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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. 
A bill of exchange has the following parties namely:
· Drawer: Drawer is the person who makes or writes the bill of exchange. Normally, he is the seller.
· Drawee: Drawee is the person on whom the bill of exchange is drawn for his acceptance. Normally, he is the buyer. He has to pay the amount of the bill of exchange to the drawer on the due date.
· Payee: The payee is the person to whom the amount of bill of exchange is to be paid. The payee can be the drawer himself or the creditor of the drawer.
· Endorser: Endorser is the person who transfers rights of payment.
· Endorsee: Endorsee is the person in whose favor the bill of exchange is endorsed by the drawer.
· Bearer: Bearer is the person in possession of the bearer bill of exchange.

[image: Three main parties involved in a bill of exchange]

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.)

Types of Bills of Exchange
Bills of exchange facilitate trade transactions involving sale or purchase of goods. But this mechanism of the bill of exchange can also be of use in raising finance.
Type of bill of exchange depends on its object or purpose. From the accounting point of view, Bills of exchange are of two types:
1. Trade bill: Where the bill of exchange is drawn and accepted to settle a trade transaction, it is called Trade bill. This bill of exchange is drawn by the seller of the goods and is accepted by the buyer.
2. Accommodation bill: Where a bill of exchange is drawn and accepted for mutual help, it is called Accommodation bill. This bill is for mutual benefit without a trade transaction. It does not involve a sale or purchase of any goods or services. This bill carries an agreement between two parties for the purpose of giving financial support to others.
Solved Example For You
State the type of bill in the following cases?
1. Suppose Mr. X sells goods worth Tk 75,000 to Mr. Y. Mr. y is not in a position to pay the amount immediately. So, Mr. X the seller draws a bill on Mr. Y the buyer and Mr. Y accepts such a bill.
2. If Mr. A is in need of money, he draws a bill on his friend Mr. B who accepts it. Mr. A then discounts this bill with bank i.e. bank will pay money before the due date. Mr. A and Mr. B share the money between them. On the due date, Mr. B pays to the bank and Mr. A pays to Mr. B his share.
Ans.
1. Trade bill
2. Accommodation Bill
Acceptance of a bill of exchange
After drawing the bill of exchange, the first thing the drawer does, is to present it to the drawee for acceptance. Unless it is accepted, the bill is not valid.
The drawee (or someone representing him) accepts the drawer’s bill of exchange by writing a date and signing under the words ‘accepted’ on face of the bill. If the bill of exchange does not contain the phrase “accepted on”, the drawee can write it himself if necessary (For example for bills payable after certain events). The signature is enough for acceptance. If there is no acceptance date, the bill is supposed to have been accepted on the day of issue.
After acceptance, the drawee becomes the acceptor and engages himself to unconditionally pay the bill on or before its maturity date. The bill of exchange becomes a legal document only after acceptance. This document binds the drawee to honour the bill on due date. An acceptance is unconditional, but in certain countries the drawee may restrict it to part of the sum payable. The acceptance may be general or qualified:
· General Acceptance: This occurs when the drawee accepts the liability on the instrument without any condition and limitation on the amount. So general acceptance is unconditional and unqualified.
· Qualified Acceptance: When the acceptor puts some condition while accepting the instrument, the acceptance is said to be qualified. The acceptor can put only conditions that are legally allowed.
Once the bill of exchange is accepted, the drawee returns it to the drawer and bearer. And the bearer now has many options to choose between the following:
1. Wait until maturity and present the bill of exchange for payment.
2. Negotiate the bill of exchange to another person.
3. Receive a short term finance by performing a discounting of the bill of exchange.
4. Receive a short term finance by performing a factoring of the bill of exchange.
Endorsement of a bill of exchange
The second option consists for the drawer to endorse the bill of exchange and deliver it to another party. Endorsement requires to sign the bill and optionally to put words qualifying that act on it. The drawer, who then uses the bill as a financial instrument, becomes the endorser and the party receiving the bill is the endorsee, the new holder of the bill of exchange. He is also called the holder in due course. Below is a figure showing what happens. We assume in this and the following pictures that the drawer and the payee are the same.
[image: Endorsement of a bill of exchange]


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.

Liability of Parties 
The provisions relating to the liability of parties to negotiable instruments are under section 30 to 32 and 35 to 42 of the Negotiable Instrument Act, 1881.
The Liability of parties is as follows:
1. Liability of Drawer (Section 30)
Drawer means a person who signs a cheque or a bill of exchange ordering his or her bank to pay the amount to the payee.
In case of dishonour of cheque or bill of exchange by the drawee or the acceptor, the drawer of such cheque or bill of exchange needs to compensate the holder such amount. But, the drawer needs to receive due notice of dishonour.
So, the nature of the drawer’s liability on drawing a bill is:
(i) On due presentation:- It should be accepted and paid accordingly.
(ii) In the case of dishonour:-  Drawer needs to compensate the holder such amount, only when he receives a notice of dishonour by the drawee.
2. Liability of the Drawee of Cheque (Section 31)
 The person who draws a cheque i.e drawer having sufficient funds of the drawer in his hands properly applicable to the payment of such cheque must pay the cheque when duly required to do so and, or in default of such payment, he shall compensate the drawer for any loss or damage caused by such default.
The drawee of a cheque will always be a banker. As a cheque is a bill of exchange, drawn on a specified banker by the drawer, the banker is bound to pay the cheque of the drawer, i.e., the customer. For the following conditions are need to be satisfied:
(i) Sufficient amount of funds to the credit of customer’s account should be there with the banker.
(ii) Such funds are required to be properly applied against the payment of such cheque, e.g., the funds are not under any kind of lien etc.
(iii) The cheque is duly required to be paid, during banking hours and on or after the 
date on which it is made payable.
If the banker unjustifiably refuses to honour the cheque of its customer, it shall be liable for damages.
3. Liability of Acceptor of Bill and Maker of Note  (Section 32)
 As per section 32 of negotiable instrument act, in the absence of a contract to the contrary, the maker of a promissory note and the acceptor before the maturity of a bill of exchange are under the liability to pay the amount thereof at maturity.
They need to pay the amount according to the apparent tenor of the note or acceptance respectively.  The acceptor of a bill of exchange at or after maturity is liable to pay the amount thereof to the holder on demand.
The liability of the acceptor of a bill or the maker of a note is absolute and unconditional but is subject to a contract to the contrary and may be excluded or modified by a collateral agreement.
4. Liability of Endorser (Section 35)
 An endorser is the one who endorses and delivers a negotiable instrument before maturity. Every endorser has a liability to the parties that are subsequent to him.
Also, he is bound thereby to every subsequent holder in case of dishonour of the instrument by the drawee, acceptor or maker, to compensate such holder of any loss or damage caused to him by such dishonour. However, he is to compensate only after the fulfilment of the following conditions:
(i) There is no contract to the contrary
(ii) The Endorser has not expressly excluded, limited or made conditional his own liability
(iii)And, such endorser shall receive due notice of dishonour
5. Liability of Prior Parties (Section 36)
 Until the instrument is duly satisfied, every prior party to a negotiable instrument has a liability towards the holder in due course. The prior parties include the maker or drawer, the acceptor and all the intervening endorsers. Also, there liability to a holder in due course is joint and several. In the case of dishonour, the holder in due course may declare any or all prior parties liable for the amount.
6. Liability Inter-se
 Every liable party has a different footing or stand with respect to the nature of liability of each one of them.
7. Liability of Acceptor when Endorsement is Forged (Section 41)
 An acceptor of a bill of exchange who had already endorsed the bill is not relieved from liability even if such endorsement is forged. This is so even if he knew or had reason to believe that the endorsement was forged when he accepted the bill.
8. Acceptor’s Liability when Bill is drawn in a Fictitious Name
An acceptor of a bill of exchange who draws a bill in a fictitious name, payable to the drawer’s order will be liable to pay any holder in due course. He or she will not be relieved from such liability by reason that such name is fictitious.
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