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MASTER MINDS

BONUS ACT
Q-1: Applicability of the Bonus Act.
1. Every Factory.
2. Every establishment in which 20 or more persons were employed on any day during an
Accounting Year.
3. Every other establishment in which Min. 10 persons were employed and which is notified by the
AG after giving 2 months’ notice to such establishment.
4. If the Act is applied to an establishment, then it continues to be applicable to such establishment
even if the number of employees falls below the prescribed limit.
5. Public Sector Establishments [Sec.20]
a) Bonus Act is applicable to public sector establishments if :
i)

They are engaged in business in competition with private sector; and

ii) The income from such competing business is 20% or more of the total income.
b) PSE means:
i)

Government Company and

ii) Corporation in which 40% of capital is held by Govt, RBI or the corporations owned by
them.
Q-2: Excluded Employees [Sec.32].
The Bonus Act is not applicable to the employees employed by:
Life Insurance Corporation of India
Indian red cross society
Universities & educational institutions
Institutions established not for profit

RBI
NABARD
SIDBI
IDBI

UTI
NHB
DIC
CG/SG/LA department

Q-3: Employees Eligible for Bonus.
1. Every employee of an establishment covered under the Act is entitled to bonus if he has worked
for not less than 30 working days, in a particular accounting year, on a salary not exceeding
Rs.21, 000 per month.
2. Apart from regular employees, the following employees are also eligible for employees, if they
have worked for at least 30 days on a salary not exceeding Rs. 21, 000 per month:
a) Temporary workmen.
b) Employee of a seasonal factory.
c) Part-time employee engaged on a regular basis.
d) Retrenched employee.
e) Probationer.
f) Dismissed employee reinstated with back wages.
g) Piece-rated worker
h) Employees employed through contractors on building operations.
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Q-4: Employees not eligible for bonus
1. Apprentice is not eligible for bonus as he has been specifically excluded from employee definition.
2. An employee who is dismissed on any ground specified U/s 9.
3. Excluded employees i.e., employees specified U/s 32 [See Q,No.2 above]
Q-5: Minimum Bonus and Maximum Bonus.
1. In every A.Y. the employer shall pay minimum bonus of 8.33% of salary or wage earned by an
employee during such A.Y.
2. The employer has to pay minimum bonus, whether or not he has any allocable surplus i.e.,
minimum bonus shall be payable even if the employer is incurring losses.
3. If the Allocable Surplus exceeds minimum bonus, then the allocable surplus shall be paid to
employees proportionately.
4. However, the maximum bonus payable is 20% of salary or wage earned during an A.Y.
5. For the purposes of calculating Min/Max Bonus:
a) The amount set-on or set-off U/s 15 shall be considered while determining allocable surplus;
and
b) If the salary of employee exceeds Rs.7,000, then the bonus shall be calculated on the salary
of Rs.7,000 only.
Q-6: Proportionate reduction and Deemed working days.
Proportionate reduction: If an employee has not worked for all the working days in an accounting
year, then the minimum bonus or maximum bonus shall be proportionately reduced.
Deemed Working days: For the purpose of deciding on proportionate reduction, the following days
shall be deemed to be the days worked by an employee:
a) Laid-off under an agreement or standing order.
b) Period during which an employee was on leave with full wages earned during an accounting year.
c) Period during which an employee was absent due to temporary disablement or accident.
d) Period during which a female employee was on maternity leave.
Q-7: Allocable Surplus – Available Surplus – Gross Profit – Prior Charges – Direct Tax
Allocable Surplus:
a) If the employer is a non-banking company and it has not made arrangements for declaration of
dividend U/s 194, then the allocable surplus is 67% of available surplus.
b) In any other case, the allocable surplus is 60% of Available Surplus.
Available Surplus: Available surplus = Gross Profit – Prior Charges + Taxes saved during preceding
accounting year due to bonus paid to employees.
Gross Profit: For a banking company, Gross Profit is computed as per First Schedule and in any
other case, GP is computed as per Second Schedule.
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Prior Charges:
a) Depreciation admissible U/s 32(1) of the Income Tax Act, 1961
b) Development rebate, Development Allowance and Investment Allowance.
c) Direct Tax (i.e., Income tax) calculated as per Sec.7
d) Return on Capital i.e., sums specified in third schedule such as Preference Dividend, 8.5% of
Opening Equity Share Capital and 6% of reserves etc.
Direct Tax (Sec.7): Direct Tax Payable is calculated at the rates applicable to employer subject to
the following adjustments:
a) Losses carried forward shall not be considered.
b) Arrears of depreciation U/s 32 (2) shall not be considered.
c) Export rebate shall not be considered.
d) Any rebated from tax payable shall not be considered.
e) Charitable institutions exempted from tax shall be considered as companies in which public are
substantially interested.
f) If the employer is an individual or HUF and is deriving income from more than one source, then
tax shall be calculated only on the income derived from the establishment to which this act
applies.
Q-8: Branches or Departments
1. All branches or departments, whether situated at same place or different place, are deemed to be
part of the same establishment.
2. However, if for any accounting year, a separate balance sheet and profit and loss account is
prepared for any accounting year in respect of any branch or department, then such department
or branch, for that accounting year, treated as separate establishment for the purpose of
calculation of bonus.
Q-9: Set On and Set Off of Allocable Surplus
1. If in any accounting year, the allocable surplus exceeds the maximum bonus payable under the
Act then the lower of the following amounts shall be set on :
a) Actual surplus i.e., Allocable Surplus – Maximum Bonus; or
b) Maximum Bonus.
2. If in any accounting year, there is no allocable surplus or the allocable surplus is less than the
minimum bonus, then the amount of minimum bonus or deficiency shall be set off.
3. The amount set-on or set-off can be utilized only within the next 4 years.
4. For doing set on or set-off the amount carried forward from the earliest accounting year shall be
first taken into account.
Q-10: Newly Started Establishments
1. During the first 5 accounting years, succeeding to the year in which an new establishment first sell
goods or renders services, bonus shall be paid only if the company derives profits.
2. An establishment cannot be said to be a new one merely because there is a change in location,
management or name.
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3. Sale of goods produced during the trail run shall not be considered as sale in the ordinary course
of business.
4. In case of any dispute regarding the first sale, the decision of AG is final, which shall not be
questioned in any court.
5. An establishment is said to be deriving profits after providing for depreciation and unabsorbed
losses.
6. The provisions of set-on and set-off not applicable during the said period of 5 years.
7. For the 6th accounting year the amount set on or set-off shall be computed after taking into
account the surplus or deficit of the 5th and 6th accounting year.
8. For the 7th accounting year the amount set on or set-off shall be computed after taking into
account the surplus or deficit of the 5th, 6th and 7th accounting year.
Q-11: Deductions from the Bonus Amount
1. If in any accounting year, the employer has paid any:
a) Puja bonus or customary bonus; or
b) Interim bonus/Advance Bonus i.e., bonus payment before the due date
Then the employer can deduct such amount from the bonus payable to employee and can pay
the balance amount.
2. Further, if the employer incurs any financial loss due to the misconduct of an employee, then the
employer can deduct such loss from the bonus payable to such employee. Such deduction shall
be made only from the bonus computed in respect of that accounting year in which the employee
has committed misconduct.
Q-12: Time-Limit for Payment of Bonus
When there is a dispute between employer and employees and such dispute is referred to
Appropriate Authority U/s 22 i.e., Arbitrator or Tribunal, then the amount of Bonus shall be payable
within 1 month from the date of Settlement or Award.
When there is no dispute:
a) Bonus has to be paid within 8 months from the close of the Accounting Year.
b) If the employer makes an application to Appropriate Government and there is sufficient reason,
then the AG can grant extension of time for payment of Bonus. However, the period of extension
shall not exceed 2 years.
Q-13: Recovery of Bonus
1. If the amount of bonus is due from an employer to employee under:
a) A settlement made by Arbitrator;
b) Award made by Tribunal; or
c) An agreement between employer and employees,
Is not paid, then the employee or his legal heirs can make an application to AG for recovery of
bonus.
2. The application has to be made within 1 year from the due date of bonus.
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3. The AG issues a certificate to the Collector.
4. The collector recovers the amount of bonus from the employer, in a manner similar to recovery of
arrears of land revenue.
Q-14: Presumption about the accuracy of BLS and P&L.
Corporations or Companies (other than Banking Companies):
1. If the BLS and P&L of a corporation or company (other than banking company) is produced
before the Arbitrator or Tribunal, in relation to dispute between employer and employees, then
such BLS and P&L being audited, are presumed to be accurate.
2. If the Arbitrator or Tribunal is of the view that such BLS & P&L are not accurate, then such
authority may take necessary steps to find out the accuracy of such financial statements.
3. If the employees demand a clarification on any item in such FS, then such authority may direct
the employer to provide the clarifications to employees.
Banking Companies:
1. The accuracy of audited BLS and P&L cannot be questioned.
2. The employees cannot ask the information specified U/s 34A of the Banking Regulation Act.
Q-15: Audit of Accounts of Employers other than Corporations and Companies
1. In case of dispute between employers and employees relating to Applicability of Act to
establishments in Public Sector or relating to Payment of Bonus and such dispute is referred to
Arbitrator or Tribunal, then P&L and BLS shall be produced before such authority.
2. If such P&L and BLS is not audited by a person qualified to act as auditor under Companies Act,
2013, then such authority may direct the employer to get such P&L and Balance Sheet audited by
an auditor qualified as per Companies Act, 2013.
3. If the employer fails to get the audit, then such authority may appoint any auditor duly qualified
under Companies Act and the expenses of such audit shall be paid by the employer.
Q-16: Maintenance of Registers and Filing of Returns
1. Register in Form-A: Showing the computation of Allocable Surplus.
2. Register in Form B: Details of Set-on and Set-Off of Allocable surplus.
3. Register in Form C: Details of Bonus due to each employee, deductions made and the actual
amount paid.
4. Form-D: Unified Annual return to be uploaded on the website of Ministry of Labor and
Employment or to be filed with Inspector on or before 1st day of February. The Form contains the
details of preceding year.
Q-17: Powers of Inspectors
1. Inspector is appointed by the Appropriate Government.
2. The primary function of the Inspector is to verify the compliance with the Act.
3. Collect required information from the employer.
4. Enter and search any establishment at any reasonable time.
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5. Require any person in charge of the establishment to produce books, and other documents.
6. Examine any employer or contractor or any employee of the establishment.
7. Make copies of any register or documents.
Limitation: The Inspector does not have power to require the banking company to give information
specified U/s 34A of the Banking Regulation Act.
Q-18: Productivity Linked Bonus
1. There can be an agreement between employer and employees for payment of bonus linked to
production, in lieu of profit-linked bonus.
2. Such agreement is subjected to following restrictions:
a) If the agreement provides for relinquishment/waiver of minimum bonus to employees, then
that part of the agreement is void. Accordingly the employees can still get minimum bonus
specified in the Act, irrespective of the contrary provision in the agreement.
b) If the agreement provides for payment of bonus exceeding the maximum bonus of 20%
specified in the Act, then that part of the agreement is void. Accordingly the employees cannot
compel the employer to pay bonus exceeding 20% nor can they enforce such agreement in a
court of law.
Q-19: Exemption from Bonus Act
1. The AG may grant exemption, to an establishment or class of establishments, from the
applicability of the Act.
2. While granting an exemption, the AG has to the consider the:
a) Financial position of the company including losses suffered during the accounting year;
b) Public Interest;
c) Magnitude of bonus in relation to the total losses suffered; and
d) The employees misconduct, if any.
3. The AG shall not grant exemption if:
a) The bonus liability is negligible compared to total losses suffered by the company; or
b) The loss is not due to misconduct of employees.

THE END
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EPF ACT
Q-1: Applicability of EPF Act.
EPF act is applicable to:
1. Every factory engaged in Schedule-I industry and in which 20 or more persons are employed.
2. Other establishments in which 20 or more persons are employed, as may be notified by the CG.
3. Other establishments in which less than 20 persons are employed as may be notified by CG after
giving not less than 2 months’ notice.
4. Other establishment as may be notified by CPFC, upon receipt of application from employer and
majority of employees who agreed among themselves to apply the Act.
5. All branches and departments are treated as part of the same establishment.
6. Establishments which has common provident fund before the act came into force, as may be
notified by the CG.
7. Once applicable, the Act continues to be applicable even if the number of employees falls below
20.
8. The Act applies to composite factories (engaged in more than one kind of manufacturing) if the
dominant industry is covered under Schedule-I.
Q-2: Exemption from EPF Act
EPF Act does not apply to:
1. Registered co-operative societies in which less than 50 persons are employed and which is
working without the aid of power.
2. CG or SG establishments whose employees are eligible for contributory provident fund or old age
pension.
3. Establishments set up under special acts whose employees are eligible for contributory provident
fund or old age pension.
4. Class of establishments exempted by the CG having regard to their financial condition and
subject to some conditions.
Q-3: Explain the Salient Features of Employees Provident Fund Scheme
1. It is framed by the CG for the benefit of employees to whom the PF Act is applicable.
2. A fund called Employees provident fund is established.
3. The said fund is administered by Central Board of Trustees.
4. The scheme contains the provisions relating to matters specified in Schedule II.
5.

The employer contribution to the Fund is 12% of the Basic wages, Dearness Allowance and
Retaining Allowance.

6. The employee contribution is same as that of employer contribution i.e., 12%. However, an
employee can increase his contribution beyond 12%. But employer is not obliged to increase his
contribution.
7. Employer has to pay administrative charges @ 0.85%.
8. If an establishment is exempted under EPF Scheme, Inspection charges @ 0.18% shall be
payable in place of administrative charges.
9. Contributions are payable on maximum wage ceiling of Rs.15,000.
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Q-4: State the provisions of the Employees' Provident Funds and Miscellaneous Provisions
Act, 1952 regulating the quantum of contribution to be made by the employer and employee to
the provident fund. Is it possible for an employee to increase the amount of his contribution to
the provident fund more than the minimum contribution as statutorily prescribed?
[N7 - 5M, N15 - 4M]
1. As per Sec.6 of the EPF & MP Act, 1952, employer’s contribution to the PF shall be 10% of Basic
Wages, Dearness Allowance and Retaining Allowance.
2. For this purpose, DA includes cash value of food concession.
3. Retaining allowance means amount paid to employer during which the establishment is not
working, with a view to retain the services of employee.
4. Employee’s contribution shall be equal to Employer contribution.
5. However the employee can contribute more than 10%. But in such a case, the employer is not
obliged to contribute more than 10%.
6. The rate of employer and employee contribution is increased by the CG to 12% except in the
following cases, in which the rate of contribution is still 10%:
a) Any establishment in which less than 20 persons are employed.
b) Sick Industrial Company declared as such by the BIFR.
c)

Any Establishment which has at the end of any financial year accumulated losses equal to or
exceeding its entire net worth.

d) Any Establishment engaged in manufacturing of (a) Jute, (b) Beedi, (c) Brick, (d) Coir, (e)
Guar Gum Industries/Factories.
Q-5: Employer.

[May-07:5M]

Factory:
a) If the establishment is a factory, then the owner or occupier of such factory is the employer.
b) If such owner or occupier appoints any agent, then such agent is the employer.
c) If such owner or occupier dies, then legal representative of such owner or occupier is the
employer.
d) If any manager has been appointed as per the Factories Act, then such manager is the employer.
Other Establishments:
a) In case of any other establishments, the person who has ultimate control over the affairs of such
establishment is the owner.
b) If such control is given to any manager, managing director or managing agent, then such person
is the employer.
Q-6: Basic Wages

[May-12: 4M]

1. Basic wages means all emoluments which are earned by an employee while on duty or on leave
or on holidays with wages.
Emoluments paid to all employees shall constitute basic wages. But emoluments paid only to
some of the employees, they do not form part of the basic wages.
IPCC
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2. They are paid in accordance with the terms of the contract of employment. Therefore, adhoc
payments are not included in basic wages.
3. They do not include:
a) Cash value of food concession.
b) Dearness allowance.
c) House rent allowance.
d) Over-time allowance.
e) Bonus.
f) Commission.
g) Any presents (gifts) made by the employer.
Q-7: Employee. - Means
1. Any person employed in any kind of work.
2. Receiving wages directly or indirectly from the employer.
3. Employed by or through a contractor.
4. An Apprentice not engaged under Apprentice Act.
Q-8: Whether Provident Fund contribution is a preferential payment in case of the employer
being declared insolvent.
[Nov-08: 5M]
1. If the employer is a company, which is in the process of winding up or if the employer is any other
entity, which becomes insolvent, then any amount due from such employer whether in respect of
employers contribution or employee’s contribution, they shall be treated as preferential payments
as per Companies Act or Presidency Towns Insolvency Act or Provincial Towns Insolvency Act,
as the case may be.
2. In other words, Provident Fund dues are first charge on the assets of the establishment and shall
be paid in priority to other debts.
Q-9: Solar Industries Limited sold its unit to Mars Industries Limited and contributed 30%
contribution in the Pension Scheme. The transferee company refused to bear the balance 70%
contribution in the Pension Scheme. Decide, under the employees’ provident Fund and
Miscellaneous Provisions Act, 1952, the liability of remaining contribution.
1. As per Sec.17-B of the EPF Act, if the establishment is transferred by the employer, then for the
amounts due in respect of the period up to the date of transfer, the liability of the transferor and
the transferee is joint and several.
2.

However, the liability of the transferee is limited to the assets obtained by in the transfer.

3. In the given case, Solar Industries Limited is the transferor and Mars Industries Limited is the
transferee. Their liability is joint and several.
4. Therefore, the transferee company i.e., Mars Industries Limited cannot refuse to bear the balance
contribution of 70%. However its liability is limited to the assets acquired in the transferee.
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Q-10: Write a short-note on the composition and functions of Central Board of Trustees.
[May-11:4M]
1. It is constituted by the CG to administer the provident fund, pension fund and insurance fund.
2. Composition of CBT - It consists of the following persons:
a) Chairman. Vice-chairman. CPFC.
b) 5 – CG officers.
c) 15 – State government representatives.
d) 10 – Representatives of employers.
e) 10 –Representatives of employees.
3. Functions of the CBT
a) To administer the funds established under the Act.
b) To prepare I&E Account relating to the fund.
c) To submit the accounts and other documents to C&AG for audit.
d) To submit the audited accounts and annual report of its activities to the CG.
Q-11: State the Composition of Executive Committee.

[Nov-09: 5M]

1. It is constituted by the Central Government.
2. Its main function is to assist the Central Board of Trustees.
3. It consists of the following persons:
a) Secretary, Additional Secretary and Financial Advisor from the Ministry of Labor.
b) 3 persons representing state governments.
c) 3 persons representing employers.
d) 3 persons representing employees.
e) Central Provident Fund Commissioner.
Q-12: Describe in brief the mode of transfer of balance to the credit of Provident Fund Account
of an Employee leaving one organization and joining another organization, to the new
employer under the provisions of the Employees’ Provident Funds and Miscellaneous
Provisions Act, 1952.
[May-08: 5M]
Covered Establishment to Not Covered Establishment:
1. If the employee working in an establishment, to which this Act applies, leaves his job and joins
another establishment to which this Act does not apply, then the amount lying in the provident
account of the employee is transferred to the account maintained by new employer.
2. This transfer takes place only if:
a) The employee makes a request; and
b) The rules relating to provident fund account of new employer permits.
c) This transfer has to take place within the time specified by the Central Government.
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Not Covered Establishment to Covered Establishment
1. If the employee working in an establishment, to which this Act does not apply, leaves his job and
joins another establishment to which this Act applies, then the amount lying in the provident
account of the employee is transferred to the provident fund account maintained under this Act.
2. This transfer takes place only if:
a) The employee makes a request; and
b) The rules relating to provident fund account of new employer permits.
Q-13: Explain the salient features of Employees pension scheme.

[May-2006: 5M]

1. It is obligatory for every member of the PF scheme to join the pension scheme.
2. The scheme may provide for the matters specified in Schedule-III.
3. Employer’s contribution to the PF comprising 8.33% of wages shall be transferred to the pension
scheme.
4. CG shall also contribute 1.16% of wages to the pension fund.
5. If the pay of the employee exceeds Rs.15,000, the employer contribution and CG shall be
restricted to Rs.15,000.
6. Employer contribution shall be remitted to the fund within 15 days of closure of the month.
7. The cost of remittance i.e., bank charges to be borne by the employer.
8. The employer shall pay the contribution in respect of employees directly employed by him and
also in respect of employees employed through contractor.
Q-14: Explain the Salient Features of Employees Deposit-Linked Insurance scheme.
1. This scheme provides for the life-insurance benefits to the dependents of employee upon his
death.
2. Employer shall contribute to this fund 0.5% of wages.
3. Employer shall also pay administrative charges of 0.01%.
4. Contribution to be paid on maximum wage ceiling of Rs.15,000.
5. The insurance fund is administered by CBT.
6. Lump-sum amount payable upon the death of employee is 120% of higher of the amounts
computed as per 2010 and 2011 scheme.
2010 Scheme
7. Lump-sum amount payable as per 2010 scheme is the average balance in the PF account during
the preceding 12 months.
8. If such average balance exceeds Rs.50,000, then the amount payable is Rs.50,000 plus 40% of
the balance exceeding Rs.50,000.
9. The total amount payable under the scheme shall not exceed Rs.1,00,000.
2011 Scheme
10. The lump-sum amount payable under the scheme is 20 times the Average wages during the
preceding 12 months. For this purpose, maximum average wages is restricted to Rs.15,000.
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Q-15: Explain the Employees Deposit-Linked Insurance (Amendment) Scheme 2014
1. The wage limit for the purpose of contribution to Employees Deposit-Linked Insurance scheme
has been increased from Rs.6,500 per month to Rs.15,000 per month.
2. For the purpose of computing insurance under 2011 scheme, the maximum amount of average
monthly wages is increased from Rs.6,500 to Rs.15,000.
3. The benefits payable under 2010 or 2011 scheme shall be increased by 20%.
Q-16: Determination of Moneys due from employer [Sec.7A]
1. The authorities appointed under the EPF Act:
a) Decides a dispute regarding the applicability of the Act to an establishment; and
b) Determines the amount due from an employer.
2. The authorities consider the following points:
a) Amount due ac contribution.
b) The date from which the same is due.
c) The administrative charges.
d) Amount to be transferred U/s 15 or 17.
e) Any other charges payable by the employer under the Act.
3. The authority’s officers may conduct necessary inquiry.
4. The inquires conducted under this section shall be deemed to be judicial proceeding.
5. For conducting the inquiry the authorized officers shall have the same powers as are vested in a
court under the Code of Civil Procedure 1908.
Q-17: Review of orders passed U/s 4A
1. Any person aggrieved by an order made by commissioner, can make an application for review of
such order.
2. Such application has to be made within 45 days.
3. An order once made can be reviewed if:
a) Additional evidence is produced; or
b) There is an error apparent on the record.
4. An order is reviewed only if no appeal is filed against such order.
5. Before reviewing an order a notice must be served on all the previous parties and must be given
an opportunity of being heard.
6. If there is no sufficient reason for review, an application can be rejected.
7. No appeal can be filed against such rejection order.
Q-18: Employees Provident Fund Appellate Tribunal.

1. It is constituted by the Central Government.
2. It consists of one person known as presiding officer, appointed by the Central Government.
3. Presiding officer must have the same qualifications of a judge of High Court or a District Judge.
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Appealable Orders:
1. Orders passed by the CG to apply the Act to an establishment employing less than 20 persons.
2. Order passed by the Central Provident Fund Commissioner, upon the receipt of application from
employer and majority of employees, to apply the Act to an establishment.
3. Order passed by the CG to apply the Act having common Provident fund with another
establishment.
4. Order passed by the commissioner determining the applicability of the Act to an establishment or
determining the amount due from any employer.
Representation before the Tribunal: A person making an appeal to the tribunal may appear himself
or he can take the assistance of a legal practitioner to represent his case before the tribunal.
Deposit of Amount:
1. If the appeal has been filed by the employer, then he has to deposit, 75% of the amount
determined by the commissioner U/s 7A.
2. The tribunal may reduce or waive the requirement of deposit. If the tribunal does so, then it has to
record the reasons.
Types of orders by Tribunal:
1. Confirming, modifying or cancelling the order against which an appeal has been preferred.
2. Order to refer the case back to the officer who passed the order, for fresh adjudication, after
taking additional evidence, if necessary.
3. Amendment order, to rectify the mistake in the original order. This AO to be passed within 5 years
from the date of original order.
Conclusiveness of Order: Any order passed by the tribunal finally disposing of the appeal, shall not
be questioned in any court of law.
Resignation by Presiding officer:
1. To resign from office the presiding officer has to give a notice to the Central Government.
2. He has to continue in office till the new officer is appointed in his place.
3. If no new officer is appointed, then he has to continue in office for a period of 3 months from the
date of notice.
4. If no new officer is appointed before 3 months, but his term expires before 3 months, then he can
vacate at the expiry of his term and he need not continue for 3 months.
5. If no new officer is appointed before 3 months, and his term also not expired before 3 months, but
still if he wants to vacate his office (discontinue), then he has to take the approval from the
Central Government.
Removal of Presiding Officer:
1. An inquiry has to be conducted by a judge of the high court.
2. An opportunity of being heard shall be given.
3. Misbehavior of presiding officer shall be proved.
4. Removal order to be passed by the President.
Q-19: Interest payable by the employer.
1. If the employer fails to pay the amount due under the Act within the time specified in the Act, then
he has to pay simple interest.
2. The rate of interest is 12% P.a. or such higher rate as may be specified in the scheme.
3. The rate of interest that can be specified in the scheme shall not exceed the lending rate charged
by any scheduled bank.
4. The interest is paid for the period from due date till the date of actual payment.
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Q-20: Amounts recoverable from employers.
1. Amount due in respect of contribution payable to PF or Insurance Fund.
2. Penalty levied U/s 14B for failure to pay the amounts due under the Act. The amount of penalty
shall not exceed the amount of arrears.
3. Amounts to be transferred from the PF account maintained by the employer to the PF maintained
under this Act.
4. Amounts to be transferred from the PF account maintained by the employer who is exempted
from the Act, shall be transferred to the PF maintained under this Act, upon the cancellation of
exemption granted.
5. Administrative charges payable under the Act.
Q-21: Recovery of amount in case of contract employees.
1. In respect of employees employed through contractor, the employer can recover the employers
and employees contribution to PF from the contractor.
2. The amount is recovered as a deduction from the amount payable by such employer to
contractor.
3. The employee’s contribution is deducted by the contractor from the amount payable by such
contractor to the employees employed by him.
4. The contractor has to bear the employer contribution to PF he cannot deduct from employees
salary nor can he recover from employer.
Q-22: Modes of recovery
1. Where any amount is in arrears from employer, then the authorized may issue a certificate to the
recovery officer.
2. The recovery officer recovers from the employer by one or more of the following modes:
a) Attachment and sale of the movable or immovable property of the establishment; or
b) Arrest of the employer and detention in prison; or
c)

Appointing a receiver for the management of the properties of the establishment.

3. If the amount recovered from sale of properties of the establishment is not sufficient then the
balance amount can be recovered by sale of property of the employer.
4. If the properties of the establishment or that of the employer are situated in the jurisdiction of
more than one employer, then the recovery officer to whom the authorized officer has issued a
certificate, may forward the certificate to other recovery officers under whose jurisdiction the
property of the establishment or employer is situated.
5. After issuing recovery certificate, the authorized officer may grant extension of time to employer.
In such a case, the recovery officer shall stop recovery proceedings till the expiry of such time.
Q-23: Recovery by CPFC
1. The CPFC or any officer authorized by CBT can recover the amount due from employer by any
one or more of the following modes:
a) By giving a direction to any person, from whom any amount is due to the employer. Upon
receipt of such direction, the debtor of employer shall pay amount to the CPFC.
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b) By giving a direction to any person, from whom any amount become due to the employer.
When such amount becomes due, such person shall pay the amount to CPFC.
c) By making an application to the court, in whose custody there is money belonging to
employer.
2. If any person to whom notice is given by CPFC fails to make payment, then such person shall be
deemed to be an employer in default and amount is recovered from such person as if he is the
employer.
Q-24: Protection against attachment
1. The amount lying in the PF, Pension Fund, Insurance Fund of an employee :
a) Shall not be Capable of being charged;
b) Shall not be attached under any order of court.
c) Shall not be Claimed by the official receiver or assignee
2. In the event of death of an employee, the amount lying in the above funds are payable to
nominee. Even in such a case the above mentioned protection is available.
3. The protection is available only so long as the amount is lying in the fund. Once the amount is
withdrawn from the fund, the above protection is not available.
Q-25: No reduction in wages to EPF Act
1. If any scheme under the EPF Act is applied to a particular establishment, then the employer of
such establishment is liable to pay contributions to the Funds.
2. Only Because of this liability, the employer cannot directly or indirectly reduce the wages, gratuity
or old-age pension payable to employees.
Q-26: Powers of Inspectors appointed by the AG
1. Collect required information from the employer or contractor.
2. Enter and search any establishment at any reasonable time.
3. Require any person in charge of the establishment to produce books, and other documents.
4. Examine any employer or contractor or any employee of the establishment.
5. Make copies of any register or documents.
Q-27: Responsibilities of employers in relation to exempted establishments or exempted
employees
Where an exemption is granted to an establishment or in respect of a class of employees
employed in an establishment, then the employer shall:
1. Maintain the accounts, submit the returns, make investment, facilitate inspection and pay
inspection charges, as may be directed by the CG.
2. Not reduce the total benefits in the nature of pension, gratuity or PF; and
3. Shall transfer, within the time specified by the CG, the accumulations in the account of an
employee leaving his establishment and reemployed in another establishment.

THE END
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NEGOTIABLE INSTRUMENT
Q.NO.1: What is meant by Negotiable Instrument?
A Negotiable instrument is a written and signed document entitling a person to a sum of money
specified in it and which is transferrable from one person to another person either by mere delivery or
by endorsement and delivery.
The property in Negotiable Instrument passes to a person who acquired the instrument bonafide
(Holder-in-Due-Course) irrespective of the defect in the title of the transferor.
Q.NO.2: Kinds of Negotiable Instrument.
1. Negotiable Instrument by Statue – As per Sec.13 of the NI Act, NI means PN, BE and Cheque.
2. Negotiable Instrument by Custom – Govt Promissory Notes, Shah Jog Hundies, Delivery orders,
and Railway receipts.
Q.NO.3: Characteristics of Negotiable Instrument.
1. It must be in writing.
2. It must be signed by the parties.
3. It must be made or drawn for consideration.
4. It can be transferred by mere delivery, if it is a bearer instrument and by endorsement and
delivery, if it is an order instrument.
5. HDC gets good title irrespective of defects in the title of the transferor.

PROMISSORY NOTE
Q.NO.4: Definition of Promissory Note. [Sec.4]
A PN is an instrument in writing (not being a Bank Note or Currency Note) containing an
unconditional undertaking, signed by the maker, to pay a certain sum of money to a certain person or
to the order of a certain person or to the bearer of the instrument.
Q.NO.5: Essential Features of Promissory Note.
1. It must be in writing
2. In must contain an express and unconditional promise. A promise to pay will not be conditional
where it depends upon an event which is certain to happen but the time of its occurrence may be
uncertain.
3. The promise is to pay certain sum of money. The sum of money payable is a certain sum, even if
the PN mentions future interest or it contains an exchange rate.
4. The payee must be certain party. The person to whom a promise is made in a PN or the person to
whom an order is given in a BE is a certain person, even if such person is indicated by
designation only.
5. It must be signed by the maker. Signature can be on any part of the instrument.
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6. It must be stamped.
7. It must be delivered.
Q.NO.6: Optional Features of Promissory Note.
1. Statement relating to receipt of consideration.
2. Place of payment.
3. Date of preparation of the instrument.

BILL OF EXCHANGE

•

All cheques are bills of exchange. But all bills of exchange are not cheques.

•

All drafts are cheques. But all cheques are not drafts.

•

All drafts are bills of exchange. But all bills of exchange are not drafts.

Q.NO.7: Definition of bill of exchange. [Sec.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, or to the order of, a certain
person.
Q.NO.8: Essential Features of bill of exchange
1. It must be in writing.
2. There must be an order to pay.
3. The order to pay must be unconditional. Order in a bill of exchange is not conditional if the event
mentioned therein is certain to happen, though timing of happening is uncertain.
4. The order is a direction to a certain person to pay certain sum of money. The sum of money
payable is a certain sum, even if the BE mentions future interest or it contains an exchange rate.
5. It must be signed by the drawer.
6. Parties to BE viz., Drawer, Drawee / Acceptor and Payee must be specified in the instrument with
reasonable certainty.
7. It must be stamped.
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8. It must be delivered.
Instrument
Bills of Exchange
Cheque
Draft

Drawer
Any Person
Any Person
Banker

Drawee
Any Peron
Banker
Banker

Payee
Any Person
Any Person
Any Person

CHEQUE
Q.NO.9: Definition of Cheque
A "cheque" is a bill of exchange drawn on a specified banker and shall be payable on demand. It
includes truncated cheque and cheque in electronic form.
Truncated Cheque – is a cheque which is truncated during the course of clearing cycle, immediately
on generation of electronic image, for transmission, substituting the further physical movement of the
cheque in writing. It can be done by clearing house or by paying banker or by collecting banker.
Cheque in Electronic Form – is drawn by using any computer resource and signed in a secure
system with digital signature and asymmetric crypto system or with electronic signature.
Q.NO.10: Forms of Cheque
A cheque may be drawn up in the following three forms:
1. Bearer cheque- which is expressed as bearer or cheque or on which last endorsement is in blank.
2. Order cheque – which is expressed to be payable to a particular person without containing words
indicating restriction on further transfer.
3. Crossed cheque – can only be collected through a banker.
Q.NO.11: Similarities between Cheque and BE
1. Both are bills of exchange.
2. Both have three parties viz., Drawer, Drawee and Payee.
3. Drawer and payee may be same person.
4. Both must be in writing and signed.
5. Both must contain an unconditional order to pay certain sum of money.
6. Both may be endorsed.
Q.NO.12: Bank Draft
It is a BE drawn by one bank upon itself or another bank for a sum of money payable to order on
demand. A banker collecting a crossed bank draft is entitled to same protection which is available to
a bank collecting a crossed cheque.
Q.NO.13: Whether Demand Draft is a Cheque
1. Demand draft comprises of only Drawer and Payee. Therefore, in this sense it can be construed
as a Promissory Note.
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2. DD is closer to bill of exchange because of the unconditional order of its maker. Sec.85A
considers DD as a cheque. Sec.131A applies provisions of crossing to DD. Therefore, in this
sense, DD can be considered as cheque and accordingly as a bill of exchange.
3. Thus, DD can be considered either as a PN or BE.
4. As per Sec.17, where an instrument may be construed either as a PN or BE, then it is the holder’s
choice whether to treat it as a PN or BE. If the holder treats it as a Cheque or Bill of Exchange,
then subsequently the instrument shall be construed as a cheque and not otherwise.
5. Therefore, Demand Draft can be considered as a Cheque.
Q.NO.14: Marked Cheques
1. A cheque need not be presented for acceptance. However a cheque may be marked by the
banker as “good for payment”.
2. Such marking is not equivalent to acceptance and the bank so marking is not liable as acceptor.
3. The implication of marking is that, on the day of marking, there are sufficient funds to meet the
cheque. It does not guarantee that sufficient funds would be available on the day of presentment
of cheque for payment.
Q.NO.15: Crossing of Cheque
1. General crossing is done by drawing two parallel transverse lines across the face of the cheque
with or without the addition of certain words.
2. Special crossing specifies the name of the banker to whom alone the payment shall be made.
3. Not-Negotiable Crossing - A person taking a cheque crossed generally or specially, bearing in
either case the words " not negotiable," shall not have, and shall not be capable of giving, a better
title to the cheque than that which the person from whom he took it had.
A Not-Negotiable crossed cheque does not affect the transferability of the cheque. The cheque
can be transferred. However the only consequence is that the transferee will get the same title as
that of the transferor.
In case of Not-Negotiable crossed cheques, even the HDC cannot get better title than the
transferor. In other words, the principle of “nemo dat quod non habet” is applicable to a cheque
with “not-negotiable” crossing.
4. Cheques Marked as Account Payee – The words “Account Payee” is a direction to the collecting
banker that the amount of the cheque shall be collected only for the account of the payee named
in the cheque.
If the collecting banker credits the amount to any other account, then he may be held guilty of
negligence. However, it will not affect the paying banker because he is not required to ascertain
the person for whom the cheque is collected.
Q.NO.16: Explain as to why shall the combination of ‘Not-Negotiable’ with ‘Account Payee’
crossing to be considered as the safest form of crossing a cheque. [Nov-2007: 5M]
Combination of Not-Negotiable and Account Payee Crossing- RBI has given a direction to the drawer
to cross a cheque “not-negotiable” with the words “account payee” added to it.
Such a combination is the safest form of crossing because the words “Not-Negotiable” protects the
drawer even against the HDC as the HDC also cannot get a better title than the transferor, in such a
case. Further the words” Account Payee” ensures that the amount is credited to the account of only
such payee whose name is mentioned on the cheque. It protects against payment of amount to a
person other than the person intended by the drawer.
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Q.NO.17: Crossing after issue
1. Where a cheque is uncrossed, the holder may cross it generally or specially.
2. Where a cheque is crossed generally, the holder may cross it specially.
3. Where a cheque is crossed generally or specially, the holder may add the words"' not negotiable"
4. Where a cheque is crossed specially, the banker to whom it is crossed may again cross it
specially to another banker, his agent, for collection.
Q.NO.18: Payment of crossed cheques
1. Where a cheque is crossed generally, the banker on whom it is drawn shall not pay it otherwise
than to a banker.
2. Where a cheque is crossed specially, the banker on whom it is drawn shall not pay it otherwise
than to the banker to whom it is crossed or his agent for collection.
3. Where a Cheque is crossed specially to more than one banker, except when crossed to an agent
for the purpose of collection, the banker on whom it is drawn shall refuse payment thereof.
4. Where a crossed cheque is paid in due course, then the banker and the drawer shall be
discharged from their liability to the true owner.
5. Any banker paying a cheque crossed generally otherwise than to a banker, or a Cheque crossed
specially otherwise than to the banker, to whom the same is crossed, shall be liable to the true
owner of the cheque for any loss he may sustain owing to the cheque having been so paid.
Q.NO.19: Protection to the banker in respect of uncrossed cheque (or) A banker made
payment of a cheque in which the drawers signature was forged. Can the banker claim
protection in respect of such payment? What would be the protection if it was a case of
forgery of endorsee's signature?
1. If the cheque is not crossed and is endorsed by forging the signature of payee, then the paying
banker is discharged from its liability, if the payment is made in due course. In such a case, the
true owner of the cheque is entitled to recover the amount of the cheque from the person who had
no title to the cheque. [Sec.85(1)]
However, if the drawer’s signature is forged, then the paying banker is liable to the drawer, even
if amount is paid to any person in due course and without negligence.
2. "Payment in due course" means payment in accordance with the apparent tenor of the instrument
in good faith and without negligence to any person in possession thereof under circumstances
which do not afford a reasonable ground for believing that he is not entitled to receive payment of
the amount therein mentioned. [Sec.10]
Q.NO.20: Protection to the banker in respect of crossed cheques
1. When a banker pays a cheque (drawn by his customer), if crossed generally then to any banker,
and if crossed specially then to banker, to whom it is crossed or his agent for collection (also
being a banker), he can debit the drawer’s account so paid, even though the amount of the
cheque does not reach true owner.
2. The protection in either of the two cases aforementioned can be availed of, if the payment has
been made in due course: i.e., according to the apparent tenor of the instrument, in good faith and
without negligence, to any person in possession thereof in the circumstances which do not excite
any suspicion that he is not entitled to receive payment of the cheque.
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ACCEPTANCE OF A BILL OF EXCHANGE
Q.NO.21: What is meant by Acceptance of NI?

[PM]

1. Only BE requires acceptance.
2. A BE is said to be accepted when the Drawee after putting his signature, either delivers it or gives
notice of such acceptance to the holder.
3. When the Drawee of a bill gives his consent to the order of the drawer, he is called as acceptor.
4. The acceptor is liable to holder, only after he has given his consent to the order of the drawer but
not before that.
5. Acceptance is made by putting the signature of the Drawee on the bill and by delivering the Bill or
by giving a notification of acceptance to the drawer or to the holder.
Q.NO.22: Who can be Acceptor?
Drawee, All or some of several Drawee’s’, A Drawee in case of need, An Acceptor for honor or an
agent of any of those persons, can act as acceptor.
Q.NO.23: Acceptance by Several Drawee’s’
As per Sec.34, where there are several Drawee’s who are not partners, then each of them can accept
the bill so as to bind himself, but none of them can accept it so as to bind others without their
authority.
Q.NO.24: Drawee in case of need [Nov-14:4M]
1. When in the bill or in any endorsement thereon the name of any person is given in addition to the
Drawee to be resorted to in case of need, such person is called a “Drawee in case of need ".
2. When a Drawee in case of need is named in a bill of exchange, or in any endorsement thereon,
the bill is not dishonored until it has been dishonored by such Drawee.
3. A Drawee in case of need may accept and pay the bill of exchange without previous protest.
Q.NO.25: Acceptor for honour [Nov-14:4M]
When a bill of exchange has been noted or protested for non-acceptance or for better security, and
any person accepts it after such protest, for honour of the drawer or of any one of the endorsers,
such person is called an “acceptor for honour ".
Q.NO.26: Essentials of a Valid Acceptance
1. It must be in writing. Oral acceptance is not valid. Oral acceptance is valid only in the case of
Hundies and that too only if a special custom exists.
2. A mere signature of the Acceptor is sufficient. The words “Accepted” is only optional not
necessary.
3. It must be on the face or on the back of the bill.
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4. It must be completed by either actually delivering the instrument to the holder or giving notice of
acceptance to the holder.
5. It may be either general or qualified.
Q.NO.27: Types of Acceptance
1. When acceptor signs the BE without varying the terms of order made by maker, then it is called
General Acceptance.
2. If the acceptor varies the terms of order or puts any condition then it is called Qualified
Acceptance.
Q.NO.28: Forms of Qualified Acceptance
An acceptance is qualified:
1. When the payment of the bill is made dependent on the happening of specified event.
2. When the acceptor undertakes to pay only part of the amount mentioned on the bill.
3. When the acceptor states that he will pay the bill at a place other than the place mentioned in the
bill.
4. In the absence of place of payment in the bill, the acceptor states that he will pay the bill only on a
specified place and not elsewhere.
5. When the acceptor agrees to pay the bill at a time other than the time mentioned in the bill.
Q.NO.29: Effects of Qualified Acceptance
If the holder agrees for:
1. Qualified Acceptance;
2. Acceptance of only a part of the amount mentioned in the bill;
3. Place or Time for payment, other than the time or place ordered by the maker; or
4. An Acceptance which is not signed by all Drawee's, where there are several Drawee’s who are
not partners, then all parties prior to such holder are discharged from their liability to holder and
all parties subsequent to such holder, unless they agree for such acceptance.

CLASSIFICATION OF INSTRUMENTS
Q.NO.30: Bearer Instruments
1. A Promissory Note, bill of exchange or Cheque is payable to bearer:
a) Which is expressed to be so payable; or
b) On which the only or last endorsement is an endorsement in blank.
2. It has to be noted that as per Sec.31 of the RBI Act, 1934,:
a) A promissory cannot be made payable to bearer, whether demand or time; and
b) A bill of exchange cannot be made payable to bearer on demand.
Copyrights Reserved

To

IPCC |35e | Class Notes| N.I Act

MASTER MINDS , Guntur
27

No.1 for CA/CMA & MEC/CEC

MASTER MINDS
Q.NO.31: Order Instruments

1. A Promissory Note, bill of exchange or Cheque is payable to order:
a) Which is expressed to be so payable; or
b) Which is expressed to be payable to a particular person and does not contain words
prohibiting transfer.
2. When a PN/BE/Cheque is payable to the order of a specified person and not to him, it is
nevertheless payable to him at his option.
3. A NI may be made payable to 2 or more payees jointly or to any one of the two or several payees.
Payee /Endorsee Name

Bearer Instrument
Not Mentioned

Order Instrument
Mentioned

Q.NO.32: Significance of Bearer Instruments or “Once a bearer instrument is always a bearer
instrument”.
1. A Promissory Note, bill of exchange or Cheque is payable to bearer which is expressed to be so
payable; or on which the only or last endorsement is an endorsement in blank.
2. As per Sec.46, a bearer instrument can be transferred by mere delivery.
Bill of Exchange:
3. The character of bearer instrument, which is a BE, can be altered subsequently. This is because
Sec.49 provides that an endorsee can convert a blank endorsement into full endorsement,
thereby converting a bearer instrument into order instrument.
4. However, in case of Mercantile Bank vs D’Silva, it has been held that, if the instrument is
originally endorsed in blank, then a person acquires the title to it by mere delivery. Therefore, the
instrument continues to retain the character of bearer instrument in spite of converting into order
instrument.
Cheque:
5. As per Sec.85 (2), if a cheque is originally expressed to be payable to bearer, then the Drawee is
discharged from its liability, even if the Drawee paid the amount to the bearer, provided the
payment is made in due course.
6. Therefore, the cheque which is originally payable to bearer continues to retain its character of
bearer instrument.
Conclusion – The statement that “Once a bearer instrument always a bearer instrument is correct”.
Q.NO.33: Demand Instruments
A PN or BE is said to be demand instrument if it is expressed to be payable:
1. On demand;
2. At Sight; or
3. On Presentment.
Cheque is always a demand instrument. A demand instrument shall be presented for payment within
a reasonable time. A cheque must be presented within 3 months.
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Q.NO.34: Time Instruments
1. A PN or BE is said to be time instrument if it is expressed to be Payable “after sight”.
2. In a PN “After Sight means after presentment for sight. In a BE, “After Sight” means after
presentment for Acceptance.
Timing of Payment

Demand Instrument
Not Mentioned

Time Instrument
Mentioned

Type of Instrument
Bearer Demand
Bearer Time
Order Demand
Order Time

Name of the Payee/ Endorsee
Not Mentioned
Not Mentioned
Mentioned
Mentioned

Time of Payment
Not Mentioned
Mentioned
Not Mentioned
Mentioned

Type of Instrument
Promissory Note
Bills of Exchange
Cheque
Draft

Bearer Demand

✗
✗
✓
✗

Bearer Time

✗
✓
✗
✗

Order Demand

✓
✓
✓
✓

Order Time

✓
✓
✗
✗

Q.NO.35: Determining the date of Maturity
NI’s are classified into two categories viz., Demand Instrument and Time Instrument. Maturity date is
relevant in the context of time instruments. The Maturity of a PN or BE is the date at which it falls
due. After the due date, 3 days are additionally allowed as grace days.
Calculation of Maturity
1. In case of a Instruments payable at a fixed period after sight, the maturity date is calculated from
the date of:
a) Acceptance by Drawee or Drawee in case of Need; or
b) Acceptance by Acceptance for honor.
c) Noting or Protest; or
d) Presenting the PN to Maker, as the case may be.
2. In case of instruments payable after certain days, the following days shall be excluded:
a) The date of instrument;
b) The date of Acceptance; or
c) The date of Noting or Protest, as the case may be.
3. In case of instruments payable after certain months, if there is no corresponding day in the month
of maturity, then the last day of the maturing month shall be due date.
4. If the last day of grace days is a public holiday, then the instrument is payable on preceding
business day. If the last day is emergency holiday, then the instrument is payable on next
preceding business day.
Copyrights Reserved
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Q.NO.36: Inland Instruments
A Promissory Note, bill of exchange or Cheque shall be deemed to be an Inland Instrument if:
a) Drawn or Made in India and Made payable in India; or
b) Drawn or Made in India upon a person Resident in India
Q.NO.37: Foreign Instrument - An instrument which is not an inland instrument is called Foreign
Instrument.
Q.NO.38: Ambiguous Instruments
1. When a NI is prepared in such a way that it may be construed either as a Promissory Note or bill
of exchange, the nature of the instrument will be determined by the holder. In other words, the
holder, at his choice, may treat such instrument either as a PN or bill of exchange.
2. In the following cases an instrument is treated as AI:
a) When the drawer and the Drawee of a bill are the same person.
b) When the Drawee of a bill is fictitious person.
c) When the Drawee does not have capacity to contract.
3. As per Sec.18, if the amount covered by the instrument is stated differently in figures and in
words, the amount stated in words shall be the amount undertaken (i.e., Promised) or Ordered to
be paid.
Q.NO.39: Inchoate Instruments
1. When a person signs and delivers a stamped NI, which is either wholly blank or partly incomplete,
he gives an authority to the person holding the instrument to complete such instrument.
2. The person so signing the instrument is liable to:
a) Holder in due course, for the amount stated in the instrument.
b) Any person other than Holder in due course, for the amount as intended by such person while
signing the instrument.
In no case, the liability of person so signing the instrument shall exceed the amount covered
by the stamps affixed on the instrument.
Q.NO.40: Instruments without Consideration [Accommodation Bills]
1. A negotiable instrument made, drawn, accepted, indorsed or transferred without consideration,
creates no obligation of payment between the parties to the transaction.
But if any such party has transferred the instrument to a holder for consideration, then 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 Consideration]
2. When the consideration for which a person signed a promissory note, bill of exchange or cheque
was absent in part the sum which a holder standing in immediate relation with such signer is
entitled to receive from him is proportionally reduced. [Partial Consideration]
3. Any person who, in good faith and for consideration, becomes the holder, after maturity, of a
promissory note or bill of exchange made, drawn or accepted without consideration, may recover
the amount of the note or bill from any prior party.
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HOLDER AND HOLDER IN DUE COURSE
Q.NO.41: Who is a Holder
The “holder" of a promissory note, bill of exchange or cheque means any person entitled in his own
name to the possession thereof and to receive or recover the amount due thereon from the parties
thereto.
Where the note, bill or cheque is lost or destroyed, its holder is the person so entitled at the time of
such loss or destruction.
The following persons can be considered as Holder:
a) A person who is in lawful possession of the instrument payable to bearer.
b) Payee or Endorsee of an Order Instrument.
c) Benamidar.
Q.NO.42: Who is not a Holder
1) Finder of Lost Instrument payable to bearer.
2) Thief in possession of the instrument.
3) A person prohibited by an order of court from receiving the amount due on the instrument.
4) A beneficiary claiming through benamidar.
5) An agent of Payee or holder
Q.NO.43: Holder for Value - means, as regards all parties prior to himself, a holder of an instrument
for which the value has at any time been received.
Q.NO.44: Holder in Due Course
Holder in due course " means any person who for consideration became the possessor of a
promissory note, bill of exchange or cheque if payable to bearer, or the payee or endorsee thereof, if
payable to order, before the amount mentioned in it became payable, and without having sufficient
cause to believe that any defect existed in the title of the person from whom he derived his title.
Q.NO.45: Instrument obtained after dishonor or after maturity [Sec.59]
1. As a general rule, the HDC is not affected by defect in the title of the transferor. Even if there is a
defect in the title of the transferor, the HDC gets better title. However, if the instrument is obtained
after dishonor or after maturity, then the HDC gets the same right as that of the transferor.
2. But in case of Accommodation bills, the HDC is not affected by the defect in the title of the
transferor, even if HDC acquires the instrument after maturity.
Q.NO.46: Discuss in brief the advantages and protections available to a Holder in Due course
[Nov-08:5M]
1. HDC is not affected by any defect in the title of the person from whom such HDC acquired the
instrument.
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Once the instrument passes through the HDC, all defects in the instrument gets cured. Any
person who derives title from HDC is also treated as HDC.

3. Every prior party to a NI is liable to a holder in due course until the instrument is duly satisfied.
4. No prior party can contend against a HDC that the instrument is made, drawn, accepted or
endorsed without consideration.
5. If a person delivers an instrument which is signed and stamped but incomplete in some respect,
then he cannot contend against a HDC that the instrument is not filled in accordance with the
authority given by him.
6.

Even if the drawer is fictitious, the acceptor cannot deny his liability to the HDC, if the same
person who signs the bill as a drawer signs the same bill again as an endorser

7.

All parties to the instrument are liable to HDC, even if the instrument is delivered conditionally.

8. All parties to the instrument are liable to HDC, even if any party has obtained the instrument by
unlawful means or by fraud.
9. Maker of a PN, Drawer of a Bill or Acceptor for honor, cannot deny the validity of the instrument
against a HDC.
10. Maker of a PN and acceptor of a bill cannot contend against a HDC that at the time of
endorsement, the payee does not have capacity.
Q.NO.47: Rights and obligations of Parties to Instruments obtained illegally
1. If a NI is Lost or obtained by unlawful means or for unlawful consideration,
2. then the finder or the endorsee from such finder or the person who so obtained the instrument or
endorsee from such person, are not entitled to receive the amount and they are bound to return
the instrument to the real owner.
3. However, if such instrument reaches the HDC, then such HDC and any person deriving title from
him, is entitled to retain the instrument against the real owner and to compel payment from prior
parties.
Holder’s right to duplicate of lost bill:
1. Where a bill of exchange has been lost, the holder may apply to the drawer, for issue of duplicate
bill.
2. In such a case, if so insisted by drawer, the holder shall give security to the drawer that he shall
indemnify the drawer, if any person finds the lost instrument and presents for payment.
Effect of Forgery of Drawer or Acceptor Signature:
1. Forgery is a nullity.
2. Forgery is not capable of being ratified.
3. The holder cannot enforce payment on the instrument.
4. If the holder collects the amount:
a) He cannot discharge the party making the payment.
b) He cannot retain the money.
c) He has to return the money to the true owner.
5. The above principal also applies to HDC.
Effect of Forgery of Endorser’s Signature:
1. If the original endorsement is in full, then the person claiming under the forged endorsement,
cannot enforce the payment, even if he is a holder in due course.
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2. If the original endorsement is in blank, the instrument is payable to bearer. Then the transferee
acquires title by delivery and not by forged endorsement. Therefore he can enforce payment from
prior parties.

TRANSFER OF NEGOTIABLE INSTRUMENT
Q.NO.48: How a NI can be transferred- A NI can be transferred by Negotiation or by Assignment
Q.NO.49: What is Negotiation?
Negotiation means transfer of instrument from one person to another person, so that the person
receiving the instrument is entitled to hold the instrument in his name and sue upon the instrument in
his name.
Q.NO.50: Who may negotiate?
1. Maker, Drawer, Payee, Endorsee or all of several makers, drawers, payees or endorsers.
2. Drawer may negotiate the bill, if it is drawn in favor.
3. Endorsee may negotiate the instrument, if the negotiability is not restricted. In other words,
endorsee of a restrictive endorsement may negotiate only in accordance with the terms of
authority given by the endorser.
4. A person, who finds or steals an instrument, cannot negotiate as he is not a holder.
Q.NO.51: Duration of a Negotiation [Sec.60].
1. The Maker can negotiate the instrument before maturity.
2. Any other person can negotiate the instrument until payment or satisfaction of the instrument.
3. A NI is negotiable in its origin. It continues to be negotiated until:
a) It has been restrictively endorsed; or
b) It has been discharged by payment.
4. Accordingly the fact that the instrument is overdue or it is dishonored and an action is brought on
it is not a hurdle to further negotiation.
5. Except where an Indorsement bears date after the maturity, every negotiation is prima facie
deemed to have been effected before its maturity.
6. However, if the instrument is negotiated after dishonor or after maturity, then HDC gets the same
title as that of the transferor.
7. Thus, it can be said that, after maturity, the instrument is assignable rather than negotiable.
Q.NO.52: How Negotiation is done
1. Bearer instruments are negotiated by delivery.
2. Order Instruments are negotiated by endorsement and delivery.
3. Negotiable instrument is nothing but a contract which is incomplete and revocable until the
delivery of the instrument is made.
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Q.NO.53: Negotiation by delivery [Sec.58]

1. A PN, BE or Cheque payable to bearer is negotiable by delivery thereof.
2. If a NI is lost, then the finder of such instrument and any person who receives the instrument from
such finder are not entitled to receive amount mentioned on the instrument.
3. However, if such a lost instrument reaches the HDC, then such HDC and any person who
receives the instrument from such HDC are entitled to receive the amount mentioned on the
instrument.
Q.NO.54: How instrument is delivered.
1. Delivery may be actual or constructive.
2. Instrument may be delivered by maker, acceptor or endorser or by any person authorized by
them.
Q.NO.55: Conditional Delivery.
1. If a PN, BE or Cheque is delivered conditionally, then such instrument is not negotiable until such
condition is satisfied. Such an instrument is called an “Escrow”.
2. However, such an instrument is negotiable in the hands of a holder for value without notice of the
condition.
3. Conditional delivery is valid because the condition is attached to the delivery but not to the making
or drawing of an instrument.
4. In other words, as against a holder, it can be shown that instrument was delivered conditionally or
for special purpose only and not for the purpose of transferring absolutely the property therein.
But it cannot be shown against a holder in due course.
Q.NO.56: Negotiation by endorsement
In order to negotiate an instrument payable to order, it has to be endorsed first and then delivered

ENDORSEMENT
Q.NO.57: What is meant by Endorsement?
When the maker or holder of a negotiable instrument signs the same, otherwise than as such maker,
for the purpose of negotiation, on the back or face thereof or on a slip of paper annexed thereto, the
instrument is said to be endorsed and the person so signing is called endorser.
Q.NO.58: Allonge
If space on the NI is not sufficient to put the endorser’s signature, then the slip of paper is annexed to
the instrument for the purpose of endorsement. Such a slip of paper is called “Allonge”.
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Q.NO.59: Endorsement of only a part of the amount
1. An endorsement purporting to transfer only a part of the amount of instrument is invalid, and the
endorsee, therefore cannot negotiate it.
2. But when the amount due has been paid in part, a note to that effect may be endorsed on
instrument and the instrument may then be negotiated for the balance.
Q.NO.60: Types of Endorsement
1. If the endorser signs his name only, the endorsement is said to be “in blank.
2. If he adds a direction to pay the amount mentioned in the instrument to, or to the order of, a
specified person, the endorsement is said to be " in full “
3. An endorsement which has the effect of restricting further negotiation is called restrictive
endorsement.
4. An endorsement where an order to pay is combined with a condition is called conditional or
qualified endorsement.
5. The endorser of a negotiable instrument may, by express words in the endorsement, exclude his
own liability thereon. Such an endorsement is called sans recourse or without recourse
endorsement
Where an endorser so excludes his liability and afterwards becomes the holder of the instrument,
all intermediate endorsers are liable to him. [Sec.52]
6. When the words “Sans Frais” are added in an endorsement, then no expenses should be
incurred on account of the bill.
7. By Facultative endorsement, the endorser waives his rights such as notice of dishonor.
Q.NO.61: Conversion of Blank Endorsement into Full Endorsement
1. If a NI is endorsed in blank, then the holder may, write above the endorser’s signature, a direction
to pay to any other person as endorsee, without signing his own name.
2. In such a case, the holder does not incur the responsibility of endorser, as his name does not
appear on the instrument [Sec.50].
Effect of such conversion
1. If a negotiable instrument, after having been indorsed in blank, is indorsed in full, the instrument
still remains payable to bearer and negotiable by delivery as against all parties prior to the
endorsee in full.
2. The endorser in full is liable only to a holder who acquired title directly through endorsement and
persons deriving title through such holder.
Q.NO.62: Explain the concept and different forms of Restrictive and Qualified Endorsement
[Nov-15:4M]
Concept of Restrictive Endorsement
1. The general rule is that if an instrument is endorsed, it gives the endorsee the property in the
instrument with the right of further negotiation.
2. However, when an endorser by express terms restricts the further negotiation, then it is called
restrictive endorsement.
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Forms of restrictive Endorsement
1. To prohibit the right of further negotiation.
2. To constitute the endorsee an agent to endorse the instrument.
3. To entitle the endorsee to receive the contents of the instrument for the endorser.
Concept of Conditional or Qualified Endorsement
While a restrictive endorsement places the restriction on the negotiability of the instrument, a
conditional Endorsement limits or negatives the liability of the endorser.
An endorsement where an order to pay is combined with a condition is called conditional or
qualified endorsement.
Forms of Qualified Endorsement
1. Sans Recourse Endorsement – where the endorser excludes his liability.
2. Contingency – where the endorser makes his liability depends upon the happening of a specified
event which may or may not happen.
3. Facultative Endorsement – where an endorser abandons some right or increases his liability.
4. Sans Frais Endorsement – where an endorser restricts incurring of expenses on the instrument.
Q.NO.63: Rights of Endorsee in case of Restrictive Endorsement
1. To receive payment of the instrument on behalf of the endorser.
2.

To have the same rights, as that of the endorser, against any other party to the instrument.

3.

To transfer the instrument in accordance with the authority given by the endorser.

Q.NO.64: Negotiation Back
1. When a person who has been a party to the NI takes it again as a holder, then the instrument is
said to have been negotiated back.
2. Intermediate Parties are not liable to such person who transferred and received back again, even
if such person is a Holder in Due Course. This is to prevent circuitry of action.
3. However, if initially at the time of transfer, such person excludes his liability by Sans Recourse
Endorsement, then all intermediate parties are liable to him.
Q.NO.65: Liability of Endorser
Endorser is liable to every subsequent holder, in case of dishonor by Drawee, Acceptor or Maker, to
compensate the loss or damage caused to such holder, provided notice of dishonor is given by such
holder to the endorser.
Q.NO.66: Exclusion of Endorser’s Liability (or) When the Endorser is not Liable (or)
Exceptions to the rule that every prior party is liable to every subsequent party.
Endorser is not liable in the following cases:
1. An endorser can exclude personal liability by endorsing “sans recourse”.
2. To prevent circuit of action.
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3. If the holder, without the consent of the endorser, destroys the endorser’s remedy against a prior
party, then such endorser is discharged from liability to such holder [Sec.40].
4. When a blank endorsement is converted into full endorsement. In such a case the holder writes
the name of a person, above the signature of the endorser, thereby he does not incur liability, as
his name does not appear on the instrument.

LIABILITY OF PARTIES
Q.NO.67: Capacity to incur liability
Only a person capable of contracting, according to the law to which he is subject, may make, draw,
accept, endorse and deliver a NI so as to bind himself/itself.
Minor: If a NI is drawn, endorsed, delivered and Negotiated by a minor then all parties to such NI are
liable except minor.
Agent’s Authority:
1. Every person capable of binding may be bound by an agent authorized by such person.
2. A general authority to transact business does not empower an agent to accept or endorse bills on
behalf of principal.
3.

An Authority to draw BE does not by itself empower an authority to endorse.

Agent’s Liability:
1.

If a person falsely represents that he is an agent of another person, then the holder can sue such
purported agent.

2. If an agent signs a NI, then he has to indicate that he is signing as an agent. Otherwise, he is
personally liable on the instrument.
Legal Representative: If a legal representative signs a NI, then he is personally liable unless he
limits his liability to the extent of assets received by him from the estate of deceased.
Q.NO.68: Liability of Drawer
1. The liability of the drawer of a bill or cheque is secondary and conditional upon the dishonor of
instrument by Acceptor or Drawee.
2. Until acceptance, the drawer is liable as a principal debtor and all other parties are liable as
sureties.
3. In order to charge the drawer, a notice of dishonor shall be given to him except in situations
mentioned U/s 98
4. The drawer has to compensate the holder for the following:
a) The amount mentioned in the instrument.
b) Interest calculated as per Sec.79 & 80.
c) Expenses incurred for noting and protest.
5. In case of bills drawn for the accommodation of the drawer. in addition to his liability to holder, the
drawer shall compensate the acceptor for any damage suffered by him.
6. The liability of drawer, as discussed above is subject to any contract to the contrary. In other
words, the drawer may by express stipulation in the instrument, limit or exclude his liability.
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Q.NO.69: Liability of Acceptor

1. If a person accepts the bill before maturity, then he is liable to pay the amount, to the holder, at
maturity.
2. If a person accepts the bill after maturity, then he is liable to pay the amount, to the holder, on
demand.
3. Acceptor is liable as a principal debtor.
4. An acceptor of a bill of exchange already endorsed is not relieved from liability by reason that
such endorsement is forged, if, at the time of acceptance, he knows that the endorsement is
forged.
5. Even if the drawer is fictitious, the acceptor is liable to holder in due course.
6. The holder may waive his claim against the acceptor but he may expressly reserve his right to
charge the other parties.
Q.NO.70: International Law Regarding Negotiable Instruments
1. In the absence of a contract to the contrary:
a) The liability of the maker or drawer is determined by the law of the place where the instrument
is made.
b) The liability of the acceptor or endorser is determined by the law of the place where the
instrument is payable.
2. What constitutes dishonor and what notice of dishonor is sufficient is determined by the place
where the instrument is payable.
3. An instrument accepted or endorsed in India is valid even if the underlying contract is invalid
according to the law of the country where the instrument is made.
4. The law of any foreign country regarding promissory notes, bills of exchange and cheques shall
be presumed to be the same as that of India, unless and until the contrary is proved.

DISCHARGE FROM LIABILITY
Q.NO.71: Different Modes of Discharge from Liability

1. The Maker, Acceptor or endorser is discharged, from liability to all parties, by making payment
in due course i.e., payment to a holder, at or after maturity, in good faith and without knowing any
defect in the title of the person receiving the payment.
2. The Maker, Acceptor or endorser is discharged, from liability to a holder, who cancels the
acceptor’s or endorser’s name and also to any person who acquired the instrument from such
holder.
3.

The Maker, Acceptor or endorser is discharged, from liability to a holder, who renounces his
right.

4.

If the holder allows more than 48 hours to Drawee, then all parties, prior to such holder, who did
not consent shall be discharged.

5. If the holder consents to a qualified acceptance, then all parties, prior to such holder, who did not
consent shall be discharged.
6. If the holder materially alters the instrument, then all the parties at the time of alteration who did
not consent to such alteration shall be discharged.
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7. By making a payment on a NI altered materially but not apparent.
8. If acceptor becomes holder at or after maturity.
9. If the cheque is not presented within reasonable time after it is made and the drawer/maker
suffers damages due to insolvency of banker in meantime.
10. By operation of law such as insolvency, lapse of time, merging of instrument with the order of the
court.
Q.NO.72: To whom payment should be made
1. In order to discharge the maker or acceptor payment of the amount due on a promissory note, bill
of exchange or cheque must, be made to the holder of the instrument.
2. However, if the instrument is made payable to bearer or endorsed in blank, then the maker,
acceptor or endorser are discharged from their liability to all parties, if the payment is made in due
course.
Q.NO.73: Payment of Interest
1. 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 till the date of realization of the amount.
2. When no rate of interest is specified in the instrument, interest on the amount due thereon shall,
notwithstanding any agreement relating to interest between any parties to the instrument, be
calculated at the rate of 18% p.a.
3. When the party charged is the endorser of an instrument dishonored by non-payment, he is liable
to pay interest only from the time that he receives notice of the dishonor.
Q.NO.74: Define Material Alteration. Give Examples of Material Alteration. What are the
consequences of Material Alteration [May-06:5M, May-13:4M]
Meaning of Material Alteration [Sec.87]
1. NI does not define the term MA.
2.

An alteration which changes the character of an instrument or the rights, liabilities and legal
position of the parties is a MA.

3.

In the case of Gour Chandra vs Prasanna Kumar Chandra the Calcutta High court held that “ Any
change in an instrument, which causes it to speak a different language in a legal effect from that
which it originally spoke, which changes the legal identity or character of an instrument or the
relation of parties is a MA.

Instances of Material Alteration
1. Alteration of date, amount, time or place of payment.
2.

Affixing of Stamps subsequent to the preparation of NI.

3.

Filling blank space regarding interest in a PN.

4.

Alteration of Payee’s Name.

Consequences of Material Alteration
1. If the NI is altered materially, then the instrument becomes void against all persons who were
parties at the time of making such alteration and does not consent thereto.
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2.

However, the instrument does not become void, if the alteration is done to carry out the common
intention of the parties.

3.

This section is subject to:
a) Sec.20 – Filling of Inchoate Instruments.
b) Sec.49 – Conversion of Blank Endorsement into Full.
c)

Sec. 86 – Qualified Acceptance.

d) Sec. 125 – Crossing of cheques.






PRESENTMENT OF INSTRUMENTS
Presentment of bills for Acceptance. [Sec.61]
Presentment of PN for sight. [Sec.64]
Presentment of NI for Payment.
When presentment is not necessary.

Q.NO.75: Whether Acceptance is necessary for validity of the Instrument
1. Although it is a common practice to obtain acceptance of the Drawee, it is not essential to the bill
being a negotiable instrument.
2. A bill of exchange may be negotiated before acceptance.
3. A person who acquires the bill, not yet accepted, before maturity may become holder in due
course and can sue others.
4. A bill of exchange is not necessarily required to be presented for acceptance before its being
presented for payment.
Q.NO.76: Advantages of Presentment for Acceptance
Even in cases when presentment for acceptance is not mandatory, it is advisable to present the bill
for acceptance. This is because of the following advantages:
1. The payee/holder will get the additional security in the form of acceptor’s signature.
2. If the bill is not accepted then the holder is not required to present the bill for payment; and
3. The holder can immediately approach the maker or endorsers and he need not wait till maturity.
Q.NO.77: When Presentment for Acceptance is not necessary
1. Bills payable on demand.
2. Bills payable after certain period from the date of bill (i.e., after date bills).
3. Bills payable on a certain specific fixed day.
Q.NO.78: When Presentment for Acceptance is necessary
1. Bills payable after sight requires acceptance, to fix the date of maturity.
2. When there is an express stipulation in the bill that it shall be presented for acceptance, then it
requires PoA.
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Q.NO.79: When Presentment is excused (i.e., not possible )
1. If the Drawee is a fictitious person.
2. If the Drawee cannot be found after reasonable search.
Q.NO.80: Who can present the bill for acceptance?
1. A person to whom the payment should be made is required to present the bill for acceptance.
2. As per Sec. 78, amount due on the NI should be paid to holder.
Q.NO.81: When the Bill must be presented for acceptance
1. The bill must be presented within reasonable time.
2. The bill must be presented on a business day and during business hours.
Q.NO.82: Where the bill must be presented for acceptance
1. If place for presentment is mentioned, then the bill must be presented at that place.
2. If no place is mentioned, then the bill must be presented at the business place of Drawee or at the
Drawee residence.
3. If Drawee has no fixed place of business or residence, then the bill can be presented wherever
the holder finds the Drawee.
Q.NO.83: What is meant by Dishonor by Non-Acceptance?
1. If the Drawee is not present at the specified place, on the due date and during business hours.
2. If Drawee is not found after reasonable search.
3. If the bill is not accepted within 48 hours.
4. When there are several Drawees’, who are not partners, and one of them does not accept the bill.
5.

When the Drawee makes a qualified acceptance and the holder does not consent to such
acceptance.

6. When Drawee is fictitious person.
7. When Drawee is incompetent to contract.
Q.NO.84: Presentment of PN for Sight
1. A PN payable at a certain period after sight requires presentment for sight.
2. It must be presented to fix the date of maturity.
3. It must be presented by the holder.
4. It must be presented to the maker.
5. It must be presented within a reasonable time after it is made.
6. It must be presented on a business day and during business hours.
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7. If the PN is not presented for sight, then all the parties are discharged from their liability to the
bolder.

Q.NO.85: Who has to present the NI for payment?
1. Holder of the NI; or
2. Any person authorized by the holder.
Q.NO.86: To whom the NI must be presented for Payment
1. PN must be presented to maker.
2. BE must be presented to acceptor.
3. Cheque must be presented to Drawee.
Q.NO.87: When a NI must be presented for Payment
1. Demand instruments must be presented within reasonable time after its receipt by the holder.
2. Time Instruments must be presented on the 3rd day of grace days.
3. Cheque must be presented within 3 months or before the relationship between Drawee bank and
maker is altered to the prejudice of the maker.
4. PN/BE must be presented during business hours.
5. Cheque must be presented during banking hours.
Q.NO.88: What is meant by ‘Presentment’ of a bill of exchange under the NI Act, 1881? When
is such a bill of exchange presented for Payment? State when is the presentment not
necessary. [May-2008:5M]
Presentment of Bill of Exchange means showing the bill to the:
a) Drawee - for Acceptance;
b) Drawee/Acceptor – for Payment.
Presentment of Bills for Payment
a) As per Sec.64 of NI Act, it is the duty of the holder to present the instrument for payment.
b) Time instruments are presented on the third day of grace days.
c) Demand instruments are presented within reasonable time.
d) Presentment should be made during the business hours.
Presentment for payment is not necessary in the following cases [Sec.76]
1. If the maker or acceptor intentionally prevents the presentment.
2. If place of presentment is mentioned in a PN/BE, but such place is closed on the due date during
business hours.
3. If place of presentment is mentioned in a PN/BE, though such place is opened on the due date
during business hours but no person responsible for payment found there.
4. If no place for presentment is mentioned and the maker or Drawee cannot be found after
reasonable search.
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5.

If any party to the PN/BE agrees that they will make the payment even if it is not presented, then
the presentment is not necessary.

6.

If any party pays the part of the amount mentioned on the instrument, after maturity, knowing that
it is not presented for payment, then presentment is not necessary

7. If the drawer could not suffer damage from the want of such presentment

DISHONOR OF INSTRUMENT
Q.NO.89: Dishonor of bill of exchange
1. A bill may be dishonored by non-acceptance or by non-payment.
2. If the bill is dishonored by non-acceptance, then the holder immediately gets a right to have
recourse to the drawer or endorser.
3. In order to institute a suit, the holder need not wait till maturity.
Q.NO.90: Dishonor of NI by Non-Payment
1. A NI is dishonored by non-payment if the primary party liable on the instrument i.e., maker of a
PN, Acceptor of a BE, Drawee of a Cheque, makes default in payment.
2. A PN/BE is also dishonored by non-payment, if presentment for payment is excused and the it
remains unpaid on maturity.
Q.NO.91: Notice of Dishonor
1. NoD shall be given by the holder or any person authorized by such holder.
2. NoD shall be given to those parties, from whom the holder wants to recover money.
3. NoD may be given to all prior parties or chain notice may be given.
4. If there are several payees, it is sufficient if only one payee gives the notice.
5. If NoD is not given to any party, then they are not liable to holder.
6. NoD may be given to Legal representatives, or Official Assignee.
7. NoD is not required to be given to maker of a PN or acceptor of a bill or Drawee of a cheque.
8. NoD shall be given at the business place or residence.
9. NoD can be given by hand or by post.
Q.NO.92: When Notice of dishonor not necessary
1. When the necessity of notice is dispensed with by the party. E.g., in case of facultative
endorsement.
2. When the drawer has countermanded the payment.
3. When the party could not suffer damage for want of notice.
4. When the party entitled to notice cannot be found after due search.
5. When the omission is caused by unavoidable circumstances.
6. When drawer and Drawee is the same person.
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Q.NO.93: A bill of exchange is dishonored by the acceptor. Explain the provisions of “Noting”
and “Protest” under the Negotiable Instruments Act, 1881.
1. When a PN/BE is dishonored by non-acceptance or non-payment, the holder may cause such
dishonor to be noted by a notary public.
2. Noting must be done within a reasonable time after dishonor, and must specify the date of
dishonor, the reason for dishonor and the notary charges.
3. When a PN/BE is dishonored by non-acceptance or non-payment, the holder may cause such
dishonor to be noted and certified by a notary public. Such certificate is called a protest.
4. When the acceptor has become insolvent, the holder may cause a notary public, to demand
better security of the acceptor, before the maturity of a bill, and if the accepter refuses, then such
facts can be noted and certified. Such certificate is called a protest for better security.
5. When a bill is dishonored by non-acceptance, then without the bill being presented for payment,
the bill may be protested for non-payment, at the place specified for payment.
Contents of Protest
a) The instrument or a transcript of the instrument.
b) The name of the person for whom and against whom the instrument has been protested.
c) A statement that acceptance, payment or better security has been demanded by the notary
public.
d) The answer given to notary, or a statement that no answer has been given to him or that acceptor
or maker not found.
e) The place and time of dishonor.
f) The subscription of the notary public making the protest.
g) The person for whom and the manner in which acceptance for honor or payment for honor was
offered and effected.
Notice of protest – When a PN or bill is required by law to be protested, notice of protest must be
given instead of notice of dishonor. But such notice must be given by notary public who makes the
protest.
Foreign Bills – Foreign bills must be protested for dishonor when such protest is required by the law
of the place where they are drawn.
Noting equivalent to protest – where a bill or note is required to be protested within a specified
time, then it is sufficient if it is noted before the specified time and the protest may be extended at any
time thereafter.
Presumption on proof of protest – In a suit upon an instrument which has been dishonored, the court
shall, on proof of the protest, presume the fact of dishonor, unless and until the contrary is proved.
Q.NO.94: Presumptions as to Negotiable Instrument
In a suit for dishonor of a NI, the court shall presume the following, until contrary is proved:
1. Every NI is made, drawn, accepted, and endorsed for consideration.
2.

Every NI is made or drawn on the date appearing on it.

3.

Bill of exchange was accepted within reasonable time and before its maturity.

4.

NI was endorsed in the order in which it appears on it.

5.

A lost PN or BE was duly stamped.

6.

Every holder of a NI is HDC.
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Q.NO.95: Rules of Estoppel applicable to Negotiable Instruments
1. Maker of a PN, Drawer of a BE, Acceptor for honor, cannot deny the validity of the instrument in a
suit, by a holder in due course.
2. Maker of a PN and acceptor of a BE payable to order, shall not deny the capacity of payee to
endorse the instrument.
3. Endorser cannot deny the signature or capacity to contract of any prior party to the instrument, in
a suit by a subsequent holder.
Q.NO.96: Rules of Compensation
Compensation payable to holder/endorsee
In case of dishonor of PN/BE/Cheque, the compensation payable to holder is as follows:
1. Amount due upon the instrument.
2. Expenses incurred in noting and protesting the instrument.
3. Amount at the current rate of exchange between the place of residence of the person liable and
the place of payment.
Compensation payable to endorser
If the endorser has paid the amount due to the holder, then he is entitled for the following amounts:
1. The amount due upon the instrument.
2. Interest @ 18% p.a.
3. Expenses caused by dishonor.
4. Amount at current rate of exchange between the place of residence of the person liable and the
place of residence of endorser.
Discharge of Compensation (Re-draft)
1. The party entitled to compensation may draw a bill upon the party liable to pay the compensation.
Such bill is called re-draft.
2. Such bill must be payable at sight or on demand.
3. Such bill is for the amount due on the original instrument together with the expenses incurred.
4. Such bill must be accompanied by the original instrument which is dishonored and the protest
certificate.
5. If such re-draft is also dishonored then the party dishonoring it shall pay compensation in the
same manner as that of original bill.

ACCEPTOR AND PAYMENT FOR HONOR
Q.NO.97: Who is acceptor for honor?
When a bill of exchange has been noted or protested for non acceptance or for better security, and
any person accepts it after such protest, for honour of the drawer or of any one of the endorsers,
such person is called an “acceptor for honour ".
Q.NO.98: Conditions for valid acceptance for honor
1. The bill has been noted or protested for non-acceptance or better security
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2. Such an acceptance has been made with the consent of the holder,
3. The acceptor for honour is not a party already liable on the bill
4. The acceptance is for the honour of any party already liable on the bill; and
5. The acceptance is by writing on the bill.
Q.NO.99: Liability of Acceptor for honour
1. An acceptor for honour binds himself to all parties subsequent to the party for whose honour he
accepts to pay the amount of the bill, if the Drawee does not pay the amount.
2. An acceptor for honour cannot be charged unless the bill has been presented at its maturity to the
Drawee for payment and has been dishonored by him and noted or protested for such dishonor.
Q.NO.100: Rights of Acceptor for honour
The party for whose honour the acceptor accepts to pay and all prior parties become liable in their
respective capacities to compensate the acceptor for honour for all loss or damage sustained by him
in consequence of such acceptance.
Q.NO.101: What is payment for honor?
It is a payment made, by any person, for the honor of any party liable on the bill, after the bill has
been protested for non-payment.
Q.NO.102: Conditions for payment for honor
1. The bill must have been noted or protested for non-payment.
2. The person paying or his agent declares before Notary Public the party for whose honour he
pays.
3. Such declaration has been recorded by such Notary Public.
4. The payment must be made for the honor of any party liable on the bill; and
5. The payment may be made by any person whether he is already liable on the bill or not.
Q.NO.103: Rights of payer for honor
The payer for honor is entitled to all the rights of a holder and may recover from the party for whose
honor he pays, all the sums so paid, with interest thereon and with all expenses properly incurred in
making such payment.

DISHONOR OF CHEQUE
Q.NO.104: State, in brief the grounds on the basis of which a banker can dishonor a cheque
under the provisions of NI Act, 1881.
[Nov-11: 8M, Nov-13:8M]
1. If the banker does not have sufficient funds to the credit of the customer
2. If the cheque does not bear the date i.e., undated cheque.
3. If the cheque is stale i.e., presented after 3 months from the date of its making.
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4. If the cheque is post-dated.
5. If the cheque is incomplete in some respect.
6. If the customers funds in the banker’s hands are not properly applicable to the payment of the
cheque.
7. If the customer has cheque in one branch of a bank and the customer draws a cheque in another
branch of the same bank.
8. If the customer becomes insolvent or lunatic.
9. If the customer countermands the payment of cheque.
10. If any attachment order is served on the banker.
11. If customer’s serves a notice as to closure of account, with the banker.
12. If the banker receives the notice of customer’s death.
13. If the cheque contains material alterations.
14. If the customer gives a notice to the banker that his cheque is lost.
15. If the customer signature on the cheque is not matched with the specimen signature.
16. If the account is in joint names, but all of them have not signed on the cheque.
Q.NO.105: Liability of Drawer to the Payee/holder
(or)
State the circumstances under which the drawer of a cheque will be liable for an offence
relating to dishonor of the cheque under the NI Act, 1881.
Examine whether there is an offence under the NI Act, if a drawer of a cheque after having
issued the cheque, informs the Drawee bank not to present the cheque as well as informs the
Bank to stop the payment. [Sec.138] [May-07:5M]
1. When the cheque is dishonored, the drawer is liable:
a) To pay penalty up to twice the amount of the cheque; or
b) For imprisonment up to 2 years.
2. The following facts are required to be proved to successfully prosecute the drawer for an offence
U/s 138:
a) There is a legally enforceable debt.
b) The cheque was drawn from account of bank for discharge of such liability.
c) The cheque was presented within the validity period.
d) The cheque has been returned due to insufficient funds.
e) The payee/holder demands the payment from the drawer by giving a notice within 30 days
from the receipt of intimation of dishonor from the bank.
f) The drawer fails to pay the amount of the cheque within 15 days of receipt of notice from
payee/holder.
g) The payee/holder files a suit against the drawer within 1 month from the expiry of said 15
days.
3. In the case of Modi Cements Ltd vs Kuchil Kumar Nandi’s case, it has been held that, once a
cheque is issued by the drawer, he is bound by it and merely because he issued a notice for
stoppage of payment, it will not preclude an action U/s 138. Therefore an offense U/s 138 is said
to be committed, even if the customer informs the bank to stop payment and to the payee/holder
not to present the cheque.
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Q.NO.106: Which court has the power to enquire the offense relating to dishonor of cheque
In case of crossed cheques, an offence relating to dishonor of a cheque U/s 138, can be inquired only
by the court which has a jurisdiction, over the place, where the branch of the bank, with which the
payee or HDC, maintains the Account, is situated.
It is immaterial, where actually the payee or HDC presented the cheque for collection.
For e.g., if Mr. A, the Payee or HDC, who has an account with SBI, Brodipet Branch, Guntur, has presented
the cheque with SBI, Labbipet Branch, Vijayawada. In such a case the relevant court is the court which has
jurisdiction over Guntur, the place where the Payee or HDC actually maintains the Account.
a) In short place of maintaining the Account is relevant not the place of depositing of cheque for
collection.
b) In case of uncrossed cheques, the place of branch of the bank, where the drawer maintains the
account is relevant for determining the jurisdiction of the court.
Repeated dishonors If a complaint has been lodged against the drawer, in a court discussed above,
and such complaint is pending, then all subsequent complaints against the same drawer shall be filed
before the same court, irrespective of whether those cheques were delivered for collection or
presented for payment within the territorial jurisdiction of that court.
Q.NO.107: Liability of Drawee Bank to the Drawer in case of improper dishonor of cheque
1. It is the duty of the banker to pay the cheque.
2. If the banker refuses payment without sufficient cause being shown, then he must compensate
the drawer.
3. The principle underlying the compensation is that “lesser the value of the cheque dishonored, the
greater the damage to the credit of the drawer”
4. It has to be noted that in case of improper dishonor, the banker is liable to drawer, but not to the
payee/holder as there is no privity of contract between the banker and the payee/holder.
Q.NO.108: Whether the payee or the holder of a cheque can initiate prosecution for an offence
under the NI Act, for its dishonor for the second time if he had not initiated any prosecution on
the first occasion.
1. Clause (a) of proviso to Sec.138 contemplates that, for attracting an offense U/s 138, the cheque
must be presented to the bank within the period of its validity.
2. The said clause does not put any ban on re-presentment of a dishonored cheque. It is a common
practice in business transactions to re-present the dishonored cheque rather than initiating
prosecution. This is because, the primary intention of the payee/holder is getting his money and not
prosecution of the drawer. Prosecution is generally resorted out of compulsion not out of choice.
3. As per Sec.142 (b), prosecution shall be initiated within 1 month from the date on which cause of
action arises under clause (c) of proviso to Sec.138 i.e., failure of drawer to make the payment
within 15 days of receipt of notice.
4. Sec.142 (b) contemplates only one cause of action. This is because for dishonor of one cheque
there can only be one offense.
5. Accordingly, if the drawer fails to pay the amount after receipt of fresh notice upon subsequent
dishonor, he cannot be liable and payee/holder cannot get a right to file a complaint upon the
second offense.
6. The two provisions i.e., Clause (a) of proviso to Sec.138 and Sec.142(1)(b) can be harmonized
with the following interpretations:
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a) On each presentation of the cheque and its dishonor a fresh right and not cause of action
accrues in favor of payee/holder.
b) The payee can go on present the cheque so as to enable him to exercise his right of initiating
prosecution at any time during the validity period of the cheque.
c) But once a notice of demand has been given under clause (b) of proviso to Sec.138, the
payee forfeits his right of re-presenting the cheque. This is because, if the drawer fails to pay
the money upon receipt of notice of demand, the cause of action for initialing a prosecution
arises, which arises only once.
Q.NO.109: Whether giving of notice of dishonor itself constitute ‘receipt of notice’ for
constituting offence U/s 138 of the NI Act, 1881.
1. Sec.142 (1) (b) provides that no court shall take cognizance of offence unless a complaint is
made within 1 month from the date on which the cause of action arises under clause (c) of the
proviso to Sec.138.
2. As per Clause (c) of proviso to Sec.138, cause of action arises, if the drawer fails to make the
payment within 15 days of the receipt of notice of dishonor.
3. Giving is a process of which receipt is the accomplishment.
4. Therefore, it is clearly evident that it is not giving of notice which constitutes an offense U/s 138
but it is the receipt of notice by the drawer which gives a cause of action to file the compliant.
5. In this context, ‘giving’ of notice is not the same as ‘receipt’ of notice.
6. Keeping in view of Sec.27 of the General Clauses Act, the service of notice shall be deemed to
have been affected by properly addressing, pre-paying and posting by registered post. However,
this presumption is rebuttable one. The sender has the option either to prove that notice has not
been received or to prove that notice has been received.
Q.NO.110: For cognizance of offence for the dishonor of cheque, should the cheque
necessarily be presented to the Drawee’s (payee’s) bank or can it be presented before any
bank within the stipulated period?
1. As per Clause (a) of Proviso to Sec.138, in order to charge the drawer for an offense U/s 138, the
cheque must be presented to the bank within the period of its validity.
2. The word “Bank” in the said clause is prefixed by the word ‘The”.
3. “The” is a definite article. It is used before nouns to imply a particular thing.
4. Therefore, the word “The” in Clause (a) of proviso to Sec.138 refers to a particular bank i.e., the
bank on which the cheque is drawn (Drawee Bank) and not any bank.
5. Accordingly to attract liability U/s 138, the cheque must be presented to the Drawee Bank within
its validity period whether presented personally or through collecting banker.
6. In other words, the validity of the cheque is determined as on the day the cheque is presented to
the Drawee Bank and not on the day on which cheque is presented to the collecting banker.
Q.NO.111: What is the starting point for 30 days notice.
1. Section 138(b) of the Act inter alia provides that the payee has to make demand for the payment
of money by giving a notice "to the drawer of the cheque within fifteen days of the receipt of
information by him from the bank regarding the return of the cheque as unpaid".
2. So fifteen days are to be counted from the receipt of information regarding the return of the
cheque as unpaid.
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Q.NO.112: Offences by Companies [Sec.141]
1. Scope – This section applies to:
a) Body corporate;
b) Firm; or
c) Association of Individuals.

2. Categories of offenders: If the person committing the offence U/s 138 is a company, then:
a) The company;
b) Every person who, at the time the offense was committed, was in charge of and responsible to
the company; and
c) Any director/partner, manager, secretary and other officer of the company, whose consent,
connivance or negligence results in commission of an offense, Are liable to be proceed
against and punished accordingly.
3. Escape from Liability – A person is not liable if:
a) The offense was committed without his knowledge; or
b) He has exercised due diligence to prevent the offense.
Q.NO.113: Where an owner of company, who is neither a director nor a person-in-charge, sent
a cheque from the companies account to discharge its legal liability. Subsequently the cheque
was dishonored and the compliant was lodged against him. Is he liable for an offence under
section 138?
1. In order to charge a person for an offense U/s 138, the cheque, which was dishonored and the
subject matter of the case, must have been drawn by such person on an account maintained by
him.
2. If the cheque was drawn on the account maintained by the company, Sec.141 will be attracted.
3. As per Sec.141, in order to punish a person for offense of dishonor of cheque, he must be incharge of and was responsible for conducting the business of the company.
4. Therefore, a person who is neither a director nor in charge of company’s business, shall be
punished U/s 138 unless it is proved that he is a manager or secretary or any other officer of the
company and the offense was committed with his consent or connivance or due to his negligence.

DISTINGUISHING QUESTIONS
DQ.NO.1: Distinction between PN and BE [May-12:8M]
Promissory Note
1. It contains a promise to pay.
2. The liability of the maker is primary and
unconditional.
3. It need not be presented for acceptance.
4. Maker and payee cannot be same
person.
5. There are two parties viz., Maker and
Payee.
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Bill of Exchange
It contains an order to pay.
The liability of the maker is secondary and
conditional.
After sight bills must be presented for
acceptance.
Maker and payee can be same person.

5. There may be three parties viz., Drawer,
Drawee/Acceptor and Payee.
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6. It cannot be drawn in sets.
7. It can never be conditional.
8. Notice of dishonor is not required.
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6. It can be drawn in sets.
7. The acceptance may be conditional if the parties
gave their consent.
8. Notice of dishonor must be given to Maker.

DQ.NO.2: Distinction between Cheque and BE [May-11:8M]
Cheque
1. The Drawee must always be banker.
2. It must be always be demand instrument.
3. Since it is a demand instrument, no grace
days is allowed.
4. It need not be stamped.
5. It need not be accepted.
6. It may be crossed.
7. It cannot be noted or protested.
8. It cannot be drawn in sets.
9. It must be in the format prescribed by RBI
10. All cheques are Bills of Exchange

Bill of Exchange
1. The Drawee may be any person.
2. May be time instrument or demand
instrument.
3. If it is a time instrument, grace days are
allowed.
4. It must be stamped.
5. It must be accepted.
6. It cannot be crossed.
7. It can be noted or protested.
8. It can be drawn in sets.
9. There is no specific format.
10. All Bills of Exchange are not Cheques.

DQ.NO.3: Distinction between Truncated cheque and Cheque in electronic form
TRUNCATED CHEQUE
It is a paper but converted into electronic image
Signature in ink appear on the Image
Its purpose is to reduce the clearing cycle time

CHEQUE IN ELECTRONIC FORM
No paper is used. It is generated in electronic
form
Digital Signature or Electronic Signature is used
It reduces the dependency on Paper.

DQ.NO.4: Distinction between Drafts and Cheques
Draft
All Drafts are cheques
Draft contains only 2 parties viz., Drawer and
Payee
In a draft both Maker and Drawee is a banker
It cannot be easily countermanded by the person
purchasing the draft or by the bank issuing the
draft.
Draft is always order instrument

Cheque
All cheques are not drafts
Cheque may contain three parties Drawer,
Drawee Bank and Payee
In cheque only Drawee is banker
Payment can be easily countermanded by
drawer
Cheque may be bearer or order instrument

DQ.NO.5: Crossing of Cheques and Marking of Cheques
Crossing of cheques
Marking of Cheques
1. Crossing of cheques means drawing 2 1. Marking is a writing on the cheque by the
parallel transverse lines across the face of
Drawee banker that on the day of marking
the cheque.
there are sufficient funds available for honor
of the cheque.
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2. Crossing is done by the Drawer or any 2. Marking is done by the Drawee bank.
subsequent holder.
3. The effect of crossing is that the amount 3. Marking does not constitute acceptance by
mentioned on the cheque shall be paid only
the Drawee Bank. It does not guarantee
to the person who presented it through
payment. It only protects against subsequent
banker.
countermanding by drawer.
4. Crossing is recognized in India
4. Not recognized in India either by statute or by
custom, or by judicial decisions.
DQ.NO.6: Is there any difference in the protection available to a banker in respect of a cheque
being ‘crossed’ or ‘uncrossed’?

•

•

Crossed Cheque
If a cheque is uncrossed, the banker is not •
liable for the failure to inquire the
genuineness or the validity of the
endorsement on the cheque, which appears
to be that of the payee, but in fact it is not so.

Uncrossed Cheque
In case of crossed cheque, the protection is
available only if the payment is made in good
faith and without negligence, and under the
circumstances which are not suspicious and
does not warrant further inquiry.

To discharge the Drawee bank, payment in •
due course is sufficient

To discharge the Drawee bank, apart from
making the payment in due course, the
Drawee bank has to observe the provisions
relating to general crossing and special
crossing.

DQ.NO.7: Distinction between Drawee in case of Need and Acceptor for honor
Drawee in case of Need
When in the bill or in any endorsement thereon
the name of any person is given in addition to
the Drawee to be resorted to in case of need,
such person is called a “Drawee in case of need
".

Acceptor for honor
When a bill of exchange has been noted or
protested for non acceptance or for better
security, and any person accepts it after such
protest, for honour of the drawer or of any one
of the endorsers, such person is called an
“acceptor for honour ".
The name of Drawee in case of need is The name of Acceptor for honor is not
mentioned in the bill
mentioned in the bill.
Drawee in case of Need has to be approached Acceptor for Honor will interfere after
before going to Notary.
approaching the Notary.

DQ.NO.8: Distinction between Bearer Instrument and Order Instruments
Bearer Instrument
Order Instrument
A Promissory Note, bill of exchange or Cheque A Promissory Note, bill of exchange or Cheque
is payable to bearer:
is payable to order:
a) Which is expressed to be so payable; or a) Which is expressed to be so payable; or
b) On which the only or last endorsement is b) Which is expressed to be payable to a
an endorsement in blank.
particular person and does not contain
words prohibiting transfer.
A promissory note and demand bills of
exchange cannot be bearer instruments.
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A bearer instrument can be transferred by mere
delivery.
If a cheque is originally made payable to bearer,
then it continues to be bearer instrument
irrespective of any further endorsements
therein. In other subsequent endorsements on
bearer cheque may lose their significance.

www.mastermindsindia.com
An order instrument can be transferred by
endorsement and delivery
Subsequent endorsements on order cheque do
not lose their significance.

DQ.NO.9: Distinction between Inland Instruments and Foreign Instruments
Foreign Instruments differ from Inland Instrument in the following respects:
1. The liability of the Maker or drawer is decided by the law of the place where the instrument is
made or drawn.
2. The liability of the acceptor or endorser is decided by the law of the place where the instrument is
made payable.
3. Protest of Inland Bills is Optional. Foreign bills need protest if the law of the place where the
instrument is made or drawn requires such protest.
DQ.NO.10: Distinction between Holder and Holder in Due Course
Holder

Holder in Due Course

Holder may or may not acquire the instrument Holder in Due course acquires the instrument for
for consideration.
consideration.
Holder may acquire the instrument before or Holder in Due course must acquire the instrument
after maturity
before maturity, except in case of Accommodation
bills.
Holder may acquire the instrument with or Holder in due course acquires the instrument
without good faith
without knowing any defect in the title of the
transferor.
Holder gets the same title as that of the Holder in due course can get better title than that
transferor.
of the transferor.
DQ.NO.11: Distinction between Negotiability vs Assignability [May-2006:5M] [May-2013:4M]
Transfer by Negotiation
1. It is governed by NI Act, 1881

Transfer by Assignment
1. It is governed by Transfer of Property Act, 1882

2. HDC can get a better title than the 2. Assignee gets the same title as that of the
transferor
Assignor.
3. Consideration is Presumed

3. Consideration shall be proved.

4. Notice of transfer is not required

4. Notice of transfer shall be given by the
Assignee.

5. Bearer Instruments can be transferred by 5. Both bearer and order Instruments are
mere delivery. Order Instruments can be
transferred by executing a written document
transferred by endorsement and delivery.
signed by the assignor.
6. Endorsement does not require stamp 6. Assignment requires stamp duty.
duty
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DQ.NO.12: Distinction between Sans recourse endorsement and Sanc Frais endorsement
Sans recourse endorsement

Sans Frais Endorsement

The endorser of a negotiable instrument may, When the words “Sans Frais” are added in an
by express words in the endorsement, exclude endorsement, then no expenses should be
his own liability thereon. Such an endorsement incurred on account of the bill.
is called sans recourse or without recourse
endorsement
Where an endorser so excludes his liability and
afterwards becomes the holder of the
instrument, all intermediate endorsers are liable
to him. [Sec.52]
It amounts to waiver of endorser’s liability

It amounts to limitation of endorsers liability to
the amount mentioned on the bill.

DQ.NO.13: Distinction between Negotiation Back and Sans recourse endorsement
Negotiation Back

Sans Recourse Endorsement

When a person who has been a party to the NI The endorser of a negotiable instrument may, by
takes it again as a holder, then the instrument is express words in the endorsement, exclude his
said to have been negotiated back.
own liability thereon. Such an endorsement is
called
sans recourse or without recourse
endorsement
In case of negotiation back all the intermediate
parties are discharged from their liability to a
party who originally endorsed the bill and
subsequently became the holder thereof.

In case of sans recourse endorsement all the
intermediate parties are liable to a party who
originally endorsed the bill and subsequently
became the holder thereof.

DQ.NO.14: Distinction between discharge of Instrument and Discharge of Party
1. An instrument is said to be discharged only when the party who is ultimately liable thereon is
discharged from liability.
2. If a BE which is negotiated, comes to the hands of acceptor and held by the acceptor as a holder
in his own right, then all rights of action there under are extinguished.
3. Discharge of party to an instrument, other than primary party, does not discharge the instrument
itself. Therefore, Discharge of party to an instrument does not discharge the instrument itself
4. Consequently the HDC may proceed against the other parties liable for the instrument.
DQ.NO.15: Distinction between Dishonor by Non-Acceptance and Dishonor by Non-Payment
Dishonor by Non-Acceptance

Dishonor by Non-Payment

Only a bill of exchange can be dishonored by Promissory note, Bill of Exchange and cheque
Non-Acceptance
can be dishonored by non-payment.
It is a dishonor before maturity.

It is a dishonor at maturity.

Drawer can be sued before maturity

Drawer can be sued only after maturity.
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DQ.NO.16: Distinction between Acceptor for honor and Payer for honor
Acceptor for Honor
When a bill of exchange has been noted or
protested for non acceptance or for better
security, and any person accepts it after such
protest, for honour of the drawer or of any one of
the endorsers, such person is called an
“acceptor for honour ".
Acceptor for honor is not a party already liable
on the bill.

Payer for Honor
It is a payment made, by any person, for the
honor of any party liable on the bill, after the bill
has been protested for non-payment.

Payer for honor may be any person whether
already liable on the bill or not.

PRACTICAL QUESTIONS
PQ.NO.1: Characteristics of Negotiable Instrument
Which of the following is not applicable to a Negotiable Instrument? [May-07:1M]
a) It must be in writing.
b) It must be transferrable.
c) It must be registered.
d) It must be signed.
Answer – (c) Negotiable instrument need not be registered.
PQ.NO.2: Illustrations on validity of Promissory Note

I Promise to pay B or order Rs.500
I acknowledge myself to be indebted to B in
Rs.1,000 to be paid on demand for the value
received.
I Promise to pay B Rs.10,000 after 3 months
I Promise to pay B Rs.2,000 15 days after the
death of C.
I Promise to pay B Rs.500 on D’s Death provided
D leaves me enough to pay that sum.
I Promise to pay B Rs.500, seven days after my
marriage with C.
I Promise to pay Rs.500 to Mohan, if he secures
60% of marks in the examination
I Promise to pay B Rs.500 and to deliver him my
black horse on 01st January next

I promise to pay B Rs.350 and all other sums
which shall be due to him
I promise to pay B Rs. 500, first deducting there
out any money which he may owe me
I promise to pay Rs.5,000 or Rs.7,000 to Mr. Ram
I owe you a sum of Rs.10, 000. A tells B
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Valid PN
Valid PN. The words “Promise” is not
necessary to constitute PN.
Valid PN.
Valid PN. Because death is certain to
happen, though happening is uncertain.
Not a valid PN because of uncertainty as to
whether D will leave enough money.
Not a valid PN because of uncertain event.
Not a valid PN because of uncertain event.
Not a valid PN because the subject matter
of the instrument is partly kind. For a valid
PN, the subject matter must be money and
money only.
Not a valid PN because of uncertain sum.
Not a valid PN because of uncertain sum.
Not a valid PN because of uncertain sum.
Not a valid PN. Because no express written
promise.
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PQ.NO.3: Invalid Promissory Note
‘A’ signs the instrument in the following manner. State the instrument which cannot be
considered as a Promissory Note:
[Nov-07:1M]
1) I promise to pay B or order Rs.500.
2) I acknowledge myself to be indebted to B Rs.1,000 to be paid on demand, for value
received.
3) I promise to pay B Rs.10,000 after three months.
4) I promise to pay B Rs.500 seven days after my marriage with C.

Answer – (4) – Promise to pay shall not be dependent on uncertain event.
PQ.NO.4: Parties to a bill of exchange are to be specified with reasonable certainty :
A Bill is drawn payable at No. A-17 CA apartments, Mayur Vihar, New Delhi, but does not
contain Drawee’s name. Mr. Vinay who resides at the above address accepts the bill. Is it a
valid Bill?
1. As per Sec.5, Bill of exchange contains an unconditional order, signed by the maker, directing a
certain person to pay a certain sum of money.
2. Therefore, it is not necessary to particularly mention the name of the Drawee. It is sufficient if the
Drawee is indicated with reasonable certainty.
3. In the given case, though name of the Drawee is not mentioned, the bill contains the residence of
the Drawee. Therefore, Drawee is indicated with certainty.
4. Accordingly, the bill is valid.
PQ.NO.5: Partial Delivery of part of the instrument: Contract revocable:
M owes money to N. Therefore, he makes a promissory note for the amount in favor of N, for
safety of transmission he cuts the note in half and posts one half to N. He then changes his
mind and calls upon N to return the half of the note which he had sent. N requires M to send
the other half of the promissory note. Decide how rights of the parties are to be adjusted.
1. As per Sec.46, the making, acceptance or Indorsement of a PN/BE/Cheque is completed by
delivery.
2. Delivery may be actual or constructive.
3. Delivery must be of the whole instrument and not merely a part of it.
4. Contract on a Negotiable Instrument is incomplete and revocable until delivery.
5. In the given case, M has delivered only a part of the instrument i.e., one half of PN to N. therefore,
the instrument cannot be said to be delivered and accordingly M has a right to revoke the
instrument
6. Accordingly M is not liable to N and M can compel the N to transfer the one half of PN sent by M
to N as Mr.N does not acquire any rights on the half instrument.
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PQ.NO.6: Endorsement not Complete without delivery
M drew a cheque amounting to Rs. 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?
1. As per Sec.15, when a holder signs a negotiable instrument for the purpose of negotiation, then
he is said to be endorsed the instrument and he is called as endorser.
2. As per Sec.46, the making, acceptance or Indorsement of a PN/BE/Cheque is completed by
delivery.
3. Delivery may be actual or constructive.
4. In the given case, N has not delivered the instrument to C, therefore there is no endorsement by
N to C.
PQ.NO.7: Constructive Delivery:
A, the holder of a negotiable instrument payable to bearer, which is in the hands of A's banker,
who is at the time the banker of B, directs the banker to transfer the instrument to B's credit in
the banker's account with B. The banker does so, and accordingly now possesses the
instrument as B's agent. Whether the instrument can be said to be negotiated, and whether B
has become the holder
1. As per Sec.46, the making, acceptance or Indorsement of a PN/BE/Cheque is completed by
delivery.
2. Delivery may be actual or constructive.
3. Constructive delivery or delivery by Attornment means, delivery by consenting to transfer the title.
4. In the given case, Banker is holding the cheque on behalf of A and if the bankers transfers the
title to the cheque from A to B upon the instructions from A, the instrument is said to be
constructively delivered from A to B
5. Therefore, the instrument is said to be negotiated and B becomes the holder of it.
PQ.NO.8&9: Qualified Acceptance and its Effects
PQ.NO.8: An acceptor accepts a “Bill of Exchange” but write on it “Accepted but payment will
be made when goods delivered to me is sold.” Decide the validity.
1. As a general rule, the acceptance must be general or unconditional acceptance.
2. If the Drawee gives a qualified acceptance, then the holder has an option either to reject such
qualified acceptance or to take such qualified acceptance.
3. If the holder rejects the qualified acceptance, the bill is said to be dishonored by non-acceptance
and all the prior parties are liable to such holder.
4. On the other hand, if the holder takes a qualified acceptance, then he has to obtain the consent of
all the prior parties. If any of the prior party does not consent for qualified acceptance, then such
party is discharged from his liability to holder.
PQ.NO.9: A Bill of Exchange originally drawn by M for a sum of Rs. 10,000, but accepted by R
only for Rs. 7,000. Examine the validity.
1. As a general rule, the acceptance must be general or unconditional acceptance.
2. If the Drawee gives a qualified acceptance, then the holder has an option either to reject such
qualified acceptance or to take such qualified acceptance.
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3. As per Explanation (b) to Sec.86, among other things, an acceptance is said to be qualified if the
Drawee undertakes to pay only part of the sum ordered by Drawer.
4. In the given case, Drawer M ordered to pay Rs.10,000 /- but acceptor Mr.R accepts for only
Rs.7,000.
5. Mr.M may either treat the bill as dishonored by non-acceptance or he may agree for such
qualified acceptance.
6. If Mr.M agrees for qualified acceptance, then he may collect only Rs.7,000 from Mr.R.
PQ.NO.10: Determination of due date for payment
Bharat executed a promissory note in favour of Bhushan for Rs. 5 crores. The said amount
was payable three days after sight. Bhushan, on maturity, presented the promissory note on
1st January, 2008 to Bharat. Bharat made the payments on 4th January, 2008. 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
1. As per Sec.24, if the Promissory note is payable after sight, then the date of presentment for sight
shall be excluded for determining the due date for payment.
2. In the given case, the Promissory note is payable 3 days after sight and is presented for sight on
01.01.2008.
3. The date of presentment i.e., 01.01.2008 shall be excluded and the due date for payment shall be
third after the date of presentment i.e., 04.01.2008
4. Bharat has promptly made the payment on due date of 04.01.2008.
5. Therefore the claim of Bhusan for interest for one day is not valid as it seems that he has not
excluded the day of presentment and accordingly he might have reckoned the due date as
03.01.2008 without excluding the day of presentment.
PQ.NO.11: Inchoate Instruments
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 favor 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 dishonored.
Referring to the provisions of the Negotiable Instruments Act, 1881, discuss the rights of B
and C.
1. As per Sec.20, if a person signs a blank stamped instrument and delivers to any person for the
purpose of negotiation, then he is liable to a holder in due course, for any amount stated in the
instrument, subject to a maximum of amount covered by the stamp duty.
2. Sec.20 specifies a stamped instrument and cheque does not bear stamp. But in the case of
S.Gopal vs D.Balachandran, it has been held that, if the drawer of a cheque gives authority to
payee to fill up the cheque, the cheque is valid.
3. The liability of such signer, to any person, other than holder in due course, shall not exceed the
amount actually intended by him and authorized at the time of delivering a blank instrument.
4. Further, as per Sec.44, if the consideration is partly absent, then the liability of the person signing
the instrument for part consideration is limited to the actual consideration.
5. Therefore, in the given case, Mr.B can recover only the amount as intended by Mr.A i.e., the
amount owed by A to B but not the full amount mentioned on the cheque.
6. However, Mr.C being a holder in due course can recover from B and A, the full amount mentioned
in the cheque.
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PQ.NO.12: Determining whether a person is a holder
Discuss with reasons, whether the following persons can be called as a ‘holder’ under the
Negotiable Instruments Act, 1881:
(i) X who obtains a cheque drawn by Y by way of gift.
(ii) A, the payee of the cheque, who is prohibited by a court order from receiving the amount of
the cheque.
(iii) M, who finds a cheque payable to bearer, on the road and retains it.
(iv) B, the agent of C, is entrusted with an instrument without endorsement by C, who is the
payee.
(v) B, who steals a blank cheque of A and forges A’s signature.
As per section 8 of the Negotiable Instruments Act, 1881 ‘holder’ of a Negotiable Instrument means
any person entitled in his own name to the possession of it and to receive or recover the amount due
thereon from the parties thereto.
On applying the above provision in the given casesi)

Yes, X can be termed as a holder because he has a right to possession and to receive the
amount due in his own name.

ii) No, he is not a ‘holder’ because to be called as a ‘holder’ he must be entitled not only to the
possession of the instrument but also to receive the amount mentioned therein.
iii) No, M is not a holder of the Instrument though he is in possession of the cheque, so is not entitled
to the possession of it in his own name.
iv) No, B is not a holder. While the agent may receive payment of the amount mentioned in the
cheque, yet he cannot be called the holder thereof because he has no right to sue on the
instrument in his own name.
v) No, B is not a holder because he is in wrongful possession of the instrument.
PQ.NO.13: Determining whether a person is a holder in due course
A draws a cheque for Rs. 100 and hands it over to B by way of gift. Is B a holder in due course?
Explain the nature of his title, interest and right to receive the proceeds of the cheque.
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 Rs. 100 from the
bank on whom the cheque is drawn.
PQ.NO.14: Privileges of Holder in Due Course – Instrument obtained by unlawful means ‘
Mr.A singed a blank acceptance and kept it in his locker. Mr. stole the instrument and filled it
up for Rs.2,000 and negotiated to Mr.C, an innocent person, for consideration. Whether Mr.A is
liable to C.
Answer given by ICAI
1. In the case of Baxendale vs Bennett, it has been held that, the signer of blank acceptance was
not liable to HDC, if the instrument is not delivered.
2. Therefore, in the given case, Mr.A is not liable to Mr.C, because Mr.A has not delivered the
instrument.
Alternate Answer/view (Write both the above and below answers in the exam)
3. The general rule is that, to be valid, a NI must be delivered to payee/holder. However, Sec.58
contains an exception to this general rule and provides that if the person possessing the bearer
instrument or the endorsee of order instrument is the HDC, then such HDC can recover the
amount mentioned on the instrument.
4. Accordingly, in the given case, since Mr.C is a HDC, he can recover money from Mr.A
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PQ.NO.15: Privileges of Holder in Due Course - Estoppel against denying original validity of
instrument.
J accepted a bill of exchange and gave it to K for the purpose of getting it discounted and
handing over the proceeds to J. K having failed to discount it returned the bill to J. J tore the
bill in two pieces with the intention of cancelling it and threw the pieces in the street. K picked
up the pieces and pasted the two pieces together, in such manner that the bill seemed to have
been folded for safe custody, rather than cancelled. K put it into circulation and it ultimately
reached L, who took it in good faith and for value. Is J liable to pay the bill under the
provisions of the Negotiable Instruments Act, 1881 ?
Answer given by ICAI
The problem is based upon the privileges of a ‘holder in due course’, Section 120 of the Negotiable
Instruments Act, 1881 provides that No drawer of a bill shall in a suit thereon by a holder in due
course be permitted to deny the validity of the instrument as originally drawn. .A holder in due course
gets a good title of the bill.
Therefore in the given problem J is liable to pay for the bill. L is a holder in due course, who got the
bill in good faith and for value.
Alternate Answer
1. As per Sec.120 of the NI Act, 1881, Drawer of a bill of exchange and ACCEPTOR FOR HONOUR
cannot deny the validity of the instrument against the holder-in-due course.
2. As Sec.120 does not mention the acceptor, an acceptor can deny the validity of the instrument.
3. Further what cannot be denied is the validity of the instrument in existence.
4. It does not contemplate the very existence of the instrument. Therefore, if the instrument is
existing then its validity cannot be denied against holder in due course. But if the instrument itself
is not in existence, then even the holder in due course cannot get the title to the instrument.
5. In the given case, since J (the acceptor) tore the instrument, the very existence of the instrument
is cancelled and there is no instrument at all.
6. Accordingly, Mr.L even if he is a holder in due course, he cannot get the title to the instrument.
PQ.NO.16: Privileges of Holder-in-Due Course: Fictitious Bill
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.
1. As per Sec.42, 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.
2. Accordingly, in the given case, Y cannot avoid payment by quoting the reason that the drawer (Z)
is fictitious.
3. The only condition is that the signature of Z as drawer and as endorser must be in the same
handwriting, i.e., the same person who signed the bill in the name of fictitious drawer (Mr.X)
should have signed the bill as endorser.
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PQ.NO.17: Privileges of Holder –in-Due course: Forged Acceptance.
On a Bill of Exchange for Rs. 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. State with reasons
whether ‘A’ can be considered as a ‘Holder in due course’ and whether he (A) can receive the
amount of the Bill from ‘X’.
A’s status as Holder in Due course
1. As per Sec.9, Holder in Due Course means a person who obtained the instrument for
consideration, before maturity and without having any reason to suspect the defect in the title of
the transferor.
2. In the given case, Mr.A obtained the instrument for consideration, in good faith and before
maturity. Therefore he can be considered as Holder in Due Course.
A’s right to receive the amount from X
1. As per Sec.36 every prior party is liable to holder-in-due course. However, Sec.36 cannot be
applied in case of forgery.
2. Forgery is a nullity and wholly inoperative. In case of forgery, holder-in-due course cannot get any
special privilege.
3. Therefore, Mr.A cannot receive the amount of the Bill from Mr.X.
4. It has to be noted that, Sec.41 stipulates that the acceptor cannot be relieved from liability if the
endorser’s signature is forged, if the acceptor knows that the endorser’s signature is forged.
5. However, Sec.41 cannot be applied to the given case, as the signature forged in the given case is
that of the acceptor himself not that of the endorser.
PQ.NO.18: Privileges of Holder in Due Course - Instruments without consideration
A draws a bill on B. B accepts the bill without any consideration. The bill is transferred to C
without consideration. C transferred it to D for value. Decide-.
(i) Whether D can sue the prior parties of the bill, and
(ii) Whether the prior parties other than D have any right of action inter se?
1. As per Sec.43, if a NI is made, accepted or endorsed without consideration, then it creates no
obligation of payment between the parties to the transaction.
2. But if any party transfers the instrument to a holder for consideration, then such holder and every
subsequent party may recover the amount due on the instrument from such party who transferred
the instrument for consideration and any prior party thereto.
3. In the given case, Mr. D is the holder for consideration, therefore, he can recover the amount from
C, who is a transferor for consideration and also from A and B being the parties prior to transferor
for consideration.
4. The parties prior to D have no right to action among themselves, as there is no consideration.
PQ.NO.19: Privileges of Holder in Due Course – Partial absence of consideration
P draws a bill on Q for Rs. 10,000. Q accepts the bill. On maturity the bill was dishonored by
non-payment. P files a suit against Q for payment of Rs. 10,000. Q proved that the bill was
accepted for value of Rs. 7,000 and as an accommodation to the plaintiff for the balance
amount i.e. Rs. 3,000. Referring to the provisions of the Negotiable Instruments Act, 1881
decide whether P would succeed in recovering the whole amount of the bill?
1. As per Sec.44, if the consideration, for which a person accepted the bill, is absent in part, then the
liability of acceptor to the drawer is reduced to the extent of actual consideration between them,
irrespective of the amount stated on the instrument.
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2. In the given case, Mr.Q proved that he has received consideration of only Rs.7000 from Mr.P.
3. Therefore, Mr.Q’s liability is limited to Rs.7,000.
4. Accordingly, Mr.P cannot recover the whole amount of Rs.10,000 from Mr.Q.
PQ.NO.20: Privileges of Holder in Due course – Instruments acquired after maturity
‘A’ draws a Bill of exchange payable to himself on ‘X’ who accepts the bill without
consideration just to accommodate ‘A’ who then transfers the bill to ‘P’ for good
consideration. State the rights of ‘A’ and ‘P’. Would your answer be different if ‘A’ transferred
the bill to ‘P’ after maturity? [May – 2008: 5M]
First Part - As per Sec.43 of the NI Act, 1881, if a bill of exchange is accepted without consideration,
then it creates no obligation between parties. However, if any party transfers the instrument to a
holder for consideration, then such holder can claim the amount from such transferor for
consideration and any party prior to such transferor. In the given case the Bill is accepted by ‘X’
without consideration. Therefore, it creates no obligation between A and X. Accordingly ‘A’ does not
have a right to recover money form ‘X’ In the given case ‘P has paid the consideration, therefore he
can claim amount from ‘A’ or from ‘X’
Second Part – As per Sec. 59 of the NI Act, 1881, if a person acquires a bill, which is accepted
without consideration, in good faith and for consideration, then he can recover the amount mentioned
on the instrument, even if he acquired the instrument after maturity. In the given case, the bill is
acquired by “P’ for consideration and in good faith. Therefore he can recover the amount mentioned
on the instrument from ‘A’ or ‘X’
PQ.NO.21: Rights of a person who obtained the instrument for Holder-in-Due Course
A draws and B accepts the bill payable to C or order, C endorses the bill to D and D to E, who
is a holder-in-due course. From whom E can recover the amount?
1. As per Sec.36, every prior party to a negotiable instrument is liable thereon to a holder in due
course until the instrument is duly satisfied.
2. Prior parties include the maker or drawer, the acceptor and endorsers.
3. Therefore, in the given case, Mr.E being the holder in due course can recover money from D&C
(being the endorsers), B(being the acceptor) and A(being the drawer).
PQ.NO.22: Rights of a person who obtained the instrument for Holder-in-Due Course
S by inducing T obtains a Bill of Exchange from him fraudulently in his (S) favour. Later, he
enters into a commercial deal and endorses the bill to U towards consideration to him (U) for
the deal. U takes the bill as a Holder-in-due-course. U subsequently endorses the bill to S for
value, as consideration to S for some other deal. On maturity the bill is dishonoured. S sues T
for the recovery of the money. With reference to the provisions of the Negotiable Instruments
Act, 1881 decide whether S will succeed in the case or not.
1. As per Sec.53 of the NI Act, any person who takes the instrument from holder-in-due course can
get the same rights as that of the holder-in-due course.
2. However, Sec.53 is not applicable, if the person taking the instrument, from holder-in-due course,
himself has committed a fraud.
3. In the given case, S obtains the instrument from U, who is a holder in due course. Usually, as per
Sec.53 he can get the rights of a holder in due course. But in the given Mr.S himself has
committed the fraud. Therefore he cannot get the rights of a holder in due course and he cannot
recover money from T.
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PQ.NO.23: Rights of a person who obtained the instrument for Holder-in-Due Course
B obtains A’s acceptance to a bill of exchange by fraud. B endorses it to C who is a holder in
due course. C endorses the bill to D who knows of the fraud. Referring to the provisions of the
Negotiable Instruments Act, 1882, decide whether D can recover the money from A in the
given case.
1. Section 53 of the Negotiable Instruments Act, 1881 provides that a holder of negotiable
instrument who derives title from a holder in due course has the same rights as that of the holder
in due course.
2. Sec.53 is applicable even if the person taking the instrument is aware of any defect in the
instrument.
3. In the given case, Mr.D obtained the instrument from C, who was a holder in due course. So D
gets a good title, even he is aware of the fraud committed by B, as D himself is not a party to the
fraud.
4. Therefore, D can recover the amount from A.
PQ.NO.24: Sans Recourse Endorsement
What is a ‘Sans Recourse’ endorsement? A bill of exchange is drawn payable to X or order. X
endorses it to Y, Y to Z, Z to A,A to B and B to X. State with reasons whether X can recover the
amount of the bill from Y, Z, A and B, if he has originally endorsed the bill to Y by adding the
words ‘Sans Recourse.
1. Sans Recourse endorsement means, an endorsement in which the endorser declines to accept
liability to any party subsequent to him.
2. When a person who has been a party to the NI takes it again as a holder, then the instrument is
said to have been negotiated back.
3. Intermediate Parties are not liable to such person who transferred and received back again, even
if such person is a Holder in Due Course. This is to prevent circuitry of action.
4. However, if initially at the time of transfer, such person excludes his liability by Sans Recourse
Endorsement, then all intermediate parties are liable to him.
5. In the given case, Mr.X has made a sans recourse endorsement, therefore he is not liable, in his
capacity as endorser, to Y, Z, A and B.
6. However, Mr.X can recover the amount from Y, Z, A and B, in his capacity as a endorsee/holder.
PQ.NO.25, 26 & 27: Liability of Minor
PQ.NO.25: A draws a cheque in favor of M, a minor. M endorses the same in favor of X. The
cheque is dishonored by the bank on grounds of inadequate funds. Discuss the rights of X.
As per Section 26, 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.
PQ.NO.26: X, a major, and M, a minor, executed a promissory note in favor of P. Examine with
reference to the provisions of the Negotiable Instruments Act, the validity of the promissory
note and whether it is binding on X and M.
1. Every person competent to contract has capacity to incur liability by making, drawing, accepting,
endorsing, delivering and negotiating a promissory note, bill of exchange or cheque
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2. As a minor’s agreement is void, he cannot bind himself by becoming a party to a negotiable
instrument. But he may draw, endorse, deliver and negotiate such instruments so as to bind all
parties except himself.
3. In view of the provisions of Section 26 explained above, the promissory note executed by X and
M is valid even though a minor is a party to it.
4. M, being a minor is not liable. But X being major is liable to P.
PQ.NO.27: A the broker draws a cheque in favor of B, a minor. B indorses the cheque in favor
of C, who in turn indorses it in favor of D. Subsequently, the bank dishonored the cheque.
State the rights of C and D and whether B, can be made liable?
1. According to Section 26 of the Negotiable Instruments Act, 1881 a minor may draw, endorse,
deliver and negotiate a negotiable instrument to bind all parties except himself.
2. Therefore, C and D cannot claim from B, who being a minor does not incur any liability on the
cheque.
3. C can claim payment from A, the Drawer, only and D can claim against C, the endorser and A,
the drawer.
PQ.NO.28: Liability of Legal heirs
X, a legal successor of Y, the deceased person, signs a Bill of Exchange in his own name
admitted a liability of Rs. 50,000 i.e. the extent to which he inherits the assets from the
deceased payable to Z after 3 months from 1st January, 2002. On maturity, when Z presents
the bill to X, he (X) refuses to pay for the bill on the ground that since the original liability was
that of Y, the deceased, therefore he is not liable to pay for the bill.
Referring to the provisions of the Negotiable Instruments Act, 1881 decide whether Z can
succeed in recovering Rs. 50,000 from X. Would your answer be still the same in case X does
not state the limit in the bill and the liability is more than the assets he inherits from Y.
1. As per Sec.29, if a legal representative signs a NI, then he is liable to the amount mentioned in
the instrument, unless, he expressly limits his liability to the extent of assets received by him.
2. In the given case, Mr.X a legal successor of Y signed a Bill and therefore, he is liable to Mr.Z as
per Sec.29
3. Accordingly Mr.Z can recover the amount of Rs.50,000 from Mr.X
4. If Mr.X does not expressly limits his liability to the extent of assets acquired by him, then he is
liable to the full amount mentioned in the bill, even if such liability is more than the assets
inherited from Mr.Y.
PQ.NO.29: Liability of Drawee Bank in case of forgery
X drew a cheque payable to 'Y or on order’. Unfortunately it was lost and Y's endorsement
was forged. Subsequently, the banker pays for the cheque. Is the banker discharged from
liability? What will be the consequences if the drawer's signatures were forged?
1. As per Sec.85(1), if the cheque payable to order appears to be endorsed by payee, though
endorsed by any other person, the Drawee is discharge by payment in due course.
2. In the given case, the cheque is payable to Y and the signature of the endorser is forged.
Therefore, Drawee bank is discharged from liability, if payment is made in due course.
3. However, if the drawer signature is forged, the banker is liable to drawer even if the payment is
made in due course.
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PQ.NO.30: Non-liability of the banker receiving the payment of the cheque
The drawer, ‘D’ is induced by ‘A’ to draw a cheque in favor of P, who is an existing person. ‘A’
instead of sending the cheque to ‘P’ forgoes his name and pays the cheque into his own bank.
Whether ‘D’ can recover the amount of the cheque from ‘A’s banker. Decide.
Answer given by ICAI
1. As per Sec.42, even if the name of the payee is fictitious, the amount mentioned on the
instrument is required to be paid.
2. “Fictitious Payee” means a person who is not in existence or was not intended by the drawer.
3. In the given case, Mr.P is not a fictitious payee.
4. Therefore, amount is not required to be paid on the instrument.
5. Accordingly, Mr.D can recover the amount from A’s banker.
Alternate Answer/view (Write both the above and below answers in the exam)
1. As per Sec.131, a banker who received a cheque from customer, in good faith and without
negligence, is not liable to the true owner, if the title of such customer proves to be defective.
2. In the given case A’s banker has received the cheque on behalf of A and therefore he is not liable
to true owner i.e., D, provided the banker has acted in good faith and without negligence.
PQ.NO.31: Liability in case of Not-Negotiable crossed cheques
A cheque payable to bearer is crossed generally and marked “not negotiable”. The cheque is
lost or stolen and comes into possession of B who takes it in good faith and gives value for
it. B deposits the cheque into his own bank and his banker presents it and obtains payment
for his customer from the bank upon which it is drawn. The true owner of the cheque claims
refund of the amount of the cheque from B.
[May-05].
Discuss the liability of the banker collecting the cheque and the banker paying the cheque
and B to the true owner of the cheque referring to the provisions of the Negotiable
Instruments Act, 1881.
(or)
Mr. Clever obtains fraudulently from J a cheque crossed ‘Not Negotiable’. He later transfers
the cheque to D, who gets the cheque encashed from ABC Bank, which is not the Drawee
Bank. J, comes to know about the fraudulent act of Clever, sues ABC Bank for the recovery
of money. Examine with reference to the relevant provisions of the Negotiable Instruments
Act, 1881, whether J will be successful in his claim. Would your answer be still the same in
case Clever does not transfer the cheque and gets the cheque encashed from ABC Bank
himself?
[June-2009]
1. As per Sec.130, if a person takes a cheque crossed generally or specially, containing the words
“not negotiable," then he shall not get better title than his transferor.
2. As per Sec.131, if a banker receives payment on a cheque, in good faith and without negligence,
for a customer, of a cheque crossed generally or specially to him, shall not be liable to the true
owner, in case title to the cheque proves to be defective.
3. As per Sec.128, if the bank on whom a cheque is drawn has paid the amount in due course, he is
discharged from liability as if he has paid the amount to the true owner. In other words, the
Drawee bank making the payment in due course is not liable to the true owner.
4. In the given case, the cheque is lost or stolen and the person who stole or found the cheque does
not get any title.
Liability of B
1. Therefore, though Mr.B is a holder-in-due course, he will not get better title than the person who
stolen the cheque or found the cheque, because the cheque contains the words “not negotiable”.
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2. Accordingly, Mr.B has no right to retain the amount and he is liable to refund the amount to the
true owner of the cheque.
Liability of Collecting Banker: Collecting banker is not liable to true owner, keeping in view of the
special protection given to him U/s 131, provided he received the amount in good faith and without
negligence.
Liability of Paying Banker: Paying Banker is not liable to true owner, keeping in view of the privilege
given to him U/s 128, provided he made the payment in due course.
PQ.NO.32 & 33: Liability of banker in case of forged endorsement
PQ.NO.32: X drew a cheque payable to 'Y or on order'. Unfortunately it was lost and Y's
endorsement was forged. Subsequently, the banker pays for the cheque. Is the banker
discharged from liability? What will be the consequences if the drawer's signatures were
forged?
1. As per Sec.85, where a cheque payable to order purports to be endorsed by the payee, (i.e.,
appears to be endorsed by payee but endorsed by other person), the Drawee is discharged by
payment in due course.
2. In the given case, Y’s endorsement is forged. Therefore, Drawee banker is discharged from
liability if the payment is made in due course.
3. On the other hand, if the drawer’s signature is forged, then the then the Paying Banker / Drawee
Banker is not discharged and is liable to the drawer, even if amount is paid to any person in due
course and without negligence.
PQ.NO.33: Raman is the payee of an order cheque. John steals the cheque and forges
Raman’s signatures and endorses the cheque in his own favour. John then further endorses
the cheque to Anil, who takes the cheque in good faith and for valuable consideration.
Examine the validity of the cheque as per provisions of the Negotiable Instruments Act, 1881
and also state whether Anil can claim the privileges of a Holder in Due course.
1. As per Sec.58, if the instrument is obtained from lawful owner by means of an offense or fraud,
then the endorsee who is a holder in due course is entitled to receive the amount mentioned on
the instrument from any prior party.
2. In this regard, a signature which is obtained by fraud has to be distinguished from a signature
which is forged.
3. Forgery is a nullity and wholly inoperative. In case of forgery, holder-in-due course cannot get any
special privilege.
4. In the given case, the signature of Raman is forged. Therefore, Anil cannot claim the privileges of
holder in due course.
PQ.NO.34: Delay in presentment for payment – Discharge of Parties
Promissory note dated 1st February, 2001 payable two months after date was presented to
the maker for payment 10 days after maturity. What is the date of Maturity? Explain with
reference to the relevant provisions of the ‘Negotiable Instruments Act, 1881 whether the
endorser and the maker will be discharged by reasons of such delay.
1. As per Sec.23, if a Promissory Note is made payable after stated number of months after date,
then the date of maturity is the 3rd day after the day in the maturing month, which corresponds to
the date of making the Promissory Note.
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2. In the given case, the promissory note is made on 01st February 2001 and is made payable 2
months after date. Therefore the period shall terminate on 01st April 2001 and the Promissory
note is made payable on 3rd day after such date i.e., 04th April 2001, provided such day is not a
public holiday. If such day is public holiday, then it is payable on preceding business day. If such
day is emergency holiday, then it is payable on succeeding business day.
3. As per Sec.66, a Promissory note payable at a specified period after date must be presented for
payment at maturity.
4. Further as per Sec.64, if Promissory note is not presented as above, then the parties other than
maker are not liable to such holder. However, maker of a promissory note being the primary party
liable thereon is liable to holder.
5. In the given case, the promissory note is presented 10 days after maturity. Therefore keeping in
view of Sec.65, the endorser is discharged from liability to holder. However, maker is liable to
holder.
PQ.NO.35 & 36: Material Alteration
PQ.NO.35: A promissory note was made without mentioning any time for payment. The holder
added the words “on demand” on the face of the instrument .Does this amount to material
alteration?
As per the 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.
PQ.NO.36: State whether the following alterations are material alterations under the
Negotiable Instruments Act, 1881?
(i) The holder of the bill inserts the word "or order” in the bill,
(ii) The holder of the bearer cheque converts it into account payee cheque,
(iii) A bill payable to ' is converted into a bill payable to X and Y
(iv) The holder of a bill alters the date of the instrument to accelerate or postpone the time of
payment.
(v) Bill payable three months after date is altered into a bill payable three months after sight.
(vi) A bill was dated 2002 instead of 2003 and subsequently the agent of the drawer corrected
the mistake.
(vii) A bill payable with ‘lawful interest’ is altered into one payable with 12% interest.
(viii) A bill is accepted payable at the Indian Bank, Sarita Vihar, New Delhi. The holder without
the consent of the acceptor scores out Sarita Vihar and inserts Chandni Chowk instead.
i)

Inserting the words “or order” is not a material Alteration as it does not change the legal effect or
the character of the instrument.

ii) Conversion of Bearer Cheque into account payee cheque is a material alteration as it alters the
legal effect or character of the instrument.
iii) Inserting the additional payee amounts to material alteration as it affects the rights and obligations
of the parties.
iv) Alteration of date amounts to material alteration as it affects the rights and obligations of the
parties to the instrument.
v) Conversion of after date bill into after sight bill amounts to material alteration as it postpones the
time of payment which in turn affects the rights and obligations of the parties to the instrument.
vi) As per Sec.87, if the alteration is made to give effect to the common intention of the original
parties, then instrument does not become void. Accordingly rectification of mistake in the year
does not amount to material alteration.
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vii) As per Sec.80, when no rate of interest is mentioned in the bill, an interest @ 18% p.a. shall be
paid notwithstanding any agreement between the parties. In the given case, a bill is payable with
lawful interest which is 18%. The bill is altered as payable with 12%. Therefore, it alters the rights
and liabilities of the parties. Accordingly it is a material alteration.
viii) In this case, the alteration is material. It renders the instrument void against persons who were
parties thereto before such alteration, unless they have consented to the alteration (Sec. 87)
PQ.NO.37-41: Dishonor of Cheque
PQ.NO.37: Briefly explain the circumstances of dishonor of NI. What are the consequences of
a cheque being dishonored for insufficiency of funds in the account?
Dishonor of NI
1. A bill may dishonor by non-acceptance or by non-payment.
2. A bill is dishonored for non-acceptance, if the Drawee is incompetent to contract or does not
accept the bill within 48 hours or gives a qualified acceptance.
3. A NI is dishonored by non-payment if the primary party liable on the instrument i.e., maker of a
PN, Acceptor of a BE, Drawee of a Cheque, makes default in payment.
4.

A PN/BE is also dishonored by non-payment, if presentment for payment is excused and the it
remains unpaid on maturity.

Consequences of dishonor of cheque for insufficient funds: The drawer is punishable with
imprisonment for a period of 2 years or with fine up to twice the amount of the cheque, or with both, if
the following conditions are satisfied:
1. The payee/holder demands the payment from the drawer by giving a notice within 30 days from
the receipt of intimation of dishonor from the bank.
2. The drawer fails to pay the amount of the cheque within 15 days of receipt of notice from
payee/holder.
3. The payee/holder files a suit against the drawer within 1 month from the expiry of said 15 days.
PQ.NO.38: V makes a gift of Rs.10, 000 to W through a cheque issued in favor W. Later he
informs W not to present the cheque for payment and informs the bank also to stop payment.
Examining the provisions of NI Act, 1881 decide whether V is liable for an offense U/s 138
1. The drawer of a cheque is liable for an offense U/s 138, only if the cheque is issued to discharge
a legally enforceable debt or other liability.
2. Unless the contrary is proved, it shall be presumed that the holder of a cheque received the
cheque for the discharge of any debt or liability.
3. In the present case the drawer V issued a cheque to Was a gift.
4. Therefore, the drawer V is not liable U/s 138 as the cheque is not issued to discharge a debt or
other liability.
5. Presumption U/s 139 is not applicable in the given case, as the contrary is proved i.e., it is proved
that the cheque is issued as gift.
PQ.NO.39: X draws a cheque in favor of Y. After having issued the cheque he informs Y not to
present the cheque for payment. He also informs the bank to stop payment. Decide, under
provisions of the Negotiable Instruments Act, 1881; whether the said acts of X constitute an
offence against him?
1. As per Sec.138, the drawer of a cheque is liable for an offense, if he issues a cheque for
discharge of a debt or liability and the cheque has been returned due to insufficient funds.
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2. In the case of Modi Cements Ltd vs Kuchil Kumar Nandi’s case, it has been held that, once a
cheque is issued by the drawer, he is bound by it and merely because he issued a notice for
stoppage of payment, it will not preclude an action U/s 138. Therefore an offense U/s 138 is said
to be committed, even if the customer informs the bank to stop payment and to the payee/holder
not to present the cheque.
3. Therefore, keeping in view of the above judgment, X is liable for an offense U/s 138.
PQ.NO.40: ‘A’ issued a cheque for Rs. 5,000/- to ‘B’. ‘B’ did not present the cheque for
payment within reasonable period. The Bank fails. However, when the cheque was ought to be
presented to the bank, there was sufficient fund to make payment of the cheque. Now, ‘B’
demands payment from ‘A’. Decide the liability of ‘A’ under the Negotiable Instruments Act,
1881.
1. As per Sec.84, where the cheque is not presented for payment within a reasonable time and the
drawer has sufficient balance at the time the cheque ought to be presented and the drawer
suffers damage due to bank becoming bankrupt, then such drawer is discharged from his liability
to the holder.
2. The holder then becomes creditor of the banker and can the recover the amount from the banker.
3. In the given case, since B did not present the cheque within reasonable time and the bank
become bankrupt, the drawer A is discharged from liability to B and B can recover Rs.5,000 from
the Drawee bank.
PQ.NO.41: Ram has Rs. 2,000/- in his bank account and he has no authority to overdraw. He
issued a cheque for Rs. 5,000/- to Gopal which was dis-honoured by the bank. Point out
whether Gopal must necessarily give notice of dishonor to Ram under the Negotiable
Instruments Act, 1881 ?
1. As per the provision given under the Negotiable Instruments Act, 1881, in a suit against the
drawer on an instrument being dishonored, notice of dishonor is a material part of the cause of
action. However, Sec.98 specifies the instances when notice of dishonor is not necessary.
2. As per Sec.98(c) notice of dishonor is not necessary, when the party could not suffer damage for
want of notice.
3. In the case of Sunmick Exports Pvt Ltd vs Deutsche Bank, it has been held that when from the
conduct of the party, it is apparent that they were aware of the liability, then the case is covered
by Sec.98(c).
4. For this purpose, is sufficient if it is shown that at the time of drawing the instrument, there were
no funds belonging to the drawer in the hands of the Drawee. [Subrao vs Sitaram]
5. In the given case, it appears that Ram is aware of the possibility of dishonor of cheque and
accordingly notice of dishonor is not necessary keeping in view of Sec.98(c)

TRUE OR FALSE QUESTIONS
1. An engagement in promissory note can be oral – False.
2. There is no prescribed format for promissory note – True.
3. The word promise necessary in a promissory note – False.
4. Attestation is required for pro-note – False.
5. An Ante-dated or post-dated instrument is not valid – True.
6. In case of special crossing the name of the specified banker must be mentioned between two
parallel lines – False (two parallel lines are not essential)
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7. Not-negotiable crossed cheques are not transferrable - False (The cheque continues to be
transferrable but only those rights are conveyed to the transferee which the transferor has)
8. Demand bills are not required to be presented for Acceptance – True
9. After date bills are not required to be presented for Acceptance – True.
10. Acceptance is required only in case of bill of exchange but every bill is not required to be
presented for acceptance – True
11. Holder for value and Holder in due course are one and the same – False
12. The validity period of cheque is 6 months – False.
13. In order to file a suit U/s 138, the cheque may be presented to the Drawee bank or collecting
banker within 3 months – False (The cheque must reach the Drawee Bank within its validity
period)
14. A negotiable instrument payable to order can be transferred by simple delivery - False (It has to
be transferred by endorsement and delivery)
15. A person who takes the instrument for value and in good faith is known as holder for value –
False (He is Holder in Due course)
16. A Negotiable Instrument drawn in favor of minor is void – False.
17. The statement that “Once a bearer instrument always a bearer instrument” holds good for both
bills and cheques – False (It holds good only for cheques but not bills)
18. There must always be three parties in a bill of exchange -False (Drawer and Payee can be the
same person)
19. A negotiable instrument must be freely transferrable -True
20. A promissory note contains an unconditional order – False (It contains an unconditional promise)
21. Negotiable Instrument does not apply to Hundies – False (Sec.1 provides that local usage may
be excluded which indicates an intention that legal relation of parties to the Hundi can be
governed by NI Act,1881)
22. Every dishonored negotiable instrument must be protested – False (Inland instruments are not
required to be protested. Foreign instruments are required to be protested if the law of the country
where the instrument is made requires protest)
23. Promissory note can be bearer instrument – False (As per RBI Act, 1934, Promissory note cannot
be bearer instrument)
24. The words accepted are necessary for a valid acceptance – False (The signature of the acceptor
is sufficient. The words “accepted” is not required)
25. In case of dishonor of cheque, the penalty is the thrice the amount of the cheque and 3 years
imprisonment – False (Penalty is twice the amount of the cheque and imprisonment is for 2
years)
26. Omission of date invalidates the negotiable instrument – False.

THE END
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