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Syllabus  
1. Indian Contract Act 1872 (30) 
2. The Sale of Goods Act 1930 (10) 
3. Partnership laws (20) 
4. NI Act 1881 (10) 
5. Consumers Protection Act 1986 (10)  

 
 

NEGOTIABLE INSTRUMENTS ACT 1881 
 
Topics to be covered and Lecture Plan  
1. Definition (Class 1) 
2. Features (Class 1)  
3. Types of negotiable instrument (Class 2) 
4. Parties to negotiable instrument (Class 2)  
5. Promissory Notes (Class 3) 
6. Bills Of Exchange (Class 3) 
7. Cheque (Class 3) 
8. Definition of endorsement (Class 4) 
9. Types of endorsement (Class 4) 
10. Holder (Class 5) 
11. Holder in due course (Class 5) 
12. Rights and privileges of holder in due course (Class 5) 
13. Modes of dishonor (Class 6) 
14. Consequences of dishonor (Class 6) 
15. Notice of dishonor (Class 1) 
16. Noting (Class 7) 
17. Protesting (Class 7) 
18. Discharge of negotiable instruments (Class 8) 
 
 

CLASS 1 
 
Definition 
Negotiable means legally and freely transferrable. Instrument means a written document that creates a 
right in favor of certain person. Negotiable instruments are defined as per Section 13(1) of Negotiable 
Instruments Act 1881. It is a written document that creates a right in favor of a person to receive a sum of 
money. The negotiable instrument is freely transferrable or endorsable till its maturity. It is a mean of 
transferring debt from one person to another. Important types of negotiable instruments are promissory 
notes, bills of exchange, cheque payable either to the bearer or to the order of the instrument. However, 
Government promissory notes may also come under the purview of such instrument.  
 
A banker plays an important role in drawing and endorsement of negotiable instruments. Banker is 
defined as per section 3 of this act. Bank is a person or company involved in the business of accepting 
deposits from its customer honoring cheques drawn on it by the customers to the extent of money 
available in their accounts.  
 
Documents which are not negotiable instruments:  
a) Deposit receipt from bank 
b) Letter of credit  
c) Postal orders  
d) Life insurance policies, etc.  
 



Case law: When a consignor consigns goods to the consignee through via railway mode, railway authority 
issues a railway receipt to the consignor. Now, if the consignor endorses such receipt in favor of the 
consignee, will he have a right on those goods? Can railway receipts are used negotiable instruments?  
 
Answer: No, it can’t be used as a negotiable instrument. However, consignee may prove the ownership 
but cannot take the delivery. Hence, it may be used as a quasi-negotiable instrument. (Reference: 
Commissioner of Ports of Calcutta vs. General Trading Corporation, Calcutta High Court, 1964; Ibrahim vs. 
Union of India, Gujarat High Court, 1966; Union of India vs. G.V. Parthasarathi, Madras High Court, 1967; 
Union of India vs. West Punjab Factories, Supreme Court, 1966).  
 
Features 
1. Written and signed: instruments must be in writing conferring rights to a particular person and must 

be signed by the drawer.  
2. Negotiability: it is transferrable by endorsement and delivery. Order documents are transferrable by 

endorsement and delivery and bearer documents are transferrable by mere delivery.  
3. Title: A holder is due course is a person who accepts the negotiable instrument in good faith for 

receipt of value before the maturity of the instrument. If the title of the instrument is defective, it will 
not affect the holder in due course. Even if there is any forgery to the instrument by any previous 
holder, it will not affect the rights of the holder in due course.  

4. Recovery: the holder in due course may sue the drawee in his own name at the time of recovery of the 
money.  

5. Notice: it is not necessary to give a notice of transfer of the instrument to the party liable to pay.   
6. Special procedure: as per civil procedure code, a decree can be obtained in case of suit on the 

instruments.  
7. Popular: the instruments are very popular for their transferability features.  
8. Payment: the payment against the instrument must be made in legal tender money circulated in 

India. As per section 13(2), the payee of negotiable instruments may not be a single person; rather it 
may be two or more persons, any one of the two payees and one or some of the several payees. 

9. Presumptions: the presumptions are as follows:  
a) Holder: Every holder is holder in due course 
b) Date: Date of negotiable instrument is the date on which it is made 
c) Consideration: All the negotiable instruments are drawn, accepted, endorsed and transferred for 

a consideration.  
d) Time of acceptance: Acceptance is done within a reasonable time before maturity 
e) Stamped: Negotiable instruments are duly signed and stamped each time it is transferred.  
f) Time of transfer: transfer is to be made before its maturity.  
g) Order of endorsement: endorsements are to be written in the order they were made.  
h) Proof of protest: if the instrument is dishonored and a suit is filed against the drawee, the drawee 

may protest against such proof. The court may presume the fact of dishonor based on such 
protect until such fact is disproved.  

 


