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CHAPTER 18 

 THE NEGOTIABLE INSTRUMENTS 

ACT, 1881 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

1.  INTRODUCTION  

 

 The law relating to negotiable instruments is the law of the commercial world which was enacted to facilitate 

the activities in trade and commerce, making provisions for giving sanctity to the instruments of credit which 

would be convertible into money and easily transferable from one person to another. 
 

 In the absence of such instrument, the trade and commerce activities were likely to be adversely affected as it 

was not practicable for the trading community to carry bulk of the currency in force everywhere.   
 

 The main object of this Act is to legalise the system by which instruments approved by it could pass from one 

hand to another by negotiating/transferring like any other goods. 
 

2.  MEANI NG AND CHARA CTERISTICS OF NE GOT IABLE INSTRUME NTS                      [SECTION  13]                                    

Negotiable instrument refers to  

 

a) a promissory note; or 

b) a bill of exchange; or 

c) a cheque 

➢ payable either to order; or to the bearer. 
 

Negotiable instrument means an instrument 

➢ the property in which is acquired by anyone who takes it bonafide; and 

➢ for value; 

➢ notwithstanding any defect in the title of any prior party. 

 

In other words, negotiable instrument means an instrument which confers upon a HDC a valid title. 

 

Essentials or Characteristics of a Negotiable Instrument [Section 13] 
 

a) Freely transferable from one person to another. 

b) Transferable infinitum (i.e. negotiable instrument can be transferred any number of times till it is paid). 

Plan to work and work your plan 

because failing to plan is planning to 

fail.  
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c) HDC gets a good title to negotiable instrument even though the title of the transferor is defective. 

d) A negotiable instrument may name more than one payee jointly or alternatively. 
 

Presumptions to Negotiable Instruments [Section 118] 
 

Presumptions made in 

relation of 

Presumptions drawn 

Until the contrary is proved, the following presumption shall be made regarding: 

Consideration Every negotiable instrument was made or drawn for consideration 

Date Every negotiable instrument bearing a date was made or drawn on such date 

Time of acceptance Every accepted bill of exchange was accepted within a reasonable time after its 

date and before its maturity 

Time of transfer Every transfer of a negotiable instrument was made before its maturity; 

Order of endorsements Endorsements appearing upon a negotiable instrument were made in the order 

in which they appear thereon 

Stamps Lost promissory note or bill of exchange was duly stamped 

Holder  Holder of a negotiable instrument is a holder in due course 

 

Provided that, where the instrument has been obtained from its lawful owner, or from any person in lawful custody 

thereof, by means of an offence or fraud or for unlawful consideration, the burden of proving that the holder is a 

holder in due course lies upon him. 
 

3.  PROMISSORY NOT E                                                                                                         [SECTIO N 4]   

A 'promissory note' is 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  

a) a certain person; or 

b) the order of a certain person; or 

c) the bearer of the instrument. 
 

Essentials or characteristics of a Promissory Note 
 

S No. Basis Remarks 

1 In writing ▪ Promissory Note must be in writing. An oral promise to pay is NOT 

sufficient. 
 

2 Express order 

to pay 

 

▪ There must be an express promise to pay. 

▪ Mere acknowledgement of indebtedness is not sufficient. 
 

Examples 
 

i) "I acknowledge myself to be indebted to B in Rs. 5,000, to be paid on 

demand, for value received". The promise to pay is definite and therefore this 

is a valid promissory note. 
 

ii) "Mr. B, I owe you Rs. 1,000." There is no promise to pay and therefore this is 

not a valid promissory note. 

3 Definite and 

unconditional 

promise 

▪ The promise to pay must be definite and unconditional. 
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S No. Basis Remarks 

▪ If a promise to pay is dependent upon an event which is certain to happen, 

although the time of its happening is uncertain, the promise to pay is 

unconditional. 
 

Examples 
 

i) "I promise to pay B Rs. 500 seven days after my marriage with C." The 

promise is conditional since the promise is dependent upon marriage of the 

promisor with C, which may or may not happen. 
 

ii) "I promise to pay B Rs. 500 on D's death, provided D leaves me enough to pay 

that sum." The promise is conditional since the promise is dependent upon 

the estate inherited by the promisor. 
 

iii) "I promise to pay B Rs. 500 on D's death." The promise is not conditional, but 

definite since death of D is certain. Therefore, the promissory note is valid. 
 

4 Signed by 

maker 

▪ A promissory note must be signed by the maker. 

▪ The signatures may be made on any part of the instrument. 

5 Promise to pay 

a certain sum 

Examples 
 

i) "I promise to pay B Rs. 500 and all other sums which shall be due to him." 

Since the amount payable is not certain, it is not a valid promissory note. 
 

ii) "I promise to pay B Rs. 500 after deducting there from any money which he 

owes me." Since, amount payable is not certain, it is not valid promissory note. 
 

6 Promise to pay 

money only 

▪ A promissory note must contain a promise to pay money and money only. 

▪ If the promise contains any other acts to be done in addition, it is not a 

promissory note. 
 

Example 
 

i) "I 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 since the promisor is required to deliver 

his black horse also, which is not 'money'. 
 

7 Payee must be 

certain 

▪ The name of payee must be specified in the promissory note, otherwise it will 

be invalid. 
 

▪ As per the provisions of the RBI Act, 1934, a promissory note cannot be 

made payable to bearer. 

8 Stamped ▪ A promissory note must be stamped. 
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Specimen of Promissory notes  

 

4.  BILL OF EXCHANG E                                                                                                         [SECTION 5]   

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 

a) a certain person; or 

b) the order of a certain person; or 

c) the bearer of the instrument. 

 

Essentials characteristics of a Bill of Exchange 
 

a) It must be in writing. 

b) It must contain an express order to pay. 

c) The order to pay must be definite and unconditional. 

d) It must be signed by the drawer. 

e) The sum contained in the order must be certain. 

f) The order must be to pay money only. 

g) Drawer, drawee and payee must be certain (usually, same person is the drawer and payee).  

h) It must be stamped. 
 

Note: As per the provisions of the RBI Act, 1934, a bill of exchange cannot be made payable to bearer on demand. 

 

Parties to a bill of exchange 
 

Drawer ▪ The person who draws the bill (i.e., the person who makes the bill) is called as Drawer. 

▪ His liability is secondary and conditional. 

▪ His liability is primary and conditional until the bill is accepted. 

Drawee ▪ The person on whom the bill is drawn is called as Drawee. 

▪ On acceptance of the bill 

➢ he is called as Acceptor; 

➢ he becomes liable for the payment of the bill; 

Mr. X (Maker)  

1/13, Laxmi Nagar, New Delhi  

Nov 10, 2018 

INR 10,000/- 

Six months after date, I promise to pay Mr. Z (Payee) or to his order the sum of Rupees Ten Thousand, for value 
received. 

To, 

Mr. Z (Drawee) 

F-406, Saket, New Delhi                                                                                                                                               Signature 

   Mr. X 
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➢ his liability is primary and unconditional. 

Payee ▪ The person to whom money is to be paid is named in the bill. 

 

Specimen of Bill of Exchange 

 

5.  CH EQUE                                                                                                                            [SECTION  6]   

A cheque is a bill of exchange drawn on a specified banker.  
 

It is always payable on demand and it includes  

➢ the electronic image of truncated cheque; and 

➢ a cheque in electronic form. 
 

Essentials characteristics of a cheque 
 

1) It must be in writing. 

2) It must contain an express order to pay. 

3) The order to pay must be definite and unconditional. 

4) It must be signed by the drawer. 

5) The sum contained in the order must be certain. 

6) The order must be to pay money only. 

7) Drawer, drawee and payee must be certain. 

8) It is always drawn upon a specified banker. 

9) It is always payable on demand. 

10) A cheque must contain all the characteristics of a bill of exchange. However, it does not require stamping 

or acceptance. 
 

Parties to a cheque  
 

Drawer ▪ The person who draws the cheque, i.e., the person who makes the cheque is called Drawer. 

▪ His liability is primary and conditional. 

Drawee ▪ The bank on whom the cheque is drawn is called Drawee.  

▪ It makes the payment of the cheque. 

Payee ▪ The person to whom money is to be paid (i.e., the person in whose favour cheque is issued) is 

named in the cheque.  

 

Mr. X (Drawer)  

1/13, Laxmi Nagar, New Delhi  

    Nov 10, 2018 

INR 10,000/- 

Six months after date, pay to Mr. Y (Payee) a sum of Rupees Ten Thousand, for value received. 

To, 

Mr. Z (Drawee) 

F-406, Saket, New Delhi                                                                                                                                            Signature 

 Mr. X 
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Specimen of Cheque 

 

6.  TRUNCATED  CHEQUE  AND  CHEQU E IN ELE CTRONIC FO RM                                                                                                                                  

 

Truncated Cheque 
 

A truncated cheque means a cheque which has been  

➢ converted from a physical form into an electronic form during the course of a clearing cycle 

➢ either by the clearing house or bank;  

➢ whether paying or receiving payment; 

➢ for transmission or substituting the further physical movement of cheque in writing. 
 

Cheque in electronic form 
 

A cheque in the electronic form means a cheque drawn in electronic form 

➢ by using any computer resource and 

➢ signed in a secure system 

➢ with digital signature (with or without biometrics signature). 

 

Difference between electronic cheque and truncated cheque 
 

Basis  Truncated Cheque Electronic Cheque  

Use of Paper A truncated cheque is a paper cheque, 

which has been converted into electronic 

form during the course of clearing. 

Paper is not used at any stage in creation 

of an electronic cheque. 

Use of digital 

signature 

The paper cheque, which is afterwards 

truncated, contains no digital signature. 

The signatures in ink appear on the 

truncated cheque. 

Digital signatures must be used to create 

an electronic image of a cheque. Thus, an 

electronic cheque contains digital 

signature. 

Form of original 

writing 

The original writing of a truncated cheque 

is on paper, duly signed in ink. After the 

paper cheque is converted into electronic 

form, it is truncated, and thus, it becomes a 

truncated cheque. 

The original writing of an electronic 

cheque is in electronic form. 

 

Duties of collecting banker in relation to a truncated cheque [Sec. 131]  
 

The collecting banker shall verify with  
 

➢ due diligence and ordinary care  

➢ the prima facie genuineness of the cheque to be truncated; 

Date: .................... 
 
Pay ................................................................................................................................................................................. 

a sum of Rupees....................................................................................................................... ..... 
 
 
 
 
ABC Bank 
622, Vijay Nagar, Indore (M. P.) 

Signature 
01212 1125864  000053  38 

A/C No. 12345678910 

Rs. 
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➢ as to whether any fraud, forgery or tampering is apparent on the face of the instrument. 
 

Rights of paying bank 
 

In case of any reasonable suspicion about the genuineness of the electronic image of a truncated cheque (e.g., 

suspicion as to fraud, forgery, tampering or destruction of the instrument), the paying banker is entitled to  
 

a) demand any further information regarding the truncated cheque; 

b) demand the presentment of truncated cheque itself for verification. 
 

Difference between Cheque and Bill of Exchange 
 

S No. Basis Bill of exchange Cheque 

1 Drawee Any person (including a banker) can be 

a drawee in case of a bill. 

A cheque can be drawn only upon a banker, 

i.e., only a banker can be a drawee in case of 

a cheque. 

2 Liability of 

drawer 

The liability of drawer is secondary and 

conditional. However, until a bill is 

accepted, the liability of the drawer is 

primary. 

The liability of drawer is always primary. 

The drawee bank is simply a custodian of 

moneys of the customer (i.e., drawer). 

3 Payable to 

bearer on 

demand 

A bill cannot be made payable to 

bearer on demand. 

A cheque can be made payable to bearer on 

demand. 

4 Maturity Date A bill may be payable on demand or 

otherwise than on demand. 

A cheque is always payable on demand. 

 

5 Validity 

period 

There is no validity period in case of a 

bill. 

The cheque remains valid only for 3 months 

from the date of its issue. After validity 

period, a cheque becomes a stale cheque, 

and it cannot be paid. 

6 Stamping A bill must be stamped. A cheque does not require stamping. 

7 Acceptance A bill requires acceptance if it is 

payable certain period after sight, or it 

contains an express term requiring 

acceptance. 

Acceptance of a cheque is not required. 

8 Discharge by 

qualified 

acceptance 

If the drawee gives a qualified 

acceptance, then, all the parties to the 

bill, not consenting to qualified 

acceptance, are discharged. 

Since acceptance of a cheque is not 

required, there is no question of qualified 

acceptance, and discharge of a party in case 

of qualified acceptance. 

9 Days of grace Three days of grace are allowed in case 

of every bill payable otherwise than on 

demand. 

Since a cheque is always payable on 

demand, no days of grace are allowed in 

case of a cheque. 

10 Crossing A bill cannot be crossed. A cheque can be crossed. 

11 Discharge by 

non-

presentment 

If a bill is not presented for payment, 

the drawer is discharged from liability. 

Even if a cheque is not presented for 

payment, the drawer is not discharged from 

liability. However, if the bank fails in the 

meantime, the drawer is not liable. 

12 Noting or 

protest 

If a bill is dishonoured, it may be 

noted. 

A cheque cannot be noted or protested in 

case of dishonour. 

13 Criminal 

liability for 

dishonour 

In case of dishonour of a bill, sec. 138 

does not apply. 

The drawer of the cheque is criminally liable 

for dishonour of a cheque, since sec. 138 

applies in case of dishonour of a cheque. 
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7.  AMBIGUOUS INSTRUMENTS                      [Section 27]                                                                                                                                 

 

Option of the holder ▪ Where an instrument may be construed either as a promissory note or a bill of 

exchange, the holder has to option to treat the instruments as a promissory note or 

a bill of exchange. Once the holder exercises such option, the instruments shall be 

thereafter treated accordingly. 
 

Examples 1. A bill drawn upon a fictitious person  

2. A bill drawn by a person upon himself. 

 

8.  CAPACITY OF  A  PERSO N TO BE A  PARTY  TO A  NE GOTIABLE INSTRUMENT          [Section 26]                                                                                                                                 

 

Person must be 

capable of 

contracting 

Only a person who is capable of contracting can make, draw, accept, endorse, deliver or 

negotiate a negotiable instrument 

Liability in case 

of a minor 

▪ A minor may draw, endorse, deliver and negotiate any negotiable instrument. 

▪ All the parties shall be bound on such negotiable instrument. 

▪ However, the minor shall not be bound on such negotiable instrument. 
 

▪ Example: A draws a cheque in favour of M, a minor. M endorses the same in favour of 

X. The cheque is dishonoured by the bank on grounds of inadequate funds. Here in this 

case, M being a minor may draw, endorse, deliver and negotiate the instrument so as to 

bind all parties except himself. Therefore, M is not liable. X can, thus, proceed against A. 

 

9.  CLASSIFICATION  OF N EGOTIABLE INSTRUME NT                                                                                                                                  

Order instrument ▪ A negotiable instrument payable to a particular person; or his order; or the order of 

a particular person. 

Bearer instrument a) A negotiable instrument which is payable to bearer. 

b) A negotiable instrument on which the last endorsement is in blank. 

As per the provisions of the RBI Act, 1934,  

➢ A promissory note cannot be made payable to bearer. 

➢ A Bill of Exchange cannot be made payable to bearer on demand. 

Instrument 

Payable on 

demand 

a) A negotiable instrument on which maturity date is not specified. 

b) A negotiable instrument which is expressed to be payable on demand. 

Note: A cheque is always payable on demand. 

Note: A demand instrument may be presented for payment at any time. 

Note: A demand instrument is not entitled to any days of grace. 

Time instrument a) An instrument in which time for payment (i.e., maturity date) is specified. 

b) A time instrument may be payable  

➢ on a specific day; or 

➢ after a specified period (e.g., specified number of days or specified number of 

months); or 

➢ a certain period after sight; or 

➢ a certain period after happening of an event which is certain to happen. 

Inland instrument A negotiable instrument is an inland instrument if  
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➢ it is drawn or made in India; and 

➢ it is payable in India or is drawn on a person resident in India. 

Foreign 

instrument 

A negotiable instrument which is not an inland instrument is called foreign instrument. 

 

10.  MEANI NG OF ‘AT SIG H T ’ ,  ‘ON  PRESE NTMENT ’ ,  ‘AFTE R SIGHT ’           [Section 21]                                                                                                                                

 

▪ In a promissory note or bill of exchange – The expressions ‘at sight’ and ‘on presentment’ means on demand. 

▪ In a promissory note – the expressions ‘after sight’ means after presentment for sight.  

▪ In a bill of exchange – the expression ‘after sight’ means after acceptance. 
 

11.  MATURITY OF  NEGOTI ABLE INSTRUMENT                                                                   [Section 22]                                                                                                                                 

 

Maturity of a negotiable instrument — It means the date on which the negotiable instrument falls due for 

payment. 
 

Days of grace - An instrument which is payable otherwise than on demand is entitled to 3 days of grace. 
 

While determining the maturity date of a Negotiable instrument, the date of presentment for acceptance or sight, 

or of protest for non- acceptance, or on which the event happens, shall be excluded. 
 

Calculation of Date of Maturity 
 

Calculation of Maturity Date 

Negotiable instrument payable on a specified day Specified day + 3rd day 

Negotiable instrument payable on a stated number 

of days after date 

Date on which negotiable instrument is drawn + stated 

number of days + 3rd day 

Negotiable instrument payable on stated number 

of days after sight 

Date on which negotiable instrument is presented for sight 

+ stated number of days + 3rd day 

Negotiable instrument payable on stated number 

of days after happening of a certain event 

Date on which such event happens + stated number of days 

+ 3rd day 

Negotiable instrument payable on stated number 

of months after date 

Corresponding day of the relevant month* (i.e., Date on 

which negotiable instrument is drawn + stated number of 

months) + 3rd day 

Negotiable instrument payable on stated number 

of months after sight 

Corresponding day of the relevant month* (i.e., Date on 

which negotiable instrument is presented for sight + stated 

number of months) + 3rd day 

Negotiable instrument payable on stated number 

of months after happening of a certain event 

Corresponding day of the relevant month* (i.e., Date on 

which such event happens + stated number of months) + 

3rd day 

If the day of maturity is a public holiday Immediately preceding business day 

If the day of maturity is an emergency or 

unforeseen public holiday 

Immediately succeeding business day 

*If in the relevant month, there is no corresponding day, last day of such month shall be taken. 

 

Illustration 
 

Bharat executed a promissory note in favour of Bhushan for INR 5 crores. The said amount was payable three days 

after sight. Bhushan, on maturity, presented the promissory note on 1st January, 2017 to Bharat. Bharat made the 
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payments on 4th January, 2017. Bhushan wants to recover interest for one day from Bharat. Advise Bharat, in the 

light of provisions of the Negotiable Instruments Act, 1881, whether he is liable to pay the interest for one day? 
 

Solution 
 

Claim of Interest: Section 24 of the Negotiable Instruments Act, 1881 states that where a bill or note is payable 

after date or after sight or after happening of a specified event, the time of payment is determined by excluding the 

day from which the time begins to run. 
 

Therefore, in the given case, Bharat will succeed in objecting to Bhushan’s claim. Bharat paid rightly “three days after 

sight”. Since the bill was presented on 1st January, Bharat was required to pay only on the 4th and not on 3rd January, 

as contended by Bharat. 
 

12.  NEGOTIABLE INSTRUM ENT MADE WITHOUT  CONSIDE RATION                               [Section 43]                                                                                                                                 

 

Liability of parties if 

there is no 

consideration 

A negotiable instrument 

➢ made, drawn, accepted, endorsed, or transferred 

➢ without consideration, 

➢ or for a consideration which fails, 

➢ creates no obligation of payment 

➢ between the parties to the transaction. 

Rights of holder for 

consideration 

However, if any such party has transferred the instrument 

➢ to a holder for a consideration, 

➢ such holder, and every subsequent holder deriving title from him, 

➢ may recover the amount due on such instrument 

➢ from the transferor for consideration or any prior party thereto. 

No right of 

accommodated party 

to recover from 

accommodating party 

No party for whose accommodation 

➢ a negotiable instrument has been made, drawn, accepted or endorsed can, 

➢ if he has paid the amount thereof 

➢ recover such amount 

➢ from any person who became a party to such instrument for his accommodation. 

 

13.  PARTIAL ABSENCE  OR FAILURE OF  MO NEY CONSIDERATION                                  [Section 44]                                                                                                                                 

 

Effect of partial absence of money consideration 
 

When the consideration for which a person signed a promissory note, bill of exchange or cheque 
 

➢ consisted of money; and 

➢ was originally absent in part, or has subsequently failed in part,  

➢ the sum which a holder standing in immediate relation with such signer is entitled to receive from him, 

➢ is proportionally reduced. 
 

Meaning of 'parties standing in immediate relation' 
 

a) The drawer of a bill of exchange stands in immediate relation with acceptor. 

b) The maker of promissory note, bill of exchange or cheque stands in immediate relation with the payee. 

c) The endorser stands in immediate relation with his endorsee. 
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Illustration 
 

A draws a bill on B for Rs. 500 payable to the order of A. B accepts the bill, but subsequently dishonours it by non-

payment. A sues B on the bill. 

B proves that it was accepted for value as to Rs. 400, and as an accommodation to the plaintiff as to the residue. 

In such case, A can only recover Rs. 400. 

 

Illustration 
 

A owes a certain sum of money to B. A does not know the exact amount and hence he makes out a blank cheque in 

favour of B, signs and delivers it to B   with a request to fill up the amount due, payable by him. B fills up fraudulently 

the amount larger than the amount due, payable by A and endorses the cheque to C in full payment of dues of B. 

Cheque of A is dishonoured. Referring to the provisions of the Negotiable Instruments Act, 1881, discuss the rights 

of B and C. 
 

Solution 
 

Section 44 of the Negotiable Instruments Act, 1881 is applicable in this case. According to Section 44 of this Act, B 

who is a party in immediate relation with the drawer of the cheque is entitled to recover from A only the exact amount 

due from A and not the amount entered in the cheque. However, the right of C, who is a holder for value, is not 

adversely affected and he can claim the full amount of the cheque from B. 

 

Sl. No. Instruments with/without Consideration Liabilities of the Parties 

1. Instrument made without Consideration Creates no obligation of payment between the parties 

to the transaction. 

2. Instrument made with consideration 

consisted of money, absent in part 

A holder standing in immediate relation with such 

signer is entitled to receive from him, the 

proportionally reduced sum. 

3. On partial failure of consideration not 

consisting of money 

A holder standing in immediate relation with such 

signer is entitled to receive from him, the 

proportionally reduced sum. 

 

14.  PARTIAL FAILURE  OF NON-MON ETARY  CO N SIDERATION                                          [Section 45]                                                                                                                                 

 

Where a part of the consideration for which a  
 

➢ person signed a promissory note, bill of exchange or cheque,  

➢ though not consisting of money is ascertainable in money without collateral enquiry,  

➢ and there has been a failure of that party, 

➢ the sum which a holder standing in immediate relation with such signer is entitled to receive from him is 

proportionally reduced. 
 

15.  INCHOATE  INSTRUME NT                                                                                               [Section 20]                                                                                                                                 

 

Refers to a wholly blank or partially blank paper which is signed by a person and is stamped. The person 

signing such paper delivers it to another person. 
 

On delivery of such paper by the person signing such paper, the holder gets a prima facie authority to make or 

complete upon it a negotiable instrument. 
 

Rights of parties in case of an inchoate instruments 
 

a) A person other than HDC cannot recover anything in excess of the amount intended to be paid there under by 

the person delivering the said paper. 
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b) HDC can recover the whole amount specified in the instrument, but not exceeding the amount covered by the 

stamp. 
 

Example 
 

A person signed a blank acceptance and kept it in his drawer and some person stole it and filled it up for INR 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, endorser 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. 
 

16.  DELI VERY                                                                                                                         [Section 46]                                                                                                                                 

 

Importance of 

delivery 

▪ The making, acceptance or endorsement of a promissory note, bill of exchange or 

cheque is completed by delivery, actual or constructive. 
 

Delivery by whom? ▪ As between parties standing in immediate relation, delivery to be effectual must be 

made by the party making, accepting or endorsing the instruments, or by a person 

authorized by him in that behalf. 
 

Effect of conditional 

delivery 

▪ Other than a Holder in due course - may be shown that the instrument was 

delivered conditionally or for a special purpose only, and not for the purpose of 

transferring absolutely the property therein. 
 

▪ Holder in due course – No person can put a defense that the delivery was made 

conditional i.e. HDC is entitled to recover entire amount due on Instrument. 
 

Negotiation of 

bearer instrument 

▪ A promissory note, bill of exchange or cheque payable to bearer is negotiable by the 

delivery thereof. 
 

Negotiation of 

order instrument 

▪ A promissory note, bill of exchange or cheque payable to order is negotiable by the 

holder by endorsement and delivery thereof. 
 

 

17.   NEGOTIATION  –  MEA NING AND MET HODS                                              [Section 14, 47, 48, 57]                                                                                                                                 

 

Negotiation means transfer of a negotiable instrument to any other person so as to make that person the 

holder of such negotiable instrument. (Sec. 14) 
 

Methods of Negotiation 
 

a) Negotiation by Delivery (Sec. 47) - A bearer instrument may be negotiated by delivery. The delivery 

must be voluntary. 
 

Exception 
 

A promissory note, bill of exchange or cheque delivered on the condition that it is not to take effect except in a 

certain event, is not negotiable (except in the hands of a holder for value without notice of the condition) unless 

such event happens. 
 

Illustrations 
 

i) A is the holder of a negotiable instrument payable to bearer. A delivers the negotiable instrument to B’s 

agent, and B’s agent acting on behalf of B, keeps it with him. The negotiable instrument has been negotiated. 
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ii) A is the holder of a negotiable instrument payable to bearer. The negotiable instrument is in the hands of 

A’ s banker, who is at that time B’s banker also. A directs the banker to transfer the negotiable instrument 

to B’s credit. The banker does so, and accordingly now possess the instrument as B’s agent. The instrument 

has been negotiated, and B has become the holder of it. 
 

b) Negotiation by Endorsement and Delivery (Sec. 48) - An order instrument can be negotiated only by 

way of endorsement and delivery. 
 

If a person, after making an endorsement, but before making its delivery, dies, and afterwards, the delivery is 

made by the legal representative of the deceased, it does not result in a valid negotiation (Sec. 57). 
 

Illustration 
 

M drew a cheque amounting to INR 2 lakh payable to N and subsequently delivered to him. After receipt of cheque 

N endorsed the same to C but kept it in his safe locker. After sometime, N died, and P found the cheque in N’s safe 

locker. Does this amount to Indorsement under the Negotiable Instruments Act, 1881? 
 

Solution 
 

No, P does not become the holder of the cheque as the negotiation was not completed by delivery of the cheque to 

him. (Section 48, the Negotiable Instruments Act, 1881). 
 

18.  ENDORSEMENT  –  MEA NING AND ESSENTIAL CHA RACTERS                              [Section 15, 16]                                                                                                                                 

 

Endorsement means  

➢ signing on the face or back of negotiable instrument;  

➢ or on a slip of paper annexed to the negotiable instrument  

➢ by the holder of negotiable instrument  

➢ for the purpose of negotiating such negotiable instrument. 
 

The person who makes the endorsement is called the endorser. 
 

Essential Characteristics 
 

a) Writing - The endorsement must be in writing. 

b) Signed - The endorsement shall not be valid unless it is signed. 

c) By holder - The endorsement shall be valid only if the negotiable instrument is signed by the holder. 
 

Example 
 

X, who is the holder of a negotiable instrument writes on the back thereof: “pay to Y or order” and signs the 

instrument. In such a case, X is deemed to have endorsed the instrument to Y.  
 

If X delivers the instrument to Y, X ceases to be the holder and Y becomes the holder. 
 

Effect of indorsement [Section 50] 
 

The indorsement of a negotiable instrument followed by delivery transfers to the endorsee the property therein along 

with the right of further negotiation. However, the indorsement may by express words, restrict or exclude such rights. 
 

Kinds of Endorsement [Section 16, 50, 52, 56] 
 

General endorsement 

i.e. endorsement in 

blank 

▪ General endorsement means an endorsement made by the endorser without 

writing the name of the endorsee. 
 

▪ Effect - Order instrument is converted into bearer instrument. 

Special endorsement 

i.e., endorsement in 

full 

▪ Where the endorsement contains a direction to pay the amount to a specified 

person i.e. name of the endorsee is mentioned, it is called as special endorsement. 
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Restrictive 

endorsement 

▪ An endorsement which restricts the right of further negotiation is called as 

restrictive endorsement. 
 

Examples: 
 

B signs the following endorsements on different negotiable instruments payable 
to bearer, 

 

a) “pay the contents to C only”. 

b) “pay C for my use”. 

c) “pay C on order for the account to B”. 

d) “the within must be credited to C”. 
 

These indorsements exclude the right of further negotiation by C. 
 

a) “pay C”. 

b) “pay C value in account with the Oriental Bank”. 

c) “pay the contents to C, bring part of the consideration in a certain deed of 
assignment executed by C to endorser and others”. 

 

These indorsements do not exclude the right of further negotiation by C. 

Partial endorsement ▪ An endorsement which purports to transfer only a part of the amount of the 

instrument is called as partial endorsement.  
 

▪ Partial endorsement is not valid at law. 

Conditional 

endorsement 

Sans Recourse ▪ Endorser relives himself from the liability to all subsequent 

endorsees. 
 

▪ Where an endorser so excludes his liability, and afterwards 

becomes the holder of the instrument, all intermediate 

endorsers shall be liable to him. 

Illustration  
 

a) The holder of a negotiable instrument makes an endorsement 

by using the words ‘without recourse’. By reason of this 

endorsement, he incurs no liability.  
 

b) A is the holder of a negotiable instrument. Excluding his 

personal liability by using the words ‘without recourse’, he 

negotiates the instrument to B. B endorses it to C, who 

endorses it to A. A becomes the holder of the negotiable 

instrument. A has the rights of an endorse against B and C.  
 

Sans Frais ▪ Endorser relievers himself from any liability with respect to 

any expenses that may be incurred in case of dishonour of the 

negotiable instrument. 

Facultative ▪ Endorser waives any of his rights. 

Contingent/ 

Conditional 

▪ Endorser makes his liability dependent upon happening of 

some event. 

 

19.  WHO MAY  NEGOTIAT E                                                                                                   [Section 51]                                                                                                                                 

 

Every maker, drawer, payee or endorsee or all of several joint makers, drawers, payees or endorsees, of a negotiable 

instrument can negotiate the same if following conditions are satisfied: 
 

a) negotiability of such instrument has not been restricted or excluded as mentioned in sec. 50,  
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b) the maker or drawer or endorser is in lawful possession or is holder of the instrument. 
 

Illustration: A bill is drawn payable to A or order. A endorses it to B, the endorsement not containing the words’ or 

order’ or any equivalent words. B may negotiate the instrument.  
 

20.  INSTRUMENT OBTAIN ED BY UNLAWFUL ME ANS OR FOR UNLAWFUL CO NSIDERATION 

[Section 58]                                                                                                                                 

 

When a negotiable instrument has been lost, or has been obtained from any person by means of an offence or fraud, 

or for an unlawful consideration,  
 

a) HDC – Entitled to receive amount due on such instrument from the transferor or any party prior to him. 
 

b) Other holder or endorsee - Not entitled to receive the amount due thereon from the transferor any party 

prior to such holder. 
 

21.  INSTRUMENT ACQUIRED AFT ER DIS HONOU R OR WH EN OV ERDUE                       [Section 59]                                                                                                                                 

 

The holder of a negotiable instrument, who has acquired it after dishonor, whether by non-acceptance or non-

payment, with notice thereof, or after maturity,  
 

a) HDC – Entitled to receive amount due on such instrument from the transferor or any party prior to him. 
 

b) Other holder or endorsee - Has rights against the other parties, same as the rights of his transferor. 
 

Illustration 
 

The acceptor of a bill of exchange, when he accepted it, deposited with the drawer certain goods as collateral security 

for the payment of the bill, with power to the drawer to sell the goods and apply the proceeds in discharge of the bill 

if it were not paid at maturity. The bill not having been paid at maturity, the drawer sold the goods and retained the 

proceeds but endorsed the bill to A. A’s title is subject to the same objections as the drawer’s title.  
 

22.  INSTRUMENT NEGOTI ABLE TILL PAYMENT O R SATISFACTION                            [Section 60]                                                                                                                                 

 

A negotiable instrument may be negotiated by the  
 

a) Maker, drawee or acceptor – Till the date of maturity  
 

b) Other holder or endorsee - After maturity until payment or satisfaction thereof by the maker, drawee or 

accepter at or after maturity, but not after such payment or satisfaction.   
 

23.  NEGOTIATION BACK                                                                                                     [Section 90]                                                                                                                                 

 

Meaning  If an endorser,  

➢ after negotiating a negotiable instrument,  

➢ again becomes its holder,  

it is called Negotiation Back. 

Effect ▪ The holder cannot enforce payment against an intermediary party to whom he was previously 

liable. 
 

▪ The holder can enforce payment against all the parties to whom he was not previously liable. 
 

▪ However, the holder can sue all the prior parties (including all intermediary parties), if 

he had made sans recourse endorsement. 
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24.   DISTINCTION  BETWE EN NEGOTIATION AND  ASSIGNMENT                                                                                                                                   

 

S No. Basis  Negotiation Assignment 

1 Applicable Act If a negotiable instrument is transferred 

by way of negotiation, Negotiable 

Instrument Act, 1881 applies. 

Where any right is transferred by way of 

assignment, the Transfer of Property Act 

applies. 

2 Meaning Negotiation means transfer of a 

negotiable instrument to any other 

person so as to constitute that person 

the holder of such negotiable 

instrument. 

Transfer of a right to receive the 

payment of a debt by one person (viz., 

assignor) to another person (viz., 

assignee) by way of a written document 

is called as assignment. 

3 Scope Negotiation can be made for transferring 

negotiable instruments only. 

Assignment can be made of any right. 

4 Method or 

manner 

A bearer instrument can be negotiated 

merely by delivery, and an order 

instrument can be negotiated by 

endorsement and delivery. 

Assignment is valid only if it is made in 

writing and is signed by the assignor. 

5 Notice Notice of negotiation is not required to 

be given to any party. 

Notice of assignment must be given by 

the assignee to the debtor. 

6 Consideration It is presumed that every negotiable 

instrument was negotiated for 

consideration. 

There is no such presumption in case of 

assignment. 

7 Burden of 

proof 

 

The other party has to prove that 

negotiation was without any 

consideration. 

The assignee has to prove that there was 

some consideration. 

8 Better Title The transferee of a negotiable 

instrument acquires a title better than 

that of the transferor, i.e., he becomes a 

holder in due course. 

The assignee does not acquire a title 

better than that of the assignor. 

9 Stamp Duty Negotiation does not require payment of 

stamp duty. 

Assignment requires payment of stamp 

duty. 

 

25.  HOLDER AND HOLD ER IN DUE COU RSE   

 

Holder [Section 8] 
 

a) Holder is a person who is entitled to the possession of negotiable instrument in his own name. 

b) He must be entitled to receive or recover the amount due on negotiable instrument from the parties liable 

on negotiable instrument. 
 

Holder in due course [Section 9] 
 

a) In case of a negotiable instrument payable to bearer, he must be the possessor of the negotiable instrument, 

and in case of a negotiable instrument payable to order, he must be the payee or endorsee of the negotiable 

instrument. 
 

b) He must have become the holder for consideration. 
 

c) He must have obtained the possession of negotiable instrument before maturity. 
 

d) He must have obtained the negotiable instrument in good faith and without negligence, i.e., without 

sufficient cause to believe that any defect existed in the title of the person from whom he derived his title. 
 

 

 

Downloaded from castudyweb.com

https://www.castudyweb.com


 
 

 CA Kishan Kumar                                                                                          The Negotiable Instruments Act, 1881 

 

Don’t let your victories go to your head, or your failures go to your heart                         268 | P a g e  
 

Example  
 

A draws a cheque for INR 5,000 and hands it over to B by way of gift. B is a holder but not a holder in due course as 

he does not get the cheque for value and consideration. His title is good and bonafide. As a holder he is entitled to 

receive INR 5000 from the bank on whom the cheque is drawn. 
 

Example 
 

On a Bill of Exchange for INR 1 lakh, X’s acceptance to the Bill is forged. ‘A’ takes the Bill from his customer for value 

and in good faith before the Bill becomes payable. In this case, he can be considered as a holder in due course.  
 

But where a signature on the negotiable instrument is forged, it becomes a nullity. The holder of a forged instrument 

cannot enforce payment thereon. In the event of the holder being able to obtain payment in spite of forgery, he cannot 

retain the money. The true owner may sue on tort the person who had received. This principle is universal in 

character, by reason where of even a holder in due course is not exempt from it.  
 

A holder in due course is protected when there is defect in the title. But he derives no title when there is entire absence 

of title as in the case of forgery. Hence ‘A’ cannot receive the amount on the bill. 
 

26.  PRIV ILEG ES  OF HOLD ER I N DUE COU RSE                          [Section 20, 36, 43, 46, 53 and 58] 

 

1) Every prior party to a negotiable instrument is liable to a HDC (Sec. 36). 
 

2) A holder who derives title from HDC has the same rights as of that HDC (Sec. 53). Thus, once a negotiable 

instrument passes through the hands of a HDC, it gets cleansed of all its defects provided the holder himself is 

not a party to the fraud or illegality which affected the negotiable instrument in some stage of its journey. 
 

3) No prior party can set up a defense that the negotiable instrument was drawn, made or endorsed by him without 

any consideration (Sec. 43). 
 

4) No prior party can set up a defense that the negotiable instrument was lost or was obtained from him by an 

offence or fraud or for an unlawful consideration. Thus, HDC gets a valid title to the negotiable instrument even 

though the title of the transferor was defective (Sec. 58). 
 

5) No prior party can allege that negotiable instrument was delivered conditionally or for a special purpose only 

(Sec. 46). 
 

6) HDC can claim full amount of the inchoate negotiable instrument (but not exceeding the amount covered 

by the stamp) even though such amount is in excess of the amount authorized by the person delivering an 

inchoate negotiable instrument (Sec. 20). 
 

27.  DIFF ERE NCE BETWE E N HOLDE R AND  HOLD ER I N DUE COU RSE  

 

S No. Basis of 

distinction 

Holder Holder in due course 

1 Consideration A person becomes a holder even if he 

obtains the negotiable instrument 

without any consideration. 

A person becomes a HDC only if he 

obtains the negotiable instrument for 

consideration. 

2 Before maturity A person becomes a holder even if he 

obtains the negotiable instrument after 

the maturity of the negotiable 

instrument. 

A person becomes a HDC only if he 

obtains the negotiable instrument 

before its maturity. 

 

3 Good faith, i.e., 

bonafide 

 

A person becomes a holder, even if he 

does not obtain the negotiable 

instrument in good faith 

For being a HDC, a person must 

obtain the negotiable instrument in 

good faith. 

4 Privileges A holder is not entitled to the 

privileges, which are available for HDC 

A HDC is entitled to various 

privileges as specified under the 

Negotiable Instruments Act, 1881. 
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S No. Basis of 

distinction 

Holder Holder in due course 

5 Right to sue A holder cannot sue all the prior 

parties 

A HDC can sue all the prior parties. 

 

28.  PAYMENT I N DUE COU RSE                                                                                           [Section 10]  

 

a) Payment is made as per apparent tenor. 

b) Payment is made in good faith. 

c) Payment is made without negligence. 

d) Payment is made to the person who is in the possession of the negotiable instrument.  

e) Payment is made in money only. 
 

Where Amount is Stated Differently in Figures and Words [Section 18] 
 

Amount stated in words shall be the amount undertaken or ordered to be paid. 
 

29.  CROSSING  

 

Meaning - Crossing means a direction given by the drawer of the cheque to the drawee bank, not to pay the cheque 

at the counter of the bank, but to pay it to a person who presents it through a banker. 
 

Purpose - Crossing makes it possible to trace the person to whom the payment has been made. Thus, it makes the 

cheque safe. 
 

Types of Crossing (Section 123 to 131A) 
 

Nature of Crossing Requirements Effects 

General crossing ▪ The cheque must contain two parallel 

transverse lines. 

▪ The cheque must be paid only to a 

banker. 

Special Crossing ▪ The cheque must contain the name of a 

banker. 

▪ Special crossing may be made only once. 

▪ Cheque must be paid only to the 

banker to whom it is crossed. 

▪ Special crossing cannot be converted 

into general crossing. 

Not negotiable 

crossing 

▪ The cheque must contain the words 'not 

negotiable'. 

▪ The cheque must be crossed generally or 

specially. 

▪ The cheque nevertheless remains 

negotiable. 

▪ The title of the transferee shall not be 

better than the title of the transferor. 

A/c Payee crossing, 

i.e., restrictive 

crossing 

▪ The cheque must contain the words ‘A/c 

Payee' or 'A/c payee only'. 

▪ The cheque must be crossed generally or 

specially. 

▪ The cheque does not remain 

negotiable anymore. 

 

 

Protection to Paying Banker [Section 85 and 126] 
 

Nature of cheque Conditions subject to which protection is available to paying banker 

Cheque payable to 

order 

▪ Payment is made in due course. 

▪ The protection shall be available notwithstanding that any endorsement 

subsequently turns out to be a forgery. 

Cheque originally 

payable to bearer 

▪ Payment is made in due course to the bearer of the cheque. 

▪ The protection shall be available notwithstanding that any endorsement appears 

on the cheque. 

Cheques crossed ▪ Payment is made in due course to any banker. 
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Nature of cheque Conditions subject to which protection is available to paying banker 

Generally 

Cheques crossed 

Specially 

▪ Payment is made in due course to the banker to whom the cheque is crossed. 

No protection in 

case of forged 

signatures of 

drawer 

▪ Sec. 85 or any other section does not give any protection to the paying banker in 

case the signatures of the drawer are forged. 
 

▪ Thus, the paying banker shall be liable if it makes the payment of the cheque on 

which drawer's signatures are forged. Accordingly, the paying banker should 

carefully verify the genuineness of drawer's signatures. 
 

30.  LIABILITY OF PAYING  BANKER                                                                                 [Section 129]  

 

The paying banker shall be liable to the true owner of the cheque for any loss sustained by him in the following two 

cases: 
 

a) Where the paying banker pays a cheque crossed generally otherwise than to a banker. 

b) Where the paying banker pays a cheque crossed specially otherwise than to the specified banker. 
 

31.  PROT ECTION TO COLL ECTING BANKER                                                                    [Section 131] 

 

If a banker has received payment  

➢ for a customer of a cheque crossed generally or specially to himself, in good faith,  

➢ it shall not be liable to original owner of the cheque  

➢ in case the title of the cheque proves defective  

➢ by reason only of having received such payment. 
 

32.  GROUNDS FO R DISHO NOUR OF A C HEQUE  DESPITE HAVI NG SUF FI CIENT BALA NCE  

 

Banker must refuse to honour a customer’s cheque in the following cases: 
 

1. Stop payment  

2. Garnishee order 

3. Death of customer 

4. Insolvency of customer  

5. Defect in the title of holder 

6. Assignment of funds by customer 

7. Loss of cheque   

8. Irregular endorsement  

9. Different signatures 

10. Receipt of application for closure of account 

11. Stale cheque i.e., outdated cheque 

12. Post-dated cheque 

13. Materially altered cheque, mutilated cheque, cheque of doubtful validity, incomplete cheque 

14. Undated cheque. 
 

Banker may refuse a customer’s cheque in the following cases: 
 

1. Insufficient funds  

2. Funds not applicable 

3. Presentment at different branch  
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4. Presentment after banking hours. 
 

33.  EFFECT OF  NON-PRESENTATION OF CHEQUE  WITHIN REASONABLE TIME         [Section 84]  

 

Where the drawer has sufficient balance when he issues the cheque, and when the cheque ought to be presented 

for payment; 
 

➢ however, the holder fails to present the cheque within a reasonable time of issue of the cheque; and  

➢ meanwhile i.e., after issue of the cheque but before presentation of the cheque by the holder,  

➢ the bank fails, and consequently the drawer suffers actual damages, 
 

in such case, the drawer will not be liable. 
 

Examples: 
 

1) A draws a cheque for INR 1,000, and, when the cheque ought to be presented, has funds at the bank to meet it. 

The bank fails before the cheque is presented. The drawer is discharged, but the holder can prove against the 

bank for the amount of the cheque. 
 

2) A draws a cheque at Patiala on a bank in Calcutta. The bank fails before the cheque could be presented in ordinary 

course. A is not discharged, for he has not suffered actual damage through any delay in presenting the cheque. 
 

34.  LIABILITY PARTI ES TO A NEGOTIABLE  INSTRUM ENT [SEC.  27  TO 30,  32,  35,  36,  38,  40  

AND 41]   

 

Agency (Sec. 27) ▪ Every person capable of binding himself or of being bound, as mentioned in section 

26, may so bind himself or be bound by a duly authorised agent acting in his name. 
 

▪ A general authority to transact business and to receive and discharge debts does not 

confer upon an agent the power of accepting or endorsing bills of exchange so as to 

bind his principal. 
 

▪ An authority to draw bills of exchange does not imply an authority to endorse. 

Liability of agent 

signing (Sec. 28) 

An agent who signs his name on a promissory note, bill of exchange or cheque  
 

➢ without indicating thereon that he signs as agent, or  

➢ that he does not intend thereby to incur personal responsibility,  

➢ is liable personally on the instrument,  

➢ except to those who induced him to sign upon the belief that the principal only 

would be held liable. 
 

Liability of legal 

representative 

signing (Sec. 29) 

A legal representative of a deceased person who signs his name on a promissory note, 

bill of exchange or cheque is  
 

➢ liable personally thereon  

➢ unless he expressly limits his liability to the extent of the assets received by him as 

such. 
 

Liability of drawer 

(Sec. 30) 

▪ The drawer of a bill of exchange or cheque is bound in case of dishonour by the 

drawee or acceptor thereof, to compensate the holder, provided due notice of 

dishonour has been given to the drawer.  
 

Liability of drawee 

on dishonour (Sec. 

31) 

▪ If the drawer has sufficient funds in the account and such funds are properly 

applicable to payment of the cheque; then drawee must pay the cheque. 
 

▪ If default is made by drawee i.e. payee banker, then the drawee shall compensate the 

drawer for the loss caused to him. 
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Liability of maker 

of note and 

acceptor of bill 

(Sec. 32) 

▪ Before maturity of Bill of Exchange or Promissory Note 
 

Unless otherwise mentioned, the maker of a promissory note and the acceptor are 

bound to pay the amount thereof at maturity according to the apparent tenor of the 

note or acceptance respectively.  
 

▪ After maturity of Bill of Exchange or Promissory Note 
 

The acceptor or maker is bound to pay the amount to the holder on demand. 
 

Liability of 

endorser (sec. 35) 

▪ Every endorser is liable to every subsequent holder, in case of dishonour by the 

drawee, acceptor or maker to compensate such holder for any loss or damage caused 

to him by such dishonour, provide due notice of dishonour has been given to, or 

received by, such endorser. 
 

▪ The endorser, however, can expressly exclude or make his liability conditional. 
 

▪ Every endorser after dishonour is liable upon an instrument payable on demand. 

Liability of prior 

parties to holder in 

due course (Sec. 

36) 

▪ Every prior party to a negotiable instrument is liable thereon to a holder in due course 

until the instrument is duly satisfied. 

Prior party a 

principal debtor in 

respect of each 

subsequent party 

(sec. 38) 

▪ Each prior party is liable thereon as a principal debtor in respect of each subsequent 

party. 
 

Illustration. A draws a bill payable to his own order on B, who accepts. A afterwards 

endorses the bill to C, C to D and D to E. As between E and B, B is the principal debtor, 

and A, C and D are his sureties. As between E and A, A is the principal debtor, and C and 

D are his sureties. As between E and C, C is the principal debtor and D is his surety.  
 

Discharge of 

endorser’s liability 

(sec. 40) 

▪ Where the holder of a negotiable instrument, without the consent of the endorser, 

destroys or impairs the endorser’s remedy against a prior party, the endorser is 

discharged from liability to the holder to the same extent as if the instrument had 

been paid at maturity. 
 

Illustration 
 

Amitabh is the holder of a bill of exchange made payable to the order of Hema Malini, 

which contains the following endorsements in blank; 

First endorsement, “Hema Malini” 

Second endorsement, “Chunky Pandey” 

Third endorsement, “Dharmendra” 

Fourth endorsement, “Esha Deol” 

Amitabh strikes out, without the consent of Esha Deol, the endorsement by Chunky 

Pandey and Dharmendra. Amitabh is not entitled to recover anything from Esha Deol. 
 

Acceptor bound, 

although 

endorsement 

forged (Sec 41) 

▪ An acceptor of a bill of exchange already endorsed is not relieved from liability by 

reason that such endorsement is forged, if he knows or had reason to believe the 

endorsement to be forged when he accepted the bill. 

 

35.  BOUNCING O R DISHON OUR OF CH EQUE                                                     [Section 138 to 142A] 

 

If a cheque issued by the drawer is dishonoured due to insufficiency of funds, the drawer is punishable with  

➢ Imprisonment upto 2 years (Maximum); or 

➢ Fine upto 2 times the amount of cheque (Maximum); or 

➢ Both. 
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Conditions for attracting liability u/s 138 
 

Cheque issued to 

discharge a liability 

▪ The liability u/s 138 arises only if the drawer had issued the cheque to discharge a 

legally enforceable debt or other liability. 
 

▪ Thus, where the drawer issues a cheque as a gift or charity, he is not liable under 

section 138 even if cheque is dishonoured. 
 

▪ Presumption in favour of holder (Sec. 139).  
 

It shall be presumed that the holder of a cheque received the cheque in whole or in 

part, of any debt or other liability. Thus, the burden to prove that the cheque in a 

particular case was not given to discharge a legally enforceable debt or liability lies 

on the drawer. 
 

Dishonour due to 

insufficiency of 

funds 

The cheque must have been dishonoured due to insufficiency of funds in the account of 

the drawer. 

Presentment of 

cheque within 

validity period 

The cheque must have been presented for payment to the bank 

➢ within 3 months from the date on which it was drawn; or  

➢ within the period of validity; whichever is earlier. 

Notice to drawer The payee/holder must give a notice to the drawer of the cheque. The notice must 

fulfill the following conditions: 
 

a) It must be in writing. 
 

b) It must be given within 30 days of receipt of information of dishonour of cheque 

from the bank. 
 

c) The notice must require the drawer to make payment of the money due on the 

cheque, i.e., the payee/holder must demand the money due under the cheque. 
 

Default in payment 

by drawer 

The liability u/s 138 is attracted only if,  
 

➢ within 15 days of receipt of notice from the payee/holder, the drawer fails to pay 

the whole of the money due under the cheque.  
 

If the drawer makes only a part payment, it is considered as a default by the drawer. 

Thus, the cause of action arises on 16th day from the day of receipt of notice from 

payee/holder. 
 

The payee/holder 

must make a 

complaint with the 

Court [Sec 142] 

Following points are worth noting in this regard: 
 

 The complaint must be in writing. 
 

 The complaint must be made within 1 month from the date when cause of action 

arose, i.e., within 1 month from the last day on which drawer was liable to pay the 

money to the payee/holder. 
 

 The complaint shall be made with a Court not inferior to that of a 

Metropolitan Magistrate or a Judicial Magistrate of the first class. 
 

 The complaint is to be filed with the Court within whose jurisdiction  
 

a) the branch of the bank where the payee or HDC, as the case may be, maintains 

the account, is situated — in case the cheque is delivered for collection through 

an account; 
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b) the branch of the drawee bank where the drawer maintains the account is 

situated — in case the cheque is presented for payment by the payee or HDC, 

otherwise through an account. 

 

Offences by companies (Sec. 141) 
 

If the person committing an offence u/s 138 is a company, 

➢ every person who, at the time the offence was committed was  

➢ in charge of, and was responsible for the conduct of the business of the company,  

➢ shall be deemed to be guilty of the offence and  

➢ shall be liable to be proceeded against and punished accordingly. 
 

However, a person shall not be liable for punishment if he proves that 

➢ offence was committed without his knowledge, or that he had exercised all due diligence to prevent the 

commission of such offence. 

 

Validation for transfer of pending cases (Sec. 142A) 
 

If more than one case by the same payee / HDC against the same drawer is pending in different courts, then,  
 

➢ all such cases shall be transferred to the court having jurisdiction u/s 142(2). 
 

Notwithstanding anything contained in any order of any court, all cases transferred to the court having jurisdiction 

u/s 142(2) shall be deemed to have been validly transferred.  
 

If any complaint is pending in the court having jurisdiction u/s 142(2), all subsequent complaints arising out of 

section 138 against the same drawer shall be filed before the same court. This provision shall apply notwithstanding 

anything contained in Sec. 142(2) 
 

Effect of 'stop payment' 
 

Where the drawer makes 'stop payment' order to the banker (i.e., he countermands payment) resulting in 

dishonour of the cheque,  
 

➢ it has the same effect as if the cheque had been dishonoured due to insufficiency of funds.  
 

Thus, the proceedings u/s 138 may be initiated against the drawer. 
 

Example  
 

X issued a post-dated cheque to Y on the account of discharge of   its liability. Further, X instructed to the bank to 

make the stop payment 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 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. 
 

Offences to be compoundable [Section 147] 
 

Notwithstanding anything contained in the Code of Criminal Procedure, 1973, every offence punishable under this 

Act shall be compoundable. 
 

36.  MATERIAL  ALT ERATIO N                                                                 [Section 20, 49, 87 and 125]  

 

An alteration is called as material alteration if it alters  
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➢ the character or operation (i.e., the legal effect) of a negotiable instrument; or 

➢ the rights and liabilities of any of the parties to a negotiable instrument. 
 

Material alterations authorised by Act 
 

1) Filling blanks of an inchoate instrument (Sec. 20). 

2) Conversion of a blank endorsement into an endorsement in full (Sec. 49). 

3) Conversion of a bearer instrument into an order instrument by deleting the word “Bearer”. 

4) Crossing of cheques (Sec. 125). 

5) Conversion of general crossing into special crossing or not negotiable crossing or A/c Payee Crossing (but not 

vice-versa). 
 

Effects of material alteration (Sec. 87) 
 

All the parties to the negotiable instrument not consenting to the material alteration are discharged, 

unless such material alteration is authorised by the Act. 

 

Example  
 

A promissory note was made without mentioning any time for payment. The holder added the words “on demand” 

on the face of the instrument. As per the above provision of the Negotiable Instruments Act, 1881 this is not a 

material alteration as a promissory note where no date of payment is specified will be treated as payable on demand. 

Hence adding the words “on demand” does not alter the business effect of the instrument. 
 

37.  PAYMENT OF  INSTRUM ENT ON WHICH ALTE RATION IS  NOT AP PARE NT           [Section 89]  

 

No liability of person paying an instrument on which material alteration is not apparent  
 

Where a promissory note, bill of exchange or cheque has been  
 

➢ materially altered but does not appear to have been so altered, or  
 

➢ where a cheque is presented for payment which does not at the time of presentation appear to be crossed or to 

have had a crossing which has obliterated, 
 

➢ payment thereof by a person or banker liable to pay, and paying the same according to the apparent tenor 

thereof at the time of payment and otherwise in due course,  
 

➢ shall discharge such a person or banker from all liability thereon, and  
 

➢ such payment shall not be questioned by reason of the instrument having been altered, or the cheque crossed. 
 

Duty of banker or clearing house in case of truncated cheque 
 

a) Where the cheque is an electronic image of a truncated cheque, any difference in apparent tenor of such 

electronic image and the truncated cheque shall be a material alteration and it shall be the duty of the bank or 

the clearing house, as the case may be, to ensure the exactness of the apparent tenor of electronic image of the 

truncated cheque while truncating and transmitting the image. 
 

b) Any bank or a clearing house which receives a transmitted electronic image of a truncated cheque, shall verify 

from the party who transmitted the image to it, that the image so transmitted to it and received by it, is exactly 

the same.  
 

38.  ACCEPTANC E                                                                                                         [Section 7 and 86]  

 

Meaning The drawee signs the bill and  

➢ delivers it to the holder of the bill; or 

➢ gives notice of acceptance to the holder of the bill, 
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the drawee becomes the acceptor. 

Essentials of a 

valid 

acceptance 

(Sec. 7) 

a) Written (whether on the face or back of the bill). 

b) Signed on the bill (Signature without the word 'accepted' is also valid). 

c) Delivery or intimation to the holder that the bill has been accepted. 

Types of 

acceptance 

(Sec. 86) 

General - Acceptance of bill without any qualification. 

Qualified - Acceptance of bill subject to some qualification (e.g., accepting the bill subject to 

the condition that the payment of bill shall be made only on happening of a specified event). 
 

Examples of 

qualified 

acceptance 

a) Where acceptance is conditional, declaring the payment to be dependent on the 

happening of an event stated therein. 
 

b) Where the drawee accepts the bill only for a part of the sum ordered to be paid. 
 

c) Where, no place of payment being specified in the bill, the drawee agrees to make the 

payment at a specified place, and not otherwise or elsewhere. 
 

d) Where, a place of payment being specified in the bill, the drawee agrees to make the 

payment at some other place and not otherwise or elsewhere. 
 

e) Where the drawee agrees to make the payment at a time other than that the time stated 

in the bill. 
 

Effect of 

qualified 

acceptance 

(Sec. 86) 

a) The holder may object to the qualified acceptance. In such a case, it shall be treated that 

the bill is dishonoured due to non-acceptance. 
 

b) He may give his consent to the qualified acceptance. In such a case, all the prior 

parties, not consenting to it, are discharged. 

 

39.  DISHONOUR BY NON-ACCEPTANC E                                                                           [SECTION  91]  

 

A bill is dishonoured by non-acceptance if it is duly presented for acceptance, but the bill is not accepted.  
 

In this case, the holder gets an immediate right to sue all the prior parties. 
 

Cases in which a bill is dishonoured by non-acceptance  
 

a) Where a bill is not accepted by the drawee within 48 hours of presentment of bill. 
 

If the holder allows to the drawee more than 48 hours for acceptance, all the prior parties not consenting to 

the same are discharged from liability to such holder. 
 

b) In case there are two or more drawees who are not partners, if the bill is not accepted by all the drawees. 
 

c) Where the drawee is a fictitious person. 
 

d) When the drawee cannot be found even after a reasonable search. 
 

e) When the drawee is incompetent to contract. 
 

f) Where the drawee gives a qualified acceptance and the holder does not give his consent to the qualified 

acceptance. 
 

Effect: The holder gets an immediate title to sue all the prior parties. 
 

Note: A promissory note or a cheque cannot be dishonoured by non-acceptance since a promissory note or a cheque 

does not require any acceptance. 
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40.  PROVISIONS WITH RES PE CT TO PRESENTMEN T ,  PAYMENT AND  INT E REST [SEC .  61  TO 65  

AND 72  TO 83]   

 

Presentment for 

acceptance (Sec. 61) 

a) If no time or place is specified therein for presentment  
 

A BOE payable a certain period after sight must be presented to the drawee for 

acceptance,  
 

➢ within a reasonable time after it is drawn, and  

➢ in business hours on a business day.  
 

In default of such presentment, no party thereto is liable thereon to the person 

making such default. If the drawee cannot, after reasonable search be found the bill 

is dishonoured. 
 

b) If the bill is directed to be presented to drawee at a particular place 
 

BOE must be presented at that place, and if at the due date for presentment, the 

place cannot be found after reasonable search, the bill is dishonoured. 
 

Note: When authorised by agreement or usage, a presentment through the post 

office by means of a registered letter is sufficient.  
 

Presentment of 

promissory note for 

sight (sec. 62) 

▪ A promissory note, payable at a certain period after sight, must be presented to the 

maker  
 

➢ within a reasonable time after it is made and  

➢ in business hours on a business day.  
 

▪ In default of such presentment, no party thereto is liable thereon to the person 

making such default. 
 

Drawee’s time of 

deliberation (sec. 63) 

▪ The holder can allow the drawee maximum 48 hours (exclusive of public 

holidays) to consider whether he will accept it. 
 

Presentment for 

payment (sec. 64) 

a) Promissory notes, bills of exchange and cheque must be presented for payment to 

the maker, acceptor or drawee thereof respectively, by or on behalf of the holder. In 

default of such presentment, the other parties thereto are not liable thereon to such 

holder. 
 

b) Where authorised by agreement or usage, a presentment through the post office by 

means of a registered letter is sufficient.  
 

Hours for 

presentment 

(sec.65) 

a) Presentment for payment must be made during the usual hours of business.  
 

b) If an instrument is presented for payment to a banker, it must be presented within 

banking hours. 
 

Presentment of 

instrument payable 

at demand (sec, 74) 

▪ Within a reasonable time after it is received by the holder. 
   

Presentment by or 

to agent, 

representative of 

deceased, or 

assignee of insolvent 

(sec. 75) 

▪ Presentment for acceptance or payment may be made to the duly authorised agent 

of the drawer, maker or acceptor, as the case may be. 
 

▪ Where the drawee, maker or acceptor has died, presentment for acceptance or 

payment may be made to his legal representative.  
 

▪ Where the drawee, maker or acceptor has been declared an insolvent, presentment 

for acceptance or payment may be made to his assignee.  
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When presentment 

unnecessary (sec. 

76) 

No presentment for payment is necessary, and the instrument is dishonoured at the 

due date for presentment in any of the following cases: 
 

a) If the maker, drawee or acceptor intentionally prevents the presentments of the 

instrument.  
 

b) If the instrument being payable at his place of business, he closes such place on a 

business day during the usual business hours. 
 

c) If the instruments being payable at some other specified place, neither he nor any 

person authorised to pay it attends at such place during the usual business hours. 
 

d) As against any party, if after maturity, with knowledge that the instrument has 

not been presented he- 
 

i) Makes a part payment on account of the amount due on the instrument; or  

ii) Promises to pay the amount due therein whole or in part; or 

iii) Waives his right to take advantage of any default in presentment for 

payment.  
   

To whom payment 

should be made  

(sec. 78) 

Payment of the amount due on a promissory note, bill of exchange or cheque must, in 

order to discharge the maker or acceptor, be made to the holder of the instrument.  

Interest when rate 

specified (sec.79) 

When interest at a specified rate is expressly made payable on a promissory note or bill 

of exchange, interest shall be calculated at the rate specified on the amount of the 

principal money due thereon, from the date of the instrument until- 
 

- Tender or realisation of such amount; or  
 

- Such date after the institution of a suit to recover such amount as the court 

directs. 
 

Interest when no 

rate specified  

a) When no rate of interest is specified in the instrument,  
 

➢ notwithstanding any agreement relating to interest between any parties to 

the instrument,  
 

➢ interest shall be calculated at the rate 18% per annum  
 

- from the date at which the payment should have be made by party 

charged until tender or realisation of such amount; or such date after 

the institution of a suit to recover such amount as the court directs. 
 

b) When the party charged is the endorser of an instrument dishonoured by non- 

payment, he is liable to pay interest only from the time that he receives notice of 

the dishonour.  
 

Delivery of 

instrument on 

payment or 

indemnity in case of 

loss (sec. 81) 

a) Any person who is liable to pay a N.I. and called upon by the holder thereof to 

pay, is entitled to have it shown before the payment. 
 

b) Further, on payment, he is entitled to have N.I. delivered to him. 
 

c) In case, after payment, N.I. is lost or cannot be produced, he is entitled to be 

indemnified against any further claim thereon against him. 
 

d) Where the cheque is an electronic image of a truncated cheque, even after the 

payment, the banker who received the payment shall be entitled to retain the 

truncated cheque.  
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41.  ACCEPTANC E OF BILL DRAWN IN FICTITIOU S NAME                                               [Section 42]  

 

An acceptor of a bill of exchange drawn in a fictitious name and payable to the drawer's order is not relieved from 

liability to any holder in due course by reason that such name is fictitious. 
 

Illustration 
 

X draws a bill on Y but signs it in the fictitious name of Z. The bill is payable to the order of Z. The bill is duly 

accepted by Y. M obtains the bill from X thus becoming its holder in due course. Can Y avoid payment of the bill? 

Decide in the light of the provisions of the Negotiable Instruments Act, 1881. 
 

Solution 
 

Bill drawn in fictitious name: The problem is based on the provision of Section 42 of the Negotiable Instruments 

Act, 1881. In case a bill of exchange is drawn payable to the drawer’s order in a fictitious name and is endorsed by 

the same hand as the drawer’s signature, it is not permissible for the acceptor to allege as against the holder in due 

course that such name is fictitious.  
 

Accordingly, in the instant case, Y cannot avoid payment by raising the plea that the drawer (Z) is fictitious. The 

only condition is that the signature of Z as drawer and as endorser must be in the same handwriting. 
 

42.  HOLDER ’S RIGHT TO DUPLICATE O F LOST B ILL                                              [Section 45A] 

 

Right of holder to obtain duplicate of lost bill 
 

Where a bill of exchange has been lost before it is overdue, the person who was the holder of it may apply to the 

drawer to give him another bill of the same tenor, giving security to the drawer, if required, to indemnify him against 

all persons whatever in case the bill alleged to have been lost shall be found again. 
 

Remedy in case of refusal by drawer  
 

If the drawer, on request by the holder to provide to him a duplicate of the lost bill, refuses to give such duplicate 

bill, the drawer may be compelled to do so. 
 

43.  DRAWEE  IN CASE OF NEED                                                                              [Section 7 and 115]  

 

Drawee in case of need refers to any person whose name may be given in a bill as 'drawee in case of need'. 

His liability arises on the bill only when the bill is not accepted by the drawee named in the bill. 

The bill is not dishonoured until it has been dishonoured by drawee in case of need. 
 

44.  ACCEPTANC E FO R HO NOUR                                                                         [Section 108 and 112]  

 

The person who accepts the bill for the honour of any other person is called as an ‘acceptor for honour'. 
 

Conditions for ‘acceptance for honour' 
 

a) The bill must have been noted for non-acceptance. 

b) The acceptance is given for the honour of any party already liable under the bill with the consent of the holder 

of the bill. 
 

c) The acceptance must be made in writing on the bill. 
 

Liability of acceptor for honour 
 

a) He is liable to pay the amount of the bill, if the drawee does not pay on maturity. 

b) He is liable only to the parties subsequent to the party for whose honour the bill is accepted. 
 

Rights of acceptor for honour 
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He is entitled to recover the amount paid by him from the party for whose honour the bill was accepted, and from 

all the parties prior to such party. 
 

45.  PAYMENT FO R HONOU R                                                                               [Section 113 and 114]  

 

A person who pays a bill for honour of any other person is called as 'payer for honour'. 
 

Conditions for ‘payment for honour’ 
 

a) The bill must have been noted for non-payment. 

b) Payment for honour is made for the honour of any party already liable under the bill with the consent of the 

holder of the bill. 

c) The payment must be recorded by Notary Public. 
 

Rights of payer for honour 
 

a) The payer for honour is entitled to all the rights of a holder. 

b) He can recover all the sums paid by him from — 

➢ the party for whose honour he pays; and 

➢ all parties prior to such party. 
 

46.  DISHONOUR BY NON-PAYMENT                                                                                  [Section 92]  

 

A negotiable instrument shall be dishonoured by non-payment if default in payment is made by the following 

parties. 
 

Promissory Note ▪ Maker 

Bill of Exchange ▪ Acceptor (Drawee, in case the bill does not require acceptance) 

Cheque ▪ Drawee 
 

47.  NOTICE OF DISHONOU R                                                                                     [Section 93 to 98]  

 

Notice by whom, and to whom? (sec.93) 
 

In case of dishonour of a negotiable instrument by non–acceptance or non-payment, the holder, or some party who 

remains liable on instrument, must give notice that the instrument has been so dishonoured to all other parties 

whom the holder seeks to make severally liable thereon. 
 

Notice must contain the fact of dishonour of negotiable instrument. 
 

Effect of Default: A party to whom notice of dishonour is not given is discharged from liability on the negotiable 

instrument. 
 

However, it is not necessary to give notice of default to maker of dishonoured promissory note or acceptor of a 

dishonoured bill/cheque and these parties are not discharged from their liability on the negotiable instrument. 
 

When notice of dishonour is unnecessary or excused (Section 98) 
 

a) When notice of dishonour is dispensed with by a party. 

b) Where the drawer of the cheque has countermanded payment, notice to drawer is not required to be given. 

c) When the party entitled to notice cannot be found even after due search. 

d) Where the party bound to give notice is unable to give notice without any fault of his own. 
 

Illustrations 
 

Is notice of dishonour necessary in the following cases: 
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i) X having a balance of INR 1,000 with his bankers and having no authority to over draw, drew a cheque for INR 

5,000/-. The cheque was dishonoured when duly presented for repayment. 
 

ii) X, drawer of a Bill informs Y, the holder of the bill that the bill would be dishonoured on the presentment for 

payment. 
 

Solution 
 

Notice of dishonour is not necessary in both the cases. [Section 98 of the Negotiable Instruments Act, 1881]. 
 

48.  NOTING AND PROTEST ING                                                                               [Section 99 to 103]  

 

Noting refers to recording the fact of dishonour of a negotiable instrument by non-acceptance or non-payment on 

the negotiable instrument. Noting is optional and not mandatory. 
 

Noting must be done within reasonable time after dishonour and must specify the date of dishonour, the reason for 

such dishonour, or if the instruments has not been expressly dishonoured, the reason why the holder treats it as 

dishonoured.  
 

Procedure and contents of noting 
 

▪ The dishonoured bill is handed over to a Notary Public. 

▪ Notary Public presents it again for acceptance/payment. 

▪ If drawee/acceptor refuses to accept or pay the bill, the Notary Public records the fact of dishonour on the bill. 
 

Protest - A certificate issued by Notary Public stating the fact of dishonour of P/N or BOE by non-acceptance or 

non-payment. 
 

49.  DISCHARG E OF A  NEG OTIABLE INSTRUMENT   

 

Payment in due 

course 

▪ A negotiable instrument is discharged if the party primarily liable on the negotiable 

makes the payment in due course. 
 

▪ When the payment is made, the negotiable instrument must be cancelled or the fact 

of payment must be recorded on negotiable instrument. 
 

Cancellation ▪ Where the holder cancels the name of the party primarily liable on the negotiable 

instrument, with intent to discharge him, the negotiable instrument is discharged. 
 

Release ▪ Where the holder releases or renounces his rights against the party primarily liable 

on the negotiable instrument, the negotiable instrument is discharged. 
 

Negotiation back ▪ Where the party primarily liable on a negotiable instrument becomes the holder of 

the negotiable instrument, the negotiable instrument is discharged. 
 

Operation of law ▪ A negotiable instrument is discharged if it becomes time barred. 
 

50.  DISCHARG E OF A  PARTY                                                                                   [Section 82 to 90]  

 

Payment  ▪ Where payment is made by any party liable on the negotiable instrument (other than 

the party primarily liable on the negotiable instrument), such a party and all parties 

subsequent to him are discharged. 
 

Cancellation ▪ Where the holder cancels the name of any party liable on the negotiable instrument 

(other than the party primarily liable on the negotiable instrument), such a party 

and all parties subsequent to him are discharged. 
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Release ▪ Where the holder releases any party liable on the negotiable instrument (other than 

the party primarily liable on the negotiable instrument), such a party and all parties 

subsequent to him are discharged. 
 

Negotiation back ▪ Where a party already liable on the negotiable instrument (other than the party 

primarily liable on the negotiable instrument) becomes the holder of the negotiable 

instrument, such a party and all intermediate parties are discharged. 
 

Allowing drawee 

more than 48 

hours to accept 

▪ If the holder allows more than 48 hours, exclusive of public holidays, to the 

drawee to accept the bill, all the prior parties not consenting to the same are 

discharged from liability to such holder. 
 

Qualified 

acceptance 

▪ Where the holder consents to qualified acceptance, all the prior parties not 

consenting to the same are discharged. 
 

Material 

alteration 

▪ Every party not consenting to a material alteration of a NI is discharged. 

Operation of law ▪ A party is discharged if he is declared as an insolvent by the Court. 

 

51.  HUNDI –  MEANI NG AN D KINDS   

 

Hundi means a bill of exchange drawn in an oriental language, i.e., local language.  
 

Negotiable Instruments Act, 1881 applies to Hundis if there is no local usage of trade or custom prevailing in the 

area in which Hundi is drawn.  
 

However, if there is any custom or usage prevailing in such area, the same will apply to Hundis, and therefore 

Negotiable Instruments Act, 1881 shall not apply to Hundis. 

 

Nam Jog hundi ▪ Hundi payable to a party named in the Hundi or to his order. 

Dhani Jog hundi ▪ Hundi payable to the Dhani or the owner, i.e., the bearer. 

Darshani hundi ▪ Hundi payable at sight. 

Miadi hundi or Muddati hundi ▪ Hundi payable after a specified period of time. 

Shahjog hundi ▪ Hundi payable to a Shah. 

Jokhmi hundi ▪ Hundi drawn in respect of goods shipped on the vessel and is payable 

only when the goods reach their destination safely. 

Peth ▪ Duplicate copy of a hundi. 

Perpeth ▪ Triplicate copy of a hundi. 

Khoka ▪ Hundi which has already been paid or discharged. 

 

52.  POWER TO DIRECT IN TERIM COMPENSATIO N                                                   [SECTION  143A]    

 

The Court trying an offence under section 138   
 

➢ may order the drawer of the cheque to   

➢ pay interim compensation to the complainant which shall   

➢ not exceed twenty per cent of the amount of the cheque.  
  
The interim compensation shall be paid within sixty days from the date of the order or within such further period not 

exceeding thirty days as may be directed by the Court on sufficient cause being shown by the drawer of the cheque.  
  
If the drawer of the cheque is acquitted,   
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➢ the Court shall direct the complainant   

➢ to repay to the drawer the amount of interim compensation,   

➢ with interest at the bank rate as published by the Reserve Bank of India, prevalent at the beginning of the relevant 

financial year,   

➢ within sixty days from the date of the order, or within such further period not exceeding thirty days as may be 

directed by the Court on sufficient cause being shown by the complainant.  
  
The interim compensation payable under this section may be recovered as if it were a fine under section 421 of the 

Code of Criminal Procedure, 1973.  
  
The amount of fine imposed under section 138 or the amount of compensation awarded under section 357 of the 

Code of Criminal Procedure, 1973, shall be reduced by the amount paid or recovered as interim compensation under 

this section.’’  
 

53.  POWER OF APPELL ATE COU RT TO ORDER PAYMENT PE N DING APP EAL AGAI NST 

CONVICTIO N                                                                                                                    [SECTION  148]   

 

In an appeal by the drawer against conviction under section 138,   
  
➢ the Appellate Court may order the appellant to deposit such sum which shall be a  

➢ minimum of twenty percent of the fine or compensation awarded by the Trial Court  

➢ within sixty days from the date of the order, or within such further period not exceeding thirty days as may be 

directed by the Court on sufficient cause being shown by the appellant.  
  
Note: This amount shall be in addition to any interim compensation paid by the appellant under section 143A.  
  
Note: The Appellate Court may direct the release of the amount deposited by the appellant to the complainant at any 

time during the pendency of the appeal.  
  
If the appellant is acquitted, the Court shall   
 

➢ direct the complainant to repay to the appellant the amount so released,   

➢ with interest at the bank rate as published by the Reserve Bank of India, prevalent at the beginning of the relevant 

financial year,   

➢ within sixty days from the date of the order, or within such further period not exceeding thirty days as may be 

directed by the Court on sufficient cause being shown by the complainant.’’.  
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