IN THE SUPREME COURT OF INDIA

APPELLATE JURISDICTION / LANDMARK PRECEDENT

M.M.T.C. Ltd. v. Medchl Chemicals and Pharma (P) Ltd.

Registry Status : REPORTED PRECEDENT -- OFFICIAL RECORD

1. EXECUTIVE SUMMARY & KEY HIGHLIGHTS

INM.M.T.C. Ltd. v. Medchl Chemicals and Pharma (P) Ltd.(2002) 1 SCC 234, the Supreme Court
settled two foundational principles in Section 138 litigation: (1) A complaint filed on behal f

of acompany by an officer initially lacking aformal Board resolution is a curable procedural
defect that can be rectified at any stage of trial, barring threshold quashing; and (2) Cheque
dishonour resulting from 'stop payment' instructions attracts Section 138 liability, with the

burden under Section 139 resting squarely on the drawer to prove absence of debt.

* Curability of Corporate Authorization:Lack of an initial Board resolution or formal
authorization in favor of the officer filing a corporate Section 138 complaint is a
curableirregularity, not an incurableillegality.

*  Stop Payment Governed by Section 138:1ssuing a 'stop payment' order to the drawee bank
does not shield the drawer; Section 138 applies with full rigour upon failure to pay after
statutory demand notice.

* Mandatory Debt Presumption under Section 139:1n stop-payment cases, the law presumes the
cheque was issued for an existing debt, placing the evidentiary burden on the drawer at
trial.

*Limits of Section 482 CrPC / BNSS 528:High Courts cannot conduct mini-trials or evaluate
whether stop payment was justified at the pre-trial quashing stage.

2. FACTUAL MATRIX & IMPUGNED PROCEEDINGS

The appellant, MMTC Ltd., a Government of India enterprise, supplied substantial quantities of
chemical raw materials to Medchl Chemicals and Pharma (P) Ltd. Towards discharge of its
outstanding commercial liability, Medchl issued two cheques for Rs. 11,20,000/- and Rs.
7,80,000/-.

When MMTC presented the cheques for clearance through its banker, both instruments were
returned unpaid with the bank endorsement 'payment stopped by drawer'.

MMTC issued statutory demand notices under Section 138 proviso (b). The respondents failed to
make payment within 15 days. Consequently, MM TC instituted criminal complaints under Section
138 through its Senior Manager, Shri Lakshmanan.

The respondents approached the Andhra Pradesh High Court under Section 482 CrPC seeking
guashing of the complaints. They argued: (i) Manager L akshmanan possessed no specific Board
resolution authorizing him to file criminal proceedings on behalf of MMTC Ltd.; and (ii) 'Stop
payment' was outside the scope of Section 138 since the drawer allegedly had sufficient funds
in the bank.

The High Court quashed both complaints on these technical grounds. MMTC appealed by special
|eave to the Supreme Court.

3. RATIO DECIDENDI (VERBATIM COURTROOM HOLDING)
Supreme Court's Two-Fold Ratio Decidendi:
4. OBITER DICTA & JUDICIAL OBSERVATIONS

The Supreme Court expanded on the commercial objective of the Negotiable Instruments Act and
the restraint required under Section 482 CrPC:

* Distinction Between Curable Irregularity and Fatal I1legality:The Court drew aclear line
between substantive illegality (such as complaint by an utter stranger) and procedural
defect (filing by an employee without a formal board resolution on the day of filing).

Under Section 465 CrPC (BNSS Section 511), procedura irregularities that do not occasion
afailure of justice can be cured.
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* Doctrine of Ratification: The Court recognized that corporate bodies frequently ratify acts
done by managers or executives post facto. A subsequently executed General Power of
Attorney or Board Resolution ratifying the filing relates back to the date of institution.

*  Misuse of 'Stop Payment':The Court observed that if 'stop payment' were excluded from
Section 138, every drawer would issue a cheque to obtain goods and instantly fax a stop-
payment notice to his bank, thereby completely paralyzing commercial credit in India.

5. POINTS OF LAW FRAMED & ANSWERED

Legal Issue Framed

Can a Section 138 complaint filed on behalf of a
company be quashed because the filing officer
lacked aformal Board resolution at the time of
ingtitution?

Does dishonour of a cheque on the instruction of
'stop payment' fall within the ambit of Section
138 NI Act?

Supreme Court's Holding

No. The Supreme Court held that lack of an
initial Board resolution is a curable procedural
defect that can be rectified at any stage of
trial; quashing at the threshold under Section
482 CrPC isimpermissible.

Y es. Dishonour due to stop payment instructions
is squarely covered under Section 138, and the
statutory presumption under Section 139 places
the burden on the drawer to prove absence of debt
at trial.

6. STATUTORY FRAMEWORK & MODERN LEGISLATIVE ALIGNMENT

Precedent Reference / Former
Statute CPA)

Section 138 & 142, Negotiable

Instruments Act, 1881

Section 139, Negotiable

Section 465, Code of Criminal

Section 291, Companies Act, 1956

7. SUBSEQUENT JUDICIAL TREATMENT & LINEAGE

Modern Act (BNSS/BNS/BSA/

Section 138 & 142, NI Act
(Written Complaint & Cognizance)

Section 139, NI Act (Presumption
Instruments Act, 1881 in Favour of Holder)

Section 511, Bharatiya Nagarik
Procedure, 1973 Suraksha Sanhita, 2023 (BNSS)

Section 179, Companies Act, 2013
(Powers of Board of Directors)

Doctrinal & Procedural Analysis

Governs dishonour and institution
by juristic persons; curability

of corporate authorization
established.

Presumption of consideration
applies to stop-payment cheques,
burden on drawer to disprove
lighility.

Provides that curable procedural
irregularities do not vitiate
proceedings unless failure of
justiceis proved.

Board authority to delegate
powers and ratify acts done by
officersin instituting legal
proceedings.

*  Goaplast (P) Ltd. v. Chico Ursula D'Souza (2003) 3 SCC 232:Reaffirmed MM TC holding that
stop payment instructions do not exonerate drawer from Section 138 liability.

* TRL Krosaki Refractories Ltd. v. SMS Asia Private Ltd. (2022) 7 SCC 612:Applied MMTC
principles to uphold corporate complaints where authorization was produced post-summoning.

* A.C. Narayanan v. State of Maharashtra (2014) 11 SCC 790:Harmonized MMTC's corporate
authorization rule with the requirement of personal knowledge in PoA cases.

*  Tedhi Singhv. Narayan Dass Mahant (2022) 6 SCC 735:Cited MMTC regarding the strict
operation of Section 139 presumption against stop-payment defenses.

8. PRACTICAL LITIGATION PLAYBOOK & STRATEGIC CHECKLIST

* Produce Ratification if Authorization is Challenged:If accused objects to lack of initia
Board resolution, immediately tender a certified extract of a subsequent Board

ratification under BNSS 511.

* Rely on Section 139 in Stop Payment Matters.Emphasize that drawer's | etter to bank
stopping payment is prima facie evidence of default, triggering the reverse onus under

Section 139.

* Resist Pre-Trial Quashing:Cite MMTC Ltd. directly before the High Court to defeat Section
482 CrPC / BNSS 528 petitions seeking quashing on technical authority defects.
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Prove Commercia Invoices.Corroborate the underlying debt by placing ledger sheets,
purchase orders, and delivery receipts on record.

Demonstrate Contemporaneous Stop Payment Notice:Prove that stop payment was issued prior
to presentation accompanied by a contemporaneous letter to complainant stating legitimate
dispute (e.g. failure to supply goods).

Challenge Total Absence of Corporate Nexus:|If the signatory is an outsider with no
connection to the complainant company whatsoever, raise a demurrer that the complaint is

not by the payee.

Prove Lack of Debt via Complainant's Books: Summon complainant's accounts to establish that
the chegue was an advance and no goods were ever delivered.

Demand Strict Compliance with A.C. Narayanan:Cross-examine the corporate representative on
whether he has personal knowledge of the transactions.
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