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� According to the Negotiable Instruments Act 1881, a

bill of exchange is defined as an instrument in writing

containing an unconditional order, signed by the

maker, directing a certain person to pay a certain sum

of money only to, or to the order of a certain person orof money only to, or to the order of a certain person or

to the bearer of the instrument.



� A bill of exchange must be in black and white; i.e. in writing.

� It is an order for a person to make payment.

� The order to make payment is unconditional.

� The bill of exchange must be signed by the maker of the bill.

� The payment to be made must be certain.� The payment to be made must be certain.

� The date on which payment is made should also be certain.

� The bill of exchange must be payable to a certain person.

� The amount mentioned in the bill of exchange is payable either

on demand or on the expiry of a fixed period of time.

� It must be stamped as per the requirement of law.



� a) Drawer: Drawer is the maker of the bill of exchange. A

seller/creditor who is entitled to receive money from the debtor

can draw a bill of exchange upon the buyer/debtor. The drawer

after writing the bill of exchange has to sign it as maker of the
bill of exchange.

� b) Drawee: Drawee is the person upon whom the bill of

exchange is drawn. Drawee is the purchaser or debtor of the

goods upon whom the bill of exchange is drawn. He is the one
who gives his acceptance on the bill.

� c) Payee: Payee is the person to whom the payment is to be
made. The drawer of the bill himself will be the payee if he
keeps the bill with him till the date of its payment.



� Acts as a framework for relationships: A bill of exchange represents a device, which provides a

framework for enabling the credit transaction between the seller/creditor and buyer/debtor on an
agreed basis.

� Certain terms and conditions: The creditor knows the time when he would receive the money so
also debtor is fully aware of the date by which he has to pay the money. This is due to the fact that

terms and conditions of the relationships between debtor and creditor such as amount required to be
paid; date of payment; interest to be paid, if any, place of payment are clearly mentioned in the bill
of exchange.

� Convenient means of credit: A bill of exchange enables the buyer to buy the goods on credit and� Convenient means of credit: A bill of exchange enables the buyer to buy the goods on credit and

pay after the period of credit. However, the seller of goods even after extension of credit can get
payment immediately either by discounting the bill with the bank or by endorsing it in favour of a
third person or party.

� Conclusive proof: The bill of exchange is a legal evidence of a credit transaction implying thereby

that during the course of trade buyer has obtained credit from the seller of the goods, therefore, he is
liable to pay to the seller. In the event of refusal of making the payment, the law requires the creditor

to obtain a certificate from the Notary Public Officer to make it a conclusive evidence of the
happening.

� Easy transferability: A debt can be settled by transferring a bill of exchange through endorsement
and delivery.



� The term maturity refers the date on which a bill of exchange or a

promissory note becomes due for payment. In arriving at the maturity

date three days, known as days of grace, must be added to the date on

which the period of credit expires. Thus, if a bill dated March 1 is

payable one month after date, the due date would be April 4, i.e. one

month and 3 days after March 01. However, where the date of maturitymonth and 3 days after March 01. However, where the date of maturity

is a public holiday, the instrument will become due on the preceding

business day. In this case, if April 04, falls on a public holiday then the

April 03 will be the maturity date. But when an emergent holiday is

declared under the Negotiable Instruments Act 1881, by the

Government of India which may happen to be the date of maturity of a

bill of exchange, then the date of maturity will be the next working day
immediately after the holiday.



� Any holder may transfer a bill unless its transfer is

restricted, i.e. the bill has been negotiated containing

words prohibiting its transfer. The bill can be initially

endorsed by the drawer by putting his signatures at the

back of the bill along with the name of the party to
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back of the bill along with the name of the party to

whom it is being transferred. The act of signing and

transferring the bill is called endorsement.



� For the person who draws the bill of exchange and

gets it back after its due acceptance, it is a bill

receivable; B/R. For the person who accepts the bill,

same, it is a bills payable; B/P. In case of a promissory

note for the maker it is a bills payable and for thenote for the maker it is a bills payable and for the

person in whose favour the promissory note is drawn

it is a bills receivable. Bills Receivables are current

assets and Bills payable are current liabilities. Bills of

Exchange and Promissory Notes are used

interchangeably.



� When the drawee fails to make the payment on the due date, it is said
that he has not honoured the bill and bill is called to be dishonoured.
In such situation, liability of the person who gave his acceptance is
restored. Hence, the entries made on the receipt of the bill should be
reversed.

� Noting Charges: As per practice a bill should duly be presented on

due date. Drawee is not held responsible, in case the bill is notdue date. Drawee is not held responsible, in case the bill is not

presented for payment on due date. Proper presentation of the bill

means that it should be presented on the date of maturity to the Drawee
during business working hours.

� In order to establish the fact that the bill was dishonoured, despite its
due presentation, it may preferably to be got noted by Notary Public
Officer. Noting authenticates the fact of dishonour. For providing
this service, a fees is charged by the Notary Public Officer (N.P.O.)
which is known as Noting Charges.



� Sometimes, drawee feels that it may be difficult for him to

meet the obligation of the bill on due date and may, therefore,

approach the drawer with a request for extension of time for

payment. If drawer agrees on it, the old bill is cancelled and a

new bill with new terms of payment is drawn and duly accepted
and delivered. This is called renewal of the bill.and delivered. This is called renewal of the bill.

� Since the cancellation of bill is mutually agreed upon between
both the parties, so, noting of the bill is not required. The
drawee may have to pay interest to the drawer for the extended
period of credit or any other condition to which they agree. The
interest is paid in cash or may be included in the amount of the
new bill. Sometimes, a part of the amount due may be paid and
the new bill may be drawn only for the balance amount.



� Sometimes a bill of exchange is arranged to be paid off before the due date

by mutual understanding of both the parties which is known as retiring the bill.

This happens when the drawee of the bill has funds at his disposal and he

makes a request to the drawer to accept the payment of the bill before its due

date. If the holder of the bill agrees to do so, the bill is said to have been
retired.

� In order to encourage the practice of retirement of the bill, the holder

allows some discount called Rebate on bills for the period between date of

retirement and maturity. The rebate is normally calculated at a certain rate of
interest.

� The accounting treatment on the retirement of a bill is similar to the
accounting treatment when a bill is honoured by the acceptor on the due
date in the normal course. The only difference between the two is that in
case of retiring a bill, some rebate is allowed to the debtor for prepayment.



� Normally, bills of exchange or promissory notes are drawn to

finance the actual transactions in goods, i.e., an acceptance is

made to settle a trade debt owing to the drawer by the drawee in

case of a bill of exchange and the bill is called a trade bill . As it

originates from genuine trade transaction ( purchase and Sale) it
is for value received and is enforceable.is for value received and is enforceable.

� Apart from financing transaction in goods, bills of exchange
promissory notes can also be used for raising funds temporarily
by the businessmen. Such a bill is called an ‘accommodation
bill’ as it is accepted by thev drawee to accommodate the
drawer. Hence, the drawee is called the ‘accommodating party’
and the drawer is called the ‘accommodation party’.



� Goods are usually sold on credit to the customers. In

such cases, in order to avoid any possibility of delay

or default, an instrument of credit is used through

which the buyer assures the seller that the payment

shall be made according to the agreed conditions. Inshall be made according to the agreed conditions. In

India, Bills of Exhange, promissory note; instruments

of credit have been in use since time immemorial and

are popularly known as Bills of exchange.
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