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The text is our only reference in the class. Please summarize applications and legal principles in your own words to show understanding.
Write any time with questions about the text or assignments.
Read Chapters 24-25. Answer review questions and participate in a class discussion posted below.
 
1. Why are negotiable instruments vital in commerce and what is necessary to create a financial instrument that can be freely transferred to others?

Negotiable instruments in commerce allow traders to reduce the risks of carrying huge amounts of money while providing certainty in receiving and sending payments. Therefore, creating a freely financial instrument to transfer funds, directly translates to ideal customer experience, hence an uptrend for the business at hand.

2. Describe the creation of 3 types of negotiable instruments.
Cheques – Cheques were initially used as banking tools in medieval Italy and Catalonia, where bankers accepted the transfer of funds or withdrawals from the reserve owners, in a written form.
Bill of exchange – The method was originally used to settling payments in foreign bills in the global trades and is thought to have emerged through the Florentine Jews.
Promissory Notes – The notes are well documented during the Tang dynasty (618 – 907), China and later boomed in Europe during the Renaissance period. Both societies used the promissory notes as a substitute for money, either to trade or exchange with real currency.  



3. Explain how a check passes through the banking system. 


A cheque has to be written to the payee first.
The payee makes a cheque deposit to the bank.
The bank validates the cheque and sends it to a clearance unit like the Federal Reserve.
If the cheque has surpassed 6 months from the time of issue, then it's invalid.
The clearance unit confirms an entry of money owed to the payee.
The amount listed on the cheque is then credited to the payee’s account.






 
4. Sue discovers her check has been stolen and forged for purchases at Walmart. Describe the protections or remedies her bank must provide and what actions must Sue take in response to the theft.
Sue is advised to file for repayment with the bank, immediately she notices the forge. When the bank reviews the situation and affirms the crime, the bank should repay the loss. However, depending on the bank and state laws, there is a stipulated time for a forged case to be legal; the date the check was cashed to report the theft. If the crime occurred at the cost of credential negligence by Sue, it is upon the bank to give extra protection and avoid future crimes.



5. You agree to negotiate with your lawyer a 500 dollar check you collected from your renter. Describe what is needed to create a negotiable instrument by endorsement.

An endorsed negotiable instrument like a cheque requires parties themselves. In our case, there is the renter and me as the receiver.
The second requirement would be the signature from the renter. The signature authorizes all the necessary transfers.
The cheque has to authorize one specific individual to negotiate the instrument.









6. Explain the difference between an order and a bearer financial instrument. Is safety a concern?
An order paper requires an authentic signature from the payee for a transfer to happen. A bearer paper allows the transfer by merely ownership, meaning anyone who bears the paper can collect payment.
Comparing the two, a bearer financial instrument is not as safe as an order paper.








Class Discussion: Case 25.2 First Investment Co v. Anderson (p. 542).
The case illustrates important principles concerning the rights of creditors who accept transferred notes and the rights of the payee who signed a promissory note.
Mr. Anderson promised by signed note to pay on schedule for delivery of trees from a nursery. The nursery transferred Anderson's note to a financial company as a negotiable instrument. When the nursery failed to deliver the trees, Anderson refused to pay the company holding his note—then the investment firm sued him and claimed they had no obligation regarding the delivery of trees.
You be the judge:
 
1. What was the defense of First Investment to Anderson’s claim he owed them no money for no trees?

The payment was entirely based on the trees, hence when the nursery failed to deliver the trees, it was justifiable to withdraw the payment.

 


2. How was the writing of Anderson's note vital to the negotiability and obligations of either party?

The writing acted as evidence of negotiation for both parties. From Anderson’s point of view, having the note was equally effective as making a payment/ ordering upfront. On the nursery’s point of view, the trees were cleared for delivery.




3. Should Anderson be required to honor his promise or should he be released from the debt—explain your legal reasoning? 
The status of the agreement, illustrate a defect on the nursery’s side in delivering trees and not Anderson failing to pay. Since the note was intended to pay for trees, and they were not delivered, it is just to release Anderson out of debt as illustrated in the principles concerning the rights of creditors who accept transferred notes and the rights of the payee who signed a promissory note.

