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Parties to Negotiable Instruments 
1. Drawer: the person who prepares the NI (creditor) 
2. Drawee: on whom the NI is drawn (debtor) 
3. Acceptor: the person who accepts the NI. The drawee may be the acceptor of NI. If the drawee does 

not want to accept the NI, someone else will accept it in his favor. He is called drawee in case of need.  
4. Holder: the rightful claimant of the consideration of the NI (Sec. 8) 
5. Holder in due course: he who receives the NI in good faith for a consideration before its maturity (Sec. 

9) 
6. Endorser: one who endorses the NI in favor of some other person 
7. Endorsee: to whom the NI has been endorsed.  
 
Types of Negotiable Instruments 
1. Based on negotiability: 
(a) Negotiable by statute: 
(i) Promissory notes  
(ii) Bills of exchange 
(iii) Cheque  
(b) Negotiable by custom: 
(i) Bank note 
(ii) Bank draft  
(iii) Share warrant  
(iv) Pay order 
(v) Delivery order 
(vi) Railway receipts, etc.  
2. Based on negotiability (2):  
(a) Bearer instrument [Sec. 13(1)]: instruments which are expressed to be payable to the bearer or in 

which the last or only endorsement is in blank.  
(b) Order instrument [Sec. 13(1)]: instruments which is expressed to be payable to a particular person or 

to his order and where the transfer of the instrument will not be prohibited.  
3. Based on place drawn: 
(a) Inland instrument (Sec. 11): drawn and payable in India or upon a person who is a resident of India. 

Protest in case of dishonor of such instrument is optional.  
(b) Foreign instrument (Sec. 12): instruments which are not inland instruments. Protest in case of 

dishonor is mandatory.   
4. Based on deficiency in the instrument: 
(a) Ambiguous instrument (Sec. 17): it cannot be construed whether the instrument is promissory notes 

of bills of exchange. The final nature of the instrument will be decided based on holder’s discretion.  
(b) Inchoate instrument (Sec. 20): the instrument is duly signed and stamped but kept blank by the 

drawer authorizing the drawer the fill up the amount. A owes Rs. 3000 to B. A gives a promissory 
note to B affixing 20p stamp and proper signature but not mentioning the amount. If B writes Rs. 
4500, he cannot recover the amount as the due is only up to Rs. 3000. But B can endorse the note 
with Rs. 4500 in favor C, to whom B owes Rs. 4500. Now, C can recover the amount. However, B 
cannot endorse the note to D, to whom he owes Rs. 10000, as 20p stamp cover an amount up to Rs. 
5000.   

(c) Altered instrument (Sec. 87): if there is material alteration in the terms and condition of the 
instrument, the drawee or acceptor may refuse to pay the amount involved in such instrument. They 
are called altered instrument.  

5. Based on payment option: 
(a) Payable on demand: instruments which is payable on demand, at sight or on presentment. It may be 

presented for payment anytime and no days of grace are offered.  
(b) Time instruments: instruments are payable after a certain period mentioned on the instrument, on a 

specific date, after a specific event like death, after sight or after presentment. It is applicable for bills 
or promissory notes, but not cheques. In case of promissory notes, after sight means after 



presentment of sight; in case of bills, after sight means, after acceptance or protest for non-
acceptance.    

 


