
Introduction

Law relating to promissory notes, bills of exchange, cheques and other negotiable instruments is codified in India under the Negotiable Instruments Act, 1881. It defines promissory note, bill of exchange, cheque, foreign instrument and negotiable instrument.Negotiable instrument have great significance in the modern world .  A  Negotiable instrument  is  a transferable  document  which satisfies certain condition . these instrument is passed freely from hand to hand  and  thus it  is integral part of modern business.
TYPES OF NEGOTIABLE INSTRUMENT

According to negotiable instrument act 1881 there are only three types of instrument  i.e  bill of exchange , prommisory note & cheque . However there are many other recognized instrument on basis of customs and usage like hundis , tressure bill , share warrants provided they posses the feature of negotiabilility .
BILL OF  EXCHANGE

	According  to  section 5  negotiable instrument act  BILL OF EXCHANGE  is defined as “ An Instrument in writing containing an unconditional order signed by the maker directing a certain person to pay certain sum of money only to or to the order of a certain person or to the bearer of the instrument .’’ 


	Rs. 10,000/- New Delhi

May 2, 2001

Five months after date pay Tarun or (to his) order the sum of Rupees Ten Thousand

only for value received.

To Accepted Stamp

Sameer Sameer S/d

Address Rajiv




· PARTIES  TO BILL OF EXCHANGE 

DRAWER -  The person who draws the bill .  He is the creditor & he has to receive money from the debtor . 

For example – IF Mr x draws the bill of RS 500  on Mr y than Mr  x is the drawer of the bill .
DRAWEE – The person on whom the bill is drawn . He is debtor  &   he has to pay certain some of money to the creditor .

For example -  If Mr x draws a bill on Mr y of RS 1000 than Mr y is the drawee of the bill.

PAYEE – The payee is the third  person or the party  to whom the bill is made payable . Sometimes drawer & payee are one and the same only when bill is made payable to the drawer himself .
For example – If Mr ‘A’ draws the bill on Mr ‘B’ and payable to Mr ‘C’ than c becomes the payee of the bill.

TYPES  OF  BILL OF EXCHANGE

There are five types of bill of exchange they are –

DEMAND BILL – This is a bill of exchange which is made payable on demand . A bill of exchange payable to bearer on  on demand is ill legal under  section 25 of  INDIAN PAPER CURRENCY ACT and also under section 31(2) 0f the R.B.I ACT 1934 . In other words it is a bill which is made payable on demand and it has no specific due date.
TIME BILL – Time bill is a bill which is made payable after specific period of time. Here the creditor gives certain period of time to the debtor. This credit period varies from 1month to 6 months. This bill has a specific due date and they drawn and accepted in normal course of business. 
INLAND  BILL -  This is a bill of exchange –

1) Which is drawn and made payable in India . 

2) Drawn in India on the resident of India though the place of payment may be outside India . 

For example – A bill of exchange drawn by a merchant in Pune upon the trader in Solapur  & made payable in India is an Inland bill ,

Similarly a bill of exchange drawn by a trader in Delhi upon a trader in kolhapur and payable in London is an Inland bill. 

FOREIGN BILL - This is a bill of exchange –

1) which is drawn in India and made payable in some other country or

2) drawn upon a person who is resident of foreign country .

For example – A bill of exchange which is drawn by a business man in Delhi on other business man who is an resident of Washington 
Is a foreign bill.
ACCOMODATION BILL  - A bill which is drawn & accepted without any consideration is known as accommodation bill . Such bill are drawn for mutual help or  temporary financial accommodation . There is no genuine trade transaction between two parties it means there is no debtor – creditor relationship .

TRADE BILL – A bill which is drawn for genuine trade transaction . 
Features of a bill of exchange

Let us know the various features of a bill of exchange.

i. A bill must be in writing, duly signed by its drawer, accepted by its drawee and properly stamped as per Indian Stamp Act.

ii. It must contain an order to pay. Words like ‘please pay Rs 5,000/- on demand and oblige’are not used.

iii. The order must be unconditional.

iv. The order must be to pay money and money alone.

v. The sum payable mentioned must be certain or capable of being made certain.

vi. The parties to a bill must be certain.

PROMISSORY  NOTE

Section 4 defines a PROMOISSORY NOTE as “An instrument In writing containing an unconditional  undertaking signed by the maker ,to pay certain sum of money only to , or to the order or to the bearer of the instrument ’’ Promissory Note

Suppose you take a loan of Rupeess Five Thousand from your friend Ramesh. You can make a document stating that you will pay the money to Ramesh or the bearer on demand. Or you can mention in the document that you would like to pay the amount after three months. This document,once signed by you, duly stamped and handed over Ramesh, becomes a negotiable instrument.Now Ramesh can personally present it before you for payment or give this document to someother person to collect money on his behalf. He can endorse it in somebody else’s name who in turn can endorse it further till the final payment is made by you to whosoever presents it before you. This type of a document is called a Promissory Note.

Section 4 of the Negotiable Instruments Act, 1881 defines a promissory note as ‘an instrument in writing (not being a bank note or a currency note) containing 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’.

Specimen 

	Rs. 10,000/- New Delhi

September 25, 2002

On demand, I promise to pay Ramesh, s/o RamLal of Meerut or order a sum of

Rs 10,000/- (Rupees Ten Thousand only), for value received.

                                                                                        To , Ramesh Sd/ Sanjeev

                                                                                             Address…….. Stamp




Parties to a Promissory Note

There are primarily two parties involved in a promissory note. They are
The Maker or Drawer – the person who makes the note and promises to pay the amount

stated therein. In the above specimen, Sanjeev is the maker or drawer.

ii. The Payee – the person to whom the amount is payable. In the above specimen it is

Ramesh.

In course of transfer of a promissory note by payee and others, the parties involved may be -

a. The Endorser – the person who endorses the note in favour of another person. In the

above specimen if Ramesh endorses it in favour of Ranjan and Ranjan also endorses it in

favour of Puneet, then Ramesh and Ranjan both are endorsers.

b. The Endorsee – the person in whose favour the note is negotiated by endorsement. In theabove, it is Ranjan and then Puneet.

Features of a promissory note

Let us know the features of a promissory note.

i. A promissory note must be in writing, duly signed by its maker and properly stamped asper Indian Stamp Act.

ii. It must contain an undertaking or promise to pay. Mere acknowledgement of indebtedness is not enough. For example, if some one writes ‘I owe Rs. 5000/- to Satya Prakash’, it is not a promissory note.

iii. The promise to pay must not be conditional. For example, if it is written ‘I promise to pay Suresh Rs 5,000/- after my sister’s marriage’, is not a promissory note.

iv. It must contain a promise to pay money only. For example, if some one writes ‘I promise togive Suresh a Maruti car’ it is not a promissory note.

v. The parties to a promissory note, i.e. the maker and the payee must be certain.

vi. A promissory note may be payable on demand or after a certain date. For example, if it is written ‘three months after date I promise to pay Satinder or order a sum of rupees FiveThousand only’ it is a promissory note.

vii. The sum payable mentioned must be certain or capable of being made certain. It means that the sum payable may be in figures or may be such that it can be calculated.

	Rs. 10,000/- New Delhi

November 14, 2002

I, Ramesh , s/o Sadanand of Surat, Gujarat promise to pay Sashikant, s/o Sunil Kumar of

Ahmedabad, Gujarat or order, on demand, the sum of Rs 10,000/- (Rupees Ten Thousand

only) with interest at the rate of 10 percent per annum, for value received.

Sd/- Ramesh

Stamp

To

Sashikant

Ahmedabad, Gujarat




iii. Cheques

Cheque is a very common form of negotiable instrument. If you have a savings bank account or current account in a bank, you can issue a cheque in your own name or in favour of others,thereby directing the bank to pay the specified amount to the person named in the cheque.

Therefore, a cheque may be regarded as a bill of exchange; the only difference is that the bank is always the drawee in case of a cheque.

The Negotiable Instruments Act, 1881 defines a cheque as a bill of exchange drawn on a specified banker and not expressed to be payable otherwise than on demand. Actually, a cheque is an order by the account holder of the bank directing his banker to pay on demand, the specified amount, to or to the order of the person named therein or to the bearer.

	Pay……..............................................................................................................

……....................................................................................................... Bearer

Rupees………………………………………………

……………………………………………………

STATE BANK OF INDIA

Jawaharlal Nehru University, New Delhi – 110067

MSBL/97

6 5 3 0 0 3 1 1 0 0 0 2 0 5 6 1 0




Features of a cheque

Let us look into some important features of a cheque.

i. A cheque must be in writing and duly signed by the drawer.

ii. It contains an unconditional order.

iii. It is issued on a specified banker only.

iv. The amount specified is always certain and must be clearly mentioned both in figures and words.

v. The payee is always certain.

vi. It is always payable on demand.

vii. The cheque must bear a date otherwise it is invalid and shall not be honoured by the bank.

Types of Cheque

) Open cheque: A cheque is called ‘Open’ when it is possible to get cash over the counter at the bank. The holder of an open cheque can do the following:

i. Receive its payment over the counter at the bank,

ii. Deposit the cheque in his own account

iii. Pass it to some one else by signing on the back of a cheque.

b) Crossed cheque: Since open cheque is subject to risk of theft, it is dangerous to issue

such cheques. This risk can be avoided by issuing another types of cheque called ‘Crossed cheque’. The payment of such cheque is not made over the counter at the bank. It is only credited to the bank account of the payee. A cheque can be crossed by drawing two transverse parallel lines across the cheque, with or without the writing ‘Account payee’ or ‘Not Negotiable’.

c) Bearer cheque: A cheque which is payable to any person who presents it for payment at the bank counter is called ‘Bearer cheque’. A bearer cheque can be transferred by mere

delivery and requires no endorsement.

d) Order cheque: An order cheque is one which is payable to a particular person. In such a cheque the word ‘bearer’ may be cut out or cancelled and the word ‘order’ may be

written. The payee can transfer an order cheque to someone else by signing his or her

name on the back of it.

There is another categorization of cheques which is discussed below:

Ante-dated cheques:- Cheque in which the drawer mentions the date earlier to the date of presenting

if for payment. For example, a cheque issued on 20th May 2003 may bear a date 5th May 2003.

Stale Cheque:- A cheque which is issued today must be presented before at bank for payment

within a stipulated period. After expiry of that period, no payment will be made and it is then called

‘stale cheque’. Find out from your nearest bank about the validity period of a cheque.

Mutilated Cheque:- In case a cheque is torn into two or more pieces and presented for payment ,

such a cheque is called a mutilated cheque. The bank will not make payment against such a cheque

without getting confirmation of the drawer. But if a cheque is torn at the corners and no material

fact is erased or cancelled, the bank may make payment against such a cheque.

Post-dated Cheque:- Cheque on which drawer mentions a date which is subsequent to the date on

which it is presented, is called post-dated cheque. For example, if a cheque presented on 8th May

2003 bears a date of 25th May 2003, it is a post-dated cheque. The bank will make payment only on

or after 25th May 2003.

