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Compiled by : K. Sinnarajah, Retd. Operational Manager,
People's Bank.

Questions and Answers
On Law of Banking

01. How is a Bearer Bill negotiated?
A Bearer Bill is negotiated by mere delivery.

02. - How isa Order Bill negotiated?
An Order Bill is negotiated by Endorsement and
delivery.

03.What is a stale cheque?
A Stale cheque is one which has been in circulation
fora considerable period of time without being
presented for payment (normally 6 months)

04.What action should a paying banker take when an

undated cheque which is otherwise in order is
presented for payment?

The course adopted by the Banker will normally

depend upon the amount of the cheque in question,

the standing of the drawer and any surrounding

circumstances. Although a cheque is not invalid by

reason, that it is not dated the bank may if it so

and fHaltunde S MaNdsfma b
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wishers return the cheque with the answer
“UNDATED” or “DATE INCOMPLETED”. This
course can be adopted where circumstances demand
caution.

Strictly speaking the paying banker is
entitled to enter the estimated true date (being the
person in possession of it) and pay it.

05. What are the implications of paying a Post dated

Cheque?

i) It is disobeying customer's mandate and the
customer may reuse to be debited with the
cheque.

ii) Customer pay stop payment of the cheque before
it becomes due

iii) The Bank may incur damages if it returns
cheques
subsequently presented (which would
otherwise have been paid) for lack of funds.

iv) If the cheque is held pending arrival of the
dudate, the customer may fail or die in the mean
time.

06. A Banker has debited his customers account with a post

dated cheque, and has subsequently refused payment

of acheque for want of funds. Isthe banker liable toan
action for dishonor?

The banker is liable for dishonoring the subsequent

i 1]



cheque. He should not have paid the post dated
cheque.

07. A Cheque dated on a Sunday is presented the previous
Friday. Is a Banker legally justified in returning it
marked “Post-dated”

The answer “Post-dated” is correct.

08. What are the objects of crossing a cheque?

i) The main object of crossing a cheque is to make it
difficult and more unlikely for fraudulent activity
to succeed.

ii) To help provide certain safeguards for the drawer
(and successive holders) of a cheque.

09. What is a general crossing?
Two paralled transverse lines drawn across the face
ofthe cheque with or without the words
i) “and company” (or abbreviation thereof “& Co”)
and /or
ii) “Not negotiable”..... written between or near
the lines.

10. What is the effect of a general crossing?
Under normal circumstances such cheque is to be
paid into an account and the proceeds to be
collected from the drawee Bank (section 79).
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11. What is a special crossing?
A crossing bearing the name of a particular bank
(with or without the words™ Not Negotiable™)

12. What is the effect of a special crossing?
Such a cheque must only be paid by the drawee banker
to the banker named in the crossing (or to another
banker acting as its agent)

13. A cheque has written across its face the name of a bank
without the parallel transverse line, Does this
constitute a crossing within the meaning ofthe act?

Yes; it is a special crossing (B.E.O. Section 76(2) ).

14. Is a perforated crossing a legal crossing within the
meaning of the Act or must it be written or printed on
the face of the Cheque?

A.Crossing a cheque by perforation in acceptable.

15. A Cheque crossed generally is presented for payment at
the counter of the drawee banker by the payee, who is
personally known to him. Can be safely pay the
cheque? :

Normal banking practice would be to insist upon the
cheque being presented through a banker or paid into
the payee's account. Since the Banker personally
knows the payee it is not be considered to be risky
because he is paying to the true owner.
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However it should not be overlooked that the payee
may possible have acquired the cheque by frond, in
which case the drawer would not have "received the
benefit of the payment'.

16. Who may cross a cheque?

Drawer - may cross generally or specially

Holder - it uncrossed, may cross generally or

specially '

[fcrossed generally he may cross specially

If crossed generally or specially, he may add

the word “not negotiable”

Banker - If crossed specially to him he may cross it
special to another Bank for collection.
Ifcrossed generally or uncrossed, he may
cross it specially to him-self,

17. A cheque crossed in writing “People's Bank Stanley
Road” bears the stamp “People's Bank Main Street”
and is dishonored with the answer “Crossed to two
Bankers”. Is this a correct answer?

No; as these are only branches of the same bank.

18. A cheque is presented for payment after the drawer’s
account has been transferred to another branch of the
same bank. What is the correct answer on such a
cheque?

If no arrangement was made for the payment of
outstanding cheques at the time the account was
transferred, the cheque should be returned with the
answer” Drawer’s account transferred to
Branch”.

..........
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(The address of the branch on which the cheque is
drawn should not be altered, as any alteration of the
place of payment without the consent of all parties
liable avoids the cheque B.E.O Section 64).

19. What are the effects of “Account Payee” crossings?
i)  Thishasnostatutory authority
iij This is only a direction to collecting Banker and
does not concern the paying banker.
iii) If the collecting banker collects such a cheque
for a party other than the named payee he will be
deemed negligent.

20. What are material alterations on a cheque?
Alteration of date, amount, payee's name, words or
figures or any crossing would be deemed material
alterations.

21. How long does a customer’s order, countermanding
payment of a cheque drawn by him, remain in force?
Can the banker limit his liability in the event of his
inadvertently paying the cheque to a period of say, 3
months? :

Forever : There is no way in which a banker can limit
his liability except by express agreement with his
customer.

22. What risk does a bank incur in collecting for a stranger
an open or crossed cheque drawn on another branch of
the same bank. :
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The risk is that the stranger may not be the true
owner of the cheque, in which case the banker has
no defense to a claim by the true owner for
conversion.

23. A stranger X calls without prior appointment to open an
account with your bank by depositing several cheques
to his credit and asks to be issued with a cheque book
immediately. What should the attitude of your bank be
to this request?

X should be told that a cheque book will be issued
when acceptable references have been taken up
and its is indeed prudent to delay issuing the
cheque book until the cheques paid in to open the
account have been cleared.

24. Assuming that a cheque is properly drawn and is
technically in order, what are the other grounds which
determine the authority to pay?

1. Countermand of payment

2. Notice of customer’s death

3. Notice of customer’s bankruptcy

4. Mental disorder

5. Legal process service of garnishee order

6. Notice of an assignment of by the customer of
credit balance

7. Customer’s breach of trust

8. Notice of any defect in the title of the person
presenting the cheque.
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9. Failure to provide adequate funds.

25. How will you act if an instruction to stop payment of a

cheque is received by telephone or telegraph?

If the authenticity of the cheque is undoubted, then

the cheque can be returned in the normal manner.
Written confirmation of the stop, should be obtained
from the drawer. If the cheque is presented in the
meantime, it has to be returned with the remark
“Payment countermanded by telephone/ telegraph
and postponed pending confirmation.

26.1s a banker, before payment of cheque drawn on him
and payable to bearer, entitle to demand the
endorsement of the party receiving the money?
No

27.1f a person who represents himselfto be the payee ofan
open order cheque presents the cheque for payment,
can the banker insist on his endorsing it?
It is established banking practice to require the payee
to endorse the cheque or to furnish a receipt for the
amount thereof.

28. Should a cheque with the word “bearer” struck out, but
the word “Order omitted”, be regarded as a cheque
payable to order?

Yes (B.E.O Section 8 (4).

29. Should the following be regarded as special
endorsements by in favour of C?
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i) A, pay to the order of C

ii}A in favour of C

iii) C ororder A

iv)Please exchange, C,A?

All these should be regarded as intended to be

special endorsements in favour of C, All that
Section 34(2) requires is that a special endorsement
should specify the person to whom, or to whose
order, the bill is to be payable.

30. Is a cheque payable to J. Smith correctly endorsed “J.
H. Smith” or a cheque payable to J. H. Smith correctly
endorsed “J. Smith”

No, the endorsement will not be considered to
correspond with the payee's name if an initial or
fore-name is either added or omitted.

31.May a cheque payable to
i) J.Smith be correctly endorsed “James Smith”,
ii) James Smith be correctly endorsed “J. Smith”.
Yes, initials may be expanded into fore names, or
names may be contracted with initials.

32. Is a cheque payable to A, trading as the X co.
Sufficiently endorsed with the signature of A without
more?

No, A should describe himself as in the cheque.

33. Is an endorsement in block letters JOHN SMITH) a
regular endorsement?
No.
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34. A cheque drawn by a firm payable to selves or order is
drawn by one partner and endorsed by another partner,
both signing the firm-name. Should the cheque be paid
without inquiry?

It is considered that there is nothing in these
circumstances to put the drawee banker on inquiry.

35. How should a married woman endorse a cheque drawn
payable to her in her maiden name?
Either by signing her maiden name, adding if she
chooses, her married name below or by signing, for
example “Jane Smith, formerly (or nee) Jane Jones™.

36. What is the position of a banker to whom is presented
across the counter, by a stranger, a cheque drawn by a
customer in favour of a payee unknown to the banker
which bears across its face the words “Account payee
only” but without the transverse lines or the name of a
banker which constitute a crossing?

A)Isitacrossed cheque.
B) If it is not a crossed cheque, would the banker be
in order in paying it across the counter?
C) If payment is refused, what would be the correct
answer to be placed on the cheque?
a) No (Section 76 of B.E. ordinance which
defines crossing)
b)As the cheque is in so ambiguous and
contradictory a form as to impose more than
the ordinary risk on the banker who pays it,
he would be justified in refusing payment.
¢) The best answer would be “form of cheque
irregular”,
B.u?’m e Qe
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37. Define (a) Holder (b) Holder in value (c) Holder in due
course?
Holder : A holder is the payee or endorsee of a bill
who is in possession of it or the bearer of a bearer bill.
(Section2 of BEO 1927)
Holder for value : A holder for value is the holder of

a bill for which value has at sometime been given.

He can enforce the bill against all parties prior to the

giving of such value (Section 27).

Holder in due course : He is a holder who has taken

abill

a) Complete and regular on the face of it.

b) Before it was overdue

¢} Without notice of previous dishonor

d) In good faith and for value

e) Without notice of any defect in the transferor's

title.

Whose a person is a holder in due course he is in a
paramount position. He holds the bill free from all
defects and can enforce payment against all parties
liable on the bill. (Section29)

38. Give instances where a banker is deemed to be a holder

forvalue?
a) Where he has given value foracheque.

Eg : Cashing a cheque drawn on another bank
ancashment.

b) Where cheques are paid in expressly to reduce
or repay any overdraft/ loan.
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¢) Where the bank has a lion on a cheque
Eg : When a cheque which a customer has
paid in for collection has been returned
unpaid.

d) Where a customer is implied or expressly
permitted to draw against the value of
uncleared cheque paid in for the credit of his
account. (A.L. Underwood Ltd. A Barclays
Bank)

39. Why reference or introductions are obtained when
opening current accounts?
i) To establish the identity of the customer
ii) To ensure that the proposed customer is a suitable
person to enter into a banking contract.
iii) To obtain the protection of the law.

40. What practical precautions a banker can take against
-forgery?
i} Urge the customers to maintain adequate control
over cheque books
ii) Deliver statement at regular intervals.
iii)Explain the risks of failure to take adequate
precautions ;
iv)Check all signatures carefully before making

payments.

41.What are the requisites of a valid endorsement?
To operate as a negotiation an endorsement must
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coply with the following 6 conditions as set out in
Section 32

1) It must be written on the cheque it self

2) For the entire amount

3)Ifjoint payees, all must endorse

4) If payees name wrongly designated or mispelt it
must be endorsed as therein.

5) Where there are two or more endorsements, each
is deemed to have been made in the order in which
itappears.

6) An endorsement may be in blank or special and
may also contain terms making it restrictive,

42. Define a “Garnishee order”?
A Garnishee order is an order from the court
obtained by a judgment creditor, (through the court)

Bank - 3% party (Gamishee)

Customer - Judgment debtor

Party who obtained the order (summons)- Judgment
creditor garnishee)

43. A Bank Manager wishes to close a customer's account
but the letter refuses to withdraw his balance
i) Can the bank Manager send him a cheque for the
balance standing at his credit.
i) Is he justified in dishonoring cheques on the
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customer's account if presented after the cheque
has been sent for the balance at his credit?

iii) If not what course is open to the bank manager to
enable him to rid himself of the account?

A cheque should not be sent for the balance. The
usual course would be to give reasonable notice
to the customer that no more credits would be
received for his account, and honour his cheques
only until the balance was exhausted.

- In prosperity Limited V Lloyds Bank, it was
held that before closing a customer's account a
banker must give reasonable notice, the length
of which would depend on the nature of the
account, and on the facts and circumstances of
the case.
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