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® Banker’s Duty in Payment of Cheques i

~— (Inka

A banker must pay a cheque drawn by its customer if:

A

Inref

r———
S ————

ﬁj’ The cheque is properly drawn and follows legal requirements.

S# 2 Sufficient funds are available in the account.

j#,} There is no legal restraint on payment.

Example:

Mr. Rajesh issues a cheque for 250,000 to XYZ Traders. His account

has 60,000, and there is no legal restriction.  The bank must honor

the cheque.

Negotiable Instruments Act, 1881 (NIA) PN, B/Ei (l.-eﬂ: )

The Negotiable Instruments Act (NIA), 1881 governs instruments used

in commercial transactions:

1 Promissory Notes
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v, 2 Bills of Exchange

.- 3 Cheques

=
s (i) Cheque (Sec. 6)
B Definition: "A cheque is a bill of exchange drawn on a specified banker,
payable on demand."
Types of Cheques
Type Explanation
# Paper Traditional cheque issued physically.
Cheque
Electronic Created & signed digitally via a secure system.
'ﬁ- Cheque
Truncated A cheque converted into an electronic image during
4’ Cheque clearing, eliminating physical movement.

through CTS (Cheque Truncation System) instead of physical

Exa?MM f’:' ,
I: Rahul writes a cheque tofAmit, aAnd the cheque is cleared digitally

processing. ﬁm{—- -
tncondionel. Promise_ A

/_
?‘M (ii) Promissory Note (Sec. 4)( @Mm
D

efinition: A written, unconditiohal promise to pay a certain amount of

rﬁ” akel fg;;
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é’ 0(1. "I promise to pay 5,000 if | win the lottery." (Conditional)
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o _
Exampl@of a Valid Promissory Note:

2]
(/noondi{z@a_,am;& / (bred Pt

7 Invalid Promissory Notes:

O(. 2. "l promise to pay 8,000 and also give you my car." ~ (Nota

fixed sum of money)

(iii) Bill of Exchange (Sec. 5) 3}”’”’“ —2 GSWAIa/ W/f%&

Definition: A written instrument ordering a third party to pay a specific

sum to a person or bearer. USdhCQ 8/5' —ﬁoedl} W
Example: dzmand B/E —2 Ns CM')‘ P@";OCI
Exporter (X Ltd.) sells goods worth X5,00,000 to Importer (Y Ltd.)

and issues a Bill of Exchange instructing Y Ltd. to pay the amount in 90

days.

(iv) Drawee & Drawer

Term Meaning

Drawer The person who writes (issues) the cheque or bill.

Drawee The bank or party instructed to pay.
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| Example: P 2
{ = . e
eha issues a cheque to @ ere,

® « Neha = Drawer

=

|

v « Priya = Payee

(v) Holder vs. Holder in Due Course

Term Meaning

Holder Person legally entitled to the cheque/note.

Holder in Due Course  Holder who receives the instrument in good faith &

(HDC) for value.

Example: Ajay receives a signed cheque from Vikas, but later

finds out it was forged. . Since Ajay had knowledge of the forgery, he

A\ WY
is not i Holder in Duem\
——

(vi) Negotiation of a Negotiable Instrument

A negotiable instrument (Cheque, Bill, Promissory Note) is transferred

to another party. A ggff& 5 C Q_ﬂ_dﬁ&g,&

Methods of Negotiation: én 0’03’3-”—
1[ ] Endorsement & Delivery — A payee signs & delivers the cheque.

2[_] Delivery Only — For a bearer cheque, simple handover is enough.
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Exgmple:
Mr. Sharma receives a cheque payable to bearer and gives it to his

son. His son can encash it directly without endorsement.

Summary — Negotiable Instruments & Banking Responsibilities

Concept Explanation

Banker’s Obligation Must honor a valid cheque if funds exist & no legal

restrictions apply.

Negotiable Includes Promissory Notes; Bills of Exchange, &
Instruments Cheques.
Cheque (Sec. 6) S Payable on.demand; canalgglrgﬁ(onic or truncagg#cL
Promissory Note Unconditional promise to pay a fixed amount.
(Sec. 4) & ‘maUJL-Paj'-"
Bill of Exchange Order for a third party to pay a specific sum.
(Sec. 5) 3
Drawer & Drawer writes the cheque, Drawee (Bank) pays.

Drawee

Possirion must-

Holder in Due Course enjoys strong legal protection.

Negotiation Transfer of instruments via endorsement/delivery.
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% payment of a Cheque — A Banker’s Responsibility

When a banker pays a cheque, they must carefully verify several key
aspeéts to ensure safe and legal transactions. Let’s go through the
@ssential checks!

o

1 Verifying the Branch

Normally, a cheque is presented at the branch where the account is
maintained.

With Core Banking Systems (CBS), banks now allow anywhere
banking, meaning a cheque can be presented at any branch of the
same bank.

Example:

Amit has an account at SBI - Mumbai branch, but presents a cheque

for withdrawal at SBI - Delhi branch.  CBS allows payment!

Cz Checking the Date ‘) %MZD( 1cho adl.
A cheque can be: &L_ dd J;‘J’QL 7, .‘l:g

Type Meaning Payable?
Current Dated Today’s date Yes
Post-Dated Future date No
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Example:
Ravi issues a cheque dated 10 April 2024. If presented on 15 July

2024, it becomes stale and is not payable.

If a post-dated cheque is presented before the date, the bank

¢annot process it due to risks like stop payment instructions or death

of the drawer.

Gayee VeriﬁcatioD

A cheque can be issued to:
1 Single Payee — Paid only to the person named.
2 Joint Payees (X and Y) — Paid to both jointly.
3 Alternative Payees (X or Y)— Paid to either person.
4 Bearer Cheque —Can be encashed by anyone who presents it.
5 "X only" Cheque — Can be encashed only by X.
6 Company Cheque — Must be credited to the company’s account, not

to an individual.

Example:
If a cheque is written as "Pay to Rahul and Anjali", it must be paid

only if both are present.
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If written as "Pay to Rahul or Anjali", either one can withdraw the

amount.

NI Thopin - P8 T3
oy e —Apeds.

ChequeType Payment Conditions

Order Cheque Requires endorsement from payee; identity verification

needed.
Bearer No endorsement needed; anyone can encash it.
Cheque
Example:

Mr. Gupta presents a bearer cheque at the bank. Since it's a bearer
cheque, he does not need any ID.
Ms. Pooja presents an order cheque. The bank asks for ID proof

before making the payment.

@nount in Words & Figures >

The amount must match in words and figures.

If there’s a mismatch, the amount in words is final (as per Sec. 18,

NIA).
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