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1. Negotiable Instruments

A negotiable instrument is an unconditional promise or order in
writing signed by the maker or the drawer to pay a sum certain in
money. Negotiable instruments play a prominent part in our day-to-
day commercial transactions, both because they afford a convenient
means of payment or financing and because they can be transferred
readily from person to person. As commerce and trade developed
and expanded a hundredfold , negotiable instruments, namely, bills
of exchange, cheques and promissory notes have become indispens-

able to the functioning of business.
I . Characteristics of a negotiable instrument

(1) A negotiable instrument and the right embodied therein are
capable or being transferred by delivery, either with or without en-
dorsement depending whether the instrument is in favour of order
or bearer. An instrument thus transferred is said to be negotiated
without informing the drawer or drawee.

(2)The person to whom a negotiable instrument is negotiated
can sue on it in his own name. He has the full right to the instru-
ment. ‘

(3)The person to whom a current and apparently regular nego-
tiable instrument has been negotiated and who takes it in good faith

and for value, obtains a good title to it, even though his transferor
1



had title defect.

{4)The forms of transfer for a negotiable instrument are as fol-
lows:

1f the instrument is payable simply to bearer, it may be negoti-
ated to another person by mere delivery. If the instrument is
payable to a named person or order, it may be negotiated to another

person by endorsement and delivery.
I . Functions of a negotiable instrument

(1)As a credit instrument

A negotiable instrument has no value jitself. It is a payment
certificate in writing under credit standing. The drawer issues an
instrument for credit payment, and the drawee or acceptor promises
to perform the payment duty. '

(2)As a payment instrument

Under non-cash settlements, payment instruments must be
used in settling international transactions. So negotiable instruments
are widely used in international payments and settlements,

(3)As a negotiable instrument

As a negotiable instrument, it ma§ be negotiated to another
person either by mere delivery or by endorsement and delivery. All
property embodied therein passes free from the transferor 1o the
transferce, provided the latter takes the instrument in good faith
and for value.

(4)As a financing instrument

1f an usance bill is already accepted by the drawee but not yet
fallen due, it can be sold in the money market. The holder can ob-

tain cash in advance through discounting bills.



. Parties to a negotiable instrument

There are three primary parties tc a bill of exchange and a che-
que, which are drawer, drawee and payee. To a promissory note.
there are only two. maker and payee.

(1)Drawer

A drawer is the person who draws a bill of exchange or a
cheque upon the drawee for the payment of a certain amount of
money. (In the case of a promissory note, the person who issues
the instrument is called the maker. ) He will redeern and pay the in-
su‘urnent' in the event that the drawee dishonours it by non-accep-
tance or by non-payment. The drawer is primarily liable to the
holder of the instrument before acceptance.

(2)Drawee

A drawee is the person upon whom a bill of exchange or a
cheque is drawn. He is the person who will honour the instrument
by acceptance and by subsequent payment if it is 2 time bill or by
immediate payment if it is payable at sight or on demand. The
drawee cannot be compelled to pay or to accept the instrument be-
cause he is unable to prevent any persor: to whom he owes no debt
from drawing upon him. The drawee of a time bill becomes liable
for its payment only if and when he accepts it.

(3)Payee

A payee is the person to whose order the drawee is to make
payment or the person to whom the money is to be paid. If a time
bill has been dishonoured by non-acceptance or a sight bill by non-
paym.ent , the payee has the right of recourse against the drawer and
is entitled to claim payment from the latter. The payee is the credi-

tor to the instrument.



Other parties to a negotiable instrument ;

(4)Acceptor -

If and when the drawee agrees and assents to the oruer in writ-
ing addressed to him on a bill of exchange by signing his name on its
face, indicating that he will pay on due date, the drawee will be-
come an acceptor. The acceptor is primarily liable, and then the
drawer becomes secondarily liable after it is accepted by the drawee.

(5)Endorser

When a payee or a holder signs his name on the back of an in-
strument for the purpose of transferring it to another person, he is
called an endorser. He is liable to his subsequent endorser, his en-
dorsee or any subsequent holder of the instrument. His obligations
are the same as those of the drawer.

(6)Endorsee

An endorsee is the person to whom an instrument is endorsed.,
He is the holder of an instrument which has been transferred by an
endorser. If and when the endorsee endorses he instrument again to
any other person, then the becomes a second endorser or a third as
the case may be. '

(7)Acceptor for honour

An acceptor for honour is the person who himself is not a party
liable on a bill of exchange but with the consent of the holder may
intervene and accept the bill supraprotest, for the honour of any
party liable thereon and for the honour of the person for whose ac-
count the bill is drawn.

(8)Guarantor
A guarantor is the person who guarantees the acceptance and

the payment of an instrument though he is not a party liable there-

on. The obligations of the guarantor are the same as those of the
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guaranteed.

(9)Holder

A holder is the possessor of an instrument, namely the payee,
endorsee or bearer. He may sue, if need be,on the instrument in his
own name. A person who possesses an instrument by forgery or by
theft is not a holder but a wrongful possessor.

(10)YHolder for value

A holder for value is the person who possesses an instrument
for which value has been given by himself or by some other person.

(11)Holder in due course

A holder in due course is the person who is in possession of an
instrument that is (a)complete and regular on its face, (b)taken be-
fore maturity without notice of its previous dishonour, (c)taken in
good faith and for value and (d)taken without notice of any defect
in the title of the person negotiating it. He is also called a bona fide
holder, who may claim payment from all parties liable on the instru-
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Essential Words 18T

prominent (' prominant] adj. gy, BEN.EEY
transfer (treens'fa) vi. & vi. $ik, 2 P R
hundredfold ["handridfauld] adj. & adv. —H1{E
indispensable [,indis' pensabl] adj. SR TR
characteristic E.kaerikta'ristik] n. R E . F
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endorsement (in'do:smantIn. ! ﬁ:ﬁ ,ﬁfg

sue (sju;)vt. & vi. ﬁ%,%&ﬁ?&

delivery (di'livari] n. fﬁ‘,ﬂ‘ﬂ: ..

financing [{i' neesin) n. ¥ oo it

essential (i'senfal) aﬁj. E- N .-M‘%Bﬁ

liable C'laioblJad;. £ GEEDO KAEW. A XF
i o

claim Ckleim] vt. RELEW, RE

negotiable instrument i8R iE

in writing BEH

day-to-day HHEK

in good faith £ EH L W

on demand (at sight) Bl A

bill of exchange LE

promissory note AR

be liable to AREHEXEH

for value {f3 54 {4

right of recourse BEN

Key Points HE SRR

(1)negotiable instrument FiFRIE

Eﬁﬁr‘)‘(ﬁé%z%orlﬁgﬁﬁ?&ﬁﬂtﬂﬂ%ﬂ%ﬁ»ﬁ
ﬁi&ﬁ‘%)‘(»RR?%ﬁk—ﬁﬂﬂm%ﬁ’%ﬁE-m&ﬁ(bill of
lading) . F B (deposit certificate) . 4% B (stock) . it 3¢ (bonds) %5 #
ET“%E:ﬂlﬂ‘]%ﬁ‘{l?&uiﬁ-‘%ﬂﬁﬁ%EWE‘JJ’E?"MH
R EpEEMEEYRILE. AXFHOREAREEERKLEA
¢bill of exchange) ., & 2 (promissory note) #il 3 2 (cheque ) iX & AJ
BT (delivery)ﬁﬁ%(inﬂors&mem)ﬁﬁﬁi\:mgﬁ.
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5 —EA R R, BIMAK A 2R R RS S,

(2)for value LMy

St 4 2 3 B AR 0T % 3 AT A B S8R A AT, Y
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XU B et B A B RFRAR . R Nt &Ry . A —
FEHEBEEH R LHE. 2 S R4, B L AT 4, K
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(3)as a credit instrument  FRIBAEHER
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(4)as a financing instrument EENMEER

E—-VE A EE RS EATHRIIN RIEHREN
#1 (discount) K BRI P& . H o7 E br 4R T A b 5 Rk —
4% BB EHE (instrument undue) Y ZH HE X, ik -gv 3R
SHER EENBREERBEIAERERNZE.

(5)primary parties EBEXEA

ERMYERAREEEEENF AEEEXEFHA. B
PR LT AL B A X AR AR AW, KRG
BNETHEFTAMER. EEAXAARKEHE SR
MWL A A, MICE, Xy B A (drawer) KA
(payee) . ff B A (drawee) , 2 B 7 #) i T A (maker) KA
(payee) ; JEHA KR AR R 2 5 N A B EAT N
PN AR M A 04 R R F 49 F 15 A (endorser) B
L A (endorsee) , S IE A (guarantor) S E gy & 5 A (accep-
tor) . £ J17& 38, A (acceptor for honour) %,

(6)the right of recourse BFRN
B R EE A MR R EARER— TR RRA
Fe AP 30 T AW E R H BT F (prior endorser) {270 B 4% 1) SR H

S BRI B R XM .
11
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BRI AT, BT I 1 B BEAR I o

i8R A B ULE A RO [ I REAT . AR I8 26 A R 4R
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(7)endorser HEBA
ﬁ%ﬁﬁﬁﬁ%ﬁiﬁ%%?aﬁ%ﬁ%ﬁﬁﬁ-'Rﬂ'ﬁ;ﬁ
2 (subsequent endorser) & 38 {f 5K S B BRIEFAE R E H
ABERKE Emﬁﬁcﬂ'?ﬁ%ﬁﬁﬁﬁtﬁﬁfi“$ﬁiﬁﬁ"
ZZ§, i 1 “Pay to the order of John Smith without recourse to
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(8)acceptor and acceptor for honour R ASE Xk
2A
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DERBARBEOEHRFA REIMFLFE;SMELA
FAREFFHE A AT RN, AAKILF.
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(9)guarantor FiEA
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