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Extended Abstract

Introduction

In commercial transactions, cheques are conventionally used as the most
common instrument for payment of contractual consideration. From a
legal perspective, however, their issuance does not, by itself, extinguish
the payment obligation or release the debtor from liability; it merely
creates a commitment to perform the debt at a future date. This temporal
gap between issuance and collection exposes the obligee to the risk of non-
payment—a risk stemming not from an explicit breach of contract but
from the cheque's inherent inability to guarantee immediate performance.
To address this, contracting parties, especially obligees, rely on the
principle of party autonomy and the possibility of inserting conditional
terms to devise mechanisms such as a stipulated right of termination or a
resolutory condition contingent upon the cheque's dishonor on the due
date. These terms, in case of non-payment, enable the dissolution of the
contract—whether voluntary or automatic—and subsequent restitution of
exchanged considerations. However, practical experience indicates that
applying these terms is not without ambiguity and complexity, and a
correct judgment regarding the continuity or termination of the contract
cannot be made without their precise analysis.

This research aims to elucidate the role and conditions under which the
dishonor of a cheque affects contract dissolution. The central question is:
Under what circumstances and subject to what substantive and formal
conditions can the dishonor of a cheque lead to the activation of a
termination right or a resolutory condition, thereby causing voluntary or
automatic dissolution of the contract? Furthermore, how can the role of
judicial practice in interpreting and applying these terms be assessed?

Method

This research employs a descriptive-analytical method, focusing on
documentary analysis and the review of judicial practice. The research
data consist of relevant laws—particularly the general rules of contracts
and regulations governing cheques—as well as court rulings, which are
analyzed qualitatively to extract dominant interpretative patterns
regarding cheque dishonor and its effects on contracts.

Findings

In explaining the role and conditions for the effect of cheque dishonor on
contract dissolution, it first becomes clear that a stipulated right of
termination and a resolutory condition are, by nature, conditional terms
whose activation depends on the occurrence of a suspensive condition—
namely, the dishonor of the cheque on its specified date. Consequently,
the right of termination or automatic dissolution does not arise initially but
comes into existence only after this conditional event is established. This



analysis necessitates examining several practical scenarios concerning
cheques.

One of the most important scenarios is the status of the contract in case of
cheque substitution. The dominant analysis in judicial practice holds that
replacing a cheque does not, in itself, constitute a novation of obligation
under Article 293 of the Iranian Civil Code, because the debtor's primary
obligation is the payment of money, and the cheque is merely an
instrument for fulfilling this obligation. Changing the due date or amount
on the cheque does not create a new obligation as long as the core duty to
pay remains. Therefore, a termination right or resolutory condition
stipulated in the underlying contract, as an accessory to the principal
contract, extends to substituted cheques. Even if the substitution were
considered a novation, these terms cannot be deemed extinguished, as
their scope pertains to the underlying contract, not merely the payment
obligation. Thus, if a cheque is replaced before the condition is met, the
dishonor of the new cheque on its due date can also perfect the condition
and lead to contract dissolution.

Another fundamental scenario is the transfer of the cheque to a third party.
The notion that such transfer automatically waives the termination right
or nullifies the resolutory condition is incompatible with the rationale for
including such terms. Their primary purpose is to prevent loss to the
obligee resulting from the non-payment of contractual consideration. In
case of non-payment, the endorsee can seek payment from previous
endorsers, and the original obligee may remain liable. Therefore, the
realization of the suspensive condition—the dishonor of the cheque on the
due date—can trigger the termination right or resolutory condition,
regardless of which party presented the cheque to the bank. Only if the
transfer occurs after the due date and with the obligee's knowledge of the
accrued right of termination, can it be considered indicative of an implied
waiver, the determination of which requires a case-by-case assessment of
circumstances.

Contract dissolution is also contingent upon compliance with formal and
temporal requirements for presenting the cheque to the bank. The date
specified on the cheque is the primary criterion for establishing dishonor,
and the holder is obligated to present it on that date. Presentation before
maturity lacks legal effect, and delayed presentation, except in cases of
justified excuse or an explicit contractual grace period, may result in the
loss of the right to invoke the conditional term. Regarding timing,
dishonor must be established by the end of the specified day. In cases
involving multiple cheques, the effect of each cheque's dishonor on
perfecting the condition depends on the explicit or implicit intent of the
parties. In the absence of explicit stipulation, considering the purpose of
the term and the apparent meaning of the words, the dishonor of any single
cheque may be deemed potentially sufficient, unless a collective intent
requiring the dishonor of all cheques is established. The return of the



cheque and obtaining a non-payment certificate is generally the means of
establishing dishonor, especially when the impediment stems from the
issuer's will or fault, such as insufficient funds or failure to register the
cheque in the Sayad system.

Finally, distinguishing between causes attributable to the issuer's fault and
those beyond their control reveals that the conditional term is perfected
only when the dishonor is attributable to the issuer's conduct or
negligence. In contrast, where non-payment results from external factors,
such as an account freeze by judicial order or bank closure, a restrictive
interpretation of dissolution terms that preserves the contract is more
consistent with the principle of the binding force of contracts.

Conclusion

The findings of the research demonstrate that contract dissolution based
on cheque dishonor is not a purely formal or mechanical process but
requires establishing a set of substantive and formal conditions. The
proposed rule of the study is that cheque dishonor can serve as the basis
for the voluntary or automatic dissolution of a contract only if it is fully
realized on the specified due date and is attributable to the conduct or
negligence of the issuer. This approach, while protecting the obligee from
unjustified loss, prevents conditional terms from becoming instruments
for abuse or sources of arbitrary contractual instability. It can serve as a
coherent foundation for establishing unified judicial precedent.
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