


The Negotiable Instruments Act was enacted in India, in 1881. Prior to its
enactment, the provision of the English Negotiable Instrument Act were
applicable in India. The present Act is also based on the English Act with
certain modifications and alterations. It extends to the whole of India
except the State of Jammu and Kashmir. The Act operates subject to the

provisions of Sections 31 and 32 of the Reserve Bank of India Act, 1934.



According to Section 13 (1) of the Negotiable Instruments
Act, “A negotiable instrument means a promissory note, bill of
exchange, or cheque payable either to order or to bearer”. “A
negotiable instrument may be made payable to two or more
payees jointly, or it may be made payable in the alternative to

one of two, or one or some of several payees” [Section 13(2)].
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~ The term negotiable instruments means a written document which entitles a

person to a sum of money.

~ A negotiable instruments is transferable by delivery or by endorsement and

delivery.
~ The transfer entitles a person to the sum of money mentioned therein.

~ “Thus the negotiable instrument is a document which is legally recognized by

custom of trade or law, transferable by delivery or by endorsement and delivery.”




Section 13 of the Negotiable Instruments act mentions only three kinds of

negotiable instruments namely-

Promissory Bill of
note | exchange
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of the Act defines, “a promisry note is an instrument in
writing (note being a bank-note or a currency note) containing an
unconditional undertaking, signed by the maker, to pay a certain sum of
money to or to the order of a certain person, or to the bearer of the
instruments.”

The person who makes the promissory note and promises to pay is called
the maker. The person to whom the payment is to be made is called the

payee.



It must be in writing.

It must contain a promise or undertaking to pay a definite sum of

money.
The promise to pay must be unconditional.

It must be signed by the maker.

The payee must be identified & must be certain.

The sum payable must be certain.



Maker: Maker is the person who promises to pay the amount stated in the

note.
Payee: Payee is the person to whom the amount of the note is payable.

Holder: He is either the payee or the person to whom the note may have
been endorsed.

Promissory Note Template

Promissory Note

Amount: ___== = 00000 Date: DD/MM/YYYY
Place:

I Mr. ABC, make commitmentto pay XYZ Company, theSum of S . Repaymentisto be
made in the form of 200 equalpayments atthe interestrateof ___ of S payableon the 1oth
of each month, beginning 10/01/2011 until thetotal amountofdebtis paid.

IN WITNESS WHEREOF, | setmy hand undersealthis [theday] of fmonthj], 20
andlacknowledge receipt of a completed copy of this instrument.

Name & Address: [Party name]
Notary Public - SEAL

My Commission Expire
Sign: [Signature of borrower] w e weo b ety
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According to Section 5 of the act, 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”. It is also called a Draft.




The amount payable must be certain.
The payment must be made in money.
The bill payable may be either on demand or after a specified period.

The bill may be payable either to the bearer or to the order of payee.

Drawer: The maker of a bill of exchange is called the drawer.
Drawee: The person directed to pay the money by the drawer is called the drawee.

Payee: The person named in the instrument, to whom or to whose order the money
are directed to be paid by the instruments are called the payee.

Acceptor: When the drawee accepts the bill is called acceptor
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According to Section 6 of the act, A cheque is “a bill of exchange drawn
on a specified banker and not expressed to be payable otherwise than on
demand”. A cheque is also, therefore, a bill of exchange with two additional

qualification:
It is always drawn on a specified banker.
It is always payable on demand.
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It should be in writing

A chegue should be a express Order to Pay
It should be definite and unconditional Order
It should be signed by the Drawer

Order to Pay Certain Sum

Order to Pay Money Only

There have to be three certain Parties

Drawn upon a Specified Banker

Payable on Demand
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Drawer: Drawer IS the person wno draws the chequ

)




The Negotiable Instruments Act, 1881 makes the dishonour of cheques a
criminal offence. Section 138 of Negotiable Instruments Act provides the

dishonour of cheques for the following reasons:
Insufficiency of funds, and

Signature on the cheque does not match that in the bank records.
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According to section 14 of the Act, ‘when a promissory note, bill of
exchange or cheque is transferred to any person so as to constitute that
person the holder thereof, the instrument is said to be negotiated.” The main
purpose and essence of negotiation is to make the transferee of a

promissory note, a bill of exchange or a cheque the holder there of.
Negotiation thus requires two conditions to be fulfilled, namely:
There must be a transfer of the instrument to another person; and

The transfer must be made in such a manner as to constitute the

transferee the holder of the instrument.
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Negotiation by delivery (Sec. 47): Where a promissory note or a bill of

exchange or a cheque is payable to a bearer, it may be negotiated by
delivery thereof. Example: A the holder of a negotiable instrument
payable to bearer, delivers it to B’s agent to keep it for B. The

Instrument has been negotiated.

Negotiation by endorsement and delivery (Sec. 48): A promissory

note, a cheque or a bill of exchange payable to order can be negotiated
only be endorsement and delivery. Unless the holder signs his
endorsement on the instrument and delivers it, the transferee does not

become a holder. If there are more payees than one, all must endorse it.
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