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Class:XI 
 

Topic: BILLS OF EXCHANGE 

Subject:ACCOUNTANCY 
 

 

Meaning: According to section-5 of The Negotiable Instrument Act  1881 “ A bill of exchange is 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, or to the bearer of the instrument”.  
 

Distinguishing features of a bills of exchange: 

(i) It must be in writing; 
(ii) It must be signed by the maker; 
(iii) It must be an unconditional order to pay; 
(iv) The maker must direct a certain person to pay a certain sum of money; 
(v) The amount of the bill either payable on demand or on a fixed date; 
(vi) It bears a stamp as per Indian stamp Act. 

 

Parties to a bill of exchange: 
 

1. Drawer: The maker of a bill of exchange is known as the Drawer. The signature of the drawer is necessary to 
complete the instrument. 

2. Drawee: It is the person on whom the bill is drawn and is thereby directed to pay. When the drawee signs 
his acceptance on the bill and delivers the bill to the holder, he becomes the ‘acceptor’ of the bill.  

3. Payee: It is defined as the person named in the instrument to whom or to whose order the amount of the 
instrument is directed to be paid. The drawer may make the bill payable to himself or may name the another 
person to whom the bill has to be paid 

Specimen of a bill of Exchange 

 
 



Promissory Note: According to section-5 of The Negotiable Instrument Act  1881 “ It is an instrument in 
writing ( not being a bank note or a 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, or to the bearer of the 
instrument. However, according to the RBI Act., a promissory note cannot be made payable to the bearer. 

Note: The sum should be payable to a certain person. There are only two parties to a Promissory Note, one is 
the maker or the payer and another one is the payee. It is not transferable and thus, the amount is not 
payable to the bearer. The liability of the maker is primary and absolute. 

Parties to a Promissory Note: 

1. Maker: It is the person who signs the note (the debtor) and agrees to pay the amount on the due date. 

2. Payee: It is the person to whom the amount is payable (the creditor) 

Distinction between Bills of Exchange and Promissory Note 

Bills of Exchange Promissory Note 

It is drawn by the creditor It is drawn by the debtor 

It contains an order to make payment It contains a promise to make payment 

There can be three parties to a bill of exchange, i.e. 
the drawer, the drawee and the payee 

There are only two parties to a promissory note, i.e. 
the maker and the payee 

It require acceptance by the drawee It doesn’t require any acceptance 

Drawer and Payee can be the same party Drawer can’t be the payee 

The liability of the drawer of a bill of exchange is 
secondary and conditional 

The liability of the maker of a promissory Note is 
primary and absolute 

In case of its dishonour due notice of dishonour is to 
be given by the holder to the drawer 

No notice needs to be given in case of its dishonour 

 

 

Terms in Bill of Exchange: 

1. Term of Bill:Term of Bill or Period of Bill. It is the time period between the date on which a bill is drawn and 
the date on which it is payable. 

2. Days of Grace:A grace period is a set length of time after the due date during which payment may be made 

without penalty. Generally 3 days of grace are allowed on bill of exchange. 
3. Date of Maturity: The maturity date is the date on which the principal amount of a note, bill or acceptance 
becomes due. On this date the principal amount is repaid to the lender. It also refers to the due date. 

4. Discounting of Bill: Discounting of bill refers to the encashment of the bill before the date of its maturity. 
Sometimes, when drawer need funds, he can approach the bank for the encashment of the bill. The bank shall 
make the payment of the bill after deducting some interest (called discount in this case). This process of 
encashing the bill with the bank is called discounting the bill. 

5. Endorsement of bill:Endorsement of the bill implies the procedure by which the maker or holder 
of bill transfers the title of the bill to his/her creditors. The individual transferring the title is called “Endorser”- 
(Drawer) and the individual to whom the bill is exchanged called “Endorsee”- (Drawer’s Creditor). 

6. Negotiation: It is the action or process of transferring legal ownership of a document. 

7. Bill sent for collection:The bill is sent by the drawer to the bank for safety and collection purposes. The 
bank keeps the bill in its custody till the due date and on the due date, the bank will present the bill to 
acceptor. After collecting the amount, the bank transfers the amount to the account of its customer (by giving 
credit to his account). 

8. Dishonour of a bill:When the drawee (a person who is liable to pay) is not able to make the payment on the 
date of maturity of a bill, a bill is said to be dishonoured. In this situation liability of drawee is restored. 
Dishonour of a bill can be either by non-acceptance or non-payment. A dishonoured bill is equivalent to the 

bounced cheque. 
 

https://www.toppr.com/guides/business-laws-cs/negotiable-instruments-act/types-of-cheque-crossing/


9. Noting charges: Noting is a process adopted, if a bill of exchange has been dishonoured by non-acceptance 
or by non-payment. As we know, if the holder of the bill presents it to the drawee for payment on the due 
date but the drawee does not pay it off, the bill is said to be dishonoured. In such a case, the holder of the bill 
may resort to legal action by getting the fact of dishonoured noted by a Notary Public. This is done by the 
holder by referring the matter to the notary public.  
The Notary Public records particulars of the bill, its representation, and the reason for non-payment of the 
bill. The Notary Public charges some fee for doing all these, which is called noting charges. The noting charges 
is paid by the holder of the bill and borne by the drawee.  

 

10. Accommodation Bill: An accommodation bill is a bill of exchange signed by a party as drawer, drawee, 
endorser to accommodate another party whose credit is not strong enough to borrow money. It is drawn for 
the purpose of arranging temporary finance. These bills are drawn and accepted without any consideration. 
Here, the idea is to assist one or both the parties financially.  
Use of Accommodation Bill: An accommodation bill is drawn by one party and the other party accepts it. 
Then, the drawing party gets it discounted from the bank and receives ready cash of which he is in need. The 
money received is either wholly utilized by the drawer, or by both, the drawer and the acceptor. Before the 
due date, the required sum of money is sent to the acceptor in order to make him able to honour the bill and 
the bill is honoured by the acceptor on the due date. 

 

Calculation of Due Date= Date of bill + Period (in days/months) + 3 days (days of grace) 

Example: If a bill is drawn on 1st January for 2 months, calculate due date. 

Due Date= 1st January+ 2 months+ 3 days= 1st January+ 2 months= 1st January- 1st February-1st March + 3 
days= 4th March (Due date) 

 

While calculating the due date of the bill, the following points should be noted: 

1. When the period of the bill is stated in days, the calculation of the due date will be in days (which includes 
the date of payment but excludes the date of transactions). 

2. When the period of the bill is stated in months, the calculation will be made in terms of calendar months, 
ignoring the number of days in a month. 

3. If the due date falls on a day which is a public holiday, the due date shall be the preceding business day. For 
example, if the due date of a bill is 26th January (Republic Day), it falls due on 25th January.  

4. If the maturity date of a bill of exchange falls on a day which is an ‘emergency holiday’ declared by the 
Government as per the Negotiable Instrument Act, 1881, the date of maturity will be next working day. 

5. Days of grace is not allowed when the bill is payable on demand. 

The above content is prepared at home: MKR 

 

 

 

 

 

 

 

 

 


