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Cheque – Section 6

Meaning :

Cheque refers to a negotiable instrument that contains an unconditional order to the

bank to pay a certain sum mentioned in the instrument, from the drawer’s account, to

the person to whom it is issued, or to the order of the specified person or the bearer. It

also includes truncated cheque and cheque in electronic form.

Definition :

“A cheque is a bill of exchange drawn upon a specified banker and payable on demand

and it includes the electronic image of a truncated cheque and a cheque in the

electronic form”

Note –

A cheque is a species of a bill of exchange; but it has the following two additional qualifications:

1. It is always drawn on a specified banker, and

2. It is always payable on demand.
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There are certain points to remember regarding cheques which are mentioned below:

1. A cheque can only be issued against a current or savings bank account

2. A cheque without date shall be considered invalid

3. Only the payee, in whose name the cheque has been issued, can encash it

4. A cheque is only valid 3 months from the date it has been issued

5. A 9-digit MICR (Magnetic Ink Character Recognition) code is mentioned at the bottom of the cheque. 

This makes the clearance of cheques easier for the banks.
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Holder – Section 8

1).The "holder" of a promissory note, bill of exchange or cheque means any person entitled in his 

own name :

a) to the possession thereof; and

b) to receive or recover the amount due thereon from the parties thereto.

2) His rights and title are dependent on the transferor. He has a right to demand and receive but 

does not have a right to sue.

Note :

It is not every person in possession of the instrument who is called a holder.

To be a holder, the person must be named in the instrument as the payee, or the endorsee, 

or he must be the bearer thereof.

A person who has obtained possession of an instrument by theft, or under a forged 

endorsement, is not a

holder, as he is not entitled to recover the instrument

An agent holding an instrument for his principal is not a holder although he may receive its 

payment.

The holder implies de jure (holder in law) holder and not de facto (holder in fact) holder 6



Holder in Due Course – Section 9

A holder in due course is one who receives the instrument:

a) for consideration;

b) without notice as to the defect in the title of the transferor; i.e. in good faith; and

c) before maturity.

Note :

a) His rights and title are independent on the transferor.

b) He has a right to demand and receive and also have a right to sue

Payment in Due Course – Section 10

a) Payment in due course refers to a payment in keeping with the evident tenor of the 

instrument, in good faith & without negligence to any person in possession thereof.

b) A payment will be regarded as a payment in due course if:

 Payment is done as per apparent tenor of instrument

 It is made in good faith & without negligence

 It is made to the person who possesses the instrument who is entitled as holder to 

obtain payment;

 Payment is made in money & money only
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QUESTIONS???

RECAP

THANK YOU
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