| it

Branci AC(‘.‘Oun

/,‘_,/—\T_t_(i“ihe books of head office)
3 T —

— L .
To Balanc® = . By Balance b/d i i
(Assets 1N the beginning) (Opening balance of
liabilitics accounts if any)
stock X Creditors e
Debtors XXX Outstanding expenses e \ YHK
petty Cash XXX By Bank: ‘_\
Furniture 200 Cash sales sooc |
prepaid expenses x| x| Cash collected from debtors | o XX
o Goods sent to branch A/c x| By Goods sent to Branch N
To Bank (EXpenSes Alc (returns to H.0,) *0K
paid by H.O.) . xxx|By Balance ¢/d (closing
To balance c/d (Clc?s_”?g balance of Assets ) |
palance of liabilities Stock o
accounts if any) Debtors XK
Creditors Xk Petty Cash Yox. |
Outstandmg eXpenses XX | x| Furniture '
fo General P & L Alc xxx| (atdepreciated value)
pranch profit) (bal. fig) Prepaid expenses x|
By General P & L A/c pee
.r(BranCh profit) (bal.fig) (Branch Loss)* (bal.fig)

- Balancing figure is either profit or loss.
rhe following Journal entries are passed in the books of head office to record
bramnch transactions:
j) When goods are sent to branch
. Branch Account Dr.
To goods sent to branch account.

lote: Reverse eniry for goods returned to head office.

ii) When cheque or draft is sent for branch expenses
Branch Account Dr
To Bank Account

iii) When cheque or drajt is received as remittance from branch:
Bank Account Dr
To Branch Account

v) For closing balances of assels:
Branch Assets Account Dr,
To Branch Account

) For opening balances of assets
Branch Account Dr,
To Branch Assets Account.
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(vi) For closing balances of liabilities:
Rranch Account D,
To Branch liabilities Account
(i) For opening balances of liabilities
Branch Labilities Account Dr.
To Branch Account
(viii) For transferring the balance of goods sent to branch accouny:
Goods sent to branch account Dr.
To Purchase Account (trading concern)

or Trading Account (manufacturing concern)

(ix) For branch profit:
Branch Account Dr.
To General Profit and Loss Account

Note: Reverse entry for loss.
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ILLUSTRATIONS
DEPENDENT BRANCHES
DEBTORS SYSTEM
(a) When goods are sent to branch at cost price
INustration 1
Layal shoe company opened a branch at Madras on 1.1.89. From the follow;
particulars, the Madras Branch account for the years 1989 and 1990, e

1989 1990

L Rs. Rs

Goods sent to Madras Branch 15,000 45,006

Cash sent to Branch for

Rent 1,800 1,800

Salaries 3,000 5,000
Other expenses 1,200 1,600
Cash received from the branch 24,000 60,000
Stock on 31st December 2,300 5,800
Petty cash in hand on 31st December 40 20

[Madras, B.Com., Oct. 1 995; Periyar, BBA May 2004, B.Com. April 2001
(3 times); [Pondicherry, B.Com. Dec. 1999 (3 times)]

Solution:

In the Books of Head Office
Madras Branch A/c for 1989

Rs. Rs.
Jan. 1| To Balance b/d NIL By Cash 24,000

To Goods sent to Branch 15,000|31 Dec.|By Balancec/d .

To Cash: ' Stock 2,300
Rent 1,800 Petty cash 40
Salaries 3,000
Other expenses 1,200 | 6,000

To General P&L A/c (Profit) | 5,340

26,340 26,340
Madras Branch A/c for 1990
"~ Rs.| Rs.
Jan. 1) To Balance b/d By Cash 60,000
Stock 2,300|Dec. 31| By Balance c/d
Petty cash 40 Stock 5,800
To Goods sent to branch 45,000 Petty Cash 30
To Cash:—
Rent 1,800
Salaries 5,000
Other expenses 1,600 | 8,400
To General P& L A/c
(Profit) 10,090
65,830 65,830
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(ustra®

on2
the following particulars relating to Hyderabad

ranch for
F;o;; 12.90, Prepare Branch A/c in the head office books: S
e ' Rs, Rs
~Stock at the Branch on 1.1.90 T T
Debtors at the Branch on 1.1.90 30,000
Petty cash at the Branch on 1.1.90 300
Goods sent to Branch during 1990 2,52,000
Cash Sales 1990 60,000
Received from Debtors 1990 2,10,000
Credit Sales during 1990 2,28,000
Cheques sent to branch during 1990:
for Salaries 9,000
for Rent & Rates 1,500
for Petty Cash 1,100 11,600
Stock at the branch on 31.12.90 - 25,000
Petty Cash 31.12.90 200
Goods returned by the branch 2,000
Debtorson 31.12.90 48,000
[Madras, B.Com., April 2005; March 1993]
Solution: -
In the Books of Head Office
Hyderabad Branch A/c
Dr. Rs. Cr. Rs.
Jan.1 |To Balance b/d Dec. 31|By Bank
Stock 15,000 Cash Sales 60,000
Debtors 30,000 Cashrecej
Petty cash 300 -ved from
Dec. 31To Goods sent to Debtors ~2,10,0002,70,000
branch A/c 2,52,000 Dec. 31| By Goods
To Bank: ~ Sent to branch 2,000
Salaries 9,000 [Returns to H.0,]
Rent & Rates 1,500 By Balance c/d:
Petty Cash 1,100 11,600 Stock 25,000
To General P&L Alc 36,300 Debtors 48,000
(Profit) o Petty cash 200
3,45,200, ;m
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| Illustﬁation 3

The following information relates

to Madurai branch

e e Rs. . - BSH
Stock on 1.1.94 11,200
Branch debtors on 1.1 94 6,300
Goods sent to BraﬂClE 51,000
Cash sent to Branch for:—
Rent 1,500
Salar 1€ 35():)0
petty Cash 500 5,000
t branch:
Seles & B¢ Cash 25,000
Credit 39,000 64,000
Cash received from Debtors 41200
Stock on 31.12.94 13,600
Prepare Branch account for the year 1994

[Madras, B.Com, B.CS. etc. (Sem) Nov. 2006; B.Conn.(Se) Nov. 2003; Mar. 1995, May 19%]

Solution:
In the books of Head Office

Madurai Branch A/C
Rs. Rs.
Jan. 1 [To Balanceb/d Dec. 31| By Bank:
Stock 11,200 Cash Sales 25,000
Debtors 6,300 Cash collec
Dec. 31|To Goods sent to Branch | 51,000 —ted from
To Bank: debtors 41,200 | 66,200
Rent 1,500 By Balance c/d
Salaries 3,000 Stock 13,600
Petty Cash 500 | 5,000 Debtors 4,100
To General P&L Alc 10,400
(Profit) :
83,900 83,900
Working Note:
Calculation of Closing Debtors
Branch Debtors A/c
S
119 - “’556.
1.94
Trz Iga}ance b/q 6,300 By Cash 4%80
ales (credit) 39,000 | 31.12.92| By Balance c/d (bal.fig) | *
—
45,300 45,300
T J—
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glculationl 07 LAUSHLs OIOCK and [Mianager's commission

From the following particulars prepare a branch account showing the profit
- Joss at the branch.

~ Rs.
Opening Stock at the branch 15,000
Goods sent to the branch 145,000
Sales | 60,000
Salaries | 5,000
Other expenses L2000

Closing stock could not be ascertained but it is known that the branch usually
ells at cost plus 20%. The branch manager is entitled to a commission of 5% on
ihe profit of the branch before charging such commission.

[Madras, BBA, Nov. 2004; B.Sc., Oct. 2001 (Double Fig.)
B.Com., Nov. 1994; April 1981; Perivar BBA Nov. 2004]

Solution:
Working Note
Computation of Closing Stock
| Rs.
Opening Stock 115,000
Add: Goods sent to branch 45,000
160,000
Less: Cost of goods sold ;
100 100 |
Sales x — = k60 000 _) s
{ 120 1..0,1 20,000
Cost of Closing Stock 10,000
In the books of Head Office
Branch A/c
Rs. | Rs.
To Opening Stock | 15,000 |By Cash (sales) 60,000
To Goods Sent to branch 45,000 By Closing stock 10,000
To Cash (Salaries) 5,000
To Cash (Other expenses) | 2,000
To Manager's commission | 150 |

(3,000 x 5%)
To Net Profit - transferred to | 2.850
General P& L Alc .

| 70,000 | 70,000
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1 Wele § I— \{ - f,""”ﬂ[l
— ' ce Under Imprest System Iy
c s Petty Cash halan ] :
Maintaining Pet
Ilustration 3 Is to its branch at cost pri
1 o tveices goods to its branch at cost Fice, -
A Head office invoices B Price. The prapey
\|

enses and maintain petty cash balance 0f Ry

imitted to incur petty eXp 1000 "

pe o also permitted to buy furniture ¢
the imprest system. It is also pern y turniture of the valie of
* \
Rs. 2.000. I
Rs.) b
o - 41,000 | Cash Purchase by the branek .. k.
Stock 1.1.93 ’ A _ s v anch o
i\)ml:ll\ml*‘l:]l' | 93 12,500 | (with H.O. permission) 12,506
P-c?lt\' (_‘,']q‘h | 103 1,000 | Payment to Creditors 43
(‘m'{ilor‘i‘ 11.93 10,000 | Closing balance of Creditors Alc 27:‘;2?
Rent upto 31.3.93 250 | Payment by H.O. g
Goods sent to branch 75,000 Rer?t for one year 1200
Credit Sales 40,000 (Pald-on 1.4.93)
Cash Sales 75000 | Salaries . 6,000
Cash received from debtors 45,000 | Insurance (paid upto 31.3.94) 750
Allowances 50| Payment by Branch
Discount 100 | Furniture Z.(X]O
Bad debt 150 | Petty expenses 250
| Stock on31.12.93 1,00,000
Prepare Branch A/c in the Books of Head Office.
Solution:
In the Books of H.O.
BranchA/e
1993 Rs| 1993 Rs.
Jan. | |To Balance b/d Jan | | By Balance b/d
Stock 41,000 Creditors 10,000
Debtors 12,500 By Bank:
Petty Cash 1,000 Cash remitted
Rent Prepaid 250 to H.O. 60,250
To Goods sent to Branch 75,000 Dec.31 By Balancec/d
To Bank; Stock 1,00,000
Rent. 1,200 Debtors 7,200
Salaries 6.000 Petty Cash 1,000
Insurance 750 7,950 Furniture 2,000
To Petty expenses 250 Rent Prepaid 300
Dec.31/To Balance c/d ([200 X %J
Creditors 27,500 Insurance prepaid 187.50
To General P&L Alc 15,487.50 (750 X -I%J
(Profit)
- e
Note: * Petty cash spent by b _lm l'~8 0'9!3:;3
pent by branch is adjusted from branch cash and H.O. has 10

money for i,
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Work ___Branch Debtors A/c

- Rs. Rs.
o \
Bqlance b/d - 12,500 By Cash 45,000
o Sales (Credit) 40,000/ By Allowances 50
By Discount 100
By Bad debt 150
By Balance c/d (Bal. fig) 7,200
e 52,500 52,500
Branch Cash A/c
Rs. Rs.
T Sales (Cash) 75,000 | By Petty Cash 250
To Debtors 45,000| By Cash Purchases 12,500
By Creditors 45,000
By Furniture 2,000
By Remittance to H.O. (Bal.fig)| 60,250
1,20,000 1,20,000
Branch Petty Cash A/c
Rs. Rs. .

To Balance b/d 1,000 | By Expenses 250
To Cash (Bal.fig) 250 |By Balancec/d 1,000
1,250 1,250

B. When goods are sent to branch at invoice price

[llustration 6

A Madras head office has a branch at Salem to which goods are invoiced at
cost plus 20%. From the following particulars, prepare Branch A/c in the head

office books:

Goods sent to branch
Total sales
Cash sales

Cash received from Branch debtors

Branch debtors on 1-1-96
Branch stock on 1-1-96
Branch stock on 31-12-96
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' Rs.
2,11,872
2,06,400
1,10,400

88,000
24,000

7,680
13440



Solution:
In the books of head office

\_'\.‘

\ %

AL

~
/&,

Salem Branch A/e for thcryenrrcimlcd 3]-12-({6 |

Rs. Rs
To Balance b/d: ' By Bank:
o Bql;::f;k) ( 7,680 Cash sales 1,10,400 |
behtors 24,000 Cash received
To Goods sent to branch 211,872 from debtors 88,000 |1,98,400
To Stock reserve 2,240| By Stock reserve 1,280
(13,440 x 20/120) (7,680 x 20/120)
By Goods sent to branch:
Loading (2,11.872%20/120) | 35312
To Profit - transferred to By Balancec/d
general P& L Alc 34,640 Stock 13,440
Debtors 32,000
2,80,432 2,80,432
Working Note: Calculation of closing debtors
Branch Debtors A/c* -
- Rs. Rs.
To Balance b/d 24,000 | By Cash 88,000
To Sales - credit 96,000 | By Balancec/d (bal.fig) 32,000
(2,06,400 - 1,10,400)
1,20,000 1,20,000

[lustration 7

Manian Ltd., of Calcutta has a branch at Patna. Goods are invoiced to the
Patna branch, the selling price being cost plus 25%

The Patna branch keeps its own sales ledger and transmits all cash received

to Calcutta. All expenses are paid from Calcu
the Patna branch A/c for the year 1989,

Rs.
Stock (1.1.89) (invoice price) 1.250
Stock (31.12.89) (invoice price) 1,500
Debtors (1.1.89) 700
Debtors (31.12.89) 900
Cash sales for the year 5,400
Credit sales for the year 3,500
Goods Invoiced from Calcutta 9,100
Rent 400
Wages 340
Sundry expenses 80

tta. From the following details prepare

[Madras, B.Com., Dec. 1982, Sep. 1990]
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Books of Manian Ltd., Caleu

tta (H.0.)
Patna Branch A/c
—1_—_%_%
—
39//'7 Rs| 1989 Rs.
9 [ S
T Balancebld | By Bank:
Jan. Stock 1,25 Cash Sales 5,400
Debtors 700 Cash recej—
To Goods sent to branch 9,10q ved from
To Bank: | debtors 3300 8,700
Rent 400 ! Dec.31| By Stock Reserve 250
Wages 340 |  (1250x2s5/129)
|
Sundry expenses _8_0_! 820 Dec.31| By Goods sent to
pec31| To Stock Reserve 300 Branch-loading | 1,820
(1500 % 25/125) | | | (9.100x 25/125)
To General P&L A/c | 1,000 Dcc.JI! By Balance ¢/d
(Profit) @ Stock 1,500
| Debtors 900
| 13,170 | 13,170
Working Note:
Calculation of Cash received from Debtors
Branch Debtors A/c
) i Rs. | ‘ Rs.
11.89 ll To Balance b/d 700 | By Cash (Bal. fig) 3,300
" To Sales (Credit) . 3,500 | 31.12.89 By Balance ¢/d 900
| 4,200 4,200

Ilustration 8

Naga of Trichy has a branch at Madras.

Invoice price which is at the profit of 20%

onc
branch are paid by

head office. From the followi

Goods are sent by head office at

ost price. All expenses of the
ng particulars, prepare branch

account in the H.O. books, showing goods at invoice price,

Opening Balances:

Stock at invoice price:

Debtors

Petty Cash. . ‘

Goods sent to branch at invoice price
Expenses paid by H.O.

Rent

Wages

Salary

Rs.

11,000
1,700
100
20,000

600
200
900
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Wc made 10 H.0. 2,650
Cash Sales | 21,000
Cash collected from debtors o : 400
Goods returned by branch at invoice price
Balances at the end . - 13,000
Stock at invoice pri 2,000
Debtors ’ %
Cash
Petty [Madras, B,Com., May 1982, Nov. 1984, Sep, 1995]
Solution:
In the Books of Naga, Trichy (H.0.)
Madras Branch A/c
h_\\_,
Rs. Rs.
ByBank: T
b/d
° SS?ECE 11,000 Cash Sales 2,650
Debtors 1,700 Cash collected
Petty Cash 100 from debtors 21,000 | 23650
ds sent to branch 20,000 | By Goods sent to branch 400
0 (Returns 1o H.0,)
Rent: 600 By Stock Reserve
Wages 200 (11,000 20/120) 1,833
Salary 900 1,700 | By Goods sent to branch 3,267
To Stock Reserve 2,167 —Loading (net)
(13,000 % 20/120) (19.600x 20/120)
To General P&L Afc 7,508 By Balance ¢/d
(Profit) Stock 13,000
Debtors 2,000
Petty Cash 25
44,175 PYRTH
Hlustration 9 FINAL ACCouNTs SYSTEM
A Madrag merch

Cost plus 25%, The br
to the head office
The transactiong for

anch keeps its o
cvery day, AJ

wn sales ledger and remits all cash received
CXpenses are paid from the head office.
the branch wey

€ as follows:
Stock (T T.93yg 75— _Rs._ Rs.
Debtors (1'1-9) 4. 11,000 Cheques sent to branch:
Petty Cash 100 Rent 600
ash (1.1.94) oo 0
Cash Sajeg Wages
2,650 Salary 900
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AL A RERSTT

Credit Sales

Goods sent to branch at I.P,
Goods returned to head office
Bad debts |
Allowances to Customers
Return Inwards

23,950
20,000

300
300
250
500

Stock (31.12.94) at L.P.
Debtors (31.12.94)
Petty Cash (31.12.94)

13,000
2,000
125

(Including miscellaneous income

Rs. 25 not remitted)

Collection from debtors

21,000

Prepare the Branch Trading and Profit and Loss A/c and Branch A/c for the

year 1994,

[Madras, B.Com., Nov. 2005; B.C.S. April 2004; B.Com., May 1995;
Bharathiar B.Com., Nov. 2004]

Solution:
Branch Trading and Profit & Loss A/c for the year ending 31.12.94
Rs. Rs.
To Opening Stock (at cost) 8,800 By Sales
(11,000 -2,200) Cash 2,650
To Goods sent to 16,000 Credit 23,950
) Branch (at cost) 26,600
Less: Returns to H.O. 240 (15,760 | Less: Returns 500 | 26,100
(300 - 60) By Closing Stock
(at cost) 10,400
To Wages _ 200 (13,000 - 2,600)
To Gross profit ¢/d (bal.fig) | 11,740
36,500 36,500
To Bad debts 300 By Gross Profit b/d 11,740
To Allowances 250 By Miscellaneous
To Rent 600 income 25
To Salaries 900
To Net Profit c/d 9,715
11,765 11,765
Branch A/c (Personal A/c)
Rs. Rs.
To Balance b/d B yBank: _
Stock 8,800 Cash Sales 2,650
Debtors 100 Cash received
Petty Cash 100 from debtors 21,000 23,650
To Goods sent to branch at cost| 16,000 | ByGoods sent to branch
To Bank (expenses) 1,700 at cost (return) 240
To Profit 9,715| ByBalancec/d 12,525
(10,400 + 2,000 + 125) ’
(Bal. fig)
36,415 —
| 36,415

\

——
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Ilustration 10
Goods are invoiced by head office to its branch at Jaipur at cost plus 25°/ All
0.

the expenses of the branch are paid by head office. Branch k
eeps onl
ledger and sales ledger. lPrepare Jaipur branch account and its trading aﬁgeﬁmfts
and loss account for the year ended 31.12.91 from the following particulars gfc:ht
e

branch given below:-

: Rs.
Closing Stock (invoice price) 13,500
Credit Sales 30.750
Cash received from debtors 28.425
Opening Stock (invoice price) 18,000
Cash Sales 13,125
Expenses of branch paid by head office 7,800
Goods received from head office 22,500
Debtorson31.12.91 6,870
Goods in transit from head office on 31.12.91 1,350
Solution:
Branch Trading and Profit & Loss A/c for the year ended 31.12.91
Rs. Rs.
To Opening Stock 14,400 | By Sales:
(18,000 — 3,600) ' Cash: 13,125
To Goods from H.O. 19,080 Credit 30,750 | 43,875
(23,850 — 4,770) By Closing Stock 10,800
Less: Cost of goods (13,500 - 2,700)
 intransit 1,080 18,000
(1,350 — 270)
To Gross Profit ¢/d 22:275 |
54,675 M
To Expenses 7,800| By Gross Profit b/d 22,275
To Net Profit c¢/d 14,475
_ 22,275 2L
Jaipur Branch A/c (Personal Alc) _ e L
Rs. ;_____________,__-«,___B—s—
To Balanceb/d By Bank:
Stock (18,000 —3,600) | 14,400 CashSales 13,125 |
Debtors 4,545 Cashreceived 550
To Goods sent to branch 19,080 from debtors 28,423 41,9% .
(22,500 + 1,350) — 4,770 ByGoods in transit 1080
To Bank (Expenses) 7,800 (1350 - 270) : 7670
To Profit 14,475 By Balance cd 200
. (13,500-2,700)+ 6,870 |
_ 60,300
30| 00—
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%? rking Note: 1

- lation of Opening Debtors
' Branch Debtors A/c
— Rs. ! Rs.
m d (bal.fig) 4545 | By Cash 28,425
To Sales (Credit) 30750 | By Balancec/d 6,870
35295 | 35,295

2 Goods from Head

23,850 =22

——

Office =

Dis(:illCﬁon between wholesale and retail profit at Branch

musn-ation 11

A Head office sends goods to its branch at 20%
are sold to customers at cost plus 100%.

Goods received from H.O. + Goods in transit
500 + 1,350

WHOLESALE BRANCH SYSTEM

the profit made at the head office and the branch on wholesale basis.

less than the list price. Goods
From the following particulars ascertain

Head office Branch
Rs. Rs.
Purchases 2,00,000 _
Goods sent to branch (invoice price) 80,000 -
Sales 1,70,000 80,000
[Madras, B.Com., Nov. 1983, Sep. 1993;
Periyar, B.Com. April/May 2001 (10 times);
Bangalore, B.Com. 1993; Bharathiar, B.Com. April 1997]
Solution:
Trading and Profit & Loss A/c
H.O.| Branch H.O.| Branch
Rs. Rs. Rs. Rs.
To Purchases 2,00,000 — | By Sales 1,70,000| 80,000
To Goods received By Goods sent to
from H.O. —| 80,000 branch 80,000 -
To Gross Profit ¢/d | 1.15,000| 16,000 | By Closing stock 65,000| 16,000
3,15,000 | 96,000 3,15,000| 96,000
ToStock Reserve | 6,000 ~ | By Gross Profit b/d | 1,15,000| 16,000
(Closing stock)
60
( 16,000 x 1—-6—0—)
To Net Profit c/d | 1,09.000 16,000
—ILS’E(—)Q —!f.’gg? 1,15,000| 16,000

e N
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Working Note:
Calculation of Closing Stock
Rs. Rs,
Value of Closing Stock at H.O.
Purchase 2,00,000
Less: Cost of goods sold
1,70,000
L x 100)
( 200 85,000
Less: Cost of Goods sent to Branch 50,000 1,35,000
(80,000 i 00)
160
Closing Stock 65,000
Value of closing Stock at Branch:
- Goods received from H.O. 80,000
Less: Cost of goods sold 64,000
(80,000 1 60)
200
Closing Stock 16,000
Note:
H.O. Cost Price Whole sale Rate List Price
100 i.e., Rate at which 200 (100+100)
Goods supplied to branch
160(200 - 200 x 20%)
Ilustration 12

A Head Office sends goods to its branch at 25% less than the list price.

Goods are sold to customers at Cost plus 60%. From the following particulars
ascertain the profit made by the head office and by the branch.

Head Office Branch
Opening Stock at Cost 50,000 30,000
(at invoice price in case of branch)
Purchases 1,50,000 =
Goods sent to branch 1,08,000 =
Sales 1,60,000 80,000
Expenses 10,000 6,000

[Madras, B.Com., Sep. 1990]

Scanned with CamScanner



Gon: Trading and Profit & Loss A/c |
°“t =
o H.O.  Branch H.O.| Branch
Rs. Rs. | Rs. Rs.
£ Gening < Stock 50000 30,000 | By Sales 1,60,000 | 80,000
ool aces - 1,50,000 = By Goods sent to 1,08,000 -
Goods ! i received Branch
T szmHO. - 1,08,000 By Closing Stock | 10,000 | 78,000
_GesProfited | 78000 20,000 |
| 278,000  1.58,000 12,78,000 | 1,58,000
- Expenses 10,000 6 000 By Gross Profit b/d 78 ,000 | 20,000
-, Saack resenve 13.000 B\ Stock Reserve | 5,000 -
 (Clasing Stock) (Opening Stock) \
~20) ( 20 |
TR000 x 30.000x—| |
120/ 120 |
= Profitod 60.000 14,000 |
|
83.000 20,000 83,000 | 20,000
! \
Working Note:
H.0. Supplied to branch List Price -
cost price) (wholesale rate) 160 (100+60)
100 120(160 - 160 x 25%)
Rs. Rs.
Calculation of value of closing stock of H.O. |
O"'c ng Stock . 50.000
Purchases 1,50,000
+2,00,000
(160000 )
= i % 100 00,
—~T28 CL.‘,E (831 E_L*Odb EOId \ 160 & /,l 100'00
( 100 |
Less: Cost of goods sent to branch | l 08,000 x 1_5(')_] 90,000 1,90,000
Closing Stock 12,000
Calculation of value of closing stock at Branch A
Opening Stock ) el
Goods received from head office 1,08,000 | 1,38,000
: (80.000  139) 60,000
Less: Cost ofgm sold !~ 160 / '
| 78,000
Closing stock T
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Stock Reserve on Stock of Branch e
30,000 <20
On Opening stock: 10 - 5,000
78,000 <20
On Closing stock: 120 13,000
STOCK ANDDEBTORSYSTEM

(a) When goods are sent at cost price
[lustration 13

The Calcutta Commercial Company invoiced goods to its Jamshedpur Branch
at cost. The Head office paid all the branch expenses from its bank except pety

cash expenses which were paid by the branch. From the following details re|

to the Branch, prepare,

(1) Branch Stock A/c

(2) Branch Debtors A/c
(3) Branch Expenses A/c

(4)BranchP & L Alc

Stock (Opening) ,

Debtors

(Opening)

Petty Cash (Opening)
Goods sent from H.O.
Goods returned to H.O.
Cash Sales

Advertisement

Cash received from debtors
Stock (Closing)
Allowances to customers

Solution:

|
To Balance b/d |
To Goods sent to branch '
To Branch Debtors 1,
To Branch Profit & Loss Alc |

(Transfer) |

= |

aling

~ Re. _ e ~_Rs,
21,000 | Discount to customers 4200
37800| Bad debts 1,800
600| Goods returned by
78.000 customers to branch 1,500
3,000| Salaries & Wages 18,600
52500 Rent & Rates 3,600
2400| Debtors (Closing) 29,400
85500| Petty Cash (Closing) 300
19,500 | * Credit Sales 85,200
600
[Madras, B.Com., March 1989]
Branch Stock A/c
Rs. | | =
21,000 | By Cash 52,500
78,000 By Goods sent to Branch 3,000
1,500 By Branch Debtors 85’200
59.700 By Balance ¢/d 19:509
1.60,200
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Rs,
ﬁ}ﬁ;" 37,800 |By Cash 85,500
f ualamfi] stock Ale 85,200 | By Branch expenses 6,600
B L(cre dit sales) [bad debts, allowances, discount]
By Branch Stock (Returns) 1,500
By Balance ¢/d 29,400
1,23,000_ 1,23,000
/ M
Branch Expenses A/c
gy e
el Rs. Rs.
~ Granch Debtors A/G 6,600 By Branch P&l Alc 31,500
7o Bank (AdV. Salaries & (transfer)

. Wages, Rent & Rates) 24,600
o Petty expenses (600-300) 300

31,500 31,500
Y.
Branch Profit & Loss A/e
— = —__ﬁ_h‘ﬂ——-———_'—r—-—*———_i_h_-
Rs. Rs.
ToBranch Expenses A/c 31,500 | By Branch Stock A/c 59,700
To General P&L A/c (Profit) 28,200
(Bal. fig)
| 59,700 59,700

lllustration 14

A head office at Bhopal invoices goods to its branch at Indoor at cost, and
the branch sells the goods not only for cash but on credit also. The expenses of
the branch are paid by the head office. From the following particulars relating to
the branch opened on 1-1-1996, prepare the necessary accounts under stock and
debtors system in the head office books.

S _ Rs. Rs.
Goodmgﬁgﬁa]—ét cost 5,000 | Credit sales 5,200
Goods returned by the Discount allowed to customers 180

branch at cost 300 |Cash sales 250
Xpenses paid by the head office 1,000 | Branch stock (31-12-96) 1,700
Remitlance from branch 4,200 | Branch debtors (31-1 2-96) 770
RECeipls from debtors not paid |

~ in by branch 300

I
[Madras, B.Com. Nov. 2004; Periyar B.Com., May 2006 5 Figs)

)2
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Solution: T g
Branch Stock A/c
RS. h\‘\
- To Goods sent to braneh | 3,000 |By Goods returned to H.O "““\Ri
To Branch Profit & Loss A/c 2,450 |By Cash - cash sales 300
,
(Surplus) (Bal. fig) By Branch debtors - Credit sa| 0
€1 5200
By balance ¢/d
. 1,700
7,450 P
w
Branch Debtors A/c
Rs. “\_i*“‘*““i;
To Branch stock A/c 5,200 | By Cash (bal.fig) m
By Discount ,180
By Balance c/d
y 770
5,200 5200
Branch Expenses A/c
Rs. ﬁ;
To Bank- expenses 1,000 | By Branch P & L.A/c 1,180
To Branch debtors - discount 180 (transfer)
[,180 1,180
Branch Profit & Loss A/c
Rs. Rs.
To Branch Expenses A/c 1,180 | By Branch Stock A/c 2,450
To General P & L A/c (Profit) 1,270
(Bal. fig)
2,450 2,450
Branch Cash A/c
Rs. Rs.
To Branch stock A/c 250 |By Bank A/c - remittence 4,200
To Branch debtors A/c 4,250 | By Balance c/d (bal.fig) 300
4,500 4,500
Goods sent to branch A/c
| Rs. Rs.
To Purchase A/c - transfer 5,000 | By Branch Stock A/c _51(_)_0_9
5,000 ' 15,000



;raﬂch ﬂ;—gods are sent at mvoice price.
wheﬂ

b) . 15
Str”tlon B . ¥ d t -t b. '
JJu eadomce invoices goods to its branch at cost plus 50% Bratich terifsdi
ot its a

h
recei"e d 1o the head office and all expenses are met by the H.O. From th
S articulars, prepare the necessary accounts on the stock & debt ;
: vDLOT'S

{loWinE
Jlov o show the profit or loss at the branch.

e A e U Rs
nvoice price 27 e
kon 1.1.8901 price) 900 | Goods returned by debtors 3,600
ebtors on1.1.89- 20,400 | Goods returned

. to H.O. by branch 4,500
o0ts invoiced to Fhe branch  1,53,000 | Shortage of stock 1.350
(invoice price) Discount allowed 600
(ysh Sales 75,000 | Expenses at the branch 16,200
(redit Sales 03,000 | Bad debts 600
(ash collected from debtors 91,200 ,
S [Madras, B.Com., Sept. 1992]
jolution: Branch Stock A/c
Rs. Rs.
ToBalance b/d 27,900 | By Cash Alc 75,000
To Goods sent to branch 1,53,000| By Branch Debtors 93,000
To Branch Debtors 3,600 | By Goods sent to Branch
(Returns to H.O.) 4,500
By Branch Adjustment Alc 450
(loading on shortage)
By Branch P & L Alc. 900
(Cost of shortage of stock)
By Balance ¢/d 10,650
1,84,500 1,84,500
) Branch Debtors Ale ey
Bt S R Rs. Rs.
>~ 00O O ] ,200
Balance b/d ey 'l_g - h Stock A/c 93] 600
TR 3,000 | By Branch 5toc ’
ranch Stock A/c 4 By Branch expenses 1,200
(Discount + Bad debts)
By Balance c/d 17,400
(Bal.fig)
1,13,400
~3400
| 2R
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Branch Expenses Alc

Rs. e b .. Rs,
e —————— —_— --—-‘--—-‘”'—‘)" — . T —
To Bank 16,200 | By Branch P & L Alc 17,400
To Branch Debtors 1,200 (transfer)
e ——
17,400 17,400
Branch Adjustment A/c
PR S T [ T T
Rs. L Rs,
To Stock Reserve 3,550 | By Stock Reserve \ 9,300
(1 0,650 x i) (27,900 % _39_) \
150 | 150
To Branch stock A/c 450 | By Goods sent to Branch 49,500
(loading on shortage) (Net)-loading
(1.350 x ﬂ] (1,48,500 % ﬂ)_]
150 150
To Branch P&L Alc 54,800
(Gross Profit)
58,800 ‘m
Branch Profit & Loss A/c
| TR T w
To Branch Expenses A/c 17,400 { By Branch Adjustment A/c 54.800
To Branch Stock A/c 900 (Gross Profit) \ ,
(cost of shortage of stock) l
To General P&L A/c 36,500 ‘\
(Net Profit) |
54,800 S m
) i B Goods sent to Branch A/c
= | Rs] T
L ranch Smf:k Alc 4,500 | By Branch Stock A/c 1,53,000
l'o Branch Adjustment A/c 49,500 |
To Purchases A/c (Bal.fig) 99.000 1
S— 1,53,000 \ \ 1,53,000
Ihitctmntinn 1£ y
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C ]1 APTER _/U_,
Departmental Accounting

I
Meaning of Departments and Departmental Accounting

An organisation may produce or buy and sell several products or perform
gifferent services under the same roof or from the same premises. The modern
practice is to divide the organisation into independent departmel.lts, each of
which may deal in a particular class of goods or render a specialised type of
service. For example, a readymade garments firm may be divided into tailoring
and selling departments; a departmental store may be divided into textiles,
provisions, durable goods departments etc.

When accounts are finalised at the end of the year, the usual method of
trading and profit and loss account is not suitable for such orgapisations. The
owners or the management may desire to ascertain the trading results of each
department and the overall result of the organisation.

The method of accounting which is followed to obtain such results is known

as Departmental Accounting.
Need for Departmental Accounting
Accounts which reveal expenses, incomes, sales, stocks, gross profit and net
profit separately for each department are needed: |
(i) To compare the results of each department with the results of previous
years and ascertain the trend.
(i) To know the comparative results of different departments in the same
year.
(i) To assess the position of stocks in each department.
(iv) To identify areas of weakness for cost control and improvement of
efficiency.
(v) To decide upon expansion, discontinuation and investment policies.

Advantages of Departmental Accounting

The following are the benefits derived by business firms through departmental
accounting,

(i) Ascertainment of profit: Gross profit and net profit can be ascertained for
. each department separately on a reliable basis,
(it) Comparative performance: The results of different departments can be

compared' in terms of profit, expenses, inventories, percentage of growth,
return on investment etc.
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(iii) Appraisal of personnel: Individuals Tesp 1111PT0vedmh805r

decline in performance can be identified. This is useful in implememi
ng

incentive systems., ‘ ‘ .
(iv) Remedial measures: Areas of poor per formance can be identif;

implementing remedial measures. If situation warrants, decisions to
discontinue some products or closing a department may bt’f taken ACCuratg,
(v) Expansionand Divers;’ﬁcatim:z: Decisions to expand and diversj fy pfoﬁtab[e-
lines of business become easier. N ‘ .
(vi) Policy formulation: Management pollclf:§ towards inventories, exten
credit. additional investment etc., are facilitated.

Distinction between departments and branches

1. Location: All the departments are located within a single premises, Brancheg
are located in different geographical areas, physically separated from the head
office and one another.

2. Growth: Departments are confined to local business and can grow vertically
within the same roof. _

Branches cater to a wider market and can expand and grow geographically.

3. Accounting: All the accounting records are centralised and maintained within
the same premises for all the departments.

Branches keep records of their operations separately. The head office consolidates
the accounts of all the branches.

4. International operations: Departments are confined to a single place unless
similar organisations are opened elsewhere. )

Branches can be started anywhere in the wor
branches. -

ed f()r

dlng

1d. So, there can be local and foreign

Methods and Techniques of Departmental Accounting

(i) When accounts are finalised, departmental trading and profit and loss account

is prepared in columnar form to find gross profit
department, 8T0ss profit and net profit of each
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tration 1 :
mu;o]lowing i« the Trial Balance of Mr. Rajanas on 31-1 é—r()’z‘.
Rs. -
I = Rs,
Capital Ale oo | %000
Drawings A/ Ck Dept. A 2 500 .
i oc . , :
Opening St Dept. B 5700 ‘
Dept. C 1,200 g
Purchases Dept. A 22,000 -
ept. B 17,000 .
Dept. C 8,000 ;
Sales Dept. A & 54,000
Dept. B - 33,000
. Dept. C - 21,000
Sales Returns Dept. A 4,000 -
Dept. B 3,000 .
Dept. C 1,000 -
Freight and Carriage Dept. A 1,400 -
Dept. B 800 ~ -
Dept. C 200 -
Wages Dept. A 800
Dept. B 550
Dept. C 150
Furniture & fixtures 4,600 -
Plant and Machinery 20,000 -
Bills Receivable 4,200 -
Bills payable o 8,000
Motor vehicles 40,000 - -
Sundry Debtors 8,000 i
Sundry Creditors s 7,000
Salaries 4500
Power and Water 1,200 -
Telephone charges 2.100 .
Bad debts ,75() -
Rent and Taxes 6.000 -
Insurance 1 ‘500 i
Printing and Stationery 2,000 s
Advertising 3500 -
Bank overdrafi ’ 12,000
—Ewe |
1,75,000 LY

P ) .
Prepare Departmental T rading and Profit and Loss A/c and the Balance Shee!
g Into account the following adjustments: e
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b) Salaries payable
¢) Depreciate plant & machinery and motor vehicles @ 10%
d) Create a Reserve of 5% for bad and doubtful debts.
¢) Each Department shall share the expenses in proportion to their sales.
Dept. A =Rs. 3,500
Dept. B =Rs. 2,000
Dept. C =Rs. 1,500
[Madras, B.Com., March 1994; Manonmaniyam, B,Com., Nov. 1994]

f) Closing stock:

Dept, C

a) Outstanding deGQDLpl B = Rs.150
= Rs, 50

= Rs. 500

Solution:
Departmental Trading A/c of Mr. Rajan for the year ending 31-12-92
A B & A B C
| Rs.| Rs. | Rs. | | Rs. | Rs. | Rs.
To Opening stock | 8,500/ 5,700| 1,200 | By Sales 54,000 33,000/ 21,000
To Purchases 22,000( 17,000| 8,000| Less: Sales
To Freight Returns | 4,000 3,000 1,000
& Carriage 1,400 8001 200| NetSales [50,000/ 30,000 20,000
To Wages
Add: Wages due 800 7001 200 By Closing
stock | 3,500| 2,000/ 1,500
To power & water
[sales ratio= 5:3:2]| 600 360f 240
To Gross profit ¢/d {20,200| 7,440|11,660 '
53,5001 32,000{21,500 53,500] 32,000| 21,500
Departmental Profit & Loss A/c of Mr. Rajan for the year ending 31-12-92
A B C A B C
Rs. Rs. Rs. Rs. Rs.| Rs.
To Salaries (5,000 By Gross
(including due) 2,500 1,500 1,000 profit 20,200 | 7,440|11,660
To Telephone charges 1,050] 630] 420
To Bad debts 375 225 150
ToRent & taxes 3,000( 1,800{ 1,200
To Insurance 7501 450/ 300
To Printing &
stationery 1,000 600| 400
To Advertising 1,750 1,050{ 700
To Depreciation: |
On Plant & Machinery 1,000| 600/ 400
~ On Motor vehicles 2,000{ 1,200, 800
To Provision for Debtors | 200/ 120] g0 |
To Net profit 6,575 6,210 | By Net loss sl a3 -
h___m_ 120,200 8,175/ 11.660 20,200 8,175|11,660
ote: All expenses are divided in Sales R st

Sales Ratio = A - Rg. 50,000,

atio, as per instruction given.
B - Rs.30,000, C -Rs. 20,000 or 5:3:2.
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Balance Sheet of Mr. Rajan as on 31-12-9N

Liabilities Rs. MRS
Capital 40,000 Fixture &W‘*\ﬁod
Less.'pDrawingS 1,500 38,500 Plant & Machinery 20,000
Less:10% Depreciation 2,000 |g 00
Add: Net profit (6,575+6,210) 12,785 Motor vehicle 40,000
51,285 Less:10% Depreciation 4,000 36,000
Less: Net loss (Dept. B) 7135/50,550|  Billsreceivable T 4,200
Salary due 500|  Sundry Debtors 8,000
Outstanding wages Less: 5% provision 400( 7,600
Dept. B 150 Cash in hand s
Dept. C 50 200{  Stock:
Bills payable o 8,000 Dept. A 3,500
Sundry creditors 7,000 Dept. B 2,000
Bank overdraft 12,000 Dept. C 1,500 7,000
78,250 m
Illustration 2
The proprietor of a |

are respectively 40%, 30% and

20% on turnover before charging the direct expenses. Tl

1¢ indirect expenses are
charged in Proportion to departmenta] turnover,
The following are the figures for the departments:
X Yy [z
Rs. Rs. Rs.
Opening stock (1-1.96) 10000 | 14000 T 7000
Purchases 12,000 13,500 9,700
Sales 20000 18,000 16,000
Direct expenses 2,000 1.500 700
The total Indirect ex 5

[Madras, B, Com., April 2005/
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pepﬂﬂ'“c"ml Accounting 17.9
— ., B ==
Solutton: .
mpurlmcn.l:.ﬂ) pr(!m{;_ & Profit & Loss A/e for three months ended 31-3-96
. X[ YTz T xT v 5
__Rs. | Rs. Rs, - Rs. Rs. Rs.
1o Opening stock | 10.000| 14,000/ 7,000/ By Safes 20,000/ 18,000 | 16,000
To purchilSCS_ 12.000{ 13,500| 9.700 By Closing 10,0001 14,900 | 3,900
To Gross profite/d | 8.000 5.400] 3,200/ stock (bal.fig) |
l
30,0001 32,900/19,900 30,000/ 32,900 | 19,900
To Direct expenses 2,0001 1,500  700| By Gross profif 8,000 5,400| 3,200

To Indirect expenses| 1,000 900 800 ,

To Stock reserve 1,000 1,490, 390

@ 10%
To Net profit 4,000 1,510 1,310

(bal.fig)
8,000| 5,400( 3,200 8,000/ 5,400 3,200

Note: (1) Indirect expenses applicable to the three departments:

54,000 4

1,08,000 x5,400 = Rs, 2,700 to be apportioned in the ratio of 10: 9 : 8

(2) Direct expenses are not shown in Trading A/c because rates of gross profit
given are before charging the direct expenses.
lllustration 3
Trading and profit & loss account of Janaki Radio and Gramophone Equipment
Co., for the six months ended 31-3-93 is presented to you in the following form.

Purchases Rs. | ~_ Sales _ Rs.
Radios (A) 1,40,700 Radios (A) 1,50,000
Gramophones (B) 90,600 Gramaphones (B) 1,00,000
Spare parts (C) 64,400 Spare parts (C) 25,000
Salaries and wages 48,000 Stock ason 31-3-93
Rent 10,800 Radios (A) 60,100
Sundry Expenses 11,000 Gramophones (B) 20,300
Profit 34,500 Spare parts (C) 44,600

4,00,000 4,00,000

Prep‘are Departmental Accounts for each of the three departments, A; B and
C mentioned above after taking into account the following:

(i) Radios and Gramophones are sold at the show room and spare parts at
work shop.,

(i) Salaries and wages comprise as follows:

3 I
Show -~ il
rooms 2 and work shop 1

It was decided to allocate the show room salaries and wages in the ratio
of I: 2 between the departments A and B.
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(iii) The work shop rent is Rs. 50
divided equally between

(iv) Sundry expen

department.

Solution:
Working Notes:

(i) Salaries and wages are t0 be
Rs. 36.000; workshop 174 i.e.,

to Dept. ‘C'. .
(i) Since Radioand Gramophones are sold at show room, salaries are to be allocated

to Dept. ‘A’ and Dept.

=2
0 per month. The rent of show room is tg b,
the departments A and B.

Sy -

ses are to be allocated on the basis of the turnover of eaey,

[Madras, B. C.A./B.Sc. Oct. 2003; B.Com., Oct, 2002;

April 2001, Oct. 1998; May 1996}

2
= 36,000 x IE: 12,000, 36,000 x 3 =24,000

‘B’ respectively in the ratio of |

allocated first between show room 3/4 ie.
Rs.12,000. Work shop salaries are to be charged

ol

(iii) Rent of workshop at Rs. 500 p.m. for six months, Rs.3,000 is to be charged to
Dept. ‘C’ first and the balance Rs.7,800 is to be divided equally between Dept.

‘A’ and ‘B’.
(iv) Turnover Ratio

= 1,50,000 : 1,00,000 : 25,000 = 6:4: 1

Departmental Trading and P & L A/c for the six months ending 31-3-93

A B C A B C
Rs. Rs. Rs. Rs. Rs. Rs.
To Purchases |1,40,7000 90,600| 64,400 |By Sales 1,50,000/1,00,000{ 25,000
To Gross 69,400 29,700| 5,200 |By Closing
profit c/d stock 60,100 20,300{ 44,600
2,10,100{1,20,300| 69,600 2,10,100(1,20,300| 69,600
To Salaries
& wages | 12,0000 24,000 12,000 |By Gross
;o Fsten; 3,900 3,900| 3,000| profit b/d 69,400 29,700, 5,200
0 eTp r(y6 sl Eool By Net loss
- (64 s 4,000 1,000
To Net profit 47,500 - : @ep@enwl) Bt i
(Departmental)
L -f-‘i;.‘%‘lo 31.900] 16,000 69,400| 31,900| 16,000
ener .
al Profit & ﬂ%}ﬂ)r the six months ending 31-3-93
=
To P & L A/c (Dept. ‘B) 2,200 By P ‘ 5
ToP & L Ale (Dept. ‘C) | 10,800 Y P& L Alc (Dept. *A) | 47,500
To Profit (to be transferred 34,500
to Balance Sheet)
47,500 47,500

—_—
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- AL L lRERANCERL O COSE O uepartmental purchascs

ustration 4
The following purchases were made by a business house having three

ents. :
departt? Dept. A — 1,000 units
Dept. B — 2,000 units { at a total cost of Rs. 1,00,000
Dept. C — 2,400 units
Stocks on 1st January were:
Dept. A — 120 units

Dept.B — 80 units
Dept. C — 152 units
Sales were:

Dept. A — 1020 units at Rs. 20 each
Dept.B — 1920 units at Rs.22.50 each
Dept. C — 2496 units at Rs.25 each
The rate of gross profit is same in each case. Prepare Departmental trading
account.
[Madras, B.Com., B.Com.(CS)(ICE) Oct. 2008; B.Com., April 2007;
B.Com. (PZ1A) Nov. 2006; (PZA) Nov. 2006; BCA/B.Sc. Nov. 2006;
B.Com., BBA etc. Ap 2007; Thiruvalluvar, B.C.A. April 2005;
Madras, B.Com., April 2006; Nov. 2005; B.B.M. Oct. 2004]

Solution:
Departmental Trading A/c
Particulars A B C Particulars| A B C
Rs. Rs.| Rs. Rs. | Rs. Rs.
To Opening Stock 1,920 1,440| 3,040| By Sales 20,400| 43,200/ 62,400
To Purchases 16,000 | 36,000 | 48,000 By Closing
To Gross profit stock 1,600/ 2,880 1,120
(Bal. fig) 4,080| 8,640 12,480
. 22,000 | 46,080 | 63,520 22,000 46,080 63,520
Workmg Notes:

(1) Calculation of closing stock (in units)
Opening stock + Purchase — sales = closing stock
Dept. A: 120+ 1,000 - 1,020 = 100 units
Dept. B: 80 +2,000 - 1,920 = 160 units
Dept. C: 152 +2,400 -2,496 = 56 units
1(2) Calculation of rate of gross profit.
norder to determine the rate of gross profit, it is assumed that all the units

Prchase haye been sold away. Then the sale proceeds would be:
Dept. A = 1,000 units x 20 = 20,000
Dept. B =2,000 units x 22.50 = 45,000
Legg: Dept. C = 2,400 units x 25 = 60,000 1,25.000
Otal cost of goods purchased 1,00,000
Geoss profit 25.000
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25,000

, P =—" % 100=20%
Rate of gross profit on selling price 1.25.000 -

(- cost=80% of selling Price

(3) Cost price of each unit:

80

Dept. A ZZOXT@ =16
80
Dept. B =22.50x 100 =18
80
Dept. C =25% 100 =20
(4) Purchase of each department:
Dept. A = 1,000 unitsx 16 = 16,000
Dept. B = 2,000 units x 18 = 36,000
Dept. C = 2,400 units x 20 = 48,000
(5) Sale proceeds of each department:
Dept. A = 1,020 units x 20 = 20,400
Dept. B = 1,920 units x 22.50 = 43,200
Dept. C = 2,496 units x 25 = 62,400 \
(6) Value of opening stock at cost:
Dept. A = 120 unitsx 16 = 1,920
Dept. B = 80 unitsx 18 = 1,440
Dept. C =152 units x 20 = 3,040
(7) Value of closing stock a cost
Dept. A =100 units x 16 = 1.600
Dept. B = 160 units x 18 = 2 880
Dept. C = 56 units x 2() = 1.120
Inter-departmental transfer at €ost price
Illustration 5
Ahotel propriet ; A — 2
Dcpartmen? Fpollle (\)r'has'twlo dcr_’artments kg o siEl s
. owing 1s the trial balance of his business.
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Departmental Accounting
T Debit

Provisions

Stocks of provisions in
the beginning

Cash in hand and at bank

Customers' debit balance

Buildings (1/10 th used

for meals department)

Furniture and equipment

General expenses

[nterest accrued

Life Insurance

Income tax

Wages

Additional Information:

Rs.
15,500

1,020
10,000
800

2,10,000
60,000
27410

200
1,600
400
6,000

3,32,930

17.13
Credit Rs.
Income from apartment &
attendence:department 46,000
Income from meals
department 32,000
Capital 2,20,000
Suppliers A/c 9,800
Provision for depreciation
on building 24,000
Interest 1,130
332,930

(@) The servants in the Apartment Dept. had occupied a room worth Rs.120
and took meals worth Rs.60. Similarly, servants in the Meals Dept. had
occupied a room worth Rs.150 and took meals worth Rs.90.

(b) Wages are charged in the proportion of 1/2 to the Apartment Dept.
1/4 th to the Provision Dept. and remaining to the general P & L A/c.

(c) Increase provision for depreciation of buildings to Rs.30,000.

(d) Asum of Rs.800 representing accommodation Rs.240 and meals Rs.560
to be charged to proprietor of the hotel.
You are required to prepare profit & loss A/c and Balance Sheet as on 31.3.92.

[Madras, BCA / BCS, April 2001, April 2000; B.Com., Sep. 1986]

Solution:
Departmental Profit & Loss A/e for the year ending 31-3-92
Apartment | Meals Apartment Meals
Rs. Rs. Rs. Rs.
To Stock - 1,020 | By Income 46,000 32,000
To Provisions — | 15,500 | By Proprietor's Alc
To Depreciation (Drawings) 240 560
on buildings 5,400 600 | By Inter-dept.
To Wages 3,000 1,500 adjustment 270 150
To Inter-dept.
adjustment 180 240
To Net Profit c/d
(Departmental) 37,930 13,850
| 46,510 | 32,710 46,510 32,710
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General P& LAlc\

Rs. RS.
fit b/d
To Wages 1,500 | By Net profi
To General Expenses 27,410 Apartment 37,93
To Net profit ¢/d 24,000 Meals 13,850
By Interest 1,130
52,910 52,910
Balance Sheet as on 31-3-92
__-__‘_—-.
Liabilities Rs. Assets Rs.
Capital 2,20,000 Buildings 2.10,000
Less: Drawings: . .
Incometax 400 Furniture & Equipment 60,000
Premium 1,600 Customers A/c 800
Meals 560 Interest accrued 200
Apartment 240 2,800 Cash in hand & at bank 10.000
2,17,200
Add: Net profit 24,0001 2,41,200
. Suppliers A/c 9,800
Provision for Depreciation 30,000
2,81,000 2,81,000
Note: Provision for depreciation can also

Working Notes:

Apartment
Depit.
(i) Expenses on Servants in
apartment dept, 120
(ii) Expenses on Servants in
Meals dept. 150
Total income 270
Nlustration 6

From the following infor

loss A/cina columnar form of the three de

Stock IstJan. 1996 [ 400000

Stock 31st Dec. 1996 3,30,000
Purchases

19,59.000
Sales 40,00,000
Wages 7,28,000

mation, prepare de

Meals
Dept, .

60

90

—_—

150

—_—

be reduced from buildings.

Total
expenses

—

180  (for apartment dept.)

240 (for meals dept.)

partments of Sharma Dry Cleaners Ltd.
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4,38,000 8,17,000
6,97.000 13,73,000
20,00,000 40,00,000
3,00,000 246,000



EF

) Darning to dry cleaning Rs. 2,400 and to dyeing Rs. 40.200.
(il Dyeing to dry cleaning Rs. 25,800 and to darning Rs. 18,000.
(ii)) Dry cleaning to darning Rs. 3,000 and to dyeing Rs. 24.000.

Apportion equally:

Gtationery

Postage

General expenses

[nsurance

Depreciation
Rent & taxes Rs. 1,80,000 is to be split in proportion to space occupied, i.e.,
dry cleaning 4, darning 2, dyeing 2 and other space 2.
[Bharathidasan, B.Com., Nov. 2002; S.V. Univ. B.Con., adapted]

Solution:

Rs.5,418
Rs. 4,050
Rs.2,37.618
Rs. 10,080
Rs. 32,598

Sharma Dry Cleaners Ltd.
Departmental Trading & P & L A/c for the year ended 31-12-1996

mre transferred from one department to another at cost price as follows:

Dry Darning Dyeing} Dry |Darning | Dyeing
Cleaning % Cleaning |
Rs. Rs. Rs. Rs. | Rs. | Rs
To Opening
Stock | 4,00,000| 3,40,000| 9,40,000| By Sales |40,00,000/20,00,000{40,00,000
To Purchases |19,59,000| 6,97,000(13,73,000/By Inter-
To Inter-dept 28,200 21,000 64,200 deptf 27,000| 42,600| 43,800
transfers transfers
To Wages | 7,28,000| 3,00,000]2,46,000| By Closing 3,30,000| 4,38,000] 8,17,000
To Gross 12,41,800/11,22,600(22,37,600 stock
. profit ¢/d |
43,57,000/24,80,600(48,60,800 43,57,000;24,80,600 48.,60,800
To Stationery 1,806 1,806/ 1,806/ By Gross [12,41,80011,22,60022,37,600
To Postage 1,350]  1,350|  1,350| profit b/d
Y General exp|  79,206|  79,206| 79,206
:Z E‘S"farjcf 3,360  3,360| 3,360
ToR:Er:mon 10,866/ 10,866 10,866
g taxes| 72,000 36,000 36.000
profit 10,73,212| 9,90,012(21,05,012
~___[12.41,800] 11,22,600[22,37,600 12.41,800 1 1,22,600 £2,37,600
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Iustration 7

Inter-Departmental transiers at Selling Pricw

A firm had two departments, cloth and rcac-iymade garments, Ty, gar
were made by the firm itself out of cloth supplied by the cloth departmy. Megy

usual selling price. From the following figures, prep
profit and loss atcount for the year ended 31-3-94,

h .
are departmeng| “adi; gt it
q

|

Cloth dept. Readymag, "
Rs. R, Pl
Opening stock on 1-4-93 3,00,000 ‘m\
Purchases 20,00,000 15,000
Sales 22,00,000 450,000
ransfer to readymade garments dept. 3,00,000 -
Expenses — manufacturing = 60,000
—selling 20,000 6,000
Stock 31-3-94 - “2.00,(_)99 L 60,000
_ W

The stock in the readymade garments department may be considered 55
consisting of 75% cloth and 25% other expenses. The cloth department earned
gross profit @ 15% in 1992-93. General expenses of the business as a whole cae

to Rs.1.10,000.

pp———

> Fpadiny srive

[Madras, B.Com., B.Com.(CS) eic. April 2008; B.Com., B.B.A. etc. Nov, 2006;
B.Com., Ap 2005; Nov. 2003; April 2002; BCA/B.Sc. Oct. 2001; May 2001 (ICE);]

Solution:

Depar¢mental Tradingan

d Profit & Loss Alc for the year ending 31-3-94

“Cloth Readymade Cloth fé@?in_ac?e_
oo L BS | Rs | _Rs. | Rer
To Opening stock 3,00,000{ 50,000 |By Sales 22,00,000{ 4,50,000
To Purchases 20,00,000 15,000 [By Transfer to
To Transfer from readymade dept. | 3.00,000 =
Cloth dept. = | 3,00,000 (By Closing stock™ | 2,00,000 60,000
To Manufacturing P e—
expenses ~ 60,000
To Gross profit ¢/d
[Departmental] | 4,00,000 85,000
27,00,000 5,10,000 27,00,000/  5,10,000
To Selling expenses 20,000 6 "4.00.000 85,000
To Net profit o/d ;000 |By Gross profit b/d 4,00,
[Departmental] | 3,80,000 79,000
400,000 85,000 4,00,000 85,000
General Mr the year ending 31-3-94 —
. Rs. o
To General expenses 1,10,000 | By Net profit b/d 4,59,000
, (3,80,000+79,000)
To Stock reserve (closing) B :
. y Stock Reserve (opening) :
(60-,000 x 75% x ]6%) 7,200 (50,000 % 75% )f lr;%) 5;623
To Net profit (bal.fig) 3,47,425
4,64.625 —iH
0%000 | 4
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working Notes:
gtock

Rate of Gross profit on sales of cloth department

Reserve has been calculated as follows:

_4,00,000
25,00,000

Flement of cloth in closing stock of readymade garments

= 60,000 x 75%

Reserve required for unrealised profit in closing stock

Reserve already existing in opening stock

Mlustration 8

x100=16%

=45,000

= 45,000 x 16% = Rs. 7,200

= 50,000 x 75% x 15% = 5,625

Modern Company has two departments X and Y. Department X sells goods
to Y department at normal market price. From the following particulars, prepare
departmental trading and profit & loss account for the year ended 31-12-1996.

Department X | DepartmentY | General total
: Rs. Rs. Rs.

Stock on 1-1-96 15,000 = -
Purchases 2,50,0/00 40,000 -
Goods from department X - 140,000 B
Wages 15,000 20,000 -
Salaries (departmental) 7,000 5,000 -
Closing stock at cost to

the department 80,000 20,000 -
Sales 2,60,000 ~ 1,45,000 -
Printing & Stationery - 2,500 1,500 —
Machinery - 15,000 -
Advertisement - - 12,000
Salaries (general) - = 18,000

Depreciate machinery by 10%. The general unallocated expenses are to be
apportioned in the ratio of 2:1 to the departments X and Y. Half of the closmg,
Stock of department Y represents goods received from department X.

[Madras, B.Com.(AF5C) Nov. 2008, B. Com.(PZA) Nov. 2007]

[LC.W.A. Inter]
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Solution: o
Departmental Trading & P & L A/c for the year ended 31-12.9¢
7| Total X | >
X } | ! Y | T
Rs;  Rs. Rs. | ll Rs.| Rs.| Rs
e ) [ 15.000| BySales | 2.60,000]1,45.000/2 05 i
To Opening Stock | 15,000 ’ ’ ‘ 3,000 4,05,
To Purchases 2,50,000 40,000 2,90,000 By Transfer ‘ f 000
To Transfer from 40,000 , oY dem‘! 40’0001 n -
department X = ) | .
To Wages 15,000/ 20,000 35,000 By Closing | |
To Gross profit ¢/d |1,00.000 65,0001,65,000| stock | 80,000/ 20,000(1,00,000
3.80,000 1,65,000 5,05,000! [ 3,80,00011,65,0005,05.000
o | ! -
To Salari 19.000| 11,000, 30,000|By Gross |
& Pari?lrtli?tsg N 1 profit b/d| 1,00,000| 65,000/1,65,000
Stationery 2,500/ 1,500{ 4,000 '
To Advertisement 8,0001 4,000 12,000. |
To Depreciation | | '
on machinery -| 1,500 1,500 i
To Net profit 70,500/ 47,000(1,17,500 |
[Departmental] | ! |
1,00,000| 65,000|1,65,000 |1.0(}l,000|T 65,000{1,65,000
B - - General P& L Y —
Rs. Rs.
To Stock reserve 3,333 | By Departmental .
net profit
To Net profit (bal.fig) 1,14,167 X 70,500
k'{ 47,000 | )
[ 1,]7,300
| 1,17,500 71,17,500
Waorking Notes: .
(i)  Salaries: Department X | Department Y
Rs. Rs.
Departmental 73000 1 5.000
General (2: 1) 12,000 ! 6.000
19,000 | 11,000

(ii)

Calculation of provision for unrealised

profit on closing stock (i.e., stock reserve)

100,000
3,00,000
Goods from X department in the stock of department Y

Rate of gross profit in X department =

1
x100=33=

%

= 20,000 x :l?_ = Rs. 10,000

-

Stock reserve
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Eﬁapter 18

UN]T- 11

Hire Purchase and Instalment
Purchase Systems

—_—

Hire purchase and instalment systems are responsible for bringing high value
durable goods like cars, Televisions into the reach of middle class and lower
middle class people. These systems have revolutionised the world of commerce,

Hire Purchase System
Definition:

According to the Hire Purchase Act 1972 Section 2 (c) *“ Hire purchase
agreement is“an agreement under which goods are let on hire and under which
the hirer has an option to purchase them in accordance with the terms of the
agreement and includes an agreement under which

(i) Possession of goods is delivered by the owner thereof to a person on
condition that such person pays the agreed amount in periodical
instalments.

(i) The property in the goods is to pass to such person on the payment of
the last of such instalments.

(iii) Such person has a right to terminate the agreement at any time before

the property so passes.

As Per Section 4 of the Hire Purchase Act 1972, every hire purchase agreement
must state:

(2) The hire purchase price of the goods to which the agreement relates.

(b) The cash price of the goods, that is to say, the price at which the goods

may be purchased by the hirer for cash.

(c) The date on which the agreement shall be deemed to have commenced.

(d) The number of instalments by which the hire purchase price is 10 be

paid, the amount of each of those instalments and the date or the mode
of determining the date, upon which it is payable and the person ©
whom and the place where it is payable.

(¢) The goods to which the agreement relates, the manner sufficient ©

identify them.

Some important terms in the hire purchase system -
1. Cash price: This is the retail price of the articles at which they can be P
chased immediately for cash.
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Hire purchase price: This is the total amount payable by the buyer, in agreed
stalments for the goods purchased. This price includes cash price and interest.

Interest: This is the additional amount apart from the cash price payable by
¢ buyer as compensation for postponed payments.

‘Hire or Instalment: This is the amount payable by the buyer periodically. The
istalments may be equal or different, depending on agreement.
_Down payment: This is the advance payable by the buyer while signing the
jre purchase agreement. It is also a part of the hire purchase price.

. Hirer: The buyer of the goods on hire purchase basis.
 Hire vendor or owner: The seller of the goods on hire purchase basis.

vigin features of Hire purchase system.

. The hirer or buyer gets possession of the goods on signing the hire
purchase agreement and he has the right to use them..

2. The ownership of the goods continues to be with the seller or hire

vendor. The buyer gets ownership of the goods on payment of the last
instalment. | |

3. The hirer has the duty to keep the goods in good condition and take
reasonable precautions for their safety till the last instalment is paid.

4. Each instalment is treated as hire charges.

5. The hirer has the option to return the goods before the last instalment is
paid. |

6. The hire vendor can repossess the goods if the buyer fails to pay any
instalment on the due date. However, permission of the court is needed
for repossession, depending on the value of the goods and number of
instalments paid.

If goods are repossessed, the value of goods on that date and the
instalments paid are added and the total hire purchase price is reduced.
The balance is payable by the hire vendor to the hirer.

Instalment purchase system or deferred instalment system:

Ininstalment purchase system also, an agreement is entered into by the seller
and buyer. An advance or down payment is paid and possession as well as
ownership in the goods is transferred to the buyer. The buyer agrees to pay the
balance of amount due in a specified number of instalments along with agreed

rt:te of interest. If buyer fails to pay any instalment, the seller cannot repossess
‘ € goods. He can sue the buyer in a court for recovery of the dues.
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Financial Accounting

183 -
| e purchase and Instal

Distinction befween Hire purc!jasp and Instalment st‘ P
‘S‘I;fo_] | ﬂBn\'ic Hire purchast System ,,__’”‘"”’""’”’-S'yslem —
‘T'— &Tﬂ\\;t'u.l;énﬁ'fi it m'm ngrccﬁmnl of hiring with It is an agreement of sale,
| : option 10 buy.

agreement e
Ownership is transferred on

Owncrship is transferred on wie
signing of the agreement.

paymcnt of final instalment.
d Hirer and
IHire vendor.
er and hire| The relationship between the buyer
and Bailee, and seller is that of a debtor and
creditor till last instalment is paid.

2: Transfer of
ownership

3. | Names of the
parties

4, Relationship

The parties involved are called

The buyer is calle
buyer and seller.

seller as Owner or

The relationship of hir
vendor i8 that of Bailor

The buyer is responsible for loss

The Hirer is not responsible for
goods because he is the owner.

any loss of the goods if he has
taken reasonable precautions.

The Hirer cannot sell the goods
till he gets ownership.

5. | Risk of loss

The buyer has the right to sell the
Goods even before instalments

are paid.

6. | Rightof sale

Seller cannot repossess the goods.

The Hire vendor can repossess
He can sue the buyer for dues.

the goods if instalment is not paid|
The Hirer can terminate the

7. | Repossession

of goods
The agreement cannot be

8. | Termination '
of agreement agreement by returning the goods. terminated.

9. Instalment Each instalment includes hire |Each instalment includes interest

and part payment of cash price.

charges and part payment of the
cash price.
Hire purchase Act 1972 governs | Instalment purchase is governed

10. | Governing
the Hire Purchase Agreement by Sale of Goods Act.

—t

Accounting Treatment for Hire purchase system:

The method of recording hire purchase transactions in the books of the Hire
vendor depends on the value of the goods involved. The method of recording
the transactions in the books of thé Hirer is the same irrespective of the value of

the goods.

1. Accounting Treatment of High value goods:

High value goods like trucks, costly machinery, etc., can be placed under this
category.
Books of Hire Purchaser or Hirer

There are tw : ; _
bioks, o methods of recording the hire purchase transactions in Hirer’s

Asset Accrual Method and

Credit purchase with Interest Method.

In the asset accrual
) met : i
the basis of cash price pa?d},IOd, the asset is deemed to be acquired gradually on

Inthe credi '

t purchase with i
as o thinterest : -
500N a5 it is received into ssessir::thOd’ the asset is deemed to be acquired

-
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— . following are the entries to record different transactions under both the

~The fol
methods.

Saeoryear

Entry in asset accrual method

On the date
of purchase

1. For down payment payable

Ently—i;l_ credit pu_rchase
with interest method

Asset Ale Dr.
To Hire vendor’s A/c
[Being down payment payable]

1. For cash price of asset purchased

Asset A/c Dr.
To Hire Vendor’s Ale

[Being cash price of asset purchased
on hire purchase agreement]

2. For paying down payment

2. For paying down payment

Hire vendor’s A/c Dr,
To Cash Alc
[Being payment of down payment]

Hire Vendor’s A/c Dr.
To Cash A/c
[Being payment of down payment]

On the date of
st instalment

3. For the amount of first

3. For interest included in first

Interest A/c (Interest in
Ist instalment)  Dr.
To Hire Vendor’s A/c
[Being Ist instalment payable]

instalment instalment
Asset A/c (Cash price in
the instalment) Dr. | Interest A/c Dr.

To Hire Vendor’s A/c

[Being interest payable with Ist
instalment]

4. For payment of Ist instalment

4. For payment of Ist instalment

Hire Vendor’s A/c Dr.
To Cash A/c
[Being payment of instalment]

Hire Vendor’s A/c Dr.
To Cash A/c
[Being payment of instalment]

For 2nd, 3rd etc., instalments also,
entries 3 and 4 are repeated.

For 2nd, 3rd instalments etc., also,
entries 3 and 4 are repeated.

At the end of the
Accounting year

» 5. For Depreciation of the asset

5. For Depreciation of the asset

Depreciation A/c Dr.
To Asset Alc
[Being depreciation on the asset]

Depreciation A/c Dr.
To Asset Alc '
[Being depreciation on the asset]

6. For closing depreciation and
interest accounts

6. For closing depreciation and
interest accounts.

Profit and loss A/c Dr.
To Depreciation A/c
To Interest Alc

[Being transfer of depreciation

and interest]

Profit & loss A/c Dr.
To Depreciation A/c
To Interest A/c
[Being transfer of depreciation and
interest]

Note:

. Entries 3 and 4 are repeated for every instalment till the last instalment is paid. -
Entries for depreciation and transfer to profit and loss account are repeated at the

end of eve

ry accounting year.

Credit purchase with interest method is more popular and is usually used inpr oblems

if no meth

od is specifically mentioned.
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Books of Hire vendor:
tries in hire vendor’s books for 200ds of
Iy igh

The following are the journal en
value sold.

1. When goods are sold on hire
Hire purchaser's A/C

To Hire sales A/c

g cash price of goods sold on hire purchase]

purchase agreement
DI‘. (Cash pl'iCe)

[Bein
2. When down payment is received:
Cash A/c Dr
To Hire purchaser’s A/C
[Being receipt of down payment]
3. On the date of 18t instalment for interes! receivable
Dr.

Hire purchaser’s A/C
To interest A/c
[Being interest receivable with 1st instalment]

4. For receiving the amount of 1st instalment

Cash A/c
* To Hire purchaser’s Alc

[Being receipt of 1st instalment]
Note: Entries 3 and 4 are repeated for every instalment.

Dr.

5 At the end of the accounting year
For transfer of interest [0 Profit and Loss A/c

Interest A/t Dr.
To Profit and Loss A/c
[Being transfer of interest to P& LA/]
Depreciation is not recorded by the hire vendor, though legally the goods
sold belong to him because he is not using them.
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ILLUSTRATIONS
Methods of Calculation of Interest

When rate of interest, total cash price and instalments are given :
Mlustration 1

On 1-1-86, X purchased machinery on hire purchase system. The payment is
to be made Rs. 4,000 down (on signing of the contract) and Rs. 4,000 annually for
three years. The cash price of the machinery is Rs. 14,900 and the rate of interest
is 5%. Calculate the interest in each year's instalment.

[Madras, B.Com.(PZ2A) Ap 2007; B.Com., March 1 989 Sep. 1997]
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Soluti(r)rn : Ta hlé qhowing calenlation of lnje:_'eqt
Par_li;m | 1otal € (;;,};r:cc Inctalrm'n! Paid Interest Paig ??h S
(3) (4) ce
(1) ) s e by
Rs. RS- RS. R,.’,t;)
a:sh price 14,900.00 e
00.00 4,000 -
Down Paymen{ 4,0 4’000%
10,900.00
Ist instalment 3,455.00 4,000 545 34554,
7,445.00 (10,900 x 5%)
2nd instalment 3,627.75 4,000 372.25 362175
3,817.25 (7,445 x 5%)
3rd instalment 3,817.25 4,000 182.75 381725
(4,000 -3,817.25)
Nil 16,000 1,100 14,9000
—

When rate of interest is not given:

IMlustration 2

M. X Purchased a machine on hire purchase system Rs. 3,000 being paid o
delivery and the balance in five instalments of Rs. 6,000 each, payable annually
on 31st December. The cash price of the machine was Rs. 30,000. Calculate the

amount of interest for each year.

Solution :

Ist year = Amount outstanding for interest after down payment
2nd year = Amount outstanding for interest after 1st instalment

3rd year
4th year
5th year

Ratio of outstanding amounts

Hire purchase price

Total interest

Instalment outstanding Ratio

= Sed 33 s

= Amount outstanding for interest after 2nd instalment
= Amount outstanding for interest after 3rd instalment
= Amount outstanding for interest after 4th instalment

1

= Total of all instalments

b

3.

2:

30,000
24,000
18,000
12,000

6,000

Hire purchase price — Cash price
33,000 - 30,000 = 3,000
30,000 : 24,000 : 18,000 : 12,000 : 6,000
4

|
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Instalments No.of outstanding|  Ratio of Interest
Instalments Interest Rs
//— 5 -
st ;nstalment 2 — 3,000 x £ =1,000
15 15
. ‘- 4 4
qnd mStﬂlmC“t 4 'l— 3,000 x — = 800
yA 5 )
3 3
3rd Instalment 3 Ts 3,000 x e 600
. 2
Ath Instalment 2 — 3,000 x — =400
k5 I
1
alment 1 — 3,000 x — =200
sth Inst 15 - 15
15
When cash price is not given
[llustration 3

X purchased a typewriter on hire-purchase system. As per terms, he is required

. to pay Rs. 800 down, Rs. 400 at the end of the first year Rs. 300 at the end of the
second year and Rs. 700 at the end of the third year. Interest is charged at 5% p.a.
Calculate the total cash price of the typewriter and the amount of interest

on each instalment.

[Madras, B.Com. (PZ2A) Nov. 2006 B.Comn., April 2006; B.Com. (CS) Nov. 2005;
Periyar, B.Com., April 2004]

Each instalment paid includes interest for the period. The rate of interest on cash

Solution :

price must be converted to rate of interest on instalment.
We assume the Cash price as Rs.100
Interest @ 5% on Rs.100 for one year 5
Instalment paid at the end of the year 105
Interest on instalment price 5/105 as a ratio.

The following table is used to arrive at the cash price of the typewriter.

payable

Year " Instalment Interest paid Cash price paid
() (2) (3) 4(2-3) (Rs)
5
Third Year 700 700 x 105 33 667
5
Second Year 300 | (300+667)x—==46 254
First Year 400 | (400+254+667) T(S)—s =63 337
Down Payment 800 Nil 800
2,200 142 2,058

|

—
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When instalment amounts

given :
Mustration 4

The Total Cash Price : Rs. 2,058

are not given but cash price ang rate i
te

G|

.. Interest : I Year Rs. 63 :11 Year Rs. 46 11l Year gq 1

ACC :

rht are

X Purchased a machine under hire purchase system, Accordip

of the agreement Rs.40,000 was to be paid on signing of the contrg,
was to be paid in four annual instalments of Rs.25,000 e

h plyg ;

The cash price was Rs. 1,40,000. Interest is chargeable ON OUtstangip 1 " teresy
20% per annum. Calculate interest for each year and the insta]
Solution :
Table Showing Calculation of Interest .
Date of Payment Total Cash Price|  Instal. Paid| Interest Pgig Cash pr
) Rs. Rs. Rs. e Paig
0 @) ()=(@+5) - (@) (';'
1,40,000 | - T~
Down Payment 40,000 40,000 10,000
1,00,000 45,000 (1,00,000 % 20% 25,000
Ist instalment 25,000 = 20,000 ’
75,000 40,000 (75,000 x 20%) 25,000
2nd instalment 25,000 = 15,000
50,000 (50,000 x 20%) 25,000
3rd instalment 25,000 35,000 =10,000
25,000 (25,000 x 20%)
4th instalment 25,000 30,000 = 5,000 25,000
Nil 1,90,000 50,000 1,40,000
Calculation of Cash Price by annuity method:

Ilustration 5

On 1-1-90 X bought some trucks under hire- purchase system for Rs.51,000
payable by three equal instalments combining principal and interest, the latter
being a normal rate of 5% per annum. Calculate the cash price . (The present
value of an annuity of one rupee for three years at 5% is Rs. 2.72325).

Solution :

The present value of annuity

Calculation of Cash Price
The present value of annuity of Re. 1 paid for three years @ 5% = 2.72325 (annuty facto)

]

Instalment =

0
= 17,000

= Instalment x Annuity factor

=17,000 x 2,72325 = 46,295.25

Cash price is Rs. 46,295.25

il
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Hire Purchase and Instalment Purchase Systems
Hire Pure 18.18
Journal & Ledger in the books of Buyer & Seller

{llustration 6 )

Mr. P purchased 4 cars for Rs. 14,000 eac -1- :
uarchase system. The hire purchase price for afidlbh}:: gncalrs lw?ni Il{l: cégrog‘g: tg lll;e
aid as Rs. 15,000 down payment and 3 equal instalments of Rs. 15 060 each aei

the end of each year. Interest is charged at 5% p.a. The buyer ﬂeprec,iates the car
at 10% p.aon straight line method.

From the above particulars give journal entries and relevant A/cs in the books of Mr.P

ndinthe books of hire-vendor. [Madras, B.Com. April 2006; Mar.’91 & May 96]

Solution

Table showing Calculation of interest

Date of Payment Total Cash price| Inst. paid Interest paid Cash price paid

(1) (2) 3) “4) () =@ss
56,000 (14,000 % 4)
Down Payment 15,000 15,000 — 15,000
. 41,000 12,950
[ instalment 12,950 15,000 | (41,000 x 5%)=2,050
28,050 o 13,597
11 instalment 13,597 15,000 | (28,050 x 5%)=1,403
14,453
14,453 15,000 | (1 5,000-14,453)=547 14,453
I instalment 14,453
Nil 60,000 4,000 56,000
Journal Entries in the books of Mr. P
1992 1993 1994
Dr. Cr. Dr. Cr. Dr. Cr.
Rs. Rs. Rs. Rs. Rs. Rs.
Jan.l |CarsA/c Dr. [56,000 - - - -
To Hire Vendor A/c 56,000
[Being Purchase of cars on H.P]
Jan.| |Hire Vendor A/c Dr. [15,000 - - - -
To Bank A/c 15,000
[Being cash down payment] :
Dec31| Interest Alc Dr. 2,050 1,403 547
To Hire Vendor A/c 2,050 1,403 547
[Being int. credited to vendor]
Dec31| Hire Vendor A/c Dr. |15,000 15,000 15,000
To Bank A/c 15,000 15,000 15,000
[Being payment of instalment]
Dec31| Depreciation Afc Dr. | 5,600 5,600 5,600
To Cars Alc , 5,600 5,600 5,600
[Being dep. charged on cars]
Dec31 | Profit & Loss Afc Dr. | 7,650 7,003 6,147
To Interest Alc 2,050 1,403 547
To Depreciation A/c 5,600 5,600 5,600
[Being int.A/c transferred]
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18.19 Finangiq) g
Journal Entries in the books of Hire Vendor u'"ing
T
Cr e \1_991\
— k:
Jan.l |P'sA/c Dr. R!:‘
To Hire Sales A/c .
[Being Cars sold on H.P]
Jan.] |Bank A/c Dr.
To P’s Alc _ .
[Being down payment received]
Dec.3|P'sAlc o Dr.
To Interest A/C 5
[Being int. charged to Mr. P Akc] m
Dec.3|BankA/c Dr.
To P’s Alc . '5,000
[Being instalment received]
Dec.3] Interest A/c Dr.
| ToP & LAl

[Being interest transferred]

Ledger Accounts in the books of P (Hirer)

Rs. _ Rs.
1.1.92 | To VendorAlc 56,000 | 31.12.92 | By Depreciation 5,600
| By Balance c/d 50,400
756,000 56,000
1-1-93| To Balance b/d 50,400 | 31.12.93 | By Depreciation 5,600
By Balance c/d 44,800
50,400 50,400
1-1-94 | To Balance b/d 44,800 | 31.12.94 | By Depreciation 5,600
By Balancec/d - 39,200
44,800 44,800

1-1-95| To Balance b/d 39,200
Dr. Hire Vendor’s A/c Cr.
Rs. ‘ Rs.
1.1.92 | To Bank A/c 15,000 1.1.92 | By Cars Alc 56,000
31.12.92 To Bank A/c 15,000 [31.12.92| By Interest Al 2,050

A To Balance c¢/d 28,050
58,050 58,050
31.12.93| To Bank A/c 15,000 |31.12.93 | By Balance b/d 28,050
- To Balance c¢/d 14,453 By Interest 1,403
29,453 29,453
31-12-94 To Bank Alc 15,000 [1.1.94 | By Balance b/d 14,453
31.12.94| By Interest 547
15,000 15,000
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_I-'I_ir_c; Purchase and Instalment Purchase Systems 1820

Dr. : . Interest A/c Cr.
L1292 To VendorAle o | e
_: . 2.9"!-[ 5 v , 2,050' 31.12.9218yP&LA/c 2,050
il'io‘gii T0 Ven:';orA/c: | 1,%03 31.12.93 ' By P& L Al 1,403
31.12.34| To Ven orAlc | 347i 31.12.94 | ByP& L Alc 547
Dr. | Depreciation A/c Cr.
TI 1\ Rs. ! I Rs.
31.]2.92? To Cars A/c | 5,600 | 31.12.92| ByP& L Alc 5,600
- 207! | = Zan ' EE
31.12.93| To Cars Alc | 5,600 ‘ 31.12.93 | ByP& L Alc 5,600
31.12.94| To Cars Alc | 5,600 | 31.12.94| ByP& LA/ 5,600
Ledger Accounts in the Books of Hire Vendor
Dr. | Interest A/c Cr.
; - Rs. ‘f [ Rs.
31.12.92{ To P& LA/ 1 2,050 | 31.12.92 | By Mr. P's Alc 2,050
31.12.93?; To P& LA/ 1,403 ' 31.12.93 | By Mr. P’s Alc | 1,403
31.12.94 To P& LA/ , 547| 31.12.94 | By Mr. P’s Alc | 547
Dr. Mr. P's Ale Cr.
| 5. | l Rs.
1.1.92 | To Hire Sale A/c 56,000“ 1.1.92 | By Bank A/c 15,000
31.12.92| To Interest A/c 2,050 | 31.12.92 | By Bank A/c 15,000
o (I ' By Balance c/d 28,050
58,050 58,050
1.1.93 | To Balance c/d 28,050 ; 31.12.93 | By Bank A/c 15,000
31.12.93| To Interest 1,403 ! .| Balancec/d 14,453
29,453 | | 29,453
1.1.94 | ToBalanceb/d | 14.453 | 31.12.94 | By Bank 15,000
31.12.94| To Interest | 547 |
15,000 15,000

Calculation of Depreciation
Since depreciation is charged under straight line method, the same amount

(56,000 x 10% = 5,600) is to be charged for all three uears.
Tllustration 7

On 1st January 1996 Baba & Co. purchased a machine on hire purchase basis,
the total amount payable being Rs. 42,700. Payment was to be made Rs. 12,000 on
that date and balance in three half-yearly instalments of Rs. 11,400, Rs. 10,900,
and Rs. 8.400 commencing from 30th June 1996. The vendor charged interest

@ 10 p.a., calculated on half -yearly rests.
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Baba & Co. close their books annually on 30th June and proyig, de;;;:u.nti“& ‘

@ 10% p.a. on reducing balance method. “atig,
Determine the cash price of the machine and show the relevant aceq @
the books of Baba & Co. [Macras, B.Core,Apri 2 m'“.‘I’c"-"“’?B“RA-f‘v'ol:{n i l
Solution : . 200‘1 |
Calculation of Cash price S
No.of instalment | Inst.amount Interest \m
prlce
8,400 x —— il
3rd 8,400 ’ 105 ~ai) 8,000
5
2nd 10,900 (10,900+8,000) x = =900 10,000
5
st 11,400 | (11,400+10,000+8,000x J==1,400 10,000
Down 12,000 | Nil | 12,000
42,700 2700 | 40,000
Ledger Accounts in the Books of Baba & Ce. (Hire-Purchaser)
Machinery A/e
Rs. | \\E
1-1-96 | To Hire vendor 40,000 | 30-6-96| By Depreciation 2,000
. By Balance c/d 38,000
40,000 40,000
1-7-96 | To Balance b/d 38,000 | 30-6-97 By Depreciation 3,800
* | ByBalancec/d 34,200
38,000 38,000
1-7-97 | To Balance b/d 34,200
Hire Vendor Ale
Rs. Rs.
1-1-96 | To Bank 12,000 | 1-1-96 | By Machinery A/c 40,000
30-6-96 | To Bank (Ist) 11,400 | 30-6-96 | By Interest 1,400
. To Balance c¢/d 18,000 '
. 41,400 ; 41,400
'31-12-96| To Bank (2nd) 10,900 | 1-7-96 | By Balance b/d 18,000
30-6-97 | To Bank (3rd) 8,400 |31-12-96| By Interest A
30-6-97 | By Interest .
19,300 19300
Interest A/c .
Rs s
g : 0
30-6-96 | To Hire vendor 1,400 | 30-6-96| By P& L Alc }%
1,400 | _1_@
30-12-96| To Hire Vendor 900 | 30-6-97| By P& LA/ l
30-6-97 | To Hire Vendor 400 T i
—_— 1 L
1,300 | 1
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Hire Purchase and Instalment Purchase Systems 1822

Default and Repossession

A. Complete Repossession
Ilustration 8

Knight purchased a truck for Rs. 1,60,000 from S. Waugh on 1-1-93 payment
to be made Rs. 40,000 down and Rs. 46,000 at the end of first year, Rs. 44,000 at the
end of second year and Rs. 42,000 at the end of third year. Interest was charged
at 5%. Knight depreciates the truck at 10% per annum on written down value
method.

Knight, after having paid down payment and first instalment at the end of the
first year, could not pay second instalment. The seller took possession of the
truck, and after spending Rs. 4,000 on repairs of the asset, sold it away for
Rs. 91,500.

Give journal entries and ledger accounts in the books of both the parties.

[Madras, B.Com., Nov. 2004; B.C.S. April 2004;

Bharathidasan, B.Cont., Nov. 2002; April 2002]

Calculation of interest

No.of instalment Total Cash | Inst. paid Interest paid Net Cash
; price paid price paid
| Rs. Rs. RS. Rs.
|
’: 1,60,000

Down | 40,000 40,000 = 40,000
| 1,20,000

ot Instalment | 40,000 | 46000 (I 20,000 5%) 6,000 | 40,000
| 80,000

| 0 40,000
2nd Instalment 40000 | 44000 |(80,000x5%) 4,000

S

40,000 10000
3rd Instalment 40,000 42,000 (42,000—-40,000) 2,000 ,..’7.—0-
1,60,0

Nil__11,72,000 12,000
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1823 Financial Accouming ¥
Journal entries in the books of Knight (Hire Purchaser)
pae | 1993 | igog
Dr. Cr. ﬁﬁ-ﬁ?\
- | ®s R“\Rs‘&
Jan.l | Truck A/c Dr. | 1,60,000 ll _|
To S. Waugh A/c 1,60,000 \ i =
[Being purchase of truck on H.P] g 1
Jan.l | S. WaughA/c Dr. | 40,000 - =1}
To Bank A/c 40,000 | .
[Being cash down payment] |
Dec. 31 | Interest A/c Dr. 6,000 | 4,000 |
To S. Waugh Alc 6,000 | 4,000
[Interest credited to Hire Vendor A/c] ‘l
Dec. 31| S. Waugh A/c Dr. | 46,000 ‘, _
To Bank A/c 46,000 !I -
[Being st instalment paid] \
Dec. 31 | Depreciation A/c Dr. | 16,000 | 14,400
To Truck A/c 16,000 IL 14,400
[Being depreciation charged] l
Dec.31|P& LA/ Dr. | 22,000 | 18,400
To Interest A/c 6,000 i 4,000
To Depreciation A/c 16,000 \ 14,400
[Being charge of interest & l\
depreciation to P & L. A/c] -5
Dec. 31| S. Waugh A/c Dr. - l{ 84,000 l
To Truck A/c - | 84,000
[Being truck taken over by vendor \t ;
on default] ! |
Dec.31|P& LA/ Dr. _ | 45,600 |
To Truck A/c = ‘ | 45,600
[Loss on Surrender] | l ;
Ledger Accounts in the Books of S. Waugh
Knight A/e
_ Rs. Rs.
1-1-93 | To Hire Sale 1,60,000 | 1-1-93 | By Bank (Down pamm)lE 40,000
31-12-93| To Interest 6,000 | 31-12-93| By Bank (1st) | 46,000
By Balance ¢/d '{ 80,000
1,66,000 ‘. 1,66,000
1-1-94 | To Balance b/d 80,000 | 31-12-94| By Repossessed *.
Stock A/c (Bal.fig) | 84,000
31-12-94| To Interest 4,000 (transfer)
84,000 34,000
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Repossessed Stock A/c

Rs. Rs.
31-12-94{To Cash Alc 4,000 | 31-12-94 | By Cash 91,500
31-12-94 To Knight A/c 84,000
To P& L A/c (Bal.fig)| 3,500
(Profit on sale)
91,500 91,500
Ledger A/c’s in the books of Knight
TruckAlc
Rs. Rs.
1-1-93 | To Hire Vendor A/c | 1,60,000 |31-12-93 |By Depreciation A/c | 16,000
By Balance c/d 1,44,000
1,60,000 | 1,60,000
1-1-94 | To Balance b/d 1,44,000 |31-12-93 |By Depreciation A/c | 14,400
By S. Waugh A/c 84,000
By P & L A/c (Bal.fig) 45,600
1,44,000 1,44,000
S. Waugh A/e
Rs. | Rs.
1-1-93 |To Bank A/c 40,000 | 1-1-93 | By Truck A/c 1,60,000
31-12-93|To Bank A/c (1st) 46,000 |31-12-93| By Interest A/c 6,000
To Balance c/d 80,000
1,66,000 1,66,000
31-12-94 |To Truck A/c (Bal.fig) 84,000 | 1-1-94 | By Balance b/d 80,000
(transfer) 31-12-94| By Interest A/c 4,000
84,000 84,000
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Journal entljies in the books of S. Wﬂgh (

RN ——

Hire Vor g, ——ount
o end 0r) ‘“\\Iﬂg

Date wh
T )
Dr. | Cr. 1994
Jan.1 | Knigl I B i R %
: ght 1/’3/«; 1 N Dr. | 1,60,000 =] Ry
- o0 Hire sale A/C
[Being truck sold on H.P] S0
Jan. | | BankAfc Dr.| 40,000
To Knight A/c 40,000
[Being down payment received]
Dec. 31| KnightA/c Dr. 6,000 400
To Interest A/c 6,000 M
[Being interest charged to knight] 4,000
Dec. 31| BankA/c Dr.| 46,000
To Knight A/c 46,000
[Being lst instalment received] -
Dec. 31 Interest A/c Dr.| 6,000 4,000
ToP & LA/c 6,000 4000
[Being interest transferred ’
toP&LAK]
Dec. 31 Repossessed Stock A/c Dr. - 84,000
To Knight A/c - 84,000
[Truck seized from buyer on default]
Dec. 31 Repossessed stock A/c Dr. — 4,000
To Cash A/c - 4,000
[Being amount spent on repair]
Dec. 31| CashAlc Dr. - 91,500
To Repossessed stock A/c 91,500
[Being repossessed truck sold away]
Dec. 31| Repossessed stock Alc - Dr - 3,500
ToP & LA/ - 3,500
[Profit or/l/s’ale of repossessed truck] |
THustration 9
Malan purchased a machine on hire purchase system o st January 1993-
alments of Rs. 12,690 at the end of each

The terms of payment are four annual inst
year. Interest is charged @ 5% and is

Rs. 12,690.
Show Machinery account and Hire ve

who defaulted in the payment of the thi

included in the a

ndor account in th

rd yearly payme
des dep

nnual payment 0

e books of Malan

nt whereupon the
reciation on the

vendor repossessed the Machinery. Malan provi

machinery @ 10% p.a., on the reducing balance.
[Madras, B.Con., B.Cont. (CS) Nov. 200 7]
[Periyar, B.Cont., April 2 002]
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goTlution: .
o Calculation of cash price and interest
No.of instalment | Amount of Interest Net cash
inst.( Rs.) | Price (Rs.)
4th 12,690 12,690 x = 12,086
105
3rd 12,690 (12,690+12,oscs)x-l-g—5 - 1180 11,510
2nd 12,690 | (12690+11510+12086)x == = 1,728 10962
Ist 12,690 (12,690 + 10,962 + 11,510
5
+12,086)*— = 2,250{ 10,440
105
50,760 5,762 44,998
In the books of Malan (Buyer)
Machinery A/c
= Rs. Rs.
1-1.93 | To Hire Vendor A/c | 44,998 | 31-12-93| By Depreciation 4,500
' By Balance c/d 40,498
44,998 44,998
1-1-94 | ToBalance b/d 40,498 | 31-12-94| By Depreciation 4,050
: By Balance c/d 36,448
40,498 40,498
1-1-95 | To Balance b/d 36,448 | 31-12-95| By Depreciation 3,645
. By Hire Vendor 24,776
By P& LA/c—Loss | 8,027
surrender (Bal.fig)
36,448 36,448
Hire Vendor A/c
Rs. Rs.
31-12-93| To Bank (1st) 12,690| 1-1-93 | By Machinery 44,998
+ | To Balance ¢/d 34,558 | 31-12-93| By Interest 2,250
47,248 47218
31-12-94| To Bank (2nd) 12,690 | 1-1-94 | By Balance b/d 3?,333
» | ToBalance c/d 23.596| 31-12-94| By Interest L
—— 36,286
3 o 73,5%
-12-95/To Machinery A/c 24,776 | 1-1-95 | By Balance ¢/d l:!80
- transfer due to 31-12-95| By Interest
surrender ‘
g 24,776
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1827 Financial Accouming
B. Partial Repossession: =
Ilustration 10

trucks costing Rs. 40,000 each on the hire purchase system. [t was
Rs. 50,000 should be paid immediately and the balance in three ings

On 1.1.90 National Transport Company purchased from Metro Motorg five
agreed thy
talments Of

Rs. 60,000 each at the end of each year. The Metro Motors.ch'm-.ges interest gy
s trucks at 20% p.a. on the dlmlnlshing balamc\g

10% p.a. The buyer depreciate

Method. The buyer paid cash down an

instalment. Consequently, the

Metro

two trucks with the buyer and adjusting

due. The trucks repossessed were value

d two instalments but failed to pay t

Motors repossessed three trucks leavip
the value of 3 trucks against the ¢

d on the basis of 30%

on the written down value. The trucks repossessed were sold by Metro

for Rs. 60,000 after necessary repairs amounting to Rs. 10,000. Open the necessary
ledger accounts in the books of both the parties.

he Jast

amount

depreciation p.a.

Motors

(Madras B.Com., Oct. 1998 (old) -:lz flgures)

Solution: Working Notes: W.N.1:
Table Showing Calculation of Interest

Payment Total Cash | Instalment Interest Net cash
Price Price
Rs. Rs. | Rs. Rs.
2,00,000 | |
Down payment 50,000 50,000 | - : 50,000
1,50,000 | |
Ist Instalment 45,000 60,000 | (1,50,000 x 10%)=15,000 | 45,000
| 1,05,000 |
2nd Instalment l 49,500 60,000 |(1,05,000 x 10%)=10,500 49,500
| 55,500
3rd Instalment ‘ 55,500 60,000 | (60,000-55,500)= 4,500 55,500
| Nil 2,30,000 | 30,000 2,00,000
W.N.2: W.N.3:
Calculation of value of 3 trucks Calculation of value of 2 trucks
Repossessed left with buyer
Rs. Rs.
Cost: Rs. 40,000 x 3 truks : 120000 | Cost: Rs. 80,000
Less: 1st Year Deprectation Less: Depreciation for 1990 | 16,000
(i.e.,1990) 1,20,000 x 30% 36,000 80,000 x 20%
84,000 64,000
Less: Depreciation for 1991 25,200 | Less: Depreciation for 1991 12,800
84,000 x 30% 64,000 x 20%
58,800 51,200
Less: Depreciation for 1992 17,640 | Less: Depreciation for 1992 10,240
58,800 x 30% 51,200 x 20%
T
Value of 3 trucks taken away 41,160 Value of 2 trucks left with 40,960
the buyer e
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Hire purchase and Instalment Purchase Systems 1828
In the books of National Transport Company (buyer) —
| Trucks A/c
=1 Rs. il
1.1.90 To Metro Motors 2,00,000 | 31.12.90 | By Depreciation 40,000
By Balance c/d 1,60,000
2,00,000 200,000
1.1.91 To Balance b/d 1,60,000 | 31.12.91 | By Depreciation 32,000
By Balance c/d 1,28,000
1,60,000 1,60,000
1.1.92 | To Balance b/d 1,28,000 | 31.12.92 | By Depreciation 25,600
By Metro Motors 41,160
(3 trucks repossessed)
ByP& LA/ 20,280
(Loss on repossession)
(Bal. fig)
By Balance ¢/d 40,960
(Book value of
2 trucks left)
1,28,000 1,28,000
Metro Motors A/c
Rs. Rs.
1.1.90 | To Bank 50,000 1.1.90 By Trucks A/c 2,00,000
(down payment) 31.12.90 | By Interest A/c 15,000
31.12.90| To Bank 60,000
(1st Instalment)
To Balance c¢/d 1,05,000
2,15,000 2,15,000
31.12.91| To Bank 60,000 1.1.91 By Balance b/d 1,05,000
(2nd Instalment)
To Balance c¢/d 55,500(31.12,91 | By Interest Alc 10,500
1,15,500 1,15,500
31.12.92| To Trucks A/c 41,160 1.1.92 By Balance b/d 55,500
(3 trucks repossessed) 31.12.92 | By Interest A/c 4,500
(W.N. 2)
To Balance ¢/d 18,840
60,000 - 60,000
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In the Books of Metro Motors
National Transport Company A/c

Rs. Rs.
1.1.90 | To Hire Sales 2,00,000 | 1.1.90 | By Bank 50,000
31.12.90| To Interest 15,000 (Down Payment)
31.12.90 | By Bank 60,000
(1st Instalment)
31.12.90 | By Balance c¢/d 1,05,000
2,15,000 2,15,000
1.1.91 | To Balance b/d 1,05,000| 31.12.91 | By Bank 60,000
31.12.91| To Interest 10,500 (2nd Instalment)
By Balance c/d 55,500
1,15,500 1,15,500
1.1.92 | To Balance b/d 55,500 | 31.12.92 | By Repossessed
31.12.92| To Interest 4,500 Stock A/c 41,160
(3 trucks seized)
By Balance c/d 18,840
60,000 60,000
Repossessed Stock A/c
Rs. Rs.
31.12.92| To National Transport 1.1.93 By Bank (Sales) 60,000
Company A/c 41,160
1.1.93 | To Bank (repairs) 10,000
" ToP& LA/ 8,840
(Profit on Sale)
60,000 60,000
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Instalment - Purchase system | -
Mlustration 17

On 1.1.93, a firm purchased a Truck on instalment system. The cash price of
the Truck was Rs. 11,175 and payment was to be made as follows:

Rs. 3,000 was to be paid on signing of the agreement and the balance in three
instalments of Rs. 3,000 each at the end of each year. Interest at 5% is charged by
the vendor. The firm has decided to write off 10% annually on the diminishing
balance of the cash price.

Give journal entries and ledger Accounts in the books of the purchaser and
Hire vendor.

[Madras, BCA/B.Sc., Oct. 2000; B.Com., March 1994]
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Solution:

Table showing ealealation of Interest

B ! ‘ :
Date of payment | Total cash price| Instpatd,  Interest paid Cunh price
g 2 3| 4 pald 5 (5-4)
' #
s l |
Down payment 1000 1,000 | N 1,000
I
8,175 ‘
1st Instalment : 2,591 !: 3,000 (ﬂ,]’]ﬂ/ﬂua) 409 | 7,591
| |
E 5,584 , |
2nd Instalment C2Ta | 3,000 | (5584 75%) 279 2,721
| 2,863 | ‘1
3rd Instalment | 2,863 | 3,000 | (3,000-2,863) 137 2,863
Nil 12,000 | 85| 1LI75
Journal Entries in the books of buyer
1993 1994 1995
pr| C. D] Cn| Dr| Cr
Rs. Rs. Rs. Rs. l Rs. Rs.
=l e i
Jan1 |Truck Alc Dr. |11,175 - - |
Imterest Suspense A/c  Dr. 825 '.
To Seller A/c 12,000 - | { -
(purchase of truck under | x 1
instalment System) | | *.
Jan1 | SellerAlc Dr. | 3,000 ‘
To Bank A/c 3,000 | = - |
(Cash paid on delivery) '
Dec31 Interest A/c Dr. 409 279 137 *,
To Int. Suspense A/c { 409 279 | 137
'(Adjustment of interest) { Jl
Dec 31 SellerA/c Dr. | 3,000 3,000 3,000 '
To Bank | 3,000 3,000 3,000
(Amount of instalment paid) | ‘
Dec 31 Depreciation A/c Dr. | 1,118 1,006 905 |
~ To Truck Ale i 1,118 1,006 905
(Depreciation charged at 10%) 1
Dec 31 P& LAl Dr. | 1,527 1,285 1,042
. To Interest A/c 409 279 137
~ To Depreciation A/c 1,118 1,006 905
| (Interest & Depreciation
. transferred)
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1837 Financia] Accouﬂtin
Journal entries in the books of seller N
1993 1994 m
Dr. Cr. Dr. € "5
I.
Rs. Rs. Rs. Rs, T
Jan. 1 | BuyerA/c Dr. | 12,000 - o=
To Sales A/c 11,175 =
To interest suspense A/c 825 B
(Truck sold on instalment
system)
Jan, | | Bank A/c Dr. 3,000 - N
To Buyer A/c 3.000 =
(Cash received on delivery) h
Dec.3 | Int. suspense A/c 409 279 137
To Interest A/c 409 279 137
(Amount of interest due)
Dec.3|Bank A/c Dr. 3,000 3,000 3,000
To Buyer A/c 3,000 3,000 3,000
(Amount of instalment '
received)
Dec.3 [ Interest A/c Dr. 409 279 137
ToP & LAl 409 279 137
___|(nterest transferred) | | |
Ledger Accounts in the books of the buyer
Interest Suspense A/c
Rs. W
1.1.93 To Seller A/c 825 31.12.93 | By Interest 409
- ! By Balance c/d 416
825 325
11.94 | ToBalancebid | 416 | 31.12.94 | By Interest A/ m
L ! By Balance ¢/d 137
416 1%
1.1.95 | ToBalance b/d 137 | 31.12.95 | By Interest A/c 137
137 | 37
Truck A/e
r\———
Rs. !\ Rs.
1.1.93 To Seller A/c 11,175 51:12:93 By Depreciation [,118
3 By Balance c/d 10,057
11,175 11,175
1.1.94 | ToBalanceb/d | 10,057 31.12.94 | By Depreciation 1,006
By Balance c/d 9,051
10057 10,057
1.1.95 | ToBalanceb/d | 9,051 | 31.12.95 | By Depreciation 905
" By Balance ¢/d 8,146
L 905] 9081

Y
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Hire Purchase and Instalment Purchase Systems

Seller Alc
1.9 To Bank o R
1.1.93 o Bank 3,000 L0 =S 5.
31.12.93 | To Bank 3,000 | 31.12 33 Sy l':t”‘“g Afc 1,175
" To Balance c/d 6.000 ' y Int. Suspense A/c 825
12,000
31.12.94 | To Bank 3,000 12,20
Az 0 bank ; 1.1.94 | By Balanc
" To Balance c/d 3,000 Y ealanceiid 6,000
6,000 —m
31.12.95 | To Bank 3,000 1.1.95 By Balance b/d 3,000
/J 3,000 3,000
Interest A/c
Rs. o Rs
31.12.93 | To Int. Suspense A/c| 409 31.1293 |ByP& LA/ 409
31.12.94 | To Int. Suspense A/c 2_’;5 31.12.94 "P&LA/ 279
31.12.95 | To Int. Suspense A/c| 137 31.1295 | " P&LAfk 137
Ledger Accounts in the books of Seller
_BuyerAle
Rs. Rs.
1.1.93 To Sales 11,175 1.1.93 By Bank 3,000
31.12.93 | To Int. Sus. A/c 825 31.12.93 | By Bank 3,000
" By Balance c/d 6,000
12,000 12,000
1.1.94 To Balance b/d 6,000 31.12.94 | By Bank 3,000
By Balance c/d 3,000
6,000 6,000
1.1.95 | To Balance b/d 3,000 31.12.95 | By Bank 3,000
3,000 | — 3,000
Interest Suspense A/c
Rs. Rs.
31.12.93 [ To Interest 409 1.1.93 | By Buyer Alc 825
! To Balance c¢/d 416 —
825 _825
311294 | To Interest /e | 270 | 1.1.94 | By Balance cfd 46
" To Balance c¢/d 137 P
I 416
416 -—-—-IB‘_’
31.12.95 | To Interest A/c 137 1.1.95 | By Balance'b/d 137
e 137 .
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Interest Alc

_w

B x
Rs.

31.12.93 | ToP& L Alc 409 31.12.93 | By Int. Suspense A/,

31.12.94 | ToP& LA/c 279 31.12.94 | By Int. Suspense A/c

31.12.95 | ToP & L A/c 137 31.12.95 | By Int. Suspense A/c

\
Rs,
409

DR S

279

~—_
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L

Self Balancing Ledgers
and Sectional Balancing

muﬁon
Like journal is subdivided into
their ledger into several ledgers

unts may be quite large and therefore, it may not be

© accounts in one ledger. Moreover, in case of
non-agreement of trial balance, it is a time consuming and laborious task to locate

the difference in accounts if tranactions are recorded in one ledger. In order to

reduce the trouble to a minimum and time involved in locating the errors, the
system of self balancing has been evolved.

Under the self balancing System, posting of transactions is not done in one
ledger but the accounts are opened in more than one ledger. Under'this system,
the ledger is subdivided into the following three ledgers:

() Debtors or Sales Ledger
() Creditors or Purchase Ledger and
(i) General or Impersonal or Nominal Ledger.

() Debtors Ledger:- This ledger contains the personal accounts of the debtors
to whom credit sales are effected. The ledger is also known as sqles ledger or
sold ledger. It should be noted that it is only trade debtors accounts which are
opened in this ledger and not any other debtors accounts. If for example, old
ﬁ:ll'rliture is sold to Krishna, then Krishna is a debtor but not a trade debtor and

account will not be opened in debtors ledger. It will be opened in the general

er. Trade debtors are the persons to whom goods are sold on credit.

(i) Creditors Ledger:- The ledger contains the personal accounts of the
crednors who supply goods on credit. The ledger is also known as purchase
edgfr or bought ledger. It should be remembered that it is only trade creditors
?@}mts “fhich are opened in this ledger and not any other creditors account.
e creditors are the persons from whom goods are purchased on credit. The
. it‘::edltors are the persons from whom some agset has been purchased on
0be I from Whorfx Some services have been received. These creditors are not
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(iif) General Ledger:- All nominal and real accounts and the rematnt
personal accounts are opened in the general ledger. In other words aﬁ:mm "
accounts such as wages,- laries, lighting, rent’& rates and tiodend Noming|
advertisement, salesman commission, interest received, dividend réw'}z:!;nce,
all real accounts such as land & buildings, plant & machinery, fumiture etc,,
sundry debtors, bills receivable: purchasc?, sales, returns ?m, andall the m;ﬂ?;?h,

rsonal accounts such as capital, drawings, loan, creditors, bank overdraft eg,

ed in this ledger. This ledger s also called nominal ledger or main ledger

of impe;sonal ledger.
There are two different methods based on the three ledgers mentioned above

I Self Balancing Ledgers system
I Sectional Balancing system.

1. Self Balancing Ledger System

Procedure of Self-Balancing )
r the process of posting s indicatt? above is over, it becomes n

. _lf:g:e mepequality between total debits ?,nd totz.'\I credits. This is done by
preparing trial balance for each ledger. It is interesting to note, in this context,
that no trial balance can pe prepared when ledger is subdivided, unless debits
and credits are brought together. This is because none of the ledgers contains in
itself all the information, required for preparation of trial balance. For example,
when the goods are sold t0 the customers on credit, the items from the ‘sales day
book’ are posted to the debit side of the customer’s accounts in debtors’s ledger
* whereas the periodical total of the sales day book is posted to the credit side of
" gales account in general ledger The debtors’ ledger contains the debit aspect of
the transaction, whereas the corresponding credit aspect is in general ledger,

. thus neither of the ledgers is complete in itself for the preparation of the trial
 palance. Similarly, when the goods are bought on credit, the items from the
‘purchase day book’ are posted to the credit side of the creditors’ account in
‘ereditors’ ledger and the periodical total of the purchase day book is posted to
the debit side of purchases account in general ledger. As the general ledger
contains the debit aspect, whereas creditors’ ledger contains credit aspect, neither
of the ledgers'is complete in itself for preparation of trial balance. - Sty
" From the above discussion, it is clear that none of the three ledgers contains
in itself all the data for the preparation of trial balance. Under the self balancing
system, it is possible to construct a complete trial balance from each ledge!
separately without any reference to the accounts in the other ledgers. As aresult
“of each ledger being thus balanced separately, the errot or errors would bee:asﬂ‘
localised, for in case of disagreement of the trial ‘balance of any one ledger, onl
the entries recorded in that particular ledger will have to be re-checked, ad !
would not be necessary to go over the transactions entered in those 16dger
‘whose trial balances agree. | R TR B A

TR R i HE
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palancing Ledgers and Sectional Balancing 14‘4:3

elf
S/djme—nt Accounts . |
" norderto prepare trial .bnlnnco for each ledger separately, it is essential to
pw"idc the missing qunnnt:on in each of such ledgers, Thus, the ledger which
Contains th.c debxt. entries (e.g. debtors ledger) should be provided with the
spondmg credit entries, Similarly, the ledger which contains the credit entries
creditors ledger) should be provided with the corresponding debit entries.
complished by opening the “adjustment accounts” at the end of each

0
(G
This 15 ac
ledgel‘. ‘
Debtors Iec.iger contains the personal accounts of all trade debtors but the
5 ﬂesponding items of ““credit sales, sales returns, cash collected from customers,
ills ;ecei\(ed, bad debts, etc.” are missing in this ledger as these items are recorded
. genel‘al ledger. ’.l‘hz.arefore, to self balance the debtors ledger, an “adjustment
" unt” accompl:shmg the above missing information is to be opened at the
ond of the debtors” ledger. The name of such an adjustment account is 'general
ledger adjustment account' due to the fact that these missing items were posted
pgeneralledger .. .0t to " g P
- gimilarly, an adjustment account by the name ‘general ledger adjustment
gocount, * is to be opened in creditors’ ledger to provide with the missing items
f credit purchase, retums outwards, discount received, cash paid to suppliers,
ills payable accepted etc., which have been posted in general ledger.
 The general ledger contains all the real and nominal accotints as well as such
sonal accounts except trade debtors and trade creditors accounts as these
pave been recorded through separate ledger. To self-balance the general ledger,
adjustment in-respect of trade debtors.and trade creditors must be made by
opening two adjustment accounts at the end of general ledger. They are ‘debtors
ledger adjustment account’ and ‘creditors ledger adjustment account’. - -
It is obvious that if the debtors ledger and creditors ledger are made self-
‘palancing in the ways stated above, The general ledger will also become self-
balancing:. - o LT I LE
' These adjustment accounts are nothing but a summary.of record of
transactions already posted in a particular ledger. However, this summary is -
posted to the contra side of adjustment accounts to complete the double entry.
In other words, an adjustment account is an extra account to record the
transactions, already posted, in a summarised form. However, the debits and
credits are transposed. The balance of the adjustment account must be equal to -
the total of the other balances in the same ledger but on the opposite side, so that
debits and credits will be equal at the time of preparing trial balance. R
Journal Entries For Self-Balancing of Debtors Ledger - g o
+'In order to self-balance the debtors ledger, a general ledger adjustment account
will be opened at the end of the debtors ledger and all entries in totals appearing
on the debit side of various debtors accounts will be shown on the credit side of
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this account and credit entries of various debtors account;.;mm'al A°°°Um'in
this account. M the depy; s ogr

In order to self-balance the general ledger, a debtor leqggy 5
will be opened at the end of the general ledger. It wi| contain adjugty,
ledger adjustment acc§)unt (in debtors ledger) but on Ievers
appearing on the debit side of various debtors accounts are dap; eitrieg
Jedger adjustment account (in general ledger) and al] credlit entriEbl'ted 1o debty,
debtors accounts are credited to debtors ledger adjustment g ®S In the yay

ledger). . Ceount (jy gener::
Thus, the following trial balances may be extracted for all
(D From general ledger with the help of D.L.A. and C
(i) From general ledger with the help of G.L.A.
(i) From creditors ledger with the help of G.L.A.
The following journal entries are passed to make t

all eNtrieg

W
€side g, allge“eral

three ledgers;
LA,

h
self-balancing : ‘ ? debtors ledger
‘1. For credit sales, bills receivable dishonoured, interests expenses
debtors during the period. : peises charged t
Debtors ledger adjustment A/c Dr.
(in general ledger)

To general ledger adjustment A/c
(in debtors ledger)

2. For total of cash collected from debtors, discount allowed to them, bills
received, sales returns and bad debts written off:

General ledger adjustment A/c ! Dr. -
(in debtors ledger) |
To debtors ledger adjustment A/c
(in general ledger)
Journal Entries for self-Balancing of Creditors Ledger

For the purpose of self-balancing the creditors ledger, an extra account called
the ‘general ledger adjustment account’ will be opened at the end of the bO}lght
ledger. All entries in totals appearing on the credit side of the various cred{tors
will be shown on the debit side of this account and all debit entries of various
creditors accounts are shown on the credit side of this account.

For the purpose of self-balancing the general ledger, a ‘creditors ledger
adjustment account’ will be opened at the end of the general ledger. It will contain
all entries of general ledger adjustment account (in creditors ledger) but of the
reverse side i.e., all entries appearing on the credit side of various creditors
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" [Being balance of Shyam A/c i

) wing Ledgers and Sectional Balancing | 145
accounts are credi.tgd to credito::s ledger adjustment account (in general ledger)
and all debit entries In thc.vanous creditors accountiare debited to creditors
(in general ledger).

I edger-,,,djust:ment account
following journal entries are passed to make the creditors ledger:gelf-

The
palancing’ |
M For total cash paid to creditors, discount received, bills accepted and purchase

retums etc.
Creditors Ledger Adjustment Alc Dr.

(in general ledger)
To General Ledger Adjustment Alc
(in creditors ledger)
For credit purchases, bills payable dishonoured, intere
by creditors etc.
General ledger adjustment Ale Dr.
~ (increditors ledger)
To Creditors ledger adjustment Alc -

st and expenses charged

@

(in general ledger)

Transfer from one Trade Ledger to Another orSe.t ofT -

Where buying and selling transactions take place with the same party, for the
urpose of self-balancing two accounts, one in the debtors ledger to record sales
and the other in the creditors ledger to record purchases are opened. To settle the

arty’s account, balance of one account would be transferred to the other account.
Two additional adjustment (transfer) entries are required in that case. For example,
when a credit balance of Rs. 200 on Shyam Account:in the creditors ledger is
ansferred to his account in the debtors ledger, the:a '

'd_ditional entries would be:-
() To effect transfer in individual accounts : 3

Shyam A/c (in creditors ledger)

To Shyam A/c (in debtors ledger)
n creditors

Dr = 200
o
ledger_,‘tran‘sfer_red to his A/c in

debtors ledger]
(i) To effect transfer on adjustment accounts. :
(8) Creditors ledger adjustment Alc ~ Dr 200
~ (in general ledger) . ‘ BPUTI.
" To general ledger adjustment Alc : s I 200

(in creditors ledger)

Scanned with CamScanner



(b) 'General ledger’ adyuStfnent Alc

(in debtors ledger) b} ?- oy O
To debtors ledgel‘ adjustment A W i iy,
(in general ledger) - %

Whether the account is transferred from debtors ledger t
vice versa, the ultimate result is the reduction in the balarglCe Ofcifsdrto
Ot both, t

and total credltors

Advantages of Self-Balancing System
The following are the advantages of the accounts maintained
ned undey

self-balancing system.
@ ‘Asithmetical accuracy of eaeh ledger can be proved by prepanng atrial
# tia

‘balance for each ledger.

('1i) The system Jocalises th
~ with minimum effort.

('m) Accounting mformatro
easily and qmckly

(1v) It facllrtates d1v151

orgamsatlon . o |
pnvate ledger ensures secrecy

(v) The mmntenance of a A
(vr) Responsrbrlrty for eommMng errors can be ﬁxed, thus the system serves
.asa deterrent on careless work by employees T i

(vu) It promotes speclalrsatton and mcreases efﬁcrency' ' TS
(vm) Different ledgers are hence the possrbllrty

kept by different employees,
of collusron among them fo

: defraud is rmmmrsed
;:ImpomntPomts toNote: -
o ‘While self- alancmg the ledgers the followmg
'_.eareﬁrlly- ol
- 1. Items to be amitted Whrle wntmg the adj
| items which affect the debtors and eredrtors should be tak
items such as reserve for doubtful debts, cash- sales or cash purchases, "
. debts prevmusly written off now recovered, trade drscounts, provrswn bl,r
+discount on debtors, provision for discount on creditors, pills receivabe.
- dlseounted etc. should not be considered while writing the adjustment! accoun

2. Wrong Balances (Contra balances): A debtors account, usually 5h°t‘::
deblt balance and a creditor’s account shows credit balance- HOW"‘{“;J;’;M
date of finalising accounts, some “debtors’ accounts may show credit FESED
and some credltors aecounts may show debit balance t tempora!‘lly o

rs ledger of
otal dethl‘s

e errors and faerhtates in-their quick detection
n n‘ece3sary fo"r ‘eommuniea'tionfcan be ex'tracted

on of work among drfferent employees of the

pomts should be noted‘

ustment aecounts only those
en mto aecount
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.1 Balancing Ledgers and Sects
§""lf'j;re‘vcelxlli‘l:l:::tion problems, stucl‘:m‘l - el
opposit i
y petng bel or closing bel o:- :’;ﬁf"-’“ may be given in a problem
While writing the self-balancing accounts s
v , uch wrong bal i
opéning or closing, must be shown on the opposite side of tﬁe :s::lc w“
For example, in ‘debtors ledger adjustment a/c’ in in
harl eneral , Opening
palance of debtors appears on debit side. If opening cmgjit bm,,]:;j g;rdem is
given in the problem, along with the regular debit balance, the regular debit
15 ShO'Wn on the debit side of the account and 'Wrong' balance is shown
on the eredit :v,lflc ot: the account. If closing credit balance of debtors is given in
e pmblel_n, 1t 18 written on the debit side of the account. Balancing figure of the
scoount will be the usual debtors balance which appears on the credit side.
3, Transfer or se_f off always decreases the debtors as well as creditors.
the transfer is from debtors ledger to creditors ledger or from creditors
(edger o debtors ledger the net effect is that the transfer results in the decrease
of debtors as well as creditors. |
4 Bills Rgne):ved: When a bill receivable or payable is renewed, the original
yill is treated as dishonoured. New bill is to be included in the bills receivableor -
pills payeble as the case may be. So there is no ledger account for ‘bills renewed’. -
[fitis given in 8 problem, it must be treated just like new bill received or given.

s;lf-bslancing accounts at a Glance
L | General Ledger
Debtors ledger adjustment account

" Particulars - ' Rs. _ Particulars | Rs.
To Balance b/d | = By Balance b/d (wrong balance)
To General ledger adjustment | | By General lédger adjustment Alc| -
| ~ A/c (debtors ledger):- 2 (debtors ledger):-
lems which increase debitors Items. which decrease debtors|
To Balance ¢/d (wrong balance)] . | By Balance c/d (bal.fig)
bt Creditors ledger adjustment account
. Particulars | Rs.| Particulars Rs.
' Belance b/ (wrong balance) By Balance b/d (wrong balance)
T Generg] ledger adjustment By General ledger adjustment A/c
Ale (creditors ledger):- (creditors ledger):-
1 'ball:hic’, decrease creditors Items which increases creditors
~eod By balance c/d (wrong balance)
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14.8 .
Debtors ledger F_man%
| Generaledger adjustment sccoust
Particulars f | Rs. Particulars R e
To balance b/d (wrong balance) By balance b/d -—EL
To debtors ledger adjusiment By debtors ledger adjustment A/
, . AJc (general ledger):- (general ledger):- :
Ttems which decrease debtors Items which increase debtors
W By balance c/d (wrong balance)
Creditors Ledger -
General ledger adjustment account
Particulars Rs. Particulars | Re.
' To balance b/d By balance b/d (wrong balance)
To creditors ledger adjustment By creditors ledger adjustment A/c
AJc (general ledger):- (general ledger):-
Ttems which increase creditors Items which decrease credifors
To balance ¢/d (wrong balance) By balance ¢/d
Note:

Wrong balances must be written only when they are given in the problem.
Transactions which increase or decrease the Debtors and Creditors

Since solving of problems completely depends on the students’ ability to
identify the effect of different items on the balances of debtors and creditors, the

- following list may be useful in that respect.
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" Transactions which increase
Debtors

Transactions which increase
Creditors

'{Taedit Sales

7. Interest charged to customers

3. Cheques of debtors dishonoured

4, Bills receivable dishonoured
5, Discounted bills dishonoured
6. Endorsed bills dishonoured
7. Cash paid to debtors

L. Credit purchases

12 Bill_s payable dishonoured
| 3. Cheques issued dishonoured

4. Endorsed bills dishonoured

| 5. Interest charged by creditors

6. Cash received from creditors

" Transactions which decrease

Debiors

Transactions which decrease
Creditors

T. Cash received from debt_ors

2. Bills received from debtors

3. Cheques received from debtors

4. Bad debts written off
3. Sales returns

6. Discount allowed

1. Allowances to debtors
8. Transfer or set off

1. Cash paid to creditors
2. Bills payable issued to creditors

3. Bills receivable endorsed to
creditors

4. Cheques issued to creditors
5. Purchase returns

6. Discount received

7. Allowances from creditors

8. Transfer or set off
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SUMMmariovis DRI Paianuving Cutlics

Transactions with customers (S
Nature of transaction Original entry Self-balancing entry
(a) Credit sales Debtors Alc Dr.| D.L.A. Alc (in G.L) Dr.
To Sales Alc To GL.A. A/c (in D.L))
(b) Return inwards Sales return Afc Dr.| G.L.A. Alc (inD.L)) Dr.
To Debtors A/c To D.L.A. Alc (in GL.)
(c) Collections from Bank/ Cash Alc Dr.| GL.A. Alc (inD.L.) Dr.
debtors To Debtors Alc To D.L.A. Alc (in GL.)
(d) Discount allowed Discount allowed A/c Dr.| G.L.A. A/c (inD.L)) Dr.
to debtors To Debtors Alc To D.L.A. Alc (in GL.) |
(¢) Bills Receivable (B/R)
(i) B/R drawn on customer | B/R Alc Dr.| G.L.A. A/c (inD.L.) Dr.
To Debtors Alc To D.L.A. Alc (in GL.)
(if) B/R dishonoured Debtors Alc Dr.| DLA.Alc (nGL)  Dr
To B/R To GL.A. A/c (in D.L))
To Cash (for noting
charges) |
(iif) B/R dishonoured after Debtors Alc Dr.| D.L.A.Alc (in GL) Dr.
discounting with bank|  To Bank A/c (B/R To GL.A. Alc (inDL)
amount + noting charges)
(iv) B/R dishonoured after Debtors A/c Dr.| Two entries are to be passed:
endorsing to supplier | To Creditors A/c (B/R | D.L.A. Afc (in G.L.) Dr.
amount + noting charges) To GL.A. Afc (in D.L.) ;
! G.L.A. A/c (inC.L) Dr
To CLA. Al (in GL)
(v) B/R endorsed to Creditors Alc pel CLA. Al (inGL) = Dr
supplier To B/R To GLA. A/ (inCL.)
(vi) B/R discounted Bank Alc Dr. |
with bankers Discount A/c Dr. No entry
To B/R Alc '
(vii) B/R sent for Bills for collections A/c Dr. | |
collection To B/R Alc " Noentry
Bank A/c Dr. : | s
To Bills for collection _ Noentry =

) BR reained il
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‘S‘Qlfﬁﬂ'““"i"g Ledggm and Scciionnl Balancing
actlons wivh supﬂlem (cn-:;% |
Trans —— VT

1411

Irnm)

it g

e — —
Nature of fransaction Orig frl_u‘—f-;;mﬂk“ E——
—— My
Wmnm Parn — _3'________ N . -S‘eif—balanchr{{fﬂry
\ Dr | GLL.A, Ale (in C.L) Dr.
[0 C mdltofs A/C
(b) Return outwards Creditorg A /e : To C.L.A. Alc (in GL.)
To purchase 5 (“Ih./}' Afe (in G.L.) Dr.
el returns A /e o GLA, Alc
(c) Amount paid to Creditors A/q :
creditors To Bank A/ Dr, (..L,/‘A.. Alc (in G.L.) Dr.
(d) Discount allowed Creditors A/c s To GL.A. Af (in C.L.)
b}’ creditors To DiSCOUnt A'/C L C.L.A. Alc (in G.L.) Dr.
(e) Bills payable (B/P) ) To GL.A. A/ (in C.L,
- cepted -
(i) B/P accep Creditors A/c Dr. |C.L.A. Ac (in G.L
To B/P A/ To GLA A/ 1 .
(i) Pa)‘rjmen; of B/P B/P Ac br . (in C.L)
on due date To Bank A/c '
N
(ii) Retirement of BP | B/p a/e bl e
To Interest A/c No entry
(rebate) ‘
_ To Bank A/c 8
(iv) Renewal of B/P B/P A/c - Drn|GLA Ak (nCL): . pp
To Creditors A/c’ . To C.L.A. Ale (in GL.)
Interest A/c Dr.|GLA. Alc . Dr,
To Creditors Alc .- - To CL.A: Al (in GL.)
Creditors A/c Dr. |[CL.A. Alc Dr.
To New B/P A/c ~_To GL.A. (in CL.)
GLA. General Ledger Adjustment A/c
DLA. Debtors Ledger Adjustment Alc
CLA. Creditors Ledger Adjustment Afc
GL General Ledger
CL. Creditors Ledger
DL Debtors Ledger

I Sectional B'alancing system : |
Ifitis felt' that there is no'need‘bo make all the three Ledgers i.e., Debtors

|  balancing to extract separate
, Creditors Ledger and General Ledger fully ba ancing method may be

 Trial Balance for each of the three ledgers, S?Ctionatlﬁl-);ln self balancing system.
ollowed. This method is simpler but slightly d‘ff"“”: the ledgers is made ‘Self-
_ : . - e
U i ing, only a ‘Section’ 0 : tra accounts
Balanc;‘g , ﬁ:geni;]ajlznd;:rgis made full fledged by ope::“}[g'ht;vsg ::u‘a accounts
®hSure accuracy of postings in Debtors ledger an
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Total Debiors Accownt + ThiS 650unt i opene i e o A0y
record monthly totals of all transactiong relating to all the Te o L gér 3
accounts are opened i_ndivldually in the debtors ledger Thrﬂde Debtors'w‘ oto
account is debited with the aggregate opening balan;;es US, the totg %
credit sales for each month, B.R. dishonoured and interest of all de
et'c. Itis credited with total Cash and Biljs collected from th:}}d:;, {0 custory

discounts and allowances, Bad debts written off, Sales retuys orseach Month,

balance of the account represents the total of all debtors in thee;;zi,;rh ° closing
0

13 led
g debit’ in the genegy 1o

The total debtors account provides the ‘missin 1
eral ledger

in order to make it fully ‘Self contained’.

Total Creditors Account : This account is o i
. pened in th
record monthly total of all transactions relating to all the T © general ledger 1,

. [} L) . . mde cred‘
accounts are opened individually in the creditors ledger. The totzltlo?ngltzse
18

account is credited with the aggregate opening balances of a]]

: _ trade i
Tota} credit purc.hases .for-e_ach month, B.P. dishonoured and interest c;;re:;jo ;S’
credftors. etc. It is debited with the Total cash paid and Bills payable izsued %
creditors, purchase returns, discount received etc. The closing bal

_ . ance of the
account represents the Total of creditors balances in the creditors ledger,

The total creditors account provides tlie.fMiééirig Credit’ in the general ledger
in order to make it fully ‘Self contained’. ' | |

Trial Balance can be prepared for general ledger alone under sectional
balancing system. . o S |
- “Sectional balancing method is useful Wheref the need for complete Self
balancing ledger system is thought to be not necessary.
Accounts under Sectional Balancing at a Glance ' -

. TotalDebtorsAccount =~
Particulars S Rs.| o ﬁbrticuiafs : Rs,
To Balance b/d | | ByBalanceb/d
(Opening Debit balance) ~ (Opening Credit balance,
‘To Creditsales” ©o | ifamy)
(Monthly totals from . - | By Cashreceived from :
Sales book) o+ e 'Debtors (From Cash book))
~To B/R dishonoured s By B/R received
(From generaljournal) | . | (Monthly total from
To Total creditors Alc , B/R book)
~ (Endorsed B/R | | BySalesReturns
dishonoured) (Monthly total from
To Balance c/d | - returns book)
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%Crcdit balance By Discounts allowed
eany) (Total from Cash book)
it By Bad Debts

(From Journal)
By Balance ¢/d
(Closing Debit balance)
= Total Creditors Account

/E‘}E'iculafs Rs. Particulars Rs.

—alance b/d By Balance b/d

e (opening debit balance, (Opening credit balance)
ifany) By Credit Purchases

1 Cash paid to Creditors (Monthly Total from
(From Cash book) Purchases book)

To Discount received By B/P Dishonoured
(From Cash book, Monthly (From Journal)
total) By Interest charged by

To B/P issued Creditors |
(Monthly total from (From Journal)

B/P book) By Balance c/d

To Purchase returns (Closing debit
(Monthly total from returns balance if any)
books) - =

- ToBalance c/d
(Closing credit balance)
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I Self Balancmg Ledger SyStem o,y ﬂ
-lllustratlonl s L w s
5 the yPc:rreeT; :;11;;" 1;3‘21893;' ad_] llSthHt A/ c. ﬁ'om the followmg mformatmn relaimg
- :' Opening balance of debtors 40000 'Bllls Recelvable dlshonoured R5;0
" Sales (for cash of Rs. 10 000) 90000 Bad debts M
. _ 1,000
. 'Cash received from debtors 80 000{ Transfer to purchase ledger 2000
._Dlscount allowed to debtors - 500 i Reserve for doubtful debts 1,500
- Bills recelvable received from 3 000 "__Bad debts of last year recewed 1,000
e | debtors B R ' |
~ Sales returns 8,000 R SR, |
| [Madras, B. com (PZZA) No'v. 2008; BCom., Sep. 1996]
Solution: ) | | ¥ R
3 | In the General ledger iy
| Sales ledger Adjustment Alc ey |
1991 ‘ - Rs.|1991 _ Rs.
“Jan. 1 |ToBalanceb/d . ~40,000|Dec. 31|By General Iedger e
Dec. 31| ToGeneral Ledger | | |Adjustment Ale (DL)— |
Adjustment A/e OL)-| - | _ Cash 80,000
B/R (dishonoured)| 500 |  Discount allowed | 500
Sales 80,000 - © B/R (Received) | 300
| | N ~ Sales Returns 3’000'.
“Bad debts. 1,000
RO Transfer 2,000
| By Balance ¢/d ﬂ
{1,20,500 A jfﬂo




. 14.i.‘
ot S g 7

The following gy ¢ the books of
AUMUGAM Who hag adol;’ts:dm::l?‘tibsﬁd dtl et par 19501
Opening Balance oy Ancing system,
Debit R8.12,500; Cregyy g 300
: Rs. | Rs,
Ses Rl s
Sales Returns 31200| Cagh received from customers 20,050
. Discount alloweq ?'120 Provision for bag debts 3,000
Bad debts ,;053 Bad debtg Previously written
Allowance to Customers P B/Rmeivf;f: NOW recovered 400
discount - 1
BR icouiied 00| B/R dishonoured }533
Closing balance of deby
the Sales Jog . ors (credit) 700
“ Prepalledger.e e 8er Adjustment Alc as it wou}d appear in the Genera]
[Madres, B.ComPZ24) 4p 2007; B.com, 370 1.
’ ar. 1992,
s o Oct. 1985, May 1985]
Inthe Gene(alldger' ’
o Salm Ledger Adj_hstmeht Alc )
1990 Jiw Rsji990 Rs.
Jan.1.| ToBalanceb/d - 12,500 Jan. 1By Balance b/g 300
Dec. 31} To General Ledger - |Dec.31 By General Ledger
Adjustment A/c; (D.L):- o | 'AdjusnnéntA/c; (D.L)- |
. Sales C- 31200 e Sales returng 3,120
B/R (dishonou;ed) - 500| - Cash 20,050
|ToBalancecd | 999 ~ Discountallowed | 1,300
: ' Bad debts 350
Allowances to customers| 400
j B/R (Received) 1,300
~ ByBalancec/d (bal.fig) | 18,080
8 O

Note: Bad debts recovered, provision for bad debts and Bills discounted will not affect
 the Sales Ledger Adjustment Afc. | f .0
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IMlustration 3 ey
From the following prepare 8 Purcha§a ledger Adjustment Alc
1193 Creditors Balance (Cr) 12,000
Creditors balance (Dr) 150
-31.12.93 Total Purchases 40,000
7_ Cash Purchases 4,000
- Cash Paid 20,000
Bills accepted | 15,000
-~ Retums Outwards 2,000
Returns Inwards 1,000
B/R dishonoured 1,000
B/P dishonoured 500
 Discount earned 600
Discount allowed 200
Billsendorsed - 800
Bills discounted i 200
. Creditors Balance Or) 140 _
[Madras, B.Com.(CS) Nov. 2008; B.Corn. (PZ2A) Nov. 2007; B.Com. Mar. 1994]
Solution: | ) | |
In the General Ledger
~ Purchase ledger Adjustment Ac |
1993 Rs. 11993 | Rs.
Jan. 1 | To Balance b/d 150! Jan. 1 | By Balance b/d 12,000
Dec. 31| To General ledger Dec.31 By General ledger |
Adjustment A/c (C.L)-, Adjustment Alc (C.L)—
Cash _ 20,000 Purchase 36,000
B/P (accepted) 15,000 ~ B/P (dishonoured) 500
Return Outwards | 2,000 By Batance c/d 140
Discount earned 600 '
Bills endorsed 800
To Balance ¢/d (B.F.) 10,090 : _
48,640| o 48,640
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.'wgﬁs Ledgers and ngcing 14.17

‘ e followi ; . i
.. Froﬂ; t;l,edger ‘Xgﬁl ft;‘:“’“lﬂm Prepare a Debtor ledger Adjustment A/c and
purchas SHeNt A/c in the General ledger for the year ended

31121989
| Rs| '
mgﬂ (Cr) 2,00,000 | Purchase returns 1,00 C;R;J
» " (Dr) 22,700 | Sales returns | ,80,(111
sales ledger  (Cr.) 2,400 | B/R received | 3 00’000
" » . (Dr) 4,21,000 | B/P accepted 2:00’(130
Credit Purchases 20,00,000 Bad debts written off 10:000
Cash Purchases 2,00,000 | Provision for bad debts 10,000
Credit Sales 18,00,000 | B/R dishonoured 40,000
Cash Sales 7,00,000 | Cash received from debtors  12,00,000
Closing Balances:— | Cashpaid to creditors ~ 16,00,000
Purchese Ledger (Dr.) 17,000
Sales Ledger (Cr.) 9,000
[Bharathidasan, B.Com., April 2002; Madras, B.Com., Sep, 1990]

Solution:
In'the General Ledger
Debtors Ledger Adjustment A/e

1989 Rs. | 1989 | Rs.
Jan. 1 | To Balance b/d 421,000 |Jan. 1 |By balance B/d 2,400
Dec. 31 To General Ledger Dec. 31| By General Ledger
Adjustment A/c (D.L)— Adjustment A/c (D.L):-
Sales 18,00,000 Sales returns 80,000
B/R dishonoured| 40,000 B/R 3,00,000
ToBalance ¢/d 9,000 " Bad debts . 10,000
| Cash - 112,00,000
¥ ' By Balance c/d (bal.fig) | 6,77,600
o 22,70,000 22,70,000
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Financia] A

| .!4.18 - ——In the General Ledger \%
redltors LedgerAdjustment Alc |
080 S “Rs. [1989 | N 5
Jan. 1 |ToBalanceb/d 22,700 {Jan. 1 | By Balance b/d 200,00
Dec. 31| ToGeneral Ledger - |~ [Dec. 3} By General ledger |
- | Adjustment A/c (C.L):- | Adjustment A/c (C.L):-
| Purchase Retuns | 1,00,000 Purchases 20,00,000
BP 2,00,000| By Balancec/d - 17.000
| Cesh T |16,00000 LT |
| To Balance c/d (bal.fig)| 2,94,300 |
N | 22,'17,000 2,17,000
2 Illustratmns
" From the following partlculﬂl's, prepare Sales ledger ad_]ustmem Alc and General
‘ ledger adjustment A/c | | | |
e Rs.| 31. e  Rs
| ~Sales LcdgerBalance | 31;500 _Sales dunng the month ' 75,000
: Provnslon for doubtful debts 2,500 Cash recelved from customers 65,800
311292 L e Retumsﬁ'om,Cu_stome_rs . 5%
- Bills accepted by customers 3,200 | Cheques dishonoured - - s B0
B ‘Chcquesrecewedﬁ'om o o o .
customers ~ 3,150| » o
_Bad debts prevmusly . -|Bills accepted by customers | |
-~ written off now recovered B 3 renewed 200
Camage chargedto customers 120 | Cash discount allowed - 1,300.
- Cash paid to customers -~ | Interest Cheque on S
- by mistake 130 | Bills ren'ewed RS-
*Bills dlsh°n°"f°d 80| Baddebts writenoff 450

[Madras, B.Com., May 1993]
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14.19
s'“;i{,fmn:
Its the Gemenay Ledger .
r__‘____“___s_fg Ledger Adjustment A/
== 1 r_‘—_iﬂ\ ‘ Rs.
WW 131,500(31.1.92 By General Ledger
31.1.92 |General Ledger B Adjustrment A/e (D,L):—
Adjustment A/¢ (D,L):— !
Sales | 750000 Cash 65,800
Bank (cheque ' Sales Return 550
dishonoured) 250 B/R (received) 3,200
- BfR(dishonourcd) 800 Bank(Cheqﬁe)- 3,150
Carriage (Charged) 1200 |  Baddebts 450
Cash | 130 B/R (renewed) 200 -
| Cash discount- - 1,300
| By Balance ¢/d (Bal.fig) | 33,150
0780 | 1,07,300
In the Sales Ledger
General Ledger Adjustment A/e |
T | Re. | 1 Rs.
31292 ToSalesLedger. ~ 1 1.0 By Balance b/d 31,500
Adjustment A/c (G.L):- 31.12.92| ‘By Sales Ledger ;
Cash . . 65800 | Adjustment A/ @Ly-|
SalesReturn 550 Sales | 75,000
BR . 32000 | Bank(Cheque "
Bank(Cheque) 3,150/ | dishonoured) |+ - 250
Bad debts - 450 B/R (dishonoured) 800
BR(renewed) 200 Carriage charged 120 °
- Cashdiscount” 1,300 .|~ Cash Lo 130
ToBal.c/d (Balfig) 33,150 - |
' © 1,07,800 | ~ |1,07,300
Notes ,
(1) Bills renewed has no separate ledger account, Since they are the “bills accepted by
 customers”, they are assumed as new bills received, The dishonoured bills on

renewal would have become a part of bills receivable dishonoured,
- (2)Interest cheque on bills renewed has to be ignored.
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Illustration 6

From the following de
General Ledger and Generd
year 1992.

tails, prepare the purchase ledger adj
| ledger Adjustment A/c in purchag

—_—

Ustment Alci
¢ ledger for th

— — sl - ____ Rs
Purchase Lcdger Balance Cheques pald to credltors 30’000
on 1.1.92 (Cr) 1,20,000 | Cheques dishonoured 1000
Purchase Ledger Balance | Goods returned to creditors |0;000
on 1.1.92(Dr) 10,000 | Discount allowed by creditors 2,000
- Purchases from creditors 1,80,000 | Interest on suppliers accounts due'_"f;QQQ
Bills Payable accepted 40,000 | Bills Payable dishonoured_ 4000
Cash Paid to creditors 1,00,000 -
Solution:
 In the General Ledger
Purchase Ledger Adjustment A/c
1991 Rs. {1992 Rs.
Jan. 1 |To Balance b/d 10,000 {Jan. 1 | By balance b/d 1,20,000
 Dec. 31|General Ledger Dec.31 By General Ledger
Adjustment A/c (C.L):— Adjustment A/c (C.L):-
Bills Payable 40,000 Purchases 1,80,000
Cash 1,00,000 Bills Payable 4,000
Bank (Cheque) 30,000 (dishonoured)
Purchase Retum 10,000 Bank (Cheque 1,000
Discount received 2,000 - dishonoured) |
To Balance ¢/d (Bal.fig) | 1,14,000 Interest on suppliers| 1,000
A/lc's due
3,06,000 3,06,000
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ion 11-

A et

L
l““Prepaf" Total Debtors Account from the following deggs
pebtors Balance (Dr) on 1-4-2002 Rs,
Cash and Cheques received till 31-3.20¢3 40,000
| B/R Received from Trade debtors 3,60.000
BR Dishonoured 1,‘2‘2,000}
Bad debts written off 8,(;.33
Sales returns 1 5’000
piscount allowed - 10:(X)0
[nterest charged to debtors 6,000
Transfer from Creditors ledger 6,000
Credit sales during the year 490,000
golution ¢ | |
Total Debtors Account
For the year ended 31-3-2003
’D';;;Pl;arliculars Rs.  Date | Particulars Rs.
“1402| To Balance b/d 40,000 | 31-3-03 | By Cash & Cheques| |
§103| To Sales (Credit) 4,90,000 | ' received 13,60,000
” | To B/R Dishonoured - 20,000 " | B/R received 11,40,000
To Interest (Charged - | " | Bad Debts 8,000
to Debtors) 6,000 7| Salesretums’ | 15,000
- B ‘ » | Discountallowed | 19,000 -
" | Transfer from | o
Creditors ledger | 6,000
» | By Balancec/d 17,000
- (Balfig)
5,56,000 5,56,000
03| o Bal. b/d  17.000
~] '

Vot v
‘Transfer reduces both debtors and Creditors.
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Tlustration 12 - \\o

Prepare Total Creditors Account for the year ended on 31-3-2003 fyop, the
data given below

A . Rs,
Creditors Balance on1-4-2002 38,000
Credit Purchases during tthe year | 2,67,000
Bills payable accepted 62,000
Cash paid to Creditors 1,37,000
B/R endorsed to creditors 16,000
Endorsed B/R dishonoured 3,000
B/P dishonoured 2,000
Purchase returns 11,000

Discount received | 6,000
Transfer from Debtors ledger 7,000
Solution :
Total Creditors Account
For the year ended 31-3-2003
Date | Particulars . Rs. Date | Particulars Rs.
31-3-03 | To Bills payable accepted | 62,000 | 1-4-02 | By Balance b/d 38,000
" | To Cash paid to creditors | 1,37,000 |31-3-02 | By Purchases 2,67,000
(Credit)
” | To B/R endorsed 16,000 By Endorsed B/R
To Purchase returns 11,000 Dishonoured 3,000
To Discount received 6,000 " | B/P Dishonoured 2,000
To Transer from debtors
ledger 7,000
To Balancec/d (Bal. Fig.)| 71,000
3,10,000 3,10,000

Note : Transfer decreases both creditors and debitors.
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RO.y alty A 0; \
oun.
\nts

Royalty - Meaning:

Royalty is an amount payable by one person to another for th
asset or right or monopoly. It is a periodical payment in the nagyy, 0? fa
to a person for the right to use certain property such as mine, Patent, crem _
When a person (lessor) having an exclusive right of some king, SuHeggY-nght
another person (lessee) in exchange for a certain amount calculateq With oty
to output or units produced or sold, such an amount is known :

ference
as roya]ty_
Royalty is payable by the following persons:

(i) by the lessee in mining business to the lessor (owner) of the

. . . mine
having been allowed to use the mine to extract minerals; .

(i) by publishers in publishing business to authors of books for gy

been allowed to publish the books; and g

(i) by manufacturer licensees to the owners of patents having been alloy
to manufacture articles.

"It is the actual rent calculated at an agreed rate based on output from amir
or number of units produced or sold. The payment of royalty is governed byt
terms of ‘Royalty agreement’.

Treatment in Final Accounts

Royalty is a revenue expenditure just like any “Nominal Account’. Itisli
payment of rent. Since, it is a nominal account, it is debited in the books of he
party paying it and credited in the books of the party receiving it. Likeany otk
nominal account, royalty account is transferred either to profit and loss aci®
if the royalty is based on units sold or sale value or to ‘production’ accountif
royalty is based on output. :

Royalty is a ‘revenue’ income to the lessor in the nature of “Nominal ﬁcco}il:%
Tt is credited to ‘Royalty Receivable’ account and transferred to Profitand
account at the time of closing the accounts.
Explanation of Technical Terms il
1. Minimum Rent or Dead Rent or Fixed Rent: Thisisa guaran't o2d n:ctiveof
amount payable by the lessees (tenant) to the landlord (lessor) i ¥
the actual output or sales of the lessee. It is the minimum amourt wwhenm‘
lessee has to pay each period even when the mine is not worked at allof
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— . ¥

output for the period is below a certain quantity provided for in the agreement.
randlord will not accept anything less than this guaranteed minimum. In any
year if the actual royalty is less, landlord will claim this minimum amount fixed.
However, if the actual royalty is more than the dead rent, landlord will claim the
actual royalty. Thus, it is always provided that minimum rent will merge into
royalty and landlord will claim either royalty or dead rent whichever is higher.
This clause is always inserted in the agreement with the intention of maintaining
the regular flow of income to the landlord.

Minimum Rent in case of strike: When there is a general strike, the minimum
rent already fixed should be reduced proportionate to the period of strike and
then merged 1nto royalty, unless otherwise provided in the agreement.

7. Shortworkings [Redeemable Dead Rent]: Excess of minimum rent over actual
royalty paid to the landlord is known as shortworkings. It does not arise if actual
royalty is more than minimum rent. Normally, it is allowed to be recovered by
lessee and as such it is called redeemable dead rent.

3. Recoupment of shortworkings: The landlord permits the tenant to recoup the
shortworkings in a specific period in future only out of the surplus royalties. The
right to recover short working as per agreed terms is known as ‘Recoupment of
shortworkings’.

Recouprnent of shortworkings allowed to lessee is mainly to compensate the
lessee for the excess amount paid by him whenever production or sales is low.

Methods of Recoupment
The right of recoupment can be fixed or flexible.

(a) Fixed Recoupment: In this type of recoupment, the lessee may be allowed the
privilege within a fixed number of years initially. For example, recoupment in the
first 4 years. This means shortworkings of the first year can be recovered in the
second or third or fourth years. Similarly, any shortworkings of the 2nd or 3rd
years also must be recovered in the 3rd or 4th years. Otherwise, unrecovered
shortworkings will be a definite loss to the tenant.

(b) Flexible Recoupment: In this method of recoupment, any particular year’s
short workings may be allowed to be recovered in the subsequent two or three
years. This method gives the tenant or lessee a permanent privilege. For example,
if shortworkings are agreed to be recouped in subsequent two years, they can be
recovered fully or partly in the next year or subsequent year. At the end of the
second year any unrecovered shortworkings will be a loss to the lessee.
4, Shortworkings lapsed or written off: This is the amount of shortworkings
tl]ilrecox'/ered by tt.le lessee within the agreed period of recoupment. It is a loss to
¢ lessee and gain to the lessor. For example, out of Rs.50,000 shortworkings,

{ .
: l:e llessee 1S .able to recover Rs.35,000 within the agreed period, the balance of
8.15,000 will be shortworkings lapsed. .
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Accounting Treatment:
Both the lessee and lessor record all transactions relating to ‘Royayy»;
1 their

respective books of accounts.

Books of Lessee or Tenant - Specjmen Journal entries:

1. For Royalty Payable:
(a) When there are no shortworkings:
Royalty A/c Dr
To Landlord’s Alc
(b) When there are shortworkings:
(i) If minimum rent account need not be shown
Royalty A/c
Shortworkings Alc
To Landlord A/c
(ii) If minimum rent account is required
Minimum Rent Alc
To Landlord A/c
Royalty A/c Dr.
Dr.

Shortworkings Alc
To Minimum Rent A/c

¥ ¥

2. For payment of cash:
(a) When theré is no recoupment of shortworkings:
Landlord A/c Dr.
To cash A/c
(b) When there is recoupment of shortworkings:
Landlord A/c Dr.

To cash A/c (Actual cash paid)
To shortworkings A/c (Recoupment made)

3. For Transferring Royalty at the end of the year:

Production A/c Dr.
or Profit and Loss A/c Dr
To Royalty A/c
4. If there are shortworkings written off:
Dr.

Profit and Loss A/c
To shortworkings A/c
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f;‘(;)T&SfOfLﬂndhrd or lessor - Specimen Journal Entries

{, For Royalty Receivable: |
() If there are no shortworkings:

Tenant’s A/c ) I Dr.
To Royalty Receivable A/c
(b) If there are shortworkings:
Tenant’s A/c Dr.
To Royalty Receivable Alc

To shortworkings A/c

2. For Receiving cash:

(a) If there is no recoupment of shortworkings
Cash A/c _ Dr.
To Tenant’s A/c

(b) If there is recoupment of shortworkings
Cash A/c (Actual cash received) Dr.
Shortworkings A/c (Recoupment mode) Dr.
To Tenant’s A/c

3. For Transferring Royalty Receivable:
(a) If there is no ‘lapse’ of shortworkings

Royalty receivable Afc Dr.
To profit and loss A/c
(b) If there is shortworkings written off
Royalty Receivable A/c Dr.
Shortworkings A/c Dr.
To profit and loss A/c

It is advisable for students to prepare an analytical table based on facts given
ina problem before writing journal or ledger.

Analytical Table

Mini- | Short Short no(: rec(;ifere?i Payment
Year | Output |Royalty | mum |workingss| workings | o 6. od o to land
' Rent | resulted | recouped Profit & Loss lord
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Sub-Lease

Meaning
. - When the terms of the original lease gives powers to the Lessee to g,
part of the land or right to another person, this privilege is known as sup/, -
. . H l 4
such a case, the same person will be serving 11 two different capacities w:e. "
d will have to pay roya]tyloz't‘}’]’s
¢

the original lessor, he will serve as the lessee an
the sub-lessee, he sh
3.” Serve as 4

total output of the mine; whereas vis-a-vis
lessor and will receive royalty on the output from the portion of the mine gy,

leased by him. But the original landlord will get royalty from the lessee in respeq,
the lessee but also the sub-lessee. It is to be noteg

of production/sale of not only
that there are three parties in this type of transactions: viz (i) landlord (ii) the
lessee and (iii) the sub-lessee.
The rate of royalty is usually different between original landlord and tenant
excess royalty charged by the lessee to sub-

and the tenant and sub lessee. The
forred to P & L A/c. The lessee is responsible

lessee is gain to him. The gain is trans
to pay royalty to his jandlord on the entire output of himself and sub-lessee.
Accounting Treatment
ase does not make any difference in the
lained earlier.

In the books of landlord: The suble
tment is similar to that €xp

books of landlord. The accounting trea

In the books of lessee: The tenant gets do
Jessor receiving royalty from the su

the landlord and as sub-
he maintains Royalty payable Account, Shortworking Acc

Account.
As a sub-lessor, he maintains royalty

unt and sub-lessee’s account.
ntries are to be passed in the book

uble status as lessee paying royalty to
b-lessee. As lessee,

ount and Land lord

receivable Account, shortworking
s of

suspense acco
As such, two sets of accounting €

(i) as a lessee and (11) as 2 sub-lessor. -
Entries and accounts are written b
er for writing in

sub-lessee just

y
f the

tenant. viz’
the books 0

In the books of sub-lessee:
like any ordinary tenant and entries given earli

tenant can be used.
The following are the specimen entries in the books of the tenant.
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= As Lessee to landlord As Landl:ord to Sub-les5&*

1. For Royalty

Royal
1. For yalty workings

@ Without Shortworkings (a) Without Short Dr.
Royalty payable Alc Dr. Sub-lessee’s A/C _
(on Total Production) | To Royalty Receivable A/C
To Landlord’s A/c
®) With Shortworkings (b) With Shortworkings o
Royalty payable Alc Dr. Sub-lessee’s Alc .
(on Total Production) To. Royalty Receivable A/c
Shortworkings A/c Dr. To Shortworkings A/c
To Landlord A/c |
9. For payment of cash 2. For receiving cash
(a) Without recoupment (a) Without recoupment
Landlord’s A/c Dr. Cash A/c Dr.
To Cash A/c To Sub-lessee’s Alc
() With recoupment (b) With recoupment
‘Landlord’s A/c Dr. Cash Alc Dr.
To Cash A/c Shortworkings suspense A/c Dr.
__ To Shortworkings A/c To sub-lessee’s Afc "
3. For transferring Royalty payable | 3. For closing Royalty Receivable Alc
Production A/c Dr. Royalty Receivable Alc Dr.
To Royalty payable Afc To Royalty payable A/c (at the rate
payable to landlord)
To Profit & Loss A/c (balance)
4. For Shortworkings lapsed 4. For Shortworkings lapsed
Profit & Loss A/c Dr. Shortworkings suspense A/c | Dr.
To Shortworkings A/c To Profit & Loss Alc
ILLUSTRATIONS

Fixed Recoupment of Short Workings

Ilustration 1

A company
into a royalty of Rs. 1.50 per tonne with power to recoup shortworkings over the

first four vears of the lease. The output of the colliery for the first four years was
9,000 tonnes, 12,000 tonnes, 16,000 tonnes and 20,000 tonnes respectively. Give
journal entries and ledger accounts for four years in the books of lessee and
IESSOI. ' [Madras, B.Com. (PZ2A) Nov. 2008; Ap . 2007; BCS(SYIA)

Nov. 2006 (Modified); B.Com.(PZA) Nov. 2006 (Modified) B.Com., Nov. 2004]

leased a colliery on 1-1-92 at a minimum rent of Rs.20,000 merging

Scanned with CamScanner



2010 il Accountin

Solution: N
_ Analysis of Royalty x
Rty ot | Sk, Shrt | Shrtwrtiog Troos

Year | Ouiput | per tonne Rs. Rs. recovere | (ransfered |, to
Rs. P & I Ar ’“"dlord

Rs. Rs,
199 | 9,000| 13,500 20,000 6,500 - ‘\mo\
199 | 12,000| 18,000 20,000| 2,000 a ‘”?002
199 | 16,000] 24,000 20,000| - 4,000 *“m
199 20,000 30,000] 20,000 - 4,500 _“?500

Journal entries in the books of Lessee .

Date Particulars B __Rs. Rs
1992 Royalty Alc Dr. 13,500 |
Dec.31 | Shortworkings A/c Dr. 6,500

To Landlord A/c 20,000
[Being Royalty due to landlord]
Dec.31 | LandlordA/c Dr. 20,000
‘ To Bank A/c 20,000
[Being minimum rent paid to landlord]
Dec.31| Production Alc Dr. 13,500
To Royalty A/c 13,500
[Being Royalty transferred]
1993
Dec.31 | Royalty Alc Dr. 18,000
' Shortworkings A/c Dr. 2,000
To Landlord A/c 20,000
[Being Royalty due to landlord] ~
Dec.31 | LandlordA/c Dr. 20,000 |
To Bank A/c 20,000
[Being minimum rent paid)
Dec.31 | Production A/c Dr. 18,000
To Royalty Alc 18,000
[Being Royalty transferred]
1994
Dec.31 | Royalty Alc Dr. 24,000
To Landlord A/c : 24,000
[Being Royalty due] :
Dec.31 | LandlordA/c Dr. 24,000
To Shortworkings A/c 4,000
To Bank A/c 20,000
[Being minimum rent paid
and Rs.4,000 recouped]
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Royalty Accounts
"'B;E: Particulars Rs. Rs.
B;;;r[- Production A/c Dr. - 24,000
To Royalty A/c 24,000
[Being Royalty transferred] :
1995 |
Dec.31| Royalty Alc Dr. 30,000
To Landlord A/c 30,000
[Being Royalty due]
Dec. 31 Landlord A/c Dr. 30,000
To Shortworkings A/c 4,500
To Bank A/c 25,500
[ Being Rs.25,500 paid to landlord
after recouping Rs. 4500]
Dec. 31
1995 Production A/c Dr. 30,000
To Royalty Alc 30,000
[Being Royalty transferred]
Journal entries in the books of Landlord
Date [ Particulars Rs. Rs.
1992
Dec.31| Lessee's Alc Dr. 20,000 _
To Royalty Receivable A/c 13,500
To Shortworkings A/c 6,500
[Being Royalty due from Lessee]
Dec.31| BankAlc Dr. 20,000
To Lessee A/c 20,000
[Being minimum rent received]
Dec.31 | Royalty receivable A/c Dr. 13,500
ToP& LA/ 13,500
[Being Royalty receivable transferred]
1993
Dec.31| Lessee Alc Dr. 20,000
' To Royalty Receivable A/c 18,000
To Shortworkings A/c 2,000
[Being Royalty due from Lessee]
Dec.31| Bank A/c Dr. 20,000
To Lessee A/c 20,000
[Being minimum rent received] :
Dec. 31| Royalty receivable A/c Dr. 18,000
ToP& LA/ 18,000
[Being Royalty receivable transferred]
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Date Particulars Rs. Ry
1994 L.
Dec.31 | LesseeAlc Dr. 24,000

To Royalty receivable A/c 24,000
[Being Royalty due from landlord] -
' Dr. ,000
Dec. 31 | BankAlc D: 4000
Shortworkings A/c ' ’ )
To Lessce A/c 4,000
[Being Rs.20000 received after
adjusting shortworkings]
, 24,000
Dec.31 | Royalty receivable Alc Dr »
To P & L A/c ,000
[Being Royalty receivable transferred]
1995
30,000
Dec3l | Lessee Alc Dr. , 00
To Royalty receivable A/c ,000
[Being Royalty receivable due]
Dec31 | Bank Al Dr. Zi,ggg
Shortworkings A/c Dr. b
To Lessee's A/c 30,000
[Being Royalty received]
Dec 31 Royalty receivable Alc Dr. 30,000
ToP & LA/c 30,000
[Being Royalty receivable transferred]
Ledger Accounts in the Books of Lessee
Shortworkings A/c
. Rs. Rs.
31-12-92| To Landlord A/c 6,500 | 31-12-92 | By Balance c/d 6,500
6,500 6,500
1-1-93 | To Balance b/d 6,500 | 31-12-93 | By Balance c/d 8,500
31-12-93| To Landlord A/c 2,000
R LY 8,500
1-1-94 | T
o Balance b/d 8,500 | 31-12-94 | By Landlord A/c 4,000
- = By Balance c¢/d 4,500
5,500 8,500
42001°31-12-95| By Landlord A/c 4,500
____,._./
ﬂ 4,500
il

Scanned with CamScanner




Royalty Accounts

S — 20.10
o __ Landlord A/e
RS.T“ Rs
31-12-92| To Bank A/c 20,00 '
_ 000 | 31-12-92 | By Royalty Alc 13,500
E = By Shortworkings A/c| 6,500
N 20,000 20,000
3]-12- 0 Bank A/c F—
20,000 | 31-12.93 By Royalty A/c 18,000
— " | By Shortworkings A/c| 2,000
20,000 200
31-12-94| To Shortworkings A :T —’*0-9
. c
ToBankAle | 20000 | 20t | BY Rovalty Al 24,000
12-95| To Shortwork 2 el
31-12-95| To Shortworkings A/c| 4,500 | 31.19. ——
To Bank A/c 25,500 31-12-95 | By Royalty Alc 30,000
30,000 30,000
_ Royalty A/c
Rs. Rs.
31-12-92| To Landlord A/c 13,500 | 31-12-92 | By Production A/c | 13,500
13,500 13500
31-12-93| To Landlord A/c 18,000 | 31-12-93 | By Production Afc 18,000
18,000 18,000
31-12-94| To Landlord A/c 24,000 | 31-12-94 | By Production A/c | 24,000
24,000 24,000
31-12-95| To Landlord A/c 30,000 | 31-12-95 | By Production A/c | 30,000
30,000 | 30,000
Ledger Accounts in the Books of Landlord
Shortworkings A/c
Rs. Rs.
31-12-92 | To Balance c/d 6,500 | 31-12-92 | By Lessee A/c 6,500
6,500 6,500
31-12-93 | To Balance c¢/d 8,500 | 1-1-93 By Balance b/d 6,500
31-12-93 | By Lessee Alc 2,000
8,500 8,500
31-12-94 | To Lessee Alc 4,000 | 1-1-94 By Balance b/d 8,500
” | ToBalance c/d 4,500 |
8.500 8,500
31-12-95 | To Lessee Alc 4,500 | 1-1-95 By Balance b/d iﬂo
4,500 4,500
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20.11 Financ; |

Lessee's A/c W
I ——
" Rs. \

\\
31-12-92| To Royalty 31-12-92| By Bank Alc N
Receivable A/c 13,500 ' % 0{1
To Shortworkings Alc| 6,500 U
20,000
i
31-12-93| To Royalty 31-12-93| By Bank A/c ~
Receivable A/c | 1 8,000 : 20,5
To Shortworkings A/c 2,000
20,000 - _
20,01
31-12-94 | To Royalty 31-12-94| By Bank A/c ;0-\
Receivable Alc | 24,000 By Shortworkings A/c 4,3?}0
24,000 mﬁg
31-12-95| By Bank A/c ?5;1)5

31-12-95| To Royalty
Receivable A/c 30,000

By Shortworkings Afc| 450

30,000 !m
Royalty Receivable A/c

____—/_—————d ’
Rs. ] s
31-12-92 |[ToP& L Alc 13,500 31-12-92 | By Lessee Alc 13.500
13,500 | T30
31-12-93 |ToP& LA/c 18,000 | 31-12-93 | By Lessee Alc 18,00
| 18,000 80
31-12-94 [ToP & LA/ 24,000 | 31-12-94 | By Lessee Alc 24000
- 24,000 W0
31-12-92 [ToP & LA/c 30,000 | 31-12-92 | By Lessee AlC 3000
__‘———’
30,000 | [ - 3000

Flexible Recoupment of shortworkings
Illustration 2
merging i

Ravi took a colliery on lease. The dead rent was RS. 750 a year, of
a royalty of 35 paise per tonne of coal raised, with the right (0 rec(l)1vch
shortworkings out of m@gawent years from the perwd it
the shortworkings arose. The output raised were:
I year — 1,000 tonnes [V th year ~1,500 tonn®
I year — 1,500 tonnes V th year ,000 ton®
III year - —2,500 tonnes ' of R
ars in the boC oks © 99.‘/

Give necessary ledger A/cs for each of the five ye

e WD £ Vet

Ma h
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Solution:
\ ‘Analysis of Royalty _
Royalty 7 Shortworkin
.. g
Output at Minimum Sho.rt wi?]g;: irrecoverable Payment
Year Tonnes Re.0.35 Rent |working % transferred to | © Land
per Rs. Rs. récoupe P&L Al lord
tonne Rs. Rs Rs.
I [1,000 | 350 | 750 | 400 | - | 17 [ 150
| 1,500 [ 525 | 750 | 225 | - | T [ Tas0
mo[2,500 | 875 | 750 | - | 125 | 275 | 750
v [1,500 | 525 | 750 | 225 | - | 225 | 750
vV |1,000 | 350 | 750 | 400 | - | . | 750
Ledger Accounts in the Books of Ravi (Lessee)
Shortworkings A/c
End of Rs. | End of Rs.
I year | To Landlord 400 | I year By Balance c/d 400
0 0
End of End of
Il year | To Balance b/d 400 | II year By Balance c/d 625
To Landlord A/c 225
625 625
End of End of
Il year| To Balance b/d 625 | 1l year| By Landlord A/c 125
ByP&L Alc 275
By Balance c/d 225
End of End of
IV year | To Balance b/d 225 | IVyear | ByP& L Alc 1225
To Landlord A/c 223 By Balance c/d 225
End of End of
Vyear | To Balance b/d 225 | Vyear By Balance c¢/d 625
To Landlord A/c 400 _
625 82
End of
VI year| To Balance b/d 625 By Balance c/d 625
&5 | =

Scanned with CamScanner



— 44,

dlord A/ ¥
- Landlo c %“ntlng
Rs. : \
End of , ‘ | End of N
Iyear | ToBank Alc 750 | I year gy Ropay by
' - By Shortwork;
- Orkingg A | B
e iy
| oy
End of | IEInd of 5 7\52
Il year | To Bank Alc 750 | 1 year y Royalty Az
| By Shortworkings Ale 5
750 2
End of 15
End of o B ~
Il year | ToBank A/c 750 | Tl year | By Royalty A/ \
" | To Shortworkings Alc _1_2_5_ s
% ' 875
— 3
Endof | ‘ - End of i ~,
IV year | To Bank Afc 750 | - IV year BY g}?}’a]ty Ale i
' y Shortworkings A/ 7
750 f W
Endo ~
End of | :
Vnyear “To Bank A/c 750 | Vyear | By Royalty Al %
By Shortworkings A/c i
0 | ]
Royalty Ale
End of End of
I'year | ToLandlord Alc - 350 | I year ByP &L Alc 350
End of | Endof
Il year | To Landlord A/c 525 | llyear | ByP&LAk 5_25
] '5'§§ . 5—2_5
End of End of _
I year| To Landlord A/c 875 | Il year| ByP&LA/ 815
End of End of
IV year | To Landlord A/c 525 | IV year | ByP &L Al 5
G5 5
End of R End of ”
Vyear | ToLandlord A/c 350 | V year ByP&L Alc -
i) ]
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F’Wﬁng Minimum Rent

mustration 3

On 1.1.1982, Rama Collieries Ltd., lease
minimum rent of Rs. 2,000 in the first year,
thereafter Rs. 6,000 per annum, merging into a roy
recoup shortworkings over the first

d a piece of land agreeing to pay a

Rs. 4,000 in the second year and
alty of 40 paise per tonne, with
three years only.

wer to .
P The figures of annual output for the four years to 31st December 1985 were
1,000, 10,000, 18,000 and 20,000 tonnes respectively. Record these transactions in
the ledger of the Company. [Bharathidasan, B.Com., April 2002]
Analysis of Royalty
Shortworking
Royalt Minimum | Short Sho.rt irrecoverable Payment
Output| at .. | working \ to Land
Year Rent |working transferred to
Tonnes | Re.0.4 recouped . lord
Rs. Rs. P& L Alc
tonne Rs. R Rs.
s.
1982 | 1,000 [ 400 2,000 1,600 - - | 2,000
1983 10,000 | 4,000 | 4,000 - - - 4,000
1984 [18,000| 7,200 | 6,000 - 1,200 400 6,000
1985 (20,000 | 8,000 | 6,000 . - - 8,000
' . Shortworkings A/c
Rs. ‘ Rs.
Dec.1982 [To Landlord A/c 1,600 | Dec.1982 | By Balance c/d 1,600
' 1,600 1,600
Dec. 1983 |To Balance b/d 1,600 | Dec.1983 |By Balancec/d 1,600
[ 1,600 | . 1,600
Dec.1984(To Balance b/d 1,600 | Dec.1984 |By Landlord A/c - ] ,200
o ByP&L Alc 400
1,600 ' 1,600
Landlord A/c 3
_ Rs. Rs.
Dec.1982 | To Bank A/c 2,000 | Dec.1982 | By Royalty Alc 400
N By Shortworkings A/c 1,600
2,000 | 2,000
Dec. 1983|To Bank A/c 4,000 | Dec. 1982| By Royalty A/c 4,000
' ' 4,000 . 4,000
Dec. 1984|To Bank A/c 6,000 | Dec. 1984| By Royalty A/c 7,200
- To Shortworkings A/c| 1,200
7,200 | 7,200
Dec. 1985(To Bank A/c 8,000 | Dec.1985| By Royalty Alc 8,000
R 8,000 - | 8,000
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Royalty A/c

SR il (’lln :
Dec. . Rs. | Dec, T ——— A
1982 | To Landlord Alc 400 | 1982 | pyp ™
/ 1,
Dec. Dec. '(f"l
1983 To Landlord A/c 4,000 | 1983 ByP&L A g
4,000 ¢ i
it— N .r)l'f)
Dec. Dec. ' ﬁ:"}};
1984 | To Landlord A/c 7,200 | 1984 | ByP &1 A o
7,200 _7,2r;,
Dec. - Dec. E@ﬁ
1985 | To Landlord Alc 8,000 | 1985 | ByP&L Az “
8,000 30
e

Adjustment of Minimum rent due to stoppage of work (Strike)

Illustration 4 :

A company acquired lease of a mine at a minimum rent of Rs, 10,0
royalty was fixed at Re. 0.50 per tonne. Shortworkings could be fecéupeg'? .
three years following the year in which the shortworkings occur. It tm:l .

is

SR

stoppage of production due to strike in any year, the minimum rent worldpe |

proportionately reduced in regard to the length of the stoppage.
The output (in tonnes) of the mine was as follows:

978 8000 198l 26,000
1979 12500 1982 17000 (strike
1980 21,500 1983 30,000

During 1982, there was strike lasting for 3 months. Show the necessary ledger
accounts for each of the years in the books of the company. o
st [Madras, B. Com., May 1982, May 1%

R

Solution: |
Analysis of Royalty
Year Output R_oyalty Minimum | Short ~ Short | Shortwork- l Payment |
rent | workings | workings| ingsirreco- | 10
recouped| vered trans Landlord
' ' - ferred to
Rs. Rs. Rs. Rs. Rs. |P&L Al (R‘s.: Rs.
1978 8,000 | 4,000 10,000 | 6,000 - - 10,00
1979 12,500 6,250 10,000 | 3,750 - = lo,ggg
1980 21,500 | 10,750 | 10,000 = 750 - 1% ”
1981| 26,000 | 13,000 | 10,000 - 3000 | 2250 | ! a0
1982( 17,000 8,500 7,500 - 1,000 2,750 15’ W0
1983( 30,000 | 15,000 10,000 - - - Py

* Note: Minimum Rent foi" i'98_2 = 10,000 x % =Rs. 7,500 (for9 months)

Scanned with CamScanner



Ledger Accounts in the books of Lessee

—— Shortworkings A/c
Dec. Rs
Rs. | Dec. ¥
1978 | ToLandlord A/ 6,000 | 1978 | By Balancec/d 6,000
000 6,000
%e% ron 6,000 . .
alance b/d .
To 6,000 | 1979 By Balance ¢/d 9,750
Landlord A/c 3’750 :
1980 0 Balance b ec,
b 9,750 | 1980 By Landlord A/c 750
— By Balance c/d 9,000
Dec. 9,750 - 9,750
1981 To Balance b/4 9 Dec, .
000 | 1981 | . By Landlord Alc 3,000
ByP& LA/ 2,250
S By Balance c/d 3,750
- 2000 9,000
1982 To Balance b/d Dec.
3750|1982 | By Royalty Alc 1,000
S By P& LA/ 2,750
3,750 3,750
e g Landlord A/c
1978| To Bank A/ e Rsa oy - “Rs
. 0 ' '
2% ¥ 10,000 | Dec. 1978| By Royalty Ale | 4,000
: By Shortworkihgs Al 6,000
. - 10,000 | | 10,000
Dec.1979 | To Bank A/c 110,000 | Dec.1979 By Rotaly A/c -4 106,250
R By Shortworkings A/c| 3,750
10,000 10,000
Dec.1980| To Bank A/c 10,000 | Dec:1980 | By Royalty A/c | 10,750
To Shortworkings A/c | 750 T
At 10,750 | 10,750
Dec.1981 | To Bank A/c 10,000 | Dec.1981 | By Royalty Alc 13,000
To Shortworkings A/c | 3,000 | '
13,000 13,000
Dec.1982 | To Bank A/c 7,500 | Dec.1982 | By Royalty Alc 8,500
To Shortworkings A/c | 1,000 : _
| 8,500 , haty 8,500
Dec.1983 | To Bank A/c 15,000 | Dec.1982 | By Royalty A/c | 15000
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nan.:
Royalty A/e 20cig] A%un '
Rs hng

Dec.'78 | To Landlord A/c 4,000 | Dec.'78 | ByP g Ale N
4,000 4 R&
| 4000 oy
Dec.'79 |ToLandlord Alc 6,250 | Dec.’79 | ByP& L oy, 4{'00
6,250 625
Dec.'80 |ToLandlordA/c |- 10,750 | Dec.’80 | By P& 1 oy, R
10,750 %
13,000 | Dec.'81 | Byp 075

Dec.'81 |ToLandlord A/c : P& LAk |
13,000 g
=1 I
Dec.'82 |ToLandlord Alc 8301 D=2 | DyReLAe
—_— 500
8,500 m
Dec.'83 | To Landlord A/c 15,000 | Dec.83 | ByP& LA TS\’()\
15,000 | TSO\EU
100
Illustration 5 T

Minerals Ltd. leased a property from Shri.P. Janakiraman at 5 royalty of

1.50 per ton with a minimum rent of Rs. 20,000 per annum. Each yeqp’s eXcess -
minimum rent over royalties is recoverable out of royalty of next five years, In tl?f
event of strike and the minimum rental not being reached, the lease agreemeni
provided that the actual royalties earned for the year discharged | renty)

obligation for the year.
The results of working of the property are given below:

Year Actual royalty
Rs.
1988 Nil
1989 6,600
1950 18,000
1991 22,200
1992 28,000
1993 30,000
1994 (strike year) 16,000
1995 30400

Prepare Minimum Rent A/c Shortworkin ; d Royaly
Acinthebooks of Mineral L. o s Al

1
[Madras B.Com., (ICE) May 1999 (7 figwell
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Royalty 20.18
Solution:
Analysis of Royalty
Year | Royalty | Minimum Short Short Short Payment
rent workings workings |  workings to
recovered lapsed | Landlord
Rs. Rs. Rs. Rs. Rs. Rs.
1988 | Nil. | 20,000 20,000 - B 20,000
1989 6,600 | 20,000 13,400 - - 20,000
1990 18,000 | 20,000 2,000 - - 20,000
1991 22,200 | 20,000 - 2,200 - 20,000
1992 | 28,000 | 20,000 - 8,000 - 20,000
1993 | 30,000 | 20,000 - 10,000 = 20,000
1994 16,000 16,000 - - 13,200 16,000
1995 | 30,400 | 20,000 - 2,000 = 28,400
Ledger accounts in the books of Colliery Company Ltd.
Minimum Rent A/c
Rs. Rs.
31-12-88| To P. Janakiraman 20,000 |31-12-88 | By Shortworkings A/c| 20,000
20,000 20,000
31-12-89| To P. Janakiraman 20,000 |31-12-89 | By Royalty Alc 6,600
By Shortworkings Afc| 13,400
20,000 20,000
31-12-90| To P. Janakiraman | 20,000 |31-12-90| By Royalty Alc 18,000
By Shortworkings A/c| »2,000
20,000 20,000
Royalty A/c
Rs. Rs.
31-12-89 | To Minimum rent A/c| 6,600 | 31-12-89 | By Production A/c 6,600
31-12-90 | To Minimum rent A/c| 18,000 | 31-12-90 | By Production Afc 18,000
31-12-91 | To P. Janakiraman A/c| 22,200 | 31-12-91 | By Production A/c 22,200
31-12-92 | To P. Janakiraman A/c| 28,000 | 31-12-92 | By Production A/c | 28,000
31-12-93 | To P. Janakiraman A/c| 30,000 | 31-12-93 | By Production A/c 30,000
31-12-94 | To P. Janakiraman A/c| 16,000 | 31-12-94 | By Production Alc 16,000
31-12-95 | To P. Janakiraman A/c| 30,400 | 31-12-95 | By Production A/c | 30,400
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Financia| Ace,

0O L nci
l’..l:ln:nlfiya_rpznq_(l.‘andylnr(_l‘)A/c_ | ~—~ um,”
[ }/ ,,,,,, R e T RS. \ | - ’
L0000 | 31-12-88 | By Mi
11-12-88 | To Bank Alc 2008 l | By Minimum rep 5, 2]
0,000 | 31-12- 8) By Mi
11-12-89 | To Bank A 2o | y Minimum ren 4, z,”
000 | 31-12- 90 | By Mi
31.12-90| To Bank A€ N Cooais y Minimum ent pre g
ot ! <t 1)
: o | 31-12-91 | By Roya
11.12-91 | To Shortworking® Ale 3(2)8(; By Royalyale
To Bank Al i/ | 2y
22,200 | i
31-12-92 | By R L3
11292 To Shorworkings A/ o0 By Royalty Ae o
To Bank A/C L”," 0
28,007 A
12-93 | B B
31-12-93 | To Shortworkings Al ;8888 31-12-93 | By Rogalty Al Sy
To Bank A/c ’ y
| 30,000 T
31.12-94| To Bank AfC 16,000 | 31-12:%4 By Royalty Al Tgis
16,000 | e
- 0 _12-.95 | By Royal o
31.12-95| To Shortworkings Alc 2288 31-12 y Royalty Ale 3335
To Bank A/C 28, :
Shortworkings Alc _
L = .
Rs. s
31-12-88| To Minimum rent Alc _294)99 31-12-88 | By Balance c/d 000
.1-89 | ToBalanceb/d 20000| 1-1-89 | BY Balance c/d 3340
31-12-89 | To Minimum Rent Alc| 13,400 (.
33,400 T
1-1-90 | To Balance b/d 33,400 1-1-90 By Balance c/d | 35,40
31-12-90| To Minimum Rent A Alc| 2,000
35,400 3500
1-1-91 | To Balance b/d 35.400| 31-12-91 | By P. Janakiraman 20
i By Balance c/d B0
35,400 54
1-1-92 | ToBalance b/d 33200 31-12-92 | By P. Janakiraman | 3
" By Balance ¢/d | 52
| 33,400 *3.4'1‘
1-1-93 | ToBalance bid 25,200| 31-12-93 | By P. Janakiramar [
" By Balance c/d 1"1
1-1-94 = ’m;
-1- 290
To Balance b/d 15200| 31-12-94 | ByP & L Alc l,’f&
' " By Balance c/d | 2
15,200 -
1-195 | T 00
oiiialncebid _2,000| 31-12:95 | ByP. Janakiraman A=

Scanned with CamScanner



r’

Royalty Accounts
- /‘t :
When stocks of output are given

[llustration 6
S. Singh, who had patented a vacuum cleaner, granted Babu & Co. Ltd. a

nce for ten years to manufacture and sell the cleaner on the following terms.
(a) Babu & Co., Ltd. to pay a royalty of Rs. 10 for every cleaner sold with a
minimum of Rs. 10,000 per annum, calculations made annually as on 31st
December and payment to be made on the same day.
(b) Each year’s excess of minimum rent over royalties is recoverable out of
royalties of next two years,
As from the commencement of the third year the agreement was revised and
a minimum annual payment Rs. 8,000 was substituted for Rs. 10,000 the other

rerms of the agreement remaining unchanged.
duction and closing stock of cleaner for first four years were as follows:

2020

lice

Pro |
Year Production Closing stock
end of (in units) (in units)
192 500 10
1993 900 200
1994 1,140 140
1995 1,260 300

Prepare necessary ledger,accounts in the books of Babu & Co. Ltd., which
are closed annually on 31st December.
Solution:

Calculation of number of units sold:
Sales may be ascertained by the following formula

Opening stock + Production — Closing stock = Sales

Year Rs.
1992 = - + 500 - 100 = 400
1993, = 100 + 900 - 200 = 800
1994 = 200 + 1,140 - 140 = 1,200
1995 = 1490 + 1,260 - 300 = 1,100
Analysis of Royalty
tar | Sales | Royalty | Minimum | Short Short Short Payment
rent workings| workings | workings to
recovered | lapsed Landlord
Rs. Rs. Rs. Rs. Rs. Rs. Rs.
9 ! 400 / 4,000 / 10,000 | 6,000 - - | 10,000
93| 800 8000 | 10,000 | 2,000 - - , 10,000
M j 1,200 / 12,000 , 8,000 - 4,000 2.000 | 8,000
11,000 ! 8,000 - 2,000 ! - Jl 9.000

5 11,100

. " ) |
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Books of Babu Co. Ltd.

—_ ¢,
\ounting
Royalty Ale
Rs. x
+31-12-92 | To S, Singh Alc 4,000 | 31-12-92| ByP & s, \Rs
4,000 4
' 31-12-93| ByPg& L “\‘Km
31-12-93 | To S. Singh A/c 8,000 y Alc o
8,000 \8@
- » )QO(
31-12-94 | To S. Singh A/c 12,000 | 31-12-94| ByP & L A Fj
12,000 %ﬁ)
31-12-95 | To S. Singh Al 11,000 | 31-12-55) ByP & L A P
11,000 W@Q
005
Shortworkings A/c B
Rs. R
6,000 m
1-1-93 | To Balance b/d 6,000 | 31-12-93| By Balance ¢/q ‘83.0‘0
31-12-93 | To S. Singh A/c 2,000
8,000 B
1-194 | ToBalance b/d 30001 31-12-94| ByS.SinghAle | 33w
ByP&LAlc 200
By Balance ¢/d 2,000
8,000 B
1-1-95 | To Balance b/d 2,000 | 31-12-95| ByS. Singh Alc 2000
S. Singh (Landlord) A/e
Rs. ' Rs.
31-12-92 | To Bank A/c 10,000 |31-12-92 By Royalty Alc 4,000
By Shortworkings A/c| 6,000
10,000 | 10,00
31-12-93 | To Bank A/c 10,000 |31-12-93 | By Royalty Alc 3,000
By Shortworkings A/c| 2,000
10,000 1000
31-12-94 | To Shortworkings A/c| 2,000 31-12-94 | B lty Ale | 1200
" |To Bank A/c 8,000 ¥ Royalty
12,000 120
S _—/
31-12-95 | To Shortworkings Alel 2,000 31-12-95 By Royalty A/c 10
" |To Bank A/c 9,000 9
11,000 1L
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—  Fire Insurance Clainy,

t

Neeg for Fire Insurance — 7
Ire, inth i .

e business premises of any firm, can damage a number of assets |ji, /f

3sets i §

/

Stock’ buildi ﬁ]m'
ofa firm is alfl%:éted t}ml'e, fixtures, machinery etc. In addition, the normal wor;
loss of profits ora n_umber of days or months, resulting in loss of sales :1%1

It is very difficult for a business fo ")ace all the destr
nor{n.ahse lts.wo;king without affecting izpworking capital pgs}:t?o:s :1:13 o
position. During such difficult times, external help islikea boon to the busi iy

_ {\ll prudent business firms insure their stock and also other assets a o

the nsk. of fire. They take appropriate Insurance Policy from arecognised m,%\m =
Py paying required premium. This enables the bhéinessto’ lodge claim agg:yst
. insurance company and receive sufficient funds to replace the lost assets.

Insurance companies investigate any cl_aim' made through éxpcrienced
assessors. They evaluate the causes for fire and the actual loss through the
- damage. Based on the assessor’s report, insurance company settles the claim

made against it for loss due to fire.

Types of Fire Insurance Policies | |
There are two major types of policies issued by insurance companies ~ loss

~of stock'policies and loss of profits or consequential loss policies.

Loss of Stock Claims . |
Business units who have insured their go
loss of stock by fire are eligible to lodge loss 0
loss of their stock. - |
Salvage:- Fire may destroy some
of stock may be damaged an

affected at all. , s
The damaged stock and undamaged stock are s

called salvage Value or Stock Salvaged. B
tock salvaged is subtracted from

When claim is lodged for loss of stock, s
Stock on the date of fire a_nd‘cla,im is made for the balance amount

(A) Computation of claim to be Iodgedfo_r_ loss of stock i, g 0 f
The following are the major points to be noted for calcu_lat_ing._c_lam for loss0

stopk.

down or store against the risk of
£ stock claims when a fire causes

jtems of stock completely. Some other portion
d some items of stock may not be

eparately valued and are |
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1) Ifaseparate stock account i Mmaintained b
ifa Cost Accounting depart
taken from the ledger accoypg
claim can be lodged for the b

) In majority Ofﬁrms, no led

" "of stock on'the Date of Fire m Sy
Ratio as basis, st be found indirectly

Ifthe normeal gross profit percentage of the i, to its sales is availab]
e a

omorandum 'Trading/!ccoum can be prepared for the peri ible
Jfthe accounting year till the date of fire, Grogg pmgtpizr;‘;ld from the beginning

o sles: The balancing figure in the Memorandum Trading e o5 8 petcentage

Y the firm, (; o
. ©liem, (which ig pogsit 1,
ent exists), stock on the g?ﬂ:ﬁ?ﬁb;:

of stock, Aft ) ,
alance, ®r Subtracting Salvaged stoct,

for stock. So, value
Using Gross Profit

e ffire. | Account is Stock on
Memorandum Trading Account for the period....
— Particulars Amount Particulars Amount
/_—-—:-—' g RS - RS.
To opening stock xxX By sales 0K
. purchases - XX | » . stock on the date of
» gross profit c/d ‘ fire (balancing figure) oot
(Sales x Gross profit ratio)| s S B
[ el = | i
(3) Gross Profit Ratio '

When ledger account for stock is not maintained, gross profit ratio to sales
isthe vital link to compute the claim. The following relevant points for this ratio
are to be noted: | _

. Sales - Soud o
(b) Previous accounting year’s gross profit and sales can be used for gross
profit ratio. 4 - o
(©) If information about two or more previous years is given, the average
gross profit ratio of all the years has to be taken. . .’
() If gross profit of previous years is not directly given, previous years
' trading account has to be prepared to find gross profit. .
(6) Abnormal practices followed in the previous years like undervaluantizll
of stocks or overvaluation of stocks must be'advjustedvto find no
gross profit. o kS
. ® Any samples given out of purchases, goods drawings, S“PP.’?” ion of
* sales etc., must be adjusted. v
Ad\'ertisino eamnlec and annds drawings have

(a) Gross profit ratio = 100

to be reduced ﬁom pw'chaSéS,_
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(4) Abnormal items and gross profit ratio

Some items of stock might have been considered as poor selling line either in |
the current year or in the previous years. A part of them might have been written
off. Later on such goods might have been sold, partly or fully, ataloss orat cost.

It is essential to eliminate the effect of abnormal items on ‘gross profit ratio’
Normal gross profit and sales are

and also in the memorandum trading account.

used for gross profit ratio in relation to previous years: In the Memorandur.n
Trading Account gross profit is ca]cu]ated'on normal saLes alone. For this
purpose, separate columns are opened showing, normal, abnormal and total.

[Refer INlustrations 10, 11,12]

(5) Average Clause

Insurance policies for loss of s

is needed to discourage under insurance.
If stock on the date of fire is more than the insured stock, average clause must

be applied to compute claim.
_Actua.l loss of stock = S

tock may include average clause. This clause

tock on the date of fire — salvage value.

Insured stock |
: = - % Actual loss of stock
Claim to be lodged Stock on the date of fire

(B) Claim for loss of profits
of profits are also called consequential

Insurance policies taken for loss
the insurer indemnifies the policy holder

policies. Under a consequential policy, _
against losses arising from the suspension, wholly or partly, of the activities of

the business caused by fire. Claim can be made for loss of gross profit which is
the total of net profit and insured standing charges (fixed costs) and also any
increase in the cost of working which is consequential.

Important Terms _
Some important terms used in computation of loss of profits claims are briefly
explained below :

(1) Indemnity Period:- This is the period for which insurance policy is taken
againgt the risk of fire. The Insurance policy is always taken for a period
of one year. Indemnity period refers to the length of period which may be
affected by fire. During the indemnity period, normal working is not
expected.

() Affected Period:- This is the period for which normal working is affected
because of fire. |

(3) Turnovers:-

(@) Affected Period Turnover:- This is the actual sales made during the
period in which work is affected by fire. il T

Scanned with CamScanner



¢ Claims 124

Syandard ﬂlrrm_vcr:: This is the sales during the same months as
the affected period, ip he previous year,

Accounting year Turnoyep.. s is the sales in the last accountin
year for which accounts e, prepared. |

Turnover:- Thig ; ,
d A”""a’_ 1818 the sales durin the twi
@ before fire. B U elve monthg exactly
Saved Turnover:- This is th . _
g ¢ sales
) additional amounts dyy; s achieved due to spending

tring the affected eriod. Thi
than or equal to affected period tumoverp + 1S may be less

o |15
=0

6 Insured Standing Charges:- Fix
policy taken by the insured firy,

0 Uninsured Standing Charges:- Th
not mentioned in the insurance po
fimm.

() Short Sales:- This is the differep
affected period turnover,

cse are the fixed €Xpenses which are
licy, but stil incurred by the insured

ce between standard turnover and

observed in sales, adjustment has to be made. The increasing o
decreasing trend as a percentage should be found. Then the standard

turnover and annual turnover shoyld be increased or decreased,
proportionate to the trend.

Computation of claims for loss of profits:-
Step 11 Claim for reduction in turn over:-

- | Rs.

Standard Turnover _ XK
Add: Increase for trend

or

Less: Decrease for trend 00K

' X0

Less: Affected period turn over 00K

~ Short Sales X0

ding charges
Gross profit ratio = Net profit +IITsured sanding _ B8 %100
' Accounting year Turnover

| Cla‘m for Reduéﬁon in Turnover = Short Sales x Gross prqfit ratio
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Step: 2 Claim for increased cost of working:.

~ Lowest of the followi i
e ng three items can be clajmeq for iner.. "
v Cr

~(a) Actual increased cost of working

- (b) If all standing charges are not insured Yoo

. Net profit J;Insured standing charges Actﬁ;ﬂ incre

- Net profit + All insurable standing charges g cost of work?:e d]
C | A g o
(c) Saved turnover x Gross profit ratio '

Amount to be claimed for increased cost of workin o

‘ (owestof A, BandC)

 Step: 3 Total claim for loss of profits:-
. Claim for Reduction in Tumover (as per S

Add: Claim for increased cost of working (a;::r pat;pwgﬂ) .
* Less: Saving in standing charges - m
 Total claim for loss of profit [

Step: 4 Application of average clause: | .
If the policy amount is less than gross pﬁ)ﬁt on annual turnover, average

clause applies.

g

Annual turnover
Add- Increase for trend
.. or
* Less: Decrease for trend
- Adjusted annual turnover
PEgy L Policy amount
= X -
Clanmtobema@e TOt.al clgn;n Gross profit on adjusted annual turmovet
‘ p 2 also 10
widely

% 5

profit on ‘ Annual turnover’ in Ste

Note: Some experts use gross
' g charges. But this is not &

determine net profit + insured standin
used method.

Accounting Entries for fire claims:- ol
The following are the specimen journal entries to be passe
loss of stock and loss of profits:- )

(1) Loss of stock - | o
_ Distinction has to be made between stock fully destroyed without
value and stock damaged with recovery value. L e aa )

d in relation [

ik
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“ When claim is admitted by th 126
@ (nsurance Company A/c Y the insurance company; ‘
‘ TR ' (Amount;)fclai admi -y
o Stock destroyed Alc - m admitted)
* To Stock damaged A/c . 000

(Being claim admitted for stock destroyed and‘dam ed -
" For actual cost of the stock destroyed and damag:cg. )
B

Stock destroyed A/c
Stock damaged A/c Dr ; 0K
To Trading A/c | - X0 o
(Being cost of stock destroyed and d .
(c) When damaged goods a"e-syol Y éInaged due to fire)
Bank A/c S De - .
To Stock damaged A/c - o

(Being s.ale of damaged goodé.) . |
ny balance in the stock destroyed and stock damaged accounts has to be

to profit and loss A/c
““"?‘f;)n;dmﬁt and Loss Alc - - Dr o
To Stock destroyed A/c X
To Stock damaged A/c 2000
(Being net loss due to fire)
() For receiving cash from insurance,
Bank Alc D xx
To Insurance Company’s A’c = = S o
(Being amount of claim received)
lossofProft -
" (a) When claim is admitted by insurance company;
Insurance Company A/lc Dr. XX
ToP& LA/ ‘ | XK
(amount of loss of profit relating to current year)
To P & L Suspense A/c | . 00K
(amount of loss of profit relating to next year)
(Being claim receivable)

p & L Suspense A/c is closed by transferring to the credit of P & L A/cat the
end of next year. | 4 o
(b) For any expenses incurred to put out fire
(i) Atthetime when expenses were paid:
‘Fire expenses A/c Dr. LR
To Bank A/c A o X0
(Being expenses paid to put out fire) A S -
' (if) Atthe time of claim being admitted:

Insurance company A’c ~ Dr : SR - S

To Fire expenses A/c K e (e L
(Being expenses payable admitted by insurance company)

Note:olt may be assumed in the absence of details that claims admitted include .'

L. fire expenses also.
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(c) For receiving cash from insurance co,, — A%ounting

Bank A/c Dr.
To Insurance Co. X
(Being the amount of claim received) o

ILLUSTRATIONS
Loss of Stock

When Gross Profit Ratio is given

Mlustration 1
A fire occurred at the premises of a trader on 31.5.94 destroying 5 Geat part o
0

his goods. His stock at 1.1.94 was Rs. 60,000. The value of stock salvaged
Rs. 13,500. The gross profit on sales was 30% and sales amounted to Rs, | 53 ‘ggg
from January to date of fire, while for the same period the purchases amm;nt;d to

Rs. 103 500. Prepare a statement of claim.
[Madras, B.Cor., BBA etc. Nov. 2006; B.A. eco. Nov. 2006; B.Com,, Sep, | 996)

Solution:
Memorandum Trading A/e for the period ended 31.5.94

Particulars Amount Particulars Amount
Rs. Rs.
To Opening Stock 60,000 By Sales 1,53,000
. Purchases 1,03,500 » Stock on the date of fire 56,400
. Gross profit c¢/d 45,900 (Bal. fig)
(1,53,000 x 30%) 2,09,400 2,09,400
Statement of claim:

Stock on the date of fire 56,400

Less: Stock salvaged _ 13,500

Claim to be lodged ) | 42,900

Illustration 2 |
Calculate insurance claim from the following facts assuming that the insuress

met their liability under the policy on ‘average basis’ |
stroyed. The stock in the

A trader's stock valued at Rs. 40,000 was totally de ¢
godown was insured for Rs. 30,000 subject to average clause. The balance @
stock, left after fire, appeared in the books at Rs. 24,000. o

B.Comt., Nov. 20 I

[Madras, B.Com.(CS) Nov. 2008;
Solution:

. Amount of policy "
i Actual loss of stoC
Amount of claim Stock on the dats of fire X

30,0 A
= —’—g—g x 40,000 = Rs. 18,750

?
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el - ‘
I fire ocCU""d.'" ‘k“' pr‘c(;mscs of Mr. Dheenadayalan on 15th August 1995.
M artof the stock was destroyed and Rs, 7,500 was realised for the salvage,

a
N qni;cL P eriod ﬁ:om Ist January 1995 ¢, |
fof ‘ 1ﬁﬂion is available:
o™ pyrchases amounted to Rs. 42,500

(Q ales amo‘umcd to Rs, 45,000

(ﬂ) glock on hand on 1st January 1995 yaq
(!::) Goods costing Rs. 2,500 were take
(‘ usc
i ore vious accounts reveal that the rate of £ross profi

b Jrance policy was for Rs. 25,000 and includeq an

Sth August 1995, the following

Rs. 20,000 at cost price.
n by Dhenadayalan for his personal

{was 33 '/_1% onsale.

i av y .
ﬂleplrncparc the statement of claim to be made on the insma::z:iﬁl;:icy
[Madras, B.Com., April 2005; B.Com. (ICE) May 2003/
golutio™

Memorandum Trading A/c for the period ending 15-8-1995

/ﬁculars { Amount | Particulars T Amount
k Rs. L | Rs
_ | . S | -
ﬂﬂopening Stock ]! 20,000 By Sales . ] 45.000
Less: Drawings 2500 | 40,000 |~ Stock on the date of i
To Gross profit l | fire (Bal. fig) ; 30,000
| \ ?
3314 ; \ |
[45,000 "0 | 15,000 1‘ |
—
| 75,000 | L 75,000
i s h ——
J— .
Caleulation of A ctual Loss of stock » : | Rs.
Stock on the date of fire 130,000
Less: Salvaged stock ], 7,500
Loss of stock 122,500

Amount of policy
Stock on the date of fire

= 25,000 x 22,500 = Rs. 18,750
30,000

Amount of claim = x Actual loss of stock

llustration 4
A trader asks for your help in preparing an insurance claim in respect of
stock-in-trade destroyed by fire in his warehouse on June, 1 1996. . .
His books of accounts give the following information concerning trading
account transactions for the period, January 1 to June 1, 1996.
Balance of stock, January 1, 1996 at cost Rs. 26,000.
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R0 . ;5 ..° - Financial Avgqyy
Debtors on ]-1-96 _ 5000
Debtors on 1-6-96 | 80000

~ Cash received from debtors 1 6000

- Discount allowed to debtors ooy
Cash purchases . 10,000
Cash paid to suppliers . 67000

~ Creditorson 1-1-96 16,000
“Creditors on 1-6-96 o , | 18500

The rate of gross profit on cost is 25%.
Calculate the amount of claim taking into account that goods salvaged fron

the fire were worth Rs. 3, 000.

Solutmn
(i) Calcularmn of credit salev ,
; Total Debtors A/c
Particulars Amount Particulars | Amount
‘ : ' Rs. j : Rs,
“To Balance b/d - - 50,000 By C‘_’Sh | 60.000
. Sales— credit (Bal. fig) 1,00,000 ;. - Discount allowed ‘ 10,000
| - . Balance c/d | 80,000
150,000 | | 1,50,000
(ii) Calculation of credit purchases:
o Total creditors A/c
Particulars Amount .+ Particulars Amount
: : Rs. ' - Rs.
To Cash : 67,000 By Balance b/d 16,000
~ Balance c/d ' 18,500 | - Purchase—-credlt(bal fig) | 69,500
- 85,500 ‘ 85,500

(iii) Calculation of Stock on the date of fire:
Memorandum Trading A/c for the period ending 1-6-96

Particulars - | Amount : - Particulars Amount

Rs. o - Rs.
To Opening stock 26,000 By Sales 1,00,000

- Purchases: . Stock on the date of

Cash  10.000 ' fire (Bal. fig) 25,500

Credit 69,500 79,500 ' B

25 5

. Gross prof' t 'OOOOOX— 20,000 ;

125,500 B30

/ s
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Fﬂf l’nsumnce Claims |
W of amount of claim; | 12 :
i Stock on the date of fire e
Less: Stock salvaged ' ' S
Claim S |
0 = 22,500 oty

pen Gross proﬁt Ratio is not given

pation 5
fmoccurred in the Premises of X Ltd. on 10,10.91, All stocks w re destroyed
- oy

1o the extent of Rs. 6,200.
xcept ,200. From th
ock suffe red by the company:-- e following figures, ascertain the loss of

Wi
ulust

Stock on l.1.90 _ Rs. -
Purchases during 1990 40 000
Sales during 1990 - 1,45,000
Stock on31.12.90 200000 -
purchases during 1991 upto the d i + 25,000
e dat
Sales during 1991 upto date of fire e of fire } 23'2088

- |[Madras,Adv. Accounts May 1995]

Solution: . _
Calculation of Gross Profit Ratio
Tradmg A/c for the year ending 31.12.90

e e T

A oA R ey

. | ‘
Pan|cular§ } An&o.unt : Particulars | =~ Amount
——— | > - | Rs.
To Opening stock ' 40000 | By Sales 2.00.000
. Purchases l 1.45.000 . ClosingStock | = 25000
. Gross. Profit c/d (Bal fi 5) 40,000 :
225,000 | | 2,25,000
Gross profit ratio = _Clr_o_S_S_M 100
Sales
_ 40000 00=20%
2,00,000
Caleulation of Stock on the date of fire ‘
\ Memorandum Trading A/c from 1. 1.91 to 10.10.91
Particulars Amount Particulars Amount
' Rs. = ///.———'——' R(:(.)O
—_ RPN = ,
. — : 1,89
To Opening Stock 25000 | BY Sales .
- Purchasi . 152,200 Stock on the date of;' fire 26,000 .
~ = Gross Profit ¢/d 37,800 ;o (Bal. fig
_ (189,000x20%) | | 215000
- 72,15,000 | i B
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Statement of Claim: W Wl

Stock on the date of fire \ o Rs, :}
Less: Stocksaved 66’2?3?) a ¥
Claim to be made for Loss of stock m : A
Ilustration 6 T ’a"\ﬂ
The premises of a trading firm caught fire on 22.10.85 and the ‘.}c'
damaged. The firm had made up accounts to 31st December. Stock wag \fq.
| Rs. '
Stock on31.12.1984 13272
Stock on 31.12.1983 9,614
Purchase during 1984 45258
Purchase from 1.1.85 to the date of fire 34,827
Sales during 1984 | 52,000
Sales from 1.1.85 to the date fire \ 49,170
Additional information:-

a) In April 1985 goods which cost Rs. 1,000 were given away for advertising
purposes, no entries being made in the books.
b) During 1985, a clerk had misappropriated unrecorded cash sales, It is
estimated that the defalcation amounted to Rs, 400.
c) The rate of gross profit is constant. ,
From the above information, make an estimate of the stock on the date of fire,
[Madras, B.Com. Mar. 1986]
Solution:
Calculation of Gross Profit Ratio
Trading A/c for the year ended 31.12.84

Particulars i| Amount Particulars \ Amount
| Rs. : \ Rs.
To Opening Stock | 9,614 | By Sales 52,000
. Purchases i 45,258 » Closing stock 13,212
. Gross Profit c/d } 10,400
(Bal. Fig) | _ | o
L 6522 65,21
Gross Profit Ratio = 82 100
: Sales
10490 . 100=20%

= 52,000
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fgtack on the date of fire

no.
#*"" pemorandum Trading Afc for the period ending 22.10.85

m- Ach;unt Particulars . Amount
: s J Rs.
/-/S?oa(—— 13,272 By Sal —
To %‘;‘:sges 34,827 Add: Cash sals BIT0
T dv. samples ____]_’9?9 33,827 misappropriated 400 49,570
p57 ss Profit 9,914 By Stock on the Joc 443
Gross y Stock on the date of fire| 7
To (49,570 x 20%) L (Bal. Fig)
57,013 57.013
Clim 10 pe made Rs. 7,443
mﬁﬂn

s’ occurred in the'pl.‘em.ises of Paswan on 10th May 1996. In order to make
on ther fire policies in respect of the stock, they ask your advice and you

uclﬂge 10 obtain the following information.
wet 1993 1994 1965 B
RS' RS R& Rs.
Opening Stock 16,000 15,000 16,000 18,000
purcheses 41,000 | 47200 56,600 78,000
S ales &)s(m &,(XX) 78’(m %,(m
Closing stock 15,000 16,000 18,000 9
The stock salvaged was Rs. 3,800. Compute the amount of claim.
Solution:
: Trading Account
— | 1993 | 1994 | 1995 1993 1994 |, 1995
g sod 16,000 | 15,000 16,000 BySales  160000] 66,000 | 78,000
» Purchases 41,000 |47,200 | 56,600 | - Closing stock15,000( 16,000 | 18,000
«Gross profit '
(Ba.fig) | 18,000 19,800 | 23,400
75,000 | 82,000 96,000 75,000| 82,000 96,000
Gross profit
Gross Profit Ratio = —g ™ 100
: 18,000 o
Gross Profit Ratio for 1993 = m" 100 =30%
- 19,800 _ang
Gross Profit Ratio for 1994 = ¢ 500 x 100 = 30%
| 23,400 o0 _ 30%
Gross Profit Ratio for 1995 = 75000 " Sl |
ek < is 30%, 30% can be
As the gross profit ratio for each one of the pieceding three years 1S 30%, 307

. Mo be the gross profit ratio for the year 1996 also.
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) /
12,11 liine | Actryg
Memornndum Tending A/ for (he perlod ending 72,10,y "
Pl Aot IPartlenlars A
s o
To Openlig Stock 000 [ 11y Hules ’m?»
Purchnson 1,000 o ok on the date of fire ‘)f";‘,:‘
1 1)
i) ‘
- Crown profil ('m"m“ IUﬂJ 20,700 (al.fig)
|,25,100 1,25, 70
Culentation of amotinf of clalm g,
gtock on the dite of fire 20,7100
Leay: Salvape itock J,800
Clilm 22,900

Mustration 8
A fire oceurred on the premises ol Mr. Praveen on 30th June 1996, deatroying

¥ [} / v ! { 4
the preater part of his atock, No stock records have been maintained, The
following information wos ancertnined from his books which were not involved

in the fire:

Accounting year Suley Giross Profit
Rs, Rs,
1993 12.50,000 3,75,000
1994 #,00,000 1,60,000
1995 9,50,000 95,000
199 2,83,000 ?

Value of stock on 1-1-96 Ry, 75,000

Purchases from 1-1-96 1o 30-6-96 Rs. 2,60,000

Value of stock salvaged Rs, 10,000

Prepare a statement showing the amount to be claimed from the insurance

company.
Solution;
Caleulation of Gross profit Ratlo

3.75.000 |
for 1007 = - 0100 - 300 |
For 199312 50,000 ' A

1,60,000
ror 1004 = —m—tmeme x 100 = 209

or 1994 4 50,000 ™ 20%

95,000
For 1098 m = 100
or 1995 9.50,000”00 10%

Since the gross profit has declined year aller year, a still lower ratio, say, 5% should

be assumed for the year 1996,
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/p/aﬂ““‘-"rs Ul Rse T - e . (VA
T BNy B e 283,080
y Stoct 2,60.000'. + Stock on the date
‘:r;cs ; | of fire (Bal.fig) 66,150
l : i
fit . |
pro e
S 830(,0,(5»/«) 14,150 | L
b 349,150 | - 3,49,150
Calculation of a'rvmlmm of claim Rs.
Stock on the date qf fie = - 66,150
Less: Stock,sa\vaged'- g = 110,000
. .Claim 56,150

Undéﬁaluaﬁon of stock and Average Clause
ytration ) |

A fire occurred in the business premises of Raghavan on 19.7.89. From the
Jowing particulars ascertain the loss of stock and prepare a claim for insurance.

. Rs.
Stockon1.1.88 36,720
Stockon31.12.88 =~ - | 32,400
Salesfor 1988 L SPR 2,16,000
Purchasesfor 1988 =~ | 1,46,400
Purchases from 1.1.891019.7.89 -1 1.76400
Salesfrom 1.1.891019.7.89 1 1,80.000

The stocks were always valued at 90% of cost. The stock saved from fire was

worthRs. 21,600. The amount of the policy was Rs. 75,600. There was an average
Jause in the policy. |

Solution:
Caleulation of Gross Profit Ratio.

Trading A/c for the year ended 31.12.88

Particulars l\ ' 'Amount.'\ - Particulars | Amount
: - | Rs. | ) | Rs.
o Opening Stock - 40,800 |By Sales fz.m.ooo
36,720 ' | x e 32,400
[_"E)E—x 100)_ Closing Stock (Tx 100) ‘ 36,000
" Purchases 146400 |, |
.Qioss Profit (bal.fig) - 64,800 | . |
RIS - - i —_— :
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Gross profit Ratio =~ == * 100 N
= 64,800 % 100=30%
2,16,000

Calculation of Stock on the date of fire
Memorandum Trading A/c from 1.1.89 ¢, 19.7.89

Particulars Amount m
Rs. Am

'l C,v:t

To Opening Stock 36,000|By Sales N

» Purchases 1,76,400| - Stock on the date of - l.zn.i'lﬁ
86,409
+ Gross Profit (1,80,000x30%) | 54,000 (Bal. fig)

| 2,66,400 —
== = <5649
Calculation of actual loss of stock: Rs. ——

Stock on the date of fire 86,400

Less: Stock Salvaged 21,600

Actual loss of Stock 300

Calculation of claim under average clause:

Amount of policy
i = Actual | fSt
Claim Stock on the date of fire o Ossiof Stock

- 260 64,800 = Rs. 56,700
86,400

. Claim to be made = Rs. 56,700.

Treatment of abnormal items
Illustration 10

On 1.7.1988 a fire took place in the Godown of Ram Kumar which destroyedall
stocks.

Rs. Rs.
Sales in 1986 2,00,000 | Salesin 1987 3,00,000
Gross Profitin 1986 60,000 | Gross Profit in 1987 60,000
Stockon 1.1.88 2,70,000 | Purchases from 1.1.88
Sales from 1.1.88 to to 30.6.88 400,000
30-6-88 720000 | |

Additional information:
a) Stock as on 31.12.87 had been undervalued by 10%. .
b) A stock taking conducted in March 1988 had revealed that stock costing
Rs. 80,000 were lying in a damaged condition. 50% of that stock had been
sold in May 1988 at 50% of the cost and the balance were expected (© "
sold at 40% of the cost.
[Madras, B.Com., Sep. 199
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(Gross Profit rate for |986\ = -gmror“

Sales )
= 50000
- — 1)
2,00.000 * 0 =30%

Correct value of stock on 31-12-87 =2.70.000 « 100 = Rs. 3.00.000
, o = Rs.3.00.

Correct profit for 1987 = 60, )00 + 30,000 = Rs. 90,000

90.000
G.P. Ratig = — D00
Ao = 3700.000

. Average rate of gross profit for 1986 and 1987 = 30%,
orking NOTES *
Total Ot of damaged goods Rs. 80,000. 50% of the goods are sold at 50% of cost

a selling price of damaged goods = 80,000 x 50% x 50% = 3000
grock of damaged goods:

X|00=30%

. I Rs.

Total cost of damaged govods , | 86,000
50% i sold i.e. Less: Cost price of goods sold } 40,000
SlOCk OfdamagEd gOOdS ; 40,000

* yalue of stock of damaged goods  Rs. 40,000 x 40% = Rs. 16,000

Calculation of Stock on the date of fire

Memorandum Trading A/c for the period ending 30.6.88

e . 1 E - .

particulars ’l Normal | Atmmji Total | Particulars ~ [Normal {Abnon-nall Total

| items | items

P items | items '
. Rs.  Rs | Rs | R. | Rs. | Rs
l ! =. : : : -
To Opening stack(2,20,00080.000 | 3,00,000; By Sales 7,00,000; 20,000,7,20,000
‘ ! |
(}-,7_‘()16992,(;0()) | : ' By Gross Loss| - 44,000% 44,000
i |
_— (20,000+24,000) ';
To Purchases  [4.00,000] — | 4,00,000| (Transfer to |
S P& LAlk)
To Gross profit i l ; :
@ 30%2,10,000; - B 2.10.0001 By Stock on thei
(7.00.000  30%) 5 date of fire{1,30,000 ,16,0001,46,000
' (bal.fig) | |
| —_— - : |
. 18,30,000 | 80,000 | 9,10,000 18,30,000 80,000/9,10,000
" Statement of Claim '
. Stock on the date of fire:- 1 Rs
Normal Items: ‘ 1.30,003
Abnormal ltems: . o ' ‘-.16’00
_ ‘ _ 1,46,000
- Less: stock salvaged S S il
‘ , : 000
Claim to be made ._l_f‘é__-
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12.17 FinaHCial ACCOUnt' :

ustration 11
On 15.6.90, the premises of a co
records were saved from which the fo

ncern were destroyed by fire; but sufficie,
llowing particulars were obtained: t

Rs.

Stock atcost 1.1.89 e - 36,750
Stock at cost 31.12.89 . ‘ 139,800
Purchases for 1989 | : 1,99,000
Qales for 1989 - | 243,500
Purchases from'1.1.90to 15. 6.90 81,000
-1 1,15,600

Salesfroml 190t015690 N
stock on 31.12.89, Rs. 1,150 had been written off certain stock

e. having cost Rs. 3,450. A portion of these goods
was sold in March 1990 at a 10ss of Rs. 100 on their original cost of Rs. 1,725
‘The remainder of this: stock was now estimated to be worth 80% of the origina]

~cost. Subject to the above explanatlon g,ross proﬁt had remamed at an uniform

rate throughout. -
- The stock salvaged

In valuing
- which was a poor selling lin

was Rs 2 900 Show the amount of the clalm
[Madras,B Com Mar. 1992]

Solutlon

Calculatmn of Gross Profit Ratm o
" Trading A/c for the year ended 31.12, 89

Partwulars : Amqunt_ oo Pamculars | Amount
. e Rs o . Rs.
To OpenlngStock T 387507 Bv Sales 243,500
~ Purchases S 71,99,000 Closithtock | .
: Grosq Prof' te/dd |0 48,700 | - asvalued 39,800 |
- " | Add: Stock written off 1,150 | 40950

& (tq restore stock to full cost)
284,450 - C 1 2,84,450

| 3 G
“Gross Profit Ratio = MXIOO
SIES-.-_. .

48,700 |
= x 100 = 207
2:43.500 it

Scanned with CamScanner



8

Claims _J_Z_IE
i :‘Mwn of Stock on the date of fire
i Memorandum Trading A/e for the period ending 15.6.90
Normal|Abnommal| Tomi T Normal [Abnormal| ~ Total
Rs. Rs. _“Bj;— Rs. Rs. Rs.
opening ) T 45040950 By Saies Ty iagns 1.625(1,15,600
P 220705 ~| 31,000 By Grogs 10s ~| 445 445
gGrOSS pfo " ’ B 22'795 ("nnsfer to '
. 20%
By Stock on
the date of fire 27,320|  1,380| 28,700
(Bal, Fig)
( 13725 X 800/0
in case of
. abnormal item)

_____ . 3,450| 144 41295 TEaen
JEEEEE L _HLJ‘LSL__E___N_ 141,295 3,450(1,44,745
Statement of Claim

Stock‘ on the date of fire 28 -?50
(Normal + Abnormal goods) ’
Less: Stock salvaged ‘ | 2.900
Claim T | . I 75,300
Illustration 12

The premises of a company have been destro

. yed by fire on 15th June 1984,
The records, however, were saved wherefrom

available.

Stock at cost on 1-1'-83_
Stock at cost on 31-12-83

Purchases less returns for the year ended 31-12-83
Sales less returns for the year ended 31-12-83
Purchases less returns from 1-1-84 to 15-6-84
Sales less returns from 1-1-84 to 15-6-84

the following particulars are

~ Rs.
30,000
- 40,000
2,00,000
2,50,000
85,000

1,20,000

Rs. 2,500 have been written off certain stock, which was a poor selling line,
while valuing the stock for the Balance Sheet as at 31-12-83. The cost of such
Stock was Rs. 4,000. A portion of this stock was sold in March 1984 at a loss of
Rs. 500, on the original cost of Rs. 2000. The balance of this stock was now
tstimated to be worth the ori ginal cost. Excepting the above, the gross profit had

Tnained at an uniform rate throughout: The stock saved was Rs. S,OOO.VYou are

"®quired to ascertain the claim for loss of stock.

[Madras, B.Com., April 1985}
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Solution: : | w

" ross Proﬁf Raﬁo
(i) Calculation of G Tvading Ale for the year ended 31-12-83
| t Patticulas
ficulars | ATIORR i - SAIIS P
I By sale ] R
To O ening stock | 30,000 B) ] S o 25\3
© Darchases | 2,00,000 i Sy °k°5'“g stock 40,099 | >0
Purc 1 o oto 1 ‘ Ly
E: Gross profit (Bal.fig) | %;%g A ck written off iﬂ’o 25
// T
Gross Profit . 10
Gross Profit Ratio = Sales
62500 400 =25%
7 250,000
(ii) Calculation of stock on the date of fire |
Memorandum Trading A/c for the period ending 15.6.90
— Normal WI: Tolal! Normal {Abnormal | Totg
| Rs. | Rs. | Rs I Rs. Rs. R
e g0 42,5001 By Sales 118.5001  1.5001120 000
T nin Y S'.OC;\ 38.500 4.000 4'-!- \ ’ ’ [} 1,20‘000
T?) gﬁich;cs ‘ 85.000! _ 85.000 By Gross Loss - 500 500

! L
To Gross profit | 29.625| - | 29,625, By Stock on

(118500 25%) | l | | the date of ire|  34.625| 2,000 36,625
| l | (Bal. Fig) .
_b__#_____j_ﬂMMEimm_ 1,53,125|  4,00001,57,125
(iii) Calculation of amount of claim:
Rs.
Stock on the date of fire (Normal + Abnormal goods) [36,625
Less: Stock salvaged 5,000
Claim | 31,625

Loss of Profits
When change in trend of sales is given and Increased cost of working is not given

Ilustration 13

A fire occurred in the premises of Ganesh Flour Ltd., on 1.5.1989. The company
had a loss of profit policy for Rs. 2,40,000. Sales from 1.5.1988 to 30.4.1989 were
Rs. 20,00,000, the sales from 1.5.1988t0 31.8.1988 being Rs. 6,00,000. During the
indemnity period, which lasted four months, sales amounted to only Rs. 80,000
The company made up its accounts to 31st December. The profit & loss account
for 1988 is given below. '
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Fire [psurance Claims

i Pdmculars

To Opuungﬂlml\
_ purchases

~ Fixed expenses
. Nel Profit

1220
Profit& LossAle e
_ﬁ__m_j/\moum (Rs.)|  Particulars | Amount (Rs.)
2,00.000 | By Sales ' '19,0();)()6
1200000 | - Closing Stock 1,00,000
§ Muml.u.tuun" L\anSu. 134000
' yariable selling expenses 181,000 |
145000 |
140000 |
b |
: | —
.. 2000000 L___ | 20,00,000

(omparm" the sales of the first four months of 1989 with those of 19 988, it was

found that sales were 20%
claimto he made.

Solution:

Gales from 1. 5.1988 to 31.8.1988
Jdd: 20% increase observed in 1989 over 1988

Jexs: Sales from 1.5.1989 10 31.8.1989

Gross profit Ratio: =

Loss of profit =

Application of Average Clause:

Short Sales

Net profit -+ Standing Charges (both for 1988)
X

higher in 1989. Calculate the loss of profits and the

Sales for 1988

1.40.000 + 1,45,000
19,00,000
Short Sales x G.P. Ratio

6,40,000 x 15% = Rs. 96,000

x100=15%

Annual turnover = Sales for 12 months to 1.5.89
Add: 20% increase in the current year

Gross Profit on 24,00,000 @ 15%
Amount of Policy

Loss of Profit

; Amount of Policy

x Loss of Profit

Amount of claim:

G.P. on annual turnover

2,40,000 _ 96 000 = Rs. 64.000

3,60,000

100

Rs.
20,00,000
4,00,000

24,00,000
3,60,000
2,40,000

L 96,000
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When change in trend of sales TEEREE20 = PR,
Ing ‘\ gh;‘
n

Hlustration 14
There was a Serious fire in the premises .uf M/s Careless on 1 g
Their business activities were interrupted until 31 : 12.1990, when nﬂn‘n
conditions were lAc.c,;mhlishcd. M/s Carcless are insured under the log
4.20,000 the period of indemnity being six months, |
the following information:-
a) Thenel profit for the year ended 31.12.1 989 was Rs. 2,00,000.
anding charges amounted to Rs. 3,00,000 Fwhicy
C

b) The annual insurable st 10 |
" Rs. 20,000 were not included in the definition of insured standing charg
« eg

under the policy.
¢) The additional cost of wor
by the fire amounted to Rs. 6,000a

would have had to shut down.
d) The saving in insured standin

amounted toRs. 1 5,000.
e) The turnover for the perio

P. 199,
al "a’ldin :
5 ﬂfprnr;n

policy for Rs.
You arc able to ascertam

king in order to mitigate the damage cayey
nd but for this expenditure, the busine.
SITIESS

g charges in consequence of the fira

d of four months ended April 30, August 3]
fthe years 1989, and 1990 was as under,

and December 3110 eacho
| RS e e RS - Rs. i
189 | 650000 800000 9,50,000
1990 | 700000 800000 150000
You are required to compute the relevant claim under the terms of the loss of
profit policy.
Solution:

Step I: Claim for Reduction in Turnover

Computation of Short Sales
Standard turnover (for the 4 months ending with 31.12.1989) 29,50,000

Less: Actual Sales for the indemnity period 11,50,000
(for the 4 months ending with 31.12. 1990) -

Short Sales 8,00,000

Computation of Gross Profit Ratio:-
Net Profit + Insured Standing Charges 100
- X
- Accounting year Turnover

~_ 2.00,000+2.80,000 IOO'_ -
24,00,000 P

Gross Profit on short saIeS or claim
. for reduction in turnover = 8,00,000 x 20% " . ;
=Rs. 1,60000 . . .. -
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g Insurance Claims

1222

/’iﬁ;a_im Jor Increased Cost of Working:-
o gitional cost of working in order to mitigate the damage : Rs. 6,000
a; gince all the standing charges are not insured, the amount of claim will be:-

et profit + Insured Standing Charpes
et & b x Actunl increased cost

mll + All Insurable Standing Charges

_ 2,00,000+2,80,000
2,00,000 + 3,00,000

x 6,000 = Rs. 5,760

| e 20
G p.on Saved Turnover = = 1,50,000 x 00 Rs. 30,000

Claim f

or increased cost (lowest of a, b and ¢) = Rs. 5,760

op 11T Calculation of claim Rs.
Clalm for Reduction in turnover = 1.60,000
Hd- Clqlm for increased coc.t_(Step I = 5,760
1,65,760

Less: qumgsm Standlngcharges = 15.000
Total Claim for loss of profi t= 1,50,760

stép I

Annual turnover

Gross profit on annual turnover

Vv App!n'. ation of Average Clauve

Sum Insured
Claim to be made = - , :
~ G.P. onannual turnover
= Sales for 12 months endm;:, with 31.8.1990

© = Rs, 24,50,000 ‘
= 20% of Rs. 24,50,000 = Rs. 4,90,000

22000 S0 760=Rs. 120223

x Total Claim

'Amountofclaimadmissible : = 4’_90.’000

" Illustration. 15 | | |
From the followmg mformatlon you are requlred to workout claim under thc |

 loss of profit insurance policy.

a)
b)
<)

ld)

g)

h)

Cover Gross Profit— Rs 2,00,000

Indemmty Penod - . ~six months -
Damage due to a fire accident on 28th December accountmg year ends

on 3 1st December.
Net Profit plus all standmg charges in the prlor accountmg year

Rs. 3,00,000.

»Standmg, Charges uninsured Rs. 50, 000

Turnover of the last accountmg year was Rs 10, 00 000 the rate of gross_' A

profit being 25%. |
The annual turnover, namely, lhc turnover for 12 months mmedaately |

precedmg the fire Rs. 10,40,000.
As a consequence of fire, there was a reduction in certain insured standmg

charges at the rate of Rs. 50,000 per annum.
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uln?tl rurnover Rs. 2 U T N,

The st , : ; . ,
) " working during the period of indemnity wag R« A0

o [ncreased cost of ' . . »
kl; Turnover during the period of indemnity was R.s. 2.00,000 and gy i1l (.).
wrnover Of RS. 1.60,000 was maintained due to increased cost of Workj Vs
g,
Solution: .
Step It Claim for Reduction in Turnover:=
(‘()ICNI‘”"‘)" ()/‘Sh()r, Sa,('." Rs'
gtandard Turnover . ' . 30
Less: Turnover during the indemnity period 2,00,000
Short sales T
S mid g

Caleulation of Gross Profit Ratio:
Net Profit +

all standing charges - Uninsured standing charges
1 X
Sales of the last accounting year

3.00.000 - 50,000
- 10.00,000

tion in turnover = Short sales x G.P. Ratio
= 3,20,000 x 25% = Rs. 80,000

x 100 =25%
Claim for Reduc

Step 11: Claim for increased cost of working:-

a) Increased cost of working: Rs. 40,000
b) Since all standing charges are not insured, the amount allowed will be:

Net Profit + Insured Standing Charges
Net Profit + All Insurable Standing Charges

x Actual increased cost of working

3,00,000 - 50,000
= x 40,000 =
300000 0:=33333

¢) G.P. on saved turnover 1,60,000 x 25% = 40.000
Claim for increased cost of working is least of (a), (b) and (c) i.e., Rs. 33,333

Step 111: Calculation of claim: | Rs.
Claim for loss of Profit - 80,000

Add: Claim for increased cost of working P 33333
, 113,333
Less: Savings in Standing charges for 6 months (50,000 x 6/1 2) - 25,000
Total Claim for loss of profit | 88,333

Step 1V: Application of Average Clause: | R,
Annual turnover given 110,40,000
G.P. at 25% on annual turnover | 2,60,000
' © 200,000

Sum insured
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As the sum insured is Joss than the £ross profit on annual tumaver, the claim s

n«tm"“1 -
<~um lnwrcd
- Sured "
G.P. on annual tumover * Total Clalin
2,00,
= 88.333=Rs 67 048
day

Claim to be lodged Rs. 67,948,

1l n'“""““ 16
From the following information. find the claim under a loss of profits policy.

Galesin 1991 2.00. (;R;)
Salesin 1992 2.40,000
Gales in 1993 2 88000
Salesin 1994 345600
Net Profitin 1994 20‘(]')0
Standing charges (all insured) in 1994 14‘*60
Date of dislocation by fire 1.1.1995; Period of B
dislocation 3 months

Salesfrom 1.1.1994 10 31.3.1994 | 86,400
Gales from 1.1.1995t0 31.3.1995 23680
Indemnity Period 9 months
Policy Value - 1,00.000

There was no reduction in standing charges during the dlslocanon period
qor were there any additional costs. [Madras, B.Com. (PZIA ) Nov. 7003]

Solution: - | Rs.
_ Salesin 1992 Jz’@.ogg
Less: Salesin 199] 2,00,000
Increase in sales in 1992 ' 40,000
_ _ 40,0 |
Percentage of increase in sales in 1992 = 2.00.000 x 100 =20%)
Salesin 1993 2.88,000
Less: Salesin 1992 2.40.000
Increase in sales in 1993 48,000
48,000
Percentage of increase in sales in 1993 = - 40.000 x100=20%
Salesin 1994 3.45.600
Less: Salesin 1993 2,88.000
Increase in sales in 1994 57,600
: : / 57.600
k Percentage of increase in sales in 1994 = > 28.000 100 = 20%
S) 16 . Lk ) >
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From the above calculations, it is clear that there is an annual increase ofzw
sales during the period 1991-94. So, inthe calculation of standard turnover, 207, adjustr e
must be made to reflect the trend of the business. nt

Calculation of amount of Short Sales: Rs.
Sales from 1.1.1994 to 31.3.1994 86,400

Add: 20% increase expected 17,280

Standard Sales m

Less: Sales duringthe dislocation period 23680

Short sales _T___O__G——P_Q

Calculation of Gross Profit Ratio:

Net Profit + Insured standing Charges
Gross profit Ratio = Sales x 100

_ 20,000+ 14,560
B 3.45,600

Loss of Profit:  10% of short sales = 80,000 x 10% = Rs. 8,000.

Amount of claim for loss of profit is also Rs. 8,000 as there is no need to apply
average clause. Full Claim will be admitted by the insurance company as the amount of
policy Rs. 1,00,000 is more than the annual profit of Rs. 41,472 (i.e. 10% of Rs. 3,45 600
sales in 1994 + 20% increase of Rs. 3,45,600).

x 100 =10%
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Chapter 9
oNiT- . — ChAPTER

Sale |
¢ or return ™

Accounting for goods sent on sal

Meaning .
, ds to customers with the understandin
Traders ma) send goo g that th ;

inspect the goods and decide to keep them or return them, within a speci;

It may be understood that after the c.\_'piry qf the time, the trader can agg
goods are approved, if no intxpmnon is received. The' transacfn ons which
customers' approval or rejection of goocfls after physical delivery are ¢q
on approval or Sale or Return transactions.

¢d time,
ume the
inVo[vC
Ied Sa[e

Purpose . . .
1. Traders can increase their turnover, particularly in the case of slow

moving goods.

7 Valued customers or bulk buyers can be provided with the Opportuny
of inspecting the goods at their own place conveniently before approyy
or rejection.

Merchants of costly sarees, jewellery and book-sellers follow this methog
since their goods are not fragile or perishable.

Nature of the Transaction

Sending goods on approval is not actual sales. The ownership of goods is
not transferred till they are approved. The trader is responsible for any loss of the
goods, if the customer has taken reasonable precautions for their safety. Treatment
of such transactions as actual sales can inflate the profits which are not fully
earned, unless appropriately adjusted while finalising the accounts.
Methods of Recording ‘Sale or Return’ transactions

The frequency of ‘Sale or Return’ transactions decides the method to be
followed for recording them as explained below:
1. When the transactions are very few and rare : Separate accounting methodis
unnecessary when the transactions are rare and casual. They can be recorded &
actual sales appropriately adjusted later on. The following are the entries recorded
and procedure followed in such cases.

A. When goods are sent on approval:
Customer's A/c . Dr.
To Sales A/c
B. When customer intimates approval:
No further entry is needed.
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e oartly, for the goods retired;
z‘a When customer returns the goods, fully or punb-.:fnr the gooi
" Sales Alc Dr.

To Customer's A/c
This entry reverses the origing] sale entry.
D. Atthe end of the ACcounting yeqy,

() The goods rejected by the customer should be included in the stock nt
- costeven if they are not yet received back. L
(i) Goods sent for which Specified time is finished but no intimation is
received can be assumed as approved. No further entry is needed,

(i) Regarding 800ds sent for which specified time is not yet finished, the
following adjustment entries gre needed.

For reversing the origing; sale entry;
Sales A/c

To Customer’s Alc
For taking goods with the custo

Stock with customers' A/c
To Trading A/c

Dr.

mers intp Stock at their cost,

1 When the transactions are frequent: Recording of Sale or Return transactions
a

actual sales results in frequent ‘reverse entries’ for sale which is inconvenient.
Memorandum Record’ method is usually used for frequent occurrence of Sale or
Returp transactions, The following is the procedure:-

@ A Sale or Return Day book’ is opened on memorandum basis to -
show the goods sent, approved, rejected and balance. (See specimen
below), | ,

®) When 800ds are sent, they are recorded at sale value in the goods sent.
column, because actual sale has not resulted. : K

©) When 80ods are approved, the sale value of the goodssls recorded in
the goods approved column. Immediately, customers 2}00011(111_‘(8 dare
debited in the regular ledger. Periodic total of this column is credite tq
the saleg account in the regular ledger to co_mplet_e the doublg entry. -
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At the end of the Accounting year:— The cost of good
S

d) When goods are rej Finana: |
() goods%e)glrnggec;eljjrxc;:dl’\lt: 2221:_; value of the ggcl:;:nc‘al Aceq,
2 INg 1s n is Nt
(¢) Balance of goods are recorded in the ;;d ¢d from thi;egslrdedinl;g
Umn. e

shows the sale value of goods with custo l:r::% colum
Is. BRI
Q()lun,In

‘ If specified time given to customers is expireq th
approved’ and recorded i » HIEY m
pp ed in the goods approved colury = - 0 leateg

column must be found and included in the closing stock ;’p;Wn in the balan,
. . ¢

goods is less than the cost, the value of stock must be shown, It)nce Of the

rice. a
P Sale or Return Day Book tth Mare
Goods —_—
sent on Goods Goods ﬁ
Date |approval. approved returned.
Customer Customer Customer Balanc
Rs. name name
name Rs. Rs
NI R

3. When transactions are large in number: ‘Sale onapproval’ may consitutes
significant part of the overall business of some firms. In such cases, an elaborate
accounting system 1s needed to distinguish such dealings from normal business
transactions. The following is the usual system of accounting used in

such firms.
Books Needed: In addition to the usual subsidiary books and ledger, the following
additional books are opened: ' :
(1) Sale or Return Day book to record goods sent (See the form below).
@) Sales and Returns book to record goods'approved and also goods
returned (See the form below).
(3) Saleor Returnledger, which isan
ledger.
It contains personal accounts and sale or return acco
confused with customers' accounts and sales account in

addition as Katchaledgerof Rough

unt which are pot to ¢
the regular ledger

Sale or Return Day Book ;
Sale or Return Amout

Date Customer's name TR _’/RS/

- - _-—-——""‘/
/

. =
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V' et ‘
Sales and Returns Book

ek Goods sold Goods "
/,———-——-’— < , returned ﬁ\

Custome Regula Giesor A Sale or

Relurn |2 maun Custome AmoT
te Dat un

pate | name | LE |y p | K “€ | name \ET| s
/ -

-~

L . .

othod of Recording Transactions
When goods are senton approval: In the ‘Sale or Return Day book’ goods are
entered at sales value. Inmediately, Customer's account in the ‘Sale or Return
edger’ 18 debited and the ‘Sale or Return account’ in the same ledger is
credited.

en goods are returned: The sale value of the goods returned is entered in

the goods returned column of the ‘Sales and Returns Book’. Immediately, the

ersonal accounts of customers are credited and ‘Sale or Returns-A/c’ is

debitcd in the ‘Qale or Return ledger’.

0) When goods are approved: The sales value of the goods is recorded in the
goods approved column of the ‘Sales and Returns book’. Immediately, personal
account inthe ‘Regular’ ledger is debited and personal account of the customer
in the ‘Sale or Return’ ledger is credited. This entry shifts the debit forsale to
the customer from Rough ledger to regular ledger. Similarly, ‘Sale or Return
account’ in the ‘Sale or Return ledger’ is debited for the value of the goods
and sales account in the regular ledger is credited. This entry shifts the credit

for the goods sold from Rough ledger to the regular ‘ledger’. The entries may

be shown as follows:

()

(i) When goods are sent i~ | '
Customer's A/c Dr. (Sale or Return ledger)
To Sales or Returns A/c o ()
(ii) When goods are returned:— |
Sales or Returns A/c Dr. (V)
To Customer's A/C. Y
(iii) When goods are approved:- o
Customer's A/c Dr. (Regular ledger)
To Customer's A/c (Sale or. Return ledger) . .
Sale or Return A/c | " Dr.(Saleor Retur} ledger)

To Sales A/c (Regular ledggr) N
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At the end of accounting year:— The balance in the ‘sa(e o Ret - ACCOUH : f;
(.()un \

‘Sale or Return ledger” represents goods with customers wh

. : ave
The cost of these goods must be ascertained and a separate d'L not ye (ec_n]1he
. » - C r‘ 4 I( ¥
passed in the . egular journal as follows: Tustmen cntrvu-l' f
J13 1

Stock with customer's Account Dr.
To Trading A/c
In the final accounts, the stock with customers is added 1o 1,
in the Trading account credit side. It is also added to the CIOSi:gCIStsmg Stock

assets side of the Balance Sheet.
ILLUSTRATIONS

(1) When the number of transactions are few and rare

Ilustration 1
Amar sells goods to his approved customers on 'Sale or Retyry' basi
IS at 3

profit of 20% on sales, treating as actual sales. On 15th December, £200ds coct:
Rs. 1,000 were sent to Usha Traders. No confirmation has been receive‘;‘):]ng
Usha Traders until 31st December. om
Give the necessary Journal entries in the books of Amar.
[Madras, B. Com.(PZ2A) April 2007; B.Com., March 1995]

Solution:
Books of Amar
Journal entries
" Date Particulars ~ Dr. Cr.
Rs. Rs.
Dec. 15 Usha Traders A/c Dr. 1,250
To sales Alc 1,250
[Being goods sold on approval]
Dec.31 | SalesAlc Dr. 1,250
a) To Usha Traders A/c 1,250
[Being cancellation of sale entry for
goods not yet approved]
b)| Stock with customers A/c Dr. 1,000
To Trading A/c 1,000
[Being cost of goods with
customers, not yet approved] | Rl
Working Notes: Cost of goods 1,000
Add: 20% Profit on sale or 25% on cost: 250
Sale price of goods sent on approval 1,250

Illustration 2

On 31-12-92 goods sold at sales price of Rs. 3,000 were lying with customer
Anu to whom they were sold on 'Sale or Return' basis and recorded as actual
sales. Since no consent has been received from the customer, you are required
pass adjustment entries presuming goods were sent on approval at @ profit of
cost plus 20%. Present market price is 10% less than the cost price.

[Madiras, B Com.(PZ2A)Nov.2007; Nov. 20060 Timesy B.Com. March 1993; B Cont.
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wﬁon: Books of Anu
50 Journal entries (Adjustment) e
— : Dr. Cr.
/ Particulars
RS- RS.
pate —
|
’m Sales Alc Dr. 3.000 3 000
) To Anu's Alc _ '
[Being cancellation of sale entry for
“goods not yet approved]
Stock with customer's A/c Dr. 2,250
2) To Trading A/c 2,250
[Being stock with customers recorded at
Market price]
ﬂmtes: Sale price of goods sent on approval 3,000
IarKI
o 20
Less: Profit .3’000 X 120 500
Cost of goods 2,500

[llustration 3

Market price = 2,500 - (2,500 x 10%) = 2,250
Note: Since the market price is less than the cost price, stock with customers is valued

at market price.

A merchant sends out his goods casually to his dealers on approval basis.
All such transactions are, however, recorded as actual sales and are passed
trough sales book. On 31-12-90 it was found that 500 articles at a sale price of
Rs. 300 each were out on approval basis and were recorded as actual sale at that

price. The sale price was at cost plus 25%.
You are required to give adjustment entries and show how they will appear in

final accounts.
Solution:
Journal of Merchant (Adjustment)
Date Particulars Dr. Cr.
_31-12-90 Rs. Rs.
) Sales A/c Dr. 1,50,000
To Customer A/c 1,50,000
[Being cancellation of sales entry for
goods not yet approved]
2) Stock with customer's A/c . Dr. 1,20,000
To Trading A/c 1,20,000
[Being cost of goods lying with
|_Customer not yet approved]
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Waorking Note: \\‘\"{\’T"’"ing
ale price of goods sent on approval; '
(500 » Rs. 300) I ‘r”fl"
1 ) l
000> 2, |
Less: Profit 150,008 95~
Cost of goods .
120,005
Dr Trading Account (Includes) ~—
—;—j//ff Cr,
RS. Rs. Rs,

”"—_" a
By Sales o .\&

Less: sale on approval 1,50,000
— 0y

By Closing stock "

Add: stock with customers | 1,20,0
e et e 000 | gy
Balance Sheet (Includes)
—// —

Liabilities Assels Rs. T“‘E

Sundry Debtors 00K
Less: Saleor return 1,50,000 B
Stock with customers 120,000

L

[llustration 4 o
A trader has credited certain 1t
e, £00

Rs. 30,000 to sales Account. Of'thes
returned and taken into stock at cos
omitted in the accounts. In respect of anot
Rs. 3,000) the period of approval did not expire on
adjustment and correcting entries in the books of trader.

ems of sales on approval aggregating
ds of the value of Rs. 8,000 have been
t Rs.4,000 though the record of return was
her parcel of Rs. 6,000 (cost being
the closing date. Show the

Solution:
Books of Trader
Journal (Adjustment)
Date Particulars Debit | Credit
. Rs. Rs.
1 Sales A/c Dr. 8,000
To Debtors A/c 8,000
[Being Return of goods by customers sent
out on approval basis and included in stock]
2 Sales Alc Dr. 6,000
To Debtors Alc 6,000
[Being Goods sent out an approval basis
and included in sales but not yet approved]
3 Stock with customer's A/c Dr. 3,000
To Trading Alc 3,000
[Being Cost of goods lying with customers
on approval basis included in stock] ' /
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(2) When transactions are large in number

NéetXa RBrt;sd sends out goods on approval as follows:
:2, A - Rs. 20(()) January 13. Areturned Rs. 100 rest retained
.B-Rs. January 22. B retained all the goods. '

30. C - Rs.1,500 January 31. No intimation. .

Janll how th . .
ow how these transactions will appear when books are kept on double

.Sh
entty Y

Golution

—
Date

—
jan. 10

Jan. 12
Jan: 13
Jan. 13
Jan, 13
fan. 2
: Jafl. 22

Jan, 30

—

g
Dr.

| [For goods appro

B's A/c (in main ledger)

 [Being goods approv

' To Sale or Return A/c .

stem. Give journal entries and ledger accounts

[Manonmanian, B.Com. April 2000]
Madras, B.Com., Sep. 1989]

Journal Entries in the books of M/s Metha Bros

Particulars

L.F. | Debit
Rs.

Credit
Rs.

A's Alc 3
To Sale or Return A/c
[Being goods sent on approval to ‘A’
entered in sale or return ledger]
B's Alc
To Sale or Return A/c
[Being goods sent to B on approval entered
in Sale or Return ledger]

Sale or Return Alc

To A's Alc
[Being goods returned by A entered in

- Sale or Return Ledger]
A's A/c (in main ledger)
To A (in Sale or Return Jedger)
[Being goods approved transferred to
Personal A/c in the main ledger]

Sale or Return Alc
To Sales A/c (in main ledger)
ved transferred from

ledger to main ledger]

Dr.
Dr.
Dr.

Dr.

Sale or Return
Dr.

ToB (in Sale or Return ledger)
[Being goods approved transferred to -
Personal A/c in the main ledger]

Sale or Return A/c (in Sale or Return

To sales A/c (in main ledger)
ed transferred from

ledger to main ledger]

ledger) Dr.

Sale or Return

CsAl = , Dr.

[Being goods sent on approval to C entered in
T L Saléor_Retumledger] i

300

200

100

200

200

200

200

1,500

“‘306‘
200
100
200
200
200

200

1,500
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. Recording in the books g

Stop 1: Recording Sale or Return Day Book s

M'm; Name Sale or Return

Date (L.F) y '"romu

L )
Jan. 10 ;3 0o
Jan. 12 200
Jan. 30 c 1,500
2,00

Sales and Returns Book

Goods Sold Goods Retumeq
——1———Recular | Saleor | Amoun{ Date |Customer's
Date C;J;t;l:crs R%.lll? ar Return L.F Rs. ﬁ Name
T 13 A 200 [Jan. 13 A
an.
Jan. 22| B : 200
. +10 to Sales or Returns Ledger.
_ Step 2: Posting AleAceoutit
Date Particulars Amount | Date Paniculr‘“ m
‘ ' ~ Rs.
| Rs,
Jan.10| To Sale or Return A/c 300 | Jan. 13| By A's Ale (in mainledger)] 290
| By Sale or Return A/c 100
30 3%
. _B’s Account T
Date Particulars - | Amount | Date Particulars Amount
| Rs. Rs,
* Jan, 12|To Sale or Retumn A/c 200 | Jan. 22 | By B's A/c (in main ledger)| 200
200 | 200
C’s Account '
, Date Particulars Amount | Date Particulars | Amount
, Rs. : Rs.
Jan. 30 [To Sale or Return A/c 1,500 | Jan. 31| By Balancec/d 1,500
‘ 1,500 | 1,500
L - Sale or Return Account |
Date |  Particulars ~ |Amount | Date Particulars Amount
_ L : Rs. 1 ' Rs.
Jan. 13] To A's A/c (returns) 100 | Jan. 10 By A's Alc 300
- Jan. 13| To Sales A/c (in main _ ' '
, ledger) 2200 ‘
Jan, 22| To sales A/c (in main Jan. 12 By B's Alc i
_ ledger) 200 - 00
Jan. 31|To Balance ¢/d - 1,500 | Jan. 30 By C's Alc ,l.s--
| 2,000 | @
|
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g : 9.10
/,;m to Main Ledger.
qep A’s Account
—
,[;l-e’] particulars Amu;r;t. Date | Particulars Amount
Rs.
—
— in Sale or J
To A (in an. 31| By Balance ¢/d
Ju- 13 Return ledger) 200 o £
200 300
B’s Account
-*'T: Particulars Amount | Date | Panticulars Amount
D2 Rs. Rs
I :
__..-E To B (in Sale or Jan 31 | Balance ¢/d 200
Jen Return ledger) 200
: 200 200
Sales Account
-[-};':' [ Pparticulars Amount| Date |. Particulars Amount
Rs. Rs.
;’; To Balance c/d 400| Jan 13|By Sale or Return Afc 200
(in Sale or Retum ledger)
Jan 22| By Sale or Return Al 200
(in Sale or Return ledger)
400 400
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Insolvency AccoumS

Meaning of ‘Insolvent’: According to popular usage, an ‘Insolveny |
is not able to pay his debts as and when they are due.
Even the Indian Sale of Goods Act, in Sec. 2 (8) says “4 person is Said
‘Insolvent " who has ceased to pay his debts as they become due, whetpe). h
commitied an “act of Insolvency' or not".

However, legally a person can be called insolvent only when ap order of
adjudication is passed against him by a competent court of law

SOne Who

fo be
[ has

Relevant Acts: There are two Acts dealing with Insolvency affairs ip Ind;
were modelled on the English Bankruptcy Act. They apply to the insol
Individuals, partnership firms and Hindu undivided families.
I. The Presidency Towns Insolvency Act, 1909 which applies to Persons
residing in Presidency towns of Mumbai, Calcutta and Chenna;,
2. The Provincial Insolvency Act, 1920 which applies to people residing ip
rest of India.
But for minor differences, both the Acts are similar.
Procedure under Insolvency Acts

1. For declaration of a person to be insolvent b
a debtor with inadequate assets for repayme
He must have committed an ‘act of insolvency "

Act of insolvency includes several actions on the part of the debtor like:

Transferring all or substantial portion of his property to a third person with
the intention to defraud or delay his creditors; his property is sold or attached ip
the execution of a court decree; the debtor notifying any of his creditors that he
is suspending payment of his debts; the debtor departs from India or from his
usual residence to delay creditors etc.

2. Petition for adjudication of the debtor as insolvent can be filed in a court
of law by the debtor himself or by a creditor or a group of creditors.

3. Onreceipt of application, the court satisfies itselfabout certain conditions
and adjudges the debtor as Insolvent,

4. On adjudication of the debtor as insolvent, the insolvent’s property
vests in the Official Assignee or the Official Receiver appointed by the
court.

" 5. The insolvent has to file a statement in official form of his financial
position. '

6. The Official Assignee or Receiver proceeds to realise the assets and
distribute the amount available in the following order:

a which
Vency of

Y acourt, a person must he
nt of his liabilities i full,
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(a) Fully secured creditors

(b) Partly secured ¢

(c) Realisation (S
Receiver,

(d) Preferential creditors

o Fc) Unsecured creditors

- 1he msolvent has 1o 4 ly

the debtor ang the nfﬁpp |

the order of discharge.

8. The order of (j
Ischarge makes the debtor free from all of his obligations

on that date ¢
.y Xcept debts to

1 - . overnm .
liability of maintenance. government, debts incurred by fraud and

For the purpose of insolvenc
(@) Voluntary iransfers
without receiving
transfer in consid
encumberance,

(b) Interest can s olai
: If there is sl?rgtlf: ‘CI?I:mcd by the ereditors after the date of adjudication
> 1N the estate, they ca i .
the date of actual payment. Y €an getinterest at 6% per annum till

Distinction between i T

There is a n::'cn ‘Eﬁg“lvc.nc}: oy lnd':”dual anda partnership firm

: jor difference between insolvency of individual i
business 'as.snl? traders and partnership firms. S carrying on
indiTi?iu{:lllstE:JIIZfztl;?}r;irl1s s t.).mwcen privatc assets and business assets of an

. g as a sole trader. Similarly, his prvate and business liabiliti

are also treated alike. For example, if Raman who is a businessman 15 adjud l:;
insolvent and has Rs. 50,000 business assets and Rs.20,000 private assets ghjs
total assets, for the purpose of insolvency, are taken as Rs.70,000. o

In the case of partnership firms, business creditors have first claim on firm'’s
assets. Any balance of assets, after satisfying firm’s creditors are available to
the private creditors of the partners. Similarly, personal creditors of each partner
has first claim over his personal assets. Any balance of assets can be claimed by

the creditors of the firm.

Statement of Affairs and Deficiency Account
Insolvency accounts are concerncd with the preparation of Statement of

Affairs and Deficiency Account.
When a person or a partnership fi

should be revealed to the court. -
(i) Amount of deficiency and (ii) Reasons for such deficiency.

For this purpose, a Statement of Affairs is prepared to show the amount of
deficiency and deficiency account to enumerate the reasons for the d'cﬁmenc;:y.
The statement of affairs should show all the liabilities on the basis of their security

and all the assets at their estimated realisable values.

reditors, to the extent of security
en i - '
penses and remuneration of the assignee-or

PP I'or_ an order of discharge. The court hears
assignee or receiver and if satisfied issues

grpmccedmgs the following are 1o be noted

mn:)i:]opcr.ty by the debtor in the previous two years
slderation are treated as voj .
: oid. The exception i

) . _ eption is
lon of marriage, or in favour of a purchase or

m is adjudged insolvent, the following
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19.3 e tice of any business unil, Whether oy,
" The |mn1‘-ﬂ| il I the assets 10 the balance sheet
vt Show

_ i
¢d by /\QQ()

at the;
. Irh C o\
the T .alisable value of cach and ey, g()(;k =l

PR A8sey
Jinery. equipment, fixtures anq f

) M Turniyy,,, Mog It
unts than their book values. The sung e May r( \

ato three categorics. i.e., good, doubtfy btoy, Qa'ixe
' rsonal knowledge of Wang Sy

on the basts of the per: ivab 8¢ of cach ¢ to bag, i
. ovent, Similarly: the bills receivable likely to p, rpﬂxgeg
by the inso'Y " dbe Jetermined by the insolvent, using hig knq ONoyy, 1

d shou e likel . le .
the criterion. The stocks also a y to realise lowe . dgg M

——
.

)
nerS 15T
partnet 10 estimate

g like macl
r lower amo
I ‘ classiﬁed I

10 clearance sale. isiders must be classified, using the

i -
The ]1ablllthS' i ith mortgage on specific 0
reditor as the basis: Creditors Wi gag p a5sets are fy)), " Ca

: lisable value of their se‘curities is more than the |ogp, amoy Secury
if thp reall lue of the security is less than t'he loan amount, the,, . Ifthé
realisable Vgitors Creditors for wages, salaries, rent and the gove ¢ Par)
Securﬁec;feferen'tial subject to the limits prescribed by the Insoly ey
taxes . ’

€ncy A
other creditors arc un

C
secured. ] | o
. ises due to accumulated losses, loss on realigatj,
Deficiency ark - .
contingent liabiliti |

es materialising etc. Information about the capitg Wit
business was started, losses and gains till the date of adjudication e ih
gains due to realisation of assets has to be gathered to explain ¢ Sop
deficiency.

he caygeg for
All the information about the assets, liabilities, losses and gaing is
i1, the official formats of statement of affairs and deficiency account,

Differences between Balance Sheet and Statement of Affairs:

1. Legal Basis: Statement of Affairs is prepared as per the provisigp of
Insolvency Act. Balance sheet of a sole trader or partnership is not based o
Actof law.

2. Periodicity: Balance sheet is prepared at the end of every accounting year, A
Statemfant of Affairs is prepared by a person who is adjudicated as Insolvent,
3. Capital and Profit or loss: Owner’s capital and accumulated profits or losses

are shown i .
Af}‘airs,wn In a balance sheet, They are completely omitted from Statement of

CCurit

PreSemed

Ilany

4. Recordi !
sheet. s::ai:g]gi?s; isf}hﬁzsegs are shown at book values individually in balance
They are grouped into p Shows book values and realisable values of assets

3. Recording of Liabilirt(']p e.rty, debtors and bills recejvable.
SCparately at book valuesles-Stg?;,alance sheet shows liabilities individually ﬁnd‘
security as four separate g;ou ement of Affairs shows them on the basis of

. S —
2]‘6{?[’6”[131 —at expected values e gl;lly ?CCUI‘ed,. partly Secured, unsecured aﬂd
 -Ists: Balance Sheet s p ot paid.
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7. Deficiency: Balance sheet does not show any deficiency. Statement of Affairs
shows deficiency which is separately explained in deficiency Alc.

8. Assets given as Security: All assets are shown on the assets side in balance
sheet. Assets lodged as security are shown on the liabilities side in Statement of
Affairs, as deduction from the secured loans,

9. Contra Entries: Balance sheet does not show any contra items. In Statement
of Affairs surplus from secureq creditors’ assets is transferred from liabilities

sidet tQ_ﬂSSf{tS side as a ‘contra’ item. Similarly, preferential creditors shown on
liabilities side are deducted as 5 ‘contra’ item on the assets side.

Form of Statement of Affairs

__Statement of Affairs AL\ T P S
Gross Liabilities Rs. | Expected| Assets Book | Estimated
Liabilities to rank Value | to produce
Unsccun.:d creditors Property as
as per list ‘A’ per list E:
Fully secured Cash in hand | .....
.............. credi.tors as Cash at Bank | .....
per list B Investments | ... | ...
Stock
Machinery etc/ .....
Less:
Estimated value Book debts as
of security  |...... per list F:
Less: Amount Good | ...
carried down  |...... Doubtful | ... | e
to list C R— Bad | L
Surplus as per  |[...... Bills of
contra L =4 Exchange as | | ...
per list G:
Partly secured Surplus from
creditors as ! securities in the
............. per list C hands of secured
creditors as
per contra
Less: _ Less:
Estimated value Preferential
of security  |[..... creditors as per
list D as per
contra |
Preferdntial Deficiency
Creditors as as explained in
perlist D |...... List H (Balfig)] | .veeereenee
Less:
Deducted as
. | percontra  |... £ D
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Form of Deficiency Account

Deficiency Account (List H)

AS ONMuicrererarans
. L —
Particulars Rs. Rs. Particulars Rs. Rs.
- M sy, . o ——
Excess of assets over Excess of liabilities
liabilities (capital) |  |-eeeeeee overassets | |
on ... . [loniaiies
Net profit from Net loss from
carrying on business carrying on business
from to from to the
ater | |7 date of adjudication | |7
deducting usual trade
expenses.
Income or profit from Bad debts as per list
othersources. | |77 -7 T N Mt
Deficiency as per Expenses incurred
Statement of Affairs SINCE..cuennes , other
than usual business
""""" expenses 1.€.,
Household expenses.
(Drawings)
Other losses:
Loss on realisation |  [777"
of Assets: | |7T¢C
ANN | MY

Points to note for preparation of Statement of Affairs

1. Unsecured creditors: All creditors who have no specific asset as security are
shown under this list. They include the following:

(@) Sundry trade creditors, bills payable, bank overdraft if unsecured.

(b) Wifesloan,ifit was lent out of her ‘Stridhan’ (personal property). If the
loan is out of funds previously given to her by the husband, it is not to
be treated as a loan at all.

(c) Private liabilities of the owner which are not a part of the balance sheet
given.

(d) Contingent liabilities expected to rank like bills discounted expected to
be dishonoured.

(e) Qutstanding expenses for salaries, wages, rent etc., to the extent of the
amount in excess of the legal limits.
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7, Fully secured creditors: These creditors have securities whose realisable
value is more than the loan and outstanding interest.

(a) If more than one creditor is fully secured, the loans and security value
should be combined and shown.

(b) If second ‘charge’ is given on security to a second creditor who has
only part security, surplus from the security must be carried to list C
from list ‘B’ to the extent of that asset. Any balance of surplus can be

carried to contra if it is from other securities.

(c) Any interest outstanding on the secured creditors must also be deducted
from the amount realised from security.

3, Partly secured creditors: The creditors whose loan is more than the realisable
value of their security are termed as partly secured. The balance of their loan is
shown in the second column. They also share proportionately with the unsecured
creditors from amount realised from assets which were not given as security.

4. Preferential creditors: These are creditors who must be fully paid, though
they have no specific security.

There is some difference between the two Insolvency Acts. The following
are the preferential creditors under both the Acts,

Creditors Presidency Towns Provincial
. Insolvency Act, 1909 Insolvency Act, 1920

1. Amounts due to
Government, State, Fully preferential Fully preferential

Central, local, etc.

2. Salaries 4 months salary or Rs.300 Rs. 20 flat for each
whichever is less for each | person is preferential.
person is preferential

3. Wages 4 months wages or Rs.100
whichever is less for Rs.20 flat for each
each person is preferential | person is preferential.
4. Rent payable One month’s rent whatever
to landlord is the amount is preferential -

- Note: Any salary, rent and wages beyond the limits given above should be
‘added to unsecured creditors in List A.
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) Financial Aceoyng
. :

S: l‘raptm -a‘é per‘l_“ht E: Al astets, except debtors and bills are shown 'ﬂr:re_';_ E
they are ot given as secunty for loans.
(8) All private ascets of the proprietor should also be shown hege
realicable values.
(b) If wife of the proprictor gives up her personal property like _icrn:]l.:,.)._
that is alco included in this list.

6. Debtors: (a) Goods debtors are assumed to realise full amount; ynjqq
otherwise given.

(5)  Doubtful debts, usually realise part amount and bad dehys
L won't realise any amount.

7. Bills of Exchange: Bills in hand alone are shown. Any bills endorsed

or
discounted are not shown in this list.

Points to be noted for preparation of Deficiency Account

1. Excess of assets over liabilities is the capital with which the proprietoe

started his business if it is given. Otherwise, the capital given in the balance
sheet is to be shown.

2. Net profit from carrving on business

(a) If there was profit in one or more years and loss in one or more years in
the past. the total of profits alone should be shown.

(b) Ifthe profit figures are after charging interest on capital, it can be added
| back to the profits or it can be shown as profit from other sources.
. 3. Incomeor profit from other sources
i This includes,
‘1; : (a) Private assets, not shown in balance sheet
(b) Private assets like jewellery of proprietor’s wife, if surrendered by her.
(c) Wife's loan if it is not payable.
i 1 (d) Any creditors giving up their claims
: (¢) Additional capital contributed by the owner after starting the business,
(f) Profit on realisation of any assets
(2) Reserve for doubtful debts
(h) Interest on capital.

4. Excess of Liabilities over Assets: In problems where current balance sheet is
given, without mentioning original starting capital of the owner, capital may b¢..1
debit balance, shown on the assets side. Such debit balance is shown in
deficiency account right hand side.
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5. Net loss from carrying a business

(a) If there were losses in more
added and shown,

than one year in the past, they must be

shown under other incomes on the left hand side

(c) Iftallied balance sheet or trial b
information must be used to
trial balance will be excess cr
be assumed as Net loss from

alance is not given in the problem, given
prepare a trial balance. Difference in the

edit. That is the accumulated loss and can
carrying on business,
6. Losses other than usual business €xpenses [Drawings|

(a) Drawings of different years
figure.

(b) Any amounts given by the owner to his son,
drawings.

7. Other Losses
This includes,

(a) Loss through betting and speculation
(b) Private liabilities, if any

given must be added and shown as a single

wife etc. are also treated as

(c) Liabilities not shown in balance sheet materialising.

(d) Contingent liabilities expected to rank like bills discounted expected to
rank. '
ILLUSTRATIONS

Calculation of preferential creditors
Hlustration 1

What are preferential creditors in the following liabilities of insolvent Bhupesh
according to Presidency Towns Insolvency Act and Provincial Insolvency Act:?

Rs.
3 Month’s salary for 10 clerks 3,600
One month wages of 12 labourers | 1,600
Sales Tax 400
3 Months rent of landlord 600
Income tax 1,000
Wages of four servants 1,400
Salaries 1,000
Municipal tax 400
Wages -] 6,000
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Solution: o B ~hg
SO abilities referential
T} s Under provineial | ( -
Amount partic ulars ,',;_s-ohfe’ncy Act 'I'(,::i‘ I’”ls .:‘;’We b
Rs. — -_,,pf;__, P é;e""y Aet
3600 |Sala®y of 10 clerks ;gg T
1,600 | Wages of 12 labourer 0 1200
400 Gales Tax 400
600 |Rentto jandlord for 3 months NIL o
1.000 |Income ax 1,000 - 1006
1400 | Wages of 4 servants 80 i
400 Municipal tax 400 A0
6,000 Wages 6,000 6,000
1,000 Salaries 1,000 1.000
- - _—
16,000 9,320 _ﬂOL\

R6.16,000 - Rs.9.320
(Total amount paid — pre

Note : Inthe absence of detail
“fully preferenti'al, assu

Calculation of preferenfial and non

[lustration 2
Mr. Deepak filed his petition fo
details of outstanding
@ Salaries of 8 clerks @ Rs.

i) Wagesofa |abourer for the month
Wages of 8 labourers for the month

(iid)
labourer.

(v)
Rs. 800.

(v)

—(vi)

You i
are required to find out the amount of preferencial and non-pre

Rs.6680 List A; Rs.1

ferential creditors = Unsecured creditors as per list A)

5, ‘Wages Rs. 6000’
ming that they are paya

preferential creditors

6,000 — Rs.13,600 = Rs.2.400 Lig; 5

expenses are as follows:
150 per month for each clerk for 3 months.

of August 1994 Rs.120.
of September 1994 @ Rs.110per

Rent of landlord for the months of November and De

,:mount’ due to the Municipality for Rs. 1,000, to t
epartment Rs.2,000 and to the sales tax department Rs. 2,000.

Salaries of two clerks for the month of July 1993 Rs. 500 each.

and *Salaries Rs. 1,000" are shown
ble toalarge number of individuala:

r insolvency on 31st December 1994, The

cember 19%

he income faX

ferencia!

creditors according to Presidency Towns Insolvency Act
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| rential
ol | P forential
. ; = : re eren
[ Pamculars 1 A ’3 ounl cred1t0f S Pcre ditors
: ue . ‘
) Rs. Rs. ____,,Fﬁi-#'
™ Amount due 10 the Government '
or Any local Authority; 2,000 5,000 -
(i) Income tax Dept. ’000 2’000 i
(ii) Sales tax Dept. 2, ’ I,OOO -
(iii) Municipal Dues 1,00 ,
) Galaries or Wages dueto
clerks or labourers
(i) Salaries of 8 clerks for 3
months @ Rs. 150 p-m- 3,600 2,400 1,200
(ii) Wages of a labourer for the '
month of August 1994 120 100 20
(iii) Wages of 8 labourers for the - 7 .
month of Sep. 1994 @ Rs. | 10 880 . 800 80
per labourer. -
(iv) Salaries of two clerks 1,000 - - 1,000
(for July 1993)
(3) Rent due to landlord (for two months) 800 4OQ 400
| | 11,400 ~8,700 2,700
nths

| because they are not within 12 mo

Note: Salaries for July 1993 are not preferentia

pefore the date of Insolvency.

ous creditors under Lists A, B, CcC&D

Vari

Mlustration 3 | | _
Mr. Umesh of Madurai consults you for preparing a statement of affairs. How

will the following items appear in the various lists 7
(i) Private Jiabilities Rs. 20,000.

(ii) Unsecured loans Rs. 4,00,000 |
(iii) Loans from Guru Rs. 1,20,000 secured by plant & machinery. The

estimated value of plant & machinery is Rs. 1,10,000 (Book value

Rs.1,16,000)
(iv) Bills discounted Rs. 16,000 out of which bills of Rs. 10,000 are expected

to be dishonoured. |
(v) Loans from Pawar secured by first mortgage on life insurance policy

Rs. 80.000. Surrender value of life insurance 1 '
. ! policy Rs. 1,00,000.
((xg tand lford Rent for 4 months @ Rs. 150 per montl}: due.™
(Vi) Loan from Ram Rs. 70,000 on life insurance
e aboreis sec;ured by second charge on life insurance
| (V({H) Rates and taxes Rs. 800. N
ix) Bank overdraft =
aft Rs. 60,000 secured by personal guarantee of a friend of
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(x) Loan from wife Rs. 30.0
father.

‘

Financial Accoyp
. » ln 1]
00 out of which she received Rs. 16,000 from} §

r

ant for 6 months for 3 sery

-
s
-
Ay
"z

o R, 30 per month perSErYE ; ants, ¢
() W i;gc...\ @"_‘R[;:"JSO%}CT month per clerk for 7 months for 4 clerks, 1\
(xi) Salaries (@ Rs-= f
(xiii) Bills Payable Rs. 8.000. 3:1
Solution: ey ® Al ~ar in the list /
, o above illustration Wil appes IS AL B, Cqy I\
Various items gn‘clnl ll:\ ::t,;:r:“,:u o given below: et ce UnEshis fom Madu:-:,{: D ;'4
N nu \'iﬂClﬁ SC - Gl " CAY . v
acconding t0 PROVINEIEE - d Croditors asper List A l
- Expectedi, |
(;ms.\ Rank (Rs.) ‘
S e [
m Unsecured Loans 4‘28.000 “
20,000 | Private Liabilities : ; 000 |
16.000 | Bills discounted ) 0,000
600 | Rentof Landlord (for 4 months unsecured) (150 x 4) 600
60.000 | Bank Ox'enim.ﬂ ?2-000
30,000 | Loan from wife 000
150 Wages (30x6x3)= Rs. $40. (540-20 )= Baeat 130
5 520| Salaries (200 7x4) = Rs. 5.600. (5,600~ 20x4) = Rs. 5520 3,520
8,000 Bills Payable _ 8000
-_— 9
540,600 | 5.20,600
Fully secured Creditors as per list B
-
Rs. Rs,
80,000 Loan From Pawar 80,000
Less: Estimated value of securities 1,00.000
Surplus carried to List *C’ 20,000
Partly secured Creditors as per List ‘'C’
Loan from Guru 1,20,000 |
“Loan from Ramu 70,000
1,90,000 1,90,000
Less: Estimated Value of
Plant & Machinery 1,10,000 {
Surplus from List B 20000 1,30.000 | 60,000
|
Preferencial Creditors as per list ‘D’ |
800 Rates & taxes 800
60 Wages (20 x 3 =60) 60
80 Salaries (20 x 4 = 80) 80
940 Total 940
B
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19.12

Treatment of specifieq items
Illustration 4

A i[ow Will youtreat the following in the statement of affairs and deficiency
c?

. 50',000 of the insolvent inclucle Rs. 6,000 Stridhan
ate liabilities are R, 30,000.

tran.sferred his private cottage of Rs. 36,000 to his
Cration of her marriage.

of his wife and priv

(iv) The insolvent hag

daughter in consig
Solution:

in List ‘A”,
(i) Any ass.et tran§ferred without consideration within two years before the date of
declaration oflnsolvency, can be taken back fi

OT payment to creditors, hence the
__ amount of Rs. 60,000 for house will be recorded in List ‘E".
(iii) Rs. 6090 Stridhan of wife will not be recorded in List *E’. Only Rs, 50.000~
6,000 i.e. Rs. 44,000 wil| be recorded in List ‘g, His private liabilities of
Rs. 30,000 will be recorded in List ‘A,

: : The difference between Rs. 44,000 and
Rs. 30,000 i.e. Rs. 14,000 will be recorded as surplus in the left side of Deficiency
Account, '

(iv) Thisamount of Rs. 36,000 will n

; either be recorded in statement of affairs nor in
deficiency Account,

Preparation of statement of affairs of sole trader
Iltustration 5

Mr. Chandran of Calcutta finds himself insolvent on 31.12.93. His position
was as follows: ‘ '

Leasehold property Rs. 10,000 (estimated to realise Rs, 9,000)

Plant & Machinery Rs. 4,000 (estimated to realise Rs. 3,000)

Stock in trade Rs. 2,000 (estimated to realise Rs. 1,400)

Book Debts  —Good Rs. 6,000 :
—Doubtful Debts Rs. 500 (estimated to realise 50%)
—Bad Debts Rs. 1,400

Billsinhand —Rs.375.

Life policy for Rs. 2,500 whose surrender value is Rs. 500 is held by

insurance company against a loan of Rs. 200. :

Household furniture Rs. 360; houschold debt Rs. 290.

Bills discounted Rs. 600 (Rs. 200 likely to be dishonoured).
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Cash in hand Rs. 10.

Bank overdraft secured by personal guarantee of Chandy,,,,
aschold Rs. 5,000, '

and second mortgage on le
Unsecured creditors Rs. 15,000.

Loan from Nathan Rs. 250 secured
Ground Renton |caschold for three

He could not p

| Rs. 5.000,

o N

~ Finaneiy) Ay,
- /)Umi‘h,,

7
brogh,.,

by second charge on ife .
[
months accrued Ry, 95 Y.

ay his office clerk's (two in number),

Salaries for six months, Rs. 150 and also rates and taxes amourting ¢,
2 4)

Rs. 150.
Prepare a statement of affairs. . [Bharathidasan, B.Com., Nyy, 5, I
Solution:
Statement of affairs of Mr. Chandran as on 31.12.93
Gross Liabilities Expected Property & | Book | Erperyyy,
Liabilities to Rank Assels | Valve | progy,
Rs. B Rb;-_“_ 2 R" i 7R.‘>, s B
15,957 Unsecured Property
Creditors as per | asperList'E"
List ‘A’ 15,557 CashinHand| 10| 1
5,450 Fully Secured Stock - 2,000 40
Creditors as per Machinery | 4,000 300
List ‘B’ 5,450 Fumniture | 360 1%
Less: Estimated Book Debts as
‘ value of per List ‘F’ ‘
Securities 9,500 Good | 6,000 6,060)
| Surplus 4,050 Doubtful 500! 250
Less: Amount Bad - 1,400 .
thereof carried Bill of Exchange |
to List ‘C' 4,004 as per List ‘G’ 375 E 375
Surplusasper | Surplus as per { i
contra 50 Contra ' l 50
5,000 Partly Secured I
Creditors as 14,645 11,445
per List *'C’ 5,000 Less: Preferential ;
Less: Estimated | Creditors ;
Value-of _ﬁ(l(.), 1,000 ! as per Contra ‘ '____,25—-3-
Security | | | 11,187
258 Preferential 258 | Deficiency as per |
Creditors as per List ‘H’ ‘r ’ 5,370
list 'D' | | |
" [Deducted as i '
per contra] 258 5
R Nl | —
26,665 16,557 | 1657
el
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Insolvency Accountg

19.14:
working Notes:
(i) Caleulation of Unsecured Creditors as per List ‘A"

Rs.
(@) Unsecureq Creditors 15,000
(b) Bilis discounteq (likely to be dishonoured) 200

(full amoun of Rs. 600 appears under gross liabilitjcs)
(©) Household dopys 290
(d) Salary of two clerks (150 X ‘2—) 50

6
(e) Outstandmg rent (two months rént Is not preferential)
2
e) | 25 x —-J
15,557
(ii) Calculation of fully secyreq creditors:
(@) Loanon mortgage on lease holq 5,000
(b) Insurance Company (As the surrender valye
of Rs.500 both Mr. Nathan and Insurance Company

can be fully covered having surplus of Rs. 50) 200
(c) Mr. Nathan 250
l 5,450

(1ii) After meeting the first charge on lease hold
sufficient to meet the Bank
Personal guarantee of Cha

» only Rs. 4,000 is left which is not
overdraft fully. As such, bank will be partly secured.
ndran’s brother cannot be considered at al|.
(iv) Calculation of Preferential Creditors

1
(@) Outstanding Rent (25 N E) 8
4 -
(b) Clerk's salaries ISOXE -1 10
(c) Outstanding taxes I_S(E
258

Note: In the above problem, Presidency Towns Insolvéncy_r Act 1909 has been applied
becat;se the insolvent debtor resided in a presidency town. i,e, Calcutta.
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e
_— . Ae of wale trader "iling

) e e S \ 0 airs ;
from the following rﬂﬁful:f:?“‘ e iy d'31?ci£‘11<;..-
{ Mohan who 18 &7 § fitors partly secured Rs. 3 |
N ecured Creditors Re 301000 20 0 T torealive y o okt
writy of the value of Re 16.200 ahich _ﬁ csnm.‘“h to realise only Rg 12 00
socunty of the 1 o0y, Balis Receivable discounted R 4 ] 20 (upen i :
' .|!'(h

seferentinl creditors Re 1. I S
£ here will Be liability of Rs 360): Stock :n trade Rs 0,020

ik e ted that b .
e 16.000). Book debts: Good Rs. 15,7200 doubtty] ang bag

ated 10 realisd 2 S
ated Vi o realise R 1%4) [ and and Buildings Rs. 16.000 (estimay
Machinery Rs. 25,000 (estimated to realy ,;c ;:

debtor:

pccount ©

{estim
Re 1,300 [c-‘-;hrnmed

(o realise Ry 10.000), Plant &

. 4
11.000), Cashin hand Rs.% b il of RS, S
hl]‘-‘. < ﬁ\.c }‘car': “‘_h"\‘ \""h a CJ;"H.\‘ Ot R.\. .“n_nﬂﬂ: rhc 'l'-ldinn‘

cital at Rs 3,000 per year resulted inaprofitof Rs. 1204
240, Rs. 900, Rs. 1,000 and Rs. 1,400 fn;lhe
drpwings were at the rate of Rs. 1.800 a year and  there wag

subsequent vean. Hie ' : -
a speculation loss of Re. 3,180 dunini the whole period of five years.

He started

after charging yterest on A

'”T lh(. !‘lf‘-"i '\'car ;mi borssCs l‘r R‘

Solution:
Statement of Affairs as al e
(s Liakiites Estimated 1 Ascets Book F.tb ";
Liahilities runk Value  produce
Rs - I _,..._._..__-.E.L_. e —————t— Ras, | Re
34220 Unsecured Property as per '
 creditors as pet List “E":~
| List "A' 30,660 Cash in hand ' 4 :
| Fully sccurod Stock intrade | 20,020 16,000
- creditors as pet .
| List "B’ -
3!!.Ibﬁ1| Partly secured Plant &
creditons as Machinery 25,000 11,000
| ListC 38,160 Land & .
Less Esumated Buildings 16.000 10,000
value of Book debts as per
| of secunties 12,000 26,160 List 'F':-

1.000  Preferential | Good 15,720 15,720
creditors as | Doubtful 1,300 156
per List ‘D" 1,000 & Bad
Deductedas Bill of Exchange

j e 1,000 | as per List °G’ - -
N 78,040 534
Less: Preferential
creditors

| as per contra - 100
| ' 5204

| | Deficiency s per .
e | List H 4,740
73,380 - 56820 | T
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[nsolvency Accounts 19116

——————
Working Note: Unsecured creditors as per List A

Gross Estimated to Rank
S SR W Rs. Rs.
Unsecured Creditors 30000 T 300000
Bills Receivable discounted 4|120 ‘560
34,220 30,660
Deficiency A/c (List ‘H?)
Particulars Rs. Particulars Rs.
——
Excess of rfsscts over Losses from business 4,040
Liabilities i.¢., Capital 50,000 (740 + 900 + 1000 + 1400)
profit (Ist year) 1,204
[nterest on Capital 10,000 | Drawings 9,000
(Rs. 2,000 x § years) (Rs. 1,800 x 5 years)
Deficiency . 4,740 | Bad debts (1,300 - 356) 944
(as per statement of affairs) Other Losses:
Stock 4,020
Plant & Machinery 14,000
Land & Buildings 6,000
Bills discounted
& dishonoured 560

Security (Partly
secured creditors)
(36200 — 12000)  24.200 |

Loss in speculation 3,180 | 51,960

T

65,944

[llustration 7
Prabu filed a petition in bankruptcy on 31.6.91. His books showed the following

in balances: Rs. Rs.
Capital 3320
Cash in hand 20 _
Fixtures & fittings 500 -
(estimated to produce Rs. 160)
Stock in trade _
(estimated to produce Rs. 2,400) 3,600 -
Bank Overdraft - | . 2400
Sundry Creditors:— _
Trade Creditors - j%
Bills Payable - e
Mrs. Prabu =
Sundry Debtors:—
Good 2000
Doubtful (estimated at 50%) jggg
il 410 | 14120

e ——

Total

—— —
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19.17 0. expected to rank Rs. 200
B s discot™ od Rs. 1000- XP7 ank Rs. 200, "ty
ik an out of money given o her by Praby g g

. ]rl'

{jability on b A Joal
eapu was 4100 T g valued at RS 500
due 10 e ‘r |d furniture olc. Was Vfllmfl l ',Elc owned g o,
H <hou.~chot qee on 1t Rs. 1,200 at 4%. Intere IS¢ vy,
R 11,500 having 4 nortgds €t paiq upidh'“d
at Rs. 100 ; 0
‘ 30 e cembcer ; ) [
cwdlpg .:11l:1lll{td| ors ummmtcd (o Rs. 70 (included in sundry credit, ¢
preferent . rs).
o the houst: ) ) ang
Rs. 30 fo;'t ;[:::l[’lc: 0 |l nd deficiency Ac. [Madras, B.ComApri| w71
Preparcd gratement of affairs nﬁiﬂf‘_s on 30.6.91 Figy
tion: —T . : -
g?'h’j”/’u/amf Es!imalcd Property | Book "‘}-—-\
Gross 10 Rank & Assels - Value foneﬁ‘fed'
iabilities | Rs Rs. | Rs, Prody,
Rs /‘” Property as Rs
<1730 Unsecured 10,539 ‘i {E o~
1.7 ( per List E:-
Credljfotf‘f:’f Cash in hand 20
r LIS Stock in trade 3.600 )
1.224 | E“Eglsc::;cs Fixture & 240
redito fittings 50
er List ‘B’ ]1224 0
Less: Estimate Ejomuisf::_zld 16
Jue of B
::curity 1,500 Book debts as 500
quplusas per list F:-
per contra 276 googtf | 2,000 2,000
= partly secure B ({’i“ u 4,000 2000
' creditors a5 per a 4,000 )
List °C’ . Surplusas
100 preferential per Contra - 76
Creditors a5 per | -
List D’ 100 , 14,120 135
Less: Preferential
per Contra 100 as per contra | 100
\ 7—25
- Deficiency as | | :
per List ‘H’ | | 30
13,054 10,530 l | 1033
Deficiency_ Ale (List ‘H’)
Excess of assets OVEr liabilities 3,320 Bad debts as per List ‘F’ | 6,000
i.e. Capital Other.Losses:—
Surplus from Prabu's Estate LLoss on realisation of:
Household furniture 500 fixture & fittings 0
House =~ 1,500 Stock in trade _LZQQ '-340
Less: Rates 30 | oss on Bills discounted n
' 1,470
Less: Mortgage together
with interest 1,224 246
Exe-mlption from Mrs. Prabu's Loan 400
Deficiency (as per statement of
‘ : affairs) 3,274 /)/Nﬁ
/

T
A
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Insolvency Accounts _ 19.18

Working Notes: il

(1) Mrs. Prabu cannot claim the amount due to her since the loan is out of money |
given to her by the insolvent, !'

(2) Unsecured creditors as per List "A'

Gross Net. !
Rs. Rs. ’
3.930  Trade Creditors (4000 — 70 preferential creditors) 3,930 j
4,000 Bills Payable 4,000 ;
2,400 Bank overdraft 2,400 |
1,000 Bills discounted expected to rank 20.0 F
400 Mrs. Prabu Nil ;
11,730 10,530

(3) Fully Secured as per List ‘B’

Amount | Value of Security
Rs. Rs.
Mortgage on house 1,200 =
Interest @ 4% p.a. on Rs. 1,200 for 6 months 24 1,500
(4) Preferential Creditors as per List ‘D’ Rs.
Included in trade creditors 70
Rates on the house 30
100
[llustration 8
Mr. X is insolvent. He supplies to you the following information as on 31.12.92.
Rs.
Cash in hand 1,000
Creditors for goods 5,25,000
Salary due to clerks 7,000
Taxes due to Government ’ 21,000
Bank loan secured by lien on stock of the
book value of Rs. 3,50,000 1,75,000
Fumniture (Expected to realise Rs. 350000 70,000
-Stock (Expected to realise 60%) 5.25,000
Book debts (good) ' 70,000
Book debts (doubtful, expected to realise 40%) 1,75,000
Bills receivable (Rs. 52,500 bad) 87,500
Bills discounted (Rs. 35,000 bad) 1,05,000
Loan from Mrs. <X’ 1,75,000

Mr.X" started business six years ago with a capital of Rs. 4,37.500. He drew
Rs. 37*500 each year for private purposes but did not maintain proper books of
accounts. Mrs. 'X' gave up her Jewellery valued at Rs. 70,000 to the receiver.

'[Bharathiar, B.Com., April 2001 (10 Times)]

) . _—
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Solutiont
Working Notest (1

Cash
Furniture
Stock

Debtors
('7”.00(\ | ,'lﬁ.ﬂl]l\)

Bills Rt‘\flﬂi\'llhlt‘ ‘
Drawings

($7.500x 0 is.)

(.ii] Caleulation of

Gross
Liabilities
Rs.
6.30,000

28,000

6,58.000

i .'N.\':‘(‘Hl'l'l“ e

Trade Creditors

Tyinl Inln
Dehil
Rs.
1,000
70,000
5.'.’.5.0(){]
2,45,000

87,500
5.25,000

4,53,500
litors: -

Linbilities lor bills discounted

Statemen

Liabilities

Unsccured Creditors
as per List ‘A’

Fully Secured creditors |
as per List ‘B" 1,75,000|

Less: Estimated value

of securities 2,10,000

(3,50,000 x 60%)

Surplus as per
contra

Partly secured
Creditors

as per List *C’

Preferential creditors

as per List ‘D" 28,000

Deducted as
per contra

35,000

28,000

| - 1
| Expected
L fo rank
| R,

15.60,000

|

I

Finaneinl A,

A

Creditors
Outstanding Salary
Outstanding taxes
Bank Loan

[onn from Mry, *)

A

Capital

Accumulated profit(Bal fig)

(rrosys
Rs.
5,25,000
1,05,000

6,30,000

{ of affairs of Mr. X ns on 31.12.92

Property
& ossets

Property as

per List 1"

Cash in hand

Stock

Furniture

Jewellery from

wife

Book debts

as per List ‘-
Good
Doubtful

[I,?S,OOU % 4—0)

100
Bills Receivable
as per List ‘G’

Less: Preferential

15.60,000

Surplus from contra

creditors as per contra

Varlue

70,00

1,75,00

Deficiency as per Lisl&‘H'
|

ook

_ Rs.. |

1,000
l.'IS.OOg

70,000

87,500

5,78,500

uuunnn“

Expectely,
Rank (Rs,)
5,25,000

) 35,000

56006

—_—

Expected
10 produce

Bs.

1,000
1,05,000
35,000

70,000

70,000

o 70,000

35,000
3500
421,000

2300
393,00
10t
5!60'0_00

!
L

-
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[nsolvency Accounts 19.20
Deficiency A/c (List ‘H')

ecess of assets over liabilities Bad deb

Excess : ad debts as per List ‘F’ 1,05,00
i.c., Capital 4,37,500 | Drawings 57 000
Profit (as calculated (87,500 X Gyrs)
in trial Balance) 1,13,000 | Other Losses:
Income or ProﬁE from Loss on realisation of:
others sources since 1.1.86 70,000 | Furniture 35,000
(Jewellery from wife) Stock 2 10,000

Exemption from Mrs. X's Loan 1,75,000 | Bills Receivable 52.500 ~ 2.97.500
Deficiency (as per 1,67,000 | Loss on bills discounted 35,000
statement of affairs) ,

9,62.500 9,62,500

e —

Note: Itis assumed that loan from wife (Mrs. X) Rs. 1,75,000 has been given by her out

of her husband's money.
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