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COMMERCIAL INSTRUMENTS 

 

 Definition 

Commercial instruments are negotiable instruments incorporating rights for payment of a specified amount of 

money. They are issued and negotiated on the basis and with the purpose of performing an obligation that can 

be performed by payment of a certain amount of money. Hence, they are used as a substitute for money. 

 Types of Commercial Instruments 

 Bills of Exchange  

Bills of exchange are negotiable instruments incorporating an unconditional order, addressed by one person to 

another, signed by the person giving it, requiring the person to whom it is addressed to pay on demand or at a 

fixed or determinable future time a certain sum in money to or to the order of a specified person.  

Bills of exchange, therefore, involve an order to pay money rather than a promise to pay money. The person 

issuing the order is the drawer, the person ordered to pay is the drawee and the person who receives the 

payment is the payee.  

Accordingly, a bill of exchange must contain; 

 The term “bill of exchange”  

 An unconditional order to pay a certain sum in money  

 The name of the person who is to pay (the drawee) 

 The time of payment  

 The place of payment  

 The name of the person to whom or to whose order payment is made or an indication that it shall 

be payable to bearer 

 The date when and the place where the bill is issued.  

 The signature of the person who issues the bill (drawer)  

A bill of exchange that does not contain any one of the above requirements shall not be valid and the drawer or 

any other party to the instrument can raise defect of form against any person who claims based on the bill. 

 Promissory Notes  

A promissory note is defined as  a document incorporating an unconditional promise in writing made by one 

person to another signed by the maker, engaging to pay, on demand or at a fixed or determinable future time, a 

sum certain in money, to or to the order of a specified person or to bearer. 
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Thus, a promissory note must contain; 

 The term “promissory note. 

 An unconditional promise to pay a sum certain in money  

 The time of payment  

 The place of payment  

 The name of the person to whom or to whose order payment is to be made or a statement that the 

note is payable to bearer  

 The date when and the place where the note is issued  

 The signature of the person who issues the instrument 

 Checks 

A check is the most widely used form of commercial instrument. It is bill of exchange drawn on a bank and 

payable on demand. 

The following are the main differences between checks and bills of exchange. A check is always drawn on a 

banker and is always payable on demand while a bill of exchange may be drawn on any one and may be made 

payable on demand or at fixed or a determinable future time and a check can be crossed in several ways but 

bills cannot be crossed. Acceptance is not necessary for a check since it is payable on demand as opposed to 

bills of exchange which may be made payable at fixed or determinable future time presentment for acceptance 

may be necessary.  

It is also important to note that a drawer of a bill of exchange and a check or the maker of a promissory note 

may antedate or postdate it, provided that he has not committed a fraud. In other words, unless the drawer or 

maker intended to jeopardize the interest of the payee by causing the rights contained in the instrument to lapse, 

the mere fact of antedating or postdating an instrument does not make it invalid. 

A check is crossed generally where it bears the two parallel lines only or where the word “bank‟ or „banker‟ is 

inserted between the lines. The crossing shall be special where the name of a specific bank is inserted between 

the lines. A check crossed generally can only be paid to a bank, which is the banker of the payee or holder, or to 

a person who is the customer of the drawee. A check crossed specially can only be paid to the bank specified in 

the crossing. Such bank may have the check collected by another bank. Where the bank whose name appears in 

a special crossing is the drawee itself, the check may be paid to a person who is the customer of the drawee. 

 Certificates of Deposit 

A certificate of deposit is a form of commercial instrument issued by a bank. It is an instrument containing an 

acknowledgement by a bank that it has received a sum of money on deposit and a promise to repay the sum of 

money. When a person deposits money in a bank he will be given the document showing the deposit of money 

which could be withdrawn by the depositor or the holder of the certificate. 

Under our law, a certificate of deposit is not considered as a commercial instrument. It is not even mentioned in 

our law but in common law countries, it is treated as a commercial instrument because it serves as means of 

payment of money similar to other type of commercial papers. 
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2012 E.C (2019/2020) ACADEMIC YEAR 

THIRD QUARTER GENERAL BUSINESS FOURTH WORKSHEET FOR GRADE 11 D (S.S) 

Student’s name: _____________________________________ Date: _____________ 

I. GIVE SHORT ANSWERS TO THE FOLLOWING QUESTIONS. 

1. Define the term commercial instrument? 

____________________________________________________________________________________

___________________________________________________________________. 

2. List the types of commercial instruments? 

I. ____________________________ 

II. ____________________________ 

III. ____________________________ 

IV. ____________________________ 

3. Explain the main difference between check and bill of exchange? 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________

_________________________________ 

4. Define the following terms. 

A. Bill of exchange 

B. promissory note 

C. certificate of deposit 

_____________________________________________________________________________

_____________________________________________________________________________

_____________________________________________________________________________

_____________________________________________________________________________ 

5. List and explain the three parties that are involved in a check? 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________

________________________. 

6. Explain the legal elements that should be fulfilled for an instrument to be called commercial instrument. 

____________________________________________________________________________________

____________________________________________________________________________________

____________________________________________________________________________________ 

 


