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What Is a Bill of Exchange? 
A bill of exchange is a written order once used primarily in international trade that binds one party to pay a fixed sum of money to another party on demand or at a predetermined date. Bills of exchange are similar to checks and promissory notes—they can be drawn by individuals or banks and are generally transferable by endorsements.

According to Section 5 of the Negotiable Instruments Act defines a bill of exchange as follows:
    “A bill of exchange is an instrument in writing containing an unconditional order, signed by the maker, directing a center 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”.
	At the very outset the following two facts must be noted:
i. Although a bill of exchange directing to pay ‘only to a particular person’ is valid if it satisfies the requirements of the definition but it shall not be a negotiable instrument within the meaning of the Negotiable Instrument Act as its transferability is restricted.
ii. Although a bill of exchange may be originally drawn ‘payable to bearer’ but in such a case it must be payable otherwise then on demand (say, three months after date). In other words a bill cannot be drawn ‘payable to bearer on demand.’ If it is ‘payable on demand’ then it must be made ‘payable to order’ (Sec. 31 of the Reserve Bank of India Act).
Parties to a bill of exchange. 
There are three parties to a bill of exchange, viz., drawn, drawee and payee. The person who makes the bill called the ‘drawer’. The person who is directed to pay is called ‘drawee’. The person to whom the payment is to be made is called the ‘payee’. The drawer, or if the bill is endorsed to the payee, the endorsee, who is in possession of the bill is called the ‘holder’. Theholder must present the bill to the drawer for his acceptance. When the drawee accepts the bill, by riting the worlds ‘accepted’ and then signing it, he is called the ‘acceptor.’
Drawee in case of need.
 Sometimes the name of another person may be mentioned in a bill of exchange as the person who will accept the bill, if the original drawee does not accept it. Since another person so named is to be approached in case of need, he is known as “drawee in case of need.” (Sec. 7)
Acceptor for honour. When a bill of exchange has been noted or protested for non-acceptance or for better secqurity, and any person accepts it supra protestfor honour of the drawer or of any one of the endorsers, such person is called an “acceptor for honour” (Sec. 7). Thus any person may voluntarily become a party to a bill as an “acceptor for honur”.

Essential elements of a Bill of Exchange:
To be a valid bill of exchange an instrument must comply with the requirements of the definition given in Section 5, which are as follows:
1. It must be in writing.
2. It must contain an order to pay . a mere request to pay on account, will not amount to an order. But an order may be expressed in polite language.
3. The order to pay must be unconditional.
4. It must be signed by the drawer.
5. The drawer, drawee and payee must be certain. A bill cannot be drawn on two or more drawees in the alternative because of the rule of law that “where liability lies, no ambiguity must lie.” But a bill may be made payable in the alternative to one of two or more payees (Sec. 13).
6. The sum payable must be certain.
7. The bill must be contain an order to pay money only.
8. It must comply with the formalities as regards date, consideration, stamps, etc.

It will be seen that the fundamental essentials of a bill enumerated above are more or less similar to that of a promissory note. As such the rules that apply to promissory notes in regard to those essentials are in general applicable to bills of exchange as well. (For details of these essentials see notes to promissory note.)

Bills of Exchange vs. Promissory Notes: An Overview 

Bills of Exchange 
A bill of exchange is a written agreement between two parties – the buyer and the seller – used primarily in international trade. It is documentation that a purchasing party has agreed to pay a selling party a set sum at a predetermined time for delivered goods. The buyer or seller typically employs a bank to issue the bill of exchange due to the risks involved with international transactions. For this reason, bills of exchange are sometimes also referred to as bank drafts.
Bills of exchange can be transferred by endorsement, much like a check. They can also require the buyer to pay a third party – a bank – in the event that the buyer fails to make good on his agreement with the seller. With such a stipulation, the buyer's bank will pay the seller's bank, thereby completing the bill of exchange, then pursue its customer for repayment.
Promissory Notes 
Promissory notes are similar to bills of exchange in that they, too, are a financial instrument that is a written promise by one party to pay another party. They are debt notes that provide financing for either a company or an individual from a source other than a traditional lender, most commonly one of the parties in a sales transaction.
In the United States, promissory notes have historically been limited in usage to corporations or high-net-worth individuals, but have recently become more commonly used, primarily in real estate transactions.
Promissory notes are retained by the payee or seller and, once payment has been completed, must be canceled and returned to the issuer or buyer. In terms of legal enforceability, a promissory note is more formal than an IOU but less so than a standard bank loan.
