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(Answer: Gsh in hand Rs. 2,800; Cash at bank Rs 33,450; Total of Trial Balance
Rs. 1,32,600.)

Liabilities:
Loan
Sum owing to Samuel
Bought goodson credit from Naresh
Cashsdles
Sold goods to Raman
Received from Sudhir in settlement of his account
Payment made to Samud by cheque, infull settlement
Old furnituresold for cash
Cash purchases
Naveen pays by cheque which was deposited into bank
Paid for repairs to mechinery
Purchased goodsfrom Shyam
Paid carriageon thesegoods
Received chequefrom Ramen
Paid to Shyam by cheque

Bank intimatesthat chequed Rarnan has been returned unpaid

Cashsdes

Cnsh deposited into bank
Paid municipal taxesin cash
Old newspaper sold

Paid for advertisements
Paid rent by cheque

Hint: Find out the opening capital before working on the problem.

200.00
10,000

5,000

2,000
5,000
3,000
9,950
5,00
4,000
12,500
500
5,000
250
5,000
5,000

3,000
2,500
500
50
500
600

N . : 3 5
Note ¢ These questionswill help you to undetstand the unlt better, Try to wrlte answer.

for them. But do not submit your answersto the University. Theseare for your
practiceonly. _
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5.0 OBJECTIVES

After studying this unit, you should be able to:

identify variousinstruments of credit

define bill of exchange

define promissory note

distinguish between bill of exchangeand promissory note

record transactionsrelating to billsin thejournal of drawer, drawee and endorsee
explain the nature of accommodation billsand their accounting treatment

prepare bills receivable and bills payablejournals

5.1 INTRODUCTION

I'n Unit 4 you have learnt about varioussubsidiary books commonly used in the business for
recording certain transactions. The businessman can also maintain separate subsidiary books
for thetransactions relating to billsof exchange. But the number of such transactionsis
usually small and thereforeone may prefer to record them in the Journal itself. In this unit
we shal first discussthe nature of variousinstrumentsof creditincluding billsof exchange
and promissory notes, identify the typeof transactionswhich usually takeplacein
connection with bills and study how they areto be recorded in the books of various parties.
We shall alsodiscussthe preparation of Bills Receivableand Bills Payable Booksand study
how various detailsrelating to billsare recorded in these booksand how postingsare done.

5.2 TYPESOF INSTRUMENTSOF CREDIT

Selling goods on credit has become avery common phenomenonin business. The producer
takes raw material on credit and supplies the finished goods to the wholesalerson credit.
Fhe wholesalersin tirn providethe credit facilitiesto theretailers. Theretailers also sell on
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credit to somedf the ultimateconsumers. Credit may also be granted by amoneylender, a
bank or afinancia institution. Credit is generally provided by obtaininga written document
calied 'Instrument of Credit'. They serveas a proof for existenceof credit. Themost
commonly used instrumentsof credit are:

i)  Billsof Exchange,
ii) Promissory Notes, and
iii) Hundies.

5.2.1 Bill d Exchange

When aseller grants credit to his customers, he would like to have some written
commitment from the buyer to pay the amount on a specified date, otherwisethe payment
may not be made on time. Such awritten undertaking generally takes the form of a bill of
exchange or a promissory note. A hill of exchangeisdrawn by theseller (acreditor) on the
buyer ( a debtor) asking him to pay the specified amount after a specified period to him, or
his order, or to a person named in the hill. Accordingto the Negotiablelnstruments Act
1881, ahill of exchangeisan instrument in writing containing an unconditional order,
signed by the maker, directing a person to pay acertain sum of money only to, or to
the order of a certain person, O to the bearer of theinstrument.

The abovedefinition makesit clear that there are three parties to abill of exchange. They
are:

i)  Drawer: aperson who drawsthe hill

ii) Drawee: aperson who acceptsthe bill

iii) Payee aperson whois to receive the payment.

Suppose A selisgoodsto B and drawson him abill for Rs. 1,000 for two months payable to

C. Inthis example'A" isthedrawer, ‘B’ isthedrawee and *C’ isthe payee. In most of the
cases, however, the drawer himsdlf is the payee.

Look & Figure5.1 for the specimen of ahill of exchange. In thiscase Mukesh drawsahill
on Nagesh for 2 monthsfor Rs. 1,000, payableto himsdlf.

Figure 5.1: Bill of Exchange

Hyderabad
August 1, 1987

Rs. 2,000

Revenue

Stamp

W Two monthsafter date pay to me ar my order, the sum of rupees
two thousandsonly, for valuereceived.

To

Nagesh

T. Nagar A. Mukesh

Madras. Signature

When the hill of exchangeis drawn it issent to thedraweefor his acceptancc. Thedrawee
has to affix his signatures across the hill asamark of hisacceptance and returnit to e
drawer.

Thus, ahill of exchange hes thefollowing features:

) It mustbein writing.

i)  Itmustcontain an order.

iii) Theorder must be unconditiondl.

iv)  Itmust be signed by the maker of theinstrument.
v) Itismadehy thecreditor.



vi) It must befor a specified amount and specified period. Billsof Exchange
vii) It should beduly accepted by the debtor.

5.2.2 Promissory Note

Asstated earlier awritten undertaking by the buyer to make payment on a specified data
can take the form of abill of exchange or as promissory note. Y ou havelearnt that a bill of
exchangeis drawn by the seller and accepted by the buyer. A promissory note, on the other
hand, is written by the buyer promising the seller to pay a specified amount after aspecified
period to him, or hisorder. It can be defined as" an ingrument in writing (not being a hank
nate or a currency note) containing an unconditional undertaking, Sgned by the maker to
pay a certain sum of money to, or to theorder of a certain person,or to the bearer o the
instrument” .

Incase of apromissory notethereare only two parties. They are:

i) Maker: A personwho makes the note and promises to pay the amount.
ity Payee: A personwhois to receive the anount.

Suppose A sellsthe goods to B and B writes a promissory notein favour of A. In this
exampleB isthe makerand A isthe payee. You should note that no acceptanceis required
in casedf apromissory note becauseit is made by the person who has to makethe payment.
Look at Figure5.2 for the specimen of a promissory note. In this case Nagesh promisesto
pay Rs. 1,000 to Mukesh.

Figure 52 Promissory Note

L
Rs. 2.000 Madras
Augus 1,1987
Revenue
Stamp
Two monthsafter date | promiseto puy,Mukesh a order, the sum of rupees
two thousandsonly, for value received.«
To
Mukesh Nagesh
Hyderabad. Signature
In

Thus, apromissory note has the following features:

) It mugt bein writing.

it) . It must bean undertaking to pay,

iii)  Theundertakingmust be unconditional.

iv) It mug besigned by the maker of theinstrument.
v) Itis madeby the debtor.

vi) It must befor aspecified amount and period.

5.2.3 Distinction between Bill of Exchangeand Promissory Note

Keeping in view the featuresdf abill of exchangeand a promissory note, following
distinctionscan be made between thetwo:

Bill of Exchange Promissory Note

“1) It isan unconditional order to pay 1 It isan unconditional promiseto pay
2) Itismadeby thecreditor 2) It ismadeby the debtor
3)  Acceptanceby the debtor is necessary 3) No acceptarice isrequired
4) Thereae threepartiesto a hill of 4) Therearconly two partiesto a promissory note

exchange :
5)  Whenthebill is dishonoured 5 Noting isnot necessary

it is better to get it noted by the notary public. 99
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A bill of exchangeisabill receivable (B/R) for thedrawer or the payee and a bill payable
(B/P) for thedrawee.-Similarly, a promissory note is a hill receivablefor the payeeand a
bill payable for the maker. A hill receivableis an asset for the business whereas abili
payableisaliability. For accounting purposes, no distinction ismade between bill oOf
exchange and the promissory note.

93 TERM AND DUE DATE OF A BILL

Abill is generally written for a fixed period o time, say, two months (60days), three
months (90 days), etc. The period of abill is called “Term’ or “Tenor’of the bill. The date
on which the hill falls dueiscalled the 'due date' or the 'date of maturity'. The duedateis
calculatedby adding three days of graceto the actual period of the bill. For example, a biil
drawn on April 1for a period of three months will become duefor payment on July 4 (add
three months and three days of graceto April 1, you arrive at July 4).

If theduedareisa public holiday, the bill becomesdue on the previous working day. In the
above example, if July 4 wereto beapublic holiday, July 3 would be treated as thedue
date.

Check YOUr Progress A

State wnether each of the following staiements isTrue or False.
1) Bill of Exchangeisdrawn only when money islent by
moneylender, abanker, or afinancid ingtitution. e

it) Negotiable Instrumentscan e casily transferred to the third
party.

iii) In case of apublic holiday the duedate of thehill falls
onthenextworkingday. e

iv) Bill of Exchange isan unconditional promisetopay. ~ reeeees X

v) For abill drawvnon April | for two months, the due date
falsonJuned. o

vi) Acceptanceisnecessary incase of a promissory note. ~ seeeeenenn
On January 1, Laxman drawson Rama bill for three months for Ks. 500 payableto

. Bharat. |t is duly accepted by Ram and sent to Laxman. State the namesof the drawer,
the drawee and the payee.

..........................................................................................................................................

State whether each the following isa B/R or a B/P for Bhushan.

i) On February 1.he drew a hill on Vinod for Rs. 800 for one
month which isduly accepted by him. oo

iy On March |, he recaelved an acceptancefrom Samfor Rs.1,600.  ««vvvvnnnn

jii) On April |, Bhushan wrote a promissory notefor Rs. 630 in
favour of Alok payabletwo monthsafterdate. ™™ saeeeeean

iv) On April 10, he gave hisaceeptance to abill drawn on him
by ShyamforRs. 900. e

v) OnApril 25, hereceivedapromisory note from Ramfor Rs. 600. . .... Ceeen

54 TREATMENT OF BILL BY THE HOLDER AND
ITS ACCOUNTING

A's pointed out ez{ﬂier‘ no distinction is made between a bill of exchange and a promissory
notefor accounting purposes. When a hill or a promissory noteis received by the person

who is entitled to receiveits.payment, he becomesa holder of the bill. It isabill receivable
for hi m Hewill passthe followingjournal entry in hisbooks &t the time of receiving the

bill Or the promissory note drawn in his-favour.’




BillsReceivableA/c Dr.
To Drawee
(Being.acceptancereceived from the drawee)

The holder of the bill can ded with it in thefollowing three ways:

i) Hemay retainittill the date of maturity.
i) Hemay discount it with his banker and receivethe amount lessdiscount, immediately.
iif)y He may endorse it in favour of hisown creditor.

Let us now study what journal entries are to be passed in each case.

5.4.1 Retaining the Bill

When the holder of thebill decidesto retain the bill till the date of maturity no further entry
isrequiredtill that date. If on the dateof maturity the bill is honoured he will pass the

" " following entry.

Bank A/ Dr.
To Bills Receivable Afc
(Being payment received)

5.4.2 Discountingthe Bill

If the holder of the bill needs funds he can approach the bank for encashment of the bill
before dué'date. The bank will make the payment of the bill after deducting some interest.
Theprocess of encashing the bill with the bank before the date of maturity iscalled
‘discounting a bill' and the interest charged by bank iscalled 'discount’.

'hen a bill is discounted the holder of the bill (drawer) will pass thefollowing journal entry
.’ His books.

Bank A/c Dr.

Discount Afc Dr.
To BillsReceivable A/c

(Being bill discounted)

On the date of maturity, payment of adiscounted hill will bereceived hy the bank and not
by thedrawer.
Hence, at the time of payment, the drawer will not passany entry in his books.

943 EndorsngtheBili

When the holder of the bill endorses the bill to athird party, the bill issaid to be endorsed.
He is called theendorser and the party to whom it isendorsed iscalled endorsee. At the time
‘of endorsement, the following journal entrieswill be passed in the booksof theendorser and
the endorsee.

Books of Drawer (Endorser) Beoks of Endorsee
Endorsee (creditor) Dr. BillsReceivable Afc Dr.
. ToBillsRecelvable A/c To Endorser (Drawer)
(Being hill endorsed) (Being bill received)

On thedate of maturity, the payment will be received by theendorsee. Hence, at the time of
payment, theendorser will not pass any entry in his books. However endorsee will passthe

following entry in his books.

Bank A/fc Dr.
To BillsReceivable A/c
Being payment received)

Bills ol"Exchnnge
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55 TREATMENT OF BILL BY THE ACCEPTOR
AND ITS ACCOUNTING

For the person who acceptsa hill of exchangeor makesa promissory note, it isahill
payable. He will pass thefollowingjournal entry in hisbooks when heaccepts a bill or
makesa promissory note.

Drawer (Creditor) - Dr.
ToBillsPayable Afc
(Being hill accepted)

Whenabhill is discountedar endorsed by the holder of the hill, the drawee is not required to
passay entry in his books. He comesinto picture only when the bill becomesduefor
payment. When he nakes the payment on due date, he will passthefollowing journd entry
in his books irrespective of thefact whether the bill is retained, discounted or endorsed:

BillsPayable A/c Dr.
ToBank A/c
(Being bill paid)

Look a Illustration 1 and study how journal entriesare passed in the books of various
partiesconcerned with the hill.

[llustration1

On January 1,1987 A sold to B goods worth Rs. 1,500. On the same date he drew on B
threehillsfor Rs. 600, Rs, 500 and Rs. 400 for one month, two monthsand three months
respectively. B accepted al the three bills-and sent them back to A. A retained thefirst bill,
discounted thesecond bill with the bank for Rs. 495 on January 5, and endorsed thethird
hill to C on January 6. On the due date B met his acceptances. Record the above
transactionsin the books o A, B and C.

Solution:

BOOKSOF A (DRAWER)
Journal

Dr. Cr.
Date Particulars L.F. Amount ‘ 'Amount

1987 Rs. Rs,
Jan, 1| B Dr. 1,500

ToSalesAfke 1,500
(Being goods sold to B)

» 1| Bills Receivable Afc Dr. T 600
ToB 600

| (Beingfirgt bill received for oné
month)

" 1 | BillsRecavable Ajc Dr. 500 _
ToB ' 500

(Beingsecond bill received
for twomonths)

” 1 | Biils Receivable Afc Dr. 400
ToB ' A00-

(Being third bill received for three
months)

» 5| Bank Ak Dr. 495
Discount A/c Dr. 5

To BillsReceivableAfe
(Being second bill discounted) : 500




Dr. Cr,
Date Particulars LE Amount Amount
Rs. FS
Jan C Dr. 400
To Bills Receivable Afe
(Being third hill endorsed to C) 400
Feh Bank A/e Dr. 600
To Bills Receivable A/ 600
(Being first bill honoured on due)
BOOKS CF B (DRAWEE)
Journal
Dr. Cr.
Date Particulars L.F. Amount Amount
1987 Rs. Rs.
Jan, Purchases A/c Dr. 1,500
ToA 1,500
(Being goods purchased on credit)
" A Dr. 600
To Bills Payable Afc 600
(Beingfirst bill accepted  *
for one month) A
" A Dr. 500
To Bills PayableA/e 500
(Being second bill accepted for
two months)
? A Dr. 400
To Bills Payable A/c 400
(Being third hill accepted for
three months)
Feb. Bills Payable A/c D. A 600
To Bank Ak 600
(Being first bill honoured)
Mar. 4 | Bills Puyable A/c D. 500
To Bank Afc 500
(Being second bill honoured)
Apr. Bills Payable A/c Dr. 400
ToBank A/c 400
J {(Being third bill honoured) L
BOOKS OF C( ENDORSEE)
Journal
Dr, Cr.
Date Particulars _ L.F. Amount Amount
1987 Rs. Rs.
(Lj
Jan. BillsReceivable A/c Dr. 400
To A 400
(Being ahill received from A)
Apr. Bank Avc Dr. 400
ToBillsReceivable Afc 400
(Being hill honoured)

h

Bills of Exchange
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5.5.1 Dishonouring the Bill , e

When due to some reason the drawee (the person who has to make the payment)isnotina
position to make the payment of the hill on the due date, the bill is said to bedishonoured.
In such a situation the holder of the bill gets an endorsement from the Notary Public. The
purpose of such notationis to establishthefacts of presentation and of dishonour. The
endorsement isdone either on the hill or on a separate paper attached to the hill called
‘alonge. The holder of the bill hasto pay asmall chargefor service of the Notary Public. It
iscaled 'Noting charges. These noting charges are to be borne ultimately by the drawee.
The journa entriesfor the dishonour of the hill and noting chargesin the booksof the
drawer, the draweeand the endorseeare asfollows:

.

Books of Drawer Booksof Dranee Books of Endorsee
i) If the bill isretained The drawee passesthe
Drawee Dr. following entry in his books
To BillsReceivable Afe irrespectiveof the fact whether the —
To Cash Alc hill is retained, discounted or
(Being hill dishonoured endorsed.

and noting charges paid)
i) If thebilt isdiscounted —

Drawee Dr. Bills Payable Afc Dr.
To Bak A/c .
(Beingdiscounted bill Notingcharges Alc Dr.
dish ’ To Drawer
- dishonoured) (Being bill accepted dishonoured,
(Note: The amount will be " { noting chargesinvolved)

inclusveof noting charges)

iii) | f the bill i sendorsed

Drawee Dr.

To Endorsee Endorser Dr.
(Beingendorsed hill To BillsReceivable Afe
dishonoured) To Cash Afc

(Beingbilt dishonoured and
(Note: Theamount will be notingcharges paid)

inclusived noting char ges.)

If thedraweeisdeclared insolvent on or beforetheduedate, the bill isdeemed tohave
been dishonoured and all entriesfor dishonour will haveto be passed in the books of
theconcerned partiesas given above.

Look at Illustration2 and see how dishonour entries are recorded in the booksof various
parties.

[llugtration 2
On January 1, 1988 Q owesto P Rs. 2,400 and acceptsthree billsas per thefollowing
details.

i) for Rs. 1,000for 2 months, it isretained by P
ii) for Rs 800for 3months, it isendorsedto R
iii) for Rs 600for 4 months, it isdiscounted with the bank for Rs. 580.

What will be theentriesin thebooksadf P, Q and R if the bills are dishonoured on due dates
and notingchargesRs. 8 are paid in al thethree cases.

BOOKS OF P(DRAWER)
Journal
_ Dr. Cr.
L.F, Amount Amount
Date Particulars
1986 - : , Rs. Rs
Jan. 1| BillsRecavableAjc Dr. 1,000
To Q . 1,000
(Being first bill Received
for two months)




‘Jan.

Mar.

Apr.

Bills Receivable A/c Dr.

To Q
(Being second hill received
for three months)

—

Bills ReceivableAfc ! Dr.

ToQ
(Being third hill received
for four months)

R D.
ToBills Receivable A/e
(Being second hill endorsed to R)

Bank A/c D.
Discount A/e D.

ToBills Receivable Afc

(Being third bill discounted
with the bank for Rs. 580)

Q D.
ToBillsReceivable A/c
ToCash A/c

(Being first bill dishanoured,
noting charges paid Rs. 8)

4

Q D.
ToR

(Being endorsed hill dishonoured,
noting charges involved Rs. 8)

May' 4 Q Dr.

I

ToBank &/¢

(Being discounted bill dishonoured, .
noting chargesinvolved Rs. 8)

800

800

580

T 20

1,008 -

808

608

800

300

1,000

808

608

Books of Q (Drawee)
Journal

Date

Particulars

L.F.

Dr.
Amount

Cr.

Amount

1986
Jan.

1

two months)

P Dr.
To BillsPayable A/e
(Being first bill acceptedfor

P Dr.
To BillsPayable Afe

(Being second bjll accepted '
for three months)

P Dr.
To BillsPayable Afc -

(Being third hill accepted for four
months)

Bills Payable Ak Dr.

(Being fisst bill dishonoured .

" | and noting charges involved Rs. 8)

T

Rs, .
1,000

800

Rs.

1,000

1,008

Bills of Exchange
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Dr, *

Cr.
Date Particulars LFE Amount Amount
Rs. R;
Apr. 4 | BillsPayable Ak Dr. 800
Noting charges Afe D. 8
ToP 808
(Being second bill dishonoured,
noting charges involved Rs. 8)
May 4 | BillsPayableA/ Dr. ‘ 600
Noting charges Afc Dr. ‘ : 8
ToP 608,
(Being third bil} dishonoured.
noting chargesinvolved Rs. 8)
BOOKS (F R (ENDORSEE)
Journal
Dr. Cr.
Date Particulars L.F. Amount Amount
1986 Rs Rs.
Jan, 1 | Bills Receivable Afc Dr, _ 800 |-
ToP 800
(Being bill recaived from F)
Apr. 4P Dr. 308
ToBillsReceivable Afc 800
To Cah Afc 8
(Being hill dishonoured and noting
charges paid)
Check Your ProgressB , le &
1 What do you mean by discounting of a bill?

......................................................................................................................................

2 Fill in the blanks

i)

vi)

No distinction is made between ahill of exchange and a promissory note
for.......... purposes’

The holder of abill can deal withthe bill inany of the.......... ways.
When bill isdrawn . ......... Account isdebited in the books of the drawer.
Bill payableisa.......... for thedrawee.

When hill is endorsed or discounted, no entry ispassedin the books of ..
the..........

When an endorsed or discounted bill is honoured, no entry is passedin the books
ofthe.......... .

3 OnJanuary 1,1988a hill isdrawn on Jack for Rs 2,000 payable after one month. State.
the journal entries to be passed in the books of thedrawer if :

i)
i)
ii)

thebill isretained

thebill isdiscounted with the bank for Rs.1,975
thebilli sendorsed to Jll . .



4 State whether each o the following statementsis True or False. Bills of Exchange

i)  Whenthehill is honoured on the due datethe draweecredits iy
BillsPayableA/c in hisbooks. ... 1

ii)  When the hill is discounted or endorsed no entry for )
payment of the bill is passedin the booksof the drawer. ..ol

iii) Incased thedishonour of a biil noti ng chargesareinitialy
paid by thedrawee. i

= V) Thehill istreated as dishonouredin case of insolvency of the

drawee. . :

v)  When the bill is dishonoured, the draweewill bedebitedin '
booksdf drawer whether the bill is retained, endorsed or o
discounted. e

5 On March 1, Alok drew a bill on Arun for Rs. 2,800for three months. Thebill was
discounted by Alok for Rs. 2,750. The bill wasdishonoured on the duedate, noting
charges of Rs.10 were paid by the bank. What will be theentriesin the backs of Drawer
and Draweefor dishonour of the bill ?

5.5.2 Renewal of the Bill .

ﬁ'I’here are certain instances when thedraweeisin a position to foresee that he would not be
able to honour the bill on the due date. In such a situation the drawee can request the drawer
J‘far extension of time. If thedrawer agrees to such a request the old hill is mated as
dishonoured and a new bill isdrawn in Lieu thereof. This processiscalled ‘Renewal of Bill'.
In case of renewal, the drawer will chargesome interest for the period d the new hill. This
interest may be paid in cash or included in the amount of the new bill. Thereis no need for
éetting thebill noted since the drawee himself makesarequest for cancellation of the hill. i
he journa entries passed at the time of renewal of the bill are asfollows: ‘

J Books of Drawer Books of Drawee
) For dishenour of the bill
Drawee Dr. i) Bills Ryable Afc Dr.
To B/R A/C Bank A/c EndorseeAfc To Drawer
i) For Interestdue iy Inteet Alc Dr. 8
Drawee Dr. To Drawe &
To Interest Afc i
iii) For drawing new bill #)  For accepting newbill i
Bills Receivable A/c Dr. Drawer Dr.
ToDrawee ToBillsPayable Afc

Nte Dishonour entry i s passed kegping in view whether the bill isretained, discounted o endor sed.

L ook at 1llustrations 3,4 and 5 and seehow thejournal entriesarerecorded in the books of
various parties when the bill is renewed.

Ilustration 3

Ramdrew abill,on Shyam for Rs. 1,000 on April 1,1988 for two months. On May 15
Shyam requested Ram torenew the bill for twomanths. Ram agreed to renew the.bill and
Charged interest @ 6% p.a. A new bill was drawn for Rs. 1,010 including interest. The bill
was honoured on the due dete. Record all this in the books of Ram and Shyam,

- |
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Ram's Journal
Dr. Cr.
Date Particulars L.F. Amount Amount
1988 Rs. Rs.
Apr. 1 | BillsReceivableA/e D. 1,000
ToShyam 1,000
(Being hill received)
May 15( Shyam Dr. 1,000
To Bills RecelvableAfe 1,000
(Being bill dishonoured on account
of renewal)
" 15 Shyam Dr. 10
To Interest Afe 10
(Being intgrest due for two months)
" 15| BillsRecdvable Ak Dr. 1,010
To Shyam 1,010
(Being a new hill received
inclusveaf interest)
July 18| Bak Al Dr. 1,010 '
To BillsReceivable Aje 1,010
[Being hill honoured on due date)
Shyam’s Journal
Date Particulars LF Dr. Cr.
Amount Amount
1988 Rs. Rs.
Apr. 1 |Ram Dr, 1,000
To Bills payable Al 1,000
(Being hill accepted]
May 5| Blils Payable Ale Dr. 1,000
ToRam 1,000
(Being hill dishonoured on account
o renewal)-
" 15 "Interest Ale Dr. 10
' ToRam 10
' (Being interest due to Ramfor two
months)
" 15 | Ram Dr- 1,010
ToBills Payable A/e 1,010
(Being new hill accepted together
with interest)
Jly 18 |BillsPayable Ale Dr. 1,010
ToBank Ase 1,010

(Being bill honoured on due date)




illustration 4 C Bills of Exchiange
Sohan drew an Mohan abill for Rs. 1,500 for 3 monthson June 1, 1987. The bill was

endorsed to Rohan. On July 15, Mohan approaches Svhan to terew the bill for aperiod of 3
three months and charges Rs. 25 as interest. Sohan agress to renew the bill. Mohan pays the L
amount of interest in cash and acceptsanew bill for Rs 1,500. The hill is honoured on the |
due date. Record these transactionsin the booksof various parties.

e e

Solution:
Sohan's Journal ‘
Dr. Cr. j
Dae Particulars L.F. Amount | Amount !
1987 R, Rs,
e 1 | BillsRecdvable Al pr. 1,500 v
To Mohen 1,500
(Being hill recaived for three months)
" 1 Rohan D. 1,500 i
To Bills Recaivable /6 : 1,500 i
(Being hill endorsed to Rohan) i
July 15 | Mohen D, 1,500 | i
To Rohan | 1,500 ‘ .
(Being il dishomoured on account
of renewd)
" 15| Mohen Dr. 25
To Interest AJe 25
(Being interest due from Mohan) ’
" 15 CashAk | Dr. 25
To Mohan ‘ ' 25
{Being cach recelved from )
Mohen for interest) “
" 15| BillsRecavableA/c Dr. 1,500
To Mahen ‘1,500
(Being bill renewed for thtee months) .
Oct, 8| Bak Alc D. 1.500
'To Bills Recaivable A/e 1,500
(Being hill honoured on due date)
Mohan's Journal
Date Particulars B L.F. Dr. Cr.
Amount Amount
1987 ' K. Rs.
June [ | Sohan Dr, 1,500
To Bills Payable Asc . 1,500
(Being bill accepted for three months)
July 15 | Bills Payable A/c Dr. 1,500
- To Sohan . 1,300
[Being hill dishonoured on account of
refewal)
" 15 | Interest A/c Dr, . . ‘ 25
To Schad 25
Benginterest due t0 Sohan) »
(Baing | | 109
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Date Partieulsrs L.F, ’ Dr. Cr,
Amount Amount
. R. Rs.
July 15| Schan D, 25. ‘
To Cash Afc ' 25
(Being cash paid far interest)
" 15| Sohan Dr. 1,500 :
To Bills Paynble A/c 1,500
{Reing new bill accepted for threemonths)
Oct. 18| Bilis Paynble Alc ) . 1,500
To Bank A/c 1,500
(Being bilispayable honoured)
i ﬁ
Rohaun’s Journal
T Dr. Cr, .
Date Particuiars . LR Amount Amount
1987 ’ Rs. Rs.
June 1 | BillsReceivable Alc Dr. 1,500
To Sohan 1,500
(Being bill received from Sohan)
July 1 | Sohan Dr. 1,500
To BillsReceivable Ajc ) ’ I,§00
(Being bill dishonoured)
[lhustration 5

On January 1,1988 B owes 10 A Rs. 1,000. A draws an him abill for Rs 1,000 for three
months, The bill is discounted for Rs. 980. On the date of maturity B requestsA for renewal
of thehill. A agreesto hisrequest and thefollowing arrangement ismade.

B paysFs. 400 in cash and requests for the renewal of the balancefor two months,charging
interest @ 6% p.a. te be included in the new bill.

B becomes insolvent on June2, 1988 and only onethird of the amount could be recovered
from hisestate, ’

Recor d the above transactionsin the boeks of A and B.

Solution : -
A’s Journa!
S— o
r. r.
Date Pardicalars L.F. Amount Amount |
1988 Rs, Rs.
Jan. "1 | Bills Receivable Ajc Dr. 1,000 x
To B 1,000
(Being bill received) '
" 1 | Bak Al . Dr. 980
Disoount Afe Dr. 20 o
ToBills Receivable Al 1,000
(Being bill discounted)
Apr. 4 | B : ' L - Dr. 1,doo ‘
ToBank Ale 1,000
(Being hill cuncelled) o
Ap. 4 |B o b 6
T 0 Interest Ajc T 5’6
- | (Beinginterest due from B) -



June 2 |

Cash Alc
ToB

(Being part payment receivedin
respect Of the cancelled bill)

Dr.

Bills Recelvable Afc
ToB

(Being renewal of the bill for three
months)

B
To BillsReceivable Afc

(Being B becameinsolventand hill
treated as dishonoured)

Dr.

Cash Afc
Bad Debts A/c
ToB

‘(Being recovery of one third of the
amount due)

Dr.

400

202
404

Rs.

4090

606

606

606

Date

B*s Journal

Particulars

L.F.

Dr.
Amount

Cr.
Amount

.~ 1988

Apr. 4

June 2

A

To Bills Payable Asc
(Being hill accepted)

Bills Payable /¢
ToA
(Being hill cancelled)

Dr.

Dr.

A
ToCash A/c

(Being part payment made in respect of
cancelled bill)

Interest Afc
To A

(Beinginterest due @ 6%p.4. On
Rs. 600)

Dr.

A
To Bills Payable A/e

(Being aeceptance For the renewed
bill tor three months)

Dr.

Bills Payable A/
ToA

(Being Wlil treated s dishonoured
at thetime of Insolvency)

Dr.

A
To Cash A/s
To Deficiency Afc

(Being 1/31a payment made for theamount due)

Dr.

Rs.
1,000

1,000

400

Rs.

1,060

1000

400

202

5.5.3 Retiring The Bill

Ypu have already learut that the drawee can approach the drawer before the due dte for the
renewal § thebill. Sometimes he nay offer the payment beforetheduedate, In that casethe bill
issaid tohave been retired. Thedr avee is allowed SON@ discount on account of early payment.
Such adiscount istermed &s ‘rebate”. Rebateis nothing but interest for unexpired period of the
bill. Thef d | A/ ngentries are passed itrthe books of concerned parties incaseof retirinig the bill.

¥

Bilis of‘Exchange ;
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Accounting Fundamentals Books of Drawer Books of Drawee Books of Endorsee *
i) When the bill Thefollowing entry is made
is retained: irrespective of the fact whether
Bank Afc Dr. the bill isretained,
Rebate A/e Dr. discounted or endorsed )
To BillsReceivable Afe Bills Payable Ae Dr. :
ii)  Whenthebill Isdiscounted ToBank Afe Bank A/e Dr.
Noentry To Rebate Afe Rebate Al . Dr.
ToBillsReceivable Afe
itiy  When the bill is endorsed:
No entry

Look a Illustration 6 and see how entriesare passed in case the bill isretired.

Iilustration 6

On April 1, 1987 Y owesto X Rs. 1,200, On the samedate X drew two billsfor Rs. 800 and
Rs. 400for twomonthsand threemonths respectively. Thefirst bill wasendorsedto Z on April
5 and the second bill wasretained. Both the bills wereretired. On May 1,1987, Y gotarebate
of 6% p.a. on bath the bills. Record theabove transactionsin the books of X,Y and Z.

Solution;
X's Journal
Date Particulars LE CADeunt | Areunt
Amount Amount
1987 : - ' . Rs. Rs.
Apt, 1 BillsReceivable Afc Dr., 800
ToY 800
(Being first bill received for two months) '
» 1 | BillsReceivableAse Dr. 400
ToY " 400
(Being seoond bill received for threemonths) ’
5 Z D. 800
To Bills Receivable Afe 800
(Being first bill endorsed to Z)
May | Bank Al Dr. 396
Rebate Afc Dr. 4 -
To Bills Receivable Afc 400
(Beingsecond hill retired before due déte)
| 1 1
Y’s Journal
Date " Particulars L.F. D. Cr.
Amount Amount
1987 Rs. Rs.
Apr. 1| X Dr. 800
) To Bills Payabié A/c ' 800
(Being first bill accepted for two months)
» i X _ ' Dr. 400 - ;
To Bills Payabie Ak ' o 400
(Being second hbill acceptad for three months)
May 1 | Bills Paysble Ak . , Dr. 800 Co
To Bank A/c ‘ 796
To Rebate 4/¢ L 4
{Being first bill redired one month before due date)
Bills Payadla Al Dr. ‘ 400 ;
1o Bank A/ : 3%
To Rebate Afe B : 4
e (Being second bill retined two months before due dat €) . Toor




Z’s Journa

Date . Particulars L.F. Dr. Cr.
Amount Amount
1987 ‘ R. Rs.
Apr. 1 Bills Receivable A/c Dr. 800
To X 800

(Being bill received from X)

May 1 Bank A/c Dr. . | 796
v Rebate Alc Dr. 4
To Bills Receivable Arc ' 800
(Being payment receivect
before due date)

Note Rebate is cafculated as follows:
First bill was paid one month before due date-

S w1l w80 =Rs 4
)

100

Second hill was paid two months before due date-
6 2

—x = = Rs, 4

100 X - X 400 Rs

56 ACCOMMODATION BILLS

Normally abill isdrawn by tilesdler onthe buyer or by thelender on theborrower. In other
words, abill isdrawnfor some debt. Sometimes, ahill isdrawn even when nodebt is
involved. Thisisdone primarily to help or accommodate afellow businessman andiscalled
2n 'accommodation bill'. When such abill is drawn and accepted, thedrawer discountsit
with the bank and the money so raised iseither fully utilised by him or shared with the
drawee. Before or on theduedate, the drawer remits the ainount utilised by him to the
draweeand thedraweethen meets the acceptanceon thedue dateby making payment to the
bank with which the bill had been discounted. Thepartiescan also draw separate billson
eachother. Insuch asituation, each party discounts hisown bill withthebank and utilises
the amount. When the hillsbecome duefor payment they meet their acceptancesand settle
their accounts. From theabovediscussionitisclear that there can be three types of
arrangements in case of accommodation hill. They areasfollows:

i) A billisdrawnfor accominodation of thedraweronly.
i) A billisdrawnand the proceedsare’shared by drawer and drawee.
iii) Qne bilt eachisdrawn by both the partieson each other i.e. two hillsaredrawn.

The accounting treatment o accommodation bill issmilar tothe treatment of normal bills.
However, in case o accommodation billsyou should remember that if theamount o the
billsisshared hy both the parties, theamount of discount charged by the bank isto be borne

by both theparties. It isshared in the same proportion astheamount utilised by each party.

A suitable entry for proportionate amount of discount shall also be pssedin the journal sof
boththe parties. Look at Illustrations7 and 8 and see how entriesare passed when thebill is ¢
drawn and accepted f or mutual accommodation.

[llustration 7

Ori January 1,3988 Wool mer draws abill on Steelefor Rs. 600for three months. Steele
acceptsthebill and returnsit to Woolmer who discountsit for Rs. 585 and remitsone third
of the proceedsto Steele. On March 30 Wool mer sendsthe requisiteamount to Steelewho
meets thebill, on thedue date. Passthe necessary journal entries in the booksof Wool mer
and Steele.
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Solution:

Woolmer’s Journal

Date Particulars D G.
LFE Amount Amount
1988 R " Rs
Jan. 1 Bills Receivable A/ Dr. 600
To Steele ' 600

(Being hills received)

Jn 1 Bank A/c Dr. 585
Discount Afe Dr. 15
To BillsReceivable A/c 600
(Being bill discounted with the bank)
” Steele Dr. 200
To Bank A/c 195
To Discount A/e 5
(Being one third amount remitted to Steele)

Mar. 30| Steele Dr. 400
To Bank A/c : 400

(Being amount utilised,
remitted to Steele)

Steele’s Journal

Date Particulars LE Dr. Cr.
Amount | Amount

1988 ~ Rs. Rs,
Jan. 1 | Woolmer ) b | 600
To Bills Payable Aje . .. 600

(Being bill accepted) |
" 1 Bank A/c Dr. 195

Discount A/c Dr. 5
To Woolmer - ‘ 200

(Beingone third of the g
proceeds received) .

Mar. 30| Bak Ak Dr. 400°
To Woolmer . ‘ . 400

(Beingmoney received from Woolmer)

Apr. 4 Bills Payablea/s Dr. ,600
ToBank Ak 600
(Being hill met on maturity)

Mlustration 8.

A drew on B abill for Rs. 1,000 0n January 1,1988for four months for mutua
accommodation. After recalving B's acoeptancethe sameday. A discountedit with the
bank @ 5%p.a. andremitted helf the proceedsto B. On February 1, 1988, B drew a bill on
A for Rs. 1,500far threemonthsand after obtai ni ng A's acceptance, hediscounted it @ 8%
p.a. and remitted me-third of the procesdsto 4. On April 30,1988 B becameinsolvent and
only 50% was receivedframhisestate. Writejournd entriesand prepare A’s A/cin B’s.
books and B's A/cin A's Books,




Bills of Exchange S

Solution:
Booksof A
Journal
Date , Particulars Dr, Cr.
LFE Amount | Amount
1988 ‘ Rs. Rs.
Jn. 1 Bills Receivable Aje Dr. 1,000
ToB 1,000
(Being hill receivedframB)
" 4 Bank A/e Dr. 980
Discount Afe Dr. 20
To BillsReceivable A/c 1,000
(Being hill discounted
vith the bank)
B Dr. 500
ToBank Afc 490
To Discount Afc 10
(Being 50%o0f the proceeds
remitted to B)
Feb. | B Dr. 1,500
To BillsPayable A/c 1,500
(Being bill accepted)
"4 Bank Ak Dr. 490
' Discount A/c Dr. 10
ToB 500
(Being one-third of the
proceeds received from B)
Apr. 30 B Dr. 1,000
To Bank Afc 1,000
(Being bill receivable
dishonoured, as B becameinsolvent)
May 4 BillsPayable, A/c Dr. 1,500
' ToBank Ak 1,500
(Being bill met on maturity)
" 4 Bank A/c Dr. 750
" Bad Debts Al Dr. 750
ToB 1,500
(Being 50%0f amount due received
from B's estatei
B's Account
Dr. Cr,
Date Particulars Amount | Date Particulars Amount
1988 Rs. 1988 Rs.
1
Jan. 4 | ToBak Afe 490 Jan. 1 By B/R A/c 1,000
4 | ToDiscount A/e 10 Feb. 4 By Bank A/c 490
Feb. 1| ToBPAK C1s50 [t 4 10
Apr. 30 | ToBakAf 1,000 | May 4 750
C. " 4| ByBadDebtsAk 750
300 | . 3,000
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Books of B

Journal
Date Particulars Dr. Cr.
L.F. Amount Amount
1088 . Rs. Rs.
Jn. 1 A Dr. 1,000
To BillsPayable Afe 1,000
(Being hill accepted)
" 4 Bank Afc Dr. 490
Discount Afc Dr. 10
To A 500
(Being hdlf of the proceeds
received from A)
Feb. ! Bills ReceivableAfe Dr. 1,500
ToA 1,500
(Being bill reczived from A)
» 4 Bank A/c Dr, 1,470
Discount A/e Dr. 30
To Bills Receivable A/c 1,500
(Being bill discounted @5%
p.a. with the bank)
" 4 A Dr. 500
To Bank Aje 490
To Discount Afe 10
(Being one-third o proceeds
remitied 10 A)
Apr. 30 Biils Payable Alc Dr. 1,000
ToA 1,000
(Being bill dishonoured due to
insolvency)
May 4 A Dr. 1,500
To Bank Afe 750
To Deficiency Afc 750
(Being payment of 50% of
the amount dueto A)
A's Account
Dr. __Cr
Date Particulars Amount| Date Particulars Amount
l9§8 Rs. 1988 Rs.
Jan. 1 | ToB/P A/ 1,000 | Jn. 4| ByBank Ak 490
Feb. 4 | To Bank'Afc 490 | " 4| By Discount A/c 10
” 4 To ]jiscount Ale 10, | Feb. 1| ByBRAfK 1,500
My 4 | ToBankAsk 750 | Apr. 30| ByB/P Al 1,000
"4 To Deficiency Afe 750
e ot » 3’000 X 3.000
116 Note: Amount duefromB iscaculated by preparing B's Account in A's books
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5.7 BILLSSENT FOR COLLECTION

When bill becomes due for payment, the holder of the bill usudly presentsit to the drawee
through the bank. In other wordsthe bills are sent for collection to the bank as and wheh
they fall due. Thebank will credit the account of thedrawer when it receivesthe payment of
the bill. Generally, no entries are passed when billsare sent for collection. An entry is made
in the Cash Book when an intimation about the payment is received from the bark. But,
some accountants prefer to record the entrieseven when the billsare sent for collection, In
that case thefollowing entry will have to be made in the journal of the holder for the bill

sent for collection.

1 BillsSent for Collection A/c Dr.
To BillsReceivable A/c
(Being hill sent for collection)

2 Onreceiptof intimationfrom the bank that the payment has been received against the
bill, the journal will be

Bank A/c Dr.
To BillsSent for Collection A/c
(Being hill sent for collection honoured)

3 If the bill isdishonoured, the journal entry will be

i) BillsReceivable A/c Dr.
ToBillsSent for Collection A/c
(Being bill sent for collection dishonoured)

ii) Drawee Dr.
ToBillsReceivable Afc
(Being bill dishonoured)
Note that noentry ispassed in the books of the draweefur bills sent to bank for
collection, He will maketheentriesin his books in the usual manner when he makes
the payment.

58 BILEBOOKS

You have learnt how transactionsrelating to bills can be recorded In the Journal. Rut, if the
dealings in hillsare numerous, it is better to maintain separate books both for hills
receivable and bills payable. A book in which we record al bills receivableby the firtm is
called 'Bills Receivable Journa' and the booksin which we record all bills accepted and
payable by thefirmiscalled 'Bills Payable Journa'. Look a Figures5.3 and 5.4 for rulings
of these two books.

Flgure 5.3 : Bills Recelvable Journal

§i. | Date of |From whom | Acceptor| Date of | Terin| Due | Where [Amount|L.F.| How | Remarks

No.| receipt | received hill date | Payable dispesed
of

7 Rs,

Figure 54 : Rills Payable Journal

Sl | Date of Drawn by | Payee | Dateof | Term | Due | Where Amount | LF.| Remarks
No.| acceptance bill date | payable

5.8.1 Recordingin BillsReceivableJournal and itsPosting

As and when promissory notes or billsof exchangeare received, the particularsare noted in
the Rills ReceivableJournal as per the columas given-in Figure 5.3. Notethat entriesin Bills
Receivable Journal are made only at thetime of receivingthe bills from thedrawee. The

Bills of Excharnge
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entriesfor their redisation and discounting are made in the Cash Book. Similarly the entries
for endorsement and dishonour of bills are madein Journa Proper. However, if a
discounted hill isdishonoured, the entry for dishonour will be made in the Cash Book, not
in theJournal Proper. ‘

All entries made in Bills Receivable Joumal are posted to the credit sideof theindividual
accountsof the parties from whom the bills were received. Periodic total of theBills
Receivable Journal is posted to the debit of Bills Receivable Account by writing 'To
Sundries— as per B/R Journd’.

5.8.2 Recordingin Bills Payable Journal and its Pogting

Asand when the firm acceptsthe bills, they areentered in the Bills Payable Joumal as per
columnsgivenin Figure 5.4, Note that entriesfor the payment of thesebills aremade in the
Cash Book and thosefor dishonour in the Journal Proper.

All entries made in the Bills Payable Journd are posted to the debit sidedf theindividua
accounts of thepartiesat whose request the acceptances have been given. Periodical total of
the Bills Payable Journal is posted to the credit side of the Bill Payable Account by writing
'By Sundries—es per B/P Journal'.

Look at Illustration9 and study how transactionsare recorded in Bills Receivable Journal
and Bills Payable Journal, and how they have been posted into ledger.

[llustration 9

Thefollowing are the bill transactions of Saptagiri Agencies, Hyderabad. All hills accepted
by Saptagiri Agenciesare payablea the AndhraBank, Hyderabad. Prepare Bills Receivable
and BillsPayable Journalsand post them into ledger.

1987

Aug. 3 A bill isdrawnon Ram Narayan of Hyderabad, payableafter three monthsfor

Rs 5,000. It wasduly accepted by him on the sameday, payableat State Bank of
India, Hyderabad.

" 5 Acceptedabill dated August 1,1987 drawn by B Agarwal of Lucknow, payable
after 60 days for Rs. 3,000.

" 8 Drew. ahill on Manohar Singh of Chandigarhfor Rs. 4,000 payableafter two
monthsat Punjab National Bank, Chandigarh. The bill is received on August 16,
duly accepted.

" 12 Accepted abill dated August 6,1987 drawn by Ghanshyam Oza of Rajkot,
payableafter one month for Rs. 2,500.

" 18 Receved an acceptancedated August 12, 1987 from N. Mirdhad Jaipur,
payableat State Bank of Bikaner, Jaipur, 90 days after datefor Rs. 6,000. It was
endorsed to S. Saklecha of Bhopal on the same day.

" 22 Accepted the bill dated July 14, 1987 drawn by P. Obul Reddy, Tirupathi, for

Rs. 3,500, payableafter 2 months.

” 23  Abillisdravnon S. Mukherjeeof Calcuttafor Rs. 9,000 payableat Allahabad
Bank, Calcutta, 90 days after date, The bill wasreceived duly accepted on August
28,1987 and was discounted with Andhra Bank on the same day.

* 30 Acoepted thebill dated August 25,1987 by Palerio of Panaji, for Rs 2,800,
payableafter 30.days.




Solution:

Bills Receivable Journal

§1. | Dateof From whom Acceptor Date of | Term Due Where Amount | L. F. How | Remarks
No. | receipt recelved bill date payable disposed
- of
1987 Rs.
1 Aug. 3 Ram Narayan Ram Narayan | Aug. 3 | 3months | Nov. 6 State 5,000
Hyderabad Hyderabad Bank of
India,
Hyderabad
2 " 16 Manohar Singh Manohar " 8 | 2months | Oct.il Punjab 4,000
Chandigarh Singh National
Chandigarh Bank,
Chandigarh
3 718 N. Mirdha N. Mirdha, " 12 | 3months | Nov. 15 | State 6,000 Endorsed
Jaipur Jaipur Bark of toS
Bikaner, Saklecha
Jaipur
4 " 28 S. Mukherjee S. Mukherjee, " 23 3 months * 36 Allahabad 9,000 Discount-
Calcutta Cdcutta Bank, e
Calcutta
Totd 24,000
Bills PayableJournal
S1. | Dateof Drawn by Payee Dateof | Term Duedate| Where Amount |L.F. Remarks
No. | Accept- Bill payable
ance
1987 Rs,
1 Aug. 5 B. Agarwal B. Agarwal Aug.1 | 2months | Oet. 4 Andhra 3,000
Lucknow Lucknow Bank,
Hyderabad
2 v12 Ghanshyam Ghanshyam "6 | Imonth | Sept.9 —do— 2,500
Oza Rajkot Oza Rajkot-
3 " 22 P. Obul Reddy P. Obul Jull4 | 2months | * 17 —do— 3,500
Tirupathi Reddy
Tirupathi
4 " 30 Palerio Palerio Aug. 25 | 1 month " 28 ~—do— 2,800
Panaji Panaji
Total 11,800
LEDGER
RamNarayan’s Account
Dr. Cr.
1987 R | 1987 Rs.
Aug. 1 | ToBalance b/d 5,000 | Aug, 3 By BillsReceivable Al 5,000
Manohar Singh’s Account
1987 Rs | 1687 Rs.
Aug. 1 | ToBdancebid 4,000. | Aug. 16 | By BillsReceivable A/e 4,000
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1987 Rs. | 1987 Rs.
Aug. | | ToBalanceb/d 6,000 | Aug. 18 | By BillsReceivable Ak 6,000

S. Mukherjec's Account

1987 Rs. | 1987 Rs,

Aug. 1 | To Balanceb/d 9,000 | Aug. 28 By Bills Receivable A/c 9,000
s Bills Receivable Account

1987 Rs.

Aug. 31 | To Sundries—
as per B/R Journal 24,000

B. Agarwal’s Account

1987 Rs, | 1987 . Rs.
Aug. 5 | ToBillsPayableA/ 3,000 | Aug. | By Balanceb/d 3,000

Ghnnshynm Qza's Account

1987 ‘Rs. | 1987 A R,
Aug, 12 | To Bills Payable Afc 2,500 | Aug. 1 By Balance b/d . 2,500

P. Obul Reddy’s Account

1987 Rs | 1987 Rs.
Aug. 22 | To Bills Payable Ak 3500 | Aug. | By Balance b/d 3,500

Palerio’s Account

1987 Rs. | 1987 Rs.
Aug. 30 | To Bills PayableA/c 2,800 | Aug. | By Balance b/d 2,800

Bills Payable Account

1987 Rs.

Aug. 31 By Sundries—as
per B/P Journal 11,800

Check Your Progress C
1 What isan Accommodation Bill?

2 Whatdo you undergtand by Bills Sent for Collection?
3 Satewhether each of the following statementsis Truear False.

) \Bnluleh thenhilt isdrawn for mutual help it is called accommodation
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i) For drawing an accommodation bill some valuable consideration Bills of Bxchange

must pass between the two parties.

iii)  When an accommodation bill isdiscounted and the amount received
isshared by the two parties, discount is borne by the drawer only.

iv) Tota of BillsReceivable Journal is posted to the debit of Bills
Recelvable A/e,

v) All theentriesfrom Bills Payable Journal are to be individually
recorded in Bills Payable Afc.

4 An accommodationbill of Rs. 1,500is discountedfor Ré. 1,470. One-third of the
proceedsof the hill are sent to the drawee. State the amount of discount which will be
borne by thedrawer.

.............

K

59 LET USSUM UP

Credit transactions are very common in business. The seller or the lender likes to have some
written undertaking from the debtor to pay the amount on a specified date. Thismay take the
form of abill of exchangeor a promissory note. A hill of exchangeis drawn by acreditor on
tbe debtor. The debtor acceptsit by putting hissignaturesacross the hill. A promissory note
iswritten by adebtor in favour of the creditor. It is a promise by the debtor to pay acertain
UM on acertain date. There is no need for acceptanceof apromissory note. A bill isa hills
receivablefor thedrawer and the payee and abills payablefor the drawee. Similarly, the
promissory note is a hills payablefor the maker and a billsreceivable for the payee,

For accounting purposes no distinctionis made between the bill of exchangeand a
promissory note. When the businessman receivesa promissory note or an acceptancetoa
bill he nay ded withit in threeways. He may retainit, discount it with the bank, or endorse
it to his own creditor, When a hill or a promissory becomes duefor payment, the drawee of
abill or the maker of apromissory notemay ded withit in four ways: he may honour it,
dishonour it, renew it or retire it. All transactions with regard to billsand promissory notes
arerecorded inthe journal. The journa entries to be madeby various partiesare shown in

Chart 5.1.
CHART 5.1
Journal Entriesin Books of Various Parties
TRANSACTION DRAWER'SBOOKS |[DRAWEE'S BOOKS |ENDORSEE'S BOOKS
When the hill is Bills ReceivableA/c D. | Drawer Dr. Nb Entry
drawn and accepted To Drawee To BillsPayable
Alc
i) If retained No entry No entry No entry
i) If discounted Bank A/c D. |No entry No entry
Discount A/c D.
To Bills Receivable
1 Alc
iii) If endorsed Endorsee Dr. | Noentry Bills Recelvable
Alc Dr.
To BillsReceivable To Drawer (Endorser)
Alc
Honouring the Bill
1) If retained Bank Alc Dr, | BillsPayableAt . |No entry
To Bills Receivable To Bk Ak :
Alc
ii) If discounted No entry Bills Payable Ak D. [Noentry
ToBark Al
i) If endorsed No entry BillsPayableAlc . | Bank Afc D,
To Bank Az To Bills
Receivable A/c
121
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ENDORSEE'S BOCKS

5 | Renewing theBill
i) Dishonouring the Bill

ii) For interest

iii) For new bill drawn
and accepted

To Endorsee
(Amount of the bill plus
N. charges)

Pass dishenour entry
keeping in view whether
the bill isretained,
endorsed or discounted

Drawee Dr.

ToInterest AJc

BillsReceivable A/e Dr.
To Drawee

To Bills Payable Afe

Noting charges A/e  Dr.

To Drawer Dr.
Pass dishonour entry
Interest Afc Dr.

To Drawer
Drawer Dr.

=

TRANSACTION DRAWER'S BOOKS | DRAWEE'SBOCKS
4 | Dishonoiring the Bil
i) If retalned Drawee Dr. | BillsPayable A/le  Dr. No\entry
To BillsReceivable Afc| Noting Charges Aic  Dr.
To Cash Ale
(N. charges) To Drawer
ii) If discounted Drawee Dr. | BillsPayable A/e  Dr.] Noentry
ToBank A/e Noting Charges A/c  Dr.
(Amount of the hill plus
N. charges) To Drawer
i) If endorsed Drawee Dr. |Bills Payable Ajc Dr.| Drawer (Endorser) Dr.

To BillsRecelvable

Alc

ToCash Ale
(Noting charges)

Pass dishonour entry
only if the bill hed
been endorsed

No entry

No entry

Amount for thenew bill will depend on whether interest and noting char ges have been paid in cash

6 | RetiringtheBill
i)If retained Bank A/c Dr. |BillsPayable A/e  Dr.| Noentry
| Rebate Afc Dr.| ToBank Afe
'To Bills Receiv- To Rebate A/c
able A/c
ii) If discounted No entry Bills Payable Afe Dr.| Noentry
ToBank Afc
To Rebate Alc
iii) If endorsed No entry Bills PayableAlc  Dr.| Bank Al Dr.
ToBank Afe Rebate A/c  Dr.
ToRebate Ak To Bills Receivable
Ale

Accommaodation bills are drawn when no val uableconsideration has passed between the two
parties. It isdonefor mutual help. Accommodation bill can be used fully by the drawer, or
its proceedsmay be shared both by, the drawer and the drawee. They can also draw separate
bills on each other. The accounting treatment for accommeodation bills issimilar to that of
the normal hills.

If the number of transactionsrelating to hillsis large, separatebill books can be maintained.
In that case, al billsand promissory notes received by thefiim are recorded in the 'Bills
Receivable Journal' and all hills accepted and promissory note written by thefirmare
recorded in the 'Bills PayableJourna’,

N
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Acceptance: A signing acrossthe bill by thedraweeto show that the terms of the bill are
accepted.

Accommodation Bill: Bills drawn to accommodateor help afellow businessman.
Allonge: A separate paper attached to the bill for noting by the Notary Public.

Billsof Exchange: An instrumentin writing containingan unconditional order, directinga
certain person to pay acertain um of money on demandor after a specified period to a
certain personor hisorder, - .

Bills Payable: A hill of excharige or a promissory note payable by the bysiness.




Bills Receivable: A hill of exchange or a promissory note receivable by the business. Billsof Exchange

Date of Maturity: Thedate on which hill is due for payment.

Daysof Grace: Threedays to be added to the actual period of thebill to arrive at thedue
date.

Discounting of Bill: Encashrnent of bill with the bank beforedue date.
Drawer: One who draws the bill, usually a creditor.
Drawee: A person on whom the bill is drawn, usually a debtor.

Endorser: A person who transfersabilf'receivable to his own creditor in full or part
payment of hisdebt.

Endorsee: A person in whose favour the bills receivableistransferred.
Holder: A personwhoisentitled to the possession of the bill and is to receiveits payment.
Hundi: It isan Indian namefor the bill of exchange.

Instrument of Credit: A writtendocument used for the purposedf settlement of mutual
indebtedness arising from commercia transactions.

" Negotiablelnstruments: A written document the title of which can be transferred to the
third party for valuableconsideration.

Notary Public: A person authorised by the Government for recording the fact of dishonour
(noting) in respect of the bill.

Payes: A person whohas theright to receivethe payment against the bill.
Rebate: Thediscount allowed to the drawee for early payment of the hill.

Tenor: The period for which thebill isdrawn and accepted.
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5.12 ANSWERSTO CHECK YOUR PROGRESS

A 1 ()Fdse (ii)True (iii)Fase (iv)Fase (v)True (vi) Fdse
2 Laxman: Drawer; Ram: Drawee; Bharat: Payee
3 ()BR (i)B/R @ii))B/P (iv)B/P (vV)B/R
B. 2 (i)accounting ° (ii) three  (iii) Bills Receivable  (iv) liability ~ (v) drawee
(vi) drawer
3 () Noentry
(i) BankA/c Dr. 1975
Discount A/c Dr. 25
ToBills Receivable Afc 2,000
(@iii) Jin Dr. 2,000
ToBills Receivable A/c 2,000

4 (i)Fdse (ii)True (ii) False (iv) True (v) True

5 Alok’s Books
Arun Dr. 2,810

ToBank Afe 210 ‘ 123

2
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C

Arun’s Books

BillsPayable Alc Dr. 2,800
Noting Charges A/c Dr. 10
. ToAlok 2,810
3 (i)True (ii)Fase (iii)Fase (iv)True (v)Fase
4 Rs. 20

5.13 TERMINAL QUESTIONS/EXERCISES

Questions

1

Differentiate between aBill d Exchangeand a Promissory Note? State their
importancefor the modem business?

What is the purpose of noting on the bill?1sit necessary in case of apromissory note?

Why do you maintain bill books? State the transactionsrecorded in Bills Recelvable
and Bills Payable Journals.

Exercises

1

Threebillsfor Rs. 2,400, Rs. 2,500 and Rs. 2,600 weredrawn for two months, three
months and four months respectively. First bill was discounted with the bank for

Rs. 2,300. The second hill wasendorsed to acreditorin settlement of adebt and the
third bill wes retained by the drawer. What will be the journal entries in the books of
drawer, draweeand endorseeif :

i)' thehillsishonouredon the due date;

ii) the bill isdishonoured on the due dateand noting chargesRs. 20 arepaid in all the
threecaseshy the holder of thehill.

Raman owes to Suman Rs, 4,800. The debt is discharged by Raman on January 1,1988
by accepting three billsof Rs, 1,600for two months, Rs. 1,400for three months, and
Rs. 1,800 for four months. First bill isendorsed to Aman, the second bill is retained
whereas the thud bill isdiscountedfor Rs. 1,350 with the bank. On the duedatedl the
billswere dishonoured. The noting chargespaid in each case were Rs 15. On May 15,
Raman accepted another hill for three monthsfor the total amount including interest
@ 15% p.a. The new hill wasduly honoured on the due date. Record the above
transactions in thebooks of Raman, Suman and Aman.

Krishna owed to GovindaRs. 2,400. On January 1, 1988 he acceptedtwo hillsof Rs.
1,200 each for one month and two months respectively. First bill was retained whereas
the second was endorsed to Karim in settlement of a debt. Both the billsweredis-
honoured on the due date and noting charges Rs. 10 were paid in each case. A new bill
for thefull amount was drawnfor 4 monthsand was acceptedincluding interest @ 6%
p.a. Before the due date of the renewed bill Krishna was declared insolvent and only 50
paisein a rupee was received from hisestate.. Journalise the abbove hansactionsin the
books of Krishna, Govindaand Karjm.

On April 1,1988 Pradeepdrew on Sandeep two billsfor Rs. 900 and Rs. 800for two
months and three monthsrespectively. Second hill was discounted with the Bank @ 6%
p.a, On May 1 Sandeep approached Pradeep and made the payment for the first bill
beforetheduedate at adiscount of 6%p.a. On the same date Sandeep asked to renew
the second hill for afurther period of 2 mopths. Pradeep agreed and drewa new bill for
the amount. Interest @ 6% p.a. was paid in cash. Record the above transactionsin the
booksof Pradeep and Sandeep.

On October 1,1987 Shashi owed to Rishi Rs. 1,500. Rishi drawson Shashi two hills
for Rs. 900 and Rs, 630 for 3 months. Thefust bill isretained and the second bill is
discounted with the bank for Rs. 585.

On thedue date Shashi approachesRishi for renewa of both the bilk. Rishi agreesto
the arrapgement and for thefirst bill hedrawsa new bill for aperiad of thres months
including interest @ 6%p.a. IN respect of the second bill Shashi paysRs. 303in cash
includingRs. 3for interest, acceptsanew hill for the balancefor two months. Shashi
neet s the bill due on February 7,1988. He becameinsolvent on February 20 and only

. L
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1.wo-third of the amount could be receivedfrom his estate. Record the above transac- Biits of Exchange
tionsin the booksof Rishi and Shashi.

On January 1, 1988 Rgjiv drew on Sanjeev, a,bill for three monthsfor Rs. 1,000for

mutual and temporary accommeodation. Sanjeev sent his acceptance to Rgiv who

discounted the bill with the bank for Rs. 960 and remitted half the proceedsto Sanjeev. |
On the same date, Sanjeev drew a bill for 3 monthsfor Rs. 900 for similar purpose. He [
discounted the bill forks. 870 with the bank and remitted haf the proceedsto Rajiv.
Sanjeev becameinsolvent on March 31, 1988 and failed to meet hisacceptance. On b
June 30 twenty-five paise in arupee was received from his estate. Joumalise the above
transactionsin the books of Rajiv and Sanjeev. ;

On Nov 1, 1987 the debtors and creditors of a firm wereasfollows:

Debtors Rs. Creditors Rs. l
Amita 5000  Asha 6,000
Sunita 10,000 Usha 8,000 |
Kavita 13000  Varsha 7,000 I

During November, thefollowing transactionsrelating to bills of exchange took place.

Nov. 6 Receved a bill dated November 1, duly accepted by Amitaof Bangalore,
payableat Karnataka Bank, Bangalore, after three months for Rs. 5,000. -

9 Accepted a bill dated November 3 of Asha of Ghaziabad, payable at State
Bank of Hyderabad, Hyderabad, after one month for Rs. 6,000.

» 11 Drew abill on Sunitaof Jaipur for Rs. 10,000, payable after 90 days. The hill
was duly accepted. It is payableat Bank of Baroda, Jaipur. Bill was
discounted with State Bank of Hyderabad on the same date.

” 15 Sent our acceptance to Usha on November 10, payable at State Bank of
Hyderabad, Hyderabad, two months after datefor Rs. 8,000.

21 Accepted abill for Rs. 7,000 drawn by Varshaof Chandigarh dated November
12, payable after 3 months at State Bank of Hyderabad, Hyderabad.

* 25 . Drew ahill on Kavitafor Rs. 13,000, payable after 2 months, Thebill was
returned duly accepted on November 30, payable at Allahabad Bank, Chandi-
garh. It wasendorsed to Sohan & Sons, Ambaa

Prepare Bills Receivable and Bills Payable Journals and show their posting into ledgers.

”

Note: These questions will help you to understand the unit better. Try to writeanswers o
for them. But do not submit your answers to the University. These arefor your v
practiceonly.
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