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Negotiable instruments, such as cheques, promissory notes, and bills of exchange, are financial tools that can be transferred between parties. Such instruments are responsible for millions of dollars of financial fraud globally. Therefore, it is important to have some understanding of what they are, and the laws related to them. 

In this book, we introduce the concept of negotiable instruments and the laws in India regarding the same, especially the negotiable instruments act and its amendments. We discuss two types of negotiable instruments, promissory notes, and cheques, in more detail. 

It is hoped that this book will enable the reader to get an idea of different kinds of negotiable instruments and laws in India related to them. 
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Chapter 1: What is a Negotiable Instrument
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In this chapter, we study the definition of a negotiable instrument and its characteristics. 

1.1 Definition of negotiable instrument

A negotiable instrument is a signed document that promises to pay the bearer a specified sum of money, either on demand or at a specific time. It can mean a bill of exchange, promissory note or cheque payable either to order or to the bearer (Sec 13, Negotiable instruments act 1881) whether the words “order” or “bearer” appears on the instrument or not, that promises to pay a fixed amount of money without any condition, either on demand or at a future date. 

Negotiable instruments are commonly used in all types of business transactions and contracts. It is not necessary that it should be expressly stated to be payable to the order of a person. 

The term “negotiable” implies that the instrument can usually be transferred from the payee to a different payee, and so on for any number of times, along with their associated rights. The term “instrument” means that it is written on a piece of paper and not just a verbal promise. 

Interest may or may not be added to the amount mentioned on the negotiable instrument. 

A negotiable instrument typically has some conditions to be valid: it must be in writing, must be signed by the payer, must have a monetary value, and must create an obligation for payment of a definite sum from one party to another. 

The negotiable instruments do not include cash, money orders, deeds, IOUs or letters of credit. 
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Figure: A Promissory Note from 1939, Rangoon, Burma. Central Bank of India, Public domain, via Wikimedia Commons

Some of the characteristics of negotiable instruments are as follows: 


	If a bill or promissory note or a cheque is payable to a particular person and there is nothing to indicate the intention, then it is not transferable, it is payable to order, and is negotiable. 

	If there is anything to indicate that it is not a negotiable instrument but an ordinary actionable claim, the rules relating to negotiable instruments do not apply to it. 

	Cheque is only a particular form of bill of exchange drawn on a special banker and payable on demand. The negotiable instruments act, therefore, practically deals with two kinds of instruments, the promissory notes and bills of exchange. The main distinction between the two is that in a promissory note the executant makes the promise himself, while in a bill of exchange he directs a third-party person to pay.



A negotiable instrument is, therefore, an unconditional order or promise to pay an amount of money, easily transferable from one person to another. Example: check, promissory note, draft (bill of exchange). 
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