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It is general practice that when goods are sold or services are provided. the seiller extends a cred1t period to 
buyer. In sometimes, the seller may not be in a position to offer credit period and the purchase is not in a pos1tion 

10 pay immediately. In such circumstances the seller would like that the purchaser should give a definite promise 
in writing to pay the amount of the goods on a certain date which he can use to generate immediate funds. 
Commercial practice has developed to treat these written promises into valuable instruments of credit that when 
a writen promise is made in proper form and is properly stamped, it is expected that the buyer discharges his 
debt and the seller receives payment. This is because written promises are often accepted by banks and money 
Is advanced against them. Also, they can be endorsed, i.e., passed on from person to persSon. The written promise 
Is either in the form of a Bill of Exchange or in the form of a promissory note. 
A Bill of Exchange has been defined as an "instrument in writing containing an unconditional order signed by the 
maker directing certain person to pay a certain sum of money only to or to the order of a certain person or to the 
bearer of the instrument'. When such an order is accepted in writing on the face of the order iself, it becomes a 
valid bil of exchange. Suppose A orders B to pay 750,000 for three months after date and B accepts this order 

by signing his name, then it will be a bill of exchange. 

1 

A Bill of Exchange has the following characteristics: 

2 

3 
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1.1 
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BILLS OF EXCHANGE 

7. 
8 

It must be in writing. 
It must be dated. 

It must Contain an order to pay a certain sum of money. 

The promise to pay must be unconditional. 

The money must be payable to a definite person or to his order to the bearer. 

The draft must be accepted for payment by the party to whom the order is made. 

It should be properly stamped. 

Payment must be in legal currency of the country. 

The party which makes the order is known as the drawer. ine party which accepts the order is knOwn as the 

acceptor and the party to whom the amount has to be paid is Known as the payee. The drawer and the pavee 

Can be the same 

ABof Exchange can be paSsed on to another person by endorsement. Endorsement on a bill of exchange is 

made exactiy as it is done in the case of a Cheque. Ine primnary laoity on a bill of exchange is that of the 

accep:o. If he does not pay, a holder can recover the amount from any of the previous endorsers or the drawee. 



A promissory note is an instrument in writing, not being a bank note or currency note containing an unconditional 
undertaking signed by the maker to pay a certain sum of money only to or to the order of a certain person. Under 
Section 31(2) of the Reserve Bank of India Act a promissory note cannot be made payable to bearer. 

1. 

A promissory note has the following characteristics: 

2. 

3. 

4. 

5. 
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1.2 

7. 

PROMISSORY NOTES 

9. 

It must be in writing. 

lt must contain a clear promise to pay. Mere acknowledgement of a debt is not a promissory note. 
Ihe promise to pay must be unconditional "I promise to pay 50,000 as s0on as I can" is not an 
unconditional promisè. 

The promiser or maker must sign the promissory note. 

The maker must be a certain person. 

The payee (the person to whom the payment is promised) must also be certain. 
The sum payable must be certain. "! promise to pay 
Payment must be in legal currency of the country. 

It should not be made payable to the bearer. 

50,000 plus all fine" is not certain. 



Distncion between a Bill of Exchange and a Promissoryete sis of Dixtinction 

Parties 

Drawer 

Order and 
Promise 

Aceeptance 

Liability 

P'ayee 

Noting 

Copies 

Staups 

Bill of Exchange 
There may be three parties to 
il, vz., 

Iis dravwn by the creditor. 

Dayment. 

the 

order lo make 

lceds acceptance by the 
drawee. 

The liability of the drawer is 
secondary. lHe will be liable 
only if the acceptor does not 

In case of local bills only one 

copy is prepared but in case of 
foreign bills three copies are 
prepared. 

Promissory Note 
There are only twO parties to it 

the maker who draws the 

note and signs it and the payee 
lo whom the amount is 

payable. 
It is drawn by the debtor. 

Stamps on the bills payable 

'on denand' but otherwise 

Ntamps Would be necessury 

It is a promise to make 
payment. 

It locs not need acceptance. 

Drawer can be the payee of Maker cannot be the payee of 
the bill. it. 

The liability of the drawer 
(maker) is primary. 

It is better to get it noted in Noting is not necessary in case 
case of dishonour. of a promissory no 

Only one copy is prepared 
whether it is local or foreign. 

There is no need of fixing he Stanps have to be fixed in any 
case. 

V., he drawer, 
ilcceptor and the payee. 
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ILLUSTRATION 12 

Anil draws a bill for '9,000 on Sanjay on 5th April, 2019 for 3 months, which Sanjay returns it to Anil 
after accepting the same. Anil gets it discounted with the bank for '8,820 on 8th April, 2019 and 
remits one-third amount to Sanjay. On the due date Anil fails to remit the amount due to Sanjay, but 
he accepts a bill for 12,600 for three months, which Sanjay discounts it for ` 12,330 and remits` 2,220 
to Anil. Before the maturity of the renewed bill Anil becomes insolvent and only 50% was realized 
from his estate on 15th October, 2019. Pass necessary Journal entries for the above transactions in 

the books of Anil. 



SOLUTION 

Date 

2019 

5-Apr 

8-Apr 

8-Apr 

8-Jul 

8-Jul 

Oct.11 

Particulars 

Bills receivable account 

To Sanjay's account 

(Being acceptance 
accommodation) 

Bank account 

Discount account 

To Bills receivable account 

Sanjay's account 

(Being bill discounted with bank) 

To Bank account 

ACCOUNTING FOR SPECIAL TRANSACTIONS 

To Discount account 

Sanjay's account 

received 

(Being one-third proceeds of the bill sent to Sanjay) 

To Bills payable account 

Discount account 

(Being Acceptance given) 
Bank acCount 

Bills payable account 

To Sanjay's account 

6,000 + 2,220 
12,330 

In the books of Anil 
Journal Entries 

(Being proceeds of second bill received from Sanjay) 

To Sanjay's account 

To Bank account 

Oct.15 Sanjay's acCount (6,000+2,400) 

from Sanjay for mutual 

(Being bil dishonoured due to insolvency) 

To Deficiency account 

(Being insolvent, only 50% amount paid to Sanjay) 

© The Institute of Chartered Accountants of India 

Dr. 

Dr. 

Dr. 

Dr. 

Dr. 

Dr. 

Dr. 

Dr. 

Dr. 

Debit Credit 

Amount Amount 

9,000 

8,820 

180 

3,000 

12,600 

2,220 

180 

6.23 

12,600 

8,400 

9,000 

9,000 

2,940 

60 

12,600 

2,400 

12,600 

4,200 

4,200 
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