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Accounting entries related to a bill of exchange A bill of exchange comes to an end in the following circumstances:
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Collection at the end of the fixed period

¢ The owner of the bill keeps the bill in his possession for the fixed period. As soon as the period ends, he receives the
money from the acceptor.
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Transfer to another person

» After the acceptor has signed, if the holder has to pay someone else's debt, he writes the words of transfer on the
hundi and sends it to one of his creditors. In this way, various debts can be paid.
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Depositing a bill of exchange with a bank or a broker

* Money is received by giving a bill of exchange to a bank or a broker. The commission charged by the bank or broker is
called the commission. Another method is that, like a check, the bill of exchange is deposited in its bank account. The
bank receives the money from the acceptor at the appointed time and deposits it in the account of the depositor. The
following books of account are used for keeping detailed records of the bill of exchange transactions.
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Accounting entry of bills

« The bill receivable book (bill collection book) contains a record of all bills with dates. The amounts received by the
merchant from the debtor. The bill collection book is used to record the receipt of bills, but if these bills are received
once or twice a year, there is no need to keep a separate bill book. It is recorded in the daily register and posted to the
account later.
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Accepted Bills

» The bill acceptor enters each accepted bill in a register. This register is called the (bills payable book). In it, each bill
for which payment has been accepted is entered. A diagram of both these registers is given in the attached figure.
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Journal Entries
* Examples of journal entries for receipt or acceptance of bills of exchange are as follows:
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1 Example

« Rahim sold goods worth Rs. 50,000 to Akram. Akram cannot pay in cash. He accepted a bill of exchange for Rs.
50,000 payable after one month and returned it to Rahim. Show the entries in Rahim's book and Akram's book.
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2 Example
¢ On June 13, Akram honored the bill and upon presentation, his banker U.B.L., Gulberg Lahore paid Rahim Rs. 5,000.
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3 Example

¢ Suppose Rahim wants the money immediately and instead of waiting for the entire period, he discounts the bill after
15 days. His bankers pay him the money but deduct a discount of 10%. The deduction will be
5,000x10x15/365%100=21 and he will get 5,000-21- Rs. 4,979, Rahim's journal entry records.
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4 Example

¢ Suppose Akram is unable to pay Rs. 5,000 on the due date and the bill is dishonored, Rahim issues him a notice and
charges Rs. 25 on this account, record the entries in Rahim's journal.
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5 Example
¢ Rahim purchases RS. 8000 from Amjad. He makes the payment as follows
¢ He pays RS. 3000 in cash.
* He endorses the bill receivable in FAVOUR of Amjad.

¢ Also make entries in Rahim's books and Amjad's journal.

6 Jls

03gwe S Slalyal S engyr Il LS Jod _wl o lus 1S 295 15,000 53 oy sy Sole <
-2 65 Joos b <l
-2 xS 3565 (S Ll 65 s ue S (S (238 il el e .o UsS Jao9 220 14,750 ol o Ly Sgan wlel o
-2 S Jols @By p gl ogsde yol o LSy by ol S Sty sl <l o
Example 6
« Abills Bfor RS. 15,000 after a month. It should be accepted. Draft journal entries.
¢ When A receives the bill.
¢ When A discounts it and receives RS. 14,750. When A endorses it to C in payment of this debt.
* - When A holds it till maturity and receives the money on the due date.
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