UNIT-6
ACCOUNTING FOR BILLS OF EXCHANGE

Learning objectives:
Aller siuding this chapier, students shall be ahleto
» Exaplainthe concept of Bill of Exchange and Promissory Note.
hstinction between Bill of Exchange and Promissory Mote,
Define Important terms of Bill of Exchange and Promissory Note,
Record the Accounting Treatment of Bill of Exchange under different
Circumsiances

Suggested Methodlogy :
Hlusteation - cum - Explanation method.

A Bill of Exchange and Promissory Note both are legal Instruments which
facilitate the credit sale of goods by assuring the seller that the amount will be recov-
ered after a certain period. Both of these are legal instruments under the Nego-
tiable Instruments Act, 1881.

BILL OF EXCHANGE
“ABill 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
muoney only to, or to the order of, a certain person or to the bearer of the
instrument.”
Section 5 of the Negatibale Instrument Act, 1881
Features of a Bill of Exchange are :
A Bill of Exchange must be inwriting.
It must contain an order (and not a request) to make payment.
The order of payment must be unconditional .
The amount of bill of exchange must be cerain.
The date of payment should be cerfam.
It must be signed by the drawer of the bill.
It must be accepted by the drawee by signing on it.
The amount specified in the bill of exchange is pavable either on demand or on
the cxpiry of a fized period.

9. The amount specified in the bill is payable cither 1o & certain person or to his
order or to the bearer of the bill,

10, It must be stamped as per legal requirements.

PARTIES TOABILL OF EXCHANGE

e e al e

1. DRAWER:

Diraweer is the person who makes or writes the bill of exchange. Drawer isa
person who has granted credit to the person on whom the bill of exchange is drawn,
The drawer is entitled to receive money from the drawee (acceptor),
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2, DRAWEE : Dirawee is the person on whom the bill of exchange is drawn for
acceptance. Drawee is the person to whom credit has been granted by the
drawer. The drawee is liable to pay money to the creditor/drawer.

3. PAYEE:

Payeeis the person who receives the payment from the drawee, Usually the
drawer and the payes are the same person. In the following cases. drawer and payes
are two different persons :

(i) When the bill is discounted by the drawer from his bank- payeeis the bank.

(i) When the hill is endorsed by the drawer to his creditors ;

payce is the endorsee.
SPECIMEN OF A BILL OF EXCHANGE

5 500003 New delhi
6ith August, 2011 [ 1]
5

[2} T hree months] after date pay to me or my order, the sum of
o Fifty thousand only | for

“Accepted,,

(Signed) 6]
{Mukesh Chand.)

(Signed)

To
MUKESH CHAND SANT KANWAR
D-24,S¢ctor-15 El 151, Sector-2 Rohini Delhi—85
Rohini Delhi -82

CONTENTS OF BILL EXCHANGE

1. Date —

The date on which a bill is drawn, is written on the top right cormer of the hill. [t
helps in determining the date of maturity of the bill.
2. Termv/Tenure —

Term specifics the time penod for which a bill is wntten. It should be specified
the body of the bill.
3. Amount-—

Amount in figure should be mentioned in the top lelfeomer and amount in words
should be mentioned in body of the bill.
4. Stamp-—

Stamp of proper value depending upon the amount of bill must be affixed on the
hills of exchange.
5. Name of parties —

The name and addresscs of the drawer and the drawee should be mentioned in
the bill of exchange.
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6. For Value Received

It mesns the bill has been issued in exchange of some consideration. These words
are very important because law does not consider those agreements which have been
made without consideration.

ADVANTAGES OF BI1LLOF EXCHANGE
1. Ithelps in purchases and sales of goods on eredit basis.
2. ltisalegally valid decument in the eyves of law. It assures an easier recovery to
the drawer if drawee fails to make the payments.
3. Abill ean be discounted from the bank before its date of maturity. By
discounting with the bank, drawer can get the money before due date if required.
4. ltcan be easily transferred from one person to another by endorsement.
5. lthelps in recovery of debt without sending reminders to the debtor.
6. ltassures the seller about the timely recovery of debt. So a drawer and drawee
can plan about its cash management.
PROMISSORY NOTE

A Promissory note is an instrument in writing (not being a bank note or a currency
nofe) containing an unconditional undertaking signed by the maker to pay a certam
sum of money only to or to the order of a certain person or o the bearer of the
instrument.

FEATURES OF APROMISSORY NOTE
1. There must be an unconditional promise to pay & certain sum of money ona
certain date,

2. Itmust be signed by the maker.

3. Thename of the pavee must be mentioned on it.

4. Ttmust be stamped according toits value,

PARTIES TO A PROMISSORY NOTE

1. The Maker : The maker is the person who makes the promise to pay the
amount on a certain date, Maker of a bill must sign the promissory note before giving
it to the pavee.

2. The Payee : The payee is the person who is entitled to get the pavment
from the maker of promissory note. Payee is the pesson who has granted the ceedit

SPECIMEN OF A PROMISSORY NOTE

T 2,000,000 Mew Delhi
TthAugust, 2011
Stamgp These months after date we promise to pay Gulab
Singh or order 8 sum of T twa lakhs only, for value
received.
To {Signed)
Chulab Singh Rajiv Verma
14, Paschim Vihar 95, Bector - 16
Mew Dielhi - 63 Rohini Dglhi - 85




DISTINCTION BETWEEN BILLS OF EXCHANGE AND PROMISSORY

NOTE:-
Basis of Bills of Exchange Promissory Note
difference
1. Drawer T'he Drawer is the creditor. The Drawer is the debior.
2. No.of Parties.| It has three parties namely : Lt has two parties namely :
& Thedrawer & The maker
& Thedrawee & T'he pavee

o Thepayes
3. Orderor It contains an order to 1t contains & promise to
Promise make the payment. make the payment
4. Acceptance Lt is valid only when It does not require any
accepted by the drawee. aceeptance from the drawee.
5. Payee It case of bill of exchange, Drrawer or maker cannot
drawer can be the payes the pavee of
of the bill. PIOIISS0TY N,
6. Noting It case of dishonour of bill Moting s nof necessary
noting becomes important, in case of dishonour of
PIOIISS0TY N,
7. Liability The lisbility of the drawer The: lishility of the drawer
arises only if the drawee imaker) is primary,
fiils to make paviment,
IMPORTANT TERMS

1. Term of Bill :

The period intervening between the date on which a bill is drawn snd the date on
which it becomes due for payment is called *Term of Bill®

2. Due Date :

[Due date is the date on which the payvment of the bill is due.

Due date is ascertained in the following manner :

i1 Incase of *Bill at sight’

e date is the date on which a bill is presented for the payment.
(i) Imcaseof “Bill after Date’ -

Due Date = Date of Drawing + Term of Bill,
(i) Incase of * Bill after sight” —

Dwe date = Date of Acceptance + Term of Bill.

3

Days of Grace :
Dirawee is allowed three extra days after the due date of bill for making pay-

ments. Such 3 days are know as *Days of Grace”. [tis a custom to add the davs of
ErHce,
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4. Date of Maturity :

The date which comes after adding three days of grace to the due date of a
bill iz called ‘Diate of maurity”.
Mustration 1

A bill of exchange for ¥ 25000 is drawn by A on B on 19 April, 2011 for 3
Months, B accepted the bill on [{th April, 2011,

Find the DUE DATE and DATE OF MATURITY if
Cash I - The bill is Bill After date
Case 11 - The bl 15 Ball After Sight

Solution:
DUE DATE Date of Maturity
Case | - When the Bill is
“Hill Adter date™ 1# July 2011 4™ July, 2011
Case Il When the Bill s
“Bill Afier Sight” 10* July 2011 13* July, 2011

@ Incaseahbillis “Bill after Sight"” term of bill starts from the date of acceptance.
5. Bill at sight/Bill on demand

When no time for payment is mentioned in the bill of exchange and the hill is
pavable whenever it is presented to the drawee for the payment, such bills are
know as "Bill at sight” or "Bill on Demand”,

3 days of grace are not allowed when bill is payvable on demand.
6. Bill after Date

Rill after date s the bill in which due date and date of maturity is ascertained from
the date on which the bill is drawn.

3 days of grace are allowed for ascertaining the date of maturity in case of bill
after date,
7. Discounting of Bill

When the hill is encashed from the bank before its due date, it is known as
discounting of bill. Bank deducts its charges from the amount of bill and disburses the
halance amount,
Mustration 2

Ram sold goods to shyvam for Bs. 30,000 at crediton 12 April, 201 1. Ram discountd
theh bill with his bank on 4" May 2011 & 9% per annum find out -

(i) Theamount of discounting charpes.

i) The amount that Ram will recerve from his bank at the time of discounting the

lill.
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Solution :
1) Discounting Charpes =

. Ruate
Amount of Bill Discounted = 00

= Unexpired Period

t 2
= 3000 =
“looT 1z T TA0

(i) Ram will receive from his bank T 29,500 (i.e., T30,000-T450)al the time of
discounting the bill,
8. Endorsement of Rill

Endorsement of a bill means the Process of transferring the title of bill from
the drawer or holder to their creditors,

The person ransferring the title is called " Endorser” and the person to whom the
bill s tramsferred called *Endorsee’. The endorsee can further endorse the bill in
favour of his creditors.

Endorsement is executed by putting the signanure at the back of the bill.
9. Rill sent for Collection

Ttis a process when the bill is sent to the bank with instructions to keep the bill till
maturity and collect its amount from the acceptor on the date of maturity,
L. Dishonour of Bill

When the drawee (or acceptor) of the bill fails to make payment of the bill
on the date of maturity, itis called Tishonour of Bill.
11. Noting of Bill

To obtain the proof of dishonour of a bill, it is re-sent to the drawee through a
legally authorized persons called Notary Public. Notary Public charges a small {ee tor
Providing this service known as noting charges,

Noting charges are paid to the Notary Public first by the holder of the bill
hut are wltimately recovered from the drawee, because he is the person
responsible for the dishonouwr,

12, Retirement of a Bill

When the drawee makes the payment of the bill before its due date it i3
called Retirment ol abll',

In such a case, holder of the bill usually allow a certain amount as Rebate to the
drawee,



Amount of rebate is calculated at a fixed percentage for the unexpired
period only.
ustration 3

On 1st January, 2011 A sold good to B for T 30,000 and drew upon him a bill
at 3 months for the amount. B accepted the bill and returned it to A, On 4 March,
2011, B retired the bill under rebate of 12% per anum.
Caleulate the amount of Rebate.
Solution :
Rebate

Amountof A Hate Unexpired Period

Bill AT
30,000% 12 1
100 12

— 7300

B will pay 29,700 (% 30,000 - ¥ 300) to A at the time of retiring the bill.
13, Renewal of a Rill

Sometimes, the drawee of a bill finds himself unable to meet the bill on due
date. To avoid dishonouring of bill, he may request the holder of the bill to cancel the
original hill and draw a new hill in place of old one, It the holder agrees, the old bill
is cancelled and a new bill with new terms is drawn on the drawee and also accepred
by him. This process is called '"Benewal of a bill',

In this case, Noting of the bill is not required as cancellation of the hill is
mutually agreed upon by both the parties of the hill.
Mormally, the drawer chargs interest for the period of new bill, The interest may be
paid irt cash or may be added in the amount of new bill. 1T any pant payiment is made at
the time of renewal of a bill, interest is calculated only on the outstanding amount,
Mustration 4

Marender requests Rajneesh to renew his acceptance for 0 25,000 for 3 months

together with interest (@ 18% p.a,

Calculate the amount of new bill drawn on Marender
Solation ;
Interest=

= Amouni® X Rate ¥ Periad of
Ohutstanding 100 Mew Bill

15 3
25000 =
. xlﬂﬂ'xli w1125
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Amount of New Bill=%25,000+% 1,125
=T 26,125
* Amount Outstanding =Amount of  Bill cancelled - any part payment made
in cash at the tme of renewal of bill

14. Insolvency of Acceptor —

When the drawee (1.e., accepior) ofa bill is unable to meet his liabilities on due
datc, the drawee become insolvent. In such a case, entrics for the dishonour of the hill
are passed in the books of drawerholder and drawee of the bl

Any protortionate amount received from the drawee is recorded in the books of
the holder and the amount unrecoverable is debited to ‘Bad Debts Afc,

Accounting Treatment of Bill Transactions
A. On the Due Date bill is Honoured -
The aceounting treatment under this heading is based on the assumption that
billis duly honoured at maturity of the bill. The deawer can treat the bill in the following
Wys

Case - T Rill is retained by the drawer till date of maturity

Transaction In the books of In the books of
DRAWER DRAWEE.

I. When Goods Dirawee Dr. Purchases Alc Dir.
are sald an Ta Sales Afc To Drawer
credit {Being goods Sold {Being goods purchased

on gredit) frorm Diraweer)

2. WhenBill Bills Receivable Adc Dr. Drawer Dir.
15 Dravwn To Drawee To Bills Pavbale Adc

{ Being acceptance {(Being acceptance
received from drawee) given o drawer)

3. WhenBillis Cash/Bank A/e  Dr Bills Payable A’'e  Dr.
Honoured on TaBills To Cash/Bank Adc
Date of Receivable Afc
Manuity {Being payment ofhill (Being payment of bill rmade

received from Drawee) to drawer)
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Case Il : When the bill is discounted from the Bank by the Drawer

Transaction In the books of In the books of
Drawer Drawee
1. When the bill Bank A'c D
is discounted Discounting
from Bank Charges Ade D Mo Entry
ToBills
Receivables Afc
[Being bill discounted
for the Bank
2. 'When the bill BillsPaybleAfe  Dr
is honoured on No Entry To Cash/Bank Adc
date of maturity (Being the payment of
bill made
Note :

& [hscountmg charges are always recorded (i.e., debited) in the books of Drawer

& Inthebooks of Dirawee, there is no effect of discounting the bill.

Case L1 : When hill i5 endorsed in favour of a credivor

Transaction In the books of In the books of
Drawer! Endorser Drawee
1. Whenill Endorsce Dir.
15 endorsed ToRills
Receivable Ade No Entry
(Being bill receivable
cndorsed)

2. When bill is Bills Payable Adc Dr
honoured on Mo Bty To Cash/Bank Adc
date of maturity {Being the payment of bill

miade)

Transaction In the Books of

Endorse

1. When bill is Bills Receivahle Adc Dr,

endorsed To Endoreser
(Being bill received from debtor through
endorsement)

2. When bl is Cash/Bank Afc [,

honoured on date
of maturity

To Bills Receivahle
(Being Bill realised on date of maturity)
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Case - IV When Bill is sent to the Bank for collection

Transaction In the books of In the books of
Drawer Drawee

I. Whenhbill Bills Sent for
is semt for Collection Adc Dr.
collectin ToBills Mo Entry
to Bank Receivable Al

{Being bill sent for collection)

2. When the Bank Afc Dr. Bill Payable Ade D
amount is To Bill Sent To Cash/Bank Adc
Tealised on for Collection Afe (Being bill paid on date
date of (Being the bill sent for masturity’)
maturity collection realised on

mturity’)
MNote
® There will be no effeet in the books of Drawee cither the bill is discounted from
the bank or endersed to a ereditor or sent to the bank for collection, The drawee
makes the payment in normal manner.
# [t iz only in the books of drawer where an additional entry is passed to record
the effect of the above transaction.

IMustration 5

X sold goodsto Y on l"'ApriI, 2011 for Rs, 20,000 on credit and drew LpOn him
a bill for the same amount payable after 3 months. ¥ accepted the bill and returned it
o X, Onthe date of maturity Bill was presented 107 Tor the payment and he honoured it
Pass the Journal Entries in the hooks of both the parties when :
Case 1 - Bill is retained by the X till the date of maturity.
Case [1 - Bill is discounted by X from his bank on 4th April (@ 6% per anmum.
Casze [11 - Bill i3 endorsed in favour of 7 on 4th May, 2011,
Case I'V — Bill is sent to Bank for collection on 15t July, 2011.

Also record the Journal Entries in the books of Z (Case - [11)
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Solution :
In the book of X (Drawer)
Journal

Date Particulars L.F. Dir. e

2011
April, 1} Y . 20,000
To Sales Adc
(Bemg goods sold toY on credit) 20,000
April, 1| Bills Recivable Adc D, 20,000
TeY
(Being acceptance received from ') 20,000
Case ~ I When bill is retained by X
till the date of maturity
July, 4 | Cash/Bank Asc [, 20,0040
To Bills Receivable Adc 20,000
i Being amaount received from B
apgainst bill)
Case— 11T When bill is discounted
by X from his bank
Mpril, 4| BankAfe L. 19, 7H)
[nscounting Charges Ade D, 200
To Bills Receivable Ade 20,000
(Being the bill discounted
from the bank, discounting Charges are

6 3
200 =
100" 12 £300)

Case — 1T when bill is Endorsed

in favour of £

May, 4| £ D, 20,000
To Bills Receivable Adc 20,000

(Being bill endorsed in favour ol Z)

Case — 1V When bill is sent to

bhank for collection
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Date Particulars L.E. Dr. Cr.
L1 1]
July, 1 | Bills Sent for Collection Ade D 20,000
To bills Recetvable Afc 20,000
{Being bill sent for collection w hank. )
July,4 | Bank Afc D, 20,000
To Bill sent for
Collection Afc 20,000
{Being amount realised
from bill sent for Collection)
Note :
1. First two entries passed on April 1, 2011 will be same in the books of X
(Drawer) in all the 4 cases.

2. Ifabillis honoured on the date of maturity,
MNOENTRY is passed on the date of maturity in the books of drawer, if ;
o Billis discounted from the bank ;  or
« Billis endorsed in favour of creditor.

{In all 4 cases)
I'm the Books of Y (Drawee)
Journal

Date Particulars L.F. Dr. Cr.

4
e

2011
April, 1| Purchases Afc Dir. 20,000
To X 20,000
(Being poods purchased
from X on credit)
April, 1] X D, 20,000
To Bills Payable Adc 20,000
{Being the accepiance
| givento X)
Tulv, 4 | Bills Pavable Adc Dir. 20,000
To Cash/Bank Afc 20,000
(Being payment made
om date of maturity)
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{(Case - 1)

In the books of Z (Endorsee)

Journal

Date

Particulars

L.k

Dir. Cr

2011
May, 4

Tuly, 4

Bills Receivable Ade Dir.
To X

(Bemg bill recerved from X

through endorsernent)

Cash/Bank A/ Dr.
To Bills Receivable Adc
(Being payment received

agairst hill)

20,000
20,000

20,000
20,000

B. When Rill is dishonoured on date of maturity.
Case I - Bill is retained by the drawer till date of matunity.

Transaction In the Books of In the Books of
Drawer Drawee
When bill is Drawee Dr. Bills Payable Asc Dr.
dishonoured ToRills Woting charges Adc I,
Heceivable Adc To Drawer
T cash Ade { with {Being bl dishonured)
noting charges)
(Being bill dishonoured)
Mote :

FEntry passed in the book of Drawee will be SAME inall cases,

Cass 11 - Bill is discounted by the drawer from his bank, the following entry 1s
passed, at the time of maturity, if the bill is dishonoured.
In the books of DRAWER

Date

Particulars

L.F. Dr. Cr.

Dirawee T,
To Bank Ade

{Including noting charges)

{Being bill discounted from

bank dishonowred )
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Case 111 - When bill is endorsed in favour of a creditor
(At the time of Dishonour of a Bill)

In the hooks of DRAWER
Date Particulars LK Dr. Cr
T T
Drawes D
To Endorsec
iIncluding noting charges)
(Being bill dishonoured,
earlier endorsed in favour
of creditor)
(At the time of Dishonour of a bill)
It the books of ENDORSEFE
Date Particulars L.F. Dr. Cr.
L4 4
Endorser Dr.
To Bills Receiable Afc
To Cash Ade (MNoting charpes)
(Being Wl dishonoured received
through endorsement)
Case TV- When Bill is sent for collection to Bank
(At the time of Dishonour of a Bill)
In the books of DRAWER
Date Particulars L.F. Dr. Cr.
T 7
Drawes [,

ToBills Sent for
Collection Adc
To Bank Adc (Moting charges)
{Being bill sent wo bank for
collection, dishonoured)




MNotes :
I. Same Entry is passed in the books of Drawee at the time of dishonour of a billf
2. Inthe books of Drawer
(At the time of Dishonour of Bill)

Drawes D, (Inall Cases)

To Bills Receivable At (Case-I)
To Cash Ade (Noting Charges)

OR
To Bank Asc (Case-11)
(Including noting Charges)

UK

To Endorsee Adc (Case-TIT)
(Including noting charges)

OR
To Bills Sent for Collection Afc (Case-TV)
To Bank Ade (Noting Charges)

[llustration &

Asold good to B on April 1, 2011 for g 20,000 on credit and drew upon him a
bill for the same amount payble after 3 months. B accepted the bill and retrned into to
A, On the due date bill was dishonoured.

Pass Journal entries in the books of A and B if
Case I:  Billis retained by A ull the date of maturity.,

Case I : Billis discounted by A from his bank on 4th April, 2011 (& 6% per anmum.
Case IIT : Ball 15 endorsed in favour of Con Aprl, 4ih, 2011,
Case IV : Bill is sent to bank for collection on July 1, 2011,

Solution :
In the books of A (Drawer)

Journal
Date Particulars L.E. Dir. Cr
T
2011
Aprl,1 | B Dr. 20,000
To Sales Afc 200,000
(Being goods sold to B
on credit)
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April, 1

Bills Receivable Al I,
ToB
(Being till recerved from B)

July, 4

Case-1 : When bill is retained by A
B Dir.

To Bills Recetvable Adc
(Bemg hill received from B
thshomoured)

April, 4

Case- IT : When bill is discounted
from the Bank
Bank Asc [,
Discounting Charges A/c Dr.

To Bills Recervable Ade
(Being hill discounted from the
hank ; discounting charges are

& 3
= 2000 % —=x —
“Too 12 000

July, 4

B D
To Bank
(Being bill discounted from,

dishomoured on date of maturity)

Agpril, 4

Case - [II : When bill is endorsed
in favour of *(*
C D,
To Bills Recervable Ade
(Being bill endorsed in favour of C)

July, 4

B L.
To C

(Being il received from B and

endorsed to C dishonoured on

mafrity date)

Case -1V : When bill is sent for
collection

20,000

20,000

19,700
300

20,000

20,000

20,000

20,000

20,000

20,000

20,000

20,000

20,000




July, | Bill Sent for Collection Adc D, 20,0000

To Bills Recervable Adc 20,000

(Being bill received from B sent

for collection)

Julv,4| B [big 20,000

To Bills Sent for Collection Adc 20,000

(Being bill sent for collection to bank,
dishonoured on date of maturity )

In the Books of B (DRAWEE)

{In All Cases)

Date Particulars L.F. Dr. Cr

o ]

2011
April, | Purchases Adc i, 20,000
ToA 20,000
(Being poods purchased on credit)
Agpril,1 A I, 20,0000
To Bills Payble At 20,000
(Being acceptance @iven to A)
July, 4 Bills Payable Afc D, 20,000
ToA 20,0000
(Being bill Payable to
A dishonoured on date of
manity)
IMustration 7
Avsold goods toto B on May 1st, 2011 for T 30,000 on credit and drew upon him
a bill for the same amount payable atter 2 months. B accepted the bill and returned it
oA, On date of matunity, B fails to make payment of bill. Moting charges amounted o
T 1M
Pan Journal Entries in the books of A and Bif,
Case 1: Arctains the hill till the dare of maturity and also paid the noting charges.
Case 1: Adiscountsthe bill from his bank on 4th June (@ 12% per annum_ Noting
charges has been paid by bank.
Case 3: A endorses the bill n favour of Con June |, C paid the noting charzes,
Case 4 : A sents the bill to his bank for collection on July 1. Bank paid the noting
charges.
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Solution :

In the Books of A (DRAWER)

Date

Particulars

L.F

Dr.

Cr.

2011
May, 1

B D,
To Sales Afc
(Being poods sold to B on Credit)

May, 1

Bills Receivables Afc L.
ToB

(Being acceptance received

from B)

July, 4

Case 1 : When A retains the bill
B [,
To Bills Recervable Ade
To Cash A
(Being bill dishonourted and noting
charges paid by A)

Junc, 4

Cas 2 : When bill is discounted
from the bank
Bank A/c D,
Driscounting Charges Alc D,

To Bills Recervable Adc
(Being bill discounted from
the bank, discounting charges
armounted o

n

12 1
= 3000 —x— 3
¥ 0012 T 300

July, 4

B Dr.
To Bank Afe

(Being bill discounted from bank

dishomoured and noting charges

paid by bank)

30,000

30,000

30,100

29,700
300

30,100

30,000

30,000

30,000
100

30,000

30,100
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June, 1

Julv 4

July, 1

July, 4

Case 3 : When bill is endorsed

in favour of C

C D,
To Bills Becervable Adc

(Being Wl seot to bank for

collection)

B Dir.
To C

(Being hill recerved from

B and endorsed to C dishonoured

om maturity

Cash 4 : When bill is sent Tor

collection

Bill Sent for Collection Adfc Dir,
To Bills Recervable Ade

(Being bill sent to bank

for collection)

B D,
To Bills Sent for
Collechon A
To Bank
(Being bill received from B
dishonoured on maturity)

30,000

30,100

30,000

30,100

30,000

30,100

30,000

30,000
100

In the Book of B (DRAWEE)

{In all Cases)

Daie

Particulars

L.E.

Cr

2011
May, 1

Purchases Adfc D,
TaA
(Being goods purchased from A)

30,000

30,000
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Maw,1| A

To Bills Payable Adc
(Being acceptance given to A)

July, 4

Bills Payhle Adc D,

Moting Charges Afc [,
To A

(Being bill dishonoured and

noting charges debited)

30,000
30,000
30,000
100
30,100

L. Renewal of a Bill

Transaction In the Books of In the Books of
Drawer Drawee
Canelling the | Drawee Dr. Bills Payable A Dr.
Original Bill To Bills Beceivable Adc To Drawer
{Being the cancellation of bill {Being th e bill payable
receivable) cancelled)
Recording Drawee D [nterest Ade Dr.
Interest for To Interst Alc To Deanwver

extended Period

{ Hemng interest charged for

i Being interest payahle for

extended perod) extended pernod)
Part Payment | Cash or Bank A/c D, Dirawer Dir,

Received’ made To Drawee To Cash Bank Alc
{Being the part payment {Being the part payment
received) made).

New Bill Drawn| Bills ReceivableAde  Dr, Drawer [r.

Accepted To Drawee T Bills Pavable Adc
{Being a new bill drown) {Being a new bill accepted.)

Note §

Fonsidered.

%6 per snnum
o

%5

1. No Entry for noting charges is passed at the time of cancellation of original
hill because both the parties are mutually agreed to cancel the old bill.
D, Rate of interest must be carefully noticed that it is in

(Time is important)

When rate of interest is given in % form, time extended for payment is nof
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FExample :
A bill is renewed for a period of 3 months. Amount of old bill cancelled is 3
50, K00, Find the amount of interest for the extended period if,
Case I Fate of Interest is 8% per annum.
Case 11 Rate of Interest is 6%,
Solution :
Case I :

g 3
tepest = S0000x —=— = )
Interes TR 100

iCas 11

&
=50000x — =
Interest oo © 3000

Ilustration -8 :

On 15t April, 2011 Anil accepts a bill drawn by Sunil for 2 months for g 15000, in
payment of & debt, On the date of maturity bill was dishonoured and Sunil had to pay
p 130 asnoting charges. On 4th June 2011, Anil requested to Sunil to deaw a new bill
for the amount due. Sunil agreed to draw a new bill for 73 days but he charged interst
ict) 1 5% per annum in cash, This bill is duly met on its maturity,

Pass Journal entrics in the books of both the partics.

Solution :
In the books of Sunil
Journal
Date Particulars L.I. Dr. Cr
T i
2011
April, 1 | Bills Receivable Afe Dr. 15,000
ToAnil 15,0000
(Being acceplance received)
June, 4 | Aml Dr. 15,150
To Bills Receivable Adc 15000
To Cash Afc 150
{Being bill dishonoured and noting
charges paid)
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June, 4

June, 4

Junc, 4

Aug., 19

Anil [,
To Interest Adc
(Being interest charged

S15150% 2
100" 365

Cash Afc D,
ToAnil
(Being interest received in cash)

Bills Receivable Adc Dr.
To Anil
(Being a new hill drown M Anil and

gecepatance received)

Bank Afc I,
To Bills Recervable Adc

(Being amount received on

maturity of bill)

454,50

454,50

454 50

454 .50

15,150

15,150

Im the Books of Anil (DRAWEE)

Journal

Date

Particulars

L.F.

Dr.

2011
Aprl, 1

Jupe, 4

June, 4

Sunil D,
To Bills Payable Adc
(Being avceptance gave)

Bills Payable Adc
Noting Charges Afc
To Sunil
(Bemng hill dishonourad and

noting charges due)

=

Interest Afc D,
To Sunil
(Being nterest payahle t Suml)

15,000

15,000
150

454,50

15,000

15,150

454,50
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June, 4| Sunil L. 454.50

To Cash Afc 454,50
(Bring interest paid in cash)
June, 4|  Sumil Dir. 15,150

To Bills Payable Alc 15,150
(Being acceptance of new bill given)
Aug, 19 Bills Pavable Afc [Big 15,150

To Bank Adc 15,150
(Being bill accepted, paid on
Aty

Ilustration 9

P sold goods to 0 for T 10,000 on January 1, 2011 and on the same day draws a
bill on €} for the same amount for 3 months. () accept it and returns it to P, who
discounts it on 10th January, 2011 with his bank for ¥ 9850, The acceptance is
dishonoured on the due date and the noting charges were paid by bank being 7 50,

Ondth April, Q paid 2,050 (including noting charges) in cash and accepted a
new bill at 3 months for the amount due to P topether with interst @ 12% per annum.

Make Journal Entries in the books of P and () to record these transactions.
Solution :

Journal af P

Date Particulars L.F. Dr. Cr.
4 L4
2011
Jan., 1| ©Q Dir 10,000
To Sales Afc 10,000
(Being goods sold to ()
Jan., 1 Bills Receivable Alc D, 140,000
To ) 10,000
(Being acceptance received)
Jan., 10| Bank A'c Dir. 9,850
Discounting Charges Afc [, 150
To Bills Receivable Adc 10,000
(Being bill discounted from Bank)
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April, 4

April, 4

April, 5

Aptil, 4

0 Dr.
To Bank

(Bemg hill discounted from bank

dishonoured and noting charges

paid by bank)

Cash Afc I
To Q)
(Being part payment received in cash)

0 Dr.
To Interest Alc
(Bemyg mterest charged
12 3

FTROO0 = = w " ]
109 12

Hills Recervable Adc [,

Ta ()
(Being a now bill drawn on
(0 together with interest)

1,030

2050

240

H240

10,050

2050

240

8240

Journal of Q) (DRAWEE)

Date

Particulars

L.F.

2011

Jan., 1

Purchases Afc [,
Ta P
(Being goods purchased on credit)

10,000

1k, 06

Jan., 1

r L.
To Bills Payable A

(Being acceptance given to P)

10,000

141,000

Apri, 4

Bills Payable Afc Dr.
Moting Charges A/t Dir.

Ta P
(Being bill dishonoured and noting
charges due)

10,000
50

10,050
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April 4] P Dr. 2,050
ToCash Alc 2050
( Being part payment made
in cash)
April, 4| Interest Afe D 241]
Ta P 240
(Being interest payvable on outstanding
amount for 3 months)
April4| P Dr. 8,240
To Bills Pavable Adc #,240
(Bring sceeptance given to P

D. Retiring a bill under Rebate

Transaction In the Books of In the Books of
Dirawer Drawee

When Drawee Cash/Bank A/c Dr Bills "ayable Adc Dr.

retires the hill Rebate Ade D, To Cash/Bank A/c

before date of To Bill Receviable Afc T Rebate Al

matrity (Being the amount recerved (Being the amount peaid
before date of maturity and before date of maturity and
rebate alloweed. rehare received. )

Mote :

1. In the books of Drawer, Rebate Account is DEBITED because it is a
loss for Drawer.

2. Inthe books of Drawee, Rebate Account is CREDITED hecuase it is a
gain for Drawer.

Mustration 10

Mukesh sold goods to Jitender on July 1, 2001 for T 30,000 and drew a bill for
the same amount for Imonths, Jitender accepied the bill and returmed ¢ o Mukesh,
Jitender retired his acceptance on 4th August, 2011 under rebate of 8% per annum.

(rive Journal entmries in the books of Mukesh and Jitender.

I (4



Solution :
In the books of MUKESH

Journal
Date Particulars L.F. Dr. Cr
T I
2011
July,1 | Jitender Dr. 30,000
To Sales Afc 30,000
(Bring poods sold on credit)
Julv, 1 Bill Receivable Al D, 30,000
To Jitender 24,000
(Being acceptance received)
Aug.,4 | Cash A Dir, 29,600
Rebate Adc D, 4000}
To Bills Recervable Ade 30,000
(Being amount receivied on bill
before maturity and rebate allowed,
Rebate= 3 30,000 xix i T2
12 1M
In the books af JITENDER
Journal
Date Particulars L.FK. Dr. Cr
T T
2011
July, 1 Purchases Al I, 30,000
To Mukesh 30,000
(Being poods purchased on credit)
Julv, 1 | Mukesh Dr. 30,000
To Bills Payable Adc 30,000
(Being acceptance give 1w
Mukesh)
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Aug., 4 | Bill Payvable At D, 30,000
To Cash Ade 29,600
To Rebate Ale 400
(Being acceptance retired with rebate))
E. Insolvency of Acceptor:
Transaction In the books of In the books of
Drawer Drawee
When Drawee Entry lor dishomour of tall Bills Payable Adc Dr.
is Insolvent shall be passed (depending T Drawer
up on the casc) i(Being hill dishonoured)
When nothing Bad Debts Ale Dr. | Drawer Dr.
could be Ta Drawee
Reeovered {Being amount of Bill Ta Deficiency Adc
written off as bed debts) ar
ToP&LAT
{Being the amount of bill
wiitten ofl’)
When Amount Cash/Bank Adc Dr. Dhvweer Dr.
is Received Bad Debts Alc D ToCashAde
Partially To Drawes To Deficiency Adc
lo P é:rL A,

{ Being the amount received partially
and the reamiming amount wrniten
off due to msolvency of drawer. )

{Being the amount payable
settled by payment of ... %
only.

IMustration =11

Rajiv sold goods to Pankaj for * 40,000 on January 1si, 2001, On the same date
Rajiv drew a bill of the same amount at 3 month on Pankaj. The bill was accepted
by Pankaj. Rajiv discounted the bill with his bank on 4th February, 2011 @ 12%
perannum. On date of maturity, the bill was dishonoured and noting charges * 200

were paidby bank.

16



Pankaj agreed to pay % 10,200 and acepted another bill for the remaining amount

for 3 months together wih interest i@ 9% per annum. On July 4, 2011, Pankaj

becomes inselvent and a first and final dividend of 60 paise in a rupee was received

from his private estate on 15th July, 2011.

Ciive Journal Entries in the books of Rajiv and Pankaj.
Solution :

In the Books of RAJIV (DRAWER)

Journal

Date

Particulars

L.F.

Cr.

2011

Jan, 1

Jan,.1

Feb_. 4

April, 4

Panlkaj [
To Sales Afc
(Being goods sold on credit)

Bill Receivable Adc D,

To Pankaj

(Being acceptance received)

Bank AJc D,
Discounting Charges Afc Dr.

To Bill Receivahle At
(Being bill discounted from
bunk and discounting

charges arc ¥ 800 ;
12 2

40000 = W)
1o 12

Pankaj Dr.

To Bank Afc
(Being bill dishonoured and noting
charges paid by bank),

40,000

40,000

39,200
RO0

40,200

40,000

40,000

40,000

40,20

107



Aprl, 4 | CashAfc D, 10,200
To Pankaj 10,200
(Being part payment received
from Pankaj)
April, 4 | Pankaj D, 675
To Interest Adc 073
i{Being Interest charged on
FETNAININE amount :
30000 ? ® 3 )
o 12
Aprl, 4 | Bills Receivable Adc D 30,675
l'o Pankaj 30,673
(Being new acceptance received)
July, 4 | Pankaj Dr. 30,675
Ta Balls Recervahle Alc 30,675
(Being bill dishonoured due to
msolvency of Pankag)
July, 15 | Bank Adc L. 18,405
Bad Debis Afc T, 12,270
ToPankaj . 30,673
(Heme final dividend @ 60 palse in
a ¥ received from Panka) and
balance written oftf s Bad Debts )
In the Books of PANKAJ (DRAWEE)
Juurnal
Date | Particalars LF Tir. Cr
Ed T
2071
Jan, 1 Purchases Alc D 40,001
To Rajiv 400,000

(Being goods purchased on credit)
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Jan, 1

April, 4

April, 4

April, 4

April 4

July, 4

July, 5

Ragiv
To Bills Payable Aic
(Being acceptance given)

Bills Payable Afc
Moting Charges Adc
To Bajiv
(Being bill dishonoured and
notimg charges due)

¥ ¥

Ragiv
To Cash Adc
(Being part payment made)

Interest Al
To Bajiv
(Being imterest due)

Rajiv

To Rills Payable A
(Being the new acceplance
grven o Rajiv)

Bills Payable Afe
To Raynv

(Being bill dishonoured due to

insolvency)

D

Rajiv

To Bank A

To Deficiency Adc
(Being amount paid (@ 60
paiseina®)

40,000

40,000
200

10,200

675

30,675

10,675

30,675

A,000

40,200

10,200

675

30,675

10,675

18,405
12,270
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Points to Remember :

1. When caleulating Date of Maturity the following points must be
considered:

(i) In case of “Bill at sight™ or “Bill on demand”™ 3 davs of grace are
NOT allowed.

(ii) 'Whei the term of bill is mentioned in no of days, then

. Date of drawing the bill is not included.

. Date of payment 18 included in determining date of maturity .

. If date of maturity falls on a day which 15 public holiday, the
maturity date of the bill shallbe “PRCEDING DAY,

. If maturity date is on an emergent holiday declared under the

MNegotiable Instolement Act. 1881, the next working day
immediately after the holiday will be considered as the date
of maturity.

(iii) When the peried is stated in months the date of maturity shall be
calculated in terms of calender months ignoring the no. of dayvs ina
inotith.

2. Noting Charges:

(i) MNoting charges are notan expense for the drawer.,

(i) Itisalways debited as ‘Noting charges™ in the books of drawee.

(iii) Moting charges are recovered by drawer from drawee.

(iv) Moting charges are paid only when noting of the bl is necessary at
the time of DISHONOUR of bill.

(v} Moting of the bill 15 NOT reguired when the bill 1s CANCELLED
with the mutual consent of both the parties, specially at the time of
REMEWAL of Bill.
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