the note is payable.

I I
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Topic : PROMISSORY NOTE

Essential Characteristics of a Promissory Note

a. In writing- An oral promise to pay is not sufficient.

e




Topic : PROMISSORY NOTE

a. There must be an express promise to pay. Mere acknowledgment of debt is

insufficient. Lo M
Example 1:@ acknowledge myself to be indebted to B in Rs. 1,005,)t0 be paid

. ¢~ on _demand, for value received. (Valid promissory note as the

P . . .
mm&ﬁ promise to pay is definite)

Example 2:  “Mr. B, 1.O.U Rs. 1,000.” - Invalid promissory note as there is no
promise to pay. It is just an acknowledgement of debt.

Q‘;“h‘l\*ou
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Topic : PROMISSORY NOTE

Pg.No. 7.6

c. The promise to pay should be definite and unconditional. Therefore,
instruments payable on performance or non-performance of a particular act or
on the happening or non-happening of an event, are not promissory notes.

However, the promise to pay may be subject to a condition, which according to the
ordinary experience of mankind, is bound to happen.

-

—




Topic : PROMISSORY NOTE

Pg.No. 7.6

Example 3@ promise to pay B Rs. 500 seven days after my(marriage with C.
(the promissory note is invalid as marriage with Cnay,or may
not happen.) = Cordonyerd

Example 4: | promise to pay B Rs. 500 on D’s death- as the death of D is certain,

~ promise in unconditional. Thus, the promissory note is valid.

Example 5: 1 promise to pay B Rs. 500 on D’s death, provided D leaves me

l_ enough to.pay that sum, Invalid promissory note as promise is
D) dependent on D’s leaving behind money which is not certain.
RaUE (VN

)}
506%



Topic : PROMISSORY NOTE

d. A promissory note must be signed by the maker otherwise itis incomplete

\

#

and ineffective.




Topic : PROMISSORY NOTE

Pg.No. 7.6

* Promise to pay money only. =) fvomiss Yo v WV‘B‘M 16wl

‘ SRTWES ALY
Example 6: | promise to pay B Rs. 500 and to deliver to him my black
— horse on 1st January next. It is not a valid promissory note,
as the promisor needs to deliver its black horse which is not




Topic : PROMISSORY NOTE

f. Promise to pay(a certain sum.

Example 7: "I promise to pay B Rs. 500 and all other sums which shall be due
to him.”- Promissory note invalid as the amount payable is not
certain.

But sometimes, the language of a promissory note is such that the amount
payable can be easily ascertained. In such cases, the promissory note will be
valid. o

—

Example 8: -“I promise to pay B Rs. 500 along with simple interest at the rate

— on
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Topic : PROMISSORY NOTE
g. anmust be certain, definite and different ‘REI'SOM(

promissory ngte cannot be made payable to the bearer [Section 31 of the ,Bank

of India Act, 1934 (RBI Act)]. Only the Reserve Bank or the Central
‘Government can make or issue a promissory note 'payable to bearer’.

< 5000 ngmia \ Maartn 3

G







@ Rama executes a promissory note in the following form, ‘| promise to pay a sum of

e I —————————————— - ——

710,000 after three months'. Decide whether the promissory note (s a valid promissory

5 P S Vmis MTMﬂM

The promissory note is an unconditional promise in writing. In_the above question
d — —————————————————————— e —————————————————
the amount is certain but the date and _name of payee is missing, thus making it a

e ————

earer instrument.)As per Reserve Bank of India Act, 1934, a promissory note cannot

be made payable to bearer - whether on demand or after certain days. Hence, the
e ————————————————————————— e ————————
instrument is illegal as per Reserve Bank of India Act, 1934 and cannot be legally

e — e ——

enforced.
.__-———-—-—




Topic : PROMISSORY NOTE

* Stamping: A promissory note must be properly stamped in accordance with
the provisions of the Indian Stamp Act and such stamp must be duly cancelled
by maker's signatures or initials on such stamp or otherwise.










Topic : BILLS OF EXCHANGE

A "bill of exchange”

IS an instrument in writing

containing an unconditional order,

signed by the maker,(dyoxuan)

directing a certam person to pay a certain sum of money
only to, or to the order of, a certain 1 PEr'SON Or =) O3
to the bearer of the instrument. &




Topic : BILLS OF EXCHANGE

Specimen of Bill of Exchange

Mr. A (Drawer)48, MP Nagar, Bhopal (M.P)
April 10, 2022

Rs. 10,000/-
Four months after date, pay to Mr. B (Payee) a sum of Rupees Ten Thousand, for valuereceived.

To,
Mr. C (Drawee)
576, Area Colony, Bhopal (M.P.)

Signature
Mr. A




Topic : BILLS OF EXCHANGE

Parties to the bill of exchange
@ Drawer: The maker of a bill of exchange. = on‘u\
Drawee: The person directed by the @VEDIO pay is called the 'drawee’.
He is the person on whom the bill is drawn. On acceptance of the bill, he is
called an( acceptoF]and is liable for the payment of the bill. His liability is
_primary and unconditional. =) Guwnjowsd
Payee: The person named in the instrument, to whom or to whose order
the money is, by the instrument, directed to be paid. 2 D¥* Wa,




Topic : BILLS OF EXCHANGE

Essential characteristics of bill of exchange
(a) Itmustbe in writing.
(b)  Must contain an gxpressBrder]to pay.

(c)  Thdorder }o pay must be definite and unconditional.
(d) The drawer must sign the instrument. _




Topic : BILLS OF EXCHANGE

e) ) Drawer, drawee, and payee must be certain. All these three parties may not

necessarily be three different persons. One can play the role of two. But
there must be two distinct persons in any case. As per Section 31 of RBI

Act, 1934, a bill of exchange cannot be made payable to bearer on demand.

Example 9: (“On demand pay to the the sum of rupees five
hundred, for value received.” Itis invalid BOE.= RR)

However, a bill of exchange payable on demand, in which name of the

payee is mentioned, ST TTY

Example 10: “On demand @ to A or order the sum of rupees five

e

hunare_d for value received.” It is valid BOE.

J

Y
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Topic : BILLS OF EXCHANGE

() The sum must be certain_.
(8) Thust be to pay money only.
(h)  Itmust be stamped.




Topic : BILLS OF EXCHANGE

Difference between promissory note and bill of exchange

S.no

Basis

Promissory Note

Bill of Exchange

1.

Definition

"A Promissory Note" is an instrument in writing (not
being a banknote or a currency-note) ¢ontaining an
unconditional undertaking signed by the maker, to pay

. — .
a certain sum of money only to, or to the order of, a
certain person, or to the bearer of the instrument.

Nature of
Instrument

“A bill of exchange” is an instrument in writing
containing an unconditional order, signed by the
maker, directing a certain person to pay a certain sum
of money only to, or to the order of a certain person
or to the bearer of the instrument.

In a promissory note, there is Epromise to pay money. I

[ — 2
In a bill of exchange, there is ar‘order‘lbr making

Parties

—-\
In a promissory note, there arconl{Z parties )

).

i

L.

payment
In a bill of exchange, there ar@hich are as

under:
the drawer
s e

the drawee

i the payee

H




Topic : BILLS OF EXCHANGE

Difference between promissory note and bill of exchange

S.no | Basis Promissory Note Bill of Exchange

4, Acceptance |A D rgmissury note does not require any acceptance, | A_bills of exchangeneedsacceptance from the
as it is signed by the person who is liable to pay. drawee.

— = e —

Payable to | A promissory note cannot bemade payable to bearer. | On the other hand, a bill of exchange can be drawn
—

bearer 60‘[&\ MMM}M S Ry M payable to bearer. However, it cannot be pavable to
e R'B ; v | bearer on derﬁand.gh F& B E iiz; ‘
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Topic : CHEQUE |SECTION 6} W

A "cheque” is a bill of exchange

drawn on a specified banker and &) D TCFCT- > Qo

not expres,ed_tg be payable otherwise than on demand and=Una .y Eﬁ'ﬁ’n W
it includes the electronic image of a truncated cheque and Jraeon-X

a cheque in the electronic form.
 chequ 0] |05 - 31 Moy M

K B 106 —R0 UM
O\IDSlaou; vm&fww o7 31 Tyt
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Topic : CHEQUE [SECTION 6]

Explanation I: For the purposes of this section, the expressions-

(a) Cheque in the electronic form-means drawn in electronic form by
using any computer resource, and signed in a secure system with a digital

signature (with/without biometric signature) and asymmetric crypto
system or electronic signature, as the case may be;




Topic : CHEQUE |SECTION 6]

Scon
“a truncated cheque” means a cheque which_is truncated during a clearing

cycle, either by the clearing house or by the bank whether paying or
receiving payment, immediately on generation of an electronic image for
transmission, substituting the further ' ment of the cheque in

writing. v W\MM o
(m, @\ Mw& <Voomd %mwc_
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Pg. No. 7.11

Topic : CHEQUE [SECTION 6]

~2 0G0 A
A combined reading of sections 5 and 6 tells—us that a bill of exchange is a
negotiable instrument in writing containing an instruction to a third party to pay a
stated sum of money at a designated future date or_on demand. Whereas a cheque
1’5"&1150 a bill of exchange but is drawn on a banker and payable on demand.

D Ac uﬁ@dd)wwmng meﬂmh')gw
@WM&WMQV\ ﬂ® ausasy Q.QJ,Jm{S banh
Tirnt st vypeand @ M&MMSWUM
| © Stomy. Not Mardogu,




Topic : CHEQUE |SECTION 6]

Pg.No. 7.11

Parties to Cheque
1. Drawer: The person who draws a chegue i.e., makes the cheque (Debtor). His
liability is primary and conditional. R
2. _Drawee: The specific k bank on whom cheque is drawn. He makes the payment
of th e. ln_case of cheque, drawee is always banker.

“drawee in case of need”— When in the bill or_in any indorsement thereon,

the name of any person is given in addition to the drawee to be resorted to in
case of need such person is called a “drawee in case of need”.
Payee: The person named in the instrument (1.e., the person in whose favour
cheque is issued), to whom or to whose order the money is, by the
instrument, directed to be paid, is called the payee. The payee may be the
drawer himself or a thlrd party.




Topic : CHEQUE [SECTION 6]

Pg. No.7.11

Person who is directed topay person in whose favour

issued
Drawer i— Drawee —




Topic : CHEQUE [SECTION 6]

Pg.No. 7.12

Essential Characteristics of a cheque

According to the definition of cheque under section 6, a cheque is a species of bill
of exchange. Thus, it should fulfil:

a. all the essential characteristics of @exchan@

Note: T_hese two additional
features distinguis rom
bill. Thus, all chegues are bills
— — Ly

while all bills are not cheques.
-

b. Must be drawn on a specified banker -

c. Itmust be payable on demand.




(\’:E :
F
g& =
; ll
Chag
",

M
w
wD
M
UM

Y



Topic : Meaning Of Negotiable Instruments,

Negotiable Instruments is an instrument (document) which is freely transferable
(by customs of trade) from one person to another by [_rﬁere delivery @by

indorsement and delivery. S
5> @rdurTratvormnd Laooun

The property in such an instrument pass to a bonafide transferee for value.




Topic : Meaning Of Negotiable Instruments,

ct does not define the term ‘Negotiable Instruments’

f

However, Section 13 of the Act provides for only three kinds of negotiable
instruments namely bills of exchange, promissory notes and cheques, payable

elther to orde bearer. ’@ @ @




Topic : Meaning Of Negotiable Instruments,

[tis to be noted that

( Hundies, |

Treasury Bills,

allway Recei
Delivery Orders,
Bill of Lading etc.
are also considered as negotiable instruments either by mercantile custom or

usage.
~
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Essential Characteristics of Negotiable Instruments
[t is necessarily in writing.
[t should be signed.
It is freely transferable from one person to another. =) _&é’i“’;’l

Holder’s title is free from defects.

It can be transferred any number of times till its satisfaction.

Every negotiable instrument must contain an unconditional promise or
order to pay money. The promise or order to pay must consist of money
only.

The sum payable, the time of payment, the payee, must be certain.

The instrument should be delivered. 11/[_9_1:_8 drawing of instrument does not
create liability. -







Type of Negotiable Instrument

¥

Inland Instrument

Made/drawn in INDIA

AND drawn upon any
person
Resident in India

Made/drawn in INDIA
AND
Payable in INDIA

¥

Foreign Instrument

Y

All Instrument other than Inland

Instruments




State with reasons whether each of the following instruments is an Inland Instrument or a Foreign Instrument as per
S— S— e —————
['he Negotiable Instruments Act, 1881:
Ram draws a Bill of Exchange in Delhi upon Shyam a resident of Jaipur and accepted to be payable in Thailand
after 90 days of acceptance.
Ramesh draws a Bill of Exchange in Mumbai upon Suresh a resident of Australia and accepted to be payable in

Chennai after 30 days of sight.
Ajay draws a Bill of Exchange in California upon Vijay a resident of Jodhpur and accepted to be payable
in Kanpur afster 6 months of acceptance.

(iv) Mukesh draws a Bill of Exchange in Lucknow upon Dinesh a resident of China and accepted to be payable

inChina after 45 days of acceptance.







\V
(1) Ram\wl« drau s BOE M Muumbay (Mjo\)
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In first case, Bill is drawn in Delhi by Ram on a person (Shyam), a resident of Jaipur (though accepted to be
payable in Thailand after 90 days) is an Inland instrument.
In second case, Ramesh draws a bill in Mumbai on Suresh resident of Australia and accepted to be payable in

Chennai after 30 days of sight, is an Inland instrument.

In third case, Ajay draws a bill in California (which is situated outside India) and accepted to be payable in
India (Kanpur), drawn upon Vijay, a person resident in India (Jodhpur), therefore the Instrument is a Foreign

instrument.
In fourth case, the said instrument is a Foreign instrument as the bill is drawn in India by Mukesh upon Dinesh,

the person resident outside India (China) and also payable outside India (China) after 45 days of acceptance.




Topic : Classification of Negotiable
Instruments

“Inland instrument” and “Foreign instrument” [Sections 11 & 12

“Inland instrument”: A@omlssory notﬂill of exchan@ or e drawn or

made in India and m: made payable in, or drawn upon any person resident in India

shall be deemed to be an inland instrument.

Pg.No. 7.12

An inland instrument remains inland even if it has been endorsed in a foreign

country.

M- |\ - > N8
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Topic : Classification of Negotiable
Instruments

Example 11:

(1)
(ii)

(iii)

A promissory note made in Kolkata and payable in Mumbai.
A bill drawn in Varanasi on a person resident in Jodhpur
(although it is stated to be payable in Singapore)

A, a resident of Agra, drew (i.e., made) a bill of exchange in

Agra on B, a merchant in New York. And B accepted the bill of
exchange as payable in Delhi. It is an inland bill of exchange.
In this case, the bill of exchange was drawn in India and also
payable in India.




Topic : Classification of Negotiable
Instruments

Example 11: (iv) A, resident of Mumbai, drew a bill of exchange in Mumbai on
B, a merchant in Mathura. And B accepted the bill of
exchange as payable in London. It is also an inland bill of
exchange. In this case, the bill of exchange was drawn in

India on a person resident in India. It is immaterial that the
amount is payable in London.

An inland instrument remains inland even if it has been endorsed

in a foreign country.

(v) If the bills of exchange mentioned in above two examples, are
endorsed in France, they will remain inland bills.




Topic : Classification of Negotiable
Instruments

“Foreign instrument”™: A foreign instrument is one which is not an inland

instrument.
—
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LIABILITY IN CASE OF FOREIGN INSTRUMENT

LIABILITY OF LIABILITY OF
MAKER OR DRAWER ACCEPTOR OR INDORSER

Regulated by law of

Country where
Instrument was

payable

Regulated by law of

Country where
Instrument was made




Topic : Classification of Negotiable
Instruments

Pg. No. 7.14

Example 12: A bill of exchange is drawn by A in Berkley where the rate of interest
is 15% and accepted by B payable in Washington where the rate of interest is 6%.
T'H—blll is indorsed in India and is dishonoured. An action on the bill is brought
qgamst B in India. He is liable to pay interest at the rate of 6% only. But if A is

charged as drawer, he is liable to pay interest at 15%.




Topic : Classification of Negotiable
Instruments

Liability of maker/ drawer of foreign bill

In the absence of a contract to the country, the liability of the maker or drawer of a
forelgn promissory note or bill of exchange or cheque is regulated in all essential
matters by the law of the place where he made the instrument, and the respective
liabilities of the acceptor and indorser by the law of the place where the

instrument is made payable (Section 134).
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Topic : Classification of Negotiable
Instruments Pg. No. 7.14

Inchoate and Ambiguous Instruments

Inchoate Instrument: It means an instrument that is incomplete in certain
respects. The drawer/ maker/ acceptor/ indorser of a negotiable instrument may
sign and deliver the instrument to another person in his capacity leaving the

instrument, either wholly blank or having written on it the word incomplete.

Such an instrument is called an inchoate instrument and this gives a power to its
holder to makeéitcomplete by writing any amount either within limits specified
therein or within the limits specified by the stamp’s affixed on it.

e

The principle of this rule of an inchoate instrument is based on the principle of
estoppel.
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Instruments Pg. No. 7.14

Liability on drawing inchoate instrument: The person signing and delivering the
inchoate instrument is liable both to a holder and holder in due course. However,
there is a difference in their respective rights:

P

The holder of such an instrument cannot recover the amount in_excess of the

ounf mtendEto be paid by the signor.
~ T \oA

The holder in due course can, however, recover any amount on such instrument
provided it is covered by the stamp affixed on the instrument.

Topic : Classification of Negotiable




Topic : Classification of Negotiable V4

Instruments °E- o 715
2w L0 badh
Section 20 of the Act reads as “Where one person signs and delivers to another a
paper stamped in accordance with the law relating to negotiable instruments then
in force in India, and either wholly blank or having written ther@n incomplete
negotiable instrument, he thereby gives prima facie authority to the holder
thereof to make or complete, as the case may be, upon it a negotiable instrument,
for any amount - specified therein and not . exceeding the amount covered by the
‘stamp? The person so signing shall be liable upon such instrument, in the capacity
in which he signed the same, to any holder in due course for such amount.
Provided that no person other than a holder in due course shall recover from the
person delivering the instrument anything in excess of the amount intended by
him to be paid theretunder”.




Topic : Classification of Negotiable
Instruments

Example 13: A person signed a blank acceptance on a bill of exchange and kept it
in his drawer. The bill was stolen by X and he filled it up for Rs. 20,000 and
negotiated it to an innocent person for value. It was held that the signer to the
blank acceptance was not liable to the holder in due course because he never

delivered the instrument intending it to be used as a negotiable instrument.
Further, as a condition of liability, the signer as a maker, drawer, indorser or
acceptor must deliver the instrument to another. In the absence of delivery, the
signer is not liable. Furthermore, the paper so signed and delivered must be
stamped in accordance with the law prevalent at the time of signing and on
delivering otherwise the signer is not estopped from showing that the instrument

was filled without his authority. =) Amap (Gau o RMW @é ‘Q’Q""*‘Y




Topic : Classification of Negotiable

Instruments

Ambiguous Instrument: Section 17 of the Act, reads as: “Where an instrument
may be construed either as a promissory note or bill of exchange, the holder may

at his election treat it as either, and the instrument shall be thenceforward treated
accordingly.”

Thus, an instrument which is vague and cannot be clearly identified either as a bill
of exchange, or as a promissory note, is an ambiguous instrument. In other words,
such an instrument may be construed either as promissory note, or as a bill of
exchange.

Section 17 provides that the holder may, at his discretion, treat it as either and the
instrument shall thereafter be treated accordingly. Thus, after exercising his
option, the holder cannot change that it is the other kind of instrument.

———










Topic : Negotiation (Transfer) Of Negotiable V4
Instruments

One of the essential characteristics of a negotiable instrument is that it is freely
transferable from one person to another. The rights in a negotiable instrument can
be transferred from one person to another by negotiation.

According to Section 14 of the N.I. Act, when a negotiable instrument is

transferred to any person with a view to constitute the person holder thereof, the
instrument is deemed to have been negotiated. Thus, there is a transfer of

ownership of the instrument. Negotiable instruments may be@oti@either by

hen these are payable td bearer)or by indorsement and delivery when

thes€ are payable t




Topic : Negotiation (Transfer) Of Negotiable
Instruments Pg. No.7.16

Modes of Negotiation

in case where p/n, BoEor |
cheque payable to by delivery

bearer
Constructive
in case where p/n, : en
indorsement +

BoE or cheque

delivery
payable to order -







Topic : Negotiation (Transfer) Of Negotiable V4
Instruments

(i) /k promissory note, bill of exchange or cheque payable to bearer is negotiable
by the delivery thereof.

(ii) A/promissory note, bill of exchange or cheque payable to order is negotiable
by the holder by indorsement and delivery thereof.




Topic : Negotiation (Transfer) Of Negotiable V4
Instruments

Example 14®drew a cheque for Rs. 50,000 payable to Y and delivered it to him. Y
indorsed the cheque in favour of Z but kept it in his table drawer. Subsequently, Y
died, and cheque was found by Z in Y’s table drawer. In this case, Z does not

become the holder of the cheq_e as the negotiation was not completed by delivery
of the cheque to him.

@ | ?ml-\-ol
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Topic : Negotiation (Transfer) Of Negotiable V4
Instruments

Negotiation by delivery [Section 47]

Subject to the provisions of section 58 [Instrument obtained by unlawful means or
for unlawful consideration], a promissory note, bill of exchange or cheque payable
to bearer is negotiable by delivery thereof.



Topic : Negotiation (Transfer) Of Negotiable V4
Instruments Pg. No.7.16

Example 15 W i -~ 539»3 @me

1. @:_he holder of a negotiable instrument payable to bearer, delivers it to B’s
agent to keep for B. The instrument has been negotiated.
A, the holder of a negotiable instrument payable to bearer, which is in the
hands of A’s banker, who is at the time the banker of B, directs the banker to
transfer the instrument to B’s credit in the banker’s account with B. The
banker does so, and accordingly now possesses the instrument as B’s agent.
The instrument has been negotiated, and B has become the holder ofit.

= e







Topic : Negotiation (Transfer) Of Negotiable V4
Instruments Pg. No. 7.17

Negotiation by indorsement [Section 48|

Subject to the provisions of section 58, a promissory note, bill of exchange or
cheque payable t@ negotiable by the holder by indorsement and delivery
thereof. - =
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Topic : Negotiation (Transfer) Of Negotiable V4
Instruments Pg. No. 7.17

Importance of Delivery in Negotiation [Section 46]

Delivery of an instrument is essential whether the instrument is payable to bearer
or order for effecting the negotiation. The delivery must be voluntary, and the
object of delivery should be to pass the property in the instrument to the person
to whom it is delivered.

A rus IS @rnnA oUW

The delivery can be, actual or constructive. Actual delivery takes place when the
instrument changes hand physically. Constructive delivery takes place when the
instrument is delivered to the agent, clerk or servant of the indorsee on his behalf
or when the indorser, after indorsement, holds the instrument as an agent of the

indorsee.
P
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Topic : Negotiation (Transfer) Of Negotiable V4
Instruments Pg. No. 7.17

Section 46 also lays down that when an instrument is conditionally or for a special
purpose only, the property in it does not pass to the transferee, even though it is
indorsed to him, unless the instrument is negotiated to a holder in due course.

The contract on a negotiable instrument until delivery remains incomplete and

revocable. The delivery is essential not only at the time of negotiation but also at
the time of making or drawing of negotiable instrument. The rights in the
instrument are not transferred to the indorsee unless after the indorsement the
same has been delivered(l? a person makes the indorsement of instrument but
before the same could be delivered to the indorsee the indorser dies, the legal
representatives of the deceased person cannot negotiate the same by mere

delivery thereof. (Section 57)1 )M




Topic : Negotiation (Transfer) Of Negotiable
Instruments Pg. No. 7.17

!According to section 57, the legal representative of a deceased person cannot negotiate by
delivery only, a_promissory note, bill of exchange or cheque payvable to order and indorsed by the

deceased but not delivered.
A legal representative is not an agent of the deceased. Therefore, a legal representative cannot

complete the instrument if the instrument was executed by the deceased but could not be

delivered because of his death.

M drew a cheque amounting to ¢ 2 lakh payable to N and subsequently delivered to

e ——————————————————— F

hlm After receipt of cheque N indorsed the same to C_but kept it in his safe locker.
e ————————— ———— e ————

wlt N died, und({uund the cheque in N’'s safe locker. Does this amount to

e —
Indorsement under the Negotiable Instruments Act, 18817




M owes money to N. Therefore, he makes a promissory note for the amount in favor of
N, for safety of transmission he cuts the note in half and posts one half to N. He then
changes his mind and calls upon N to return the half of the note which he had sent. N
requires M to send the other half of the promissory note. Decide how rights of the
parties are to be adjusted.

The question arising in this problem is whether the making of promissory note is

complete when one half of the note was delivered to N. Under Section 46 of the N.I.
i ———————————————————————————————————————————

Act, 1881, th Promissory Note (P/N) 1s completed by delivery, actual or

constructive. Delivery refers to the whole of the instrument and not merely a part of

&L_Delivery of half instrument cannof he treated as constructive delivery of the whole.

So, the claim of N to have the other half of the P/N sent to him i1s not maintainable.
-.""'--_——.- e —————————————— e

M. is justified in demanding the return of the first half sent by him. He can change his
mind and reruse to send the other half of the P/N.
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Topic : Classification of Negotiable
Instruments

Example 13: A person signed a blank acceptance on a bill of exchange and kept it
in his drawer. The bill was stolen by X and he filled it up for Rs. 20,000 and
negotiated it to an innocent person for value. It was held that the signer to the
blank acceptance was not liable to the holder in due course because he never

e ———

delivered the instrument intending it to be used as a negatiable instrument.
Further, as a condition of liability, the signer as a@@ indorser or
acceptor must deliver the instrument to another. In the absence of delivery, the
signer is not liable. Furthermore, the paper so signed and delivered must be
stamped in accordance with the law prevalent at the time of signing and on
delivering otherwise the signer is not estopped from showing that the instrument

was filled without his authority.







Topic : BOUNCING OF CHEQUE OR DISHONOROF AW
CHEQUE

Filmmaker Rajkumar Sanltoshi
senlenced Lo 2 years in jail, fined 220
lakh 1in cheque dishonour case

Thane huilder sentenced till 'rising of

court Wase, fined
Rs 41.44 lakh




Maharashtra: Man gets 3 months in jail

#

In cheque bounce case: told to pay

d » the amount

que Bounce Case | Man gets 1 yr jail, asked to pay over
—ar - !

~y i i it e —
'S 327 1akh compensation







Topic : Dishonour Of Cheques for Insufficiency of V4
Funds in The Accounts [Sec. 138 To 142}

DISHONOR OF CHEQUE FOR INSUFFICIENCY, ETC., OF FUNDS IN THE
ACCOUNTS |SECTION 138]
Where any cheque drawn by a person on an account maintained by him with a

banker—('j.ct_gj-gw) Grunfoent
for payment of any amount of money

e 5~ . toanother person from that account
QD’JU‘ for the dlscharge in whole or in part, of any_ debt or other liability, [A

chegue given as glft or donation, or as a _s,ecm*lty or in discharge of a mere
moral obligation, or for an illegal consideration, would be outside the

purview of this section|

is returned by the ban
either because of the—
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Topic : Dishonour Of Cheques for Insufficiency of v/
Funds in The Accounts [Sec. 138 To 142}

o amount of money standing to_the credit of that account isCinsufficient)to
honor the cheque, or
o that it exceeds the amount arranged to be paid from that account by an

agreement made with tha@@
Tl =) éooogx

such person shall be deemed to have committed an offence and shall, 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.

N\ DM 3ea)
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Topic : Dishonour Of Cheques for Insufficiency of v/
Funds in The Accounts [Sec. 138 To 142}

When_section 138 shall be not apply: unless the below given conditions are
complied with— R

(a@Cheque presented within validity period: The cheque has been presented to
the bank within a period of three months from the date on which it is drawn

or within the period of its validity, whichever is earlier.

(b) Demand for the payment through the notice: the payee or the holder in due
course of the cheque, as the case may be, 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 by him from the bank
regarding the return of the chequeé as unpaid, and




Topic : Dishonour Of Cheques for Insufficiency of v/

Funds in The Accounts [Sec. 138 To 142]| EATRET

(c) Failure of drawer to make payment: the drawer of such cheque fails to make
the payment of the said amount of money to the payee or, as the case may be,
to the holder in due course of the cheque, within fifteen days of the receipt of
the said notice.

Explanation: For the purpose of this section, “debt or other liability” means a
legally enforceable debt or other liability.

Therefore we may conclude that compliant can be filed after 45 days of dishonor
of the cheque i.e.,, 30 days of notice period +15 days of the receipt of the said
notice. B '




Topic : Dishonour Of Cheques for Insufficiency of V4

Funds in The Accounts [Sec. 138 To 142]| EATRET

Example 16 X issued a post-dated cheque tg Y on the account of discharge of its
liability. Further, X instructed to the bank to stop the pavment due to unavailability
of the adequate amount in the account. Here, in this instance section 138 of the
Act is attracted as when a cheque is dishonoured on account of stop payment
instructions sent by the drawer to his banker in respect of a post- dated cheque

irrespective of insufficiency of funds in the account. A post-dated cheque is
deemed to have been drawn on the date it bears and the three months period for
‘the purposes of section 138 is to be counted from that date. So, X will be liable for
dishonour of cheque. Once a cheque is issued by the drawer, a presumption under
section 139 must follow. -~







Topic : Dishonour Of Cheques for Insufficiency of V4
Funds in The Accounts [Sec. 138 To 142]| EATRET

Penalty: According to Section 138 of the Act, the dishonour of cheque is a criminal
offence and is punishable with imprisonment up to 2 years or fine up to twice the
amount of cheque or both.
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Topic : Dishonour Of Cheques for Insufficiency of V4
Funds in The Accounts [Sec. 138 To 142]| EATRET

PRESUMPTION IN FAVOR OF HOLDER [SECTION 139]

When _a cheque is dishonoured, it shall be presumed, unless the contrary is
proved, that_the hol ue recejved the cheque of the nature referred to
in section 138 for the discharge, in whole or in part, or any debt or other liability.
Presumption prescribed here is a “rebuttable presumption” as the provisions

clearly provides that the pers | le is at liberty to prove to the
contrary. The effect this presumption is to place the evidential burden on the
accused.




Topic : Dishonour Of Cheques for Insufficiency of V4

Funds in The Accounts [Sec. 138 To 142]| EATRET

DEFENCE WHICH MAY NOT BE ALLOWED IN ANY PROSECUTION UNDER
SECTION 138 [SECTION 140]

It shall not be a defence in a prosecution of an offence under section 138 that the
drawer had no reason to believe when he issued the cheque that the cheque may

e —

be dishonoured on presentment for the reasons stated in that section.




Bholenath drew _a cheque in favour of Surendar. After having issued the cheque,
e —

e ———————————————————

e e e,
Bholenath requested Surendar not to present the cheque for payment and gave a stop

payment request to the bank in respect of the to Surendar. Decide, under

the_provisions of the Negotiable Instruments Act, 1881 whether the said acts of
Bholenath constitute an offence?

As per the facts stated in the question, Bholenath (drawer) after having issued the
cheque, informs Surendar (drawee) not to present the cheque for payment and as
well gave a stop payment request to the bank in respect of the cheque issued to
Surendar.

Section 138 of the Negotiable Instruments Act, 1881, is a penal provision in the sense
that once a cheque 1s drawn on an account maintained by the drawer with his banker
for payment of any amoun money to another person out of that account for the
dm any debt or liability, is informed by the bank unpaid
either because of insufficiency of funds to honour the cheques or the amount

exceeding the arrangement made with the bank, such a person shall be deemed to
have committed an offence. IR




Once a cheque is issued by the drawer, a presumption under Section 139 of the
e ———— e —————

Negotiable Instruments Act, 1881 follows and merely because the drawer issues a
notice thereafter to the drawee or to the bank for stoppage of payment, it will not

preclude an action under Section 138.

Also, Section 140 of the Negotiable Instruments Act, 1881, specifies absolute liability
of the drawer of the cheque for commission of an offence under the section 138 of
the Act. Section 140 states that it shall not be a defence in a prosecution for an
offence under section 138 that the drawer had no reason to believe when he issued
the cheque that the cheque may be dishonoured on presentment for the reasons
stated in that section.

act of Bholenath, 1.e., his request of sto ayment constitutes an

offence under the provisions of the Negotiable Instruments Act, 1881.
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Presentment of
Negotiable Instrument

Bill of Exchange

Presentment for Acceptance

Not Accepted by Accepted by
Drawee Drawee

Bill Dishonored by
Non-Acceptance

Promissory Notes/Cheque

Presentment for Payment

Payment Made Payment not Made

Discharge of Dishonored by Non-
Instrument Payment




Presentment for acceptance

(Only for BOE)

—

|

BOE Eyable

after sightJ_
must

Must be presented within a

reasonable time & Iin bhusiness

hours on a business day. (Note:

A8 hours, ex—é_ludinq public

holidays, are given to drawee for

acceptance)

S

In default of
such
presentment

no party liablg
thereg_o

Nnot
after

If Drawee

found
reasonable

search, BQEL_is

iIf BOE is
directed to
—— e —
drawee at a
particular

must be

presented at
S —

that place

dishonored.
_—

place
.4-__‘-




Presentment of Promissory
Note for sight

P/N payable | Must be presented

at a certain within a

period after reasonable time &

sight in business hours
on a business day.
N\ e ————

f
no party liable

thereto
—_

presentment
P LLLLL LS










Rules regarding presentment for payment (P/N, BOE, CH)

To whnm_

Maker (P/N) cceEtor (BOE] Drawee !CH!

If default in presentment

G Ro

no party liable thereto

EEEErE——

Exception If P/N is payable on demand and is not payable at a specified place, no
presentment is necessary.
Time Ruring usual business hours

LIf instrument payable after date or

sight Tipr e

must be presented for payment at maturity

P/N payable by instalments

must be presented for pgyment on 3rd day after date fixed for payment of each
instalment -

instrument payable at speaﬁed

I
place

Must be presented for payment at that place.

where no exclusive place specified (g"ag_%sented for payment at tt@ce of business (Jf any) or at the usual
o ~ (residence
\.k

no known place of business or
résidence
e —

presentment may be made to him in perso@ver he can@

_)) Instrument payable mi demand

- E—

Must be presented for payment within a reasonable time a&er itis received by
the holder.

control of the holder

Note: Delay in presentment for accegtance or payment is excused if the delay is caused by circumstances beyond the

V4
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Topic : Presentment Of Instruments

Pg. No. 7.22

Presentment by or to agent, representative of deceased, or assignee of
insolvent (Section 75)

Presentment for acceptance or payment may be made to the duly authorised
agent of the drawee, maker or acceptor, as the case may be, or, where the drawee,
maker or acceptor has died, to his legal representative, or, where he has been
declared an insolvent, to his assignee.

Excuse for delay in presentment for acceptance or payment (Section 75A)
Delay in presentment for acceptance or payment is excused if the delay is caused
by circumstances beyond the control of the holder, and not imputable to his
default, misconduct or negligence. When the cause of the delay ceases to operate,
presentment must be made within a reasonable time.
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When Presentment Unnecessary (—lw])) =) w—
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Maker, drawee or acceptor prevents the presentment,

Payable at business place & that's closed on business day during usual
business hours, )

Payable at specified place & liable party doesn’t attend place,
Not payable at specified place & liable party not found after due search,
Liable party engaged to pay notwithstanding non- presentment,

NN W

Liable party makes part payment,
Liable party waives off his right to take advantage.
If drawer could not suffer damage from want of such presentment.
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Rules as to Compensation (Sec.117)

In case of dishonour of NI, holder can claim:

1. Amount due on NI (50,00)

2. Expenses incurred in presenting, noting & protesting.

3. Tterest 18% p.a)from due date of payment to date of
realisation.

Note: In case of foreign currency, current rate of exchange.
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