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Neon‘mg OF Negotfahle Instruments:-

Negoﬁable Instroments is an instyument which is

freely transferable from one persom to another by mere
deliverg or by indovsemnent and delivery.

Promissoty Notes:

"A promissory note’ is an instroment in witin
(not being « bank-note or a currency note) contqm\ng
an vnconditional undertaking s?gnec? by the maker, to
pay o cerbatn som of money only 10, or to the order of,
a (evtaln persom, ov 1o the bearer of the mstrument.

Partes to promissery note'-

) Maker- The person who makes the promise b pay
is called the maker.

He is the debtor and must sign the instrument.

2) Payee:- Payee is the person fo whom the amount on the
note s payable.



Essential chavacterstics of a Prom‘tssmy notesk
@ In wiiting- An oval promise © pay is not sufficient.

5) There must be an eapress promise © pay.
Mere acknowledgement of debt is insufficlent.

¢ The promise to pay should be dehinite and
unconditional. Howevet, The promise b pay may be
%‘N? oidinany

subject to @ condition, which acovding o
experience of mankind ,is bound to happen.

Salman khoan promises o pay # 5,00.000 & Ankite mam.
seven doys abter his mamiage with Aishwarya Rai.



(The promissory note is invalid as mariage with
Mshwarya Ral may or moy nothappen)

d] A promissory note must be signed by the maker
otherwise it is incomplete and ineftective.

¢) Promise o pay money only.

f) Powmise fo pay o cerfain som.

g) The maker and payee must be certain, deHnite and
different pevsons. A promissory vote cannot be made
payable fo the bearer.

b Stomping:- A Promissory note must be properly

stamped in accordance wth the provisions of the
Indian Stamp Act.



| Bills_of ex(bgnge': |

A Bill of exchange is on instiument Tn wrikin
containing on unconditonal order, signed by the maker.
divecing o cettain person.to pay a ceatain sum of
money only to or ko the order o‘? a (erkain person ox b
the bearer of the nstrument,

Pavties to the Bill of exchange:-
o) Drawer- The maker of a Bill of exchange.

b) Draweer The person divected by the dvawer o pay
is called the dvawee.
On Accepfance of the bill, he is called an acoptor
and he is Mable for the payment of the bill
His liability s primary an unconditional.

q Payee- The person named in the instvment , o
whom or o whose order the money is by the
instwment , divected h be paid.



Essential characterstics of Bill of exchange:-

o) It most be in wribing.
b) Must contain wn express order to pay.

©) The order to pay must he definite and unconditional
dy The drawer must sign the inshument.

¢) Dyawer, drawee and payee must be certain.

f) The sym

must be certain.

9 The order most he to pay money only.
h) Tt must be stomped.

Diffrence between promissory note and bill of

exchange.
S.no Basis Note Bill of Exchange
Promissory

1. | Definition "A  Promissory Note" is an|"A bill of exchange" is an
instrument in writing (not being a | instrument in writing containing
banknote or a currency-note) | an unconditional order, signed by
containing  an  unconditional | the maker, directing a certain
undertaking signed by the maker, | person to pay a certain sum of
to pay a certain sum of money | \oney only to, or to the order of
only to, or to the order of, a| g ceprtqin person or to the bearer
cer“ram. person, or to the bearer of the instrument.
of the instrument.

2. | Nature of | In a promissory note, there is a | In a bill of exchange, there is an

Instrument | promise to pay money. order for making payment.

3. | Parties In a promissory note, there are | In a bill of exchange, there are 3
only 2 parties namely: parties which are as under:
i. the maker and i the drawer
ii.  the payee ii.  the drawee

iii. the payee
4. | Acceptance | A promissory note does not|A bills of exchange needs

require any acceptance, as it is
signed by the person who is liable
to pay.

acceptance from the drawee.

5. | Payable
bearer

to

A promissory note cannot be
made payable to bearer.

On the other hand, a bill of
exchange can be drawn payable
to bearer. However, it cannot be
payable to bearer on demand.




[Cheque-]

A cheque is a Bill of exchange drawn on a
specified banker and not expressed to be payable
otheywise than on demand and it includes the
¢lectonic image of a tunaded cheque and
cheque in the electronic Form.

Partes o cheque

i) Dvawer- The person who draws o cheque i.e, makes
the cheque (Debtov) . tis lfability is primary
and condiHonal.

ii] Drawee:- The specific bank on whom cheque is drawn.
He makes the payment of the cheque
In case of cheque, dvawee i alwcAgs banker.

“dvawee in case of need”’- When in the bill or in
any indovsement there on,, the nome of any person
I given in additin to e dvawee © be restoved
b in case of need such person 1s called a
“dvawee 0 case of need ”

wJ Payee- The pevson named in the inshument , b whom
oY b whose Ovder the money is, by the inshument
divected o be paid ,is called” the payee
The payee muy be the drawer himself oy thivd

pavfg.



!

Essential chavacterstics of a cheque:-

A cheque is a spedes of Bill of exchange. Thus, it
should fulRL:-

@ AN the essential characterstics.

) Most be drawn on a specifed banker.

g Tt must be payable on demand.

\Heatd Ne goli \ ments -

) Bearer Instrument -
It is an instrument where the name of the payee
is blank.

3) Ovder Instrument -
It s an instrument which is payable fo a person,
such instrvment can be negoliated by Indovsement
and deliverv.

3} Inland Instrument r
A promissory note, Bill of exchange or cheque
dvawn or made in India and mac?e payable in,
or drawn vpm any person resident in India shall
be deemed to be an inland \nstument.



4] Foreign Instroment -
A foreign nstrument is one which s not an
inland “instrument

Libility of makey ) drawer of Foreign bill
The” liability of the maker of the dvawer of a foreign
promissory note or bill of exchange or cheque is
regulated in all essential mattevs by the law of
the place where he made the instument , and the
respechive lfabllities of the acceptor and indorser by the

luw of the place where the instrument is made
payable.

5) Inchoate Instrumenti

It means an instument that Ts incomplete i certain
vespects .
The drawer/ maker/ acteptor /indorser of a negotiable
inshument may sign and deliver the instument to
another person i his cupacily leaving the instrument
either who\\y blank o% having wyitten ‘on 1t on the
word incomp]efe.
Such an instument is culled an inchoate wnsbument
and this gives a power to its holder b make it
comp\el*e by wviHng any amount either within |fmits

spedH\Qd theren or within the limits specitred by the
stamp's affixed on it.



L‘\ab'\libg on dYaw\ng inchoate mstrument -

The person sign‘mg and delivering the inchoate instrument .
Is liable both "o holder and holder 1n dve course

However, The holder of such an instument cannot recover

the amount In the excess of the amount. intended o be

paid by the signor.

The holder In due cowse can, howevey . vewver any
amount on such instrvment provided it is
covered by the stamp aMixed on the nstrument.

¢) Ambiguous Instroment:

Where an Tnstrument may be construed either as o
promissory note ot bill of exchange , the holder may
at his elechin treat it as either, and the instrument
shall be Hence forward treated ouovdlngly.' that
the holder may at his discretion , freat itos either
and the tnstument shall thereafter be treated
accordingly . Thus, after excerdising his option, the
holder cannot change thal It is the other kind of
instrument .



Negotiation (Transker) of Negotiable Instruments:

When « negoliable instvument is transferred to
any persom with a view fo conshiute the person
holder thereof , the instrument is deemed to have
been negoKated.

1) A promissory note , Bill of exchange or cheque

payable W “bearer is negoliable "by the delivery
thereof .

ii] A promissory note, BS\l of exchange or cheque

pagable o grder 1s negoHable be the holder by
indovsement and deli\/ery thereof

Exception:- A promissory note, Billof exchange or
cheque delivered on condftn that 1t is not fo take

effect except \n a cevtain event is not negotiable.
unless such event happen

Importance of Delivery in Negotiation

Delivery of an mstrument is essential whether the
instrument & payab\e to bearer or order for ef'ffch\ng
the negoliatim .

The delivery must be volmtary, and theobject of
delivery should be to puss the” property and the
inshument to the person to whom It is delivered.



When an Instument Ts conditmally, o for a special
purpose only, the property in it does not pass to the
transkeree | even though it is indovsed to him, unless the
instrument is negotiated to a holder in due course

The contvact on « negohable instument  onl) doliv@ry
remains incomplete and revocable.

The delivery is essenlal notonly al the kme of

nego Haton but also at the tme of makMg or dmwing
of negol‘ﬁab\e Instrument.

The vights in the mstument are not transferved to the

indorsee unless after the indovsement the same has been
delivered.

1f a person makes the indovsement of instrument but
before the same could be delivered to the indovsee the

indorser dies, The legal vepresentabives of the deceased

person cannot negofiate the same by mere delivery
there of .



Dishonour of  Cheques for insufficiency of funds in the
accounts-

Where any cheque dvawn by o person on an account
maintained by him with a banker -

o for payment of any amount of money.
* To another person From that accovnt.

* For the d{schmge. in whole or In part, of cm;{1 debt or

other Iiability [A chegue glven as gift or donation, or

as a securily or i discharge of a mere moral

obhgaﬁon,m foc an iNegal consideration, would be

ovfside the purwview of \-Zis section)

Is Telumed by the bank unpaid.

elther becavse of the-

Q) amount of money standing to the credit of that
account is insuffident o honor the cheque, or.

i) that it exceeds the amownt arvanged to be
paid from that acount by an agreement made
with that bank, such person shall be deemed b
have mmitted an oHence and shall | be
punished with mprisonment for u teim which
may extend to two years, or with Fne which ma
extend v huice the “amount of the cheque or
with both.




When seckion 13%, shall be nof apply - ynless the below
given conditions are complied with-

) Cheque presented within validity period-

The cheque has been presented to the bank within. 6
period of thvee months hom the dale on which it s

dvawn or Within the PQI‘\\od of its ygh’di% whi chever is
earlier.

) Demand for the pagment th”rou?hlhe 7nohie?—

The i e o
makes a demand for the payment of the said amount

of money by giving a nobice, in Lwiiting ., to the dvawer
of the cheque , of the veceipt of
information by him _From_the” bank Tegmdiﬂg the vebyn
of the cheque as wnpaid

g Failure of drawer to make payment -

The drawer of such cheque fails fo make the
1pamenLoF the said amovnt of money to the payee
o1, as the case may be, to the holder 1n due course of the

cheque within fitbeen days of the 1ecelpt of the said

nohce-



Presumption in Favour of holderr

lWhen o cheque is dishonoured , it shall be presumed
that the holder of a cheque veceieved the cheque for the
discharge  1n whole or in parl ov any debt or other

liabiliby.

Defence which may not be allowed in any prosecytion
under section 133

It shall not be a ‘defence in o prosecslion of an
offence onder section 133 that the dyawey had no
reason fo_believe when he issued-the cheque may be
dishonowred on presentment’ for the reasons stated in
thed seckon.

Presentment for acceptan ce:-

A Billof exchange payable after sight most be
presented “to-the drawee thereof for acceptance. by a
person enlitled fo demand. accoptance , within a veasonable

Eme after it 1s drawn . and In Business houws on a
busingss dag,



Presentment of promissory note for sight -

A Pmm?ssw note, payable ot o certain period after
sight,mus} be presented to the maker thereof for the
sight by o person entitied o demand payment within
a reasmable Eme after It is made and 1n Bysiness hours
on o business dag,

In default of such presentment, no parly therelo is liable
thereon fo the person making. such default.

Drawee's Hme for delibevation -

Presentment for paymenf -



1n default of such presentment , the other parties there fo
are not liable tereon 1o such holder.

Exception:- Where o promissory nobe is payable on demand
Is a_spedtied pl N '

[and Is not payable at a specified place, mo presentment is
[[2(2}&(2[5 n deI E} chmgg IhQ mgkp_l I:buQQE_

Houvs for presentment -
Presentment for payment must be made dufing the
usval “hours of business.

Presentment for payment of tnstument payable affer
date or sight.

A promissory note or Billiof exfhc«nge,made Pc«gab)e
ut o spectied “period after date ox sight” theveof , most be
presented for payment oy matusify.

Presentments for payment of promissory note
payable by instalments:

A promissory note payable by instalments most be
presented “foc..payment™ on the” third day after the date
Fixed for the payment of each instalment and non-payment
on such “presentment has the same effecl s non- payment

of ﬂDIQ_GI_mL]JLH%A



Presentment for payment of instument payoble at specified.
place and not else where:-

A Promissory note, Bill of exchange 07 cheque made,
draun or acepted payable at a specified pluce and not
elsewhere must, in order o chmge any party thereto, be
presented for payment at that place.

Instwment payable at specified place:

A Pvomissory note ov Bill of exchange made, dvawn oy
acepted payable af o specified place” must, in order. o
charge the maker or dvawer theve of, pe presented for
payment at that place.

Presentment  where no exclusive place specified

A Promissory note 6v Bill of exchange , not made payable
at a speatied place most be presented for payment at the
plae of business or ot the vsual residence, of the mater,
dvawee ov acceptor theveof, asthe case may be

Presentment when maker,etc has no known place of
business or vesidence.

IF the maker, drawee or acceplor of a negotiable
instument has no known place of business or Fixed
residence, and no place Is specitied n the instvment for

presentment may be made to him in. pevson where ver he
can be found



Presentment of cheque to charge dvawer:-

A cheque must, in order B charge the drawer, be
resented at the bank opon which it is dvawn before the
velation between the drawer and his bankey has been
altered b the prejudice of the dvawer.

Presentment of cheque o charge any other person:-

A cheque must, n order fo charge any- pevson except the
dvawer, be presented within o veasonable bme after

delivery there of such person.
Presentment of instroments payable on demand:-

Negotable nstument payable on demand must be
presented for payment within o veasonable time after it

Is receieved by the holder.

Presentment by or fo agent, representative o deceased,
or asignee of insolvent -

Presentment for aceptance or payment may ke made b
the duly avthorised agent of the drawee, makor or atceplor
as the Case may be o where the dvawee ,makor or acceploy
has died or his legal vepresentative ov where he has been

declared on insolvent [ his c«ssignee-



Excuse for delay in presentment for aceptance or
payment -

De\ay in presentment for acceptance or payment is
excused if the delay is capsed by civcumstances beyond the
conbrol of the holder and not impotable to his default,
misconduct 0r negligence. When the cause of dela

ceases o operate, presentment must be made within a
veasonable time.

When Presen{ment unnecessary -

No presentment for payment is necessary and the

instument §s dishonoured at the due date For presentment
in any of the Following COsSes:-

a 1) 1F the maker, drawee or aceplor intentionall
prevents the presentment of the instument, or

) 1F the nstwoment be%na pqyab\e at his P\aaz

of busivess , he doses such place on a business day
duiing the usval business houys

i) 1F the instrument being payable at the some other
specified place , neither he nor any person
avthorised to pay Tt aftends at such place
during the usval * business hours o



W) IF the instuments not being payable at any
specified place, he cannot after due seurch be

found.

b As Against any party sought to be charged there
with Tk he has” engeged o pay ot withstanding
non- presentment

Q Ps against any party i, after matudly, with knowledge
that the instrument has not been presented -

° he makes a part payment on accomt of the
amount due on the Instrument

* or promises ko pay the amount due thereon Tn
whole or in paif.

* 0i otherwise waives his wight to take advantage of
any default in presentment for payment.

dj As against the dyawer, if the drawer covld not
soHer damaae fom the want of such presentment.



Rules of (omypensabion-

The Compensabiom pagable I Case of dishonour of
promissory note , Bl of exchange ov cheque , by any
party liable to the holder ov any endovsee , shall be =
determined by the Following wles:- o~ \
o) The ‘holder is entitled to the amoumt dve upon the
nshiument , together with the expenses ym)ellg
Incurved - presenting , nottng and. probesting it ;

b) When the person charged vesides ot @ place diffevent
fFrom that at which the tostument was payable,
the holder is entitled to veceieve such sum at the
cuvvent vabe of exchange between the hwo places

¢ An endovsey whgkbeing IT;ble,has pqid the amount
due on e same is enhtled k the amount so paid
with mterest at v per_annym from the date of
pa ent yn¥j) tender or vealisakm thereot, bgether
a0 expenses cavsed by the dishonour and
payment .-

] When the person chavged and such endorser reside
~_at ditvent places, the endovser 13 enlitled fo vecereve
such sum ot the “current vabe of exchange behueen

the bwo places.




