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1. EXECUTIVE SUMMARY & KEY HIGHLIGHTS

InLaxmi Dyechem v. State of Gujarat(2012) 13 SCC 375, a two-judge bench of the Supreme Court
delivered an authoritative ruling expanding the scope of Section 138 of the Negotiable

Instruments Act, 1881. Overruling the Gujarat High Court's narrow interpretation, the Apex

Court held that dishonour of a cheque on the ground that the drawer's signature differs from

the specimen signature or isincomplete falls squarely within the penal sweep of Section 138.

The Court applied a purposive construction to prevent dishonest drawers from exploiting

signature alterations as a fraudulent escape route to defeat commercial accountability.

*  Signature Mismatch Covered Under Section 138:Return of a cheque with bank memos reading
'signatures incomplete' or 'signatures differ from specimen’ constitutes an offence under
Section 138 NI Act upon failure to pay within 15 days of statutory notice.

* Purposive Construction Over Literalism:The phrase 'amount of money ... isinsufficient' is
not confined to pecuniary balance alone, but encompasses any drawer-induced hurdle that
prevents honouring of the instrument.

*  Statutory Notice as a Complete Safeguard:Receipt of the mandatory 15-day demand notice
affords an honest drawer full opportunity to rectify an inadvertent signature error;
failure to pay crystallizes criminal liability.

* Bar on Premature Quashing Under Section 482 / BNSS 528:Disputed questions regarding
whether the signature discrepancy was accidental or malicious cannot be resolved at the
threshold in quashing petitions and must be adjudicated at trial.

2. FACTUAL MATRIX & IMPUGNED PROCEEDINGS

The appellant, Laxmi Dyechem, acommercial supplier of chemicals and industrial pigments, sold
and delivered extensive consignments to the respondent company. In partial discharge of
admitted ledger ligbilities, the authorized directors of the respondent company issued

multiple account payee cheques drawn on a cooperative commercial bank.

Upon presentation through its clearing banker within the statutory period of validity, all

cheques were dishonoured and returned unpaid. The drawee bank issued statutory return memos
citing 'signatures incomplete' and 'signatures differ from specimen recorded with bank

records.

The appellant issued statutory demand notices under Section 138 proviso (b) calling upon the
respondent company and its directors to remit the aggregate cheque amount within 15 days of
receipt. Despite acknowledged service, the respondents neither made payment nor tendered
replacement cheques, instead taking refuge in technical objections.

Laxmi Dyechem filed criminal complaints before the Chief Judicial Magistrate, who took
cognizance and issued process under Section 204 CrPC. The respondents approached the High
Court of Gujarat under Section 482 CrPC seeking quashing of the summoning orders, arguing that
Section 138 strictly limits penal consequences to literal insufficiency of funds or exceeding

credit arrangements.

The Gujarat High Court accepted the respondents’ hyper-technical argument and quashed the
complaints, holding that return of a cheque due to signature discrepancy cannot constitute an
offence under Section 138. The complainant appealed to the Supreme Court.

3. RATIO DECIDENDI (VERBATIM COURTROOM HOLDING)

Operative Holding of the Supreme Court of India:

The Court held that the ratio laid down inModi Cements Ltd.(1998) 3 SCC 249,NEPC Micon
Ltd.(1999) 4 SCC 253, andGoaplast (P) Ltd.(2003) 3 SCC 232 applies with equal force to
signature discrepancies. The statutory scheme gives the drawer 15 days to honour the
commitment upon receipt of demand notice; failure to pay leaves no doubt as to criminal
culpability.
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4. OBITER DICTA & JUDICIAL OBSERVATIONS

The Supreme Court engaged in an exhaustive analysis of the commercial rationale animating
Chapter XVI1 of the Negotiable Instruments Act, 1881. The Court observed:

*

Prevention of Fraudulent Exploitation:|f the argument of the accused were accepted, it
would provide an open invitation to every unscrupulous debtor to sign cheques with
intentional minor variations, obtain delivery of commercial consignments, and thereafter
hide behind the bank's return memo to escape criminal liability.

Equivalence with 'Account Closed' and 'Stop Payment': The Court anal ogized signature
discrepancy with earlier judicial interpretations regarding ‘account closed' and 'stop
payment instructions.. In al such instances, the physical impediment to payment
originates from the drawer's own conduct, thereby satisfying the fundamental premise of
Section 138.

Procedural Propriety under Section 482 CrPC (now BNSS 528): The Supreme Court severely
admonished High Courts for entertaining quashing petitions at the pre-trial threshold on
factual assertions regarding handwriting or genuine signature variance. Such defenses fall
exclusively within the province of the Trial Magistrate to be established during defense
evidence.

5. POINTS OF LAW FRAMED & ANSWERED

Legal Issue Framed Supreme Court's Holding

Does dishonour of a cheque on the ground that Y es. The Supreme Court authoritatively held that
'signatures do not match specimen' or 'signatures the phrase 'amount of money is insufficient'
incomplete' attract Section 138 of the Negotiable encompasses dishonour resulting from mismatched
Instruments Act? or incomplete signatures, rendering the drawer

liable if payment is not made within 15 days of
statutory notice.

Can the High Court quash a Section 138 complaint No. Disputed questions of whether the signature
under Section 482 CrPC (now Section 528 BNSS) on variance was deliberate, accidental, or whether
the threshold pleathat the signature discrepancy the cheque was unauthorizedly executed are
was accidental ? questions of fact that must be adjudicated at

trial after leading evidence, and cannot be
quashed under Section 482 CrPC.

6. STATUTORY FRAMEWORK & MODERN LEGISLATIVE ALIGNMENT

Precedent Reference / Former Modern Act (BNSS/BNS /BSA / Doctrinal & Procedural Analysis
Statute CPA)

Section 138, Negotiable Section 138, NI Act (Read with Penal provision for dishonour of
Instruments Act, 1881 BNSS Tria Provisions) cheques; given purposive

construction to include signature
mismatch, stop payment, and
closed accounts.

Section 482, Code of Criminal Section 528, Bharatiya Nagarik Inherent powers of High Court;

Procedure, 1973 (CrPC) Suraksha Sanhita, 2023 (BNSS) strictly limited from evaluating
premature factual defenses
regarding handwriting or banking
memos.

Sections 45 & 73, Indian Evidence Sections 39 & 67, Bharatiya Provisions governing expert

Act, 1872 Sakshya Adhiniyam, 2023 (BSA) opinion and court comparison of

disputed signatures; relevant
during the trial defense stage.

Section 420, Indian Pena Code, Section 318(4), Bharatiya Nyaya Offence of cheating and
1860 (IPC) Sanhita, 2023 (BNS) dishonestly inducing delivery of

property; distinct but concurrent
remedy aongside Section 138.

7. SUBSEQUENT JUDICIAL TREATMENT & LINEAGE

*

Sunil Todi v. State of Gujarat (2022) 16 SCC 762:Extended the purposive principle in Laxmi
Dyechem to uphold prosecution on post-dated security cheques dishonoured on presentation.
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* Bir Singh v. Mukesh Kumar (2019) 4 SCC 197:Cited Laxmi Dyechem to affirm that once
execution/signature is admitted, the statutory presumption under Section 139 operates
irrespective of who filled other details.

* Dashrath Rupsingh Rathod v. State of Maharashtra (2014) 9 SCC 129:Relied on Laxmi
Dyechem's analysis on the paramount need to maintain commercial faith and integrity in
banking instruments.

*  M/sMeters and Instruments (P) Ltd. v. Kanchan Mehta (2018) 1 SCC 560:Affirmed that

Section 138 is primarily a compensatory civil-cum-pena mechanism, citing Laxmi Dyechem on

therole of statutory demand notices.

8. PRACTICAL LITIGATION PLAYBOOK & STRATEGIC CHECKLIST

* Procure Bank Return Memo:Ensure the bank memo specifying 'signature differs or 'signature
incomplete' is placed on record along with the banker's return clearing slip.

* Strict Proviso (b) Demand Notice:Formulate the demand notice clearly reciting the cheque
number, amount, presentation date, and the specific return remark, demanding payment
within 15 days.

* Resist BNSS 528 / CrPC 482 Quashing:Cite Laxmi Dyechem (2012) 13 SCC 375 directly to
defeat any threshold quashing application predicated on signature variance.

* Trigger Section 139 Presumption:Establish drawer account ownership and signature
resemblance to trigger statutory presumption, shifting burden of proof to the accused.

* Immediate Categorical Reply:Dispatch an immediate response to the statutory demand notice
setting out that the signature was forged, unauthorized, or that cheque book was stolen.

*  Contemporaneous Police Complaint / Bank Intimation:Place on record prior correspondence
sent to the bank reporting lost leaves or stolen cheques before the presentation date.

* Application for Forensic Expert under BSA Section 39/ IEA Section 45:File aformal
application at the defense stage to refer the disputed cheque to the State Forensic
Science Laboratory (FSL) for handwriting comparison.

* Rebuttal of Account Operation Authority:If representing a partner or director, demonstrate
that the impugned account required joint signatures or that the signatory lacked mandate.
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