
Negotiable Instruments Act: The law relating to “Negotiable Instruments” is 

contained in the Negotiable Instruments Act, 1881, as amended up-to-date. It 

deals with three kinds of negotiable instruments, i.e., Promissory Notes, Bills 

of Exchange and Cheques. 

Definition of Negotiable Instruments: 
The word “Negotiable” means “Transferable by delivery”, and the word 
“Instrument” means “A written document by which a right is created in favor 
of some person”. Thus, the term “Negotiable instrument” literally means “a 
written document transferable by delivery”. 

According to Section 13 of the Negotiable Instruments Act, 

“A negotiable instrument means a promissory note, bill of 
exchange or cheque payable either to order or to bearer.” 

The Act, thus, mentions three kinds of negotiable instruments, namely notes, 
bills and cherubs and declares that to be negotiable they must be made 
payable in any of the following forms: 

A) Payable to order: 
A note, bill or cheque is payable to order which is expressed to be “payable to 
a particular person or his order”. 

But it should not contain any words prohibiting the transfer, e.g., “Pay to A 
only” or “Pay to A and none else” is not treated as “payable to order” and 
therefore such a document shall not be treated as the negotiable instrument 
because its negotiability has been restricted. 

There is, however, an exception in favor of a cherub. A cheque crossed 
“Account Payee only” can still be negotiated further; of course, the banker is to 
take extra care in that case. 

B) Payable to bearer: 
“Payable to bearer” means “payable to any person whom so ever bears it.” A 
note, bill 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. 

 

 



The definition given in Section 13 of the Negotiable Instruments Act does not 
set out the essential characteristics of a negotiable instrument. Possibly the 
most expressive and all-encompassing definition of negotiable instrument had 
been suggested by Thomas who is as follows: 

“A negotiable instrument is one which is, by a legally recognized 
custom of trade or by law, transferable by delivery or by 
endorsement and delivery in such circumstances that (a) the 
holder of it for the time being may sue on it in his own name and 
(b) the property in it passes, free from equities, to a bonfire 
transferee for value, notwithstanding any defect in the title of the 
transferor.” 

#Characteristics of Negotiable Instruments: 
An examination of the above definition reveals the following essential 
characteristics of negotiable instruments which make them different from an 
ordinary chattel: 

1Easy negotiability: 
They are transferable from one person to another without any formality. In 
other words, the property (right of ownership) in these instruments passes by 
either endorsement or delivery (in case it is payable to order) or by delivery 
merely (in case it is payable to bearer), and no further evidence of transfer is 
needed. 

2.The transferee can sue in his own name without giving notice to 

the debtor: 
A bill, note or a cheque represents a debt, i.e., an “actionable claim” and 
implies the right of the creditor to recover something from his debtor. The 
creditor can either recover this amount himself or can transfer his right to 
another person. In case he transfers his right, the transferee of a negotiable 
instrument is entitled to sue on the instrument in his own name in case of 
dishonor, without giving notice to the debtor of the fact that he has become 
the holder. 

3.The better title to a bonfire transferee for value: 
A bonfire transferee off a negotiable instrument for value (technically called a 
holder in due course) gets the instrument “free from all defects.” He is not 
affected by any defect of title of the transferor or any prior party. Thus, the 
general rule of the law of transfer applicable in the case of ordinary chattels 



that “nobody can transfer a better title than that of his own” does not apply to 
negotiable instruments. 

4.Title: 
Negotiability confers an absolute and good title on the transferee. It means 
that a person who receives a negotiable instrument has a clear and 
indisputable title to the instrument. 

However, the title of the receiver will be absolute, only if he has got the 
instrument in good faith and for considerathe receiver should have no 
knowledge of the previous holder having any defect in his title. Such a person 
is known as the holder in due course. 

5.Must be in writing: 
A negotiable instrument must be in writing. This includes handwriting, typing, 
computer print out and engraving, etc. 

6.Unconditional Order: 
In every negotiable instrument, there must be an unconditional order or 
promise for payment. 

7.Payment: 
The instrument must involve the payment of a certain sum of money only and 
nothing else. 

For example, one cannot make a promissory note on assets, securities, or 
goods. 

8.The time of payment must be certain: 
It means that the instrument must be payable at a time which is certain to 
arrive. If the time is mentioned as “when convenient” it is not a negotiable 
instrument. 

However, if the time of payment is linked to the death of a person, it is 
nevertheless a negotiable instrument as death is certain, though the time 
thereof is not. 



9.The payee must be a certain person: 
It means that the person in whose favor the instrument is made must be 
named or described with reasonable certainty. 

The term “person” includes individual, body corporate, trade unions, even 
secretary, director or chairman of an institution. The payee can also be more 
than one person. 

10.Signature: 
A negotiable instrument must bear the signature of its maker. Without the 
signature of the drawer or the maker, the instrument shall not be a valid one. 

11.Delivery: 
Delivery of the instrument is essential. Any negotiable instrument like a 
cheque or a promissory note is not complete until it is delivered to its payee. 

For example, you may issue a cheque in your brother”s name but it is not a 
negotiable instrument until it is given to your brother. 

12.Stamping: 
Stamping of Bills of Exchange and Promissory Notes is mandatory. This is 
required as per the Indian Stamp Act, 1899. The value of stamp depends upon 
the value of the pro-note or bill and the time of their payment. 

13.Right to file suit: 
The transferee of a negotiable instrument is entitled to file a suit in his own 
name for enforcing any right or claim on the basis of the instrument. 

14.Notice of transfer: 
It is not necessary to give notice of transfer of a negotiable instrument to the 
party liable to pay. 

15.Presumptions: 
Certain presumptions apply to all negotiable instruments, for example, 
consideration is presumed to have passed between the transferor and the 
transferee. 



16.Procedure for suits: 
In India, a special procedure is provided for suits on promissory notes and 
bills of exchange. 

17.The number of transfer: 
These instruments can be transferred indefinitely until they are at maturity. 

18.Rule of evidence: 
These instruments are in writing and signed by the parties, they are used as 
evidence of the fact of indebtedness because they have special rules of 
evidence. 

19.Exchange: 
These instruments relate to payment of certain money in legal tender, they 
are considered as substitutes for money and are accepted in exchange of 
goods because cash can be obtained at any moment by paying a small 
commission.  
 
Examples of Negotiable Instruments: 

The following instruments have been recognized as negotiable instruments by 
statute or by usage or custom: 

• Bills of exchange; 
• Promissory notes; 
• Cheques; 
• Government promissory notes; 
• Treasury bills; 
• Dividend warrants; 
• Share warrants; 
• Bearer debentures; 
• Port Trust or Improvement Trust debentures; 
• Hindus, and; 
• Railway bonds payable to bearer, etc. 
•  

Examples of Non-negotiable Instruments: 

These are: 
• Money orders; 
• Postal orders; 
• Fixed deposit receipts; 
• Share certificates, and; 
• Letters of credit 

 



 

Endorsement: 

Section 15 defines endorsement as follows: “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, or so signs for the same purpose a stamped paper intended 
to be completed as negotiable instrument, he is said to endorse the same, and 
is called the endorser.” 

Thus, an endorsement consists of the signature of the holder usually made on 
the back of the negotiable instrument with the object of transferring the 
instrument. If no space is left on the back of the instrument for the purpose of 
endorsement, further endorsements are signed on a slip of paper attached to 
the instrument. Such a slip is called “along” and becomes part of the 
instrument. The person making the endorsement is called an “endorser” and 
the person to whom the instrument is endorsed is called an “endorse. 

 

Kinds of Endorsements: 

Endorsements may be of the following kinds: 
1. Blank or general endorsement: If the endorser signs his name only and 

does not specify the name of the indorse, the endorsement is said to be in 
blank. The effect of a blank endorsement is to convert the order instrument 
into a bearer instrument which may be transferred merely by delivery. 

2. Endorsement in full or special endorsement: If the endorser, in addition to 
his signature, also 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. Partial endorsement: Section 56 provides that a negotiable instrument 
cannot be endorsed for a part of the amount appearing to be due on the 
instrument. In other words, a partial endorsement which transfers the right to 
receive only a partial payment of the amount due on the instrument is invalid. 

4. Restrictive endorsement: An endorsement which, by express words, 
prohibits the indorse from further negotiating the instrument or restricts the 
indorse to deal with the instrument as directed by the endorser is called 
“restrictive” endorsement. The indorse under a restrictive endorsement gets 
all the rights of an endorser except the right of further negotiation. 

5. Conditional endorsement: If the endorser of a negotiable instrument, by 
express words in the endorsement, makes his liability, dependent on the 
happening of a specified event, although such event may never happen, such 
endorsement is called a “conditional” endorsement. 



In the case of a conditional endorsement, the liability of the endorser would 
arise only upon the happening of the event specified. But they endorse can sue 
other prior parties, e.g., the maker, acceptor etc. if the instrument is not duly 
met at maturity, even though the specified event did not happen. 

 

Cheque: Definition, Features and its Types 
Cheque is a very common form of negotiable instrument. If you have a savings 
bank account or current account in a bank, you can issue a cheque in your own 
name or in favor of others, thereby directing the bank to pay the specified 
amount to the person named in the cheque. Therefore, a cheque may be 
regarded as a bill of exchange; the only difference is that the bank is always the 
drawee in case of a cheque. The Negotiable Instruments Act, 1881 defines a 
cheque as a bill of exchange drawn on a specified banker and not expressed to 
be payable otherwise than on demand. 
From the above dentition it appears that a cheque is an instrument in writing, 
containing an unconditional order, signed by the maker, directing a specified 
banker to pay, on demand, a certain sum of money only to, to the order of, a 
certain person or to the bearer of the instrument. The person who draws a 
cheque is called the ‘drawer’. The banker on whom it is drawn is the ‘drawee’ 
and the person in whose favor it is drawn is the ‘payee’. Actually, a cheque is an 
order by the account holder of the bank directing his banker to pay on demand, 
the specified amount, to or to the order of the person named therein or to the 
bearer. 

Features of a Cheque 
Cheque is one of the important negotiable instruments. It is frequently used by 
the people and business community in the course of their personal and 
business transactions. The definition of cheque has been given in Section 6 of 
Negotiable Instrument Act in these words,” A cheque is a bill of exchange drawn 
on a specified banker and is expressed to the payable, otherwise than on 
demand.” The essential requisites of cheque are as: 

1. Must be in Writing — The cheque may be written in hand by using ink or 
ballpoint pen, typed or even it may be printed. But the customer should not use 
pencil to fill up the cheque form. Even though other columns may be permitted 
to be written in hand or printed or typed, the signatures should be made by ink 
pen or ballpoint pen by the maker. 

https://www.mbaknol.com/mercantile-law/what-is-a-bill-of-exchange/amp/


2. Must be Unconditional — The order to pay the amount must be unconditional. 
If there is any condition imposed to pay the amount to the holder of the cheque 
then it will not be considered as a cheque. A cheque made payable on the 
happening of a contingent event is void ab-initio. 

3. Must be Drawn on a Specified Banker — For the validity of a Cheque it must 
be drawn on a specified banker. If there is not mentioned in the cheque about 
the banker it would not be a valid cheque. In addition to it, it must contain all 
the three parties i.e. Drawer, Drawee and Payee. 

4. Certain Sum of Money — It is one of the essential requirement of the Cheque 
that it must be payable in money and money only. If is not in term of money 
then it will be a valid one. The sum mentioned in it must be certain. 

5. Certain Payee — The parties of the Cheque must be certain. There are three 
parties of the cheque i.e. Drawer, Drawer and Payee. In a valid Cheque the name 
of the must contain in other words they must be certain. It must contain an 
order, which must be unconditional. If any condition were imposed then it 
would not be a valid cheque. 

6. Date — In a valid cheque it must be signed by the drawer with date otherwise 
it would not be a valid cheque. It must be written in hand by using ink or ball 
point pen, typed or even it may be printed as it becomes conclusive proof i.e. 
presumption under Section 118(b) unless contrary is proved. 

Parties to the Cheque 
The maker of a cheque is called the ‘Drawer’, the person thereby directed to pay 
is called ‘Drawee’ and the person named in the instruments, to whom or to 
whose order the money is by the instrument direct to be paid, is called the 
“Payee.” 

The person entitled in his own name to the possession of the cheque and to 
receive or recover the amount due is called the “Holder of the cheque.” 

The person who for consideration becomes the possessor of the 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 is called the “Holder in due course.” 

The maker or the holder of the cheque signs his name (endorse) on the back of 
the cheque for the purpose of negotiable and he is said to be the ‘Endorser.’ The 
endorser who signs his name and directs to pay the amount mentioned in the 
cheque to, or the order of, a specified person, and the person so specified is 
called the “Endorsee” of the cheque. 



Types of Cheque 
Cheques are of four types. 

a) Open cheque: 
A cheque is called ‘Open’ when it is possible to get cash over the counter at the 
bank. The holder of an open cheque can do the following: 

I. Receive its payment over the counter at the bank, 
ii. Deposit the cheque in his own account 
iii. Pass it to some one else by signing on the back of a cheque. 

b) Crossed cheque: 
Since open cheque is subject to risk of theft, it is dangerous to issue such 
cheques. This risk can be avoided by issuing other types of cheque called 
‘Crossed cheque’. The payment of such cheque is not made over the counter at 
the bank. It is only credited to the bank account of the payee. A cheque can be 
crossed by drawing two transverse parallel lines across the cheque, with or 
without the writing ‘Account payee’ or ‘Not Negotiable’. 

c) Bearer cheque: 
A cheque which is payable to any person who presents it for payment at the 
bank counter is called ‘Bearer cheque’. A bearer cheque can be transferred by 
mere delivery and requires no endorsement. 

d) Order cheque: 
An order cheque is one which is payable to a particular person. In such a cheque 
the word ‘bearer’ may be cut out or cancelled and the word ‘order’ may be 
written. The payee can transfer an order cheque to someone else by signing his 
or her name on the back of it. 

There is another categorization of cheques which is discussed below: 

1. Ante-dated cheques: Cheque in which the drawer mentions the date earlier to 
the date of presenting if for payment. For example, a cheque issued on 24th 
March 2011 may bear a date 4th March 2011. 

2. Stale Cheque: A cheque which is issued today must be presented before at 
bank for payment within a stipulated period. After expiry of that period, no 
payment will be made and it is then called ‘stale cheque’ 

3. Mutilated Cheque: In case a cheque is torn into two or more pieces and 
presented for payment, such a cheque is called a mutilated cheque. The bank 



will not make payment against such a cheque without getting confirmation of 
the drawer. But if a cheque is torn at the corners and no material fact is erased 
or canceled, the bank may make payment against such a cheque. 

4. Post-dated Cheque: Cheque on which drawer mentions a date which is 
subsequent to the date on which it is presented, is called post-dated cheque. For 
example, if a cheque presented on 8th May 2003 bears a date of 27th March 
2011, it is a post-dated cheque. The bank will make payment only on or after 
27th March 2011 
 

 

Bill of Exchange: Meaning, Definition, and 

Features 
What is a Bill of Exchange? 

According to section 5 of the Negotiable Instruments Act, 1881, defines Bill Of 
Exchange as “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 or 
to the bearer of the instrument.” 
 

Definition:- 

T.P Mukherjee law Dictionary with pronunciation defines Bill of Exchange as 
under: “A bill of exchange is an unconditional order in writing, addressed by 
one person to another, signed by the person giving it, requiring the person to 
whom it is addressed to pay, on demand or at a fixed or determinable future 
time, a sum certain in money to or the order of a specified person or to 
bearer.” 

The legal and commercial dictionary defines Bill of Exchange as under: “Bill of 
Exchange includes a hundi and a cheque. 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 
certain. The person or to the bearer of the instrument.” 

Features of Bill of Exchange: 
The definition of a Bill of Exchange under the act is fairly exhaustive and 
almost covers all the aspects related to it at one place. A Bill of Exchange 
requires three parties. 



1. The drawer, i.e. the person who is the maker of the bill and who gives the 
order. 

2. The drawee, i.e. the person who is directed to pay the bill and who on affixing 
his signature becomes the acceptor; and 

3. The payee, i.e. the person to whom or to whose order the amount of the 
instrument is payable unless the bill is payable to bearer. 
To analysis of the definition shows the following essential requisites of a 
bill of exchange: 

1. A Bill of Exchange must be in Writing: A bill of exchange may be written in 
any language, and any form of words may be used, provided the requirements 
of this section are complied with. 

2. A Bill of Exchange must Contain an Order to Pay: When a bill of exchange is 
drawn, the presumption is that there are funds in the hands of the person to 
whom the order is given, which are payable in any case to the person giving 
the order. The essence of a bill of exchange is that the drawer orders the 
drawee to pay money to the payee. As a bill of exchange is an order, it is 
necessary that it must, in its terms, be imperative and not perceptive. 

3. The Order Contained in the Bill Should be Unconditional: It is the essence 
of a bill that it should be payable at all events, A bill of exchange cannot be 
drawn so as to be payable conditionally. The drawer’s order to the drawee 
must be unconditional and should not make the payment of the bill dependent 
on some contingency. Where an instrument is payable on a contingency, it 
does not cease to be invalid by the happening of the event before the expiry of 
the period fixed for the performance of the obligation, for the instrument must 
be valid ab initio, and carry its validity on its face. A conditional bill of 
exchange is invalid. The addition of the words as per agreement does not 
make a note conditional. 

4. Bills Payable Out of a Particular Fund: On the same principle, a bill 
expressed to be payable out of a particular fund is conditional and invalid, 
because it is uncertain whether the fund will be in existence or prove 
sufficient when the bill becomes payable. Thus a bill containing an order to 
pay ‘out of money due from A as soon as you receive it, or out of money 
remaining in your hands belonging to X company is invalid. 

5. A Bill of Exchange must be Signed by the Drawer: A Bill is not valid unless 
the drawer signs it and if Drawer has not signed it no action can be 
maintained against the acceptor or any other party who has affixed his 
signature these too. If the drawer is unable to write his name, he can sign by a 
mark in lieu of a signature. 

6. The Drawee must be Certain: The next requisite is that the instrument must 
order a person to pay the amount of the bill. The person to whom the bill is 
addressed is called the ‘drawee’ and he must be named or otherwise indicated 
in the bill with reasonable certainty. So that the payee knows the person to 
whom he should present the instrument for acceptance and payment. A bill 



cannot be addressed to two or more drawee in the alternative because it 
would create difficulties as to recourse if the bill were dishonored. 

7. The Sum Payable must be Certain: The sum payable is certain even though 
it is required to be paid with interest, or at the indicated rate of exchange or 
by installment with the proviso that on the default in the payment of 
installment, the whole amount shall become due and payable. 

8. The Instrument must Contain an Order to Pay Money and Money 
only: The medium of payment should be the legal tender i.e. money and 
nothing else. An instrument containing the order to pay money along with 
some other thing or merely some other thing is not a valid bill. An instrument 
ordering the delivery up of houses and a wharf in addition to the payment of a 
sum of money is not a valid bill. 

9. The Payee must be Certain: A bill must state with certainty the person to 
whom payment is to be made. A bill of exchange ought to specify to whom the 
same is payable, for in no other way can the drawee, if he accepts it, know to 
whom he may properly pay it so as to discharge himself from all further 
liability. Where a bill is payable to bearer, the payee is indicated with 
certainty. Bills are rarely drawn payable to bearer, but cheques are commonly 
so drawn. A bill cannot be drawn payable to bearer on demand.  Where in a 
bill the drawee or payee is misnamed or misdescribed, extrinsic evidence is 
admissible to identify him. 
 

Meaning and Definition of Bank Draft -  

 

        The Term 'Draft' has not been included in the definition of  Negotiable Instruments given under 

Section 13 of the Negotiable Instrument Act 1881. According to Section 85(A) of the Negotiable 

Instrument Act 1881 "Draft" is an order to pay money drawn by one of a bank upon another office of the 

Same Bank for a sum of money payable to order on demand.    

 

 

Parties in a Bank Draft Namely -  

 

1) Drawer Bank 

 

2) Drawee Bank 

 

3) Payee 

 

 

Characteristics of Bank Draft - 
 

There are Following Characteristics of a bank draft 

 

1) It is also an unconditional Instruments like other Negotiable Instruments which contain an order to 

pay. 

 

 

2) A bank draft is drawn by one office of a bank upon another office of the same bank. Sometimes, it is 

drawn by a bank upon another bank also.  

 



3) A sum of money Payable by bank Draft must be certain. 

 

4) The payee of the draft must be certain. It must be payable to order on demand. The payee has a 

right of endorsement. According to Section 85(A) of the Negotiable Instrument Act 1881, It is not 

payable to bearer. 

 

5) Any Person can receive the bank draft by depositing the sum of money in the bank. On deposit of the 

Sum of money, the Bank issues the draft to the person concerned. The bank charges also the 

Commission on the issue of the Draft. 

Types of Bank Draft 

Now we’re discussing various types that are as follows: 

 

#1 – Money Orders 

In this type, where the specified amount is being transferred from one place to 
another. This is also issued by banks on behalf of the customers. The money orders 
are sent from one place to another. It is also a financial instrument and the bank 
takes the responsibility to remit the same on the presentation of the order before 
them. 

#2 – Demand Draft 

Demand drafts are one of the types of drafts. It is used where the payer and 
recipients are not at the same place. The money gets transferred into the bank 
accounts of the receivers on depositing the draft. Many days to day financial 
transactions is going on through this method. 

#3 – Certified Checks 

Certified checks are a very typical type of banker’s cheque. The money is sent to the 
recipient’s bank account through the bank and the bank charges some amount of 
commission from that. It is one of the safest methods of money transfer. 



Bank Draft vs. Money Order 
Bank drafts and money orders are quite similar. We pay for both of them in 
advance and print the amount. Additionally, we see them both as very 
secure forms of payment to a third party. 

The payer can use a money order or draft rather than carrying large 
quantities of money. However, you literally ‘buy’ a money order like you 
would a product in a store. You give the issuer cash who then creates the 
money order. 
A bank draft, on the other hand, is a type of check that a bank guarantees 
with its own funds. This guarantee occurs after you have paid the bank the 
amount specified on the check. 

Only banks issue bank drafts, but many types of businesses issue money 
orders. Not only can you get money orders at the post office but also at 
certified stores. 

SHARE WARRANT 

 

What is a Share Warrant? 
A Share Warrant is a document issued by the company under its 
common seal, stating that its bearer is entitled to the shares or stock 
specified therein. Share warrants are negotiable instruments. They 
are transferable by mere delivery without registration of transfer. 

 

Conditions for issuing share warrants 
The following conditions should be satisfied for issuing share 
warrants. 

1. Only a public company can issue share warrants. 

2. It must be authorized by the Articles of Association. 
3. The shares must be fully paid-up. 

4. The approval of the Central Government is necessary. 
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On the issue of the share warrant, the company must strike off the 
name of the member in its Register of Members and must enter the 
following particulars: 

1. The fact of the issue of the share warrant, 

2. A statement of the shares included in the warrant, distinguishing 
each share by its number, and 

3. The date of issue of the warrant. 

It is a negotiable instrument and mere delivery transfers the 
ownership of the shares. Coupons are attached to each warrant, 
bearing the dates on which the dividend will be paid by the 
company as it cannot know who the shareholder or who is entitled to 
the dividends. The person who produces the appropriate coupon can 
receive payment of the dividend. 

Merits of Share Warrant 
1. The shares mentioned in it are transferable by mere delivery of the 
warrant. Registration is not necessary. 

2. It is a negotiable instrument. So one who purchases the share 
warrant in good faith and without negligence gets a better title 
than that of the transferor. 

3. Banks accept share warrants as a security for loans. 

4. The company may provide for future dividend payments by 
attaching dividend coupons with the share warrants. 

Demerits of Share Warrant 
Share warrants are not very popular in India. It is due to the following 
disadvantages: 

1. The bearer of the warrant is not a member of the company. 

2. Since it is bearer instrument, the holder always faces the risk of 
losing the document. 
3. The company should be very careful while printing and keeping 
them in safe custody. 

https://accountlearning.com/significance-of-transfer-of-ownership/
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4. The stamp duty on share warrant is very heavy. 

5. Prior approval of the Central Government is essential. 

6. The number of shares mentioned in it does not constitute a share 
qualification for directorship. 

Difference between cheque & Bill of 
exchange:- 

Comparison Chart 

BASIS FOR 

COMPARISON 
CHEQUE 

BILL OF 

EXCHANGE 

Meaning A document 

used to make 

easy 

payments on 

demand and 

can be 

transferred 

through 

hand 

delivery is 

known as 

cheque. 

A written 

document 

that shows 

the 

indebtedness 

of the debtor 

towards the 

creditor. 

Defined in Section 6 of 

The 

Negotiable 

Instrument 

Act, 1881 

Section 5 of 

The 

Negotiable 

Instrument 

Act, 1881 

Validity Period 3 months Not 

Applicable 



BASIS FOR 

COMPARISON 
CHEQUE 

BILL OF 

EXCHANGE 

Payable to 

bearer on 

demand 

Always Cannot be 

made payable 

on demand as 

per RBI Act, 

1934 

Grace Days Not 

Applicable, 

as it is 

always 

payable at 

the time of 

presentment. 

3 days of 

grace are 

allowed. 

Acceptance A cheque 

does not 

require 

acceptance. 

Bill of 

exchange 

needs to be 

accepted. 

Stamping No such 

requirement. 

Must be 

stamped. 

Crossing Yes No 

Drawee Bank Person or 

Bank 

Noting or 

Protesting 

If the cheque 

is 

dishonoured 

it cannot be 

noted or 

protested 

If a bill of 

exchange is 

dishonoured 

it can be 

noted or 

protested. 



 

 

Similarities 

• They are Negotiable Instrument. 

• Addressing the drawee to make payment. 

• Always in writing. 

• Signed by the drawer of the instrument. 

• Express order to pay a certain amount. 

Conclusion 
Cheque and Bill of Exchange both are used to make payments easily. 

However, the cheque itself is a type of bill of exchange, used to discharge 

the liabilities and so it consists of all the features of a bill of exchange. Not 

only in business, but individuals, government agencies, and other 

institutions also use the cheque to make payments but the bill of exchange 

is mostly used in business. 

Difference between Bill of exchange & Promissory 

note:- 

Comparison Chart 

BASIS FOR 

COMPARISON 

BILL OF 

EXCHANGE 

PROMISSORY 

NOTE 

Meaning Bill of 

Exchange is 

an instrument 

in writing 

showing the 

indebtedness 

of a buyer 

towards the 

seller of 

goods. 

A promissory 

note is a written 

promise made 

by the debtor to 

pay a certain 

sum of money to 

the creditor at a 

future specified 

date. 

Defined in Section 5 of 

Negotiable 

Instrument 

Act, 1881. 

Section 4 of 

Negotiable 

Instrument Act, 

1881. 



BASIS FOR 

COMPARISON 

BILL OF 

EXCHANGE 

PROMISSORY 

NOTE 

Parties Three parties, 

i.e. drawer, 

drawee and 

payee. 

Two parties, i.e. 

drawer and 

payee. 

Drawn by Creditor Debtor 

Liability of 

Maker 

Secondary 

and 

conditional 

Primary and 

absolute 

Can maker and 

payee be the 

same person? 

Yes No 

Copies Bill can be 

drawn in 

copies. 

Promissory Note 

cannot be drawn 

in copies. 

Dishonor Notice is 

necessary to 

be given to all 

the parties 

involved. 

Notice is not 

necessary to be 

given to the 

maker. 

Conclusion 

Along with the differences between the bill of exchange and promissory 

note, there are a few similarities like both the two instruments are not 

payable to the bearer on demand as per RBI Act, 1934. Moreover, treatment 

of Bill of Exchange or Promissory Note is as under-Bills Receivable: The 

payee of the bill and note. and Bills Payable: The drawer of the note and 

drawee of the bill. 



Comparison Chart 

BASIS FOR 

COMPARISON 
CHEQUE 

DEMAND 

DRAFT 

Meaning Cheque is 

a 

negotiable 

instrument 

which 

contains 

an order to 

the bank, 

signed by 

the 

drawer, to 

pay a 

certain 

sum of 

money to a 

specified 

person. 

Demand 

Draft is a 

negotiable 

instrument 

used for 

the 

transfer of 

money 

from one 

place to 

another. 

Payment Payable 

either to 

order or to 

bearer. 

Always 

payable to 

order of a 

certain 

person. 

Issuance Cheque is 

issued by 

an 

individual. 

Demand 

Draft is 

issued by a 

bank. 

Bank Charges No Yes 

Drawer Customer 

of the 

bank. 

Bank itself. 



BASIS FOR 

COMPARISON 
CHEQUE 

DEMAND 

DRAFT 

Parties Involved Three 

Parties- 

Drawer, 

Drawee, 

Payee. 

Two 

Parties- 

Drawer, 

Payee. 

Dishonour Yes, due to 

insufficient 

balance or 

other 

similar 

reasons. 

No 

Conclusion 
As we have seen from the above discussion, both of these negotiable 

instruments are significant in its own way. To deal with millions of 

transactions on a daily basis, one can avail the benefits of a cheque, which is 

easy and convenient to use and in case the amount needs to be transferred 

from one place to the another; demand draft is the best option to go for. 
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