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PREFACE

This book deals with the topics in ‘Advanced Accounts’ inciuded in the syllabus for the
Third Year of B.Com., course offered by the Andhra Pradesh Open University. These topics
generally cover the core area of the subject to be studied in the third year of the three year
degree course in commerce. The syllabus for the sake of convenience is divided into blocks, each
of which comprises a number of units. Each block generally covers a specific area of the subject,
The Units are prepared by specialists in accordance with a format so designed as to enable the
student to read and understand them without much difficulty. Each unit begins with a statement _
of its objectives followed by synopsis. And at the end of each unit assignment intended to test the
student’s comprehension of its subject matter is given. Technical terms with which the student
may not be familiar are given at the end of each unit under the head ‘Glossary’.

Tlie purpose of introducing this course is to ensure that the student on graduating from the
University will have acquired adequate knowledge in Accounting matters of the Business and
Non-Business concerns. :
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BLOCK-I : ACCOUNTS FROM INCOMPLETE
| RECORDS

UNIT-1 : SINGLE ENTRY SYSTEM
Contents
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1.12 Glossary

1.0 AIMS AND OBJECTIVES

The aims of this unit are to expose you to the concept of single entry, different ways of mamtammg
accounts under single entry system and the features and defccts of single entry syste

After going through this unit, you should be able to:

define the tcrm single entry system

‘explain the ways in which the records can be maintained under single entry system

list out the reasons for the incompletion of records

identity the features and defects of the single entry system.

L1 INTRODUCTION

In double entry system the fundamental principte is that “every debit must have a corresponding
credit”, In that system the two fold effect, ie., the receiving and giving aspects of every business
transaction are recorded in two different accounts. In contrast to thxs the single entry system
falls short of double entry system in practice.

Single entry system is foilowed by certain business people, who for their convenience ignore the
strict rules of the double entry system and only maintain the bare essential records. In other
words, under this system some subsidiary records and some ledger accounts are not maintained
which are required to be maintained under the double entry system. Thus, the single entry
system is “a defective double entry system adjusted to the convenience of the owner”.

The expression single entry system is a misnomer. It is neither a system nor does it mean
that only one aspect of the transaction is recorded. In a nutshell “if is incomplete, inaccurate,
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unscientific and unsystematic sivle of aceount keeping”. Therefore, the accounts prepared under
the so called single entry systers are generally referred foas “Accounts j:om Im'omp-’ere Rewrds"
The expréssion single. entry i- ‘used 1o’ denote the mwmpletn ‘records or defective doubi\, v ntrv
In other words, what can not be strictly considered daqb!e_ entry: by‘stem, is referred to as single
entry system. - : : ' B '

1.2 DEFINITIONS

Some definitions are given below tc further explain the meaning of smgle entry

According to Carter “Single Entry is a method or . variety of methods employed fur the
recording of transactions, which ignore the two-fold aspect, and consequently fail-to provide the
businessran with the information necessary for him to be ab!e‘to ascertain the position”.

According to Hrushikesh Chakraborthy, single entry is a m:xtuxc of doub!e entxy, smglc entry'
and no entry”,

- E.L. Kohler defines it as “a sysiem for book- -keeping, in, which as a rule, only records of cash
and of personal accounts are maintained, it is always incomplete double entg/, Varymg ‘with
circumstances”, ) o R o P -

It should be obvious from the above definitions that the single entry mgnores the rules of double _
entry; it has no common method followed by the businessmen who adopt this $o cal!ed syetem .
Further, there are no fixed rules for maintaining the records under the single f.ntry system i d
each businessman foliows a way which is convenient to him.

i « N B P AT
SRRt P P A Y

1.3 DIFFERENT WAYS OF MAINTAININ (x RFC ORDS UNDER SIN GLE
ENTRY:  =eern

i et e

As there is no common method o1 hxed rules for mainfaining records under this system, we m:v.
come across a variety of ways in which the records are maintained. Thus only personal accounts
may be maintained but not other types of accounts or personal accounts and real accotnts may
be maintained !eavmg nominal accounts or cash account/book and  personal accounts alone may
be maintained and so forth. Hiwever, the last mentioned typc is found to be more popular than
the others. One common feature of these different ways or methiods is that trial balance’ cannot
be prepared as the complete doubie entry mformano,n is not recorded.. Consequently, records
are mcomplete

1.4 REASONS FOR RECORDS BEING INCOMPLETE

The records are incompiete due 1o a variéty' bf :reésms. It .'rhay. b«., taht.

) due to lack of proper knowledge of double enm system the records are rnamtamed in
a haphazard and disjoined manner, : : o

H} on account of very small nature of business, a full fledged double eniry system is not

© followed, S | S

iiiy due to some accident or fire etc., the records which have otherwise been kept on double
entry system are partially destroyed, ‘

iv) due to praétxcai convenience, only bare records which are necessary 10 carry oan the

business, dare maintained; for example, debtors accounts ang cred:uors accounts are
maintained,

3]




1.5 SALIENT FEATURES OF SINGLE ENTRY SYSTEM _

.......

ooooooo

ooooooo

.......

1. This system is generally followed by small organisations. Sole trader &:oh_cérn‘s, partner-

ship firms and many of the non-trading” or non-profit organisations may keep books
under this system. Joint stock companies or corporate bodies cannot kéep books under
single entry system, because of legal provisions requiring them to-maintain the books
under the double entry system.

. Under this system, generally the personal accounts of debtors and credltors are main-

tained. Credit-sales, Credit-purchases, receipts from and payments to, are recorded only
in those accounts but their correspondmg entries as required by the double entry system

"may not be recorded. Moreover the real and nominal acceunts are not maintained.

It is also common to keep a cash book, or atleast a cash account. But it may have a
mix up of busmess as well as private transactions.

' 'Generally, there may not be ‘uniformity i in recording the transacuons. For some of the

transactions double entry is adopted (e.g. cash received from a debtor. is entered in
cash book and also in the debtor’s a/c.), but for some of the transacnons, only one

. aspect is recorded, i.c., Single entry, (e.g. -, creﬁt purchase is entered in the ,credltor ]

account only), and sorne other transactrons may not at all bc entered ie., no entry,
(e.g., depreciation, bad debts).

Even though real and nominal accounts are not maintained, major part of the information
can be gathered from vouchers, receipts, invoices, cheque counterfoils, etc.

Check Your Pro§réss -1 _ _ _
a. What is smgle cnrry sjstem? : .

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

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

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

1.6 DEFECTS OF SINGLE ENTRY SYSTEM

2.

Single entry entry system has many defects which are listed below :
i

Trial Balance cannot be prepared : Since both the aspects of all the transactions are

‘not recorded, the arithmetical accuracy of the books cannot be checked by preparmg' ‘

a trial balance.

Trading and Profit ard Loss Account cannot be prepared :  In the absence of nominal
accounts trading and profit and loss account cannot prepared. Hence, the gross profit
and the net resuit of the businiess activities {nef profit) cannot be accurately known.




3. Balance Sheet cannot be prepared : As there are no real accounts balance sheet
cannot be readily prepared.

4. No correct price of the business is available : In the absence of proper accounts, it is
difficult to fix the proper value of assets, especially of goodwill, at the time of sale of
the business. : ‘ '

5. Scope for Errors : Since single entry system itself is unsystematic there is great scope
for the commission of errors. When errors are committed it is very difficult to detect
them. It is also not known whether errors are committed or not, unless they come to
our notice. C : : :

6. Scope for Frauds : Since checks and counter-checks in the form of doi_.xble entry are
not available, it is easy to to commmit fraud or misappropriation and difficult to detect
them if committed. - -

7. Inadequate Information : As there is no recorded evidence for certain itc#zs, the
final statements have to be completed with whatever information that is given by the
businessman. '

8. Unsci'en_tiﬁc‘ Method: The result of business activity i.e,, proﬁt is soﬁg_ht to be calculated
on the basis of the differance between assets and liabilities which is unscientific and
and also unréliable, since the analysis of it is not available,

9. Causes for Profit not known : The profit thus ascertained does not provide the
‘ necessary statistical information regarding the causes and sources of profit or loss. This
hampers comparison, planning, evaluation, control and sound decision-making.

10. Scope for doubt : As single entry records are unreliable, any information obtained
under this will not be free from doubt, and hence does not carry conviction. Only the
mformation taken out of books of account kept on double entry system would carry
conviction. '

Inspite of its defects, this system is followed due to simplicity, convenience and less cost.

1.7 METHODS OF ASCERTAINING CAPITAL AND PROFIT

When books are kept under single entry system, profit made during the year and also the
networth of the business is ascertained by one of the following two broad methods.

1. Capital Comparison Method.

I1. Conversion Method.

These two methods will be taken up in the following two units in that order.

1.8 SUMMING UP

The fundamental rule of double entry system is that every debit must have a corresponding
credit. Single entry system ignores the rules of double entry system. It is therefore, a defective or
an incomplete double entry. There is no common method or fixed rules for maintainirg records
" under the Single Entry System. We may come across a variety of ways in which the r  ~rds are
maintained by the businessmen adopting it.

The Single Entry System ignores the two fold aspect of the double entiy system, and consequently
fails to provide the necessary information. The accounts prepared from such incomplete records
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are also called ‘Accounts from Incomplete Records’. The records are incomplete due to.a variety
“of rcasons, such as lack of proper knowledge of the double entry system, the smallness of the
business concerned and the destruction of records. This system is generally followed by small
orga'nisatibns. Joint stock companies or corporate bodies cannot keep books uner the Single
Entry System because of legal provisi(;ns requiring them to maintain books on Double Entry
System: Under this system, generaily the personal accounts of the debtors and creditors, and
the cash book are maintained. '

Single Entry System has maniv defects such as:

a) Trial Balance can not be prepared.

b) Trading, Profit and Loss Account, and Balance Sheet can not be prépared.

¢) 1In the absence of proper accounts, correct price of the business can not be .calculated.
'd) ‘There is scope for the commission of errors and frauds.

e)" _As single e'ntr'y records are unreliable, any information obtained from them will not be
free of doubt and hence does not carry conviction.

There are two methods of ascertaining the capital and the profit under Single Entry System viz.,
Capital comparison Method and Conversion Method.

%

f? 1.9 CHECK YOUR PROGRESS : MODEL ANSWERS

1 (a) itisamixture of double entry, single entry and no entry. In other words, it is a defective
double entry system.

(b) The following are the features of single entry system:
i) Corporate bodies shall not follow this system.
ii) In most of the cases, only personal accounts are maintained.
iii) A cash book is kept clubbing both pusiness and private transactions.
ijv) There is no uniformity in recording the two fold aspect of various trasactions.

v) The information in respect of real and nominal accounts is ascertained from
vouchers, receipts, invoices, counterfoils, etc.

1.10 MODEL EXAMINATION QUESTIONS

A. Answer the following in 30 lines each.

1. What do you mean by single entry system? What are its defects?

2.. What do you mean by ‘Accounts’ from Incomplete Records? Why records are incom-
plete?

B. Answer the following in 10 lines each.

1. What do you mean by single entry system?
2. What are the features of single entry system?

3. 'What are the various ways of maintaining records under Single Entry System?
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UNIT-2 : CAPITAL COMPARISON METHOD
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2.0 AIMS AND OBJECTIVES

The alm of thls umt 1s to acquamt you with the manner in which the profit to be ascertamed by
comparmg the i prtd!s at two points of time,

After-going- through this unit, you should bz able to e -

. ascertam the capltals at the begmnmg and at the end of rhe year

— . find out the profit by preparing rtatement of profic and loss,

2.1 INTRODUCTION

Even though the accounts are not mainiained properly and corh'plctel'y“the businessman would
like to know financial result of his business activities besides the financial position. This is
possible by following either the capitil comparison method or the conversion method. In this
unit we present the capital comparisen methad.

Capital Comparison Method is also Lnown as Net Worth Method or Statement of Affairs
Method. . :

As we know, profit increases the <apit.], and loss recuces the Cdp]tdl Proﬁt therefore, can be
calculatad by comparing the capital at the end and that at the beginning. This is the reason
for naming this method, as Capits! Comnarisun Method. The excess of closing capltai over the
opening capital can be considered as profit. On the other hand, the excess of opening capltal
over the closing capital is joss. However, it must be remembered that, the i increase in the closing
capital may be due to the addition of cap; tal or the decrease in it may be due to drawings.
Therefore, to get a correct picture these adinstments have to be made in the capital at close.
The éxcess of adjusted closing capial over the capual at the beginning, represents profit.

But the word capital may be mlsreadmg here, sino# it inciades retained earnings or internal
reserves, it any. Therefore, the nct worth concept is more appropriate here. In fact, the word
capital is used here in the sense of net worth. Net worth is the difference between total assets
and total outside liabilities. That is why this method is also called ‘Net Worth Method’. In this
method,. the formula for determining the profit is shown hataw:




Additional Capitat or

capital or .- capital - o net worth at.
Profit = J Net worth + Drawings — Introduced. the beginning
at the end {d) during the ( NW, )
[ (NW)) year
©

I (NW, +d -~ ¢) = NW,, it means, there is no profit no loss.
if (NW; +d — ¢} is more than NW,, it means profit.
if (NW) +d — ¢) is less than NW,, it means loss.

In this method, profit or loss can be ascertained by pﬁ:paking. (i')“two Statg:mcilts_ of Affairs, one
at the beginning, and the other at the end; and (ii) a statement of profit and loss.

2.2 STATEMENT OF AFFAIRS

Capital (Net worth/Net assets) is the difference between the total assets and total outside
liabilitics. Therefore, to know the net worth at the beginning and at the closing, one has to
prepare a statement showing various assets and outside hablhtlcs Such a statcment is called
“Statement of Affairs” which is similar to a Balance Sheet. It is not called balance sheet because
it does not contain the list of balances of accounts as there are no ledger accounts as such. It
contains both actual book figures in respect of some cases and estimates in respect of some
other cases,

As the profit is ascertained by comparing the closing and opening capitals, which are found out
by preparing two statements of affairs, this method is also called Statement of Affairs method.
For the purpose of preparing a statement of affairs the following items are generally taken from
the source mentioned against it.

i) Cash balance - from the Cash Book

i) Bank balance - from the Pass Book

iii) Debtors and Creditors totals - from the Personal Ledger Accounts.

Iv) Stock - by actual counting and valuation

v) Fixed Asset Accounts - by physical counting and valuation

vi) Outstanding, Prepaid expenses, Income earned but not received or received in advance
- through records, if any, or from what the proprietors remember.

2.3 STATEMENT OF PROFIT AND LOSS

By preparing one statement of affairs at the beginning and another at the end of the accounting
period, we can know what the capital is at the beginning as well as at the end. Drawings during
the year are to be added to, and additional capital introduced during the year is to be subtracted
from, the closing capital. Then the opening capital is subtracted from the adjusted closing capital
to get the profit (subject to other adjustments, if any). The profit thus ascertained may be subject
to certain other adjustments such as - (i)'interest on capital and drawings, (ii) depreciation on
assets, (iii) provision for doubtful debts, (iv) outstanding incomes and expenses, (V) incomes
received in advance or prepaid expenses etc., which are not taken into account while preparing
the statement of affairs. These adjustments should also be made in respect of the profit, which
itself is subject to adjustments, so as to arrive at the net profit. All these adjustments are done
in a separate statement known as Statement of Profit and Loss.




Check Your Progress - 1

What is the main difference between Balance Sheet and Statement of Affairs?

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

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

Check Your Progress - 2

How do you treat drawings and additional capltal mtroduced during the year in the statement
of profit and loss ?

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

L R R T T R T T

Steps under Capital Comparison Method
The steps or Procedure involved in the calculation of profit may be summarised as below:
‘1. Calculate Opening Capital : If opening capital (or net worth or capital fund) is not given,

calculate it by preparing an opening tiziement of affairs. The difference (balancing figure)
between total assets and outside liabilities is the capital on that date.

2. Calculate Capital at the end :  As in step 1, _prepare a closmg Statement of Affalrs and
calculate the capital at the end of the year.

3. Prepare the Statement ol’ Profit and Loss : In this statement make all adjustments as
explained above, ie.,

a) adjust the capital at close by adding drawings and subtracting additions to capital,
b) subtract capital at the beginning to arrive at profit for the year, and

¢) make other adjustments to arrive at net profit.

4. Prepare a fresh/revised Statement of Affairs at the end : Prepare a fresh revised statement of
affairs, if necessary, incorporating all the adjustments such as depreciation, provistions, interest
on drawings and capital, etc.

The above mentioned procedure is illustrated here under :
Iustration - 1 : (when the opening capital is known)

Mr. Shreedhar keeps his books on single entrv basis. He started business on the 1st January,
1984 with RS. 20,000. On the 31st of December, 1924 his po-ition was foillow :

Assets 1 Cash in hand Rs. 500; Cash at bank Rs. 1,000; Furniture Rs. 2,500; Sundry
Debtors Rs.8,000; Stock Rs. 10,000; Machis«-» Rs. 10,000 and Bills Receivable
Rs. 1,000.

Liabilities :  Bills payable Rs. 500; Sundry creditors Rs. 5,000 and outsanding expenses Rs.
500.




’ﬂ

He has withdrawn at the rate of Rs. 200 per month for his personal use during the year.

Ascertain the profit or loss made by Mr. Shreedhar during the year 1984.

Solution .
Mr. Shreedhar’s Statement of Affairs
as on 31-12-1984
Liabilities , Rs. . Assets : . Rs.
Outstanding expenses 500 Cash in hand sy R e 500
Bilis Payable 500 * Cash at bank 1,000
Sundry Creditors 5,000 Bills Recéivé__ble 1A o I,OOQ
Capital (Balancing figure) 27,000 Sundry Debtors 8,000
' Stock - 10,000
Furniture 2,500
Machinery 10,000
33,000 o S {33,000
Mr. Shreedhar’s Statement of Profit and Loss J
 for the period ending 31-12-1984 Lo
. Rs.  Rs
Capital at the end (ie. as on 31-12-1984) 27,000 | |
Add: Drawings during the years (Rs. 200 x 12) 2,400
29,400
Less: Additional Capital Introduced ' —
Adjusted Closing Capital 729,400
Less: Capital at the beginning
(ie., on 1-1-1984) ' ' 20,000
Profit subject to adjustments : ——— - 9400
Less or Add - Adjustements _ _ A -
Net Profit S ‘ 9,400
Notes : ' |

1. Since opening capital is given, there is no need to prepare opening statement of affairs.
2. Closing capital is ascertained thus: Assets - Lmhllltlcs = Capital ie., Rs. 33,000 — Rs.
6,000 = Rs. 27,000.

Hlustration - 2: (When the opening capital is not known)

From the following information of Mr. Shreekanth who keeps books on single entry basis,
ascertain profit or loss for the year ending on the 30th of Junc 1984.

-
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Particulars 1-7-1983 30-6-1984

Cash in hand - ' 400 1,400
Cash at Bank 5,500 5,000
Stock 20,000 30,000
Sundry Debtors 25,000 28,000
Furniture and fittings 5,000 5,000
Machinery 25,000 50,000
Bills Receivable 4,000 5,000
Biils Payable 8,000 12,000
Sundry creditors 35,000 50,000

During the year Mr. Shreekanth introduced Rs. 5,000 (on 1-1-1984) as further capital and
withdrew Rs. 12,000 for domestic purposes. He has also paid Rs. 1,000 towards income tax,
and Rs. 1,000 towards his son’s college fees.

Calculate depreciation on furniture and fittings @ 10%, and on machinery @ 15% p.a. and
provide interest on capital and drawings @ 10% p.a.

Solution
Mr. Shreekanth’s Statement of Affairs
as on 1st July, 1983
Liabilities _ Rs. Assets Rs.
Qutstanding expenses 500 Cash in hand a0
Sundry Creditors 35,000 Cash at Bank 5,500
Capital (Balancing figare) 41,900 Bills Receivable 4,000
Stock 20,000
Sundry Debtors 25,000
Furniture and Fittings 5,000
Machinery 25,000
84,900 84,900
Mr. Shreekanth’s Statement of Affairs
as on 30th June, 1984
Liabilities Rs. Assets : Rs.
Bills Payable 12,000 Cash in hand 1,400
Sundry Creditors 50,000 Cash at Bank 5,000
Capital (Balancing figure) 62,400 Biils Receivable 5,000
Stock 30,000
Sundry Debtors 28,000
Furniture and Fittings 5,000
Machinery 50,000

1,24,400 1,24,400




——“

Mr. Shreekanth’s Statement of Profit and Loss
for the period ending 30th June, 1984.

_ Rs. Rs.
- Capital as on 30th June, 1984 62,400
Add: Drawings during the year
- (Rs. 12,000 + 1,000 + 1,000) 14,000
76400
Less: Capital introduced during the year 5,000
Adjusted Capital at the end 71,4()0_
-Less: Capital as on 1st July, 1983 41,900
Profit subject to Adjustments " 29,030
Add: Interest on Drawings
(Rs.M, 000 x % x %) 700
_ 30,200
Less: Depreciation - on furniture & . .
fttings (5000 x - ) 500
- on machinery 5,625
Interest on capital 4,440 10,565

19,635

Mr. Shreekanth’s Revised Statement of Affairs

Net Profit
as on 30th Fune, 1934
Liability
Bills Payable 12,000
Sundry Creditors 50,063
Capital ; Op.Balance 41,900
Add: Introduced during
the year 5,000
Add: Interest on
Capital 4,440
Add: Net Profit 19635 |
70,975
Less: Drawings 14,003
Less: Interest on
drawings 704
14,700
56,275
1,18,275

Assets
Cash in hand 1,400
Cash at Bank 5,000
Bills Receivable 5,000
Stock 30,000
Sundry Debtors 28,000
Furniture and Fittings 5,000
Less: Depreciation 500.
-1 4,500
Machinery 50,000
Less: Depreciation 5,625
44,375
118775




Note :

1. Two statements of affairs are prepared to arrive at the Opening Capital and the closing
one.

2. D'rawings are thus arrived at Rs. 12,000 withdrawn + Rs. 1,000 income tax paid + Rs.
1,000 coliege fees paid = Rs. 14,000. Since the dates of withdrawal are not given, the
interest on drawings is calculated for 6 months (on an average).

3. In the beginning the machinery was worth Rs. 25,000. But at the end it was worth
Rs. 50,000. This means that Rs. 25,000 worth of machinery is added during the year,
.but the date is not known, Therefore, depreciation is calculated @ 15% on the first
Rs. 25,000 for the full year and on the next Rs. 25,000 for 6 menths. Thus Rs.

15 15 6
0x — = —_— X —} = i . 5,625. 7 X
25,000 x —2 = 3,750 4 {25, 000 x — x 12} 1,875 is Rs. 5,625. (Rs. 3,750 + Rs

1,875).

4. Interest on Opening Capital Rs. 41,900 is calculated for the full year and on the
Additional Capital of Rs. 5,000 for 6 months,

THustration - 3 :

Mr. Srinivas keeps his books on single entry. The following information is ascertained from
his records:

Particulars 31-12-1983 31-12-1984

Cash in hand . , 300 - 700 -
Balance at Bank as per cash book - (Cr.)2,700 ADr,)- 5,300 .
Stock B 13,000 22,000
Sundry Debtors A 35,000 33,000
Furniture 7 ' 6,000 6,000
16% Investments | ' 8,000 8,000
12% Loan from Mrs, Srinivas | '
(taken on 1-7-1984) 4 - : 5000
Sundry Creditors ‘ 28,000 30,000
Bills Payable 1600 1,500
Buiiding less Depreciation 10,500 10,000

Mr. Srinivas transferred Rs.300 each month during the first half year and Rs.250 each month
during the remaining period from the business to his private Bank account by way of drawings. In
addition, he withdrew Rs.500 for his son’s college fees and Rs.5,000 for his daughter’s marriage.
He also withdrew goods worth Rs.1,800 for his domestic purposes.

During the year he had received a lottery prize of Rs.10,000 out of which he invested in the
business Rs.5,000. He sold his peisonal scooter for Rs.5,000 out f which Rs.4,000 were utilised
for the business. -

He did not pay the salary of his clerk for the month of December, 1984 amounting to Rs.200,
Municipal taxes outstanding were Rs.250. At the end of the year the commission earned but
not yet received by him was Rs.2,600. Interest on investments and on loan are due.
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He wants you to write off Rs.1,000 as bad debts and create a provision for doubtful debts at
5%. Depreciate furniture @ 10% p.a.
Prepare a statement of profit or loss for the year 1984.

Solution

“Instead of preparing two separate statements of affairs, only one can prepared ﬁsing the columnar
form as shown below :

Mr. Srinivas’s Statement of Affairs

‘ s 1-1-84 31-12-84 1-1-84 - 31-12-84
_Liabilities Rs.  ° Rs Assets Rs. Rs.
‘Overdraft 2,700 — | ‘Cash in hand 300 760
Bills payable 1,000 1,500 Cash at Bank - 5,300
Sundry Creditors 28,000 30,000 Stock 13,000 22,0400

12% Loan from :
Mis. Srinivas - 5000 | Sundry Debtors 35000 3340
Capital (Balancing ; T
figure) 41,100 48,500 10% Investments 8,000 8,000
Furniture 6,000 -e,000
Buildings 10,500 10,600
72,800 85000 '} 72,800 85,000
Mr. Srinivas’s Statement of Profit or Loss
for the year ending on 31-12-1984
. ' Rs. Rs.
Capital as on 31-12-1984. : 48,500
Add: Drawings- " Rs. 300 x 6 = 1,800
"Rs. 250 x 6 = 1,500
500
5,000
1,800
— 10,600
' 59,100
Less: Additional Capital intruduced
(Rs. 5,000 + Rs. 4,000} 9,000
Adjusted closing capital ‘ 50,100
Less: Capital as on 1-1-1984
41,160
Profit Subject to adjustments —_— ..9,000

Add : Commission earned but not yet received 2,000

Add : Interest on Investments @ 10% on 8,000 800

.. 2,300
11,800
Less: Interest on Mrs. Srinivas Loan
12 6
Salary outstanding 200
Municipal taxes outstanding 250
Bad debts 1,000
Provision for doubtful debts 1,600
Depreciation on fortinute 6u0 3,950
Net profit for the year 7,850
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Srinivas's Revised Statement of Affairs

Mr.
as on 31st December, 1984 .

Liabilities IR Assets ' Rs.
Bills Payable 1,500 fCash in hand - 700
Interest on loan 300 §Cash at Bank . 5,300
Salary outstanding 200 §Commission due 2,000
Mumnicipal taxes outstanding _ 200 Interest on Investments due 300
Sundry Creditors 30,000 §Stock 22,000
12% loan from Mrs. Srinivas 5,000 _

Capital : as on 1-1-1984 41,100 | Sundry Debtors 32,000
Add: Additional capital 9,000 J Less: Bad Debts . 1,000
Add: Net Profit 1,850
57,950 32,000
Less: Dhawings 10,600 Less: Provision 1,600
47,450 ' 30,400
10% Tnvestments 8,000
Fumniture 6,000
Less: Depreciation 600
o 5,400
Buildings - 10,500
Less: Depreciation 500 .
- 10,000
£4,600 .. 84,600

IMustration - 4 : (Showing net loss)

Mr. Eshwar gfves you the following information, from which you are requested to find out

his profit or loss for the year ending on 31st of March, 1985:

31.-3-1984 31-3-1985

Rs. Rs.

Bank balance (Dr.) 600 (Cr.) 1,000
Cash at Hand 100 150
Stock of goods 5,000 6,000
Sundry Debtors 6,000 4,000
Furniture 2,600 2,000
Building 10,000 10,000
Sundry creditors 3,500 4,000

Mr. Eshwar had introduced fresh capital of Rs.5,000 on 1st July 1984 and had withdrawn
Rs. 2,500 during the year. Interest on capital is to be allowed at 109% p.a. Write off depreciation
on building at 5% and on furniture at 10%. A provision of 5% on Sundrv Debtors is required.

Dr. BRA ov
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Mr. Eshwar’s Statement of Affairs (in columnar form)

Liabilities 31-3-84  31-3-85 | Assets 31384 31-3-85
Bank overdraft — 1,000 Cash in hand 100 150
Sundry Creditors 3,500 4,000 Bank balance 600 —
Capital (balancing , ' o
figure) 20,200 17,150. Stock of goods 5,000 6,000
Sundry Debtors 6,000 4,000
Furniture 2,000. 2,000
Building 10,000 10,000
23,700 22,150 23,700 22,150
Mr, Eshfvaf’s Statement of Profit and Loss
for the year ending 31st March, 1985
o Rs. Rs.
Closing.capital (i.e. as on 31-3-1985) 17,150
Add: Drawings during the year 2,500
19,650
Less: Additional capital introduced 5,000
Adjusted closing capital 14,650
Less: Opening capital (i.e. as
on 1—4-1984)_ 20,200
Loss subject to adjustments 5,550
Add: Interest on capital 2,395
~ 'Deépreciation on building at 5% 500
Depreciation on furniture at 10% - 200
Provision for doubtful debts 200 _
Net loss 8,845

Notes :

1. The opening capital (Rs. 20,200) is more than the adj
Therefore, the difference (Rs. 5,550) is loss.

2. Onthe additio_r;;j'l capital of Rs. S,O_Od.the interest is calculated for 9 months..

usted closing capital (Rs. 14,650).

3. Prepare revised statement of affairs as on 31-3-1985, the total of which would be Rs. f211-',250.

2.4 SUMMING UP

'__C'apital ‘cor_nparison method is also cailed Net Worth Method or Statement of Affairs
Method. Under this method, the profit made or loss incurred is ascertained by comparing the
closing and opening capitals, which are found out by preparing the Statements of Affairs at the

beginning and at the end. Drawings during the year are to be added to

,» and additional capital

introduced during the year is to be subtracted from, the closing capital. Then the opening capital
is subtracted from the adjusted closing capital to get the profit. The profit thus ascertained
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may be subjected to certain other adjustments, if any, such as, interest on capital and drawings,
depreciation on assets, provision for doubtful debts, outstanding incomes and expenses, incomes
received in advance or prepaid expenses, etc.

2.5 CHECK YOUR PROGRESS : MODEL ANSWERS

1. A Balance Sheet is prepared with a list of ledger balances. On the other hand, the statement
of Affairs is prepared with some actual book values and estimates in respect of items where
the actual book values are not available.

2. Drawings are added to and additional capital introduced is subtracted from the closing
capital, ' ' :

2.6 MODEL EXAMINATION QUESTIONS

A. Anwer the following in 30 lines.
1. -Explain the procedure involved in the cal{;u]ation of profit under Capital Comparison

- Method. R o
B. Anwrcr_.rthe follggrihgr in 10 lines each,

1. Write short notes on the following: -
.- a) Net worth -
b) Statement of Affairs
2. How is the sta't_emc:ﬁ't of pfoﬁt or loss is prepared? .

3. What is the adjusted capital at the end?-
Problems

1. Mr. Mahesh keeps his books on Single Eniry. His position on 31st December, 1983 was as
follows:

Cash in hand Rs. 800; cash at bank Rs. 6,000; Stock in trade Rs. 38,000 Sundry
debtors Rs. 20,000; Fixtures & Fittings Rs. 4,000; Plant and Machinery Rs. 28,500
Sundry Creditors Rs. 42,000; outstanding expenses Rs. 2,000.

On 31st December, 1984 his position was as follows:-

Cash in hand Rs.6,000; cash at bank Rs.12,000; sundry debtors Rs.16,000; stock in
trade Rs.30,000; plant and machinery Rs.25,000; Fixtures and Fittings Rs, 5,000;
Sundry creditors Rs.50,000; outsianding expenses Rs.3,000.

During the year he has introduced Rs. 8,000 as further capital into the business and withdrew
Rs. 1,000 per month.

From the above particulars, you are required to ascertain the profit or loss made by him
for the year ended 31ist December, 1984.

(Opening capital Rs. 53,30(; Closing capital Rs. 41,000 ~=t loss Rs. 8,300)
2. Mr. Ramu’s financial position as on 1st July 1984 was as under &

Cash Rs.14,150; Bill Receivable Rs.4,600; Debtors Rs.48,650; Stock Rs.34,000; Plant
Rs.80,000; Equipment Rs.5,000; Bills payable Rs.6,000; Creditors Ks.20,000.
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On 30th June 1985, his position stood as under

Cash Rs.16,200; Debtors Rs.66,300; Stock Rs.37,000; Bilts Recewablc R&S 300; Credi-
tors Rs.21,500; Bills Payable Rs.1,000.

Write off Rs. -300 as bad debts. Provide 59, on debtors for doubtful debts. Plant and
Equipment are to be deprecnated by 10%. During the year Ramu withdrew Rs. 15,000.

You are required to ascertain the profit or loss for the year 1984-85.

Hint :

Closing plant and equipment balances are same as opening balances. (Opening Capital
Rs.1,60,400, closing capital Rs.1,90,800, Net profit Rs.33,300).

3. The following balances appear in the books of Venkatesh, which are kept on single entry

basis:

31-12-83 | 31-12-84 31-12-83 | 31-12-84

Rs. ‘: Rs. Rs. Rs.
Capital 52,400 52,400 | Furniture 4,000 4,000
Creditors 39,800 41,600 Stock 51,000 50,000
i Debtors - ' 34,500 ‘37,500
Cash and Bank 2,700 2,500
92,200 94,000 92,200 94,000

Venkatesh has been regularly transferring Rs. 800 a month from his business banking account
to his private banking account. He has sent goods worth Rs. 1,400 to his daughter as gift.
Depreciation on furniture has to be provided @ 5%. Write off Rs. 500 as bad debts.

You are required to ascertain Venkatesh's profit or loss for the year 1984.
{Net profit Rs. 10,300).

4. Hukam Singh keeps his books on single entry. His position was as follows:

31-3-1984 31-3-1985

Rs. ' Rs.
Cash in hand 200 300
Balance at bank (Dr.) 3,000 (Cr.) 2,600
Stock in Trade 20,000 19,000
Bills Receivable _ 4,000 - 3,000
Sundry Debtors 9,000 14,500
Prepaid insurance 400 400
Plant and Machinery 15,000 25,000
Sundry creditors 22,000 32,000
Biils payable 4,000 2,000
Salary payable 500 1,000
Fixtures and Fittings 1,800 1,500
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During the year Humkum Singh introduced Rs. 5, 000 as further capital and withdrew Rs.
750 per month. Provide depreciation on plant and machinery @ 3% on opemng balance
Write off Rs. 500 as bad debts. Provide 5% for doubtful debts. A

From the above information, preparc a statement showing profit or loss made by him during
the ycar 1984- 85

Hmt Bank credit balancc is. cwcrdraft
(Opeﬁing cépi'tal,;'llljs. 26,900, Closing capital 26,700, Net Profit Rs. 2,150)

5. Trivikram kceps his books of accounts on single entry. The following information is
stpplied to you. : ‘

.. Assets.and. Liabilities . - . ‘1st Janwary 1984 .. 31Dec 1984
‘ : Rs. Rs.
Investments R C 50,000 80,000
Furnitwre 15000 35000
Stock o S 35,000 30,000
Debtors : 20,000 ‘ 22,000
Bank 10,000 15,000
Creditors 16,000 21,000
Loan from Nagesh - 16,000
Bills Payable 5,000 8,000

The addition to furniture is made on July 1, 1984, in exchange of his old car valued at Rs.
20,000. Furniture is to be depreciated at 10% p.a. and debtors are to be provided Rs. 2,600
for doubtful debts.

Trivikram has drawn Rs. 1,000 per month for household expenses. He has also spent Rs.
5,000 from business funds for providing education to his son. The rent of his business-cum-
residentail flat is Rs. 900 p.m. and one-third thereof only is used for the business, but the
rent is paid in full from the business funds.

You are requested to prepare profit and loss statement for the year 1984 and the final statement
of affairs as on that date.

Hints: i) treat the old car amount Rs. 20,000 as additional capital introduced.
1 ii) provide depreciation on additional furniture for 6 months only.

(Capital on 1-1-1984 Rs. 1,09,000 and on 31.21.1984 Rs. 1,37,000 Net profit Rs. 27,700; Final
statement of affairs total Rs. 1,77,500)

2.7 RECOMMENDED BOOKS
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2.8 GLOSSARY

Statement of Affairs.

Statement of profit and loss

Net Worth

20

To know the capital (or net worth) on a particu-
iar date under S'ing]c Entry System a statement
is prepared showing different assests and out-
side laibilities which is calfed a Statement of -

Affairs’. It is similar to the Balance Sheet.
But it is not called ‘Baiance Sheet’ because it =~
- does not contain the list of balances of various -

accounts, as there are no ledger accounts as
such,

‘It is a statement prepared:under:the statement

of affairs method, to ascertain the net profit or
loss made during the year. 4
It is the difference between the total assets and

the total outside liabilities.
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3.0 AIMS AND OBJECTIVES

Coversioni of accounts maintained under single entry system into double entry system involves the
preparation of various accounts. This unit is designed to learn such accounts and the preparation
of final accounts. : :

At the end of this unit, you should be able to:

- iderntity the information missing for the preparation of final accounts
— explain the steps involved in the conversion of single entry records into double entry

~ work out the problems on the basis of conversion method.

3.1 INTRODUCTION

In the previous unit, the method of ascertaining the profit or loss under single entry system, by
comparing the opening and closing capitals is explained. If it is proposed to calculate the profit or
loss by preparing the Trading and Profit and Loss Accouilt, then the capital comparison method
is not used. Instead, the single entry records are converted into double entry records. It means
that the books should be written up so as to give complete information, as is the case under
the double entry systein. This involves Journalising, Ledger Posting, balancing and preparation
of the Trial Balance. This method is called ‘conversion of single entry into full-fledged double
entry’. Full-fledged conversion is theoretically possible and may be attempted in actual business,
Only an abridged conversion, or short-cut conversion method is generally followed, which is
explained hereunder.

Under the' conversion method, you are expected to prepare the Trading and Profit and Loss
Accounts, and the Balance Sheet. It would be helpful to first prepare a Trial Balance to ensure
that the conversion into double entry has been completed correctly. For this purpose the required
information has to be gathered from various sources.




2. Finding out opening balance of Debtors or credit sales or closing balance of Debtors.

in order to fmd out either the openmg balance of debtors or the credit sales or the cIosmg
balance of debtors. A ‘Total Debtors Account’ is prepared by taking all the information affecting
the total débotors position. The difference between the two sides of the account (i.e. balancing
figure) is considered as the missing figure, Consider the following illustration:

IHustration - 2 .

Sundry Debtors (1-1-1984)

Cash received from Debtors

bad debts written off

Biils Recewed from Debtors

Bills receivable Dlshonoured
- Returns inwards

Discounts allowed

Sundiy Debtors (31-12-1984)

Find out the credit sales.

Rs.

20,000

25,000
3,000
7,000
2,000
3,000
2,000

30,000 -

Solution
Dr. ' Total Debtors Acwunr Cr.
To Opening Debtors .205,160(_) ‘By Cash, Received from-debtors 25,000
" Bills receivable | " Bad debts written off . -3,000
dishonoured 2,000 | Bills Receivable o
" Credif sales (Balancing | received (7,000
" figures) 48,000 | * Returns Inwards 3,000
* Discount allowed 2,000
" Transfers to creditors '
ledger ' -
'} " Closing debtors 30,000
70,000 70,000

Note: In the above mentioned illustration, assume that the credit sales given as Rs.48,000
and that, opening debtors is_ not given and work out ,for yourself,

3. Finding out mrssmg information regarding Btlls Receivable (B/R). -

If there are Bills of Exchange transactlons then a Bllls Receivable Account has to be prepared to
find out if any item of information is missing. The missing figure may be the opening or closing
balance of B/R or B/R received from the‘deb_to‘rs during the year or that B/R dishonoured by
debtors during the year. We may also need this information for preparing the total debtors
account or the opening or closing Statement of Affairs. Bills Receivable account is prepared by
taking all the information affecting B/R.




Itustration - 3 _

B/R. on 1-1-1984 ‘ 10,000
Cash received on B/R presented for payment : 12,000
B/R dishonoured during the year : 2,600
B/R balance on 31-12-1984 7 ‘ ‘ 3,000

Find out the amount of B/R received from debtors during the year.

Solution 7 _ o
Dr. Bills Receivable Account .. .o Cr
_ ' Rs. . = Rs.
To Balance (Opening) B 110,000 By Cash (rccewcd onbills 12,000
' B I  matured) o
To " Debtors (B/R received = ¢ - 7,000 By Debtors (B/R dishon- ' - 2,600
from debtors during the - " oured) ' SRS e
year) (Balancing figure) ‘ R
By Balance (closing) 3,000
17,000 o ' 17,000

4. Finding out Opening Ba!ance of Creditors or Credrt Purchases or CIosmg Balance of Cred:tors

In or to fi nd out either the opening balance of CI'CCI][’OI'S or credlt purchases or closing baIance
of creditors a “Total Crediters Account’ is.to be prepared, by taking all the information affecting
the total creditors position, as in the case of Total Debtors Account.

IHustration - 4

Rs.
Credit purchases during the year | 40,000
Bills Payable Accepted during the year 5,000
Cash paid to Creditors during the year 30,000
Bills Payable (B/P) dishonoured during the year - 4,000
Discount Received during the year 6,000
Returns outwards during the year 7,000
Closing Balance of creditors at the end 12,000

What is the balance of creditors at the beginning of the year?




Solution :

Dr. Total Creditors Account o B Cr'.

o Rs. o _ Rs.
To Cash (Paid to L 30,000 j By Balance b/d. - - . . .. .
creditors) - - (balancing figure) . - . - | 16,000
" B/P Accepted 5,000 | " Credit purchases L - | 40,000
" Discount received 6,000 | * B/P dishonoured 4,000
" Returns outwards o 7,000 SRR LIRS
* Transfers from
~ Debtors Ledger?* -
" Balance ¢/d (closing) Sla2000f 0 , A L
60,000 60,000

*'Sometimes certain amounts from i)ébfors Ledgermay be transferred to Creditors Ledger and
vice versa. Depending on the. nature of the case. The item would appear on either the debit
side or the credit side. Note that similar treatment must be given in the case of Total Debtors
Account also.

S Fmdmg out mformanon regardmg Bd[s Payable (B/P)

It thcre are Bills transactions, a B/P Alc is also to be prepared Thls is necessary clther to
ﬁnd out the B/P whether accepted or dishonoured durmg the year, which is necessary for total
cieditolrs account as: shown above. This is also necessary for: ascértalmng ‘the: baiance of BfP ‘
‘gither at the beginning or at thc end of the year if ‘that mformanon i$ not gwen a

Llustration - §

Rs.
Opening Balance of B/P N 8,000 -
B/P accepted during the year- Coe 0 5,000
Cash paid on B/P T B 7,000 *
B/P Dishonoured -7 -f o T 4,000
What is the closing balance of B/P at the end of the year?
Solution o
Dr. | Billls Payéble Accounf | Cr.
Rs. Rs.
To Cash (paid on B/P) 7,000 | By Balance b/d (Opening) 8,000
" Sundry Creditors 4,000 | By Sundry Creditors 5,000
(B/P dishonoured) (B/P accepted)
" Balance ¢/d (closing) 2,000
(Balancing figure)
13,000 13,000
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* 6. Finding out Cash and Bank Balances

Receipts and Payments Account (or Cash Book) should be prepared for cash and bank separately
(or in columnar form) to ascertain the cash balance and bank balance at the beginning or at the
end of the year. If the preparation of cash and bank accounts separately is not possible, then one
combined cash and bank account may be prepared. Quite often this account reveals a missing
figure of cash or bank balance in the beginning or at the end. If both these figures are given,
even then Cash Book (or a/c) must be prepared. Because, in the case of any difference between
the two sides, that difference may be treated as cash purchases/drawings/sundry expenses (if the
difference is on credit side) or it may be treated as cash sales/sundry income/additional capital
introduced (if the difference is on debit side), as the case may be. Consider the following::

Mstration - 6

Rs.

Cash and Bank balance on 1-1-1984 5,000
_Cash received from Debtors 10,000
Cash received from B/R 4,000
Miscellanieous Income 2,000
Cash paid to creditors 12,000
"Cash Purchases 10,000
Payment of expenses 3,000
B/P paymcntg‘ 3,000
Drawings- 2,000
Cash and Bank balance on 31-12-1984 3,000
Solution o - |
Dr. Cash Book Cr.
) o RS. S RS.
To Balance b/d 5,000 § By Creditors 2,000
(cash paid)
" Debtors 10,000 | " Cash purchases 10,000
(cash received)
" B/R (cash received) _ 4,000 § " B/P (Payments) 3,000
" Miscellaneous Income 2,000 | Payment of expenses 3,000
" Cash sales ' " Drawings 2,000
(Balancing figure) ' 12,000 | " Balance c/d 3,000
33,000 33,000

If the problem contains any information regarding capital introduccd; thaf amount would appear
on the debit side of the cash a/c. (Book).

7. Finding out opening capital

If the Opening Capital is not given, then an Opening Statement of Affairs should be prepared,
as indicated in the previous unit, in order to find out the capital at the beginning of the year.




3.4 STEPS IN CONVERSION

The following steps are necessary to prepare the final accounts i.e., Trading and Profit and Loss -
Account, and Balance Sheet - from the incomplete information given in the question :

1.

Prepare an opening statement of affairs so as to calculate capital at the beginning of
the year. ' ' '

Prepare sum_maries' of cash book (cash account and bank acount) separately. If that is
not possible a combined cash and bank account may.be prepared. - - '

Prepare the Opening Statement of Affairs and Cash Book (step 1 and 2) simultaneously.
It is not always possible to complete them at a stretch. In that case, the student can
prepare as much as he can and leave the rest incomplete. When the missing mformatxon
is found out by preparing other accounts, he can .complete them.

Prepare other accounts viz, Total Debtors Account, Total"Cré_di}tOrs Aqéohhi{ Bills
Receivable Account and Bills Payable Account, and Memor'andum Tradin'g Ac:co'unt.

These accounts help us.in finding out credit sales, credit purchases or:debtors. and
creditors balances efc., in the beginning or at the end of the year.

Calculate total purchasr:s and total sales. The total purchases can be’ arnved at by
adding the credit purchases and cash purchases. Similarly the total sales can be found
out by adding credit saies and cash sales.

Prepare a trial balance to test the accuracy of ACCOUHS. However the preparatlon of
the trial balance is not compulsory.

Now prepare final accounts ie., Trading and Profit and Loss A/c. and the Balance '

~Sheet, by taking into account various adjustments.

Check Your Progress - 1

Prepare total debtors account of the foilowing' inforl_tnatioﬁ:

) Rs.

Debtors 1-1-199¢ ' ' _ 50,000
Cash received A . 40,000
Discount allowed : 1,500
" Bad debts . 500
Bills Receivable received during the year 4,600
Interest charged on debtors S 1,600
Bills Receivable dishonoured 1,000
Debtors on 31-12-1990 80,000
Cash Sales ’ 90,060

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

O T T T I B T A I L IR )

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

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




Check Your Progress - 2

Balance on 1-4-90

Cash Purchases

Credit Purchases:

Discount Received . -
Biils Payable accepted during the year
Interest charged by creditors '
Cash paid to Creditors

Prepare total creditors account of the following information:

Rs. -

64,000
45,000
85,000

. 2,000
16,000
1,000
25,000

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

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

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

3.5 COMPREHENSIVE ILLUSTRATIONS

INustration - 7

The receipts and payments during the year were: .

Furniture purchased for cash
Sundry expenses

Drawings

Cartage

Paid to creditors

Received from Debtors

debtors.

31121983

Rs.

Cash in hand 2,200
Unpaid expenses - 1,200

" Prepaid expenses -
Furniture and fittings 10,000
Stock of materials 6,000
Sundry Debtors 12,000
Sundry Creditors 5,000

- 31-12-1984

Ry,

600
2,000
400
12,000
3,000
15,000
1,000

2,000
30,000
25,000

-+ 5,000

20,000
44,000

It is now proposed to show the working of conversion method, through the following illustrations.

Ramesh keeps his books on ‘the basis of single entry system. He gives you the following
information, from which you are required to prepare the Trading and Profit and Loss Account
. for the year ending 31st December, 1984 and the Balance Sheet as on that date.

There was considerable amount of cash sales. Create a provision for doubtful debts @ 10% on

29
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Solution

In this problem the stock particutars are given, but not the Bill of Exchange transactions.
Therefore, there is no need to prepare the Memorandum Trading a’c, B/R a/c and B/P a/c.
However, the information pertaining to the opening capital, sales and .purchases is missing.
Hence, first we have to prepare Opening Statement of Affairs, Total Debtors account, Cash
Book and Total Creditors account in order to find out the missing figures.

1. Calculation of capital on 31-12-1983 (i.e. on 1-1-1984):

Ramesh’s Statement 6[ Aﬁaifél _ -
as on 31-12-1983

Rs. _ Rs.
Unpaid expenses 1,200 | Cash in hand 2,200
Sundry Creditors 5,000 | Sundry Debtors 12,000
Capital (Balancing figure) 24,000 Stock of materials 6,000
Furniture and fittings 19,000
30,200 | 730,200
2. Calcufation of cash sales: | ‘
Cash Book.
Rs. ~ Rs.o
To Balance b/d N 2,200 } By Furniture purchased _ 2,000
To Debtors (cash received : L '
from debtors) 44,000 | By Sundry expenses’ 30,000
To Cash sales
{Balancing figure) 36,400 1 By Drawings 25,000
By Cartage 5,000
By Creditors (paid to
creditors) 20,000 -
By Balance c/d ' 600
82,600 . 82,600
3. Calculation of credit sales: -
Dr. Total Debtors Account Cr.
Rs. Rs.
To Balance b/d 12,000 § By cash 44,000
To Credit sales 47,000 | By Balance ¢/d 15,000
{Balancing figure) )
- 59,000 39,000




4. Calculation of credit purchases:

Dr. " Total Créditors Account . - Cr.

. Rs. . RS.
To Cash ‘ 20,000 | By Balance b/q 5,000
To Balance c¢/d ) 1000 { By Credit Purchases
Ly (Balancing figure) 16,000

21,000

5. a)' Cash sales + Credit sales = Total sales
"Rs. 36,400 +Rs. 47,000 = Rs. 83,400

b) Cash purchases +Cre_,dit' purchases = Tota} purchases
Nil +  Rs, 16,000 =Rs. 16,000

Note : After finding out the missing inform_a-téon, even without preparing the trigl balance, we
¢an now proceed to prepare final accounts of Ramesh, '

Trading and Profit and Loss Account of Ramesh
- for the year ending 31st December, 1984

R |
To Opening Stock 5000 By Sales
# Purchases . 16,000 1 Closing Stock
" Cartag_e : 5,000
# Gross profit ¢/d 59,400
—_—
86,400
: _—
To Sundry Expenses: . By Gross profit b/d
paid 30,000
Add: unpaid .
for 1984 2,000
32,000-
Less: tinpaid L
for 1983 1,200
30,800
Léss:‘ Prepaid _
for 1985 400 |
30,400
To Provision for Doubtfu]
Debts @ 10% on 15,000, 1,500 &
To Net Proﬁt-transferred )
to capital a/c, 27,500
—_— —_—
59,400 59,400

MMM




Ralance Sheet of Ramesh
as on 31st December, 1964

Liabilities [ Rs. | - At Rs.
Capital: 1 '
As on 1-1-84 24,000 Furniture and fittings 12,000 .
‘Add: Net Profit 27,500] ~+ | Closing Stock 7 3,000
' Sundry debtors 15,000 '
Less: Provision 1,500
51,000 ‘ '
13,500
Less: Drawings 25,000 ' Pfepaid cxpénscs 400
26,500 Cash in hand _ 600
Sundry Creditors 1,000 . B
Unpaid expenses - 2,000
29,500 ' : 29,500

Illustration - 8

From the following information of Mr." Asif, prepare his Prbﬁt and Loss account for the year
-ended on the 315t of December, 1984 and his Balance Sheet as on that date.

.. i) Balance as on 1-1-1984:

Rs.
Fixed Assets PR 40,000
Stocks o 70,000
Sundry Debtors o 45,000
Cash in hand _ ‘ 8,000
Cash at Bank \ . 55,000
Asif's capital ) 2,00,000
Sundry creditors : ~ - 18,000

ii) During the year the Debtors paid Rs 1,00,000 in qas—h_"a_nd Rs. 3,50,000 by cheques,
while the creditors were paid Rs. 5(_),000 in cash and 3,00,000 by cheque. The closing
balance of sundry debtors was Rs. 35,000 and that of sundry creditors Rs. 70,0 0.

it) Ali expenses chargeable to profit ar;ad loss account were dis_bufsed by cheques except
petty expenses amounting to Rs. 15,000 which were paid in cash. Expenscs unpaid at
the end of the year amounted to Rs, 5,000. S

iv) The closing stock was valued at Rs. %_S0,000..
V) Provide 10% depreciation on fixed zissets. .
%) Asif’s drawings during the year weré Rs. 20,000 in cash and Rs. 30,000 by cheques.

vii) Cash sales and cash purchases were Rs. 20,000 and Rs. 15,000 rcspécfiirely.' The Bank
balance at the end was Rs. 25,000.

Solutidn
a) Since, opening capital is given, there is no need to prepare opening statement of affairs.
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b) Prepare Cash Book {cash a/c and bank afc se

paid by cheque and cash balance at the end.

parately} to find out the amount of expenses

Cash Bopk
Particulars Cash Bank Particulars E Cash Bank
| Rs. Rs. Rs. Rs.
To Balance b/d 8,000 55,000 By Créditors 50,000 | 3,00,000
To Debtors 100,600 .} 3,50,000 By Petty expenses 15,000 -—
To Cash sales | 0,000 . = | By Drawings 20,000 | 30,000
By Caéh Purchases 15,000 - -
By EX}FJCHSCSV - 50,000 %
By Balance c/d 28000 | 25,000
128,000 | 405000 | 1128000 | 405000
K Balancmg f:gure : R
¢) Prepare total or (sundry) debtors accouﬂt to fmd out credlt sales:
Dr.- ’I‘otal Debtors Acconnt : Cr.
To Balance b/d 45,000 By Cash 1,00000
To Credit.sales By Bank o 3,50,000
(Balancing figure) 4,60,000 By Balance ¢/d - 55,000

dj « - Cash sales + Credit sales = Total sales \
Rs 20,000 + Rs. 4,60,000 = Rs. 480000

€} Prepare total {or sundry) creditors accourit to ﬁnd out credit purchases,

Cr.

Dr. Total Creditors Account .
Rs. Rs.
To Cash 50,000 { By Balance b/d 18,000
To Bank 3,00,000’ By Credit purchases o
(Balancing figure) 4,62,000
To Balance c/d 70,000
4,20,000 4,20,000

f) Cash purchases 4 Credit purchases = Total purchases
Rs. 15,000 + Rs, 4,02,000 = Rs. 4,17,000
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Now prepare Final Accounts of Mr. Asif,

Trading and Profit aml_ Loss Account of Mr. Asif
for the year ending 31st December, 1984

Rs. ‘ Rs.
To Opening Stock \ 70,000 . | BySales | 480,000
To Purchases (Total) 4,17,000 By Closing Stock : 50,000
To Gross profit ¢fd ’ 43,400 )
'{ s} | 530000
To Expenses: | By Gross profit b/d ' 43,006 )
Paid by Cheques 50,000 ' . By Net Loss transferred L 3
Add: Paid by cash 15,000 to capital A/c. _ 31,000
Add: Expenses unpaids,000
' 70,000
To Depreciation on
Fixed Assets ' 4,000
74,000 __ 4000
Balance Sheet of Mr. Asif_ ‘
as on 31st December, 1984
Liabilities Rs. Assets Rs.
Capital: 2,00,000 Fixed Assets 40,000 '
Less: Net loss 31,000 - Less: Depreciation 4,000
Less: Drawings 50,000 81,000 —_— 36,000
- — 1,19,000 | Closing stock 50,000
Sundry creditors 70,000 | ~ Sundry Debtors 55,000
Expenses unpaid - 5,000 Cash at Bank 25,000
Cash in hand - 28,000
1,94,000 - 1,94,000

Hlustration - 9

The following information relate to the business of Sri Bhagavan Rao, who has asked you
to prepare a Trading and Profit and Loss Account for the year ended on the 31st of December,
1984 and a Balance Sheet as on that date.

1-1-1984 31-12-1984
Rs. Rs.
Cash and Bank balances 90,000 ' 52,000
Bills Receivable _ 16,000 : 14,000
Bills Payable 14,000 8.000
Sundry Creditors 60,000 ?
Sundry Debtors 80,000 ?
Stock ? 20,000
Motor car 40,000 40,000
Furniture 30,000 40,000
Building 90,000 1,00,000

i) The state of affairs at the beginning and at the end of the year is indicated here-under: - -




(a)

(b)

©

(d)
(e)
®
(g}

ii} Cash transactions during the year included the following, besides certain other items:

o Rs.
Sale of old papers and other scrap 10,000
Trade expenses including salaries etc. 40,000
Coliections from Debtors - - 1,00,000
Cash purchases - ‘ 24,000
Payments to creditors - o 92,000
Cash sales - ‘ 40,000

i} Other information:

An item of old furniture the written down value of which on 1-1-1984 was Rs. 10,000 was
sold on 30-6-1984 for Rs. 4,000. Depreciation is to be provided on Building and Furniture
@ 10 per cent per annum and on Motor car @ 20 per cent per annum.

‘Bills Receivable drawn during the year amounted to Rs. 10,000 and Bills Payable accepted

Rs. 8,000.

Out of Sundry Debtors a sum of Rs. 4,000 should be written off as ‘bad debt’ and provision
for doubtful debts is fo be created @ 2 per cent on debtors.

Outstanding salary on 1-1-1984 was Rs. 4,000 and on 31-12-1984 was Rs. 5,000.
20 per cent of the total sales and the total purchases are to be treated as for cash.
Sri Bhagavan Rao has been maintaining a steady gross profit rate of 30 per cent on turnover.

Profit and Loss account has a credit balance of Ra. 20,000 on 1-1-1984.

Solution

In this problem lot of information is missing: e.g. the opening stock, opening capital, closing
debtors and creditors etc. Without finding out the missing information, the Trading and, Profit
and Loss Account, and Balance Sheet cannot be prepared. Hence prepare the various accounts
to find out the missing information. But we may not be able to complete them at a strech.
Therefore, prepare all the necessary accounts at the same time with the available mformatlon
and complete them as and when the missing mformatwn 18 found out.

A. Bhagavan Rao’s Statement of Affairs
as on 1-1-1984

Rs. : Rs.

Capital (Balancing figure) © 2,88,000 Building 90,000
. Sundry Creditors 60,000 Furniture 30,000 -

Bills Payable 14,000 Motor Car 40,000

Profit and Loss a/c balance 20,000 Stock (Brought from No.9) 40,000

Qutstanding salary 4,000 Sundry Debtors 80,000

| Bills Receivable 16,000

Cash and Bank Balance 90,000




Dr. 2. Cash Account Cr.
Rs. Rs.
To Balance b/d 90,000 By Trade expenses 40,000
" Sale of old papers & {(including salaries) '
scrap 10,000 " Cash purchases - 24,000
" Collections from Debtors 1,00,000 " Payments to creditors 92,000
" Cash sales 40,000 | " Additions to Building
" Sale of old furniture 4,000 (Rs.1,00,000—Rs.90,000 § - 14,600
" Received on Bills Receiv- Purchase of furniture '
able a/c. _
{brought from No.3.) 12,000 (Rs.40,000— _ ‘
(30,000~ 10,000) *sold 20,000
" Bills payable paid
(Brought from No.6) | 14,000
" Drawings (Balancing fig- ' 4,000
ure)
11 Balance ¢/d. 52,000
2,56,000 T2.56,000

* Closing balance Rs. 40,000 — Opening balance 30,000 - sold 10,000) = 20,000

Note: The difference between the two sides of the Cash Account is assumed to to be the
drawings made by the owner.

Dr. 2. Bills Receivable Account Cr.
Rs. Rs.
To Balance b/d 16,000 | By Cash (Balancing figure) 12,000
To Debtors (B/R drawn) 10,000 | By Balance c/d 14,000
26,000 26,000
Dr. 4 - Total Debtors Account Cr.
Rs. Rs.
To Balance b/d 80,000 By Cash (collections) 1,00,000
To Credit Sales " B/R (drawn
(brought from No. 5) 1,60,000 during the year) 10,000
" Balance c/d
(Balancing figure) 1,30,000
2,40,000 U 240,000

5. Calculation of Credit Sales

If the total sales (1.e. cash and credit) are 100, then the cash sales are 20% and credit sales are
80%. Therefore, when the cash sales {given) are Rs. 40,000, the credit sales are Rs. 1,60,000
and the total sales are Rs, 2,00,000. .
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Dr. - Bills Payable Account Cr,

Rs. ' Rs.
To Cash (Balancing figure) 14,000 ¥ By Balance b/d 14,000
Tao Ba]gnce c/d 8,000 } By Creditors
o ' '  (B/P accepted) 8,000
22,000 _ 22,000
Dr; 7. Total Creditors Account ._ C‘rf
. Rs. Rs.
To Cash (paid to creditors) 92,000 | By Balance b/d 60,000
To Bills Payable accepted - 8,000 } By Credit purchases
: (Brought from No. 8) 96,000
To Balance c/d
(Balancing figure) © 56,000
1,56,000 ) | 156,000

g Calculation of Credit Purchases

if the total purchases (cash and credit) are 100, then the cash purchases are 20% and
credit purchases are 80%. Therefore, when cash purchases {given) are Rs. 24,000, then credit

purchases are 24, 000 x ;—g = Rs. 96,000 and the total purchases are Rs. 24,000 + 96,000 = Rs.
1,20,000.

S- Memorandum Trading. Account

Dr. (to find out opening stock) Cr.
Rs. _ Rs.
To Opening stock , By Tota! Sales 2,00,000
(Balancing Figure) 40,000 '
To Total Purchases 120,000 | By Closing Stock 20,000

To Gross profit _
(30% on turnover or

sales ie,
30
2,00,000x = = 60,000) 60,000
: 220,000 2,20,000

\ o Preparation of Trial Balance

As this problem is a little bit complicated, it is advisable to prepare the trial balance for
testing the accuracy of our conversion. The trial balance is as follows :

37




Trial Balance of Sri Bhagavan Rao

Dr. _ (as'on-31-12-1984) - . Cr
‘Rs. o o Rs.

Cash and Bank balance - 52,000 1 Bills payable 8,000
Bills Receivable 14,000 | Sundry Creditors j 56,000
Sundry Debtors 130,000 | Capital o 2.88,000
Stock (Opening) . . 40,000 '} Profit and Loss aic 20,000
Motor Car 40,000 -1 Sales (total) i 2,00,000
Furniture . 40,000 § Sales of old paper o
Building . 1,60000 | . and other scrap 10,000
Drawings Co .. 4,000 -1 Qutstanding salary for 1983
Total purchases 1,20,000 - (paid in 1984, but
Trade expenses : included in Trade _ .

(including salaries) ! 40,000 .3 expenses) ‘ 4,000
Loss on sale of old [ . 5

furniture | ‘ 6,000

I 5,86,000 | 586,000

Adjust:ﬁents: -

(a) Closing stock value Rs. 20,000.

(b) Write off Rs. 4,000 as bad debts.

(¢) Create a provision for doubtful debts @ 2%.

(d)} Outstanding salaries on 31-12-1984 were Rs. 5,000

(e) Provide depreciation on building and furniture at 10% and on the motor car at 20%
_ per annum. ) ’

Now, final accounts can be prepared as usual.

Bhagavan Rac’s Trading and Profit and Loss Account

Dr. for the year ending 31st December, 1984 ' Cr.
Rs. Rs
To Opening Stock Pooo40,000 - By Sales 2,00,000
" Purchases 1,20,000 * Closing Stock 20,000
" Gross profit ¢/d 60,000 -
2,20,000 ' T 2,20,000
To Trade Expenses 40,000 _ By Gross Profit b/d . 60,000
Add: Qutstanding By sale of old
salaries for 1984 5,000 papers and scrap 10,000
45,000 By Net loss ' 4,020
(Transferred to !
Less: QOutstanding capital account)
salaries for 1983 4,000
41,000
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To Loss on sale of old

!‘ .
furniture : (
Book Value - f
Sales proceeds ’

S 6,000* _
To Bad deb'q;_ 4,000
To Provision for doubtful
debts 2% of (1,30,000 - L
4,000) ie. Rs.- 1,26,000 2,520
T6 Depreciation** 20,500 -
74020
— Lty

* The actu"al“foss on the funiture sold is only Rs. 5,500 ie, Rs. 6,000 minus depreciation
@ 10% for six months from 1-1-1984 to 30-6-1984 on Rs. 10,000.

** Calculation of Depreciation;

On Building @ 10% : |
Cn opening balance for fulj year 90, 000 x %}%
On additions to building for 6 months :

o 10
5. 10,000 x 20 1
Rs. 10,000 x 100 3

On Fu;niture @ 10% ;
On old furniture (30,000 — 10,00{_))

: 10
for full X
for full year 28,000 x 100

On new purchase of furniture

L ! ) 0 1
for 6 months, 20,000 x 100 X 3

On Motor Car @ 20% -

On opening balance
20

for full yea 0,006 x —_
or tull year 4 XIOO

Total Depreciation

Bhagavan Rad’s Balance Sheet
as on 31st December 1984

§ R—

Building

Liabilities
Capital:
Opening Balance 2.88,000

Less: Deprociation
90,500

Less Drawings 4,000

Furniture:
2,84,000 on 1-1-84




Profit & Loss a/c
Balance on 1-1-84
Less: Net loss for 84

20,000
4,020

Sundry Creditors
Bills Payable
Salaries outstanding -

15,980
56,000
8,000
5,000

3,68,980

Less: Sold on
30-6-84

Add: New Pli;chascs

" Less: Depreciation

Motor Car
Less: Depreciation .

: Stock

Sundry Debtors
Less: Bad debts

1 ess: Provision for
doubtful debts .
Bills Receivable

Cash and
Bank balarnce

10,000
20,000
20,000
40,000
3,000
1 37,0600
Ca0000]
8,000
32,000
20,000
1309%0
4,000
- 1,26000
2520]
| 1,23,480
14,000
52,000
3,68.980

Now that the final accounts are prepared, as per the principles of double entry, henceforth the

books of accounts can be maintained on

double entry principles.

3.6 SUMMING UP

In the Conversion Method, the single
the final accounts viz,, Trading and Pro

entry records are converted into
fit and Loss account and the B

double entry records and

alance Sheet are prepared.

For this purpose the required information has to be gathered from various sources and missing
information has to be found out.

3.7 CHECK YOUR PROGRESS : MODEL AN SWERS

Dr. Total Debtors Account Cr.
Rs. Rs.

To Balance b/d 50,000 | By Cash Ajc 40,000
To B/R dishonoured A/fc 1,000 | By Discount Afc 1,500
To Interest A/c 1,600 ] By Bad debts A/c 500
To Credit Sales 73,400 | By B/R Alc 4,000
(Bal. fig.) By Balance ¢/d 86,000
1,26,000 } 1,26,000




Dr. Total Creditql_'_s Account 7 - Cr

Rs. Rs.
To Discount A/ 2,000 | By Balance b/d 64,000
To B/P A/c 16,000 | By Purchases Alc 85,000
To Cash A/c 7 _ 25,000 [ By Interest Alc 1,000
To Balance A/c 1,07,000
1,50,000 1,50,000

% - . . . 2
3.7 MODEL EXAMINATION QUESTIONS

A. Answer the following in 30 lines,

1. What do You mean by conversion method? What is the procedure/steps involved in
this conversion process? ' ) ’

B. Answer the following in 15 lines,

1. Write short notes on the following.

a) Total Creditors Account
b) Total Debtors Accounts
¢) Bills Receivables Account

2. What is Memorandum Trading Account?

i. Ahmed did not keep proper books of account. However, he gives you the following
mformation to the year 1984,

Particulars 1-1-1984 31-12-1984

Rs. Rs.
Sundry Creditors 40,000 37,000
Machinery 80,000 80,000
Sundry Debtors 50,000 58,000
Stock 60,000 52,000
Cash at Bank 4,000 7,200

Summary of Cash Transactions
Rs.
4,000

-
Receipts

Balance b/d

Payments to Creditors

1,10,000

Received from Debtors 1,73,000 Wages 20,200
Cash Sales _ 8,400 Salaries and expenses 14,200
Sale of old newspapers 400 Building purchased 30,000
Loan from Mrs. Ahmed Drawings 9,200
taken on 1-7-84 Baiance ¢/d 7,200

@ 12% p.a.

1,90,800
w

1,90,800
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Adjustments
i) Rs. 1,000 has to be written off as bad-debt,
i) Machinery is to be depreciated at 15%, and
jii) Expenses outstanding at the end were Rs. 1,600.

Prepare Ahmed’s trading and profit and loss account for the year ending 31st December, 1984
and a Balance Sheet as on that date.

(Credit purchases Rs. 1,07,000; Credit Sales Rs. 1,81,000; Opening capital Rs. 1,54,000;
Gross profit Rs. 54,200; Net profit Rs. 25,500; B/S Total Rs. 2,14,200).

2. The following information is provided by Ghaﬁaslyam Das who does not know accounting.
You are requested to prepare the profit and loss account for the year ending 31-3—1985 and
a Balance Sheet as on that date.

His financial position as on 31-3-1984 was as follows:

Cash Rs. 18,500; Stock Rs. 3,000; Plant Rs. 15,000; Buildings Rs. 40,000; Furniture
Rs. 2,500; Crerditors Rs. 19,000. '

He has also provided the following information pertaining to cash transactions:

Loan from Nishanth Rs. 5,000, Miscellaneous receipts Rs. 4,200, Capital added Rs. 25,000, Sale
of plant on 1-10-1984, Rs. 4,000 (Book value Rs. 5,000), Office salaries, Rs. 25,000. Drawings
Rs. 8200, General charges Rs. 7,500, paid to creditors Rs. 1,10,000 and plant purchased on
1-1-1985 Rs. 15,000 Cash in hand on 31-3-1985 Rs. 4,000 i '

On 31-3-1985, stock on hand was valued at Rs. 32,500. Provide 10% depreciation on plant,
opening and closing debtors balances are nil, since all the sale transactions are for cash.

Purchases ledger shows a brought forward balance of Rs. 19,000 and purchases during the year
Rs. 1,00,000, payments to suppliers Rs. 1,10,000, returns to suppliers Rs. 3,000. The loan is
taken on 1-1-1985 @ 12% interest p.a.
Hint: . .
Depreciation on Plant @ 10%: On Opening balance of Rs. 15,000 for 6 months, and
thereafter oni Rs. 10,000 only. On newly purchased plant for 3 months only.

(Opening capital Rs. 60,000, cash sales Rs. 1,13,000, Sundry creditors on 31-3-1983
‘Rs. 6,000, G.P. Rs. 45,500, NP. Rs. 14,425, B/s Rs. 1,02,375).

3. Prasad & Co. Supplies you the following information:

30-6-1984 30-6-1985

_ ° Rs Rs.

a) Furniture _ © 8,000 8,000
Stock ' 30,000 28,000
Sundry Debtors ' 16,200 38,600
Sundry Creditors - 5,000 25,000
Machinery 50,000 ?




b) Summary of Cash transactions for 1984-85 were :

Receipts | Rs. Payments ' Rs.

Opening balance 800 Machinery purchased

on 1-1-1985 20,000

Received from Debtors 1,50,600 Salaries 30,000

Cash sales 13,500 Wages 32,000

Miscellaneous receipts 400 Expenses ' 25,000

Loan from Raju Paid to creditors 70,000

(@ 9% on 1-1-1985) 20,000 Drawings 5,000

Closing balance - 3,300

i 1.85,300 1,85,300

¢) Other information:

Discounts allowed Rs. 1,500, and discounts received were Rs. 600, Bad debts written off 1,600.
Depreciate furniture at 5% and machinery at 10%. Expenses include insurance Rs. 1,000 paid
upto 3(th Sept. 1985. Wages Rs. 5,000 are outstanding.

Prepare Trading and Profit and oss Account for 1984-85 and Balance Sheet as on 30th June,
1985. | :

Hints: 1. Prepaid insurance Rs. 2504~

[\

- Depreciation on additional machinery for 6 months only,

3. Interest on loan to be calculated for 6 months only.

(Opening Capital Rs. 1,20,000, Credit Sales Rs, 1,56,100, Credit Purchases Rs. 90,600, G.P. Rs.
40,000, Net loss Rs. 24,150, B/S Rs. 1,41,750)

4. Mr. Sanjeev Reddy keeps his books on single entry. He requests you to prepare a trading
and profit and loss account of his business for the year ended 31st March, 1985, and a
balance sheet as on that date.

His statement of/affairs as on 31st March, 1984 was as follows:

Rs. Rs.

Capital L10,000 | Business premises 50,000
Creditors 24,000 Office furniture . 5,000
Bank Overdraft 8,000 Stock 27,000
' Sundry debtors 60,000

1,42,000 ‘ 1,42,000

On analysing his Cash Book for the year, you find the following information:

Rs. Rs.
Receipts from Debtors 75,000 Wages paid 5,000
Cash sales 20,000 Salaries 6,000
Paid to creditors 55,000 General expenses 600
Paid for cash purchases 21,000 Rent and taxes 1,400
Interest on overdraft 500 Drew for personal use 1,000
Misceitaneous receipts 5.000

a3
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A scrutiny of the Personal accounts showed that he had aliowed Rs. 4,000 as discount and
allowances to debtors, and had earned Rs. 3,500 as discount from his creditors. On 31st March,
1985 his position was: ' '

Debtors Rs. 50,000; Bills Receivable Rs. 4,000; Creditors Rs. 10,000, Bills payable Rs. 3,000
and expenses owed Rs. 500.

You are to charge 5% depreciation on furniture and premises, provide 5% on debtors for
doubtful debts and allow interest on capital @ 5%.

He is consistently making a Gross Profit of 20% on sales.

(Closing cash balancé Rs. 1,500, Credit Sales Rs. 73,000, Credit Purchases Rs. 47,500,
Closing stock Rs. 26,100, GP. Rs. 18,600, N.P. Rs. 3,350, B/S total Rs. 1,31,350.)

5. Mr. Robert maintains his accounts on the single entry system. His balances for the year.
ended 31-3-1984 and 31-3-1985 were as follows:

31-3-1984 31-3-1984

Rs. ' Rs.

Furniture_ _ _ & 4,000 4,000
Debtors o 18,500 17,500
Bills Payable 7,000 10,100
Cash 7900 . 3,900
Creditors 18,800 16,700
Stock ‘ ?7 17,800
Bills Receivable 8,000 ' 5,000

From his cash book for the year 1984-85, you are given the following information:
Bills Receivable 8,500, Sales 3,000, received from debtors Rs. 5,000

Miscellaneous expenses Rs. 1,500, Salary Rs. 1,800, Investments purchased Rs. 4,000, Purchaseé
Rs. 1,600, paid to creditors Rs. 3,000, drawings Rs. 3,000, Wages Rs. 1,200.

On enquiry you are told that in 1984-85 discount ailowed and received were Rs. 600 and Rs.
800 respectively.

During the year Robert accepted bills for Rs. 8,100, and received bills for Rs. 6,000. His bad
debts were Rs. 1,100, and bills receivable dishonoured Rs. 500. He maintained a Gross Profit
at the rate of 25% on sales. '

Give the Trading and Profit and Loss Account for the year ended 31-3-1985 and the balance
sheet as on that date, of Mr. Robert.

(Opening Stock Rs. 15,850, opening capital Rs. 28,450, Credit Sates Rs. 11,200, Credit
Purchases Rs. 9,800, Gross Profit Rs. 3,550, Net loss Rs. 50, B/S Rs. 52,200.)




6. Sri Rama Krishna keeps his books on single entry system:

a) An analysis of his cash book reveals the following particulars:

Rs.
Bank overdraft on 1-1-1984 . 8,500
Salaries 6,500
Drawings _ 5,500
Tnterest and bank charges * 360
Payments to Creditors 1,053,600
Receipts. from Debtors . : 1,53,500
Cash Sales 70,000
Insurance charges 600
Rent | 2,400
-Receipts of fire claim from Insurance Co. 5,700
Stationery 500
Bills Payable 16,000
Bills Receivable 15,000
Freight and Duty 1,300
Carriage inwards 2,500
Carriage outwards 1,600
Machinery Repairs 1,300
Wages ' 7,000
Miscellaneous Income : 2,000
Bank Balance on' 31-12-1984 : 36,600

b) A Scrutiny of the various accounts reveals the following balance:

1-1- 1984 31-12-1984

Rs. Rs.
Stock in hand - 3,500 4,500
Sundry Debtors 20,000 25,560
Sundry Creditors 4,500 15,700
Bills Receivables 25,400 30,500
Bills Payable 22,500 13,200
Furniture 5,000 5,000
Machinery 26,000 26,000
Motor Car 35,500 35,500

¢) Ramakrishna had allowed Rs. 600 as discounts and received Rs. 500 as discounts. Bills
recefvable dishonoured Rs. 1,000, bills payable dishonoured Rs. 600. Bad debts written of
Rs. 500. There was provision for doubtful debts at 5% at the beginning of the year, and
the same percentage is desired to be maintained.

d) Only 75 per cent of the cost of stock lost in fire was recovered,

e) Depreciation has to be provided at 5 per cent on Machinery, 10 per cent on Furniture and
20 per cent on Motor Car.

You are required to prepare his trading and profit and loss account for the year ended 31st
December 1984, and the balance sheet as on that date.
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Hints:

1. 1f 75% of cost of the stock lost recovered is Rs. 5,700, total stock lost is Rs. 7,600. Show
Rs. 7,600 on the credit side of Trading A/c and show only Rs. 1,900 in the P & L Alc.
(debit side) because that is the loss. Claim amount received Rs. 5,700, show it on the
receipt side of cash book. You need not show it any where else, as it is already included in
cash balance.

5 Bad debts are already written off. Just show this item on the debit side of P & L A/c. But
don’t deduct it from the closing debtors in the balance sheet.

3. On 31-12-1984 Provision for Doubtful Debts required is Rs. 1,280, but charge only Rs. 280
to P & L Alc.

(Opening capital Rs. 78,900, Cash purchases Rs. 50,000, Biils receivable received during the
year Rs. 21,100, Credit sales Rs. 1,80,300, Bills payable accepted during the year Rz, 7,300,
Credit Purchases Rs. 1,24,000, G.P. Rs. 74,100, Net profit Rs. 51,220, B/S Rs. 1,53,520.)

3.9 RECOMMENDED BOOKS

1. Gupta, RL. & . Advanced Accountancy,

Radhaswamy Sultan Chand & Sons, New Dethi.
2. Shukla, MC. & :  Advanced Accounts,

Grewal, T.S. S. Chand & Co. Ltd., New Delhi.
3. Jam, SP. & :  Advanced Accountancy,

Narang, K.L. Kalyani Publishing House, New Dethi.
3.10 GLOSSARY
Total Creditors % It is another name for sundry creditors.
Total Debtors : It is another name for sundry debtors.
Total Purchases : Tt is equal to cash and credit purchases.
Total Sales : It is equal to cash and credit sales.
Turnover : It means the total sales of a business during a particular

period.
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ORGANISATIONS

UNIT-4 : ACCOUNTS OF NON-TRADING
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4.0 AIMS AND OBJECTIVES

Whether it is business or hon-business Organisations, there must be a proper acbounting system
fulfiiling their requirements. The aim of this unit is to provide a theoretical background regarding
the method of maintaining accourts by non-trading organisations.

On completion of this uilit, you should be able to:

- explain the features of non-trading organisations

— identify the various accounts to be prepared by the non-trading organisations

— distinguish between Receipts and Payments Account, and Income and Expenditure
Account

— draw i1 distinction between capital and revenue items

4.1 INTRODUCTION

Organisations may be broadly divided into two categories as business organisations and non-
business organisations. The primary objective of business Organisations is to earn profit, whereas
the primary objective of non-business organisations is to render service. The non-business
organisations are generally referred (o as non-trading organisations or non-profit organisations
or not-for-profit organisations,

People join together and form voluntary organisations like spo- ts clubs, recreation clubs, libraries,
educational institutions, charitable institutions, welfare institutions, hospitals, literary associations,
cultural associations, cooperative societies, trade unions, political associations, professional
associations, etc. The reason for forming suck an organisation may be the promotion of art,
science, culture, music, sports, games, education, protection of their rights or propogation of
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their philosophy, ideology, €tc. The purpose of such organisations is the pursuit of some interest
other than financial gain and to render some sott of service to its members in particular and to
the society in general. These organisations may be constituted.as Registered Societies or Trusts
or even as Joint Stock Companies (under Section 25 of the Companies Act, 1956). As per the
provisions. of the concerned Act, the organisation is required to maintain necessary books of
account. ’

Non-trading concerns need not necessarily mean that they are non-trading; some of them do
undertake trading, for example, clubs, where eatables, beverages, €tc., are. purchased and sold,
consumers’ cooperative societies, etc., but they do it without profit motive. Further, the phrase,
‘non-profit’. does not mean that these organisations should not make any profit at all. It only
means that they are not exclusively meant for making profits but for achieving a certain objective
which is of primary importance to it. In that process they may earn profits, too.

Not only the above mentioned voluntary organisations but also individuals and firms like medical
practitioners, legal practitioners, solicitors, chartered accountants, etc., come under this category.
The terms ‘non-trading concerns’ or ‘non-profit concerns’, therefore, refers to non-business type
institutions. In other words, in order to distinguish them from business type organisations they
are generally called ‘non-trading or non-profit organisations.’

Nevertheless, these organisations too must have money in order to promote or pursuc their
activities and that money must be properly accounted for. The office bearers elected for this
purpose called the Treasurer - collects subscriptions from the members and spends money on
such activities as are considered necessary for achieving the objective of the organisation. At
the Annual General Meeting the Treasurer submits the accounts to the members. In: this unit
(in this unit and in the following one) it is proposed to explain the preparation of final accounts
suitable for such organisations. ' ' '

4.2 FEATURES OF NON-TRADING ORGANISATIONS

The main teatures of non-profit organisations (i.e. orgahisations without profit motive) are:

1. Their main objective is not to make profit but to render service to their members and/or
to the society as a whole. Therefore, the statement showing the net result of activities
is called ‘Income and Expenditure Account’ instead of ‘Profit and Loss Account’. The
net result is termed ‘excess of income over expenditure’ or ‘surplus’ instead of ‘profit’.
In the case of loss it is termed ‘excess of expenditure over income’ or ‘deficit’.

2. In many non-profit organisations, there will be no owner/owners but only members.
These organisations do not have formal capital like that of trading concerns. In such
cases the capital accourit is calied ‘Capital Fund’, which is generally built up from (i)
excess of income over expenditure, (ii) capital receipts, and (iii) other receipts that are
capitalised. Thus, ‘capital fund’ is the excess of assets over liabilities (ie., net assets).

3, These organisations, genrally, survive on subscriptions from members, fees from users,
donations and aid from others.

4.3 ACCOUNTS OF NON-TRADING CONCERNS

Just like business concerns these concerns too fike to know the financial result of their activities
during the year and the financial position at the end of the year. This is also necessary either
for tax purposes or for submitting them to members in the Annual General Meeting. All these

48




accounts, as explained earlier. Usuaily they maintain a cash book 'pn!y
entries made in it, prepare a summary of cash transactions (including bank transactions). When

presented in an account- form, this summary is called ‘Receipts and Payments Accouny’,

Gepk;ral[y,_ with the help of Réteipts and Payments Account, and other information, the final
accounts Viz., Income and Expenditure Account and Balance Sheet are prepared. In the case of.

P & L Afc (since there is no trading and manufacturing activity, no trading or manufacturing
account s prepared), and _(ii)‘ a Balgnce Sheet is prepared to know the financial position of the
concern,

4.4 RECEIPTS AND PAYMENTS ACCOUNT (R & P A/c.) :
—x—_h____“_h\

irrespective of their nature, Le., capital or Tevenue, R o R
4.5 INCOME AND EXPENDITURE ACCOUNT I&E Ale)) '

This is a Revenue Account (similar to the Profit and Loss Account of trading concerns) prepared
by non-trading concerns to fing out the financial result of the activities, It covers all revenue
€Xpenses, paid as well as payable, and af revenue incomes, recejved as well as receivable,

future period js included in this account. So also capital incomes or capital expenditures do not
figtirs: in this account. This account thus consists of only revenue items of the current year

“‘-—‘—‘T‘*ﬁ_*—ﬁh“\
4.6 DISTINCTION BETWEEN R & P Alcand I & E A/c.
. - . - =
Receipts ang Payments Accouny

income and Expenditure Account

——

L. Ttisareal account. L itis a nominal account.
2. Itisa summary of cash and bank trans- 2. Itisa summary of incomes earned and
actions €xpenses incurred during the year.
3. It includes only cash transactions, 3. Itincludescash as well as non-cash trang-
' . actions.
4. Ttincludes receipts and payments of past, 4. It includes incomes and €xpenses per-
present and future periods, . taining only to the current year.

5. Ttincludesboth capital and revenueitems. 5. It includes only revenye items.
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6. 1t -does not include accrued items, je, 6. Itdoesinciude accrued incomes and ex-
accrued incomes and expenses. penses.
7. It does not include depreciation, bad it does include depreciation, bad debts,

debis, provisions, efc. provisions, etc.
1t has opening balance (of cash & Bank). It has no opening balance.

=

b

The closing balance is cashin hand and 9.  The closing balance may be surpius or
~ cash at bank.or overdraft deficit.

4.7 BALANCE SHEET

The Income and Expenditure Account is to be accompanied by the Balance Sheet (B/S). The
Balance Sheet is to be prepared even by non-trading organisations (just as in trading o_rganisations)
to complete the double entry and also to know the financia! position. It consists of all liabilities

and capital fund on the liabilities side and all properties and assets on the assets side.

4.8 CAPITAL Vs. REVENUE

Before we proceed further we should understand the distinction between capital and revenue
items.

Receipt and Income

A receipt is different from income. Receipt means actual cash or cheque received. Such a receipt
may belong to the past, present or future ot it may be of capital or revenue pature. But income
is what is earned, whether actually received or not. Thus, receipt falls under real account, and
income comes under nominal account. '

Capital Receipt and Revenue Receipt

If it is a capital receipt it must be treated as a liability. If it is a revenue receipt it must be treated”

‘as income. If the receipt is (a) repayable or (b) is due to sale of an asset or (c) is of permanent
nature which is to be capitalised, it is treated as a capital receipt. A capital receipt should be
shown as liability in the Balance Sheet. On the other hand, if the receipt is not repayable or
it is earned through the regular activi_ﬁes, it is a revenue receipt. A Revenue receipt should be
shown as income 1n the Income and Expenditure Account. '

Payment and Expenditure

Payment means actual cash paid. It may be for the current year or for a past period or for a
future period. Further, it may also be capital or revenue in nature. Payment. is different from
expenditure. A payment may be an expenditure, but an expenditure need not necessarily be a
payment. Expenditure includes all expenses incurred, whether paid in cash or not.

Capital and Revenue Expenditure

Capital expenditure is that expenditure the benetit of which is available for a number of accounting
years. It is immaterial whether such expendifure is actually paid or not. Capital expenditure
results in acquisition of assets or improvement of assets or increasing the capacity or efficiency
or life or economy of operations of the existing assets. It is, therefore, shown as an asset in
the Balance Sheet. On the other hand, revenue expenditure 15 that‘expénditure the benefit of
which is exhausted in the same accounting year in which it is incurred. it is the expenditure
incurred in the normal course of operations to meet the day-to-day expenses of the organisation,

50




and Expenditure Afc.
Deferred Revenue Expenditure

When heavy or unusuaj expenditure of revenue nature js incurreu . a particular year the benefit
of which extends beyond that year, it is treated as deferred revenue expenditure. In other
words, it is spread over a number of years instead of being charged to one particular year. Such

Check Your Pruagress - 1
1. State the cistinction between capital receipt and revenue receipt.

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

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

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

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

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

4.9 SOME SPECIAL TERMS PERTAINING TO NON-PROFIT
ORGANISATIONS '

While preparing final accounts of non-profit organisations the following items are often used.

1. Legacy : Wthen an amount is received as per the will of some person it is called "Legacy’. If
the sum is small it is treated as income otherwise, it is capitalised. :

2. Donation : Donations are ofien received by these organisations from both individuals and
institutions. A ‘donation’ is the amaount received as a gift. Donations may be broadly classified
into two categories, viz., specific donations and general donations,

(a) Specific Donations : A donation received for a specific purpose, whether big or small, is
capitalised and is takes to the liabilities side of the Balance Sheet. For example, a donation for
the construction of a stadium or a building or a donation for specific purpose in the tibrary
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Solution

Young Men’s Club Income ata pxpenditure Accotni

Dr. for the year ending on 31-12-1988 L r.
Expc;m!iture ' Rs. fncomic ' i " Rs,
— : T ———-—]—'—“——'—'
To Printing & Stationery ; 260 By Entrance Fees ; 700
To Newspapers 1 - 600 | By Subscriptions from 'L _
To Salaries _ i 1,100 members ‘ 7,000
To Excess of Income over ! By Proceeds from _
Expenditure (transferred to i '~ Entertainment e 1,000
Capital Fund) ‘ 7,500 By sale of old Newspaper: l 300
i By Miscellaneons Recei s ; 500
Young Men’s Club Balance Sheet
Dr. - as on 31st December, 1988 ‘ ‘ Cr.
Liabilities Rs. | - Assets ' Rs.
Capital Fund: _ Furniture : : 1,000
Opening Balance — |- - Books - 4,000
Add: Excess of Income Sports Materials 5,000
over Expenditure 7,300 7500 | Cash in hand . 2,500
Building Fund a/c 5,000
12,500 | | . 12,500

Note: Since the Depreciation on furniture and b_odks,\and the consumption of sports materials
is not mentioned, the entire amounts are shown as assets. :

5.4 PREPARATION OF INCOME AND EXPENDITURE ACCOUNT AND
BALANCE SHEET WITH ADJUSTMENTS

Tllustration-1 is a simple one, since no adjustments are invotved. Let us consider the accounts
of the same club for the second year by introducing some adjustments.

INlustration - 2

The following is the balance sheet of Young Men’s Club as on 1-1-1989. -

Dr. Cr.
Ligtilities Rs. Assets Rs.
Capital Fund 7,500 ' Furniture 1,000
Buildin: Fund 5,000 Books 4,000
Sports Materials 5,000
Cash in hand 2,500
12,500 _ 12,500

58




The following is the summary of cash book for the year 1989:

Receipts Rs. © Payments ] Rs.
To Balance b/d 2,500 By Books 5,000
To Entrance Fees . 500 By Furniture 2,000
To Donations for . _ By Sports Materials 5,000

Building Fund . 4,000 By Printing & Stationery 1,060
To Daonation for Prize ; By Newspapers o 900

Fund : _ 2,500 By Prize Fund Expenses 500
To Subscriptions 11,000 By Entertainment programme 1,000

expenses

To Receipts from Entertain- 2,000 By Salaries 1,200

ment Programmes
To Sale of old News Papers 400 | By Balance ¢/d 6,900
To Miscellaneous

Receipts . 600

23,500 23,50q

Other Information

1. Subscript-ioﬁs received Rs. 11,000 include Rs. 1,000 received in advance for 1990. But
subscriptions to the extent of Rs. 2,000 are outstanding for 1989,

2. Entertainment programme proceeds to the extent of Rs. 500 are still due from the ticket
sellers.

3. Provide depreciation at the following rates on their opening balances:- on books 25%; on
furniture 10%; on sports materials 50% per annum, and on the additions to the above,
provide depreciation for 6 months.

4. Unused stationery stock amounted to Rs. 400.

5. Salaries outstanding for 1989 Rs. 400. Advance Salary paid to one employee Rs. 200.

You are required to prepare Young Men'’s Club’s Income and Expenditure Account for the
year ending on the 31st of December, 1989 and:the Balance Sheet as on that date.




5.8 PREPARATION OF BALANCE SHEETS WITH THE HELP OF RECEIPTS
AND PAYMENTS ACCOUNT AND, INCOME AND EXPENDITURE
ACCOUNT, AND ACCOMPANYING NOTES

We can also prepare the balance sheets both opening and closing if Receipts and Payments
account, Income and Expenditure account, and other information is given. While doing so the
following points should be noted:

(i) Show the opening balance of Receipts and Payments Account as an asset in the opening
balance sheet.

(ii) Show the closing balance of Receipts and Payments Account as an asset in the Closing
balance sheet.

(iii) The closing balance of the Income and Expenditure Account is added to the Capital
Fund (if it is a surplus) or deducted from the capital fund (if it is a deficit) in the
closing Balance Sheet.

(iv) Compare the items on the debit side of the Income and Expenditure Account with
those on the credit side of the Receipts and Payments Account.

Similarly, compare the items on the credit side of the Income and Expenditure Account with
those on the debit side of the Receipts and Payments Account.

[tems éppearing in Receipts and Payments Account but not appearing in Income and Expenditure
Account are (a) either receipts received in advance or payments made in advance; or (b) receipts
for previous year or payments for previous year.

On comparison, item by item, you can conclude whether they are assets or liabilities, and then
show them in the relevant Balance Sheet.

{(v) Assets at the end should be taken to the closing balance sheet with due consideration
to depreciation and additions during the year.

IHusration - 6

The following are the Receipts and Payments Account, and Income and Expenditure Account
of Book Lovers Association, Hyderabad.

Receipts and Payments Account

Dr. for the year ending on 31-12-1984 Cr.
Receipts Rs. Payments Rs,
To Balance b/d 1,400 By Salaries:
To Interest 800 1983 - 200
To Donation for special 1984 - 2,200 2,400
Fund 300
To Subscriptions ' By Printing
1983 - 1,600 and Stationery 300
1984 - 7.000 8,600 By Books 3,000
By Miscellaneous Expenses 600
To Rent: By Balance c/d 5,590
1983 - 260
1984 - 520 780
11,880 - 11880
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Income and Expenditure Account

Dr, for the year ending on 31-12-1984 Cr.
Rs. Rs,
To Salaries | 2,400 By Interest on 10% 1,000
To Printing & Stationery 300 Investments
To Insurance 240 By Subscriptions §,000
To Miscellaneous By Rent 600
Expenses 600

To Depreciation:

Building @ 2% 700
Books @ 10% 3,000
Furniture @ 10% _ 200 3,900
To Excess of Income
over Expenditure 2,160

9,600 9600

Depreciation is provided on the opening balance of asset. You are required to prepare the
balance sheet of Book Lovers Association as on 31-12-1983 and on 31-12-1984,

Solution
%
Book Lovers Association
Balance Sheet
as on 31st Wecember, 1983
Liabilities Rs, Assets Rs.
Salaries outstanding 200 Cash in hand 1,400
Capital Fund: Subscriptions outstanding 1,600
(Balancing Figure) 80,060
Rent oustanding 260
Building (=2° x 700) 35,000
Books (2 x 3, 000) 30,000
Furniture (% x 200} 2,000
10% IFggstments
( Tg X 1000) 10,000
S T
80,260 ) ] 80,260
g 3

Dr. BRAOT Tee Nl 21504
LIBRARY ClassNog 7,
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Balance Sheet 7
as on 31st December, 1984

Rs. ' Rs.
Capital Fund 80,060 Building 35,000
Add: Surplus 2,160! Less: Depreciation 700 o
82,220 : — 34,300
Special Fund 300 Furniture 2,000
Salaries outstanding 200 Less: Depreciation 200
Insurance Outstanding 240 —— . 1,800
Books _ 30,000 -
Less: Depreciation _ 3,000|
_ . - 27.000
Add: Addl.
Purchases 3,000
I 30,000
10% Investments 10,000
Interest on Investments .
outstanding L. 200
Rent outstanding 80
Subscriptions outstanding 1,000
Cash in hand 5,580
82960 4§ . 82960
Notes:
1

On comparing the debit side items of R & P a/c and the credit side items I & E a/c thc
following differences are noticed: ' :

Interest réceived is only Rs. 800 but Rs. 1, 000 is shown in I & E a/c. Therefore, Rs. 200
is treated as outstanding at the end of the year. Similarly, for 1984 subscriptions and rent’
received are Rs. 7,000 and Rs. 520 respectively but 1 & E a/c shows Rs. 8,000 and Rs. 600
respectively. Therefore, Rs, 1,000 on subscriptions and Rs. 80 on rent is outstanding at the
end of the year.

Salarjes paid for 1984 are Rs. 2, 200 but Rs. 2400 ischargedto I & E af&'I'hat means Rs.
200 are yet to be paid for 1984.

Depreciation is provided on the opening balance of assets. On the basis of depreciation the
value of assets at the beginning is arrived at. For example, depreciation @ 2% on building
is Rs. 700. Then what would be the value of building?

Rs. 2 is provided for every Rs. 100

If Rs. 700 is provided, then what is its value? 2 — 100
700 x 1o = Rs. 35,000 - 700 — 7

Similarly, the value of books, furniture and investements is arrived at.

5.9 SUMMING UP

The method of preparing the final accounts of non-trading organisations viz,, Income & Expec-
diture account and Balance Sheet, is explained. They are prepared with the help of Opening




Balance Sheet, other relevant information and summary of the cash book. The relevant infor-
mation necessary for the preparation of these accounts is given in a variety of ways, Sometimes,
the information is clearly given and sometimes the information has to be inferred by making
necessary adjustments.

5.10 CHECK YOUR':PROGRESS ! MODEL ANSWERS

Rs.

1. Subscriptions received during the year 1,05,600
Add: Subscriptions received in advance
in the previous year 10,060
Add: Subscriptions 6uistanding
at the end of the year 14,000 ‘
| : 24,000
1,29,000
iess: Simx'bscr-ipt'i’on; gceived in édvanc;:- T 16,000
Less: Subscriptions outstanding :
at the end of the year 5,000
) 21,000
Amount to be shown in I & E ajc 1,08,000

2. All the items which are shown on the debit side of Receipts and Payments Account shall
not be shown on the credit side of Income and Expenditure Account. Only the items, which
arc revenue in nature pértaining to the current year are shown on the credit side of Incame
and Expenditure Account. _ ‘ : )

5.11 MODEL EXAMINATION QUESTIONS

PROBLEMS

Preparaﬁon of Receipts and Payment Account:

1. Prepare a Receipts and Payments Account .of the Friends Club for the year ended 31st
December, 1984, from the following particulars:

‘Rs.

Cash in hand and at bank on 1-1-1984 5,400
Purchase of Furniture 400
Printing and Stationery 200
Sundry expenses 150
Subscriptions for the year 1984 2,800
Subscriptions received in advance for 1985 100
Entertainment programme ticket collections 1,200
Entertainment programme expenses 1,000
Advertisement expenses . 200
Interest received on bank deposit 200
Salaries to staff 3,000

{Cash balance on 31-12-1984 Rs. 4,750)
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2 From the following particulars of Telugn Prachra Sabha prepare a Receipts and Payments

Account for the year ending 31st December, 1984.

Entrance fees

Subscriptions

Interest on Investments

Donations

Printing and Stationery

Meeting Expenses

Honorarium to speakers

Postage of Telegrams

Purchase of Telugu books

Salary to clerk

Balance of cash on 31-12-1984
(Balance of cash on 1-1-1984 was Rs. 2,425)

Preparation of Income and Expenditure Account

Rs.

500
8,750
500
1,500
200
2,400
250
75
2,100
3.600
5,000

3. From the following particulars prepare an income and expenditure account for the year

1984,
Dr. Cr.
Receipts Rs. Payments Rs.
To Balance b/d 3,600 By Rent . 11,000
To Sale of Investments 4,000 By Stationery & postate 400
To sale of old furniture By Salaries 9,6000
{Book value Rs. 800) 600 By Bycycle purchased 600
To Subscriptions: By National Savings
1983 - 1,000 Certificates 6,000
1984 - 16,600 By Books donated to _ }
1985 - 1,200{ 18,800 students 4,000
By Balance ¢/d 5,400
27,060 | 27,000

Subscription for 1984 still receivable were Rs. 1,400, Interest due on N.ational Savings
Certficates Rs. 200 and Rent unpaid was Rs. 120. (Excess of Income over Expenditure Rs.

2,880}
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4. The foliowing is the Receipts and Payments Account of the Deccan Sports Club for the
vear ending 31-12-1983:

Dr. _ Cr.
Receipts Rs. Payments Rs.
To Balance 1-1-1983 LO00 . By Grounds Maintenance -
To Entrance fees 530 Expenses 9,600 .
To Interest on By Wages to Groundsmen 9,200 R
Investments ' 800 '} By Electricity charges 200 ‘
To Subscriptions 13,600 By Printing & Stationery 1,000
To Income from Sports ' By postage & telegrams 320
events 5,000 By Balance c/d 600
[ 20920 [0

Grounds maintenance expenses Rs. 9,600 included Rs. 600 applicable to 1982. Printing &
Stationery Rs. 1,000 includes Rs. 200 of 1982. Entrance fees are to be capitalised. The
outstanding pay.nents as on 31-12-1983 were printing Rs. 400, wages to groundsmen Rs. 200,

From the above a particulars. prepare an income and cxpendituré account of the club for the
year 1983, n :

(Excess of expenditure over income Ks. 720) -
Preparation of Income and Expenditure Account and Balance Sheet

ES

From the following particulars of Music Lovers Association, prepare an income and expen-
diture acceunt for the year ending and the balance sheet as on 31st December 1983;

Receipts and Payments Account for the year 1983

Rs. _ . Rs.

To Balance b/d 1-1-1983 ' 20,600 By Purchase of Land 3,000
To Entrance fees 1,600 By Interest on loan 800
To Rent from Auditorium 1,400 By Music concerts
To Income from music expenses 4,000

concerts 8,000 By Expenses:
To Subscriptions: : 1982 2,400

1982 400 1983 4,000

1933 4,200 6,400

1984 300 By Balance ¢/d 16,700




Balance Shee: as on 31st December, 1982

Rs. Rs.

Capital Fund : 64,000 Building 60,000
Loan 10,000 Subscriptions
Subscriptions reccived | : ~ outstanding _ 760
) in advance 1200 Quditorium rent o
!Expenses outstanding _ 12,800  outstanding S 480
“Excess of Income over ) Cash in hand 20,000
 Expenditure C b 3240 - .

81 240 T 81,240

Hint: While preparing income and expendrture account for 1983 due consideration should
~ be given to outstanding and received in advance items appearing in the opening B/S.

(Excess of i mcome over expendlture Rs 7,120, Bls Rs. 85. 060) 7

6. From the foilomng partlculars relatmg to Musrcal Society of Hyderabad prepare an Income
and Expendrture Account and a Balanoe Sheet as on 315t December 1984

Receipts and Payments Account for the year 1934

Rs. S : : - Rs.

To Balance b/d L 3200 | ByRent e R .

To Subscriptions 2,500 By Printing 150

To Proceeds from - - : : - ..+ b By Advertising ' ' 200

entertainment £ 1,000 - ] By Sundry Expenses ‘ - 55

To Interest on Securities 475 By Government Securities 2,500

To Entrance Fees 500 By Furniture 400

To Sale of old furniture : By Library Books 3060
(Book value Rs. 100) I ST ~ By Entertainment o

' : Expenses y 750

‘ | ByBalancecd 2,595

77550 0 7,550

Balance Shcet‘as at 31st December, 1983

Rs. ' Rs.

Capital Fund 15575 | Library Books . 1,000
Oustanding rent 425 | Funitre and fittings 1,475
‘ Govt. Securities 10,000

Accrued Interest 125

Qutstanding subscription 400

Cash in hand 3,000

16,000 I 16,000

The following wers outstanding as an 31st December 1984: Rent Rs. 100, Printing Rs. 75,
subscriptions Rs. 325 and Interest on securities Rs. 150

(Excess of Income Rs. 2,895, B/s Rs. 18,645)
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7. The Goodfeliows Club prepared the following receipis and payments account for the year .
ending 31st March 1984

Dr. Receipts and Payments Account = Cr.
Rs. o Rs.
To Cash balance from : By Prize & Competition
last year 1.890 expenses 1,145
To Subscriptions 3,240 By Printing and & Stationery 28i)
To Competition fees 1,300 By Rent 1,500
To Entrance fees 675 " By Wages to Staff 1 1,900
To Interest on Investment 35 By Purchase of furniture 480
'To Sundry receipts 82 By Trademen’s bill 3u0
By Purchase of )
‘ Investerhents‘ _ 800
By Cash balance carried
- forward - 817
7222 |7 2

At the beginning of the year the club had investments of Rs. 1,200, Furniture Rs. 1,150,
Subscriptions outstanding Rs. 300 (received during the year) and irademen’s bills outstanding
Rs. 300 (Paid during the year).

At the end of the year, subscriptions ouistanding came to Rs.-210) aml there were outstanding
bills for Prmtmg & Stationery Rs. 45.°
Propare income and expenditure account of club for the year ending 31st March, 1984 and a
baiance sheet as on that date,
{Excess of income over expendlture Rb 372, Capltal fund at the beginning Rs. 4 ,240, B/S
total Rs. 4,657.)
8. Given below is the Receipts-and Pavments account of thc Hari Om Charitable Trust, for
the year ended 31st December, 1983:

. Rs. . - Rs.
To Balance - Cash 100 ( f By Honorarium to
A Bank 4,000 : Secretary - 3,600
S 5000 By Salary . 4,800
To Legacies 150 By Charities - : 3,600
To sale of old newspapers o 10 13v Printing & Stationery © 800
To Endowment fund . By Concert expenses 600
receipts 15,000 By Payments from poor
To Procceds from concerts : 1,006 fund 3,000
To Advertisements in the BEv Subscription to
year hook 2,000 _ newspapers etc. 500
To Poor fund receipts 4,000 By Advance to building
To Interest on investments 1,200 CONStrUCtHing 8,000
To Donatiun for Building Fund 5,000 By Rens & Taxes 1,800
To Other donations 1,000 By Balusnice - Cash 300
- Bank 12,000
12,300
38,400 38,400
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QOther Information:

Building tund -
Endowment fund
Poor fund

10% Investments
Furniture

As on 31-12-1982

5,000
2,000
1,000

15,000
3,000

Capitalise legacies. Interest on ivestments due at the end was Rs. 300. Treat the general
donations as revenue. Provide 10% depreciation on furniture. Frepare 1 & E a/c for the year
ended 31st December, 1983 and-a B/S as on that date.

Hint: Payments from Poor fund should be deducted from poor fund in the B/S. Show Building
fund on the liabilities sid%“?ggpd building construction advance on the asset side of B/S.

{Excess of Expenditure Rs. 9,800, opening capital fund Rs. 14,100. B/S total Rs.

38,300).

9. From the following particulars of Premier Sports Club, Secunderabad, prepare an income
and expenditure account for the year ended 31st Dec. 1980 and a balance sheet as on that

date.

l‘{j .

Receipts and Payments Account

Cr.

To Entrance fees
To Donations
To Tournament

Fund receipts
To Prize Fund receipts
To Life ‘membership fees
To Revenue Receipts:

Rs.

10,600
50,000

3,000
4,000
8,000

Subscriptions 4,400
Canteen
receipts 2,600
Interest on !
J‘l investments 600
' Cricket fees . L000:
Tennis fees 900
Billiards fee 600 -
Sundry receipts 550,

——— 10,650

85,650

By Investements

{at 10% Purchased on
1-7-80)

- By Land & Buildings

By Tournament Expenses
By Prizes distributed

out of Prize Fund
By Furniture
By Sports materials
By Revenue Payments:

Salaries 2,400
Printing 250
Gardening 660
Insurance 240

Cricket Expenses 500
Tennis Expenses 800

Billiards 960
Canteen
purchases 3,000

Sundry expenses 200

By Cash in hand and
at Bank

]
I
I

12,000
49,000
2,200
3,000

3,000
2,400

9,010

5,040

85,650
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Other Infermation

Subscriptions outstanding for the year 1980 amounted to Rs. 901). Subscriptions received
include Rs. 250 for 1981. Salaries unpaid for 1980 Rs. 350 and insurance prepaid amounted
to Rs. 60. One half of entrance fees and, fvll amount of donations and life membership
fees are to be capitalised. Sports materials are valued at Rs. 1,500 and canteen stock at Rs.
800. Depreciate furniture by 5% and land and Building by 2%%.

Hints:
i) Tournament expenses, prize distribution expenses should be directly adjusted from the
respective funds in the B/S.

ii) Calculate depreciation on Building and Furniture for six months only as the date of
purchase is not given.

* (Excess of of income Rs. 6,212.50, B/S total Rs, 71,612.50).
Preparation of R & P A/c, 1 & E A/e and B/S:

| 10. From the foilowing information of Vijayawada Sports Ciub Prepare an Income and Expen-
diture Account for the year ending on 31st December, 1984 and the Balance Sheet as on
that date: '

The Assets on 1st January 1984 include Buildings Rs. 20,000, 6% Investments Rs. 10,000
(including prize fund investments of Rs. 8,000), furniture Rs. 1,000. The liabilities as on 1st
January, 1984 include Prize Fund Account Rs, 8,000.

The cash transactions during the yeur were:

Receipts: Subscriptions for 1983 Rs. 200, for 1984 Rs. 7,500 and for 1985 Rs. 400. Sale
of funiture at book value Rs: 200, donation for construction of stage Rs. 4,000, charges *
for refreshments Rs. 4,300. The payments were: Printing and stationery Rs. 1,750, Salaries
Rs. 5,600, 6% investments Rs. 4,000, Expenditure on refreshments Rs. 3,200, Building
expansion Rs. 3,000, Expenses of 1983 Rs, 200, Cost of prizes Rs. 350, Cash and bank
balance on 31-12-1984 Rs, 1,400.

Of the salaries paid Rs. 400 pertains to 1983. At the end of the year salaries of Rs. 500
outstanding. Subscriptions outstanding at the end were Rs. 400. Stock of refreshments at the
end of the year was valued at Rs. 100. Printers bill Rs. 100 is outstanding on 31-12-1984 and
also a bill for purchase of furniture Rs. 500 is oustanding. Sports equipment worth Rs. 1,000 was
donated during the year by a member. The additional investments of Rs. 4,000, were purchased
on 1-7-1984 and the interest has not been collected.

Hints:
L. To ascertain opening cash balance prepare R & P a/c.

2. Donation of Sports equipment may be treated as general donation.

(Excess of Income over Expenditure Rs. 2,920, opening capital fund Rs. 25,500, B/S
total Rs. 41,92(.)
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11. From the foll'owing particulars of Nava Bharathi, a literary and cultural organisation, prepare
I & E a/c and B/S:

Balance Sheet as on 31st December, 19383

Rs. Rs.

Capital Fund 31,150 Furniture 2,950
Expenses outstanding 850 Library books 2,000
Investments 20,000

Interest accrued 250

Subscriptions outstanding 800

Cash at Bank 6,000

32,000 32.000

The following are the cash transactions during the year 1984 :

Receipts: Subscriptions Rs. 5,000, Proceeds from Cultural Programmes Rs. 2,000, Sale of old
furniture Rs. 150, Entrance fees Rs. 1,000, Interest on investments Rs. 950.

Payments: Cultural programme expenses Rs. 1,500, Library books Rs. 6C0, furniture Rs. 800,
“Expenses outstanding Rs. 850, Purchase of Investments Rs. 5,000, Sundry expenses Rs. 100,
advertisements Rs. 400, printing Rs. 300, and rent Rs. 1,200.

On 31st December, 1984 Rs. 150 for printing and Rs. 200 for rent were outstanding; on the
same day Rs. 300 interest on investments was accrued due, and subscription outstanding for
1984 were Rs. Rs. 630.

Hint: To ascertain cash balance on 31-12-1984 prepare R & P a/c. (Cash balance on 31-
12-1984 Rs. 4,350. Excess of income over Expenditure Rs. 5,000, B/S total Rs.
36,500).

12. Preparation of R & P A/c and B/S, when 1 & E a/c and other information are given:
“The following is the income and expenditure account of Kakatiya Club.

Income and Expenditure Account for the year ended 3i-12-1984

Rs. Rs.
To Salaries 4750 By Entrance fees 250
"o Printing & Stationery 450 By Subscriptions : 7,500
To Secretary’s By Contributions for
honorarium 1,400 annual dinner 1,600
To Audit fees 250 By Surplus from annual
To General expenses 500 sports 300
To Annual dinner
expeneses 1,500
To Bank and insurance '
charges 150
To Depreciation on
sports equipménts 300 i
To Excess of income E
over expenditure 650 ‘
9,550 TS
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This account is prepared after taking.into account the following:

| Rs.
Subscriptions outstanding as on 3]_-12.'-1£5233’»“’= 600
Subscriptions received in advance‘as o.n 31-12-1983 450
Subscriptions received in ﬂadvance as on 31-12-1984 270
Sﬁt;sériptions outstanding as on'31-12-1984 " 750

Salaries outstanding on 31-12-1983 were Rs. 400 and on 31-12-1984 Rs. 450. Tnsurance prepaid
at the end of 1984 was Rs. 60. Audit fees for 1984 Rs. 250 is not yet paid. But during 1984
Audit fecs for the year 1983 was paid amounting to Rs. 200, o o

The c[ubféWned a play ground valued at Rs. 10,000. The club had sports equipment on 1-1-1984
valued at Rs. 2,600, At the end of the year, after depreciation this equipment amounted to Rs,
2,700. In 1983 the club had taken a bank-loan of Rs. 2,000. This was not repaid in 1984. On
31-12-1984 the cash in hand and at bank amounted to Rs. 1,650.

Prepare R & P a/c for the year 1984 and ﬁ B/S at th’e end of the year.

- (Opening Capital Fund Rs. 11,540, B/S total Rs. 15.160),
13. From the following Income and Expenditure Account of Bharateeya Yuvatha Ciub for the
year ending 31st December, 1984 and a Balance Sheet as-on that date, you are required to

prepare the Receipts and Payments Account of the Club for the year 1984.

Income and Expenditure Account for the year ended 31st December, 1984,

Rs. ) \ ol Rs- .

To Salaries 8,320 By Subscriptions | 2,000
To Rates & Taxes © 2,400 * By Surplus on sports :

To Telephone charges 540 - events - - - 6,200
To Stationery 1,440 By Dividend on '

To Sundry Expenses 3,420 Investments 4,000
To Depreciation on i
Building 2,000 A ;
To Excess of income 1,080 : 3
!

19,200 19209




Balance Sheet as on 31st December, 1984

Rs. Rs.
Capital Fund 1,24,800 Building
On 1-1-84 (1-1-84) 40,000
Add: Surplus for Less : Depreciation 2,000
1984 1,080 38,000
—  1,25,880 Investments on
Subscriptions 1-1-84 80,000
received in Add: Purchased
advance for 1985 320 during the year 5,000
Telephone charges 25,000
outstanding 140 Stock of Stationery 260
Rates & taxes prepaid 600
Subscriptions
outstanding for 1984 580
Cash at Bank
and hand 1,800
1,26,340 . 1,26,340
You are further informed that on January 1, 1984:
1. Stock of stationery was worth Rs. 200.
2. Rates & Taxes prepaid were Rs. 600.
3. Subscription of Rs. 180 was in arrears.
4. Sundry expenses outsianding were Rs. 280.
(R & P a/c opening balance Rs. 4,100).
Preparation of Balance Sheets from the given R & Pa/cand I & E a/c.
14. The following particulars pertain to Navayuga Sports Club.
Income and Expenditure Account for the year ended 31-12-1934
Dr. Cr.
Rs. Rs.
To Secretary’s Salary 1,500 By Entrance fees 10,500
To Printing & By Suscriptions 15,600
Stationery 2,000 By Interest on
Add: Outstdg. bill 400 investments received
2,400 and receivable 4,000
To Advertisement 1,600
To Audit fees 500
To Fire Insurance 1,000
To Depreciation 4,940
To Excess of income
over expenditure 18,160
30,100 | 30,100
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Receipts and Payments Account for the year ended 31-12-1984

Dr. Cr.
Rs, Rs.
To Balance b/d 4,200 By Secretary’s Salary 1,000
To Entrance fees By Printing & Stationery 2,600
1983 1,000 By Advertisement 1,800
1984 10,000 By Fire Insurarice 1,200
— 11,000 By Purchase of
To Subscriptions : Investments 20,000
1983 600 By Balance c¢/d 7,600
1984 15,000
1985 400 7,600
_ 16,000
To Interest on investment
received 3,000
34,200 34,200

On Jan. 1, 1984 the assets were - building Rs. 44,000, Sports equipment Rs.25,000, furniture
Rs. 4,000. Depreciate building by 5%, Sports equipment by 10% and furniture by 6%. There is
no liability on advertisement at the end of the year.

Prepare opening and closing balance sheets of the club: _
(Opening B/S total Rs. 78,800 Closing B/S total Rs. 97,960).

15. From the foliowing accounts, prepare balance sheet of Colony Recreation Club as at 31st
Dcccmber) 1983 and 1984.

Receltpts and Payments Account for the year ended 1984

Dr. _ Cr.
Receipts Rs. ' Payments Rs.
To Balance b/d 8,000 By Salaries 12,000
To Endowment Fund 4,000 By Advertisement
To Subscriptions (including prepaid Res. 400) 2,400
including Rs. 400 for ) By Canteen provisions 13,600
1985 Books) 20,400 By Printing and Stationery 1,400
To Entrance Fees 1,600 By Bank Deposit 2,000
To Donation for Books 2,600 By Sports Materials 5,600
To Entertainment income 8,000 By Creditors (1983) 2,600
To Sale of furniture By Investments (@ Rs. 96
(Book value Rs. 1,600) 1,400 purchased on
1-1-1984
Interest @ 4%) 3,840
By Balance c/d : 2,560
46,000 | 46,000




Income and Expenditure Account for the year ended 31-12-1984

Dr. Cr.
Expenditure Rs. . Income Rs.
To Sale of Furniture 200 By subscriptions 20,000
To Salaries 13,400 ‘By Entrance fees (50% is
To Advertisement S2000 0 - only to be treated as
To Audit fees - 600 © . revenue receipt) - 800
To Canteen provisions 12,000 - revenue receipt) 800
To Printing & Stationery 1,500 By Interést on investment 160
To Sports Materials 4,000 By Entertainment income 8,000
: : By Excess of Expenditure _
" over income 4,740
33,700

(B/S total (31-12-1983) Rs. 9,600; B/S total (31-12~1984) Rs. 12,160).

33,700

5.12 RECOMMENDED BOOKS

1. Gi;pfd, RL & _ . i Advanced Accountancy,

Radhaswamy . Sultan Chand & Sons, New Delthi. -~ -
2. Shukla, M.C. & :  Advanced Accounts, S.Chand &
Grewal, T.S. Co. Ltd., New Delhi. -
3, Jain,SP & : . Advanced Accountancy, -
Narang, K.L Kalyani Publishing House,
New Delhi. - '

5.13 GLOSSARY

Deficit : It is the excess of expenditure over income.

Surplus .- : It is the excess-of income over expenditure.
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BLOCK-III : SELF-BALANCING AND SECTIONAL
BALANCING |

UNIT-6 : SELF-BALANCING AND SECTIONAL
| BALANCING.-I
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6.0 AIMS AND OBJECTIVES

This unit is devised to acquaint you with the need for Self/Sectional Balancing Systems and the
accounting aspects thereof.

After going through this unit, you should be able to:

list out the objéctives of Self/Sectional Balancing Systems
-~ desciibe the scope of sub-divided ledgers

— check the accuracy of Sectional Ledgers

|

prerpare total accounts

transfer the balance from one ledger to another.

6.1 INTRODUCTION

In a big business 6rganisation, there will be a number of transactions and if we enter all these
transactions in a fournal and post them in a single ledger it hecomes voluminous. Further, one
person may not be able to handle it comfortably. If any mistake takes place, it would be very
difficult to locate it. With a view to avoiding these problems and facilitate the location of errors
without much loss of time, Self-balancing system has been devised. In this unit, we discuss both
theoretical and practical aspects of this system.
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6.2 NEED FOR SECTIONAL/SELF-BALANCING SYSTEMS

As we know, business transactions are first recorded in subsidiary journals and then posted
to ledger. Later, trial balance is prepared to test the arithmetical accuracy of the accounts
maintained. If the trial balance agrees (or tallies), we can proceed to prepare final accounts.
But, if the trial balance does not agree, it means that there are errors which must be located. In
a small organisation, where there is only one ledger book, and the number of accounts is small it
may be easy to trace the errors. In a big organisation where the number of transactions and the
number of accounts are more and if the trial balance has not agreed, it is very difficult to locate
the errors. Further, if all the accounts are maintained in one ledger book, it becomes bulky and
voluminous. If there are numerous accounts, it is almost impossible to find out errors quickly,
in case trial balance has not agreed. Even a small difference in the trial-balance might involve
errors of compensatory nature. Therefore, to make it possible to locate the error easily without
much waste of time and energy, the system of self balancing, sectional balancing is devised.

6.3 OBJECTIVES OF SELF/SECTIONAL-BALANCING SYSTEMS

The objectives of both these systems are as follows:

1. To ensure the accuracy of the ledger accounts,

2. To detect the accounting errors, if any, and to pinpoint the place of error without much
waste of time and energy,

3. To exercise proper internai control, and

4. To help in the preparation of final accounts within a short period.

6.4 NEED FOR SUB-DIVISION OF LEDGER

The ledger, as we know, is the book of final entry, in which all accounts are maintained. The
system of having only one ledger may work in a small business where the number of accounts
is small. But, when the number of accounts is large, it is practically impossible to keep all the
accounts in one ledger book. Moreover, if there is only one ledger book, it can be handled by
one person only and the work becomes too heavy for him, with the résult the accounts may
not be up-to-date. In order to overcome this difficulty and to facilitate speedy posting into
large number of accounts, the ledger is usually divided into three separate sections or ledgers
viz., Debtors Ledger, Creditors Ledger and General Ledger. Debtors and Creditors ledgers are
subsidiary ledgers and the General Ledger is the main/principal ledger.

The division of ledger 1. facilitates division of work, 2. improves efficiency of posting, 3. makes
reference easy, 4. facilitates the fixing of responsibility for maintaining a particular ledger to a
person, and 5. makes internal check or control easier.

6.5 SCOPE OF SUB-DIVIDED LEDGERS

Debtors’ Ledger : This ledger is used for recording the personal accounts of trade debtors only.
Trade debtors are the persons to whom goods are sold on credit. That is why this ledger is also
called Sales Ledger, Sold Ledger or Customers Ledger. Accounts of debtors other than trade
debtors (e.g. sale of assets on credit) are not recorded in this ledger. .
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Creditors’s Ledger : This ledger is maintained for recording the personal accounts of trade
crediters only. Trade creditors are the persons from whom goods are purchased on credit.
Therefore, this fedger is also called as Purchasers Ledger, Bought Ledger or Suppliers Ledger.
Accounts of creditors other than trade creditors (e.g. Purchase of assets on credit, loans) are
not recorded in this ledger.

General Ledger : This is the main ledger from which trade debtors and trade creditors are
now taken out. It, therefore, contains all other accounts other than trade debtors and trade
creditors. In other words, it contains all the nominal accounts, all the real accounts, and all
other personal accounts except trade debtors and trade creditors. It must be rememebered that
cash book must be treated as a part of General Ledger. This ledger is also known as Main
Ledger, Principal Ledger, Nominal Ledger, and Impersonal Ledger {because it contains mostly
impersonal accounts).

Having sub-divided the ledger into three sections or three ledgers, the accuracy of each ledger
may be tested by following either the sectional balancing system or the self-balancing system.
First, let us consider the sectional-balancing system.

6.6 SECTIONAL-BALANCING SYSTEM

The system of sectional-balancing means that the ledger is divided into sections trade debtors,
trade creditors and general and the accuracy of each sectional ledger is separately proved by
means of a Total Account.

As you know, the transactions are first recorded in subsidiary journals and later posted into the
ledger. But now, there is not one ledger, but there are three. Therefore, the transactions which are
recorded in the subsidiary journals will have to be posted into these three ledgers. As said earlier,
the Debtors’ Ledger consists of accounts of trade debtors only,the Creditors’ Ledger consists of
accounts of trade creditors only and the General Ledger consists of rest of the accounts. Hence,
transactions relating to trade debtors are posted in the debtors ledger, transactions relating to
trade creditors are posted in the creditors’ ledger and rest of the transactions are posted in the
general ledger. In this process, what is happening is that, in case of rest of the accounts the
double entry is complete in the general ledger itself. But in the case of transactions reiating
to trade debtors and trade creditors the double entry is completed by posting in two ledgers.
For example, if there is a credit sale, sales account (in general ledger) is credited and debtor’s
account (in debtors ledger) is debited, Similar is the case with credit purchases. As the posting
of the two aspects of debit and credit is given to two different ledgers, it is difficult to prove the
accuracy of these ledgers independently, and it is also very difficult to locate errors, if any.

In order to check the accuracy of each subsidiary ledger (viz., debtors ledger and creditors ledger)
separately, an account is opened in the General Ledger (usually at the end of it} in respect of
each of the subsidiary ledger. The account which represents the creditors ledger is called “Total
Creditors Account” or “Purchase Ledger Adjustment Account” or “Purchase Ledger Control
Account”. The account which represents Debtors Ledger is called as “Total Debtors Account”
or “Sales Ledger Adjustment Account” or “Sales Leder Control Account”. In case of sectional
balancing, these accounts are generally referred to as “Total Accounts”. The object of keeping
these Total Accounts in the General Ledger is that, each Total Account should represent (in
terms of totais) the ledger to which it relates, so that the balance of “Total Debtors Account’ is
equal to the total of all the balances contained in the individual accounts of the Debtors Ledger,
and the balance of ‘Total Creditors Account’ is equal to the total of all the balances contained
in the individual accounts of the Creditors Ledger.




6.7 CHECKING THE ACCURACY OF SECTIONAL LEDGERS

The accuracy of the three ledgers can be checked with the help of Control Accounts (viz.,, Total
Debtors and Total Creditors Account) in the General Ledger, in the following way:

(i) The General Ledger will be checked by taking out a trial balance containing the balance
of all real, nominal and rest of the personal accounts together with the balances of the
two Total Accounts.

(ii) The Debtors Ledger will be checked by comparing the total of its individual balances,
with the balance of the Total Debtors Account (in General Ledger).

(ifi) The Creditors Ledger will be checked by comparing the total of its individual balances,
with the balance of the total creditors account (in General Ledger).

In the sectional-balancing, it must be noted that, with the help of Total Accounts, doubic “ntry is
complete only in respect of General Ledger and not in respect of Debtors and Creditors Ledgers.
Hence, a trial balance of only the General Ledger can be prepared and not of the ebtors
and Creditors Ledgers. In this system, thus, only one section of the ledger can be balanced.
Sectional-balancing is, therefore, self-balancing of a section (or one ledger).

However, it is possible to determine which iedger contains an error, and who is resporisiblc for
it. For example, assuming that there are no errors in the book of original entry, errors if any
can be determined in the following way.

1. If the General Ledger trial balance agrees, and also the total of the individual balances
in the Debtors Ledger (or Sales Ledger) tallies with the balance of the Total Debtors
Account, but the total of the individual balances in the creditors (or purchases) ledger
does not tally with the balance of the total creditors account, then the error{s) is in
creditors ledger only.

2. Tf the General Ledger trial balance agrees, and also the total of the individual balances
in the Creditors Ledger tallies with the balance of the total creditors account, but the
total of the individual balances in the debtors ledger does not tally with the balance of
the total debtors account, then the error(s) is in Debtors Ledger only.

3. If the subsidiary (ie. Debtors and Creditors) Ledgers agree with their corresponding
total accounts, but the General Ledger trial balance does not agree, the error(s) lies in
General Ledger itself (though not in the Total Accounts).

6.8 TOTAL ACCOUNTS

The Total Debtors Account and the Total Creditors Account, which contain a summary of
the transactions relating to the Debtors Ledger and Creditors Ledger, are prepared from the
information provided by the books of original entry. It is, therefore, necessary that no entry
should be made in any personal account, uneless it has been first recorded in one of the books of
originat entry. The Total Accounts are prepared with periodical (say weekly, monthly, quarterly)
totals. The following are the specimen of Total Debtors Account and Totat Crerditors Account.
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Dr. Total Debtors Account (in the General Ledger) Cr.

Date; Particulars Rs. Date Particulars Rs.
? |To Balance b/d ? | By Balance b/d
{debit balance) XX (credit balance
To (credit) Sales x if any) XX
To B/R dishonoured XX By Cash received
To Interest (charged from debtors XX
~ to debtors) XX By B/R (received
To Balance c/d - from debtors) XX
{credit balance By sales returns XX
if any) XX By discsount allowed xx
By bad debts Xx
By transfers (if any,
to Creditors
Ledger) XX
By Balance c/d
{debit balance) XX
!
X o XX
Dr. Total Creditors Account(in the General Ledger) Cr.
Date| Particulars Rs. Date Particulars Rs.
? |To Batance b/d ? By Balance b/d
(debit balance, (credit balance) XX
if any) X By (credit) Purchases XX
To Cash (paid to crs.) xx Purchases =
To B/P {accepted) XX By B/P dishonoured XX
To Purchase returns .44 By Balance ¢/d
To discount {debit balance,
received XX if any) XX
To Transfers (if any,
i from Debtors) X
To Balance ¢/d
(credit balance) XX
XXX ' T T

At the end of the period (say, week, month or quarter as the case may be) the balance in each
total account will have to be compared with the total of the balances of debtors or creditors
prepared from their respective ledgers. Such a comparison will help in determining the accuracy
or otherwise of the postings made in the Debtors or Creditors Ledger.

Check Your Progress - 1

(a) What do you mean by Sectional-balancing?




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

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

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

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

The working of the sectional-balancing system can be explained with the following illustration:
Tlustration - 1

Foliowing are the details for the month of January, 1985 pertaining to Debtors.

Discount sales
Customers Credit sales Cash Received Allowed Returns
Rs. Rs. Rs. Rs.
A 9,100 6,500 300 -
B 7,300 4,000 - 2,000
C 8,800 8,500 200 -
D 11,200 4,100 - 1,000
Total 36,400 23,100 500 3,000

Record this information in Debtors Ledger and General Ledger, and test the accuracy of these
ledgers.

Solution

The following entries will be made in the books of accounts in case.of Sectional-Balancing System.
In the Debtors Ledger.

(i) For credit sales - The Accounts of AB,C & D will be debited.
(ii) For cash received, discount allowed and sales returns-the accounts of A,B,C and D will
be credited.

It must be noted that, the Debtors Ledger contains only one aspect of the above transactions.
Further, the above entries are to be made in the personal accounts of the debtors as and when
the transactions take place.

Debtors Ledger

Dr. A’s Account Cr.
1985 Rs. 1985 ‘ Rs.
Jan. ? To Sales a/c. 9,100 }Jan. ? By Cash a/c. 6,500

? By Discount

Allowed a/c. 300
31 By Balance c/d. 2,300

9,100 9,100

Feb. 1 | To Batance b/d 2,300 -
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Dr. B’s Account Cr.
1985 Rs. |} 1985 Rs.
Jan. ? | To Sales a/c. 7,300 1Jan. ? By Cash a/c. 4,000
? By Sales
returns a/c. 2,000
31 By Balance ¢/d. 1,300
7,300 7,300
Feb. 1 | To Balance b/d 1,300
Dr. C’s Account Cr.
1985 Rs. 1985 Rs.
Jan. 7§ To Sales a/c. 8800 JQJan. ? By Cash a/c. 8,500
? By Discount
allowed a/c. 260
31 By Balance c/d. 100
8,800 8,800
Feb. 1. | To Balance b/d 100
Dr. D's Account Cr.
1985 Ks. 1985 Rs.
Jan. ? | To Sales a/c. 11,200 |Jan. 7 By Cash a/c. 4,100
? By Sales
Refturns a/c. 1,000
31 By Balance ¢/d. 6,100
11,200 11,200
Feb. I | To Balance b/d 6,100
The total of Debtors Ledger balances (or schedule of Debto'rs) will be as below:
Rs.
A 2,300
B 1,300
C 100
D 6,100
9,800
GENERAL LEDGER
Dr. Sales Account Cr.
1985 Rs. 1985 Rs.
Jan. 31 {To Balance a/c. 36,400 J}Jan. 31 | By Total Debtors a/c. 36,400
Feb. 1 By Balance b/d. 36,400




Dr. Cash Account Cr.

1985 Rs. ' { 1985 Rs.
Jan. 31{To Total Debtors a/c; 23,100 Jan. 31 | By Balance c/d. 23,100
Feb. 1|To Balance b/d. 23,100
Dr1. Discount Allbyved Ale. Cr.
1985 Rs. 1985 Rs.
Jan. 3o Total Debtors a/c. 500 Jan. 31 By Balance c/d. 500
Feb. 1To Balance b/d. 500 |
Dr. - Sales Returns A/c. Cr.
1985 Rs. 1985 | Rs.
Jan. 310 Total Debtors a/c. | _3,000 Jan. 31|By Balance ¢/d. | 3,000
Feb. 1io Balance b/d. | 3,000
Total Debtors Account
Dr. - A’s Account Cr.
1985 Rs. 1985 : Rs.
Jan. 3o Sales a/c. 36,400 _ Jan. 31t By Cash a/c. 23,100
31} By Discount
Allowed a/c. 500
31 | By Sales
, Returns a/c. 3,000
31| By Balance c/d. 9,800
36,400 36,400
Feb. 1{To Balance b/d 9,800 -

To test the accuracy of General Ledger, Trial Balance can now be prepared which is as follows:

Dr. Cr.

Rs. Rs.

Sales A/c. - 36,400
Cash A/c. 23,100 -
Discount Allowed a/c. 500 -
Sales Returns a/c. 3,000 -
Total Debtors a/c. 9,800 -
36,400 36,400

The balance, in the Total Debtors Account in the General Ledger Rs. 9,800 tallys with the total
of Debtors Ledger balances, thus proving the accuracy of entries made in Debtors ledger.

In a similar way, transactions relating to trade creditors viz., credit purchases, cash paid, discount
received, purchase returns, etc., are recorded in creditors ledger and general ledger. Periodically,
a schedule of creditors is prepared from the Creditors Ledger and tallied with the balance in
the Total Creditors Account, in order to check the accuracy of the entries made ir the creditors
Ledger.
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6.9 SUB-DIVISION OF DEBTORS AND CREDITORS LEDGERS

In a big organisation if there are numerous debtors and creditors accounts, instead of keeping
all these accounts in one debtors ledger and in one creditors ledger, separate ledgers may be
kept for them. It means that the debtors and creditors ledger will have to be further sub-divided
according to areas, or in an alphabetical order. Such a sub-division increases the number of
control or total accounts. For example, if the Debtors and Creditors Ledgers are sub-divided,
on the basis of alphabetical order, into two categories as (a) A-M and (b) N-Z, the following
total accounts will have to be kept in the general ledger:

i) Total Debtors Account (A-M)
if)  Total Debtors Account (N-Z)
i) Total Creditors Account {(A-M)
Iv)  Total Creditors Account (N-2Z)

The process of balancing or testing the accuracy of each ledger is the same as explained earlier.

6.10 TRANSTERS FROM ONE LEDGER TO AN OTHER LEDGER

Some times, the same person may be trade debtor as well as trade creditor of the business. For
example, one variety of goods may be purchased from him and another variety sold to the same
person. In such a case there are two accounts on his name, one in the creditors (or purchases)
ledger and the other in Debtors (or sz'es) Ledger. But, for the purpose of final settiement, the
balance in one account must be deducied from the balance in the other and the net balance
only is paid or received as the case may be. Therefore, to get the balance payable or receivable
1t Is necessary to transfer the account showing a smaller balance to the account showing a bigger
balance. This means that one account is transferred from the the Debtors Ledger to the Creditors
Ledger or vice-versa. Such transfers should always be made by means of journal entries. The
total accounts should also record this transfer.

For example, Narahari’s account shows Rs, 1,000 in Creditors Ledger and Rs. 2,500 in Debtors
Ledger. That means he has to pay only Rs. 1,500 for settling his account, The necessary transfer
will be made by means of the following journal entry.

Narahari’s A/c. (in Creditors Ledger) Dr. 1,000
To Narahari's A/c. (in Debtors Ledger) 1,000

This transivr will naturally be recorded in the total accounts, as shown below:

Dr. Total Debtors Account Cr.
| IRs ]
By Transfer from f ; (
Creditors ledger : 1,000

Dr. Total Creditors Account Cr.

{,_R_s. ]
To Transfer to f

Debtors ledger i 1,000

J
|

-
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Some-times, a transfer becomes necessary from one account to another account 1n the same
ledger. This too should be done by means of a journal entry. However, such transfers will not
affect the Total Accounts.

6.11 DEBTORS AND CREDITORS LEDGERS HAVING BOTH DEBIT AND
CREDIT BALANCES

Generally speaking, all the balances in the Creditors Ledger should be credit balances and all
the balances in the Debtors Ledger should be debit balances. But, in actval practice. Sometimes,
it may, so happen that some of the accounts in the Debtors Ledger may have credit balance
while some of the accounts in the Creditors Ledger may have debit balance. This may be due
to excess payments or late return of goods or delayed grant of allowances or discount etc.

When the Creditors Ledger shows both credit and debit balances and the Debtors Ledger shows
both debit and credit balances, the corresponding Total Accounts in the General Ledger will
have to contain both debit and credit balances of both these ledgers. The total creditors account
will have a credit balance representing the gross-trade creditors and also a small debit balance
representing the accounts showing a debit balance. Similarly, the Total Debtors Account will
have a debit balance representing the gross debtors and also a small credit balance, representing
some accounts, showing a credit balance.

However, for the purpose of Bala_ncc Sheet, all debit balances are trade debtors and all credit
balances are trade creditors whether they appear in the Debtors Ledger or Creditors Ledger.

Check Your Progress - 2

1. 'When does the total debtors account will have a credit balance?

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

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

S R AL LA R

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

Hiustration - 2

From the following particulars write up the Total Debtors Account and Total Creditors Accoun
for the month of June, 1985.
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Rs.

Debtors (on 1-6-1985) Dr. 17,500
Debtors (on 1-6-1985) Cr. 350
Creditors (on 1-6-1985) Cr. 27,500
Creditors (on'1-6-1985) Dr. 250
Credit Purchases 25,500
Credit Sales 30,0600
Sales returns 300
Purchase returns 700
Cash paid to creditors 13,000
Bills received from debtors 9,500
Bills reccivable dishonoured 200
Bills accepted for creditors 7,500
Discount altowed to debtors , 260
Discount allowed to debtors but later
“on disallowed 60
Cash received from Debtors 10,000
' Discount allowed by creditors 1,000
Cash paid to debtors 50
‘Cash received from creditors 30
Transfers from debtors ledger to
creditors ledger 1,250
Cash purchases 5,000
Cash sales 7,000
Bad debts written off 250
Provision for doubtful debts 500
Debtors (on 30-6-1985) Cr. 450
Creditors (on 30-6-1985) Dr. 150
Solution
Di. Total Debtors Account Cr,
1985  Rs. 1985 Rs.
June 1 To Balance b/d. 17,500 June 1 By Balance c/d. 350
30 To Sales 30,000 30 By Sales returns 300
To Bills receivable By Bills receivable 9,500
dishonoured 200 By Discount allowed 260
To Discount disallowed 60 By Cash 10,000
To Cash (paid to Drs). 50 By Transfers 1,250
To Balance ¢/d (Cr.) 450 By Bad debts
written off 250
By Balance c/d. 26,350
48,260 48,260
Juy1 To Balance b/d. 20,350 July 1 By Balance b/d. 450
99




Dr. Total Creditors Account Cr.

1985 Rs. 1985 Rs.
June 1 | To Balance b/d. 250 June 1 By Balance b/d. 27,500
30 | To Purchase returns 700 30 |By Purchases 25,500

To Cash 13,000 By Cash (received :

To Bills payable . 7,500 from crs.) 30

To Discount received 1,600 By Balance ¢/d (Dr.) 150

To Transfers 1,250

to Balance c¢/d 29,480

53,180 53,180

July 1 | To Balance b/d. 150 July 1 By Balance b/d. 129,480
Note :

1. While writing the Total Accounts only those items which affect the Debt:rs and
Creditors should be taken into account. The items such as cash purchases, cash sales,
provision for doubtful debts and Provision for doscounts on debtors and creditors, trade
discount etc., should not be considered for the purpose of writing the Total Accounts.

2. The exceptional balances (i.e. credit balance in debtors account, and debit balance in
creditors account) should be written on their correct sides if they are opening balances,
and reverse sides if they are closing balances. The closing credit balance in Total
Debtors Account .should be put on debit side of that account before totalling and
balancing. Similarly, the closing debit balance in Total Creditors Account should be
written on the credit side of that account before totalling and balancing.

6.12 SUMMING UP

The system of sectional/self balancing is devised to locate errors easily without much waste of
time. It helps in pinpointing the place of crror, if any, and the preparation of final accounts
within a short period. To facilitate speedy posting into large number of accounts, the ledger is
usually devided into three separate sections or ledgers viz, Debtors Ledger, Creditors Ledger
and General Ledger.

In case of sectional balancing, the ledger is devided into sections and the accuracy of each
sectional ledger is separately proved by means of a total account. The accuracy of the three
ledgers can be checked with the help of control accounts viz.,, Total Debtors Account, and Total
Creditors Account, opened for this purpose in the General Ledger.

6.13 CHECK YOUR PROGRESS : MODEIL ANSWERS

1. (a) Itis amethod of dividing the ledger into sections viz., trade debtors, trade creditors and
general and proving the accuracy of each of these ledgers by means of a total account
or a control account.

(b) An extra account inserted at the end of the ledger to complete the double entry of the
ledger and thus the ledger is self-balance.

2. (a) The total debtors account shows a credit balance i to granting allowances or rotum
of goods etc., after the settlement of the accounts of some debtors.
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aseias chareed o Income and Expenditure Account. In case of gain on the sale of an asset, if
the amotint 1s small, it s taken to the Income and Expenditure Account, but if jt is a big amount
itis treated as 4 capural gain and shown in the Balance Sheet,

I Sale of iy Newspapers or old sports materials : The amount received on account of selling
old newspvaper . or gfy sports materials, etc., js treated as revenye income.

In addition to the ghove mentioned terms, depending upon the nature of the organisatidn, we

Having secn the nature of non-trading Or non-profit organisations, it js now proposed to take
up the preparation of their final accounts, which s the objective of the next unit,

Check Your Progress - 2
L In the abscnce of specific instructions, how do you treat donations and entrance fees?

achieve a common objective. Such service organisations are generally referred to as non-trading
Or non-profit organisations. These Organisations too must have money to promote or pursue
their activities and that money must be properly accounted for.

Like the business concerns the non-trading concerns too want to know their financial result
and financial position at the end of the year. There js nothing special about the accounts of

Non-profit organisations generally survive on subscriptions from members, fees from users and
donations from others.

Because of the peculiar nature of non-profit organisations we come across some special terms
like legacy, donations, subscription, entrance fees, honorarium, etc,
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"L hese organisatibns may prepare their final accounts on cash or mercantile system. But generally,

they prepare them on mercantile system ie., Ac;rual'bas'is'ni' Acc_ounting. Hence, the principles
underlying the preparation of final accounts of business coneerns are equally applicable to them

also.

1.11 CHECK YOUR PROGRESS : MODEL ANSWERS

1.

a)

b)

b)

A receipt which is repayable or received by the sale of asset of received as a permanent
source is known as capital receipt. It appears on the liabilities side of Balance Sheet.
On the other hand, a revenue receipt is a recurring in nature and it is not repayable.
It is shown on the income side of Income and Expenditure Account.

Any cash paid irrespective of its nature and period, is called payment. Expenses are
those which are actually incurred whether paid or not.

Capital expenditure is one whose benefit is available for a number of years uid it is
shown on the assets side of Balance Sheet. Contrary to this, the benetit of revenue
expenditure exhausts in the year in which it has been incurred and appears on the debit
side of Income and Expenditure Account.

Both are treated as income and shown on the credit side of Income and Expenditure
Account.

When an asset is sold, the asset value is to be reduced to the extent of its book value.
if there is a gain, in the absence of instructions, such gain is shown on the credit side of
and if there is a loss, such loss is shown on the debit side of Income and Expenditure
Account.

4.12 MODEL EXAMINATION QUESTIONS

A. Answer the following in 30 lines each.

1.

2.

3.

What is the qatute of non-trading organisations? What are their features?- - ‘

Distinguish between Recc{pts and Payments Account and Income and Expenditure
Account. ' o ' ‘ ' ‘

Bring out the distinction between capital and revenue items by giving suitable examples.

B. Answer the following in 15 lines each.
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1. a) Receipts and Payments Account

" b) Income and Expenditure Account

2. a) Capital and Revenue Receipts

b) Capital and Revenue Expenditure
Distinguish between capital payments, and revenue paym.ents..
Explain the following:

a) Legacy
b) Capital Fund
¢) Deferred Revenue Expenditure
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1t is the amount received from a merﬁ.ber at the time
of his admission into the organisation.

Tt is the amount récciyvd as a gift,

It 1s the money or pror-':rt_v giifen by part_i'e_'s K0 S to
provide a permanent s0: 12¢ of income to suppori the
institution. ' - 5
It 15 a token bpayment n aac to m_ahaging 'committee_ '
members, artists, speakers, sportsmen etc., foy their
Services. i ' -' ' '

Hicome and Expenditig .- Avcount It is the account prepiared by the non-profit orzZar.iza-

Legacy

tHO"1s ta ascertain the finzncial result of their activizies,
I is similar to the profit and loss account of business
concerns, SRR AN

It s the amount received as per the will of some
person, B T

Receipts and Payments Account It is the summary of cash book put in thé form of an’

Subseription

account, . o
It is the amount agreed to be contributeqd by the
members of an organisation, It js paid at periodical
mtervals.
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1 Model Examinzition Questions-
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5.13 Glossary

5.0 AIMS AND OBJECTIVES

This unit aims at explaining the method of preparing tinal accounts of non-trading organisations
with all accounting adjustments. :

On completion of this unit, you should be able to:

— preparé Income and Expenditure Account and Balance Sheet with adjustments

_ prepare final accounts with the help of Réceipts and Payments Account and other
irformation

— explain the preparation of Receipts and Payments Account with the help of Income
and Expenditure Account and other information

_ draw the Balance Sheets with the help of Receipts and Payments Account, Income and
Expenditure Account and other notes.

-

5.1 INTRODUCTION

- ———

e -

As we have stated in unit-4, the final accounts of non-trading organisations include Income and
Expenditure Account and Balance Sheet. In order to prepare final accounts, sometimes we may
have to gather information from Receipts and Payments Account and other notes or Income
and Expenditure Account and Receipts and Payments Account, and other information, etc. In
this unit, how various accounts are to be prepared eftecting the adjustments wilt be shown with
illustrations.

56




5.2 FINAL ACCOUNTS

keeping in view the Matching Principle. In other words, all Incomes received or recejvaple and
all expenses paid or payable pertaining to the current year are to be finally shown in the Income

the current year’s Income angd Expenditure Account,
5.3 PREPARATION OF INCOME AND EXPENDITURE ACCOUNT AND
BALANCE SHEET WITHOUT ADJUSTMENTS ‘

lustration - 1

Receipis and Payments Account

Dr. for the year ending on 31-12-1988 Cr.
Receipes Rs. Payments Rs.
To Entrance Fees 700 By Printing and Stationery ‘ 200
To Donation for Building Fund 5,000 By Newspapers ! 700
To Subscriptions from 7,000 By Books ! 4,000
members ! By Sports Materials ,I 5,000
To Proceeds from LOG0 | By Furniture ’ 1,000
Entertainment By Salaries g 1,100
Te Sale of OId Newspapers !‘ 300 By Balance ¢/d l 2,500
To Miscellaneous Receipts | 500 By Salaries 1 1,100
f 14,500 14,500
(el '
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Scolution

Young Men’s Club Income ata iﬂxnendituré Accouni

Dr. . _ for the year ending on 31-12-1988. _ Cr.
Expenditure - ! Rs. income - i " Rs.

200 | By Entrance Pees T 0

600 | By Subscriptions from

To Printing & Stationery
To Newspapers

To Salaries | 1,100 mcmhers
To Excess of Income over ' i By Proceeds from
Expenditure (transferred to " Entertainment
Capital Fund}) ' 7.500 By sale of old Newspape s
By Miscellancous Recvits
N
L [ 9,500 .

Young Men’s Club Balance Sheet

Dr. ' .. as on 31st December, 1988 ' Cr.
e
Liabilities Rs. Assets Rs.
Capital Fund: Furniture o 1,000
Opening Balance — - Books - S 4,000
Add: Excess of Income Sports Materials 5,000
over Lixpenditure 7,500 Cash in hand . 2,500
Ruilding Fund a/c
12,500 .

— i e

[

Note: Since the Depreciation on furniture and books,.and,thé consumption of sports materials
is not mentioned, the entire amounts are shown as assets. :

5.4 PREPARATION OF INCOME AND EXPENDITURE ACCOUNT AND
' BALANCE SHEET WITH ADJUSTMENTS

Mustration-1 is a simple ong, since no adjustments are involved. Let us consider the accounts
of the same club for the second year by introducing some adjustments.

Tustration - 2

The following is the balance sheet of Young Men'’s Club as on 1-1-1989.

Dr. Cr.
Liabilities Rs. Assets Rs.
Capital Fund 7,500 | Furniture 1,000
Building Fund 5,000 Books 4,000
Sports Materials 5,000
Cash in hand 2,500
12,500 12,500

I — L _ e M
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Young Men’s Club Balance Sheet

Dr. ' ) - . as on 31st December, 1989 , Cr.
Liabilities Rs. Assets Rs.
Capital Fund . bl Funiture ’ 1000 |
balance 7,500 ‘ Add: Purchased '
Add: Excess of ) o daring the
income over - year - 2,000
Expenditure 6,525 14,025 .
_ S - 3,000
Building Fund - -} Less: Depreciation 200 | 2,800
balance 5,000 o
Add: Donations Books 4,000
duving the : 1 Add: Purchased
year -4,000] - 9,000 during the year 5,000
Prize Fund - 2,500 o 9,000
Less: Prize Fund o Less: Depreciation. 1,625 7,375
Expenses 500 '
. - 2,000 :
Subscriptions ‘ _ Sports Materials. 5,000
Received in Advance | 1,000 Add: Purchased
' during the
Salaries outstanding - 400 ] year . 5,000
Less: Depreciation . 3,750 | . 6,250
Unused: stationery stock- 400
Advance salary paid 200
Subscriptions
outstanding 2,000
Entertainment _ )
programme proceeds due 500
Cash in hand B 6,900
26,425 . o .. }.26425
Notes: ' ' :
1. Depreciation is calculated as shown below:
a) On books @ 25% on opening Rs. Rs.
balance Rs. 4,000 p.a. 1,000
on Rs. 5,000 for 6 months 625
1,625
b) On Sports Materials @ 50%. On '
Opening balance Rs. 5,000 p.a 2,500
On Rs. 5,000 for 6 months 1,250
3,750

¢) On Furniture @ 10% on opening

balance Rs. 1,000 p.a. 100
on Rs. 2,000 for 6 months 100




Secunderabad Public Library Income and Expenditure Account
for the year ended 31st December, 1984

Expenditure Rs. Income Rs.
To Salaries paid 3,600 By Subscriptions 12,500
Add: Qustanding _ 500 4,104 Add: Qutstanding
at the end 1,800
To Electric Lighting —]
expenses 300 14,300
To Municipal taxes 1,100 Less: Outstanding
To Repairs to Building 300 at the beginning  1.000 | 13.300
To Insurance 350 By Proceeds fron lectilres
Add: Prepaid last and entertainments 1500
year _ 10
450 By Interest on
Less: Prepaid this : Investments 200
year 755 375 Add: Qutstanding _3350 550
To Printing & By Sale of old newspapers 450
Stationery 500 By Rent for use of
Add: Qutstanding __ 75 575 Lecture hall 1,500
To Sundry Expenses 250 Add: Receivable
To Postage 420 at the end 250
To Subscriptions to
Periodicals 1,400 1,750
To Depreciation: Less: Receivable
On Building @ 2% 800 at the beginning 400 1,350
On furniture &
fittings @ 5% 175
On library Books
@ 10% 2,000 2,975
To Excess of Income over
Expenditure 7,855
20,150 20,150

—

68




Secunderabad Public Library
Balance Sheet -
as on 31st December, 1934

Liabilities Rs. Assets Rs.
Capital Fund 72,000 Buiiding 40,600
Add: Excess of income _ Less: Depreciation 800 39,200
over expenditure 7,855 _ :
Add: Entrance Fees 1,200 81,053 Furniture and
' fittings : 3,500
Creditors 1,750 Less: Sale of furn. 100
Salaries oustanding 500 Less: Depreciation 175 275 | 3,225
Stationery Expenses 500 :
outstanding 75 Steel Shelves 1,750
Electric Installations - 2,000
Library Books . 20,000
Add: Purchased during
the year 1,460
ﬁ 21,400
Less: Depreciation _2,000 | 19,400

Investments at cost;
" 5% Government .
Loan 3,000

10% Investments 3,600 11,000
Subscriptions
outstanding 1,800
. Rent receivable 250
Interest accrued due 350
Prepaid Insurance 75
Cash at Bank 4,330
83,380 | 83380

Notes:

1. The problem requires the preparadion of only the Income and Expenditure account and the
Balance Sheet (as on 31-12-1984). But the capital Fund as on 1-1-1984 and bank balance
as on 31-12-1984 are not given. In order to ascertain the capital Fund on 1-1-1984 the
Opening Balance Sheet is prepared and to ascertain bank balance on 31-12-1984 Receipts -
and Payments account is prepared,

LT

2. Interest on investments is calculated at 5% on Rs. 8,000 for fuil year (Ks. 400} and on Rs.
3,000 at 10% for six months (Rs. 150). But the amount received is only Rs. 200. Therefore,
Rs. 350 is shown as accrued and due.

3. Depreciation has to be calculated on the opening baiances of the assets. Flence, on Electric
Installations, which were not there at the beginning depreciation is not calculated.

4. Steel shelves were acquired during the year for which payment is net made. Hence, Rs.
1,75G is shown as liability and also as asset.




5.7 PREPARATION OF RECEIPTS AND PAYMENTS ACCOUNT FROM THE
GIVEN INCOME AND EXPENDITURE ACCOUNT AND OTHER
INFORMATION

Ilustration - 3

Public Health Care Centre
Income and Expenditure Account

Dr. for the year ending 31st March, 1984 Cr.
Expenditure Rs. Income Rs.
To Salaries 23,500 By Entrance Fees 700
To Office expenses 800 By Donations %000
To Insurance 200 By Subscriptions PAREE!]
To Rent and Taxes 506 By Miscellaneous Receipts 300
To Dispensary Expenses 3,000 By Interest 9,000
To Depreciation:
Building 3,750
Furniture 150
Instruments 100
4,000
To Excess of income
over Expenditure 8,000
40,000 40,000

Other items of information pertaining to the Health Centre are as follows:

31-3-1983
Rs.

Land and Building 2,00,000
Furniture 2,000
Instruments 3,500
4.5% Investments in Securities 2,00,000
Cash at bank ?
Stock of Medicines 300
Dispensary expenses due 200
Subscriptions outstanding 7,000
Subscriptions received in Advance 200
Salaries outstanding 1,000

371-3-1984
Rs.

1,96,250
2,100
4,000

2,00,000

18,700
100
300

10,000
600

1,500

You are required to prepare the Receipts and Payments account for the year ending 31st March,

1984.
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Public Health Care Centre Receipts and Payments Account

Dr. for the year ended 31st March, 1984 Cr.
Receipts Rs. Payments [ Rs.
To Balance b/d (on 1-4-83) 5 By Salaries! : !
(Balancing figures) 9,350 as shown in f
To Entrance fee® 700 T&E ak, 23,500 |
To Donations 5,000 Add: Paid for last 5
To Subscriptions? 22,400 year 1,000
To Miscellaneous receipts 300 ' 24,500
To Interest i 9,000 Less: Payable at the
’ end of the year 1,500 23,000
i By office expenses 860
By Insurance 200
By Rent and Taxes 500
By Dispensary expenses? 2,700
By Furniture? 250
By Instruments® 600
By Balance c/d (31-3-84) 18,700
46,750 46,750

I
Notes:

1. Inthe T & E a/c the amount paid or payable on account of salaries for the accounting year
is shown. In order to arrive at the actual amount paid during the year, salaries outstanding
at the beginning of the year are to be added (because they are paid this year) and salaries
outstanding at the end of the year are to be deducted (because they are not yet paid).

2. Subscriptions received during the year can be ascertained as shown below:

Subscriptions Statement

Rs, Rs,
To Subscriptions By Subscriptions
outstanding teceived in Advance
on 31-3-1933 7,000 as on 31-3-1983 200
To Subscriptions received By Subscriptions
in advance as on 31-3-1984 600 outstanding as
Tol & F Afe 25,000 on 31-3-1984 10,000
(Amount shown) 25,000 By Subscriptions received
during the year
(Balancing figures) 22,400
32,600 32,600
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3. The amount paid towards dispensary expenses is ascertained as shown below:

Dispensary EXpehs_es Statement

Rs. Rs.
To Opening stock of By Expenses outstanding
Medicines 300 ~as on 31-3-1983 200
To Expenses outstanding By Amount charged to
as on 31-3-1984 300 1&E alc. 3,000
To Amount paid during By closing stock of _
the year : Medicine 100
(Batancing figure) 2,700
3300 3,300

4. Furniture as on 31-3-1983 was Rs. 2,000. Rs. 130 is deducted as depreciation. Then the
balance should be Rs. 1,850 (Rs.2,000—150). But the balance as on 31-3-1984 was Rs.
2,100, That means furniture worth Rs. 250 (i.e. 2,100—1,850) is purchased during the year.

5. Similar is the case with instruments:

Instru'ment_s Account

Rs. _ Rs.
To Balance b/d (31-3-83) 3,500 By Depreciation 100
To Cash Ry Balance c/d (31-3-84) 4,000
(Balancing figure) - 600 o - '
' 3,100 4100

6. If the Opening balance of cash is given, you would have just balanced the R & P a/c by
ascertaining the closing balance of cash. But the closing balance of cash (as on 31-3-1984)
is given in this problem. Prepare the R & P a/c as usual. Put the debit side items on debit
side leaving space for opening balance of cash. Put the credit side items on the credit side
including closing balance of cash. First total the credit side and then subtract it from the
debit side total. The balance is the opening balance of cash.

Even though balance sheet is not asked in this problem, we can also prepare balance sheet (s)

from the given information as shown below:

Public Health Care CentI:e Balance Sheet
as on 31st March, 1984

Liabilities Rs. Assets Rs.
Capital Fund: {.and and Buildings 1,96,250
Balance as on 31-12-83 4,20,750 . Furniture 2,100

Add: Surplus ___ 8,000 ] 4,28,750 Instruments . 4,000
Salaries unpaid 1,560 4.5% Investmenis 2,00,000
Dispensary Expenses Stock of Medicines 100

unpaid 300 Subscriptions 10,000
Subscriptions Received Cash at bank 18,700

in advance 600

- L44_9].150 L 4,31,150
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Balance Sheet
as on 1-4-1983

Rs. ' Rs.

Subscriptions Received - Land and Buildings 2,00,000
in Advance 200 rurniture 2,000
Salaries unpaid 1,000 Instruments 3,500
Dispensasry Expenses unpaid 200 4.5% Investments 2,00,000
Capital Fund ' ' Stock of Medicines 300

(Balancing figure) 4,20,750 Subscriptions
: outstanding 7,000

Cash at Bank .

(Sce R & P ajc) 9,350
422,150 : 422150

Check Your ProgreSs -1

Ascertain the amount of subscriptions to be credited to Income and Expenditure Account,

Rs.
Subscriptions received during the year. 1,05,000
Subscriptions received in advance in ¢} . previous year. 10,000
Subscriptions outstanding at the beginning of the year. 5,000
Subscriptions outstanding at the end of the vear. _ ‘ 14,000
Subscriptions received in advance, . \ 16.000

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

Check Your Progress - 2

Wil you say that the items appearing on the debit side of Receipts and Payments Account
should appear on-the credit side of Income and Expenditure Account? Give reasons for your
argument?




5.8 PREPARATION OF BALANCE SHEETS WITH THE HELP OF RECEIPTS
AND PAYMENTS ACCOUNT AND, INCOME AND EXPENDITURE
ACCOUNT, AND ACCOMPANYING NOTES

We can also prepare the balance sheets both opening and closing if Receipts and Payments
account, Income and Expenditure account, and other information is given. While doing so the
following points should be noted:

(i) Show the opening balance of Receipts and Payments Account as an asset in the opening
balance sheet.

(i) Show the closing balance of Receipts and Payments Account as an asset in the Closing
balance sheet.

(iiiy The closing balance of the Income and Expenditure Account is added fo the Capital
Fund (if it is a surplus) or deducted from the capital fund (if it is a deficit) in the
closing Balance Sheet. _

(iv) Compare the items on the debit side of the Income and Expenditure Account with
those on the credit side of the Receipts and Payments Account.

Similarly, compare the items on the credit side of the Income and Expenditure Account with
those on the debit side of the Receipts and Payments Account.

[tems appearing in Receipts and Payments Account but not appearing in Income and Expenditure
Account are (a) either receipts received in advance or payments made in advance; or (b) receipts
for previous year or payments for previous year.

On comparison, item by item, you can conclude whether they are assets or liabilities, and then
show them in the relevant Balance Sheet.

(v) Assets at the end should be taken to the closing balance sheet with due consideration
to depreciation and additions during the year.

Ilusration - 6

The following are the Receipts and Payments Account, and Income and Expenditure Account
of Book Lovers Association, Hyderabad.

Receipts and Payments Account

Dr. for the year ending on 31-12-1984 Cr.
Receipts Rs. Payments Rs.
‘To Balance b/d 1,400 By Salaries:
To Interest 800 1983 - 200
To Donation for special - 1984 - 2,200 2,400
Fund 300
To Subscriptions . By Printing
1983 - 1,600 and Stationery 300
1984 - 7.000 | 8,600 By Books 3,000
By Miscellaneous Expenses 600
To Rent: By Balance /i 5,590
1983 - 260
1984 - 520 780
11,880 _ 11880
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Dr. Hyderabad Club Receipts and Payments Account Cr.
Receipts Rs. Payments Rs.
To Balance b/d 14,000 By 7% Investments
To Legacies 12,000 (Purchased on 1st
To Donation for July 1984) 20,000
Building 16,000 By Furniture 4,400
To General Donations 400 By Tournament
To Sale of Old furniture expenses 2,200
(Book value Rs. 160} 150 By Curtains 1,600
To Sale of newspapers 800 By Crockery 800
To sale of old sports By Salaries 2,600
materials 160 By Sports material 2,400
To Endowment Fund By Charities 16,000
Receipts 20,000 By Honorarium 5.200
To Rent received from ' By Advertisements 500
the Hall 3,000 By Advance against
To Advertisement in the construction of building 10,000
“Year Book’ 800 By Entertainment
To Proceeds of concerts 2,400 expenses 2,900
To Tournament Fund 3,000 By Payment to crreditors
To Subscriptions: of last year 800
1983 1,200 By Cost of Electric
1984 28,000 Installations 6,000
1985 1,600 30,800 By Library books 1,600
By Newspapers 2,600
By Telephone expenses 1,400
By Canteen expenses :
including purchases 3,200
By Rent & Taxes 2,800
By Balance c/d 16,910
1,03,510 1,063,510
Other information

i) Subscriptions outstanding on the 31st of December, 1984 were Rs. 1,400.

i) Salary outstanding as on 31st December, 1984 was Rs. 100. Salaries paid include Rs.
160 paid for 1983 and Rs. 20 for 1985.

iii) The stock of sports materials on the 31st of December, 1984 was Rs. 200, and canteen
stock Rs. 280.

iv) Building Fund as on 1-1-1984 was Rs. 12,000.

v) Investments include investments out of building fund donations Rs. 16,000.




|

Solutions

Hyderabad Club Incore and Expenditure Account

Dr. ' for the year ending on 31st Dec., 1984 Cr.
Receipts ‘ _ ~ _Rs. Pagyments Rs.
To Salaries 2,600 By General Donations 400
Add: Outstanding 100 By sale of newspapers ‘800
— By sale of old sports
2,700 - materials ' 160
Less: Paid for By Rent from Hall 3,000
1983 - 160 By Advertisements in the '
Paid for - Year Book 800
1985- 20 180 | 2,520 By proceeds of concerts 2,400
To Sports materials 2,400 | : By Subscriptions: T
Less: Stock in 1984 28,000
. hand 200 2,200 Add: OQutstanding '
g for 1884 1,400 29,400
To Loss on sate of E '
furniture 10 By Interest Accrued on
To Honorarium 5,200 investments {(on Rs. 4,000]
To Charities 16,000 @ 7% for 6 months) 140
To Advertisements - 500 By Excess of Expenditure :
To Entertainment expenses 2,900 over income 1,950
To Newspapers 2,600 '
To Telephone Expenses 1,400
To Canteen '
Expenses 3,200
Less: Stock in
hand . 280 | 2,920
To Rent and Taxes 2,800
39,050 [ 39,050
Balance Sheet
as on 1st January, 1984
Rs. Rs.
Capital Fund - ' " Furniture 160
{Balancing Figure) 2,400 "Sub&';criptioﬁs
Building Fund - 12,000 - Qutstanding . - 1,200
Creditors 800 Cash in hand 14,000
Salary outstanding 160
15,360 715360




Hyderabad Club Balance Sheet
- as on 31st December, 1984

Liabilities Rs. " Assefs I Rs
Capital Fund 2,400 Electric Installations - 46,0007
Less: Excess of Furniture-balance 160

© Expenditure over |  Add: Purchased :
income for 84" 1950 = 450 during the year 4,000]
SR o : : 4,160|
Building Fund 12,000 ] Less:-Furniture sold .. 160] 4,000
Add: Donation for the _ N S L
fund during the year 16,000| _l Library Books -~ - 1,600
Add: Interest on -~} . Crockery S| 800 .
Investements Curtains 1,600,
on Rs. 16,000 @ 7% o 7% Investments ~ 20,000
for 6 months 560 28,560 ~ Advance for the constructlon T
o - o  of Building 10,000
Endowment Fund -, . 120,600 -}~ -Balance of Stock: - R
'Legac1es G ] 12,0007 <+ - . Sports materials - 2000 -
Tournament. Fund S 30000 0 0 - - Canteen stock - - * 280} ' 480
Less; Expenses S 22000 80 . o oo s e T R
Subscriptions Received ™ - " -} - Subscriptions outstanding - :| 1,400

in advance 1,600 Salary paid in-advance: -~ | . 20 .

Salary outstanding . y 100 . |- Accrued Interest .
o o . . (on 20,000 @ 7% for . |
6 months} Sl L 700 -
N Cashinhand . - 16910
63,510 o\ coo 63,510
Notes: ' | o

1. Inorder to find out the capital fund at the beginning of the year, the opening Balance Sheet
is prepared. Tt is prepared with the help of bits of information available from Recelpts and
Payments Account and other informatiori. After putting the assets and liabilities together,
the baIancmg figure is taken as the Capital. Fund.

2 Donatten for Building Fund; Endowment ;Fund and Legacies have been capitalised.’ -

3.+ Tournament expenses are met frot the Tournament Fund (if there 1s no such fund then
'such expenses wili-be charged to }ncome and Expendlmre Account.)

4, The investment of Rs. 20 000 con51sts of two parts Rs 4,000 as General mvestment& and
Rs. 16,000 as Bulldmg F\md Investments The Interest which ‘was accrued on the first part

N is taken to the Income and Expendlture a/c and that on the second part is added to Building
Fund However since the mterest which hes accrued is not yet received, Rs. 700 is shown

as asset.




5.6 PREPARATION OF RECEIPTS AND PAYMENTS ACCOUNT, INCOME
AND EXPENDITURE ACCOUNT AND BALANCE SHEETS FROM
THE GIVEN INFORMATION

IHustration - 4

From the part:culars given below, prepare an Income and Expenditure Account and a Balance
Sheet of Secunderabad Public Library for the year ended on the 31st of December, 1984.

On 31st Deé_ember, 1983 the following were the assets and liabilities of the Library.

Building Rs. 40,000, furniture and fittings Rs. 3,500, library books Rs. 20,000, investments in
5% Government Loan Rs. 8,000, subscriptions outstanding Rs.. 1,000, rent receivable for the
use of lecture hall Rs. 400, Prepaid insurance Rs. 100 and cash at bank Rs. 4,000, Qutstandings,
to creditors Rs. 4,300, outstanding expenses Rs. 700.

The Receipts during the year were: Subscriptions Rs. 12,500, Entrance fees Rs. 1,200, Proceeds
from lectures and entertainments Rs. 4,500, interest on investments Rs. 200, rent for the use of
the lecture hall Rs. 1,500, sale of old furniture. Rs. 100, sale of old newspapers Rs. 450.

The Payments during the year were: Payments to creditors Rs. 4,300, payments to outstanding

expenses of last year Rs. 700, Library books Rs. 1,400, Electric lighting expenses Rs. 300,

Municipal taxes Rs. 1,100, repairs to building Rs. 800, Insurance Rs. 350, Electric installations

expenses Rs. 2,000, Printing & statnonery Rs. 500, Sundry expenses Rs. 250, Postage Rs.

420, subscriptions to periodicals Rs. 1,400, cost of 10% Investments Rs. 3, 000 (purchased on
1-7-1984), salaries Rs. 3,600. -

Insurance was prepaid to the extent of Rs. 75 and subscriptions outstanding amounted to Rs.
1,800, rent receivable for the use of lecture hall Rs. 250. There were creditors outstanding for
the steel shelves acquired during the year to the extent of Rs. 1,750, salaries outstanding Rs.
500. Amount due for purchase of stationery Rs. 75. Entrance fees are to be capitalised.

Provide depreciation on building at 2% on electric installations at 5%, on furniture and fittings
at 5% and on library books at 10%. The depreciation is to be calculated on opening balances
of such assets.

Solution
Balance Sheet of Secunderabad Public Library
as on 1-1-1984 ' _
Liabilities Rs. Assets Rs.
Capital Fund ' |  Building " 40,000
(Balancing figure) : 72,000 Fumiture and fittings 3,500
Creditors . 4300 4Library Books 20,000
Outstanding Expenses 700 - : 5% Government Loan
‘ Investments. - 8,000 -
Subscriptions outstanding | 1,000
Rent receivable for
lecture hall 400
Prepaid Insurance 100
Cash at Bank 4,000
77,000 | 7000




Receipts and Payments Account

Dr. for the year ending 31st Dec. 1984 Cr.
Receipts Rs, Payments Rs.
To Bank Balance on By Payments to creditors 4,300
1-1-1984 4,000 By payments to
To Subscriptions 12,560 ouistanding expenses
To Entrance Fees 1,200 of last year 700
To Proceeds from Lectures By Library Books 1,400
and Entertainments 4,500 By Electric Lighting
To Interest on Investments 200 £xpenses 300
To Rent for the use of By Municipal taxes 1,100
Lecture Hall 1,500 By Repairs to Building 800
To sale of old furniture 100 By Insurance 350
To sale of old By Electric Installations
newspapers 450 Fxpenses 2,000
By Printing and stationery 500
By Sundry Expenses 250
By Postage 450
By subscriptions to
veriodicals 1,400
By 10% Investments
(Purchased on 1-7-1984}| 3,000
By Salaries 3,660
By Bank balance on
31-12-1984 4,330




Secunderabad Public Library Income and Expenditure Account

for the year ended 31st December, 1984

Expenditure Rs. Income Rs.
To Sataries patd 3,600 By Subscriptions 12,500
Add: Oustanding _ 500 4,100 Add: Qutstanding
at the end 1,800
To Electric Lighting - -
expenses 300 14,300
To Municipal taxes 1,100 Less: Outstanding
To Repairs to Building 800 at the beginning 1,000 | 13,300
To Insurance 350 By Proceeds from lectures
Add: Prepaid last and enterfainments A 400
year __100. |
450 By Interest on
Less: Prepaid this Investments 200
year 753 375 Add: Outstanding 350 | 550
To Printing & By Saie of old newspapers 450
Stationery 500 By Rent for use of
Add: Outstanding __73; 575 Lecture hall 1,500
To Sundry Expenses 250 Add: Receivable
To Postage 420 at the end 250
To Subscriptions to
Periodicals 1,400 1,750
To Depreciation: Less: Receivable
On Building @ 2% 800 at the beginning 400 1,350
On furniture &
fittings @ 5% 175
On hibrary Books
@ 10% 2,000 2,975
To Excess of Income over
Expenditure 7,855
20,150 [ 20,150
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Secunderabad Public Library
Balance Sheet
as on 31st December, 1934

Liabilities Rs. Assets ' Rs.
Capital Fund 72,000 Building 40,000
Add: Excess of income Less: Depreciation __ 800 | 39,200
over expenditure 7,855 _ .
Add: Entrance Fees _1,200 | = 81,055 Furniture and
' fittings : 3,500
Creditors 1,750 Less: Sale of furn. 100
Salaries oustanding 500 Less: Depreciation_175 275 | 3,225
Stationery Expenses 500
outstanding 75 Steet Shelves 1,750
Electric Installations 2,G00
Library Books - 20,000
Add: Purchased during
the year 1,4G0
_ 21,400 |
Less: Depreciation _2,000 | 19,400

Investments at cost:
5% Government

Loan - 8,000

10% Investments 3,000 11,000

Subscriptions
. outstanding : 1,300
Rent receijvable 250
) Interest accrued due 350
Prepaid Insurance 75
Cash at Bank . 4,330
£3,380 83,380

Notes:; . :

1. The problem requires the preparaiion of only the Income and Expenditure account and the
Balance Sheet (as on 31-12-1984). But the capital Fund as on 1-1-1984 and bank balance
as on 31-12-1984 are not given. In order to ascertain the capital Fund on 1-1-1984 the
Opening Balance Sheet is prepared and to ascertain bank balance on 31-12-1984 Receipts .
and Payments account is prepared.

2. Interest on investments is calculated at 5% on Rs. 8,000 for full year (Rs. 400) and on Rs.
3,000 at 10% for six months (Rs. 150}. But the amount received is only Rs. 200. Therefore,
Rs. 350 is shown as accrued and due.

3. Depreciation has to be calculated on the opening balances of the assets. Flence, on Electric
Installations, which were not there at the beginning depreciation is not calculated.

4. Steei shelves were acquired during the year for which payment s not made. Hence, Rs.
1,75G is shown as liability and also as asset.




5.7 PREPARATION OF RECEIPTS AND PAYMENTS ACCOUNT FROM THE
GIVEN INCOME AND EXPENDITURE ACCOUNT AND OTHER

INFORMATION

Tlostration - §

Public Health Care Centre

Income and Expendifure Account

Dr. for the year ending 31st March, 1984 Cr.
Expenditure Rs. Income Rs.
To Salaries 23,500 By Entrance Fees 700
To Oifice expenses 800 By Donations =000
To Insurance 200 By Subscriptions AREE ]
To Rent and Taxes 500 By Miscellaneous Receipts 200
To Dispensary Expenses 3,000 By Interest 9,000
To Depreciation:
Building 3,750
Furniture 150
Instruments 100
4,000
To Excess of income
over Expenditure 8,000
40,000 40,000

Other items of information pertaining to the Health Centre are as follows:

31-3-1983
Rs.

Land and Building 2,00,000
Furniture 2,000
Instruments 3,500
4.5% Investments in Securities 2,00,000
Cash at bank ?
Stock of Medicines 300
Dispensary expenses due 200
Subscriptions outstanding 7,000
Subscriptions received in Advance 200
Salaries outstanding 1,600

31-3-1984
Rs.

1,96,250
2,100
4,000

2,00,000

18,700
100
300

10,000
600

1,500

You are required to prepare the Receipts and Payments account for the year ending 31st March,

1984.
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(b} When we return some goods to the supplier after settling the account, the total creditors]
account shows a debit balance. Similarly, we might have given some advance to the
suppliers but the goods have not been received as yet. In such a case also the total
creditors account shows a debit balance.

6.14 MODEL EXAMINATION QUESTIONS

A. Answer the folfowing in 30 lines each:

1. What are the objectives of Sectional Balancing? Explain briefly the sectional balancing.

2. "What is the scope of sub-divided ledgers? How the checking of sectional ledgers can
be done?

B. Answer the following in 10 lines each:
1. What is the need for self-balancing/sectional balancing system?
2. What are the objectives of self/sectional balancing?
3. Why is the ledger sub-divided?
4. Why do some of the Debtors Accounts show credit balance and creditors Accounts
debit balance? '

Problems

1. From the following figures prepare Total Debtors Account for the month of January 1985.

Rs.
Balance of Debtors on 1st Jan. 1985 : ' 30,600
Credit Sales : . . Nt . 82,400
Bills Receivable received o y 8200
Bills Receivable dishonoured . . . 1,600
Cash received from customers , .. 74,800
Discount allowed to them : . . ... LBoo
Bad debts written off - 1,200

(Balance of Debtors Rs. 28,600)

2. Prepare Creditors Account from the figures given below; relating to June 1985.

. Rs.
Balance of Creditors as on 1st June 1986 _ 23,600
Cash paid to creditors o 33,000
Credit purchases . 38,600
Discount allowed by creditors S . 1,400
Bills-payable issued .. 10,660
Purchase returns ) 1,000
Transfer to Debtors Ledger .. 2,200
Interest charged by creditors _ AP -, 1,000

(Balance of creditors Rs. 15,000)




3. Mr. Shravan Kumar keeps his books according to Sectional-Balancing System. From the
following details, you are required to prepare the Total Creditors Account for the month

of Jan. 1985.

_ Rs.
Credit balances in creditors accounts on 1-1-85 20,000
Debit balances in creditors accouants on 1-1-85 4,000
Cash purchases 10,000
Credit purchases : 20,000
Bills payable accepted _ . _ 10,000
Bills payable paid - 6,000
Purchase returms ' 2,000
Cash paid to creditors 6,000
Discount and allowances allowed by them 43
Transfers to Debtors ledger 2,000
Bills payable dishonoured I 4,000
Debit balances in creditors accounts on 31-12-85 o 1,000

'Hint: Ingnore cash purchases and Bills payable paid.
(Closing creditors batance (Cr.) Rs. 20,600)

4. In the absence of self-balancing system, you are required to compile Total Debtors and
Total Creditors Accounts, from the following information.

Rs.
Debtors Ledger balance on 1-7-1985 Dr. 36,000
Debtors Ledger balance on 1-7-1985 ' Cr. 600
Creditors Ledger balance on 1-7-1985 Cr. 28,000
Creditors Ledger balance on 1-7-1985 Dr. 400
Figures for the month ending 31st July 1985: ‘ :
Cash received from customers 1,60,000
Discounts and allowances allowed to them 5,000
Bad debts written off 6,000
Transfer from debtors ledger to creditors
Ledger to settle customers accounts 4,000
Payments to customers 200
Credit sales 1,90,000
Sales returns 3,000
Bills payable accepted 6,000
Payments to creditors 95,000
Discounts and allowances granted by them 4,000
Credit purchases 1,10,000
Purchases returns 1,5000
Bills receivable received 8,000

(Balance on 31-7-85: Total Debtors a/c. Rs. 39,600,
Total creditors a/c. Rs. 27,100).
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6.16 GLOSSARY

Adjustment or Control Account

Debtors’ Ledger

Debtors Ledger Ad Justment
' Account

Creditors Ledger

Creditors Ledger Adjustment
Account ‘

General Ledger

General Ledger Adjustment
Account

Sectional Balancing System

Self-Balancing Ledger

Self-Balancing System

This is an account opened in a ledger in order to

provide the missing information so as to preparc a

trial balance of that ledger.

It is a ledger used for recording the personal accounts

of trade debtors only. ' '

This account is opened in the General Ledger in

order to provide _missing'information in respect of

trade debtors '

It is aledger used for recording the personal accounts

of trade creditors only.

This account is opened in the General Ledger so as to‘

provide the missing information pertaining to trade

creditors. -

It is the main ledger. It contains all accounts other

than trade debtors and creditors accounts.

One General Ledger Adjustment Account is opened

at the end of creditors ledger to self-balance it. This
. adjustment account provides the missing information

relating to trade creditors.

One more General Ledger adjustment account is
opened at the back of Debtors Ledger to self-balance
it. This account provides the missing information
relating to trade debtors.

In this system one section or one ledger of a group
of ledgers is self-balanced.

A self-balancing ledger is one which contains within
itself sufficient material for the preparation of a trial
balance.

It is a system in which all the ledgers are self-balanced.




UNIT-7 : SELF-BALANCING AND SECTIONAL
BALANCING-II

Contents

7.0 Aims and Objectives

7.1 Introduction

7.2 Adjustment or Control Accounis

73 Important Points relating to Self-balancing Accounting Procedure
74  Self-balancing Entries

7.5 Proforma Adjustment Accounts

7.6 Transfer from one Ledger to another Ledger
7.7 - Summing Up

7.8 . Check Your Progress : Model Answers

7.9 Model Examination Questions

7.10 Recommended Books

7.0 AIMS AND OBJECTIVES

Under self-balancing system each ledger will have both debit and credit entry in itself. Therefore,
when a ledger balances are extracted, it forms a complete Trial Balance.The aim of this unit is
to explain the accounting procedure of self-balancing system.

After reading this unit, you should be able to:
- prep'are_' Control Accounts
— pass self-balancing entries

— transfer balance of one account to another.

7.1 INTRODUCTION

Under the system of sectional-balancing explained in the previous unit, the subsidiary ledgers
(i.e. Debtors and Creditors Ledgers) are not self-balancing, but only the General Ledger is self-
balancing. This means that trial balance cannot be prepared for the debtors and the creditors
ledgers. Under sectional-batancing system it is also not necessarys to make them self-balancing
when their ‘accuracy can be-checked by means of Total Accounts maintained in the General
Ledger. - '

The draw-back of not having an independent trial balance for the Debtors and the Creditors
ledgers is removed under the system of self-balancing ledgers. A self-balancing ledger is one which
contains within itself sufficient material for the preparation of a trial balance. Self~balancing,
therefore, is 2 method devised to have an independcnt trizl balance from each ledger without
the help of others, so as to localise errors in a particular ledger so that the tedious process of
checking the other ledgers can be avoided. ‘ '

Sectional balancing and self-balancing systems serve the same purpose. The only distinguishing
feature is, under sectional balancing system, trial balances cannot be prepared for alt the ledgers,
whereas under self-balancing system trial balance can be prepared for each ledger.
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7.2 ADJUSTMENT OR CONTROL ACCOUNTS

As said earlier, none of the three ledgers contain in itself ali the information for the preparation
of the trial balance. In order to draw a trial balance of each ledger independently it is essential
to provide the missing information in each of such ledgers. This can be achieved by opening
adjustments or control accounts at the back of each ledger.

Creditors ledger (or purchase ledger) contains the personal accounts of all trade creditors, but
the corresponding accounts of credit purchases, purchase returns, cash paid to creditors, bills
payable accepted, discount received etc., are missing in this lédger, as these items are recorded
in the General Ledger. In order to self-balance the creditors ledger an adjustment account, to
provide the missing information in respect of the above, is to be opened at the end of creditors
ledger. The name of that adjustment account is “Generat Ledger Adjustment Account” (also
called General Ledger Self-Balancing Account or General Ledger Control Account.)

In the same way, an adjustment account by name “General Ledger Adjust‘mcnt Account” (also
called General Ledger Self-Balancing Account, General Ledger Control Account) is to be opened
in Debtors Ledger to provide it with the missing information pertaining to credit sales, sales
returns, cash received from debtors, bills received, bad debts, etc.

As we know, the General Ledger contains all the accounts except trade debtors and trade
creditors accounts. Tn order to self-balance the General Lﬁ_dger,rmissihg information in respect
of trade debtors and trade creditors be ~iovided by 0jpening two adjustment or control accounts
at the end of the General Ledger. These are Debtors Ledger Adjustment Account {also called -
Sales Ledger Adjustment Account), and Creditors Ledger Adjustment Account (also called
Purchases Ledger Adjustment Account). These two control accounts are infact the same as
“Total Debtors Account” and “Total Creditors Account”, explained earlier in the context of
Sectional Balancing. 4 ' '

The Four Adjustment accounts stated above are 'nothing but a summary of the fcé;o_;d,o_f '
transactions already posted in a particular ledger. But, this summary is posted to the contra (or
opposite} side of adjustment accounts so as to complcte the double entry.

To repeat, the foilowing table gives the adjustment accounts to be opened in the respective
ledgers.

Name of the adjustment
Naing of the ledger account(s) to be opened to seif-
balance that ledger

1. Creditors Ledger (C.L) 1. General Ledger Adjustment Account
2. Debtors Ledger (D.L) 2. General Ledger Adjustment Account
3. General Ledger (G.L) 3. 1} Creditors Ledger Adjustment Account

it Debtors Ledger Adjustment Account

7.3 IMPORTANT POINTS RELATING TO SELF-RALANCING
ACCOUNTING PROCEDURE

The following points are to be noted in case of the self-balancing ledgers:




Transactions have to be recorded in the subsidiary journals as usual, of course, with
special columns to suit self-balancing ledgers.

The above transactions have to be posted to various trade debtors, personal accounts
maintained in Debtors Ledger and trade creditors.personal accounts in creditors ledger.
Rest of the transactions will have to be posted to various accounts in the general ledger.

For the purpose of self-balancing, special accounts (adjustment/cbntrol accounts) are
to be opened in the three ledgers. ' ' '

. Since these special accounts are opened as extra accounts in each ledger, some extra

journal entries are required. These extra entries are called self-balancing entries.

Self—balancing entries are passéd always with the periodical totals of the subsidiary
books. '

Self-balancing entries are required only in case of transactions relating to trade debtors
and creditors. Because, in this case only the double aspect of the transaction is divided
between two ledgers-Debtors ledger or Creditors Ledger on one hand and General
Ledger on the other hand. '

In all other cases, since both the aspects of a transaction are there in General Ledger
itself, no self-balancing entry is needed.

Because of the control accounts, there is a complete doubie entry in respect of each
of the ledgers, trial balance of each one of them can be prepared and the accuracy of
postings made therein can be checked.

7.4 SELF-BALANCING (ADJUSTMENT) ENTRIES

In order to Self-balance the Ledgers, adjustment entries in respect of the following .grbupé,of
items are to be passed and postings made to the respective ledgers.

To Self-Balance Debtors Ledger : a) Items relating to personal accounts of trade debtors affecting

Debit side:
Entry
1. Credit Sales . Debtors Ledger Adjustment
2. B/R dishonoured Alc (in GL) Dr. .
3. Interest charged etc. 1 To General Ledger Adustment
' ' Account {in D.L.)

b) Items relating to trade debtors affecting Credit Side
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. Cash Received - -

. B/R received Entry _

. Sales returns General ledger Adjustment

. Discount allowed Afc. (in D.L) Dr.

. Bad debts written off during To Debtors ledger Adjustment
the year Alc. (in G.L)

. Allowances '

. Transfers




!
To Self-Balance Creditors Ledger : a) Ttems relating to personal accounts of trade creditors
affecting credit side: '

Entry
General ledger Adjustment A/c. (in C.L) Dr.

To Crerditors ledger Adjustment
Alc. (in G.L)

1. Credit Purchases
2. B/P dishonoured
3. Interest, if any

a) Items relating to trade creditors affecting Debit Side

1. Cash Received
2. B/R received Entry

3. Purchase returns Creditors ledger Adjustment

4. Discount Receuved Afc. (in G.L) Dr.

5. Allowances received To General ledger Adjustment
6. Transfers Afc. (in CL)

- When these entriesare posted to-their respective -adjustment/eontrol actounts; they appear as- -~ s
shown below: ' '

7.5 PROFORMA ADJUSTMENT ACCOUNTS

In the General Ledger

Dr. Debtors Ledger Adjustment Account Cr.
- Rs : Rs.
To Balance b/d (Dr.) : 100K By Balance b/d (Cr.) XXX
To General Ledger By General Ledger
Adjustment a/c: XXX Adjustment a/c:
- Credit Sales XXX - Cash received XX
- B/R Dishonoured 00 - B/R received XXX
- Interest changed X - Sales returns WX
To Balance c/d (Cr.) XXX - Discount allowed XX
- Bad debts XXX
- Allowances XX
- Transfers to/from
G.L XXX
By Balance c/d {Dr.) b 094




Dr. Creditors Ledger Adjusiment Account -
Rs. " Rs.
To Balance b/d (Dr.) XX " By Balance b/d (Cr.) XKX
To General Ledger ' By General Ledger
Adjustment a/c.: Adjustment a/c:
- Cash paid XXX - Credit purchases peed
- B/P accepted XXX - B/P Dishonoured ? XX
- Purchase returns XXX - Interest XXX
- Discount received peed By Balance ¢/d (Dr.)
- Allowances '
received XXX
- Transfers from/to D.L XK
- To Balance ¢/d (Cr.) XXX
- XX L o XXX .-
, In the Debtors Ledger
Dr. General Ledger Adjustment Account Cr.
Rs. S ‘ Rs,
To Balance b/d XXX By Balance b/d pe.ed
To Debtors Ledger By Debtors Ledger
~ Adjustment Account: XX Adjustment Account: XX
- Cash received XXX = Credit sates XXX
- B/R received XXX - B/R dishonoured XXX
- Sales returns XXX - Interest charged i pos 4
- Discount allowed KK By Balance ¢/d X
- Bad debts X
- Allowances XX
- Transfers X
To Balance b/d (Cr.) X
XXX ol
In the Creditors Ledger
Dr. General Ledger Adjustment Account Cr.
Rs. Rs.
To Balance b/d XXX By Balance b/d D4
To Creditors ledger By Creditors ledger
Adjustment A/fc: Adjustment Alc: XXX
- Credit purchases XX - cash paid XXX
- B/P Dishonoured XXX - B/P accepted XXX
- Interest XXX - Purchase returns XXX
To Balance c¢/d XXX - Discount received XXX
- Allowances received XXX
- Transfers 6%
By Batance c/d XXX
o  w
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Note: 1. General Ledger Adjustment Account in the D.L. is nothing but the reversc of Debtors
Ledger Adjustment Account in the G.L.

2. General Ledger Adjustment Account iiv the C.L. also is nothing but the reverse of
Creditors Ledger Adjustment Account in the G.L.

IHNlustration - 1

Ramakrishna Steels maintaining Debtors. Creditors and General Ledgers. From the details
given below, write the necessary journal entries to self-balance the ledgers and also show the
adjustment accounts. : :

_ Rs.
March 1, 1985 Debtors Balance - 20,000
March 1, 1985 Creditors Batance : - 24,000
- The following are the totals of the transactions month : :
Credit purchases _ 8,000
Purchase returns and allowances 320
Credit sales 12,600
Sales returns ' 200
Cash received from Debtors R 10,000
Discount allowed - 180
Cash paid tc creditors : 8,000
Discount received ’ : ' - 400
B/R received - 3,200
- B/P accepted _ 2,000
B/R dishonoured - 800
B/P dishoneured- : : 400
Interest charged to debtors _ : : 200
Bad debts 500
Solution-
Journal Entries
1. Journal Entries to self-batance the Debtors Ledger
o | Dr. . Cr.
1985 ' ~ Rs. Rs.
Mar. 31| Debtors Ledger Adjustment A/ (in G.L.) Dr. 12,000 _
To General Ledger Adjustment Afc. (in D.L) ‘ : 12,000
(Being the credit sales during the month) '
" General Ledger Adjustment A/c. (in D.L.) Dr. 200
To Debtors Ledger Adjustment A/c. (G.L) 200
(Being the sales returns as per sales returns book) ' ‘
F " General Ledger Adjustment A/c. (in D.L.) Dr. 10,000 -
To Debtors Ledger Adjustment A/c. (G.L) 10,000
(Being the cash received from debtors
as per cash book) .




" General Ledger Adjustment Af. (in DL)  Dr. 180
To Debtors Ledger Adjustment Afc. (G.L) ' 180

(Being the discount allowed to debtors)

" General Ledger Adjustment Afc. (in D.L)  Dr. 3,200
To Debtors Ledger Adjustment A/c. (G.L) 3,200

(Being the B/R received from debtors)

Debtors Ledger Adjustment A/c. (in G.L.) Dr. 300
To General Ledger Adjustment A/c. (D.L) 860

(Being the B/R dishonoured by debtors)

" Debtors Ledger Adjustment A/c. (in G.L.) Dr. 200
To General Ledger Adjustment A/c. (D.L) 200

(Being the intgrest charged to debtors) -

" General Ledger Adjustment A/c. (in G.L.) Dr. 500
To Debtors Ledger Adjustment A/c. (in G.L) 500

(Being the bad debts written off durinng
the month)

Journal Entries to Self-Balance the Creditors Ledger

1985 : Rs. Rs.
Mar. 31 General Ledger Adjustment A/c. (in C.L.) Dr. 8,000
To Creditors Ledger Adjustment A/c. (G.L) 8,000
{Being the credit purchases during the month)
Creditors Ledger Adjustment A/c. (in G.L.) Dr. 320
To General Ledger Adjustment A/c, (C.L) 320

{Being the purchase returns and allowances
as per purchase returns book)

" Creditors Ledger Adjustment A/c. (in G.L.) Dr. 8,000
To General Ledger Adjustment A/c. (C.L) 8,000
(Being the cash paid to creditors as per cash book)
" Creditors Ledger Adjustment Ajc. (in G.L.) Dr. 400
To General Ledger Adjustment A/c. (C.L) 400
(Being the discount received as per
cash book)
" Creditors Ledger Adjustment A/c. (in G.L.) Dr. 2,000
To General Ledger Adjustment A/c. (C.L) 2,000
(Being the B/P accepted as per B/P Book)
" General Ledger Adjustment A/c. (in CL.) Dr. 400
To Creditors Ledger Adjustment A/c. (in C.L) 400

(Being the B/P dishonoured during the month)
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Ledger Accounts -

Debtors Ledger Adjustment Account

{(in the General Ledger)

Rs. - Rs.
1985 To Bazlance b/d 20,000 1985 By General Ledger
Mar. 1 ; To General Ledger Mar. Adjustment
* Adjustment Afc.t " 31 . Account:
- Sales 12,000 - Sales returns 200
- B/R Dishonoured 800 - Cash 10,000
- Interest charged 200 - Discount Allowed 180
- B/R 3,200
- Bad dcbts 500
By Balance ¢/d 18,920
- - - 33,000 - ~ |- - - - - 33000 - - - -
Apr. 1 | To Balance b/d 18,920
General Ledger Adjustment Account
(in the Debtors Ledger)
Rs. Rs.
1985
RS To Debtors Ledger Mar.l By Balance b/d 20,000
?V[ar. 31 Adjustment A/c.: Mar. 31 | By Debtors Ledger
" - Sales returns 200 ' Adjustment A/c.:
- Cash 10,000 - Sales ' 12,000
- Discount allowed 180 - B/R Dishonoured 800
- B/R 3,200 - Interest charged 200
- Bad debts 500
To Balance c¢/d 18,920
33000 | 33,000
Apr. 1 By Balance b/d 18,920
Creditors Ledger Adjustment Account
{in the General Ledger)
985 Rs. 1985 : Rs.
ar. 31 | To General Ledger Mar. 1 By Balance b/d 24,000
Adjustment Ajc.: Mar. 31 | By General Ledger
- Purchase retuins 320 Adjustment A/c.:
- Cash 8,000 - Purchases 8,000
- Discount received 400 - B/P Dishonoured 400
- B/P accepted 2,000
To Balance c/d 21,680
32,400 32,400
Apr. 1 By Balance b/d 21,680




General Ledger Adjustment Account
(in the CreditorsLedger)

1985 Rs. ‘1985 | - Rs.
Mar. 1 |To Balance b/d 1 24,000 Mar. 31 |By General Ledger
Mar. 31 | To General ledger _ Adjustment _
Adjustment A/c.: | N S Account:
« Purchases 8,000 : - Purchase Returns 320
- B/P dishonoured 400 - Cash : 8,000
‘ ' - Discount received 400
- B/P accepted 2,000
By Balance c/d. 21,680
32,400 {32,400
Apr. 1 |To Balance b/d 21,680 |
. Note:

1. Debtors ledger shows debit balance. The control a/c opened to self-balance it viz.,
General Ledger Adjustment Account (in the D.L) shows credit balance, thus self-
balancing the Debtors Ledger.

2. Creditors ledger shows credit balance. The control a/c opened to self-balance it viz,,
General ledger Adjustment Account (in the C.L) shows debit balance, thus self-balancing
the creditors ledger.

3. Because the two control accounts viz, Ddebtors Ledger Adjustment Account and
Creditors Ledger Adjustment Account (they are nothing but Total Debtors' Account
and Total Creditors Account), General Ledger self-balances itself, on the whole. But
D.L. Adjustment a/c. (in G.L.) shows debit balance and C.L. Adjustment a/c. (in G. L)
shows credit ba!ancc respectively.

Check Your Progress -1

Pass self-balancing entries to the fol[owing transactions:

P Rs.
Credit sales o .' 10,000
Cash sales : \ 15,000
Cash received from debtors - T 4,000
Bills Receivable received from & .
debtors B ' 2,000
Bills Receivable discounted with
the Bank . . 1,950
Discount allowed . ‘ 500
Provision for bad debts . 400
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7.6 TRANSFER FROM ONE LEDGER TO ANOTHER LEDCER;

When the same person happens to be both a debtor as well as a creditor, it is necessary to
transfer the balance from one account in the Debtors Ledger to another account in the creditors
ledger or vice versa. Since six different accounts are affected, three journal entries will have to
be passed, which are as under: S -

i} To effect transfer in individual accounts:

Creditors Account (in the CL.) Dr.
To [Debtors Account (in the D.L)

if} To effect transfer in Adjustment Account:

a) General Ledger Adjustment A/c (in the D.L.) Dr.
To Debtors T edger Adjustment Afc. (in the G.L.)

b) Creditors Ledger Adjustment A/c (in the G.L.) Dr.
To General Ledger Adjustment A/c. (in the CL.)

Whether the amount is transfeired from creditors ledger to Debtors Ledger or vice versa, the
ultimate result is reduction in the balance of both total Creditors and Total Debtors

Illustraﬁon -2

From the following particulars, as extracted from the books of M/s. Wills & Co. who keep
- a sales ledger, a purchase ledger and a general ledger on self-balancing system, show how the
various adjustment accounts will appear in each of these ledgers.

1985 : . Rs.
Jan. 1  Debtors Balance D1y 22,500
Debtors Balances (Cr) 1,050
Creditors Balances = (Cr.) 25,500
Creditors Balances {(Dr.) 300
Jan. 31 Purchases : 65,500
Purchase returns . ' 2,500
Sales ’ 89,000
Sales returns 1,500
Cash and cheques received from debtors .. 70,000
Bills Receivable (received) 5,500
Bills Payable (accepted) . 5,300
Cash paid to creditors 60,000
Cash discount received 1,800
Cash discount allowed 2,400

Interest charged to debtors 600




Cheques from debtors dishonoured
Interest charged by creditors

Bills receivable dishonoured

Bad debts written off

Bills payable honoured

Bills receivable discounted
(discount Rs. 100)

Reserve for bad and doubtful debts

Debtors Balance
Creditors Balance

(Cr)
. (Dr)

1,500
100
800

1,600

- 6,500

5,000
1,400

700

1,700

The closing debtors include an amount of Rs. 1,900 due from Praveen Kumar, from whom goods -
worth Rs. 900 have been purchased, Mr. Praveen Kumar agreed to set off his claim against the
amount due from him.

Solution
Debtors Ledger Adjustment Account
- - {if the General Ledg®T): -7
1985 Rs, 1985 Rs.
Jan. 1 | To Balance b/d. 22,500 Jan. 1. By Balance b/d. 1,050
"31 To GL. Adjt.Af.: - S Jan:31 | By G.L. Adjt. Afc.:
- Sales 89,000 - Sales returns 1,500
- Interest E . : - Cash and Chequesi 70,000
- Interest charged 600 - B/R received 5,500
- Cheques dishonoured 1,500 - Discount allowed 2,400
-"B/R dishonoured 800 - Bad detbs 1,600
To Balance ¢/d 700 - Transfer from C.L. 900
By Balance ¢/d ' 32,150
1,15,100 1,15,100
Feb.l |To Balance b/d 32,150 | Feb. 1 | By Balance b/d. 700
: Creditors Ledger Adjustment Account '
(in the General Ledger)
1985 Rs. 1985 L Rs.
Jan. 1 | To Balance b/d 800 Jan. 1 | By Balance b/d. 25,500
" 31 To G.L. Adjt. Alc.: " 31 By G.L. Adjt. A/c.:
- Purchase returns 2,500 - Purchases 65,500
- B/P accepted 5,300 - Interest charged 100
- Cash paid 63,000 By Balance ¢/d. 1,700
- discount received 1,8_(_)0 '
- Transfer to D1, 900
To Balance c/d 21,500
02,800 | 92,800
Feb.1 To Balance b/d 1,700 Feb. 1 | By Balance b/d. 21,500
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General Ledger Adjustment Account

(in the Debtors/Sales Ledger)

1485 Rs. 1985 Rs.
Jan. 1 | To Balance b/d 1,050 Jan. 1 By Balance b/d. 22,500

* 31 | To D.L. Adjt. A/c.: "31 By D.L. Adjt. A/c:
- Sales returnts 1,500 - Sales 89,000
- Cash and Cheques 70,000 - Interest charged 600
- B/R received 5,500 - Cheques dishonoured | 1,500
- Discount allowed 2,400 - B/R Dishonoured 800
- Bad debts 1,600 By Balance ¢/d 700

- Transfers from C.L. 900
J To Balance c/d. 32,150
1,15,100 1,15,100
}eb.l To Balance b/d 700 | Feb. 1 | By Balance b/d. 32,150
General Ledger Adjustment Account
(in the Creditors/Purchases Ledger)

foss Rs. | 1985 Rs.
an. 1 | To Balance b/d. 25.500 Jan. 1 By Balance b/d. 800

an. 31 | To C.L. Adjt. A/c.: ' Jan. 31 | By C.L. Adjt AJe.:
- Purchases 65,500 - Purchase returns 2,500
- Interest charged 100 - B/P accepted 5,300
To Balance c/d. 1,700 - Cash paid 60,000
- Discount received 1,800
- Transfer to D.L. 900
By Balance c/d. 21,500
A 92,800 _ 92,800
To Balance b/d 21,500 Feb. 1 By Balance b/d. 1,700

eb.1
ote: 1,

For the purpose of adjustment accounts, ingnore Bills Payable honoured, Bills
Receivable discounted, Reserve for Bad and Doubtful Debts.

2 Notes 1 and 2 at the end of Tllustration 2 in Lesson 6 are applicable in case of

. self-balancing system also.

3. Sometimes in the question all the four adjustment accounts may not be asked.
You may be asked to prepare two adjustment accounts. Whether it is four or two,
prepare the accounts accordingly.

"heck Your Progress - 2

Show the transfer entry.




7.7 SUMMING UP

Under the sectional balancing system, the debtors and creditors ledgers are not self-balancing,
but only the General Ledger is self-balancing. Tt means that trial balance cannot be prepared
from Debtors Ledger and Creditors Ledger. This draw-back is removed under the system of
self-balancing ledgers. '

Self-balancing is a method devised to have an independent trial balance from each ledger.

Sectional balancing and self-balancing serve the same purpose. But the main difference between
the two is that, under sectional balancing trial balance cannot be prepared for all the ledgers,
whereas under seif-balancing trial balance can be prepared for each ledger,

In order to draw a trial balance of each ledger separately, missing information in .« of the
ledgers is provided by opening adjustment or control accounts.

In general ledger two control accounts are opened. They are Debtors Ledger Adjustment
Account and Creditors Ledger Adjustment Account. ‘

Inorder to self-balance Debtors Ledger, one control account by name General Ledger Adjustment
Account is opened in that Ledger. Similarly, in Creditors Ledger, one control account by name
General Ledger Adjustment Account is opened to self-balance Creditors Ledger.

The four adjustment accounts, mentioned above, are nothing but a summary of the transactions
already posted in a particular ledger. But this summary is posted to the opposite side of the-
adjustment accounts so as to complete the double entry, thus facilitating the extraction of a trial
balance from each ledger.

7.8 CHECK YOUR PROGRESS : MODEL ANSWERS

Rs.

1. Debtors Ledger Adjustment A/e. Dr. 10,000
(in GL)

To General Ledger Adjustment A/c. ;

(in DL) C 16,000

General Ledger Adjustment A/c. Dr. 4,000
(in D.L)

_ To Debtors Ledger Adjustment A/c. :

(in G.L.) 4,000

General Ledger Adjustment Afc. Dr. 2,000
(in D.L.)

To Debtors Ledger Adjustment A/c.

(in G.L.) 2,000

General Ledger Adjustment A/c. Dr. 500
(in D.L.)
To Debtors Ledger Adjustment A/c. :
(in G.L) | 500

Note: There shall not be self-balancing entries for cash sales, bills discounted with the bank
and provision for bad debts as both aspects of these transactions arc relating to General
Ledger.

Rs.

e ——— e
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2. Creditors Ledger Adjustmerit Alc. Dr.
To Debtors Ledger Adjustment Afc.

Note:  This entry is always same whether the transfer is made from debtors to creditors or from
creditors to debtors.

7.9 MODEL EXAMINATION QUESTIONS

A. Answer the following in 30 lines each.

1 What is the difference between ‘self-balancing’ and sectional-balancing?
2. What is self-balancing system? Explain the procedure of self-balancing ledgers.

3. _IZ\"V'hat are different control/adjustment accounts that are opened in the seif-balancing
ledgers?

B. Answer the following in 15 lines each.

1. Distinguish sectional balancing from self balancing.
2. Why transfers are required from one ledger to another ledger?
3. Write short notes on:

(a) Control accounts
(b) Self-balancing ledger

Problems

1. From the following particulars extracted from the books of Naveen & Co., who keeps one
sales ledger, you are required to prepare the ‘Sales Ledger Adjustment Account’ (in the
G.L.)and ‘General Ledger Adjustment Account’ (in the S.L..} as on 30th June 1985.

‘Rs.
July 1, 1984 - Debtors balances 11,00,000
The transactions for the year ending 30-6-85:
Sales 26,00,000
Returns from debtors 10,060
~-Cash receivea from debtors 23,00,000
Discount allowed to debtors 10,000
. Acceptances from debtors 1,00,000
Bad debts written off 8,000
Charges debited to debtors 500
Bills receivable dishonoured. 5,000
Cash sales _ ' 20,000
Bad debts, previously written of but recovered now 500
Provision for doubtful debts 4,000

H’-{int: Cash sales, Bad debts previously written off but now recovered, provision for doubtful
debts do not concern adjustment accounts.

(S.L. Adjustment Ajc. Debit balance Rs. 12,77,500,
D.L. Adjustment Afc. Credit balance Rs. 12,77,500).




2.

Mr. Aswini Kumar has maintained his accounts on self-balancing system. From the following
information, prepare the ‘Purchases Ledger Adjustment Account’ (in the G.L.} and 'General
Ledger Adjustment Account’ (in the P.L.)

Rs.
Creditors balance as on 1-1-1985 (Cr) 90,000
Creditors balance as on 1-1-1985 {(Dr.) 5,500
Interest charged by creditors 200
Credit purchases during the year 2,45,200
Cash paid to creditors during the year 1,60,000
Bills payable accepted during the year 1,05,000
Goods returned to creditors 5,200
Biscounts received from creditors 5,400
Transfers from creditors ledger to debtors ledger 5,060
Creditors balance on 31-12-1985 {Dr.) 6,800

[ (Balance on 31-12-1985 P.L. Adjustment A/c. Rs. 56,100 (Cr.)

P 0
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G.L. Adjustment Account Rs. 56,100 (Dr.) ]

For problem 5 and 6, pass necessary journal entries to self-balance the ledgers.

A Trader keeps three Ledgers, namely, Debtors Ledger, Creditors Ledger and General
Ledger on self-balancing ledger system. From the following particulars prepare necessary
adjustment accounts in the General Ledger.

On 1-1-1985 ' . Rs,
Debtors 16,000
Creditors 9,500

Transactions for the year 1985:

Purchases 45,900
Sales 58,700
Purchase returns 900
Cash received from Debtors 44,500
Cash paid to creditors ' 32,000
Bills Receivable (received) 3,500
Bills Payable (accepted) 2,800
Sales returns 500
Bad debts : 2,100
Discounts allowed 200
Discount received 150
Bills receivable dishonoured © 500
Transfers from creditors ledger to debtors ledger 600
Debtors ledger credit balance on 31-12-1985 150
Creditors ledger debit balance on 31-12-1985 100

(D.L. Adjustment A/c. Dr. balance Rs. 23,950.
CL. Adjustment A/c. Cr. balance Rs. 19,050).




5. From the following particulars prepare the adjustment accounts in the three ledgers:

August 1, 1983

Rs.
Debtors Ledger balance (Dr.} 29,240
Debtors Ledger balance (Cr.) 480
Creditors Ledger balance (Dr.) 1,740
Creditors Ledger balance (Cr.) : 23,880
August 31, 1985
Sales 1,74,980
Sales returns 2,340
Cash received from cusiomers : 1,52,420
Discount Allowed thereon 5,640
Purchases 1,32,360
Purchase returns 5,120
Cush paid to suppliers : 1,16,850
Discount received thereon - 3,320
Cash paid to customers 260
Bills receivable 8,240
Bills receivable dishonoured ' 500
Bills payable 4,500
Debtors ledger balance (Dr.) 36,700
Creditors Ledger balance (Dr.) 1,540

Hint: Debit the D.L. Adjustment account with cash paid to Customers and also credit it to G.L.
Adjustment A/fc. in the D.L.

(D.L. Adjustment A/c. balance (Cr.) Rs. 840 G.L. Adjustment A/c. (in D.L.) balance (Dr.)
Rs. 840, CI. Adjustment A/c. balance (Cr.) Rs. 26,240, G.L. Adjustment Afc. (in CL)
(Dr.) Rs. 26,240).

A 6. From the folloﬁing details write General Ledger Adjustment Accounts and, the Debtors
and Creditors Ledger Adjustment Accounts as on 31st July, 1985.

Rs.
Debtors (1-7-85) Dr. 20,000
Debtors (1-7-83) Cr. 560
Creditors (1-7-85) Cr. 30,000
Creditors {1-7-85) Ds. 300
Purchases 29,000
Sales 35,000
Sales returns 1,000
Purchase returns 1,500
Cash paid to creditors ) 15,000
Bills received from debtors 10,000
Bilis dishonoured 500
Bills accepted for creditors 8,000
Discount allowed to debtors 300

Cash and cheques received from Debtors 12,000




Hint: _ .
Discount allowed to debtors but later on disallowed debit it to D.L. Adjt. Ajc. and credit

B

Customers cheques dishonoured 1,000
Discount allowed to debtors but {ater on

disallowed 100
Discount allowed by creditors 1,500
Cash paid to customers . 200
Transfers from creditors ledger to debtors ledger 2,000
Interest charged by creditors 400
Interest charged to debtors 500
Bad debts written off B ‘ 1,000
Creditors on 31-7-1985 Dr. 300
Creditors on 31-7-1985 Cr. 200

it to G.L. Adjt. A/c. in the D.L. -

(Balances : D.L. Adjt. Alc. (Dr.) Rs. 30,700, G.L. Adjt. Alc. in D.L. (Cr) Rs. 30,700,
CL. Adjt. Afe. (Cr.) Rs. 31,400, G.L. Adjt. Afc. in CL. (Dr.) 31,400.)
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8.0 AIMS AND OBJECTIVES

The aims of this unit are to discus the term Hire-Purchase, its definition and the terms
which we come across in hire-purchase agreements. '

Having gone through this unit, you should be able to:

— define Hire-Purchase System
— analyse the legal aspects of Hire-Purchase System

— explain the important terms of Hire-Purchase System.

8.1 INTRODUCTION

The Hire-Purchase System, as the very name indicates, is a combination of two modes of
possessing the goods-by hiring them or by purchasing them (on cash or credit). A farmer may
hire a tractor or a contractor may hire a bulldozer because they are wanted for very limited
periods. When goods are wanted for permanent use, people usually buy them. But, where they
are of very high value in relation to the financial capacity and convenience of the buyer, it helps,
if he is allowed to spread the payment over a period of time. This is true in the case of an
ordinary person wanting to purchase a costly T.V. Set, as also, in the case of manufacturer who
wants to instail, costly machinery in his factory. Such need is answered by the Hire-Purchase
System and the Instalment System. Under the Hire-Purchase system the seller and the buyer
enter into an agfeement under which the buyer receives possession of good immediately, but is
allowed to pay the price in instalments. The price so paid in in=:alments, called the hire-purchase
price, is usually higher than the cash price ic., the price paid when goods are bought for cash.
This is because the hire-purchase price includes interest for the period covering instalments.

Under the Instalment Purchase System also, the instalment price (similar to the hire-purchase
price) will be paid in a number of instalments as per the agreement. The main difference from the
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hire-purchase system is that the purchaser under the instalment system acquires the ownership
of the property purchased immedialtely on signing the contract and the vendor has no right
to take back the property. The Instalment Purchase System will be discussed in detail at an
appropriate place. Now, we take up a detailed discussion on the Hire-Purchase System.

8.2 DEFINITION AND MEANING

According to the Hire-Purchase Act, 1972, it is “ an greement 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 and (ii) the property or the ownership in the goods is to pass to such person on
the payment of the last of such instalments; and (iii) such person has a right to terminate the
agreemerit, at any time, before the property so passes”,

The following points emerge from the definition:

a) Possession of goods is given at the time of agreement itself;

b) The ownership passes to the buyer only after payment of the last instalment and in the
case of any default in payment of instalments, the owner can re-possess the goods.

¢) The hirer may terminate the agreement, at any time, before he becomes the owner Le.,
before payment of the last instalment; and

d) The amount paid through instalment is treated-as hire until the hirer exercises his
option to purchase the goods by paying the last instalment,

The Act further specifies that the agreement must state the following:

(a) the hire-purchase price, (b) the cash price, (c) the date- of commencement of the
agreement, (d) the number of instalments, with the amount of each instalment (e) other details
such as the dates, the manner in which the instalments are to be paid, the person to whom they
are payable, the place; and (f) the description of goods covered by the agreement.

From the foregoing discussion it must be clear that under the Hire-Purchase System, the
buyer receives possession of goods immediately on signing the agreement and pays the price in
instalments. The price payable under this system will be usually higher than the price payable
when it is a cash purchase. The excess amount agreed to be paid represents interest which is an
income to the hire-vendor and expense to the hire-purchaser. The hirer becomes the owner only
when be pays all the instalments including the last instalment. In case of default the seller may
reclaim the goods and the amount so far paid by the hirer, will not normally be refunded as it is
treated as hire for the use of goods. The hirer has also the option to rescind the contract before
the ownership in the goods passes to him. During the period the goods are in his possession, he
cannot, he cannot destroy, damage or sell them.

8.3 IMPORTANT TERMS

We will now deal with the important terms that. we come across in the hire-purchase
transactions:

a) Hire-Purchase Price : The total amount payable by the hire-purchaser for the goods he had
taken under an agreement of hire-purchase.
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b) Cash Price: Cash price represents the cash retail price, the hire-purchaser would have paid
had he purchased the goods for cash instead of on hire-purchase.

When interest charged by the Hire-Vendor is added to the cash price, the hire-purchase
price is obtained.

c) Hire-Purchaser : The person who agrees to buy the goods under an agreement of hire-
purchase.

d) Hire-Vendo1 . The person who agrees to sell the goods under a hire-purchase agreement.
¢) Cash Down Payment or Down Payment : This is the initial amount payable in cash by the
hire purchase on signing the contracts, according to the terms of the agreement,

f) Instaiment : This is the periodic payment, the hire-purchaser is required to pay against the
hire-purchase price of goods taken, as per the terms of agreement, until the whole of the price
is paid off.

Thus the instalment paid from time to time includes part payment towards the cash price
(i.e. principal amount) and the balance amount towards interest.

g) Net Cash price : The cash price of the goods under the agreement less any initial amount
paid or cash down payment is known as net cash price.

h) Net Hire-Parchase Price : This is the hire-purchase price less delivery expenses, registration
fees, insurance and any other fees payable.

8.4 SUMMING UP

Under both Hire-Purchase and Instalment purchase systems the buyer receives the possession
of goods immediately after entering into an agreement with the seller but is allowed to pay the
price in instalments. Such price is usually higher than the cash price, ie., the price paid
when goods are bought for cash. The main difference between the Hire-Purchase system and
Instalment purchase system is that, the purchaser under the Instalment purchase system acquires
the ownership of the property purchased immediately on signing the contract and the vendor
has no right to take back the property but under Hire purchase system he can take back the
property on the default of the purchaser in paying the instalments.

The important terms that we come accross in the hire-purchase transactions are, Hire-
purchase price, Cash price, Hire purchaser, Hire Vendor, Down payment, Instalment, Net
Hire-purchase Price, etc.

8.5 MODEL EXAMINATION QUESTIONS

1. Answer the following in 15 lines each.

1. Define a Hire-purchase agreement.

2. What is the main difference between Hire-purchase system and Instaiment purchase
system?

3. What are the imporiant terms that we come accross in the hire-purchase transactions?
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8.7 GLOSSARY

Hire-Purchase System

Instalment Purchase System

Hire-Purchaser
Instalment Purchaser

Vendor

Instaiment
Down Payment

Cash Price

Hire-Purchase Price
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A system where the price of the goods is i in
instalments along with interest at an agreed raiz, the
ownership passing to the buyer after payment of last
instalment,

A system where the price and irverest are paid in
instalments, the ownership passing to the buyer on
signing the contract,

One who buys goods on hire-purchase system.

One who buys goods on instalment purchase system.

The seller of goods under: hire-purchase or instalment
purchase system.

Periodic payment towards the price of the goods and
interest.

The amount paid on signing the contract (initial pay-
ment).

The price payable for the goods exclusively without
adding interest,

Cash price pius interest.
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9.0 AIMS AND OBJECTIVES

This unit is designed to explain you the recording of transactions both in the books of
Hire-purchaser and Hire-Vendor following different methods. ‘Further, this unit makes you.
acquaint with the method of ascertaining the amounts of missing items like cash price, rate of
interest etc., and also the method of recording transactions both in the boks of Hire-Purchaser
and Hire-Vendor when the Hire purchaser is in default of paying instalments.

Having studied and worked through this unit, you should be able to:

— pass jou nal entries in the books of Hire-purchaser and Hire-vendor
—  explian the method of charging drepreciation .
'f— find out the items missed for working out the problem

— identify the accounting procedure to be followed in the case of default and repossession
of goods.

9.1 INTRODUCTION

In unit & we have discussed the various concepts relating to Hire purchase and Instalement
purchase systems. In this unit, the practical aspect of Hire purchase system ie., recording the
transactions both in the books of Hire-purchaser and Hire-vendor, charging depreciation in
the books Hire-purchaser, procedure for recording the transactions in the case of default and
repossession of goods etc., will be discussed.

4.2 RECORDING THE TRANSACTIONS IN THE HIRE-PURCHASER’S
BOOKS : '

Having understood the meaning and the erms, let us now proceed to jearn how to record
the transactions in the books of hire-purvhaser and hire-vendor. First, we shall discuss the
accounting enuics in the vooks of the hire-purchaser and then the hire-vendor’s bocks.
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While recording the entries in the books of hire-purchaser, the question arises whether we
should record the asset at its ful] cash price or only at the cash price actually paid for up-to-date.
Some accountants are of the opinion that since the hire-purchaser does not acquire ownership in
the goods until the last payment, he should record the assset value in his books only to the extent
of the amount paid so far towards its cash price. Some others hold the view that it is wrong to
record the asset at part-value as the hire-purchaser acquired it with the clear intention of paying
the full price, and therefore, full cash price must be recorded. The latter view appears more
. logical because if strict legal view is to be taken in terms of ownership, recording the asset at
part-value, would equaily be incorrect in as much as absolutely no ownership rights are acquired
under a hire-purchase agreement until the last instalment is paid. However, in practice, the
method followed depends on the choice of the trader. In addition to these two, a third method,
known as Interest Suspense Method is also followed by a few. Under this method, the asset is
debited with its full cash price, the total interest payable by the hire-purchaser (Le. the excess
of hire-purchase price over its cash price), is debited to a specially opened Interes: Nuspense
Account. Thus there are three methods of recording the transactions in the hire-purciaser’s
books.

9.3 DIFFERENT METHODS OF RECORDING THE TRAN SACTIONS IN THE
BOOKS OF HIRE PURCHASER

1) The asset account is debited with the cash price included in each instalment whenever
(it falls due. The amount paid on taking delivery of the asset, known as down payment, will be
fully debited to the asset account as cash price. This method is called ‘Asset Accrual Method’,

2) The asset account, under Full Cash Price Method, is debited with full cash price at the
time of purchase.

3) The third method is known as Interest Suspense Method where total interest payable
is debited to Interest Suspense Account in addition to debiting the asset with full cash price at
the time of the contract.

Before we proceed to learn the journal entries to be written in the books of hire-purchaser,
under each method, certain points which are common to all the methods need to be further
emphasised.

The Asset account (Truck Afc., Machinery Afc. etc.) should, under no circumstances, be
debited with anything more than the cash price, whether it is debited with the whole of its cash
price at one time or with part-value each time when an instalment falls due depending upon the
method followed.

The excess amount paid by the hire-purchaser over and above the cash price is towards
interest for the facility of instalments and, therefore, this excess amount should be debited to
interest account., The hire-purchase price minus the cash price is equal to the total interest
amount. Interest account is closed by transferring it to Profit and Loss Account every year,

After the initial cash down payment the trader pays the balance of the hire purchase price
in a specified number of instalments over a period of time. Thus, in each instalment there are
two components - 1) payment for the asset (principal amount}, and (2) the interest payment for
the period. The calculation of interest is an important aspect in the hire-purchase problems and
you are expected to pay particular attention.
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Interest is always calculated on the amount still due by the hire-purchaser for the asset.
When an instalment falls due, the entire amount of instalment should not be treated as a payment
for the asset. Interest calculated for the period should be debited to interest account and only
the remaining amount is to be treated as payment for the asset.

Let us now take up the entries to be written in the books of the hire-purchaser, under each
method with the help of an example.

Hlustration - 1

Srikant Trader purchased a Mini-Truck on hire-purchase from Vishnu Vani & Co. on 1st
January, 1980. The terms are as follows:

Cash Price Rs. 25,826
Cash down payment Rs. 4,000
Instalments 3 instatments of Rs. 8,000/- each at the end of

every year for three years.

Rate of interest 5 per cent per annum.
Write journal entries in the books of SriKant Traders.
Solution

Before attempting the entries, it iz advisable to prepare a table showing the interest and
principal amounts separately for each instalment. This will facilitate calculation of interest and
splitting of the instalments. Accordingly, the following table is prepared:

Analytical Table
Cash Price Rs. 25,826
H.P. Price ... Rs. 28,000 **
Date Down Payment  Principal Tnterest Cash Price
‘ or instalment  amount @ 5% still due
paid at the
instaiment
1 2 3 4 5
1-1-80 I Rs. 4,000 Rs. 4,000 - Rs. 21,826 (25,826-4,000)
31-12-80 IRs. 8,000 Rs. 6909 Rs. 1,091 Rs. 1,091 (25,826-4,000)
31-12-81 I Rs. 8,000 Rs. 7,254 Rs. 746l Rs. 7,663 (14,917-7,254)
31-12-82 I Rs. 8,000 Rs. 7,663 Rs. 37 — (7,663-7,663)

Total Rs. 28,000 = Rs. 25,826 + Rs. 2,174

Interest at the rate provided should be calculated on the amount due for the cash price.
For the first year (1980) the amount due is Rs. 21,826, i.e. cash price Rs. 25,826—4000, amount

paid as down payment on 1-1-1980. Thus 21,826 x TR Rs. 1,091 (Approx.)

Therefore Rs. 1,091 interest represents out of Rs. 8,000 and the balance (Rs. 8,000—-Rs.
1,091) Rs. 6,909 is paid for the asset.

1A
1]

* The interest component in the last instalment is the balancing figure i.e., it must be
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ascertained by deducting the interest debited so far from the total interest. Thus,

Total Interest = HPP. -CP
= Rs. 28,000 — Rs, 25,826
= Rs. 2,174

- Therefore, Rs. 2,174 — Rs, 1,091 = Rs. 337
** Somes times, the hire-purchase price may not be specifically given in the problem, it is
equal to the total amount paid. ie. Down Payment + Instalments,
In the Book of Srikant Traders

First Method : Asset Accrual Method: The asset is debited only with the cash price in
each instalment whenever the instalment is due, -

| Journa)
1980 L o Rs. Rs.
Jan. 1 Mini Truck A/e. _ _ Dr. "4,000
To Vishnu Vani & Co. Arc. 4,000
(Being Down Payment due) . T r
Vishnu Vanij & Co. Alc, Dr. 4,000
To Bank Ave. _ 4,000
, (Being amount paid as down Payment) -
Dec. 31 | Mini Truck Ale. : ~ Dr. -1 4,000
Interest A/c. . _ Dr. 1,091
To Vishnu & Co, A/, ' 8,000
(Being amount due for first instalment)
Vishnu Var: & Co. Af. ) Dr. 8,000
" To Bank A/, _ 8,000
(Being first instalment paid) - R R A
1981 | Mini Truck A/c. | br. || 7254
Dec. 31 | Interest A/, S Dr. 746
- - To Vishr_xu Vani & Co. Afc. : _ : 8,000
(Being I instalment due) '
Vishnu Vaﬁi & Co. Alc. ' I)f. o 8,000
To Bank A/c. ' ' 8,000
(Being I Instalment paid) - ' 1 '
1982 Mini Truck A/c, ' Dr. 7.663
Dec. 31 |Interest Afc. ' ' .. Dr. 337
To Vishnu Vani & Co. Al 8,000
(Being III instalment due) : '
Vishou Vani & Co. Aje. Dr. | 8,000
To Bank A/c. 8,000

(Being IIT Instalment paid) -
—_— — —_

Note : The student is advised to prepare ledger accounts on his own,
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Second Method :
price at the time of signing the contract ie., at the

Journal

Full Cash Price Method where the asset is debited wit
beginning itself.

h the full cash

1980
Jan. 1

Dec. 31

19%1
Dec. 31

1982
Dec. 31

Note :

-

It will be abserved that before each instalment fal
tn the Hire-Vendor Afc. As the asset account i
credited with the full value of the cash price in ¢
need to debit and credit these accounts once again

To Bank A/c.
(Being interest due @ 5% per annum)

Vishnu Vani & Co. Al
To Bank A/c.
1(Being I instaiment paid;

Mini Truck AJfc. Dr.
Te Vishnu Vani & Co. A/c.
(Being the mini truck purchased on
hire-purchase)
Vishnu Vani & Co. Afc. Dr.
To Bank Afc. |
i(Being amount paid as down Payment) }
fmm - !
Interest Asic Dr

rlnterest Alc
To Vishnu Vani & Co. . /c.
(Being interest due @ 5% for the year)

Vishnu Vani & Co. Afc.
To Bank A/c.
(Being 1l instalment paid}

Dr.

Interest A/C
To Vishnu Vani & Co. Alc.
(Being interest due for the year)

-

Vishnu Vani & Co. Afc.
To Bank A/c.
Being 11 & final instalment aid’
ﬁﬁ, g ins paid)

Dr.

Rs.

25,826

4,000

1,091

8,000

746

8,000

337

8,000

25,826

4,000

1,091

8,000

746

8,000

337

8,000

L

Is due interest for the year is credited
s debited and the hire vendor’s Afc.
he beginning (1-1-1980}, there is no
whenever an instalment is due.
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Ledger Accounts
Dr. Vishnu Vani & Co. Ale. Cr.
1980 Rs. | 1980 Rs.
Jan. 1 To Bank A/c. 4,000 } Jan. 1 |By Mini Truck Alc., 25,826
Dec.31|To Bank A/c. 8,000 | Dec31 By Interest A/c. 1,091
32 {To Balance ¢/d. 14,917
26,917 26,917
1981 1981
Dec.31{To Bank A/c. 8,000 | Jan. 1 By Balance b/d.
22 |To Balance c/d. 7,663 | Dec31 By Interest A/c.
15,663 '
1982 1982
Dec.31{To Bank A/c. 8,000 1 Jan. 1 By Balance b/d.
Dec.31 | By Interest A/c.
8,000 8.000
Dr. Mini Track A/c. : Cr.
] Rs. Rs.
1980
Jan. 1 |To Vishnu Vani Co,. 25,826

Third Method (Interest Suspense Method) : Where the ful] cash price of the Asset as also the
total amount of interest payable are credited to the hire-vendor’s account in the beginning:

Journal
1980 | [T rs Rs,
Jan. 1 Mini Truck A/c. Dr. 25826
Interest suspense Ajc. Dr. 2,174
To Vishnu Vani & Co. A/ 28,000

(Being mini truck purchased on
hire purchase and the total interest
payable)

W Vishnu Vani & Co. Afc. Dr. 4,000
To Bank A/, 4,000
(Being amout paid as down Payment)

Dec.31 |Interest Ajc. Dr. ' 1,091
To Interest Suspense A/c, 1,091
(Being interest for the year @ 5%)

% | Vishnu Vani & Co. Af. D:/ I s.000
|
|
|
i

To Bank Afe.
(Being I Instalment paid)
—— T

8,000
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1981
Dec. 31 |Interest Afc. Dr. 746

To Interest suspese A/fc. 746
(Being interest for the year)

3 Vishnu Vani & Co. Afc. Dr. 8,000
To Bank A/c. 8,000
(Being 1I Instalment paid)

1982
Dec. 31 |Interest A/c. Dr. 337
To Interest suspese A/c. 337
(Being interest for the year)
99 Vishnu Vani & Co. Alc. Dr. 8,000

To Bank A/c. 8,000
(Being II1 & Final instaiment paid)

g .

Explanatory note : As the asset is debited with the full cash price in the beginning, no
further debits will be necessary at the time of instalments. Similarly, the hire vendor’s a/c. is
credited with full amount of cash price as also the total interest payable for all the years in the
beginning. As such, no credit to his account is necessary at the time of instalments. His account
will be debited whenever any amount is paid.

When the instalment falls due, the interest calculated for the period (year) is transferred
from Interest Suspense A/¢. to Interest Afc. so that each year's expense towards interest is
charged for the same period. After the entire interest is paid the Interest Suspense A/c. will be
automatically closed. The Hire Vendor's A/c. will also stand closed when the entire hire-purchase
price (cash price -+ interest) is paid to him.

These points may be better appreciated with the help of ledger accounts given below:

Important Ledger Accounts
Dr. Mini Truck A/c. Cr.

Rs. Rs.

198¢ |To Vishnu Vani &
Jan.1 Co. Alc. 25,826
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Cr.

Dr. Vishnu Vani & Co. AJc.
1980 1980
Jan. 1 [ To Bank Afe. 4,000 Jan. T By Mini Truck Afc. 25.826
Dec. 31 { To Bank A/c. 8,000 By Interest
7] To Balance ¢/d 16,000 Suspense Alc. ' 2,174
28,000 128,000
1981 1981
Dec. 31 |1 To Bank Alc. 8,000 Jan. 1 |By Balance b/d. , 16,000
To Balance c¢/d 8,000
16,000 i 15,000
1982 1982 ,‘
Jan. 1 |To Bank A/c. 8,000 Jan. 1 |By Balance b/d. ! 5.000
8,000 a0
Dr. Interest Suspense A/c. Cr.
1980 1980
Jan. 1 |To Vishnu Vani & 2,174 Dec31 By Interest A/c. 1,091
Co. Alc. By Balance ¢/d. 1,083
2,174 2,174
1981 1981
Jan. 1 |To Baiance b/d 1,083 Dec31 |By Interest A/c. 746
By Balance c¢/d. 337
1,083 1,083
1982 1982
Jan, 1 |To Balance b/d 337 Dec31 | By Interest Ajc. 337
337 337
Note :

Interest Suspense A/c. (Balance) will appear as an asset in the Balance Sheet, year after
year. This amount represents the interest that is not yet due ie. interest of the future years.

Balance Sheet on 31st Dec, 1980

Liabilities Rs. Assets Rs.

Hire Vendor 16,000 Interest Suspense Afc. 1083
Balance Sheet on 31ist Dec. 1981

Liabilities Rs. Assets Rs.

Hire Vendor 8,000 337

Interest Suspense Afc.

At the end of 1982, there is no balance left in the Interest Suspese Ajc. Therefore, Intercst
Suspense A/c. will not appear in the balance sheet of 1982, Simi*tar the case with hire, Vendor’s

Alc,
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Similarly, the amount due to the hire-vendor at the end of each accounting year will appear
as a liability as this amount represents the balance amount still payable.

In the above illustration observe how Interest Suspense A/c. and Hire Vendor’s A/c. appear
in the balance sheet:

Which method to follow ?

The student may follow any of the three methods mentioned above unless the problem
suggests a particular method. For instance, the examination problem requires preparation of
interest suspense a/c., then, necessarily, the student will have to adopt the third method.

Check Your Progress - 1

(a) What are the methods of recording transactions in the books of Hire-purchaser?

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

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

(b) What is the journey for recording the purchase of asset by Hire-purchaser under full cash
price method?

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

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

9.4 CHARGING DEPRECIATION IN THE BOOKS OF HIRE-PURCHASER

‘While recording the hire-purchase transactions in the books of the hire-purchaser, another
aspect to be considered is depreciation of the asset. As the student must be well aware, the
business man usually provides for depreciation on all the fixed assets employed by him in his
business. The property or the asset is charged with depreciation every year, whatever may be
the mode or manner of purchasing the asset-whether it is purchased for cash or on credit or on
hire purchase basis. Depreciation, it may be recalied, is the reduction in the value of an asset
due to wear and tcar and obsolescence. Even though the asset does not become the property of
the purchaser until the last instalment is paid off, under the hire-purchase system, the purchaser
makes use of the whole of the property from the time he takes possession. Therefore, depreciation
must be charged on full cash price of the asset at the rate provided. This is irrespective of the
fact whether the asset is recorded in the books of account of the hire-purchaser at full cash price
or not.

There are a number of methods of charging depreciation. For problems on hire-purchase
usually only two methods are followed viz, (1) Straight Line or Fixed Instalment Method, and
{2) Diminishing Balance or Reducing Instalment Method.

1. Straight Line Methed : In this method, a fixed percentage of the original cost of the
asset is charged as depreciation every vear. Thus, every year the value of the particuclr asset gets
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reduced by a fixed amount. At the end .of the estimated life of the asset its book value finally
gets reduced to nit or its scrap vaiue, if any.

For instance, the original cost of a machine is Rs, 24,000 and its estimated life is 10 years.
At the end of 10 years, it is expected to fetch Rs. 4,000 when sold as scrap. It can be seen that

Rs. 20,000 (24,000-4,000) is expended over a period of 10 years ie., 2,000 for each year. Thus,
. , 000 — 4, D00
the amount of depreciation per annum is Rs. 2,000 or 10 per cent. ?—‘-l———--m Under the

15
straight line method, Rs. 2,000 is charged every year as depreciation. v

2. Diminishing Balance Method : This method is also known as Written Down Valume
(WDV) Method. Unlike the first method, here the depreciation is charged at a certain percentage
every year, not on the original cost of the asset, but on its balance book value, as it appears in
the assei account. It needs hardly be emphasised that the book value cf the asset g - :duced
progressively year after year as each year’s depreciation is deducted from the asset vain-. While
under the straight line method, the same amount of depreciation is charged every y..ur, the
amount of depreciation under the Dminishing Balance Method progressively decreases from
year to year. The amount charged as depreciation will become less and less for each successive
year. This is so because the depreciation is calculated on the depreciated value of the asset,
urider the Diminishing Balance Method.

Whatever be the method, the same journal entries are passed to record depreciation and
transfer it to Profit and Loss Account at the end of every accounting period.

a} For charging Depreciation :

Depreciation A/c. Dr.
To Asset A/c. (Name of the asset)

b) For transfer to P & L Ajc. :

Profit and Loss A/c. Dr.
To Depreciation

The following instruction will further enable the student to appreciate the difference in the
calculations of depreciation under the two different methods, discussed above.

ilinstration - 2

On Ist January 1982, the Reliable Transport Company signed an agreement for the purchase
of & mini-bus from Progressive Motor Ltd. under hire-purchase system. Rs. 25,000 was paid
immediately as down-payment. The balance was to be paid in three equal instalments of Rs.
20,000/ each on 31st December every year for three years. The cash price of the Mini bus is
Rs. 76,000/~ Interest was charged at 9 per cent per annum by the hire-vendors. The Reliable
Motor Company charges depreciation @ 15 per cert per annum on Written Down Vatue.

Journalie these transactions, in the books of purchasing company assuming that the asset
is not recorded at full cash price but on accrual basis. Write up important ledger accounts and
show how the refevant items appear in the balance sheets of the three years.




Solution :

Analytical Table

Cash price 76,000
H.P. Price 35,000
(25,000+4-20,000-+20,000-+20,000

Date Bown Payment Principal Interest Cash Price

or instalment amount @ 9% still due

paid after this

insialment

1 2 3 4 _ 5
1-1-81 Rs. 25,000 Rs. 25,600 - Rs. 51,000 (76,000-25,000)
31-12-81 1 Rs. 20,000 Rs. 15,410 Rs. 4,590 Rs. 35,590 (51,000-15,410)
31-12-81 11 Rs. 20,000 Rs. 16,797 Rs. 3,203 Rs. 18,793 (35,590-16,797)
31-12-82 111 Rs. 20,000 Rs 18,793 Rs. 1,207* Nil (18,753-18,793;
Total Rs. 85000 = Rs 76000 + Rs 9,000

*

Interest for the last year must be adjusted. Instalment amout minus cash price due at the
end of the previous year (20,000 - 18,793, ‘

In the Beoks of Reliable Transport Co,

Journal

1981
Jan. 1

Dec. 31

Mini Bus A/c.
To Progressive Motors
{Being Down Payment due
on mini bus Hire-puschased)

Dr.

Progressive Moters Ltd. A,
To Bank Ajc.
(Being amount paid 2s down

payment)

Dr.

Mini Bus A/c.
Interest Afc.

To Progressive Motors Lid., A/c.

(Being Instalment duc)

Dr.
Dr.

Progressive Motors Ltd.
To Bank A/c.
(Being I Instalment duly Paid}

Depreciation A/c,
To Mini Bus A/c.
(Being Depreciation at 15% i.e.,

6, 000 5
7 ¥ ==
’ 100)

D

Rs. Rs.
25,000
25,000
25,000
25,000
15,416
4,590
20,000
20,000
20,000
11,400
11,404
13z




15,990 \

" Profit and Loss A/c. Lr.
To Depreciation Afc. L 11,400
To Interest Alc. 4,590
(Being depreciation & interest
transferred)

Note : Interest and Depreciation being expenses will be transferred to Profit and Loss Alc.
every year.

1582 Rs. Rs.
Dec. 3 Mini Bus A/c. Dr. 16,797
Interest Afc. Dr. 3,203

To Progressive Motors Ltd. Afc. 20,000
(Being 1I Instalment due)

" Progressive Motors Ltd. Dr. 20,000
To Bank Afc. 20,000
(Being 1T Instalment duly Paid)

Depreciation A/c. Dr. 9,690
To Mini Bus A/c. 9,690
(Being Depreciation at 15% ie.,

15
76,000-- - Rl
6,000-11,400 = 64.600 x o)

" Profit and Loss A/c. Dr. 12,893
To Depreciation Afc. 9,690
To Interest Alc. 3,203
(Being depreciation & interest

transfegged
w5
1983 -
Dec. 31 | Mini Bus A/c. Dr. 18,793
Interest A/c. Dr. 1,207 :
To Progressive Motors Ltd. 20,000
(Being 111 Instalment due)

Progressive Motors Ltd. Dr. 20,600
To Bank Af. - 20,000
TBding final Instalment Paid)

Depreciation A/c. Dr. 8,237
To Mini Bus A/c. 8,237

(Being Depreciation @ 155
64.600—9,690 = 54910 X —)

100
Profit and Loss A/c. Dr. 9,444
To Depreciation A/c. 8,237
To Interest Afc. 1,207

(Being depreciation & interest
transferred)
—
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Important Ledger Accounts

Dr. : Mini Bus Asc. Cr.
1981 | Rs. 1981 I Rs
Jan. 1 | To Progressive ! Dec, 21 | By Depreciation 11,400
Motors Ltd. Afc. 25,000 By Balance ¢/d. 29,610
" TO i " 15’41(} :
~40410 40,410
1982 | 1982 !
Jan. 1 | To Balance b/d ,i 29,010 Dec. 31 | By Depreciation 9,690
Dec. 31 | To Progressive i By Balance c/d. 36,117
Motors Ltd. A, 16,797
45807 45,807
1981 : 1983 ‘
Jan. 1 | To Palance b/d 36,117 | Dec, 31 By Depreciation 8,237
Dec. 31 {To Progressive J By Balance c/d. 45,673

Motors Ltd. A/c | 18793

[ . ———

54,910 54,910
_L___J\li__wr_ e} _— =

Dr. ' Prog essive Motors Lig. Ale, Cr.
1981 Rs. 1981 Rs.
Jan, 1 To Bank Afc, 25,000 Jan. 1 By Mini Bus A/c, 25,000
Dec. 31 | To Bank A/c. 20,600 Dec. 31 By Mini bus Ajc. [ 15410
By Interest Afc. | 4,590
| 45,000 45,000
1982 i 1982 ;
Dec. 31 | To Bank A/, 20,000 Dec. 31 By Mini bus A/, 16,797
By Interest A/c. 3,203
20,000 20,000
1983 1983
Dec. 31 | To Sank Alc. 20,000 Dec. 31 By Mini bus A/c. 18,793
By Interest A/c. 1,207
20,000 20,000
] N e

Note : The Hire- Vendor Afe. {(Progressive Motors Ltd.) does not show any balance in any year.
This is so because full cash price of the asset is not civdited to Hire-Vendors under this
method. The account does not figure in the balance sheet.

Balance Sheet as on 31st December 1981

Liabilities Rs. Acrsets Rs.
Mini bus 40,000
Less:
Depreciation 11,400 29,600
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Ralance Sheet as on 31st December 1982

Liabilities Rs. Assets i Rs.
Mini bus 45,000 |
Less:
Depreciation 9,610 36,117
Balance Sheet as on 31st December 1983
Liabilities Rs. Assets Rs.
Mini bus 54,910
Less:
] Depreciation 8,237 46,673

Hlustration - 3

Srinivasa Colliery Co. purchased a
basis. The agreement was signed on 1st January,

wagaon from Srikant Engineering Ltd. on hire purchase
1980 and the collery company paid Rs. 5,000 1n

cash on the same day. The remaining amount was paid in five annual instalments of Rs. 5,000,

Rs. 7,000, Rs. 8,000, Rs. 10,000 and Rs. 9,000 respectivety beginning
cash price of the wagon was Rs. 34,000, the

Srinivasa Colliery Company depreciates

from 31st Dec. 1980. The
cate of interest being 10% p.a.

the wagons @ 15% on Straight Line Method. They

record the value of the asset at full cash price on the date of purchase.

You are required to write the journal entries and prepare the ledger accounts in the books '

of the hire purchasers.

Solution :

Hire Purchase price = Rs. 44,000 (Rs.

5,000+ 5,000 + 7,000 + 8,000 + 10,000 -+ 9,000)

Cash price {given) = Rs. 34,000

Total interest charged by the Hire Vendors = RS. 10,000
o Analytical Table

Date Down Payment Principal Interest Cash Price still due

or instalment amount @ 5% after this instalment

paid :
Rs. Rs. Rs. Rs.
1 2 3 4 i 5

1-1-80 5,000 5,000 — 29,000 (34,000-5,006)——
31-12-80 1 5,000 2,100 2,900 26,900 (29,000-2,100)
31-12-81 11 7,000 4,310 2,690 22,590 (26,900-4,310)
31-12-82 11 8,000 5,741 2,259 16,849 (22,590-5,741)
31-12-83 IV 10,000 8,315 1,685 8,534 (16,849-8,315)
31-12-84 V 9,900 8,534 466 -
Total Rs. 44,000 10,000

Rs. 34,000 + Rs.
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In the Books of Srinjvasa Coliiery Co.

Journal

1980 Rs. Rs.
Jan. 1 Wagons A/c. Dr. 34,000
To Srikant Engg. Ltd. AJc. 34,000
(Being the cash price due on the
wagon hirc-purchascd)

" Srikant Engg. Ltd. A/c. Dr. 5.000
To Cash Ajc. 5,000
(Being Down Payment made)

Dec. 31 | Interest Alc. Dr. 2,900
To Srikant Engg. Ltd. AJc. 2,900
(Being Interest due @ 10%)

" Srikant Engg. Ltd, A/ Dr. 5,000
To Bank Afc, 5,000
(Being 1 Tnstalment paid)

Depreciation A/c, Dr. 5,100
To Wagons A/c. 5.100
(Being depreciation @ 15%)

Dec. 31 | Profit & Loss Alc. Dr. 8,000
To Interest A/c. ' 2,900
To Depreciation A/c. 5,100
(Being Depreciation and
Interest fransferred)

1981
Dec. 31 | Interest Ac. Dr. 2,690
' To Srikant Engg. Ltd, Afc. , 2,690
(Being Interest due for the year)

" Srikant Engg. Ltd. Ac. Dr. 7,000
To Bank A/c. 7,000
{Being IT Instalment paid)

Depreciation Afc. Dr. 5,100
To Wagons A/c. 5,100
(Being depreciation @ 15%)

" Profit & Loss Afc, Dr. 7,790
To Depreciation Afc. 5,100
To Interest A/, 2,690
(Being Depreciation and
Interest transferred)
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Dec. 31 |Interest A/C. Dr. 2,259
To Srikant Engg. Ltd. Afc. 2,259
(Being Interest due for the year) '

" Erikant Enggz. Ltd. Afc. Dr. 8,000
To Bank A/c. - 8,000
] (Being 111 Instalment paid)

Depreciation A/c. Dr. | 5,100
To Wagons Afc. 5,100
(Being depreciation @ 15%)

" Profit & Loss Afc. Dr. 7,359

To Depreciation Afc. 2100

To Interest Afc. : AL

(Being Depreciation and '
Interest transferred)

1983
Dec. 31  {Interest Afc. Dr. 1,685

To Srikant Engg. Ltd. Alc. 1,685
(Being Interest due for the year)

" Srikant Engg. Ltd. Afc. Dr. 10,000
To Bank Alc. '
(Being 1V Instaiment paid)

10,000

" Depreciation Alc. D1. §,100
To Wagons A/c. 5,100
(Being depreciation @ 15%)

" Profit & Loss Alc. Dr. 6,783

To Depreciation A/c. 1,685

To Interest A/c. £ 5,100

(Being Depreciation and
Interest transferred)

1984
Dec. 31 |Interest Afc. Dr. 466

To Srikant Engg. Ltd. Alc. 466
{Being Interest due for the year)

" Srikant Engg. Ltd. Alc. Dsx. 9,000
To Bank A/c. 9,000
/(Being V & Final Instalment paid)

" Depreciation Afc. Dr. 5,100
To Wagons A/c. 5,100
(Being depreciation @ 15%)

ISR
—
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.! Profit & Loss Are. _ Dr, } 5,566

! To Depreciation A, 5,100
' To Interest A/c. f 466
(Being Depreciation and

Interest transferred)

Note: Tt is assumed that Srinivasa Colliery Co. closes its accounts on 31st Dec. every year.

Explanation : The instalment amounts may be uniform or differens depending on the
agreement, :

Dr. Wagons A/c, Cr.
1980 Rs. |} 1986 Rs,
fan. 1 {To Srikanth Dec. 31| By Depreciation Afc. 3,100
Engg. Ltd. Afc. 34,000 By Balance ¢/d. 28,900
34,000 : 34,000
1981 1981
Jan. 1 {To Balance b/d. 28900 | Dec. 31 By Depreciation A/c. 3,100
By Balance ¢/d. : 23,800
28,900 28,900
1982 1982
Jan. 1 |To Balance b/d. Dec. 31 |By Depreciation A, 5,100
By Balance ¢/d. 18,700
23,800
1983 1983 _
Jan. 1 [To Balance b/d. Dec. 31 | By Depreciation; Ajc, 5,100
‘ By Balance c/d, 13,600
18,700
1984 1984
Jan. 1 {To Balance b/d. Dec. 31 [ By Depreciation Al 5,100
By Balance ¢/d. 8,500

13,600

.




Srikant Engg. Ltd. AJc. Cr.

Rs. 1980 Rs.
Jan. 1 | To Cash Afc. 5,000 {Jan. 1 By Wagons A/c. 24,000
Dec. 31 | To Bank Afc. 5,000 By Interest Afc. 2,500
b)) To Balance c/d. 26,900
36,900 36,900
1981 1981
Dec. 31 | To Bank Alc. 7000 |Jan. 1 3By Balance b/d. 26,900
To Balance ¢/d. 22,590 | Dec. 31 |By Interest A/c. 2,690
29,590 L__3*9_,590
1982 1982 .
Dec. 31 | To Bank Afc. 8,000 |Jan. 1 |By Balance b/d. 22,590
3 {To Balance c¢/d. 16,849 | Dec. 31 |By Interest Alc. 2,259
24,849 24,849
1983 1983
Dec. 31 | To Bank Afc. 10,000 |Jan. 1 [By Balance bid. 16,849
N To Balance c/d. 8534 | Dec. 31 |By Interest Alc. 1,685
18,534 18,534
1984 1984
Dec. 31 |To Bank A/c. 9,000 } Jan. 1 |By Balance b/d. 8,534
Nn By Interest Afc. 466
9,000 9,000
Dr. Depreciation A/c. Cr.
1980 Rs. | 1980 Rs.
Dec. 31 |To Wagons A/c. 5,100 Dec. 31 ByP & L Ajc.
——— transferred 5,100
1981 1981
Dec. 31 {To Wagons Alc. 5,100 Dec. 31 By P & L Alc.
= transferred 5,100
1982 1982
Dec. 31 |To Wagons Alc. 5,100 Dec. 31 By P & L Alc.
_— transferred 5,100
1983 1983
Dec. 31 |To Wagons A/c. “_5,100 Dec. 31 By P & L Ak
transferred 5,100
1984 1984
Dec. 31 |To Wagons A/c. 5,100 Dec. 31 |8y P & L Afc.
I, cransferred 5,100
{ et
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Interest A, ¢,

Cr.
1980 - Rs. {1980 /
Dec. 31 ITo Srikant Dec. 31 ByP& L A
Engg. Ltd. Ajc. I transfer
1981 1981
Dec, 31 [To Srikant Dec. 31 ByP& L Asc.
Engg. Ltd. Ajc. transfer
1982 1982
Dec. 31 {To Srikant Dec. 31 ByP&L A,
Engg. Ltd. A/ : transfer
1983 1983
Dec. 31 [To Srikant Dec. 31 ByP & L Ay,
Engg. Ltd. A/c, 1,685 transfer
0
1984 1984
Dec. 31 To Srikant ’_ Dec. 31 ByP& L A/,
' Engg. Ltd. Ajc. L 466 transfer 466
——— Ty

Profit and Loss Ale,
for th- year ending 3t-12-1989

Rs,
To Depreciation Ale. 5,100
To Interest Ajc. [ 2,900 4
——— —
Profit and Loss Ale.
for the year ending 31-12.1981
Profit and Logs Ale.
for the year ending 31-12-1v82

To Depreciation Alc,
To Interest Ay,

Rs.

To Depreciation Ale,
To Interest Ac.

|
Profit and Ioss Ale.
for the year ending 31-12- 5043

To Depreciation Al
To Interest A/ec.
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Profit and Loss A/c.
for the year ending 31-32-1984

Rs.
To Depreciation Afc. 5,100
To Interest Alc. 466

e —
If the student is required to show how the items appear in the Balance Sheets of various

years, it should be answered as follows:

(It is not asked in the present problem).

Balance Sheet as on 31st Dec, 1980

Rs.

Liabilities Assets Rs.
[ — A
Creditors for wagons Wagons 34,000
Srikant Engg. Ltd. Alc) 26,900 Less: Depn. 5,100
28,900
[___#_d_——*——*—'*———‘—___———_—"——"
Balance Sheet as on 31st Dec., 1981
Liabilities . Assets - | Rs.
Creditors for wagons 2,590 Wwagons 28.900 i
Less: Depn. 5,100 L
' N 23,300
— l . — I [

Balance Sheet as on 31st Dec., 1982

Liabilities Assets
e ] - .
Creditors for wagons Wagons

T.ess: Depn.

Balance Sheet as on 31st Dec., 1983

Liabilities Rs. Assets
Creditors for wagons 8,534 - |Wagons 18,700
- - “}Lless: Depn. - ’

T

e e

Balance Sheet as on 3ist Dec,, 1984

Llablhtles s. Assets
Creditors for wagons i Wagons 13 600

Less: Depn. 5,100

8,500
l o
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Check Your Progress - 2

L. How do you differentiate Straight-line Method from Reducing Balance Method?

———— 7_—-_.__________.«_-.__‘_‘_._..___—__“‘_‘____‘____

Having lcarnt the method of recording the hire-purchase transactions in the books of hire-
purchaser, we shali NOW proceed to learn how these transactions are recorded in the books of
the hire-vendor. The goods solg by him on hire-purchase are treated as sales in the books of
the hire-vendors. However, he may credit hire-purchase sales account instead of sales A/c. to
distinguish the hite-purchase sales from the ordinary saleg, Cash price of the &00ds is crediteq
to the sales A, (or hire-purchase sales A/c)). Interest charged to the hire-purchaser, being
income o the h]'re-vendor_. will be credited in his books to the interest Asc. and s transferred
o Profit and Loss Afe. (Cr.) tater on, '

There are two melhods of recording the hire-nurchase transactions in the bouks of the
hire-vendor, 1 the first method, inter. .+ dy, at the tinme of each instalment will pe debited to
the hire-purchaser’s A/c. ane credited o mlerest A/c In the second methad, the tota interesg
Payable by the hire-purchaser (ie. the ditference between the hire-purchase Price and the cash
price) is credited to an account styled as Interest Suspense A/c. and the amount is debited along
with the cash price to the hire-purchaser A/t at the time of instalment becomes due, interest
suspense A/c is debited ang interest difference between the two methods is only with regard to
recording of the interest. Let us chserve the model entries under each method (in the books of
Hire-Vendor).

First Methoq:

(i} When goods are sold on hire-purchase -
Hire Purchaser Alc. Dr. (Total cash price}
To Hire-purchase Sales A/,
(i) For Feceliving cash gs Dovwn Paymes -
Cash/Bank A/c. D
To Hire Purchaser's Al
() For interesy due on instaiment at ihe end of th. sear :

Hire-Purchaser’s Alc. Dr.
To Interest Ale.

(iv) For receipt of the instalment -

Cash/Bank Alc, Dr,
To Hire-Purchaser’s Alc.

\




(v) For transfer of interest [0 P& LA/

Tnterest Afc. Dr.
To Profit & Loss Afc.

Note: While the first tWo entries arise only in the first year at the time of entering into the
contract of sale, entries (i) (iv) and (v) will be repeated every year till the last instalment
is received.

Second Method:

(i) When goods are sold on hire-purchase :

Hire Purchaser Alc. pr.  (Total Hire-purchase price)
To Hire-purchase Sales Alc. (Total cash price)
To Interest Suspense Alc. (Total interest of hire-purchase

price—cash price)

(ii) For receiving cash as Down Payment :
Cash/Bank Alc. Dr.

To Hire Purchaser’s A/¢

(iiiy For interest due on instalment at the end of the year ©
Interest Suspense Alc. Dr.

To Interest A/c.

(iv) For receiving the instalment !
Cash/Bank AJ/c. Dr.

To Hire-Purchaser’s Alc.

(v) For transfer of interest 10 10 P& LA/ :
Interest Afc. Dr.

To Profit & Loss AfC.

Note: Entries (iii), (iv) and (v) will be repeated every year until the last instalment 1S received.

The balance in the Interest Suspense. A/C. will appear on the liability side of the balance
sheet representing the portion of interest, not yet due against the total interest debited to
hire purchaser’s a/c in the beginning. The balance in the hire-purchaser’s a/c representing
the cash price as well as interest receivable will appear as an asset. '

[lustration - 4

A cement Co., Castle Cement Co. Ltd., purchased three trucks on 1-1-1982 from Globe
Vehicles Ltd., on hire-purchase basis. The terms are as follows:

i Down Payment Rs. 2,00,000

2. Three Annual Instalments
payable on 31st Dec. 1982,

1983 and 1934 Rs. 2,00,000 each.
3. Rate of interest charged 5 per cent per annui.
4,  Cash price Rs. 7,45,000
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Solution:
Analytical Taple | .
Date Down Payment Principal Interest Cash Price still due
or instalment amount @ 5% after this instalment
paid
Rs. Rs, Rs. Rs, |
1 2 3 4 5

1-1-82 2,00,000 2,00,000 - 3,45,000 (7,45,000~2,00,000)
31-12-82 2,00,000 1,772,750 27,250 - 372,250 (545,000 1,72,750)
31-12-83 2,00,000 1,81,387 18,613 1,90,863 (3,72,250— 1,81,387)

31-12-84 2,00,000 1,90,863 9,137 Nil

—

Total 8,00,660 7,453,000 55,000 '

\ﬁ———_____‘_—_____——____u_
In the Bogks of Castle Cement Cy, Ltd,

(Hire-purchaser’s)

Journal

Rs. Rs.

Jan, 1 Trucks A/c. Dr. 2.00,000
To Globe Vehicle [td. Alc. 2,00,000
| {Being down Payment due on trucks) ‘
" Globe Vehicles Ltd. A/, Dr. " 200000
To Bank A/c. _g 2,00,000
(Being down bayment paid) :
[
@982 !
eC. 31 | Truck Alc Dr, ' 172,750
Interest A/c Dr.’ / 27,250
To Globe Vehicles Ltg, Alc 2,00,000
(Being Ist instalment due)
" Globe Vehicles Lid. A/ 2,00,000

To Bank A/c. 2,00,000
(Being 1 Instaiment paid)
Dr. 74,500

Depreciation Alc.
To Trucks A, 74,500
(Being depreciatio_n_@_ 10%) '
Profit & Iosg Alc. D | ; 101,750
To Depreciation /e, | 74,500
To Interest Afc. 27,250
(Being Depreciation ang Interest
transferred)




Dec. 31

1984
Dec. 31

1934
Dec. 31
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Trucks Alc.
Interest AfC.
To Globe Vehicle Lid. Alc.

(Being 11 Instalment due)
Globe Vehicles Ltd. Alc. '

To Bank A/c.
(Being 11 instalment paid)

Depreciation Alc. Dr.
To Trucks AfC.

(Being depreciation @ 109%)

Profit & Loss Alc. Dr.
To Depreciation Afc.
To Interest Alc.

(Being Depreciation and Interest transferred)

Trucks Alc. Dr.

Interest A/c. Dr.
To Globe Vehijcle Ltd. Afc.

(Being 111 Ipstalment due)

Globe Vehicles 1Ltd. Afc Dr.
To Bank Alc.

(Being 11 instalment paid)

Depreciation Alc. Dr.

To Trucks A/c.
(Being depreciation @ 10%)

Profit & Loss Alc.
To Depreciation Alc.
To Interest Afc.
(Being Depreciation and Interest
transferred)

!

1,81,387
18,613

200,000 \
67,050

85,64

1,90,863
9.137

1

2,00,000

60,345 \

69,482

2,00,000
2,00,000

67,050

67,050
18,61#

2,00 ,00*
,00,000

67,03

60.3
9.1




1982
Jan. 1

1983
Dec. 31

1984
Dec. 31

——

In the Books of Globe Vehicies [ ¢4,
(Hire-Vendors)

Jotirnal

Rs.
745,000

Rs.
Castle Cement Co. Ltd. Afc. Dr.

To Sales A/c,
(Being sale of 3 trucks on hire-purchase)

7,45,000

Bank A/c.
To Castle Cement Co. Ltd. Afc.
(Being amount recetved as down payment)

2,00,000

2,00,000

Castle Cement Co. Ltd. A, Dr.
To Interest Alc.

(Being interest receivable for the year)

27,250

27,250

Bank Afc.
To Castle Cement Co. Ltd, Alc,
{Being 1 instalment received)

2,00,000

2,00,000

~ |Interest Ajc. ) Dr.
To Profit and Loss Afc.

(Being interest fransferred)

27,250

Castle Cement Co. Ltd. Arc.
To Interest A/c.
(Being interest received for the year)

18,613

Bank Ave,
To Castle Cement Co. Ltq, Ale.
(Being I instalment received)

2,00,000
2,00,000

Interest A/c.
To Profit and Loss Asc,
(Being interest transferred)

18,613
18,613

Castle Cement Co. Ltd. A/
To Interest A/c.
(Being interest received for the year)

9,137

9,137

Bank A/e,
To Castle Cement Co. Ltd. Afc.
(Being finai instalment received)

2,00,000
2,00,000

Interest Afc,
To Profit and Loss Alc.
(Being interest transferred)

9,137
9,137

149




Castle Cement Co. Ltd. A/c.

Cr.

1982 _ Rs. - 1982 Rs.
jan. 1 | To Sales Alc. 7,45,000 Jan. 1 By Bank A/c. 2,00,000
Dec. 31 | To Interest A/c. 27,250 Dec. 31 | By Bank Alc. 2,00,600
- ' " By Balance ¢/d. _ 3,72,250
I —_——
7,72,250 7,712,250
1983 1983
Jan. 1 | To Balance b/d. 3,72,250 Dec. 31 By Bank A/c. 2,00,000
Dec. 31 | To Interest A/c. 18,613 " By Bank ¢/d. 1,960,863
3,90,863 3,90,863
1984 1984
Jan. 1 | To Balance b/d. 1,90,863 Dec. 31 By Bank A/c. = 40,000
Dec. 31 | To Interest A/c. 9,137 _
2,00,000 2,00,000
Note:

1. Sales A/c. in the Vendor’s books will be transferred to trading A/c. along with
other sales at the end of the year. ;

Sales A/c. pr.
To Trading AJ/c.

2. The question does not specify or indicate the method to be followed either in the
case of hire-purchase or the hire-vendor. Here, the first method is followed in both
the cases. ‘

Iiiustration - 5

On 1st April, 1980 Gangadhar Manufacturing Company purchased a machine from Modern
Machineries Ltd. Rs. 20,000 was paid immediately and further three instalments of Rs. 25,000
each was paid by Gangadhar Manufacturing Co. on 31st March 1981, 1982 and 1983 respectively.
The rate of interest was 6% p.a. Cash price of the machine was Rs. 86,830.

Write up the journal of Gangadhar Manufacturing Co. assuming that it provides depre-
ciation 10% on Straight Line Method.

Also write the journalt entries as they appear in the books of Modern Machineries Ltd.
and prepare the following ledger accounts: (i} Gangadhar Mfg. Co. Alc. (ii) Interest Suspense
Alc. (iii) Interest Afc. and (iv) Profit and Loss Alc. Show further how the relevant items appear
in the Balance Sheet.

Solution

As Interest Suspense A/fc. is indicated in the problem both books will be prepared following
the Interest Suspense Method.




Analytical Tabje

Date "~ Down Payment Principal Interest .- Cash Price still due
' or instalment amount - @5% .. after this instalment
paid ' R ' :

" Rs. " Rs. = " Rs’

1-4-1980 29009 20,000 - 66,830 (86,830~20,000)
31-3-1981 " 25,000 20,990 4010 .. 45840 (66,830—20,990)

3131982 25,008 22,250 S750° 22,590 (45,840- 22250
31983 25000 23599 1,410 = (23,590-23590)
~ Total 95000 8,170 e

In the Books of Gangadhar Mfg. Co.

Journal

T T Rs.
"Apr. 1 | Machinery Afc, S D | 86,830
Interest Suspense A/c. Dr. ' 8,170
To Modern Machineries Ltd. Alc. R R
(Being the amount payable on
machinery includjng interest)

95,000

" i Modern Machineries Ltd. A/, Dx. 20,000
To Bank Afc. - - ' 20,000
(Being amount paid as down payment) < N ‘

1981 A B
Mat. 31 {Interest Asc. Dr.. 10 4,010

To Interest Suspense A/c, 20 ER _ 4,010
keing interest for the year transferred from ' I R

| Interest Suspense Alc)

" Modern Machineries Ltd, Alc. Dr. 25,000
To Bank Ajc. 25,000
(Being 1 instalment paid)

" ‘Depreciation Al Drj 8,683
To Machinery A/c. 8,683
(Being Depreciation @ 10%)

" Profit & Loss A/c.
To Depreciation Az,
To Interest Afc.
(Being Depreciation and interest transferred)

12,693

8,683
4,010
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Mar. 31 | Interest Afc. ' Dr. 2,750
To Interest Suspense A/c. 2,750
(Being interest for the year transferred)

" Modern Machineries Ltd. Afc. Dr. 25,000
To Bank A/c. 25,000
(Being 11 instaiment paid)

" Depreciation A/c. Dr. 8,683
To Machinery A/c. 8,683
(Being Depreciation @ 10%)

" Profit & Loss A/c. . Dt 11,433 |
" To Depreciation A/c. L 8,683
To Interest Afc. 2,750
(Being Depreciation and interest transferred)

1983
Mar. 31 | Interest Afc. Dr. 1,410

To Interest Suspense A/c. 1,410
{Being interest for the year transferred)

" Modern Machineries Ltd. A/c. Dr. 25,000 |
To Bank A/c. 25,000
(Being II instalment paid)

Depreciation A/c. Dr. 8,683
To Machinery A/c. 8,683
(Being Depreciation @ 10% p.a.)

" Profit & Loss Afc. ' Dr. 10,093

To Depreciation A/c. ' 8,683

To Interest Afc. 1,410
(Being Depreciation and

interest for the year transferred)
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In the Books of Modern Machinerjes Ltd,
Journai

1980
Apr. 1

Rs.
Gangadhar Mfg. Co. Afc. Dr.
To Sales A/c.
To Interest Suspense A/c.
(Being the amount receivable on
machinery sold on hire~purchase)

" Bank A/, Dr.
To Gangadhar Mfg. Co. Led. Afe,
(Being down payment received)

86,830
8,170

20,000
20,000

1981
Mar. 31 | Interest Suspense A/c.

. To Interest A/c.
(Being interest for the year)

4,010
4,010

‘Bank Arc,
To Gangadhar Mfg. Co. Afc.
(Being I instalment received)

25,000

25,000

" Interest A/c.
To Profit & Loss A/c.
(Being interest transferred)

1982 | —’

Mar. 31 Interest Suspense Ay, Dr. 2,750
To Interest Asc. 2,750
(Being interest for the year)

" Bank A/c. Dr. 25,000
.f To Gangadhar Mfg. Co. A 25,000
(Being 1T instalment received)

" Interest A/c, Dr." 2,750
To Profit & Loss A/, 2,750
(Being interest transferred)

4,010
4,010

1983

Mar. 31 | Interest Suspense A/, Dr. 1,410

To Interest A/c. 1,410
(Being interest for the year)

Bank A/c. Dr. 25,000
To Gangadhar Mfg. Co. Asc, 25,000
(Being 1II & final instalment received)

' Interest A/c. Dr. 1,410
To Profit & Loss Alc. 1,410

(Being interest transferred)
_____i__.m - l J\J__ﬁ_




Ledger Accounts

Gangadhar Mfg. Co. Alc. : Cr.
1980 | _ Rs. } 1980 - ~ Rs.
~ Apr. 1 | To Sales Alc. 36,830 Apr. 1 By Bank Al/c. 200,000
" To Int. Sus. Afc. X 8,170 ‘ I o
: 1981 - L
Mar. 31 | By Bank Afe. - 25,000
b . By Balance ¢/d . 50,000
7 95,000 B . 95,000
1981 | - 1982 - o
--Apr. 1 | To Balance b/d. 50,000 Mar. 31 | By Bank Afc. 25,000
By Balance ¢/d. .~ | . 23,000
50,000 | 50,000
1982 ) - 1983 .
Apr. 1 | To Balance b/d. 25000 | Mar. 31 | By BankAjc. -7 25,000
' 25,000 | L 25000
--br. Interest Suspense Ale. St " Cr.
1981 1 Rs. | 1980 ' -~ Rs.
Mar. ¥ | To Interest Alc. =« | 4,010 Apr. 1 By Gangadhar ~ '
" | To Balance c/d. 4,160 - Mfg Co. Al - 8,170
8,170 B oL 810
1982 - 1981 A S .1
Mar. 31| To Interest A/c. - 2750 | Apu 1 By Balance b/d. 4,160
oW | To Balance cfd. 1,410 L R
s10 V0 ) L 4,160
1983 oD w8 |
"Mar: 31| To Interest Afc. 1,410 Apr. 1 | ByBalanceb/d. . | 1,410
1410 ) S 1410
. =
Dr.. Interest Afc. R . Cr.
1981 Rs. | 1981 - Rs.
Mar. 31§ ToP & L Alc. 4010 | Mar. 31 | By Int. Sus. Afc. 4,010
1982 " 1982 R s.
Mar. 31| To P & L Afc. 2,750 Mar. 31 By Int. Sus. Ac. AR 2,750
1983 __ | 1983 | Rs
Mar. 31| To P & L Ajc. 1,410 | Mar. 31 By Int. Sus. Afc. 1,410
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Profit & Loss A/c.
for the year ending 31-3-1981

. l ByVInterest Afc. : : [ 4,010
Profit & Loss Alc. o

for the year ending 31-3-1982

.
Profit & Loss Afc.
for the year ending 31-3-1983

: By Interest As. . 1 1_,‘410
—_— __«—I\\!\

Modern Machinerjes Limited
Balance Sheet as on 31st March, 1981

By Interest A/c.

Liabilities | Assets

Interest Suspense_ Alc, Gangadhar Mfe, Col,

Balance Sheet a5 on 31st Macch, 1982

1,410 Gangadhar Mfg. Co.

Interest Suspense Alc.

Balance Sheet as on 3_i.st March, 1983

Interest Suspense Ale. ! Nil f Gangadhar Mfg, Co. , Nil

We have, so far, worked oyt problems wiere rate of j nterest, total cash price and instalments
are given. In problems on hire-purchase, some times, information on one of these items ig not
given, we will have to calculate this missing information on the basis of information provided in
the problem.

——___._ﬁﬁ_._m_w_h_ﬁ___ﬁ_‘——\—______»__
9.6 PROCEDURE FOR WORKING QUT THE PROBLEM WHEN CASH PRICE

IS NOT GIVEN
— __L__.._A_____:“——h_____w_\

Llustration - ¢

On Ist Jan. 1979 Ronald Enterprises purchased 3 machinery from Wahab Industries
Ltd. on hire-purchase and immediately paid Rs. 10000, The balance was paid in four annua
instalments of R, 10,000 each 31st Dec. every year, interest was charged @ 109 on the balance
of cash price. '

Ronald Enterprise depreciates machinery @ 15% on reducing balance method,
Prepare Ledger Accounts n the books of both parties.
Explanation - Cash price is not given in the problem. Hence, this must be ascertained first. .

Cash price can be ascertained from the procedure given below:
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(a) Take up the tast instalment first (4th year). The instatment amount is inclusive of the
interest. Therefore, find out the interest component by the formula.

Rate (of interest)

Instaiment Amount X + Tate

. . . . 10
For ex. when instalment 1s Rs. 10,000 and rate of interestis 10%, 10, 000 x o0+ 10

(b) The same formula must be applied to find out the interest for the third year, then the
second year and finally, for the first year. This is known as ‘Work Back’ method.

(c) The cash price paid for the fourth year should be added to the amount of instalment
of the third year before applying the formula to find out the interest component for the
third year. The reason is that at that time 3rd instalment is due. The cash price of the

4th instalment is also due. ‘

Similarly for the second year cash prices paid in third and fourth years should be included
and for the first yéar, cash prices of 11, 11 and 1V years.

Now, let us attempt the solutions of the problem, accordingly.

Solution
Table for ascertainment of Cash Price
Year Instalment Interest paid Cash price paid
Rs. Rs. Rs.
31-12-'82 15 | |
4t] — = _
(4th year) 10,000 10,000 x 100310 909 9,091 (10,000 909)
11-12-'81 10,000 10,000 + 9,091 X ﬁoi—[:—_f = 1,736 8,264 (10,000—1,736)
{19,091)
11-12-’80 10,000 10,000 + 8264 + (27355) 7.513(10,000-2487)
- 10 ‘
9,0 — =
,001 x 110 _2,487
31-12-79 10,000 10,000 + 7,513 + 8,264 + 9,001 x %106
_ 34,868 x %190‘ = 3,170
: ' 6,330 (10,000—3,170)
1-1-79 10,000 Down Payment -
: No Interest 10,000
Total 50,000 INT 8,302 CP. 41,098
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1n the Books of Ronald Enterprises

(Hire Purchasers)
Ledger Accounts
Dr. Machinery Asc. Cr.
1979 1979 Rs.
Jan. 1 | To Wahab Indts. A/, Dec. 31 By Depreciation Ale. 6,255
Ltd. At ' By Balance ¢/d. 35,443
41,698
_——
1980 1980
Jan. 1 |To Balance b/, Dec. 31 By Depreciation Alc. 5,316
By Balance ¢/qd.
1983 1981
Jan. 1 | To Balance b/d. 30,127 Dec. 31 | By Depreciation Ac.
By Balance ¢/d. 25.608
— —
30,127 30,127
~'-——-_'_"~‘—-'-—~.____ _h"‘——-—-_...____
1982 1982
To Balance b/d. Dec. 31 By Depreciation A/c 3,841
By Balance ¢/d.

Dr. Wahah Industries Itq. Ale

Rs, 1979
10,000 Jan. 1 By Machinery A/c.
10,000 Dec. 31 By Interest A/c,
24,868

Jan. 1 {Tg Bank A/,
Dec. 31 | To Bank Alc.
" To Balance ¢/d.

1980
Jan, 31 By Balance b/d.
Dec. 31 By Interest Ajc.

Dec. 31! To Bark Afe,
To Balance ¢/d,

1981 1981
Dec. 21 | To Bank Afc. Jan, 31 By Ralance b/q. 17,355
" To Balance c/d. Dec. 31 By Interest A/c. 1,736
19,091
1982 1982
Dec. 31| To Bank Alc. 10,000 Jan. 31 By Balance b/d. 9,091
Dec. 31 By Interest Ajc. 909

—_—
10,000
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Dr. Interest Alc. Cr.

1979 Rs. 1979

Dec. 31 |To Wahab Indts. 3,170 Dec. 31 By P & L Afc.

1980 1980

Dec. 31 | To Wahab Indts. 5487 | Dec 31 | ByP &L Ak

1981 1981

Dec. 31 {To Wahab Indts. 1,736 Dec. 31 By P & L Alc.

1982 _ ] 1982

Dec. 31 |{To Wahab Indts. ’% Dec. 31 By P & L Alc.

o A S

Dr. Depreciation Alc.

1979 Rs. 1979 _

Dec. 31 | To Machinery Alc. 6,235 Dec. 31 By P & L Alc.
A —— .

1980 1980

Dec. 31 | To Machinery Alc. 5,316 Dec. 31 By P & L Alc.

1981 _ 1981

Dec. 31 |To Machinery Alc. 4,519 Dec. 31 By P & L Alc.

1982 1982

Dec. 31 | To Machinery Alc. 3,841 Dec. 31 By P & L Alc. 3,841

Profit & Loss A/c.
for the year ending 31st December 1979

To Interest
To Depreciation

e

Profit & Loss A/c.
for the year ending 31st December 1980

To Interest
To Depreciation

) Profit & Loss Alc.
for the year ending 31st December 1981

Rs.

To Interest 1,736

To Depreciation 4,519
__A________d——_—L_____l__,_._._rww___f____ﬂ .
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Profit & Loss A/c.
for the year ending 31st December 1982

To Interest
To Depreciation

Rs.

909
3,841

In the Books of Wahab Indts. Lig. -

(Hire Vendors)

\_

Ledger Accounts
Ronald Enterprises A/c.
Dr. : Cr.
1979 Rs. 1979 Rs.
Jan. 1 |To Sales A/ 41,698 - |Jan. 1 By Bank A/c. 10,000
De‘_:. 31 |To Interest A/, 3,170 Dec. 31 By Bank Afc. 10,000
By Balance c/d. 24,868
44,868 44,868
D— —— o
1980 1980
Jan. 1 [To Balance b/d. 24,868 Dec. 31 By Bank A/c. 10,000
Dec. 31 {To Interest A/, 2,487 By Balance ¢/d. 17,355
27,355 27,355
1981 ) 1981
Jan. 1 - |To Balance b/d. 17,355 Dec. 31 By Bank Ajc.
Dec. 31 |To Interest A/c. 1,736 " By Balance ¢/d.
19,091
1982 1982
Jan. 1 |To Balance b/d, 9,091 Dec. 31 | By Bank Ae. 10,600
Dec. 31 [To Interest A/c. 909
10,000 10,600
Dr, Interest A/c. Cr.
1979 Rs. 1979 Rs.
Dec. 31 {ToP & L Alc. 3,170 Dec. 31 By Ronald Enter-
prises Alc. 3,170
1980 1980
Dec. 31 ([ToP & L Avc. 2,487 Dec. 31 | By Ronald Enter-
prises A/c. 2,487
1981 1981
dec. 31 [ToP & L A/ 1,736 Dec. 31 By Ronald Enter-
prises A/c. 1,736
1982 1982
Dec. 31 ToP& L Ajc 909 Dec. 31 By Ronald Enter-
' prises A/c. 909
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Profit & Loss A/c.
for the year ending 31st December, 1979

By Interest A/c. 3,170

Profit & Loss Afc.
for the year ending 31st December, 1980

l. , [ Rs.

[ By Interest Afc. 2,487

Profit & Loss Alc.
for the year ending 31st December, 1981

Rs.
By Interest A/c. 1,736
Profit & Loss Alc.
for the year ending 31st December, 1982
l Rs.
By Interest A/c. ' » 9l

Notes -
1. Calculations are made to the nearest rupee.

2. 41st Deceriber was assumed as the date of closing of accounts for tboth the parties.

3. Full cash price method in the case of hire-purchasers and the method without
interest suspense A/fc. in the case of hire-vendor are followed since no specific
method is contained in the guestion.

9.7 PROCEDURE FOR WORKING OUT THE PROBLEM WHEN RATE OF
INTEREST IS NOT GIVEN

When the cash price and instalments are given, interest for each year can be foun out
even though the rate of interest is not given. The total interest can be obtained by decucting
the cash price from the hire-purchase price. The total interest should then be distributed in the
ratio of reverse serial order of the instalments. For example, if there are four instalments 1,2,3
and 4, the total interest is distributted in the ratio of 4:3:2:1 respectively. In other woids, the
division is made on the basis of the amount still due towards instaiments at the beginning oi
each year. This technique is followed when the instalment amounts payable are uniform.

Ilustration - 7

Devaki General Stores Ltd. purchased a three-wheeler delivery van from Mini Motors
Ltd. on hire-purchase basis. ©n—tstbasis. On 1st Jan. 1981, the date of signing the agreement
they paid Rs. 8,600. The balance is paid @ Rs. 5,000 on 31st Dec. every year for three years.
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The cash price of the van is Rs: 20,000 and the hire-purchasers provide depreciation at 4 uniform
rate of 10% p.a., on the original cost,

Enter these transactions in the journals of both the parties assuming that they adjust
interest through interest suspense a/c. and that they close their books on 31st December.

Selution

As the rate of interest is not given, first the total interest will have to be distributed as
follows:

. .~ Rs.
Hire Purchase price (8,600 + 5,000 + 5,000 + 5,000 } = 23,600
Cash price, as given Co = 20,000 -

. Total interest 3,600 _

The number of instalments being three, the interest wil] be distributed in the ratio of
3:2:1.

I" year 3,600 x—g— ' = Rs. 1,300
-2
Il year 3,600 ><~F = Rs. 1,200
HI year 3, 600 x.-é-— ' = Rs. 600
-Total = Rs. 3,600
Analytical Table
. T
Date Down Payment Principat Interest Cash Price still due
or instalment amount after this instalment
paid _
Rs. Rs. Rs, Rs. :
ﬁ__,_-_*_mm—-—h‘___ﬁ_____ —_—
1 2 3 4 5
-—_ .
1-1-1981 8,600 8,600 - 11,000 (20,000-—8,600)
31-12-1981_ 5,000 3,200 1,800 8,200 (1 1,_400—3,200)
3i-i2-i9sz 5400 3.800 1,200 4,400 (8,200--3,800)
31-12-1983 5,000 4,400 600 - (4,400-4,400)

——ﬁ—_iﬁ_“_“ﬁ_ﬁ_____h____
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(Hire Purchasers)
Journal

In the Books of Devaki General Stores Ltd.

1982
Dec31

152

Van A/c.

| Interest suspense Alc.

To Mini Motors Ltd. A/c.
(Being hire-purchase of dely. Van)

Mini Motors A/c.
To Bank Afc.
(Being down paymen made)

Interest A/c.
To Interest Suspense A/c.
(Being interest for the year)

Dr.

Mini Motors Ltd. Afc.
To Bank Alc.
{Being I Instalment paid)

Depreciation A/c.
To Van Alc.
(Being Depreciation @ 10% p.a) -

Dr.

Profit & Loss Alc.
To Interest A/cC.
To Depreciation A/c.
(Being Depreciation and interest transferred)

Dr.

Interest AJC.
To Interest Suspense A/c.
(Being interest for the year)

Dr.

Mini Motors Ltd. Alc.
To Bank AX.
(Being 11 Instaiment paid)

Dr.

Depreciation A/c.
To Van Al
(Being Depreciation @ 10% p.a)

Dr.

Profit & Loss A/c.
To Interest Alc.
To Depreciation AJc.
(Being Depreciation and interest transferred)

Dr.

Rs.

20,000
3,600

8,600

3,600

5,000

2,000

5,600

1,200

5,000

2,000

3,200

Rs.

23,600

8,600

3,600

5,000

2,000

3,600
2,000

1,200

5,000

2,000

1,200
2,000




1983
T 231

Interest A/c. A
To Interest Suspense A/
(Being interest for the year)

609
600

Mini Motors Ltd. A/c. Dr. 5,000
To Bank A/c. '
(Being III & Final Instalment paid)

5,000

Depreciation A/c. Dr. 2,000

A%

To Van Asc. ' - 2,000
(Being Depreciation @ 10% p.a.)

Profit & I.oss Alc. Dr.

2,600
To Interest A/c.

600

To Depreciation Afc. 2,000
{Being Depreciation and interest
transferred)

In the Books of Mini Motors Ltd.
{Hire Vendors)
Journal

1981

Jam. 1 Devaki General Store Ltd, Asc.
To Sales A/,
To Mini Interest Suspense Afc.

(Being Sale of van on hire-purchasc)

Bank Afc.
To Devaki General Stores Ltd. a/c.
(Being down Payment reccived)

8,600
8,600

Dec. 31 ,Interest Suspense Afc. Dr. 3,600
To interest Ajc. 3,600

{Being interest for the year)
——————

' Rank A/e. Dr, 5,000
]’ ; To evaki General Srores Lrd. Age | 5,000
L(—Being I instalment received)

T ———— N
Interest A/c. Dr. 3,600

To profit & Loss Alc. 1 3,600

(Being interest transferred)
1982

Dec. 31 | Interest Suspense A/c. Dr.
To interest A/c,

(Being interest for the year) (

CR—

1,200

———— e

1,200

\



" Bank Alc. : Dr. 5,000
To Devaki General Stores Ltd. Alc. 5,000
(Being II instaiment received)

" Interest A/C. Dr. ' 1,200
To profit & Loss A/c. 1,200
(Being interest transferred)

Dec. 31 | Interest Suspense A/c. Dr. : - 600
‘ To interest A/c. ' 600
(Being interest for the year) '

" Bank Alc. ) Dr. 5,000
' To Devaki General Stores Ltd. Alc. 5,000
(Being 11 instalment received)

" Interest A/c. bpr | _ 600
To profit & Loss Afc. 600
(Being interest transferred)

Check Your Progress - 3

1. Explain the procedure where information like casn price or rate of interest is not given.

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

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

9.8 DEFAULT AND REPOSSESSION OF GOODS

When the hire-purchaser commits default in the payment of instalments, the hire-vendor
has a right to take back the goods, treating the payment made til! date as hire charges. The loss
suffered by the hire-purchaser as a result of the repossession will have to be written off to Profit
& Loss A/c. The vendor sells these goods usually after spending some amount towards repairs
and reconditioning. This may result in profit or loss whick he transfers to his own profit and
loss account. : '

However, when the hire-purchaser has already paid substantial portion of the price for the
goods taken, the vendor may not take back the entire goods but only a part of the goods, leaving
the remaining with the hire-purchaser. For example, when the hire-purchaser buys 5 trucks and
pays 6 out of the ten instalments, then only 2 trucks may be taken back by the hire-vendor, on
default.

The accountmng to be followed in the event of default and re-possession will be different
for complete re-possession and partial re-possession.




1. When the Vendor takes complete re-possession of the goods :
The procedure is as follows :

) Tn the books of the hurchaser :

(i) The balance in the vendor’s alc. will be transferred to the asset account. by debiting
vendor’s a/c. and crediting the asset a/c,

(i) The balance left in the asset account now represents loss and will be closed by transfer
to profit and loss a/c,

) In the books of the Vendor ;

the year for which the buyer failed to pay the instalment.

(i) The vendor closes the account of the hire-purchaser by crediting his account and
debiting a newly opened Repossessed Stock Account (or Returned Goods a/c.)

Repossessed Stock Account will be further debited with cxpenses incurred in repairing etc.,
when these 800ds are sold, this account is credited (and the bank a/c. debited), Any balance
NoW remaining in this account will be transferred to profit and loss account.

Ilustration - §

Hyderabad.’l“ransport Ltd. purchased three mini trucks from Efficient Motors Ltd. on
hire-purchase basis, Each truck costs Rg, 40,000 - The other details are as follows:

Down payment -~ Rs. 30,000 (for all trucks) _
Instalments - three equal - Rs. 30,000 each year together
with interest 5% p.a,

Depreciation written off by I
Hyderabad Transport Ltd. w  20% on W.D.V..(mitten down
value) : :

The buyers paid the instalment due, at the end of the first year but could not pay the next.
The hire vendor took te-possessicn of all the three trucks. He spent Rs. 5,350 on repairing the
trucks and sold them for R, 70,000. ’
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Soluﬁon

Journal of Hyderabad Transport Ltd.

st year

2nd year
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Mini Trucks A/c. D1,
To Efficient Motors
Lid. Afc.
(Being cash price of 3 trucks purchased
on hire-purchase system)

Efficient Motors Ltd. Alc. Dr.
To Bank Alc.
(Being down payment made)

Interest Afc. Dr.
To Efficient Motors
Ltd. Afc.
(Being interest due for the year on
Rs. 90,000 @ 5%)

Efficient Motors Ltd. Alc. Dr.
To Bank Alc.

(Being 1 instalment paid)

(Rs. 30,000 + interest)

Depreciation A/c. Dr.
To Mini Trucks A/c.
(Being depreciation @ 20%)

Profit & Loss Afc. Dr.
To Interest Ajc.
To Depreciation A/c.

(Being Depreciation transferred)

Interest Afc. Dr. '

To Efficient Motors Ltd. Afc.
(Being interest due for the year on
Rs. 60,000 @ 5%)

Depreciation A/c.
To Mini Trucks Afc.
(Being depreciation for the year)

Efficient Motors Ltd. Afc. Dr.
To Mini Trucks A/c.
(Being the balance in Vendor's A/c.
transferred on default)

Rs.
1,20,000

30,000

4,500

34,500

24,000

24,000

3,000

19,200

63.000

Rs.

1,20,000

30,000

4,500

34,500

24,000

4,500
24,000

3,000

19,200

63,000




Profit & Loss Afc. Dr. 36,000
' To Mini Trucks As. (Loss) *13,800
To Depreciation Alc 19,200
To Interest A/c. _ _ 3,000
(Being loss on Tepossession, depreciation &
interest transferred) !
‘ —
* See Mini Truck ledger Asc.
. Important Ledger Accounts
Dr, _ Mini A/c. Cr.
1st I Rs. Ist Rs.
year To Efficient year 1By Depreciation A/, 24,000
Motors Ltd. A/e, 1,20,000 By Balance c¢/d. - 96,000
2nd 2nd '
year [To Balance b/d, year | By Depreciation Al
By Efficient Motors
transferred 63,000
ByP&L Afc. (Loss)
96,000
— e S e
Dr. Efficient Motors Ltq. Ale. Cr.
1st Rs. Ist Rs.
year | To Bank Af. 30,000 year | By Mini Truck Asc. 1,20,000
To Bank A/c. 34,500 By Interest Ajc. 4,500
To Balance c¢/d. 60,000
1,24,500
2nd ! 2nd
year TQ Mini Trucks year | By Balance b/d
(Alc. transfer) By Interest A/c,
— ]
| 63,000

1. In this problem, the amount payable

for the cash price s uniform (Rs. 30,000). Each

instalment comprises this thirty thousand plus interest for the year.

It is assumed that the buyers foliowe

If, on the other hand, asset is recorded at the
for showing the amount due to vendors in the

d the full cash price method,

part-cash-price no entry will be passed
second year because of default,

Under this method, as the student js aware, each year the Hire-Vendor's A/c will not show
any balance. As such the question of transferring the bajance of hire vendor’s a/c to asset afc
does not arise. The asset a/c will appear under this method as foliow;

\
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Mini Alc. Cr.
Rs. 1st Rs.
year | To Efficient year |By Depreciation A/c. 24,000
Motors Ltd. Afc. 30,000 By Balance c/d. 36,000
To Efficient o 1 '
Motors Lid. Afc. 30,000 _
60,000 60,000
2nd _ 2nd o
year | To Balance b/d. 36,000 | year | By Depreciation A/c. 19,200
‘ a By P & L Alc. (Loss) [716800
36,000 | | 3000
. .

+* _This amount represents total loss which was split in the earlier working, as follows:

Loss Rs. 13,800 + Interest. for 2nd year Rs. 3,0@0 = 16,300.

Books of Efficient Motors Limited
Important Ledger Accounts: -

Dr. Hyderabad Transport Ltd. Cr.
1st Rs. st | Rs.
year | To Sales Alc. 4500 | ‘year | By Bank Ajc. 30,000
To Interest Alc. 4,500 By Bank Alc. 34,500
: By Balance ¢/d. 60,000
124,500 1,24,500
2 yr. | To balance b/d. 60,000 2 y1.. "By Transfer to _
To Interest 3,000 Repossessed Stock Afc. 63,000
63,000 63,000
Dr. Repossessed Stock Ale. Cr.
To Hyd. Transport Ltd. 63.000 By Bank (sales) 70,000
To Cash Ale.
. repairs etc. 5,350
To P & L Alc. (Profit) 1,650
70,000 70,000

1. When the Vendor takes re-possession of a part of the goods :

As in the first case, entries will be passed u
interest in the books of the buyer an

depreciation and
in the vear of default.

However, in case of partial re-possession, neither the Y
be closed in their respective books. This

back.
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is because of the fact
At the close the asset a/c in the buyer’s
(part) asset allowed to remain with th

p to the date of default, including the entries for
d entry for interest in the vendor’s books

endor’s Afc. nor the buyers a/c. will
that the entire asset is not taken
books will have a balance egual to the value of the
e buyer. The value of the asset taken away
is fixed as per mutual agreement and is debited to vendor’s accouit

by the vendor
t and credited to the asset




The re-possessed stock account in the vendor's books wili be dealt with, in the same manner
as descn'bed in the case of complete-repossession,

Hlustration - 9

20,000 per truck was paid. The baianqe Was-to be paid in three equal instalments fogether with
interest @ 10% on 31st Dec, each year. The hire-purchasers could not pay the final instalments,

After negotiations, the vendors took back one truck valuing it at 30% depreciatjon on the

Write 'up the ledger accounts in the books of both the parties assuming that the buyers
charge depreciation at 25% on the written down value,

Solution |
Dr. ' 'Books of Noith India Trans.porters,Ltd..._ C Cr.
Trucks Aje
1562 | To S.I Motors Ltg, L6000 F r9s2 T |
Jan. 1 |0 T ] pee 3t By Depreciation (25%) | 40,000
' : . o By Balance ¢/d. 1,20,000
— _ —_—
166,000 ‘ ' 1.1,60,000
1983 1983
Jan. 1" | To Balance b/d. 1,260,000 Dec. 31 By Depreciation 30,000
By Balance ¢/d. 90,000 .
- : Yy een
1,20,000 _ 1,20,000
1984 1984 & ’
Jar. 1 Ty Balance byg, 96,000 Dec. 31 By Depreciation ‘ 22,500
By Vendors (1) 27,440
ByP &1L Afc. (3) Loss 6,310
By Balance ¢/d. {2) 33,750
90,000 90,000
e .J_%._\J-ﬁ___"‘“'—h

1} Value of one truck re-possessed at 30% Depreciation on W.D.V,

Rs.

I Year Costof 1 truck 80,000
Less Depeciation 30% (80, 000 x %%) 24,000

56,000

ed



[ Year Less Depreciation 30% (56,,[100_ X To_o) 16,800

pE—— e

39,200

. 30
I Year Less Depreciation 30% (30,200 x Tﬁi) 11,760
| 27,440

2) Value of one truck left with buyers :

1 Year Costof one truck ' 80,000

- . 25
Less Dep@matnon 25% (80,00{) X To_d) 20,000
60,000
Il Year Less Depreciation 25% (60,000 X '1'2655) . 15,000
45,000
[II Year Less Depreciation 25% (45,000 X %) 11,250
33,750

P
————

Hence, Rs. 33,750 should be the closing balance of the asset a/c.

3. After adjusting the value of the truck taken over ajnd the closing balance of Rs. 33,750, the
difference is transferred to Profit & Loss A/c. (Loss).

Dr. Southern India Motors Ltd. Alc. ' Cr.

1982 ' Rs. 1982 Rs.
Jan. 1 {To Bank A/c. 40,000 Jan. 1 By Truck Afc. 1,60,000
Dec. 31 To Bank Alc. 52,000 Dec. 31 By Interest A/c. 12,000
" To Balance c/d. 80,000
| et ———Y —r—'—'_"—T
1,72,000 1,72,000
1983 ' 1983
Dec. 31 | To Bank Alc. 48,000 Jan. 1 By Balance b/d. 80,000
" 'To Balance c¢/d. 40,000 Dec. 31 By Interest Afc. 8,000
85,000 88,000
1984 1984
Dec. 31 |To Truck Alc. Jan. 1 By Balance b/d. 40,000
(Repossessed) 27,440 Dec. 31 | By Interest AfC. 4,000
" To Balance ¢/d. 16,560 .
44,000 | 44,000
Dr. Interest A/c. Cr.
1982 To S.I. Motors Ltd. 12,000 1982 By P & L Alc. 12,000
1983 To S.I. Motors Ltd. 8,000 1983 By P & L Ale. 8,000
1984  |ToSI MotorsLtd. | _ 4000 } 1984 By P & L Afc. 4,000




Dr. | | P&L Ak, Cr.

Rs.

To Interest 12,000
To Depreciation 40,000

1983

To Interest 8,000
To Depreciation 30,000

1984

To Interest 4,000 .
To Depreciation 22,500

——

. _‘_—_———*‘*—‘_‘__—‘*‘_-— .
Books of Southern India Motors Ltd,
br. Northern India Transporters Ltq, Ale,

Rs. 1982
160,000 Jan. 1 - By Bank Afc.
12,000 [Dec. 31 | By Bank A
By Balance c/d.

Jan.1 |To Sales Afc.
Dec. 31 {To Interest A/

1,72,000

1983
Jan. 1 Ty Balance b/d.
Dec. 31 {To Interest A/c.

1983
Dec. 31 | By Bank Al

1" By Balance ¢/d.

1984 _ 1984
Jan. 1 |To Balance b/d. Dec. 31 | By Repossessed
Dec. 31 {To Imterest Ajc. stock A/c, 27,440
" By Balance ¢/d. 16,560
S
L 44,000
—_—— ]
Dr. Repossessed Stock Ale. Cr.
1934 Rs. 1984 Rs,
Dec. 31 [To Northern India Dec. 31 | By Cash Alc. (Sale) 40,000
Transporters Ltd.
To Cash Account
ToP & L A,
(Profit)
| 40,000 ‘ 40,000
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9.9 HIRE-PURCHASE TRADING ACCOUNT

When the goods, sold under the hire-purchase system, are of small value such as electric
fans, radios, cycles, €1C., the vendor may find it very inconvenient to open a separate account
for each of the numerous customers. He maintains a separate subsidiary book for this purpose.
Details such as date of contract, customer, article cost-and selling prices, down payment, number
of instalments allowed, date of payment of each instalment etc., will be entered in this book in
various columns. From shese details, the following suramarised information can be obtained :

a) Stock with the customers at the beginning and end of the year.
.b) Instalments due and unpaid at the begihning and end (i€, debtors)
¢) Cost price of the goods sent to customers during the year.

d) Cash received from customers.

€) Any return of goods.

with the help of the above information, the trader will prepare a Hire-Purchase Trading
‘Account to ascertain the net profit made on the hir'e_—purchas_e sales. As the preparation of hire-
putbhase trading account is consideréd as an advanced topic invoiving entries and calculations
of a complex nature, it is excluded from the purview of the present discussion.

9.10 SUMMING UP

When goods are sold on hire-purchase system, the cash price along with interest, which
together constitute the hire-purchase price, is paid in instalments.

In the books of the purchaser, one of the three m_ethods may be followed in r_eéorc_lihg the
transactions;

" a) The asset account is debited with cash price i:ncluded in each instalment when the payment
falls due (Asset Accrual Method).

b) The asset is debited with full cash pljicc' on signing the contract.

¢) In addition to debiting the asset with full cash price, total interest is debited to Interest
Suspense Account on signing the contract (Interest Suspense Method).

In the books of the vendor full cash price is credited to sales account. Interest is credited
and purchases account debited when each instalment falls due. when interest suspense method
is followed interest suspense account is debited.” In the problems, if cash price is not given, it
has to be ascertained by ‘Back Work’ method. And where rate of interest is not given, it has to
be distributed in the ratio of the total instalment amount duc at the beginning of each, or, in
other words, in reverse serial order.’ .

While recording the hire-purchase transactions in the books of hire-purchaser, depreciétion
may be charged on ‘Straight Line Method’ or ‘Diminishing Balance Method".

In the case of default in the payment of instalments under hire-purchase system, goods are
repossessed either wholly or a part of them. Depending upon the valuation of goods repossessed
and remaining, the accounts must be adjusted. When the goods, sold under hire-purchase system
are of small value, the vendor maintains a separate subsidiary book to enter such transactions.
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With the help of this information, he prepares an account known as ‘Hire Purchase Trading
Account’.

9.11 CHECK YOUR PROGRESS : MODEL ANSWERS

L (a) There are three methods of recording the transactions in the books of Hire-purchaser,
They are: (a) Asset Accrual Method, (b) Full Cash Price Method and (c) Interest
Suspense Method.

(b} Asset A/c. Dr.
To Hire Vendor’s Alc.

3. Where cash price is not given, it is ascertained by ‘Work Back Method”, When rate of
interest is not given, it Is calculated in the following manner. _

() Ascertain the total interest by deducting the cash price from the Hire-purchase
price.

(ii) The amount thus ascertained in step (i) to be distributed in the ratio of reverse
serial order of the instalments,

9.12 MODEL EXAMINATION QUESTIONS

L Answer the following in 30 lines each,

1. Give the model entries without figures in first year of the Hire-purchase agreerhent in
the books of Purchaser and Vendor.

2. Define a Hire-purchase contract and discuss its salient features.

3. What are the legal consequences of a buyer of goods under Hire-purchase system
committing default in the payment of instalment? What changes occur from the
accounting point of view?

1L Answer the following in 15 lines each.

1. How do you distribute the totaf interest in the hire-purchase transactions where rate
of interest is not given?

2. Ezxplain the procedure for ascertaining cash price when it js not given under, hire-
purchase,

3. Write short notes on the following,

a} Assert Accrual Method.
b} Interest Suspense Account

4. Write short notes on the following:

a) Re-possessed stock
b) Hire Purchase Trading Account,
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froblems :

1.

174

On 1st Jan. 1981, Mehra Mini Wool AP) -Ltd. ,purchased,a-machine from Automatic
Machines Ltd. The same day a sum of Rs. 2,200 was paid as down payment. The remaining
was paid in three annual instalments of Rs..2.200 each at the end of 1981, 1982 and 19%3.
The cash price of the machine was Rs. 7.700. No. depreciation was provided by the newly
incorporated purchasing company. The vendors charge interest @ 10% p.a.

Journalise these transactions in the books of Mehra wool (P} Ltd. and write up the
Vendor’s A/c. ‘ ‘

(Interest 1 year Rs. 55(F 2nd year Rs. 385 and 3rd year Rs. 165).

The X Tfansp_ort Company pur_chaséd a Motor car from India Motors Ltd. on 1st January

paying Rs. 10,000 cash immediately and agreeing to pay further three instalment: of Rs.
10,000 each on 31st December each year for 3 years. The cash price of the car was Rs. 37,251
and the motor company charges-interest @ 5% pa The Tramsport Campany depreciates
the car @ 20% on reducing balance system.

Give the necessary journal entries in the books of both the parties.
(Interest Rs. 1,363; Rs. 931; Rs. 4553)

The Hyderabad Industries Ltd. purchased on 1st jan. 1982 a lathe machine from BMT
Ltd at a cost of Rs. 26,000 and paid Rs. 8,300 as down payment under hire-purchase
system. They further paid on 31st Dec. of 1982, 1983 and 1984 Rs. 8,000 each towards the
instalments. The machine was depreciated @ 10% p.a. on fixed instalment (Straight line)
System.

Prepare the ledger accounts in the books of both the parties. (The total interest Rs.
6,300 must be distributed in the ratio of 3:2:1 - Rs. 3,150; 2,100; 1,050). ‘

Rao & Company purchased a 1500 CC Motor Cycle for their office use for Rs. 8,600 on
hire purchase system and immediately paid Rs. 1,600. Again Rs. 2,400, Rs. 4,400 and Rs.
1,600 were paid at the end of the 1st year, 2nd year and 3rd year respectively, which sums
are inclusive of interest @ 10% p.a. The asset was depreciated @ 20% p.a. on written down
vatue. The vendors were Exe Ltd.

Journatise these transactions in the books of Rao & Co. and prepare Rao & Co's A/c.
and Interest Suspense A/c. in Vendor’s books. '

(Interset Rs. 700; 530; 170)

On 1-1-1981 India Trucks Ltd. sold a truck on Hire Purchase basis to Kashmir Transpo:t
Company who made an immediate, payment of Rs. 45,000, Identical sums were paid at the
end of 1981, 1982 and 1983. The vendors charge interest @ 10% p-a. Kashmir Transport
Co. provides depreciation @ 25% on written down value.

Write up the ledger accounts in the books of transport company including interest
suspense a/c and profit and loss a/c and also show how the relevant accounts appear in their
Balance Sheets. ‘

Make catculations to the nearest rupee.

Hint » First ascertain the cash price. Interest Rs. 11,191; Rs. 7,810 and Rs. 4,091 Cash
price Rs. 1,56,908).




6. A sold a machine to B on hire-purchase System on 1st Jan, 1983, ‘The cash price of the
machihe was Rs, 57, 130 against which he' paid Rs. 15,000 on 1-1-1983. 8 was to pay three

Write Journal entres i th_e books of hoth the parties, assuming that B provides annual
deprecsiation @ 15% on written down value. Also show the repossessed stock a/c. in the
‘vendor’s books, (Loss ta B Rs. 4,609; Profit to 4 Rs, 4,833).

7. On 1st January 1981, Exe \Ltd. purchased 3 trucks from Wye Ltd. on hire-purchase basis,
The cash price of each trué\l\(_was Rs. 1,20,000. Down payment was Rs. 60,000. Further
three instalments of Rs. 1,28,000 each at the end of each year were to be paid. These
include interest @ 13% p.a. Exe Ltd. charges depreciation @ 10% on straight line method.

During 1983, Exe L4, was caught up in g verj' difficult financial position and could
not pay the third instalment. Wye Ltd. took repossession of one truck adjusting its value
against the amount duye, The truck was valued by Wye Ltd. on the basis of 139 depreciation
annually, on written down value basis. After spending Rs. 8,580 on repairs Wye Ltd. sold
the truck for Rs, 98.,000.

Prepare the Truck A/c. and Hire-vendor’s AJc. in the books of Exe Ltd. and the
Hire-purchaser’s A/c. as also Repossessed stock A/c. in Wye's books,

(Re-possessed value of 1 truck Rs, 79,020; closing balance of truck a/c. Rs. 1,68,000; Loss
to Ex= Ltd. Rs. 4,980; Profit to Wye Ltd. on sale of repossessed stock R, 10,400)

e - ——
9.13 RECOMMENDED BOOKS
MMH
1 Gupta, RL & ¢ Advanced Accountancy,
Radhaswamy, M Sultan Chand & Sons, New Delhj,
2. Shukla, M.C. & ¢ Advanced Accounts, S. Chand &
Grewal, TS Co. Ltd., New Dejhi.
3. Jain, SP & i Advanced Accountancy,
Narang, K. Kalyani Publishing House,
New Dethi,
9.14 GLOSSARY
Asset Accrual : Treating the asset as property By the buyer only to the
extent of cash price included in instalments as they
fall due,
Default : Failure on the part of the buyer to pay one or more
instalments,
Re-possession : The seller taking back the goods on default under
hire-purchase system.
Interest Suspense : The total interest payable (H.P Price — Cash Price)
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Hire Purchase Trading A/c.
Straight Line Method

Diminishing Balance Method
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An account prepared to find out the net profit on
hire-purchase ot instalment-purchase saies by vendor
in the case of goods of small value.

A method of depreciation wherein the asset is depreci-
ated at a certain percentage on original cost uniformly
over the period of life of the asset.

A method of depreciation where every year, a certain
percentage of depreciation is written off on the balance
after previous year’'s depreciation.
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10.0 AIMS AND OBJECTIVES
' The aim of this unit is to learn the ageounting entries to be Passed in the books of

After reading this unit, you should pe able to:

— draw the distinction between Hire-Purchase and Instalment Purchase Systems
— Pass journal entries in the books of Hire-Purchaser

= Pass journal entries jn the bocks of Hire-Vendor.

_
FUIN INTRODUCTION
In unit-9 we have seen the recording of transactions in the books of Hire-Purchaser and

Hire-vendor.

10.2 DISTINCTION BETWEEN THE HIRE PURCHASE AND INSTALMENT
_ PURCHASE SYSTEMS

1. Contract: While the agreement under the hire-purchase System is for hiring the asset;
in the case of instalment system jt is an agreement of sale,

2, Ownership: The ownership in the asset passes immediately on signing the agreement
under instalment System, whereas it Passes only after the Payment of last instalment in
the hire-purchase system. The vendor reémains the owner tij) that date, '

3. Default : Default in the payment of instalments by the purchaser will entitle the
vendor to take back the asset under hire-purchase system. No such right exists in the

. 177




instalment system. He can only sue the recovery of the amount but cannot IEepOSSeEss
the asset. - -~ . . . e

4, Return of the goods : 'The hire-purchaser can terminate the contract ang return
the asset or goods to the vendor under hire-purchase systent. This is not posstble in
instalment purchase system.

5. Dealing with the asset: The hire-purchaser cannot damage, destroy or dispose of the
goods. The instalment purchaser can deal with them in the manner, he chooses.

Check Your Progress - 1

.

1. In what respects the Hire-Purchase System is different from Instalment Purchase-System?

.........--.q'----.--'.---'-.'- ................................................................

10.3 ACCOUNTING ASPECT OF THE INSTALMENT PURCHASE " -
TRANSACTIONS o o L

_________,,__..——-———'-—"'__.—..,_.._._.

In so far as the recording of the transactions i the boOKS of the Instalment purchaser and
the Instalment vendor is concerned it is the same as under the hire-purchase system learnt earlier
in Unit 9. The same entries recorded in the books of both the parties under hifespurchiase will
be followed here too. ‘ ' ' ' '

However, the asset accrual method cannot be folloWed here as the bljycr acquires ownership
as "._éo,oh' a,she enters into agreement. As the buyer bccome_é liable to pay for the cash price of
the asset as well as the interest as per the agreement the Inferest Suspense Method is. followed .
in reco;'d_ix.ig‘the transactions in the books of the purchaser as well as the'.vq:n'dor‘ under the
Instatment Purchase System. The other aspects such as the ascertainment of cash price. 0T
distribution of interest when they are not given are common. The question of repos_.s_essidn of
stock does pot arise in the instalment purchase system, as' the vendar has n(} right tor take. back
the propcrty even though the pu'rc'hasér fails to pay the instalment. The other method, viZ.,

debiting interest and crediting vendor’s &/c, when an instalment falls due méy also be adopted,
but this is seldom followed in solving problems on instalment purchase system. :

Illustration - 1

On 1st January 1979, X purchased a machine from. Y Ltd. at a cost of Rs. 66,850 en
instalment system and paid Rs. 15,000. Further, he paid Rs. 20,000 each on 31st Dec. 1979,
1980 and 1981 which includes interest @ 8% p.a. on the unpaid palance of the cash price.
Machinery was depreciated at 20% on reducing balance method by X.

Record the transactions in the books of X. Prepareé ledger accounts in the books of Y Ltd.
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Solution :

Date

Analytical Table

- Cash price stil| due

Down Payment Principal " Interest

‘o instalment amount 8% after this instalment

or ns " {Cash Price) cr this mstalment

Rs. ‘ Rs. Rs, : Rz
T Rs —
1 2 3 4 5
— —_— _— .
1-1-1979 15,000 - 15,000 - 51,850 (66,850— 15,000
31-12-79 20,000 15,852 4,148 35998 (51,850—15,852)
31-12-80 20,000 17,120 2,880 18,878 (35,998 17,120
31-12-81 20,000 18,878 1,122 Nit (18,878—-18,878)
Total 75,000 66,850 8,150 _ ‘
Books of X

1979
Jan.1

Machinery Arc,
Interest Suspense A/c,
To Y Ltd. Arc,
(Being machinery porchased
basis)

Y Ltd. Asc.
To Bank A/,
(Being down payment made)

1979
Dec. 31 | Interest A/c.
To Interest Suspense A/c.

(Being interest due for

———

Y Ltd. A

To Bank Afc,
(Being T instaiment paid)
—_— T

Depreciation A/,
To Machinery Asc.
(Being Depreciation for the
year - 66,850 x 20

Profit and Loss Al
To Depreciation Alc,
To Interest A/c.

Journal

on instalment

the vear transferred)
—m _v“_—._‘_h—um“—n___ i

(Being depreciation and interest transferred)

Rs. Rs.
66,850

8,150

75,000

15,000
15,000

4,148 :
4,148

20,000

20,000

13,370
13,370

17,518
13,370
4,148
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Dec. 31 |Interest Alc.

1981

To Interest Suspense A/C.
(Being interest due for the year transferred)

Y Ltd, Alc.
To Bank A/fc.
(Being 11 instalment paid)

Depreciation Afc.
To Machinery A/c.
{Being Depreciation for the
0

- 53,48 —
J year - 53, 0x100)

Dr.

Profit and Loss A/c.
To Depreciation Afc.
To Interest Afc.
(Being depreciation and interest transferred)

Dr.

-

Dec. 31 |Interest Alc.

To Interest Suspense A/C.
(Being interest due for the year transferred)

Dr.

Y Ltd. Alc.
To Bank A/fc.
(Being 111 instalment paid)

Dr.

Depreciation A/c.
To Machinery A/c.
(Being Depreciation for the
year - 42,784 X {5

Profit and Loss Afc.
To Depreciation A/c.
To Interest A/c.
(Being depreciation and interest trafsferred)

2,880

20,000

10,696

13,576

1,122

20,000

8,557

9,679

2,880

20,000

10,696

10,696
2,880

1,122

20,000

8,557

8,557
1,122
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Books of Y Ltd.

Ledger Account
Dr. ‘ X's Alc. Cr,
1979 “Rs. 1979 Rs.
Jan. 1 [ To Sales Alc, Jan, 1 By Bank A/c. 15,000
B To Interest Dec. 31 By Bank Ac. 20,000
Suspense Asc, By Balance ¢/d. 40,000
| 75,000
1980 1980
Jan. 1 | To Balance b/d, Dec. 31 By Bank A/ec.
By Balance c/d. -
40,000
1931 1981
Jan. 1§ To Balance b/d. 20,000 Jan, 1 By Bank Ac. 20,000
| ,
20,000 ‘ 20,000
Dr. Interest Suspense A/c,
1979 Rs. 1979
Dec. 31 | To Interest Alc, 4,148 Jan. 1 By X Arc.
To Balance c/d. 4,002
8,150
b
1980 1980
Dec. 31 | To Interest Al 2,880 Jan. 1 By Balance b/d.
To Balance ¢/d. 4,002 '
4,002
1981 _ 1981 o
Dec. 31 { To Interest Alc, 1,122 Jan. 1 By Balance b/d.
1,122
Dr. Interest A/c, Cr.
1979 Rs. 1979 Rs.
Dec. 31 I ToP& 1. Al 4,148 Dec. 31 By Int. Sus. Afc. 4,148
1980 1980
Dec. 31 1ToP& L Alc, 2,280 Dec. 31 By Int. Sus, A/c. 2,880
1981 L 1931
Dec. 31 [ToP & L Alc. 1,122 I Dec. 31 L By Int. Sus, A/c. L L122
Profit & Loss A/c.
Dr. for the year ending 31-12-i979 Cr.
l
/ By Interest Afc. 4,148
- i —
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Profit & Loss A/c.
for the year ending 31-12-1980

By Interest A/c. . 2,830

- ——

Profit & Loss Alc.
for the year ending 31-12-1981

E Interest A/c. 1,122

Tllustration - 2

Alfa Trading Co. Ltd. sold a machine to Kamalakar & Bros on instalment purchase system
charging interest @ 10% p.a. on Jan. 1, 1980. The foliowing sums were paid on i dates
mentioned in full discharge of the obligation towards the cost as well as interest.

Rs.
01-01-1980 2,00,000
31-12-1980 1,21,000
31-12-1981 : 1,33,100
31-12-1982 1,46,410

Assuming that the buyers provide depreciation @ 20% p.a. on diminishing balance method
and that they close their books on 31st Dec. every year, prepare Machinery Afc., Vendors Alc.
and Interest Suspense A/C. in their books.

Solution

Before attempting the ledger accounts, we have to ascertain the cash price it is not given. The
procedure to find out the cash price is already explained in detail earlier under the hire-purchase

system.

Date Instalment Interest Cash price
. Rs. Rs. Rs.
31121982 146,410 '11_196 % 1,46,410 _ 13310 133,100

31-12-1981 133,100 I% x 1,33,100 + 1,33, 100
= 24,200 1,08,500

31121980 121,000 Ylf_o « 1,21,000 + 1,08,900
+ 1,33,100 = 33,000 23,000
1-1-1980 2,00,000 Down Payment - Nil 2,00,000
Total 6,00,510 ' 70,510 5,30,000




Books of Kamalakar & Brothers

Dr. Machinery A/, Cr.
1980 Rs, 1980 . Rs.
Jan. 1 |To Alfa Trading Dec. 31 | By Depreciation A/c, 1,06,000
Co. Ltd. 5.30,000 By Balance ¢/d. 4,24,000
5,30,000 3,30,000.
1981 )
Jan. 1 | To Balance b/d. 4,24,000 Dec. 31 By Depreciation A, 84,800
By Balance ¢/d, 3,39,200
4,24,000 4,24,000
1981
Jan. 1 | To Balance b/d. 3,39,200 Dec. 31 By Depreciation Afc, 67,840
' By Balance c/d, 2,71,360
3,39,000 3,39,200
Alfa Trading Co. Ltq.
Dr. (Vendor) A/c. ' Cr.
-1980 Rs, 1980 Rs.
Jan. 1 | To Bank Al 2,00,000 Jan. 1 By Machinery A/c. 5,30,000
Dec. 31 | To Bank Ale. 1,21,000 By Interest sus. As, 70,510
To Balance ¢/d, 2,79,510
6,00,510 6,00,510
1981 1981
Dec. 31 | To Bank Al 1,33,100 Dec. 31 By Balance b/d, 2,79,510
- | To Balance c/d. 146,410
2,79,510 2,78,510
1982 1982
Dec. 31 | To Bank Alc. 1,46,410 Jan, 1 By Balance b/d. 1,46,410
| 146,410 1,46,410
Dr. Interest A/c. ' Cr.
1980 | ' Rs. 1980 Rs.
Jan. 1 |To Alfa Trading Co 70,510 Dec. 31 | By Interest Alc. 33,000
By Balance ¢/d. 37,510
70,510
1981 1981
Jan. 1 | To Balance b/d. Dec. 31 By Interest A/c.
- | By Balance ¢/d.
1982 1982
Jan. 1 | To Balance b/d. 13,310 Dec. 31 By Interest A/c. 13,310
13,310 13,310

——e



Illustration - 3

On 1st July 1982, X purchased a machine for his printing press from ABC Enterprises {3
Ltd. on instalment purchase system at a cash price of Rs. 46,580 of which he immediately paid
Rs. 7.580. The remaining is to be paid In sKX half-yearly instaiments of Rs. 6,500 each pius
interest @ 12% per annum. The instalments are to be paid on 30th June and 31st December,
every year. X who closes his books at the end of December, decided to depreciate the machinery
at 10% p.a. on straight line basis.

You are requested to write up the Journal entries in the books of X vp to 31st December
1983. :

Solution :

Tooks of X
Journal

1982

July 1 Machinery A/c. Dr. . 46,580

Interest Suspense Afc. Dr. | 8,190
To ABC Enterprises P)

Ltd. Afc. 54,770
(Being machinery purchased on instalment

basis)

et

ABC Enterprises (P) Ltd. A/c. Dr. 7,580
To Bank A/c.

(Being down payment made}

7,580

—

Interest A/c. ' Dr.
To Interest Suspense Alc.
(Being interest for half year)
12 6

Dec. N1

2340
‘ 2,340

39,000 x — X 5
100 12

ABC Enterprises (P) Ltd. Al
To Bank A/c.
(Being 1 instaiment paid 6.500 + 2,340)

8,840

8,840

Depreciation A/c. - 2,329
To Machinery A/c.

{Being Depreciation from the
1

2,329

date of purchase 46580 X 1 % A2
100 12
" Profit and Loss A/c. Dr. 4,669
To Interest A/c. 2,340
To Depreciation Alc. 2,329

(Being interest, depreciation transferred)




1983 _ _ !
June 30 |Interest Asc. Dr. ’ 1950 |
i To Interest Suspense Afc. , j 1,950

](Bcing interest for half year

12 5
= 32,500 X i“("}ﬁ X I:g*)

——— — ——

" ABC Enterprises (") Ltd. Asc. Dr. 8,450
To Bank A/c. 8,450

(Being Ul instaiment paid)
i 6,500 + 1,950) ],

Dec. 31 |Interest Asc. D,
To Interes: Suspense A/c,
(Being interest for half year

1,560 |
| 1560

. 12 6 !
I = 25, 000 x 108 % E) 2;‘ {
Dec. 31 | ABC Enterpriscs (P) Ltd, Arc, Dr. | 8,060
To Bank A/c. ! '
(Being 11T instainent paid 6,500 + 1,560) f
" Depreciation Afc. ] . 4,658
To Machinery A/c.

(Being Depreciation for tuir year)

8,060

4,658

i
|

Profit and Loss A/c. Dr. 8,168

| To Interest A/c. 4,658
| To Depreciation AJe. _ 2,329
i (Being Depreciation & interest transferred

at the end of the year -
ingemo + 1,560)

——— e, —_—

Notes :

1. Total interest debited to Interest Suspense A/c. s, 8,190 is arrived at, as follows:

Rs.

31-12-1942 on Rs. 39,G00 (46,480-7,580)

12 §

39, 0060 x E{I X Tj = 2,340

30-6-1983 on Rs, 32,500 {39,000—-6,500)

. iz G _

32, 300 x Iﬁa X 'jl'E = 1,950
31-12-1943 on 26,000 (32,500-.- 6,500} = 1,560
30-6-1984 19,500 (26,000—5,500) = 1,170
31-12-1984 13,000 (19,500-6,5G0) _ = 780
30-6-1985 6,500 (13,000—6,500) = 390
Toraj = 8,190

. 2. Each year, the instaimenr amount paid is Rs. 6,500 pius interest for the period,
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3. Entries for depreciation and the transfer of interest
be made only on the date on which the accounting

For the first year, 1982 depreciation is calculated for half-year, from the date

1-7-1982 to 31-12-1982.

4, -In problems involving half-yearly instalments
the end of the accounting year, care must be
of the year as well

and depreciation to profit and loss will
year has ended. It is 31st Dec. here.
of purchase

when tranfer to profit and loss a/c is made, at
taken to transfer interest paid in the middle
as at the end, along with depreciation.

10.4 SUMMING UP

When goods are sold on Instalment Purchase System, the accounting Procedure is the same

as that of Hire Purchase System,
“system is “Interest Suspense Method”.

except that the method usually followed under instalment
Asset Accrual Method cannot be followed.

10.5 CHECK YOUR PROGRESS : MODEL AN SWERS

HIRE-PURCHASE

INSTALMENT PURCHASE

Title in the goods transfers only
after the last instalment is paid

The instalment paid before the
last instalment would be treated
as hire charges.

The agreement can be cancelied
any time before the last instal-
ment being paid.

The selier has the right to repos-
sess the goods, in case the pur-
chaser is in default of instalment.
The Hire Purchaser cannot sell
the goods, as he has no title.

Title in the goods passes to te
purchaser immediately after the
agreement. ‘
Each instalment is treated as pay-
ment towards principal and inter-
est.

There is no such right to the pur-
chaser.

The seller has not such right but
he can file a suit for damages.

The purchaser can sell the goods
as he has title of the goods.

10.6 MODEL EXAMINATION QUESTIONS

L Answer the following in 30 lines each.

1. What do you understand by instalment purchase system? In what ways is it different

from the Hire-purchase system?

sales?
IL. Answer the following in 15 lines each.

1. Write short notes on the foilowing:

a) Instalment purchase system.
b) Interest Suspense Method.

186

Explain the advantages of Hire-purchase or Instalnmient purchase agreements that may

accrue to the purchaser and vendor? How are these transactions different from credit




Problems

L

& sons furtifer paid Rs. 10,000 each at the end of 1st Year, 2nd year and 3rd year for three
years. Interest was charged at 16§ Per cent per annum,

Velbeing Enterprises Ltd purchased three Scooters for official use from New Auto Product
Ltd. on instalment purchase system and make a cash down payment of Rs. 5,000, The
balance amoung¢ Is to be paid in five instalments of Rs. 5,000 each at the end of each year
for 5 years. The cash price of the Scooters is Rs. 23,000. Interest is chargeable @ 129; p-a.
Velbeing Enterprises Ltd. write off depreciation @ 10% on straight line method, *

Prepare ledger accounts,

,' (I instalment Rs, 37,0600; 11 34,000; 111 31,000 and 1V 28,000 Total interest Rs, 30,000;
H.P. Price R:. 1,51,850).

—— .
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'PREFACE:

oL This book deals with the’ topics in “Advanced Accounts’ included in the syllabus for the
. Third Year of B.Com,, course offered by the Andhra Pradesh Open University, These topics
~-:“enerally cover the core area of the subject to be studied in the third year of the three year
- -degree course in commerce, The syllabus for the sake of convenience is divided into blocks, each

o which comprises a number of units. Each block generally covers a specific area of the subject,
- The Units are prepared by specialists in accordance with a format so designed as to enable the
.-+ student to rc'ad -and understand them without much difficulty. Each unit begins with a statement

- of its objectives followed by synopsis. And at the end of each unit assignment intended to test the

- student’s comprehension of its subject matter is given. Technical terms with which the student
. Inay not be familiar are givep at the end of gach unit under the head ‘Glossary’. L

. i

_ The purpose of introducing this course is to ensure that the student on graduating from the

. University will have acquired adequate knowledge in Accounting matters of the Business and
- -Non-Business concerns. This book covers units from 11to 26. - : o
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CI -.v PARTNERSHIP ACCOUNTS

INTRODUCTI ON

| {:UNIT 11 : PARTNERSHIP ACCOUNTS-AN
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, 1-1.0 _AIMS. AN D OB}ECTIVES

o Preparatron of partnershrp accounts involves the observance of certain rules. legal provisions
aml adjustments. This umt is designed to familiarise you with such rules, provisions, etc.

After gomg through th}s umt you should be able to :

. define the term partnershrp !

- ';4'hst out the features and. characterrstrcs of partnership

- explam the contents of partnershrp deed

- recogmse the rules applicable in the- absence of agreement among the partners

- drstmgulsh between partnership and co- owrrershlp

| '=11.1 INTRODUCTION

: It is the common expenence of businessmeén that the combination of more than one person
in busmess, brings out better and more ‘efficicnt results. In addrtlon a, person who has the

abilrty and experience but does not have ‘the required money can jom with person(s) who can .

bnng in the necessary money. Thus when two or more persons combine their skill and property
in a venture and agree to share. the results it is referred to as Partnershrp While in a sole
tradmg conOern, one ‘person‘is the owner in a parmersh:p concern two or more persons share
the ownerslup The limitations of sole trader to a large extent are overcome in partnershrp type
of busmess.




511.2 DEFIN!TION ESSEN’I‘IAL FEATURES cmmcmmsrws =gy

. Partnershlp in Ind:a is govemed by the Indlan Partnersh;p Act, 1932, Sectmn 4.oft .
defines a partnershjp as ‘the relation between persons who have agreed to share the proﬁ _wﬁ
the business carned on by all or any of them actmg tor all' Indmdually they are called 'Partners’

and collectively it is called a ‘Firm’.

~

Aecordmg to the above deﬁmtron the follovnng are the essentral features of a Darmershap

" a. Number of Persons _In order to constitute a partnershlp ﬁrm there shou!d be at!cast tWQ
persons.. (The maximum number is twenty and-if the business :s that of Bankmg it must-mt
| exceed ten. If the number exceeds this limit the partnershtp becomes 1ltegal)

b. Agreement : It is necessary that there should be an agreement between the partners. :
. Actwity The partnErs have to join to carry on some busmess. '

d Profits: They must agree to share the proﬁts {or losses, as the case may- be) It cannot bel
called as partnershlp, if the profits are not shated. '

e. Management : ‘The firm can be managed by all the partners or any of them on !Jehalf ef ;ﬁl_

The charactensttcs of partnershrp are as follows

" The law treats the partners and the firm as one They arée not’ legally Separate. If a
partner dles the firm gets dnssolved ‘Each partner can enter.into contracts on behalf
- of the ﬁrm and each ot' them can be sued for the debts of the ﬁrm :

il. The habrhty of the partners is both ]omt and several and unhmtted If the firm’s ase
are not sufficient enough to pay of its debts, the remalmng amount can‘be tecovere
from any or all of the partners. (There is provision for partners with limited liability,

. but there shouid be atleast one partner W1th unhmlted liability). o

il No partner can retlre from the firm without the consent of the rernaimng partners. '

N -

11.3 PARTNERSHIP DEED

] A partnership is the outcome of an agreement between the partners STlch an agreemeni
may be made simply by word of mouth (oral}; or lmphed by the conduct of the persons, o dn]
writing. ‘Though verbal or implied agreement may he quite suff cient to evidence the existence
it is-always advisable to have a written agreement, so that, in case of any dlspute it ' may reach!
be referred to. - : -

The document Wthh contams the terms and conditions of the agrEement for the conduct 0
the busmess is called ‘Partnership Deed”: The terms and conditigns are mserteti m the Deed _'
the form of c!auses As the accounts of the partnerslup are to be, prepared strlctty in accord .
with the agreement the usual accountmg clauses whlch should find-a place in the. Deed are ;

foIlows Co.

f

a. The capltal of the ﬁrm and the proportlon in which it 1s to be contrlbuted by )
partners. ' : . ~ _ , o

. . b ‘The ratio ot' sharmg prot“ ts and losses




¢. Whether the capital accounts are ‘FIXED’ or ‘FLUCTUATING'?

d. 'Whether interest is to be allowed on capltal and charged on drawmgs and if so, at what
rate?

€. The amount each partner can be allowed to draw, in anticipation of profits.

£ . Amount of salaries, if any, payable to partnmers.

g Preparation and authenticating the annual accounts. - p

h. The method of ascertaining the partner’s share in the event of death/retirement.

i. The method of ascertaining the value of goodwill of the firm

j- Whether any interest is to be paid to the partner, if amount is advanced in addition to
capital; and if so, at what rate?

k. How the accounts are to be settled in case of insolvency of a partner?
I. Provision for arbitration clause in case of dispute between partners.

In addition to the above, the deed can contain provisions for smooth conduct of the business.
In most respects, the partners may make whatever arrangements they like for the conduct of the
business, and also in respect of the adjustment of their mutual rights and interests. However,
where there is no agreement, the whole of the Indian Partnershlp Act applies, but only certain
provisions thereof apply to a firm having an ageement.

| 11.4 RULES APPLICABLE IN THE ABSENCE OF AGREEMENT

Where there is no specific agreement between the partners-written, verbal, express or implied
- the relations of partners are determined by the following rules, as per the Partnership Act:

i. Partners share profits/losses equally;
Interst on capital is not allowed and similarly no interest is charged on drawings;
Partners are not entitled for any salary or remunerations;

Partners giving loans to the firm are entitled to interest at 6 per cent per annum;

< 2 E m

The partnership books are to be kept at the place of business and every partner will
havc access besides the right to mspect and copy any of them.

" Dlustration - 1

Balram and Krishna commenced partnership business on 1st Jan. 1985. There is no
partnership agreement between them. Balram contributed Rs.80,000 and Krishna Rs.20,000 as
capital. Balram also advanced the firm Rs.40,000 on 1st July, 1985.Balram was hospitalized for 3
months and could not attend to the business during this period. For the year ended December
31, 1985, the firm's profits amounted to Rs.51,200. Balram claimed that the profits should be
distributed in proportiont to the capital contributed; and he should be paid 12% interest on
loan. Knshna claimed that the profits should be distributed equally and he should be paid special
remuneration of Rs.5,000 for looking after the business entirely, when Balram was hospitalized.

You are required to distribute the profits as per law, giving reasons to the claims of partners.




- - . R
. - ‘

In the absence of any specific agreement between the partners, as per the Partnership Act,
1932 : '

Solution

a. . the profits are to be shared by Balram and Krishna equally;
b. Balram is entitled to 6% interest on the loan;
¢. Krishna is not entitled for any remuneration :

The profits are distributed as follows :

Profits as ascertained - 53,2500
Less : Interest on Balram’s loan of Rs. 40,000

at the rate of 6% for 6 months. 1,200

Net Profit 50,000

Baltam’s share 25,000

Krishna’s share ‘ 25,000

Check Your Progress - I

1 'What are the rules applicable in the absence of agreement among the partners?

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

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

11.5 PARTNERSHIP AND CO-OWNERSHIP

It was stated earlier that in the casc of a partnership firm, there will be two or more OWners.
But partners are different from Co-owners as follows:

i. Partnership is necessary the result of an agreement while co-ownership may not. They
may be legal co-heirs.

ii. Partners share profits of a business. The co-0Wners share the income, if any, from the
asset owned.

iii. A co-owner can demand partition in the property but a partner cannot demand partition i
of the firm’s property.

iv. A co-owner can transfer his interest in the property without the consent of others but
- in a partnership firm, partners cannot transfer their interests freely.

v. Each partner acts as agent of other partners but a co-owner does not.

11.6 REGISTRATION OF FIRMS

According'to the Partnership Act, it is not compulsory for the partnership firms to get
registered, though the Act contains a provision for registration. But if the firm is not registed :-

AN
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a. the firm cannot file a suit against third parties: and

b. no partner can file a suit against the firm or other partners of the firm. Hence,. it is
desirable to get the firm registered under Partnership Act,

11.7 USUAL ADJUSTMENTS IN PARTNERSHIP ACCOUNTS

_ Intérest on Capital : Where there is agreement between the partners, interest on capital at
the agreed rate can be paid, but only, out of prot‘ ts of the firm. Interest on partners’ capitals is
paid with a view to maintain equity inter-se. It is possible the partners may contribute unequal
amounts towards capital but have agreed to share profits equally. It is also possible that partners
may share profits unequally, but contribute equally to the capital of the firm. In such cases in
order to protect the interest of the partners, so that do not stand to lose, interest on capital can
be allowed.

Interest on Drawings : Drawings are made bf,' the partners in anticipation of profits, which
accrue throughout the period. If the partnership agreement permits, interest can be charged
on their drawings. This is also done in order to adjust their rights inter-se. For example, the
partners may contribute the capital equally and share profits equally, but may draw unequal
amounts from the firm. Those who draw smaller amounts stand to lose compared to those who .
draw larger sums.

Remuneration to Partners : According to Section 12(b) of the'Parmership Act every partner
is bound to attend diligently to his duites in the conduct of the business. As per Section 13(a),
no partner is entitled to receive remuneration for taking part in the business. However, it may
become necessary to pay remuneration to those partners who devote their full attention to the
business, while others do not. Hence, if the partners agree mutually, some of them can be be
paid salary. .

In view of the above, the net profit, as may be arrived at, cannot straight away be transferred
to capital accounts of the partners. It requires further adjustment towards interest on Capitals,
Partners’ salaries and Interest on Drawings. Such an adjustment can be made in the P & L
Account itself. Alternatively, the net profit in the P & L Account can be transferred to P & L
Appropriation Account, necessary adjustments can be made there at and then the profit divided
among the members. '

The following illustrations will explain the adjustments.
- IMustration - 2

Kamal and Vimal entered into partnership on 1st January 1985 contributing Rs.60,000 and
Rs.45,000 respectively. They agreed to share profits and losses in 3:2 ratio. Vimal is entitled to
. a salary of Rs.2,000 p.m. Partners are entitled to interest on capital at 6% per annum.

During the year Kamal and Vimal withdraw Rs.5,000 and Rs.4,000 respectively and the
interest on the same amounted to Rs.250 and Rs.200 respectively. For the year 1985, the profits
before the above adjustments amounted to Rs.13,000 Show the distribution of profits. among
the partners.




Solution

Profit and Loss A[ipropriatlon Account

Dr. for the year ended 31st December, 1985. Cr.
: ‘Rs. Rs.
To Interest on B By P & L Ajc. (NP) 13,000
capital: By Interest on
' Drawings:
Kamal 3,600 ‘ Kamal 250
© Vimal' 2,700 Vimal. 200
' 6,300 450

To Partners’ Salaries:
Vimal 2,000
To Capital A/c.:
Kamal N/P 3/5 3,090

Vimal N/P 2/5 2,060
— 5,150

13,450 - 13,450

Mlustration - 3

Raja, Rama and Ravi are in partnership and on 1.10.1984, their capital stood at Rs.50,000,
Rs.40,000, and Rs.45,000 respectively. Raja and Ravi are entitled to draw for the year a salary
of Rs.5,000 and Rs.4,500 respectively. All the partners ar entitled for interest on Capital at 8%
p.a. No interest is charged on drawings. Their drawings amounted to Rs.4,000 each. Of the net
profits, Rs.9,000 is shared by the partners in the ratio of 40:30:20 respectively and the remaining
net profits are shared equally.

For the year ended 30th Sept. 1985, the profits after charging interest on capital but before
debiting partner’s salaries amounted to Rs.30,500. Show the distribution of net profits among
the partners.

Solution
Profit and Loss Appropriation Account
for the year ended 31st December, 1985.
Rs. . Rs.
To Partner’s Salaries: By Profit b/f. 30,500
Raja 5,000
Ravi 4,500
’ 9,500
To Capital Afc. (NP trd):
Raja 8,000
Rama 7,000
Ravi 6,000
21,000
30,500
| 30500




Amount of profits to be distributed equally, is arrived at as foilows :
Rs. 21,000—Rs. 9,000 = Rs. 12,000

Raja’s profit 40/90 x 9,000 = 4,000 + 1/3 of Rs. 12,000 = Rs. 4,000
Rama’s profit 30/90 x 9,000 = 3,000 + 1/3 of Rs. 12,000 = Rs. 4,000
Ravi’s profit 2090 x 9,000 = 2,000 + 1/3 of Rs, 12,000 = Rs. 4,000
9,000 Rs. 12,000
— ———

Interest on Drawings : The interest on drawings has to be charged according to the time that
elapses between the date of drawing and the end of the year. If the dates on which amounts are
J drawn are not available, interest can be charged on the whole amount for half of the accounting
period (ie., if the accounts are drawn up of an year, interest is charged for 6 months) on the
assumption that the money was drawn evenly throughout the year.

IMustration - 4

Rakesh, a partner has drawn the following sums of money :

Rs.
28th Feb. 1980 : 500
‘31st March 1985 400
30th June 1985 : 600
31st Oct. 1985 800

Accounts are drawn up on 31st December every yeair: Interest on drawings is to be charged
at 6% p.a. Ascertain the interest.

Solution .

iOn Rs. 500, interest is to be charged for 10 months ie. 500 x 10/12 x 6/100 = 25
}' On Rs. 400, interest is to be charged for 9 months ie. 400 x 9/12 x 6/100 = 18
'On Rs. 600, interest is to be charged for 6 months ie. 600 x 6/12 x 6/100 = 18

,On Rs. 800, interest is to be charged for 2 months ie. 800 x 2/12 x 6/100 = 8
Total interest on Drawings -6_9-

Alternatively, it can also be calculated on product method as follows -

Amount Months Product
Rs.
500 10 5,000
400 9 : 3,600
600 6 3,600
800 2 1,600
13,800
Interest on the product of 13,800 for one month = 13,000 -x 1 X S
— Rs, 69 12 100

It can also be calculated by finding out an average drawing date.




Check Your Progress - 2

1. What is the logic behind the catculation of interest on capital and drawings? .

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

---------------------------------------------------------------------------------------------

Adjustments for the past: Sometimes the partners may be paid their salaries, interest on capital |
etc., wrongly. Such errors may be discovered at a later date i.c., after the net profits have been
distributed. That requires rectification. It is necessary to find out what is the excess amount.
credited or debited so that it can be adjusted now. :

The following illustration makes the things clear :
Hlustration - 5

The accounts of the partnership firm of Satyam, Shivam and Sundaram for the calendar
year 1984 and 1985 were already drawn up and closed. It is now dscovered that there is n
provision for payment of interest on capital as per the partnership agreement, but the partne
have been allowed interest on-capital at 5% for 1984, and 1985 which amounted to as follows 1

1984 1985
Rs. Rs. .

Satyam 700 120
Shivam 400 420
Ssundaram 220 220

The partners shared profits and losses in 2:2:1 ratio. Ascertain the amount to be adjusted
to rectify the ertor.

Solution
Statement showing the adjustment
_ Interest Interest allowed adjustment | - To
Year | Partner allowed amount, now distri- required for | amount to
buted as profit the year adjust
Rs. Rs. Rs. lﬁ‘

1984 | Satyam 700 528 | -172
Shivam 400 : 528 +128
Sundaram 220 264 | + 44

1,320 1,320 _

1985 § Satyam 720 : 544 ~-176 -
Shivam 420 544 +124 -
Sundaram 220 272 +52

| 1,360 1,360
Q




The journal entries required to be passed for parihéfs’ salaries, interest on capital, interest
on drawings, etc., are given in the next unit, ' .

{ Partnership Accounts

There is no fundamental difference betwee the accounts of a Sole Trader and that of a
partnership. The transactions are recorded in the usual manner, However, it becomes necessary
to maintain personal accounts of the partners seperately for each.

At the end of the period the final accounts of the firm are drawn up in the same manner as
they are drawn up for a sole trader concern. However, profits & losses ha_ve to be distributed
J§ among all the partners,

This is explained in the following unit,

11.8 SUMMING UP

When two or more persons combine their skill and pfopcrty in a venture and agree.to share
the results, it is referred to as partnership. Individually they are called ‘Partners’ and collectively
called a ‘Firm’. The agreement between the partners may be oral, implied or written. It is
always advisable to have a written agreement, known as ‘partnership Deed’, so that in case of
any dispute, it may readily be referred to. The accounts of the partnership are to be prepared _
in accordance with the agreement,

Partnership in India is governed by partnership Act, 1932. Where there is no specific
agreement between the partners, the. relations of partners are determined by the provisions of
the partnership Act. It is desirabel to get the firm registered under the partnership Act,

There is no fundamental difference between the accounts of a Sole Trader and that of a
partnership. The transactions are recorded in the usual manner. However, it becomes necessary
to maintain personal accounts of the partners separately. Certain adjustments may alsa have to
be made in regard to interest on capital, interest on drawings, remuneration to partners, etc.

11.9 CHECK YOUR PROGRESS : MODEL ANSWERS

L i} Al the partners should share profits and losses equally.

ii) Interest on capital is not allowed and in the same manner interest on drawings is not
charged. ‘

fii) No partner is entitled for salary or commission.
iv) Partners who advance loans to the firm are entitled to receive interest at 0% p.a,

v) All the partriers are entitled for examining the books of accounts and take a copy of
them.

2. Sometimes, partners may bring in unequal capitals but agree to share profits and losses .

- equally. In such a case, the partners who contribute more capital will gain nothing for the
excess capital contributed over and above their respective share. Therefore, in order to
maintain equity among the partners, interest on capital is allowed.

Likewise, interest on drawings is charged so as to bring about an equity between the pariners
rawing more amounts and the partners drawing less amounts,




11.10 MODEL EXAMINATION QUESTIONS

A, Answer the following in 30 lines each.

1. What is Partnership? What are the usual adjustiincnts in partnership accoumnts ?

2. State the provisions of partnership Act to be followed when the partnership agreement
is silent.

B. Answer the following in 15 lines each. -

1. What are the contents of Partnership deed ?
2. Define partnership and explain its main features.

3. Distingush between Partnership and Co-ownership.

11.11 RECOMMENDED BOOKS

1. Gupta, RL & . Advanced Accountancy, Sultan Chand & Sons,
Radhaswamy New Dethi.
2. Shukla, MC & . Advanced Accounts, S. Chand & Co. Ltd,,
Grewal, TS New Delhi. ‘ '
3. Jain,SP & . Advanced Accountancy, Kalyani Publishing House,
Narang, K.L New Dethi.
11.12 GLOSSARY
Firm - - Partnership Comprising of some Partners.
Partner . A person sharing the profits and losses of the Partnership
- firm. ‘
Partnership : . Relation between persons who have agreed to share theI

profits of the business carried on by alt or ‘any of them

acting for all. : o

Partnership Deed . Document containing the terms and conditions of the
agreement between partners to carry on the partnerslﬁp

business.
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12.0 AIMS AND OBJECTIVES

The aims of this unit are to explain the methods of preparing capital accounts of partners.
After reading this unit, you should be able to:

~. Prepare the capital accounts of partners under fluctuating capital method,
— Prepare the capital accounts of partners under fixed capital method.

12.1 INTRODUCTION

We all know that, in partnership, there wiil be more than two partners. These partners,
generally, contribute capital and withdraw, now and then, amounts for their personal requirements
in anticipation of profits to be made in near future. The capitals of partners are subject to
adjustments, when there are items like profit or loss, interest on capital, interest on drawings,

~ete. If all these adjustments are shown separately for each partner in the Balance Sheet itself,
"the Balance Sheet may run into several pages. To avoid this inconvenience, capital accounts are
prepared separately for each partner. Let us learn, in this unit, how the capital accounts are to’

be prepared. \

12.2 PARTNER’S CAPITAL ACCOUNTS

In the case of a sole trading concern, the required capital is brought in by the Sole Trader.
In the case of partnership firm, the capital is brought in by the partners. However, it is not
necessary that every partner must bring in the capital. It is also not necessary that they must
bring in equal amounts. Capital can be contributed by the partners either in the form of cash
or in the shape of assets. The total capital of the firm can be increased by further contributions
or reduced by withdrawals, [ater, by mutual consent. There wili be as many capital accounts as
there are partners. In addition, separate drawings accounts can be maintained for each partner,
In certain cases, in addition to a captial account and a drawing account, a current account is
also maintained for each partner. This current account will be credited with all incomes of the
partner and debited with all expenses incurred on behalf of the partner. At the time of closing
the books and preparing the final accounts, we must ascertain the method of maintaining the
Capital Accounts, so that the drawing account is closed by transfer and balances arrived at.

11




There are two methods of maintaining the

Fluctuating Capital Method and (2) Fixed Capital Method.

Capital Accounts. They are: (1) Fioating or

12.3 FLOATING OR FLUCTUATING CAPITAL

Under this method a Capital Account
transactions relating to the amount of cap

is kept for each partner, in which are recorded all the
ital contributed, interest on capital, drawings, interest

on drawings, salary of the partner and share of profit or loss; and the balance of which appears

in the Balance Sheet. Since all these entri
the end of the period will not be the same what it was at
under this method the capital will be fluctuatin

es are passed through Capital Account, the capital at
the beginning of the period.  Thus,
g from one period to the other.

12.4 FIXED CAPITAL

Some firms, however, prefer to
amount contributed by the partner. In such a case,

continue to show in the Capital Accounts, only the capital
entries are passed in the Capital Account only

when capital is brought in or withdrawn. All other items like Drawings, Interest on drawings,

Interest on capital, Salary of the partner
Account”. Balances of both Capital Acc
Sheet. Since the Capital Account shows a constant
or existing capital is withdrawn), this m

JOURNAL ENTRIES

etc., are recorded in the Current Account or “Drawings
ount and Current Account are shown in the Balance
figure (unless additional capital is introduced
ethod is known as Fixed Capital Method.

The following are the journal entries passed under both the above methods for recording

various transactions:

Transaction Fluctuation capital method Fixed capital method
1. Capital contributed:
a) in cash Bank A/c. Dr. Bank Alc. Dr.
: To Partner’s Capital A/c. To Partner’s Capital A/c..
b) in kind Concerned property Afc. Dr. Concerned property Ajc. Dr.

2.  Interest on
Capital :

3. Salary or
Commision
payable to Partner

4, TFor Drawings:
i) in cash

12

To Partner’s Capital A/c.

Interest on Capital A/c.  Dr.

To Partner’s Capital A/c.

Partner’s Salaries A/c. Dr.

or

Partner’s Commision Afc. Dr.’

‘To Partner’s Capital Afc.

Partner’s Drawings Afc.  Dr.

To Bank Afc.

To Partner's Capital Afc.

Interest on Capitalt A/c..  Dr.
To Partner’s Current A/c.

Pariner’s Salaries A/c. Dr.
or

Partner’s Commission A/c. Dr.
To Partner’s Current A/c.

*Partner’s Drawings A/c. Dr.
or '

Partner’s Current Afc. Dr.
To Bank Ak.




ii) in goods Partner’s Drawings A/c.  Dr.

To Purchases A/c.

*Partner’s Drawings Afc.

Dr.
or
Partner’s Current A/c. Dr.

To Purchases A/k. .

* Where partner’s drawings A/c. is debited it later transferre

5. For Interest Partner’s Capital A/c. " Dr..
on Drawings To Interest on
Drawings A/c.
6. For distributing P &L Ak Dr,
Profit or
: P & L Appro. Afk. Dr.

To Partner’s Capital A/c.

7. For sharing ~ Partner’s Capital Afc. Dr.
the loss ToP &L Afc.
or

To P & L Appro. Afc.

d to Partner’s Current Account.

- Partner’s Current A/c. Dr.
To Interest on
Drawings A/c.
P& L Afc. Dr.
or
P & L Appro. A/c. Dr.

To Partner’s Current A/c.

Partner’s Current A/c, Dr.
ToP &L A/
or

To P & L Appro. Ak.

Both the methods of maintaining the capital accounts are
tration:

Hlustration -1

explained in the following ilius-

Sham and Madhu entered into a partnership. On 1st Jan. 85 their capitals were Rs. 1,52,000

and Rs, 32,000 respectively. For the

six months ended 30th June 85, they made a profit of Rs.

42,800 before allowing 5% p.a. interest on capitals and Rs. 6,000 as salary to Madhu. Sham

drew Rs. 24,800 and Madhu Rs, 14,000 as Drawings.

The profits were shared by Sham and Madhu
Appropriation Account and the accounts of the
Fluctuating Capital Method and (b) Fixed Capital Method.,

Solution

a) Fluctuating Capital Method

in 41 ratio. Prepare the Profit and Loss
partners as on 30th June 85, both under (a)

Profit & Loss Appropriation Account

Dr. for the half year ended 30th June 1985 Cr.-
Rs. Rs.
To Interest on Capital By P & L A/c. (N.P. b/f) 42,800
Sham 3,800 '
Madhu 800 .
4,600
To Partner’s Salary:
~ Madhu 6,000
" Sham’s Capital A/c.
4/5 N.P. 25,760
" Madhu’s Capital A/c
1/5 N.P. 6,400
' 32,200




Dr. " Sham’s Capital Alc.- Cr.
_ Rs. Rs.
To Drawings 24,800 By Balance b/f. 1,52,000
To Balance c/d. 1,56,760 By Interest on capital 3,800
ByP&L Appropriation
Alc. 4/5 NP. 25,760
1,81,560 1,81,560
By Balance b/d. 1,56,760
Dr Madhw’s Capital Afc. Cr.
Rs. \ Rs.
To Drawings 14,000 By Balance b/f. 32,000
To Balance ¢/d. 31,240 By Interest on capital 800
By Partner’s Salary 6,000
ByP&L Appropriation
Alc. 1/5 NP, 6,440
.
45,240 45,240
By Balance b/d. 31,240
b) Fixed Capital Method
" Profit & Loss Appropriation Account
Dr. for the half year ended 30th June 1985 Cr.
_ Rs. Rs. "
To Interest on Capital: By P & L A/c. (N.P. b/f) 42,800
Sham 3,800
Madhu 800
: —| 4,600
To Partner’s Salary:
Madhu 6,000
Sham’s current Afc. | |
4/5 N.P. 25,760
Madhu's Current A/d
1/5 N.P. 6,400
32,200
42,800 42,800
Dr."' Sham’s Capital A/c. Cr.
Rs. , Rs.
To Balance c/d. 1,52,000 By Balance b/f. 1,52,000
1,52,000 1,52,000
— ]
By Balance b/d. 1,52,000
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e — Ty,

- Madhu's Capital Afc,

- Dr. Cr.
Rs, : Rs.
To Balance c/d. 32,000 By Balance b/t. 32,000
‘ .
32,000 32,000
By Balance b/d. 32,000
Dr. Sham’s Current A/c, . Cr.
Rs. Rs.
“To Drawings 24,800 By Interest on capital 3,800 -
To Balance c/d. 4,760 By P & L Appropriation -
Alc. 4/SNP. 25,760
29,560 29,560
%
By Balance b/d. 4,760
Dr. Madhu’s Current Ac, Cr
Rs. Rs.
- I'o Drawings 14,000 By Interest on capital 800
By Partner’s salary a/c. 6,000
ByP&L Agpropn'ation
 Af. 15 NP, 6,440
By Balance c¢/d. 760
. _
14,000 -14,000

Check Your Progress - I

business?

(a) Distinguish between Fluctuating Capital Method and Fixed Capital Method,

............................................................................................
............................................................................................
T P SN

.............................................‘... ............................................

(b) What is the journal entry under fixed capital method, when a partner draws cash from tha

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

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




IMustration - 2

On 1st Jan. 1985 Ajay and Bhaskar entéred into partnership to share profits and losses
in the ratio of 3:2. They have contributed Rs. 50,000 and Rs. 40,000 respectively, towards the
capital of the firm. As per the partnership deed, interest is to be allowed on Capitals at 6% per
annum and 5% interest is to be charged on drawings. Ajay is entitled to a salary of Rs. 6,000
p-a. The partner’s drawings during 1985 werc as follows: ‘

Ajay Bhaskar
March 31, 1985 Rs. 2,000 Rs. 1,200
June 30, 1985 Rs. 3,000 Rs. 2,000
Sept. 30, 1985 Rs. 2,000 Rs. 1,600
Dec. 31, 1985 Rs. 2,400 Rs. 1,800

During the year 1985, the firm made a profit of Rs. 61,110/- before making the above
adjustments. Show the P & L Appropriation Alc. and partner’s accounts both under Fluctuating
Capital and Fixed Capital Methods. Show also how the relevant items appear in the Balance
Sheet as on 31st December, 1985. '

Solution
Calculation of Interest on Drawings of Ajay
Date Amount Months to Dec. 31 Product:
' {Amount x
Meonths)
Rs.
March 31, 1985 2,000 9’ 18,000
June 30, 1985 3,000 6 18,000
Sept. 30, 1985 2,000 3 6,000
Dec. 31, 1985 2,400 0 0
Total ' 42,000
Interest = 42,000 x— x —= = Rs. 175
- iz~ 100 :
Calculation of Interest on Drawings of Bhaskar
Date . Amount Months upto Dec. 31 Product
(Amount x
Months)
Rs.
March 31, 1985 1,200 9 1G,800
June 30, 1985 2,000 6 12,000
Sept. 30, 1985 1,600 3 4,800
Dec. 31, 1985 1,300 0 0
. Total 27,600
|
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L 1 5
Interest = 27,600 x = x =

12

- 8) Fluctuating Capital Method

= Rs.115/-.

Profit & Loss Appropriation Account

Dr. for the year ended 31s¢ December 1985 Cr.
Rs. Rs.
To Interest on Capital: By P & L A/c. (N.P. b/f) 61,110
By Interest on Drawings
Ajay 3,000 Ajay 175
Bhaskar 2,400 Bhaskar 115
- 5,400 290
To Partner’s Salary: _
Ajay 6,000
" Ajay capital A/c.
3/5 NP. 30,000
" Bhaskar capital A/c.
2/SNP. 20,000
1 50,000
61,400 61,400
Dr. Ajay’s Capital A/c. Cr.
Rs. Rs,
To Drawings 9,400 By Bank 50,000
To Interest on Drawings 175 By Partner’s salary | 6,000
To Balance c/d. 79,425 By Interest on capital A/c. 3,000
ToP &L Appropriation
Afc. 3/5 NP. 30,000
89,000 189,000
_==“
By Balance b/d. - 79,425
Dr. Bhaskar’s Capital A/c. Cr.
Rs, Rs.
To Drawings 6,600 By Bank 40,000
To Interest on Drawings 115 By Interest on capital 2400 .
To Balance c/d. 55,685 By P & L Appropriation 2
Alc. 2/5N.P. 20,000 -
N 62,400 [ 62,400
By Balance b/d. 55,685




Batance Sheef as Ol_1 Dec. 31, 1985

Liabilities : Rs. Rs. Assets
Ajay’s Capital Afc.:
Amount introduced 50,000
© Add:Salary 6,000
Interest on capital 3,000
3/5 NP 30,000
_ o ——
89,000
Less: Drawings 9400
Interest on drawings 175 9,575 79,425
R e —
Bhaskar’s Capital A/c.
Amount introduced 40,000
Add: Tnterest on capital ' 2,400
2/5 Net Profit 20,000
e —
62,400
Less: Drawings _ 6,600 _
Interest on drawings 115 6,715 55,685

b) Fixed Capital Method
Profit & Loss Appropriation Account

Dr. for the year ended 31st December 1985 Cr.
Rs. Rs.
To Interest on Capital: By P & L Alc. (NP b/f) 61,110
By Interest on Drawings
Ajay 3,000 -Ajay 175
Bhaskar 2,400 Bhaskar 115 .
5,400 ' T 290
To Partner’s Salary:
Ajay 6,000
" Ajay’s current A/c.
3/5 NP. 30,000
* Bhaskar’s current A/C
2/5 N.P. 20,000
50,000 _
61,400 61,400
Dr. Ajay’s Capital A/c. Cr.
Rs. . Rs.
1985 1985 .
Dec. 31 To Balance ¢/d. 50,000 Jan. 1 By Bank 50,000
50,000 50,000
1986 '
Jan. 1 By Balance b/d. 50,000
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Dr. Bhaskar’s Cagjtal Arc, Cr.
Rs. Rs.
1985 1985
Dec. 31 To Balance c/d. 40,000 Jan. 1 By Bank 40,000
. .
40,000 40,000
1986
Jan. 1 By Balance b/d. 40,000
Dr. Ajay’s Current A/c. Cr.
Rs, Rs.
To Drawings 9,400 By Parnter’s Salary 6,000
To Interest on Drawings 175 By Interest on capital 3,000
To Balance c/d. 29,425 ByP& L Appropriation
Afc. 3/5 NP, 30,000
39,000 39,000
=~—_—‘—'_.____———
By Balance b/d. 29,425
Dr. Bhaskar’s Current Ale, Cr.
Rs. Rs.
To Drawings 6,600 By Interest on capital 2,400
To Interest on Drawings 115 ByP&L Appropriation
To Balance ¢/d. 15,565 Alc. 2/5 NP 20,000
-
2?,400 22,400
By Balance b/d. 15,685
Balance Sheet as on Dec. 31, 1985
Liabilities ' Rs. Rs. Assets
Capital Accounts:
Ajay 50,000
Bhaskar 40,000
T 90,000
Ajay’s Current Afc.: ~
Salary 6,000
Interest on capital 3,000
3/SNP. 30,000
M
39,000
- Less: Drawings 9,400
Interest on .
drawings 175 9,575 29,425
Bhaskar's Capital Asc.: _
Interest on capital 2,400
2SNP. 20,000
22,400
Less: Drawings 6,600
Interest on drawings 115 6,715 15,685




Note: We have given the details of Capital Accounts of partners in the Batance Sheet. However,
it is not necessary to give details when Capital Accounts are prepared.

12.5 SUMMING UP

There are two methods of maintaining the capital accounts viz., Floating or Fluctuating
Capital Method and Fixed Capital Method. Under the floating capital method a Capital Account
is kept for each partner and the capital will be fluctuating from on¢ period to the other. Under
the Fixed Capital Method Capital Account as well as Current Accounts of the pariners are
maintained. Capital Accounts show the amount of the capital contributed by the partnefs.
Current Accounts show other items like drawings, interest on capital, etc. The balances of both
the accounts are shown in the Balance Sheet.

12.6 CHECK YOUR PROGRESS : MODEL ANSWERS

1. (a) Under fluctuating capital method, a capital account is kept for each partner and in that
‘ all the transactions relating to the concerned partner are recorded. Under fixed capital
method, there will be two accounts for each partner viz., capital account and current
account. The capital account contains only the entries relating to capital brought in

and capital withdrawn. All other items are entered in current account.

(b) Concerned Partner’s Drawings account Dr.
To Bank Afc.

Note: The total drawings account is transferred to current account subsequently. If there is
only one transaction of drawings, it can be straight away debited to current account.

12.7 MODEL EXAMINATION QUESTIONS

A . Answer the following in 30 lines.

1. Explain how the accounts are maintained under Fixed Capital Method and Fluctuating
Capital Method.

Problems

4. On 31st December 1985, the capital accounts of Amal & Bimal stood at Rs. 80,000 and
Rs. 60,000 respectively, after necessary adjustments in respect of drawings and net profits
for 1985. It was subsequently ascertained that interest on capitals and drawings at 5% p.a.
was not taken into account. During the year Amal withdrew Rs. 2,400 at the end of each
guarter and Bimal withdrew Rs. 1,600 at the end of each half year, Amal and Bimal share
profits in 3:2 ratio and the profits for 1985 as adjusted amounted to Rs. 40,000. Show the
adjustments required in the capital accounts.

(Answers Interest on capital - Amal: Rs. 3,280, Bimal: Rs. 2,560.
Interest on drawings - Amal: Rs. 180, Bimal: Rs. 90.
Balance in Capital A/c. - Amal: Rs. 79,758, Bimal: Rs. 60,242)

2. Charan and Bharan were sharing profits in the ratio of 3:1 in their partnership business.
They were having an office manager, Mr. Karan, drawing a salary of Rs. 18,000 per annum.
With effect from 1st July 1984, they decided to admit Mr. Karan into partership for a fifth
share in the profits. Any excess of Karan’s share over and above his salary and commission
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(at 5% net profits after charging such commission) Wthh he used to get previously is to be
borne by Charan. For the year ended June 30, 1985 the profits of the firm (before charging
Karan’s salary and commission} amounted to Rs, 2,62,440. Show the finat distribution of
profits. '

(Answer: Charan: Rs. 1,51,752, Bharan: Rs. 52,200, Karan; Rs. 32,488)

12.8 RECOMMENDED BOOKS

1. Gupta, RL & *  Advanced Accountancy,
Radhaswamy ~ Sultan Chand & Sons, New Delhi.

2. Shukla, M.C. & *  Advanced Accounts, S. Chand & Co. Ltd.,
Grewal, T.S New Delhi,

3. Jain,SP & t Advanced Accountancy, Kalyani Publishing House,
Narang, K.L New Delhi. ‘

12.9 GLOSSARY

Fixed Capital i Balance in the capital account, which does not change
unless additional capital is introduced or existing cap-
ital is withdrawn,

Final Accounts ¢ Trading, Profit & Loss, Profit & Loss Appropriation
- Accounts, Balance Sheet of a bussiness concern.

Floating Capital or Fluctuating *  Balance in the capital account which fluctuates from

Capital one period to another, because of posting of all trans-

actions like Interest on Capital, Drawings etc.

i
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13.0 AIMS AND OBJECTIVES

The aim of this unit is to present the final accounts of partnership with various adjustments.
Having gone through this unit, you should be able to:

— identity the differences between the final accounts of sole trade and that of partnership.

— prepare the final accounts of partnership firm.

13.1 INTRODUCTION

In unit 12 we have seen how capital accounts of partners are prepared. In this unit we shall
learn the preparation of final accounts of partnership firm with comprehensive illustrations. The
final accounts of partnership firm include Trading and Profit and Loss Account, Profit and Loss
Appriation Account and Batance Sheet. We shall see how these accounts are to be prepared.

13.2 FINAL ACCOUNTS OF THE PARTNERSHIP FIRM

As already stated earlier, there is not much difference between the preparation of final
accounts of a Sole Trading Concern and the Partnership Firm. Since there will be more than one
- owner in the firm, there will be as many capital accounts, drawings accounts, current accounts
\maintained separately. At the end of the year the drawings are adjusted to Capital account of
the partner under the fluctuating capital method and to the current account of the partner under
the fixed capital method.

Usually, the partnership deed may contain provisions for payment of salary, interest on
capital, commission etc., 10 the Partners. These are credited to Capital Account or Current
Account of the partner as the case may be, at the end of the year. In the same manner, interest
on drawings may have to be charged to partner. This is debited to Capital Account or Current
Account of the partner, at the end of the year.

The trading account and Profit and Loss Account of the firm are prepared on lines simitar
to the sole trading concern. The Profit arrived at is transferred to Profit & Loss Appropriation
Alc, for taking into account the interest on capital, partners’ salaries, Interest on drawings etc.,
and thereafter the net profit or net 10ss, distributed among the partners in the profit/loss sharing
ratio. The net profit is credited to Partner’s Capital Account (or Partner’s Current AJc. as the

case may be) and the net loss debited to Partner’s Capital Afc. or Partner’s Current Afc. as

22




capital or current accounts. We have already seen these aspects in the previous lesson,

We shall now see how these are drawn up under the Fluctuating Capital Method and Fixed
Capital Method.

Mustration - 1

Ram agreed to take the Manager, Raghu into the Partership on 1st January 1985 on the
following conditions:

a) Raghu, as manager of business, is to be credited with 10% of the net profits after
charging interest on capital (at 5% to both the partners).

b} Each partner draws Rs. 120 per week on account of anticipated profits.

c) Profits & Loss are to be shared by Ram and Raghu in 2:1 ratio,

d) Excess of profits of Raghu are to be credited to his capital account,

On 31st December 1985 the following balances appeared in the firm’s books:

Rs. Rs,
Ram’s capital 1,20,000 Sales Returns 1,070
Ram’s drawings 6,240 Sundry Creditors 85,440
Raghu’s drawings 6,240 Sundry Debtors 93,600
Manufacturing charges 20,000 Cash at Bank 27,900
Trade Expenses - 20,280 Carriage outwards 2,090
Wages 40,060 Sales | 316,040
Bad debts 550 Purchases 1,86,030
Discount received 420 Building 31,000
Plant & Machinery 31,050 Salaries 12,500
Stock 1-1-85 Rent, Taxes and Insurance 3.900
- Purchase Returns Goodwill 10,000

You are required to prepare the Trading and Profit & Loss Account for the year ended
1985 and a balance sheet as on December 31, 1985, after taking into consideration the following:

a) Provide Rs. 570 for wages outstanding,

b) Provide 2.5% for doubtfu debts,

¢) Plant & Machinery is worth Rs. 29,000.

d) Unexpired Insurance amounted to Rs. 250,

€) Stotk on hand at the engd amounted to Rs, 49,120.




Solution

Trading and Profit & Loss A/c.
Dr. for the year ended Dec. 31, 1985. Cr.
Rs. Rs.
To Opening Stock 26,200 Rs. Sales 3,16,040
To Purchases 1,86,030 " Less: returns, 1,070
Less: returns 2,810 3,14.970
1,83,220 By Closing stock 49,120
To Wages 46,060
Add: Outstanding 570
46,630
To Manufacturing expenses 20,000
To Gross profit ¢/d. 88,040
I
3,64,000 3,64,090
c————
To Trade expenses 20,280 By Gross Profit b/d 88,040
To Rent, Taxes & By Discount received 420
Insurance 3,900
Less: Prepaid 250 |
‘ 3,650
To Salaries 12,500
To Cari'iagc outwards 2,090
To Bad debts 550
To Provision' for doubtful
debts 2,340
To Depreciation on P & M. 2,050
To Net Profit 45,000
| 88,460 88,460
Profit and Loss Appropriation Account
for the year ended Dec. 31, 1985.
_ Rs. ' Rs.
To Interest on Capital: By P & L A/c. (N.P.b/d) 45,000
Ram 6,000
To Raghu’s commission* 3,900
. To Ram’s capital
Ale. 2/3NP. 23400 ||
To Raghu’s capital ‘
Alc. 1/3 N.P. 11,700
45,000 “ 45,000

* Raghu’s commission is calculated as follows:

Net Profit as per P & L Alc. Rs. 45,000
Less: Interest on capital 6,000
___———"—‘
Net Profit after charging interest
on capital 39,000

10% of Rs. 39,000 = Rs. 3,900.




Balance Sheet as on Dec;be_;ﬁ:lass

Liabilities Rs. Rs, Assets Rs. Rs.
Ram’s capital 1,20,000 Goodwill 10,000
Add: Interest 6,000 Building 31,000
2/3NP. 23,400 Plant & Machinery 31,050
Less: Depreciation 2,050
1,49,400 T/ 29,000
Less: Drawings 6,240 Stock - 49,120
- |1,43,160 | Sundry Debtors: 93,600 - '
Raghu’s capital : Less. Prov. for DD 2,340
1/3NP. 11,700 T 91260
Add: Commission 3,900 Unexpired insurance 250
Cash at Bank 27,990
15,600
Less: Drawings 6,240
Sundry creditors
Outstanding wages
2,38,530 2,38,530

Mustration - 2

The following balances were extracte

December 1985:

d from the books of Ram Mohan & Co., as on 31st

Ram’s capital
Mohan'’s capital
Ram’s current A/,
Mohan’s current A/c.
Furniture

Free hold Building
‘Bad debts
Creditors

Cash in hand
Ram’s drawings
Mohan’s drawings
Bank Overdraft

Rs.

45,000
35,000
5,000
5,000
8,000
1,20,000
800
10,000
10,400
3,000
4,000
15,050

Sundry debtors

Purchases

Carriage outward

Salesmen’s commission

Rent received

Sales

Discount allowed

Loan taken from Ram on 1.7.1985
General expenses

Provision for doubtful debts

Rs.
15,000
1,30,000
- 2,800
20,000
8,000
1,60,000
1,000
40,000
7,050
1,000

Prepare the Final Accounts and the

following:

1. Mohan is entitled for a salary of Rs. 6,000 p.a,
2. Partner’s are =ntitled for interest in capital:
Mohan Rs. 2,400

Ram Rs. 3,000
Interest on drawings is to be charged at 6% per annum.
Rent accrued due Rs, 1,000.
Closing stock Rs. 35,000.
Depreciation is to be written off from furniture at 10%.
Provision is to be made for doubtful debts at 3% on Debtors.

Nowaw

Balance Sheet after taking into consideration the




Solution

Trading and Profit & Loss Account
for the year ended Dec. 31, 1985.

Rs. Rs.
To Purchases 1,30,000 By Sales 1,60,000
To Gross Profit c/d. 65,000 By Closing stock 35,000
1,95,000 _}_,?_ﬁl_@__
To General Expenses 7,050 By Gross Profit b/d. 65,000
To Salesman’s Commission 20,000 By Rent received 8,000
To Discount atlowed 1,000 Add: Accrued due 1,000
9,000
To Carriage outward 2,800
- To Bad debts 800
Add: Prov. for
DD reqd. 450
1,250
Less: existing provi-
sion for DD. 1,000
250
To Depreciation of furniture
at the rate of 10% on
Rs. 8000 ~ 800
To Interest on loan from
at the rate of 6% on
40,000, hatf year 1,200
Net profit ¢/d. 40,900 _
74,000 74,000

Profit and Loss Appropriation Account
for the year ended December 31, 1985

Rs. Rs.

To Partner’s salary: By Net Profit b/d. 40,900
Mohan 6,000 By Interest on Drawings:
To interest on capital
Ram 3,000 Ram 150
Mohan 2,400 Mbohan 120
— 1 5400 270

To Ram'’s current a/c. J
1/2NP. 14,885 1
To Mohan's current afc.
172 NP. 14,885

41,170




|

Balance Sheet as on Dec, 31, 1985

Liabilities [ Rs. Rs. Assets Rs. Rs.
Ram’s Capital 45,000 Freehold Building 1,20,000
Mohan’s Capital 35,000 .

80,000 Furniture 8,000
Ram’s current afc, Less: Depreciation
Balancw 1.1.85 3,000 at the rate of 10% 800
Add: Interest on - 7,200
capital 3,000 Stock on hand 35,000
12 NP, 14,885 ' Sundry Debtors 15,000
Less: Prov. for
22,885 doubtful debis 450
Less: Drawings 5,000 14,550
Interest on Rent accrued due 1,000
drawings 150 | 5150 Cash in hand ' 10,400
7,735 :
* Muhan’s current afe,
Balance 1.1.85 5,000
Add: Salary 6,000
Interest on
capital 2,400
12 NP. | 14,885
28,285
Less: Drawings 4,000
Interest on
Drawings 120 _
4,120 | 24,165
Ram’s ioan 40,000
Add: Interest accrued | 1,20
41,200
Bank overdraft 15,050
Sundry creditors 10,000
1,88,150 ‘ 1,80,150

13.3 ILLUSTRATIONS ON FINAL ACCOUNTS

So far, we have seen how final accounts of the Parternship firm are prepared both under
Fixed Capital Method and Fluctuating Capital Method. The following illustrations will provide
further guidance in attending to various adjustments,

ﬂ Illustration - 3

Rajeswar and Venkateswar are in partnership as architects, sharing profits and losses equally.
The partnership deed provides:

a) that interest at 5% PEr annum s to be allowed on capital and current account balances
at the commencement of the year.
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b) Capitals to remain fixed.
¢) Rajeswar and Venkateswar are entitled to a salary of Rs. 1,000 and 1,200 respectively

pa
The following balances were extracted from the books of the firm as on 30th Sept. 1985:

Rs. ‘ Rs.
Capitals : (1.10.84) Office Furniture 21,000
Rajeswar 31,000 Drawings Equipment 8,600
Venkateswar 27,000 Motor Cars : 23,000
Current Afc. : (1.10.84) National Savings Certificates 4,000
Rajeswar 1,200 Sundry Debtors 21,400
Venkateswar 1,800 Sundry Creditors 3,250
Drawings: | Loan from Anghra Bank 10,000
Rajeswar 21,150 Printing & Stationery 1,540
Venkateswar , 17,100 Salaries 82,400
Motor Car expenses 2,130 Rent & Rates 6,120
Interest on loan 300 Insurance 630
Prov. for Depreciation: Postage & Telephones ' 1,980
Office furniture 4,500 Bank charges 3,360
Motor cars 4,600 Interest on NSCs 330
Drawing equipment 2,650 Professional fees received 1,42,130
Cash in hand 150 :
Cash at bank 1,3600

Prepare the Profit and Loss account for the year ended 30th Sept. 1985 and Balance Sheet
as on that date after taking into account the following: ) :

1. The Bank Loan is at 6%.

2. Venkateswar paid Rs. 310 to one of the firm’s creditors, which has not been recorded
in the books at all.

3. Rs. 190 paid towards in the insuranr= premium on the perscnal policy of Rajeswar is
included in the Insurance amount.

Uncompleted work was valued at Rs. 8,200 as on 30.9.1985.

Stock of stationery at 30th Sept. 1985 is Rs. 250.

Rent and electricity charges unpaid are Rs. 300 and Rs. 230 respectively.
Rates and Insurance unexpired are Rs. 426 and Rs. 190 respectively.

NS T~

For the current year depreciation is as follows:
Drawing Equipment Rs. 1,290; Motor Cars Rs. 4,600;
Office Furniture Rs. 2,100.




Solution
Dr. Profit and Loss Account for the Year ended September 30, 1985 Cr.
Rs. Rs.
To Salaries 82,400 By Professional fees
To Printing & Stationery {1,540 received 1,42,130
Less: Stock at end 250 By Work in progress 8,200
: 1,290 By Interest on
To Rent and Rates 6,120 - Investments 330
Add: Rent
outstanding 300
6,420
Less: Rates unexpired| 420
6,000
To Insurance 630
Less: Personal
Premium 190
440
Less: unexpired 190
250
To Electricity Charges 230
H To Postage & Telephones 1,980
To Bank Charges 3.360
To Motor car expenses 2,130
To Interest on bank loan | 300
Add: Outstanding 300
600
To Depreciation;
Drawing equipment {1,290
Motor cars 4,600
Office Furniture 2,100 |
7,990
To Net profit c/f, : 44,430
1,50,660 [ 150,660




Profit and Loss Appropriation Account
for the yearnded 30th September 1985

7 Rs. Rs.
To Partner’s salary: By P & L. Alc.
Rajeswar 1,000 (N.P. b/f) 44,430
Venkateswar 1,200
2,200
To interest on capital &
current afcs:
Rajeswar 1,610
Venkateswar 1,410
3,050
To Rajeswar’s current a/c.
172 NP. 19,090
To Venkateswar’s
current a/c. 1/2 NP. 19,090
39,180
44,430 44,430




Balance Sheet as on September 30, 1985

Vishnu, who was carrying on business as a Sole Tra
on L7.84 as his partner on the following terms:

| | | .

Liabilities Rs. Rs. Assets Rs. Rs,
Capital: Office furniture 21,000
Rajeswar 31,060 Less: Prov. for Depn.
Venkateswar 27,000 1.10.84 4,500
: 58,000 Current year
Current afc.: Rajeswar: depreciation 2,100 |- 6,600
Op. Balance 1,200 14,400
Add: Salary 1,000 Drawing equipment 8,600
Int. on_capital Less: Prov. for depr.
‘ and current a/c, 1,610 1.10.84 2,650
Net Profit 1/2 19,090 Current year :
Depreciation 1,290 | 3940 4,660
: 22,900
Less: Drawings 21,150 Motor cars 23,000
Insurance 190 21,340 1,560 Less: Prov. for Depn.
11084 4,600
Current a/c: Current year Depn,
Venkateswar: 4,600 | 9200 12,300
Op. Balance 1,800
Add: salary 1,200 National Saving
Int. on capital certificates 4,000
and currrent afc. 1,440 Sundry debtors 21,400
Net Profit 1/2 19,090 Work in progress 8,200
paid to creditors 310 Stock of stationery 250
Unexpired Insurance 190
23,840 Unexpired rates 420
Less: Drawings 17,100 Cash at bank 13,600
T 1 6,740 Cash in hand 150
Loan 1rom
Andhra Bank 10,000
Add: Interest due 300
: T 110300
Sundry creditors 3,250
Less: Paid by Partner 310
2,940
Outstanding expenses:
Rent 300
Electricity charges 230
530
80,070 80,070
Iltustration - 4

der took his Office Manager, Madhay




a) Vishnu and Madhav were to draw Rs. 750 and Rs. 500 pm. on which no interest is
to be charged.

b) Interest at 6% was to be allowed on capitals.
¢} Madhav was to be paid a salary of Rs. 250 p.m.
d) Profits were to be shared by Vishnu and Madhav in 3:1 ratio.

e) Out of Madhav's share of profits, Rs. 5,000 (or so much available) shall be transferred
to his capital a/c. till his capital is equal to half of that of Vishnu. ‘

On 30th June 1985, the following balances were extracted from the books of the firm: Jl

Rs. Rs.
Capital: Madhav’s salary 3,000
Vishnu - 85,000 Stock on 30th June 85 39,240
Madhav (cash brought Bad debts 3,310
in on 1.7.84) S,OOb Provision for Bad Debts 2,500
Drawings: Office salaries 14,890
Vishnu 9,000 Office expenses 2,630
Madhav 3,000 Travelling expenses 19,730
Goodwill 40,000 Rent & Insurance 2,760
Plant & Machinery 38,000 Discount received 230
Overdraft at S.B.L 2,460 Office furniture 2,000
Sundry Debtors £7.320 Sundry creditors 66,340
Carriage on sales 15,420 Gross profit 1,19,270

Prepare the final accounts of the firm, after taking into account the following:

a) Plant and Machinery, and Office Furniture are to be depreciated at 10% and 5%
respectively. |

b) Provision for Bad Debts should be maintained at Rs, 4,500.

¢) Travelling expenses bill of Rs. 1,960 is pending to be paid.
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Solution

Profit and Loss Account
for the year ended June 30, 1985

Rs. Rs. | Rs.
To Office salaries 14,890 By Gross profit b/f. 1,19,270
To Office expenses 2,630 By Discount received 230
To Travelling expenses: 19,730
Add: Outstanding 1,960
_ 21,690
To Rent & Insurance 2,760
To Depreciation on:
P & M at the
rate of 10% 3,800
Office Furniture 5% 100
3,900
To Carriage on sales 15,420
Te Prov. for B.D.
required 4,500
Bad debts 3,810 .
8,310
Less: Prov. for B.D.
opening . 2,500
| 5810
To Net Profit c/f. 52,400
1,19,500 1,19,500

Profit and Loss Appropriation Account
for the year ended June 1985

Rs. Rs.
To Partner’s salary: : By Net Profit b/, 52,400
Madhav 3,000
To interest on capital
Vishnu 5,100
Madhay 300
5,400
To Vishnu current a/c. 33,000
To Madhay
current afc. 6,000
To Madhav .
capital a/c.  5,000_ 11,000 | 44,000
52,400 52,400
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Balance Sheet as on June 30, 1985

Liabilities Rs. Rs. Assets Rs Rs.
Capital: Good-will 40,000
Vishnu 85,000 Plant & Machinery 38,000
Madhav 5,000 Less: Depreciation 3,800
Transferred 34,200
from current Office Furniture 2,000
] year profit 5,000 Less: Depreciation 100
~ 1 10,000| 95,000 1,900
Current Accounts: Stock 39,240
Vishnu Sundry Debtors 87,320
Interest on capital 5,100 Less: P.D.D. 4,500
3/4 Net Profit 33,000 82,820
38,100
Less: Drawings 9,000
29,100
Madhav
Interest on Capital 300
Net Profit 6,000
transferred 6,300
Less: Drawings _ 3,000 3,300
Creditors 66,340
Overdraft at S.B.L 2,460
Outstanding Travelling
exXpenses 1,960
1,98,160 . 1,98,160

Ilustration - §

Arun & Pavan who were carrying on business, decided to admit their Sales Manager, Kiran,
into business with effect from 1st January 1985 and share profits and losses in the ratio of 3:2:1.
1t was also decided that Kiran should transfer half of his profits every year to his Capital Account,
till it amounts to Rs. 30,000. The following trial balance was extracted from the books of the
firm on 31st Dec. 1985:

_ Rs. Rs.
Debtors and Creditors - 1,76,800 84,280
Bad debts . 4,940
Cash on hand 1,100
Purchases and Sales 741,300 _ 9,11,000
Stock at beginning 1,25,000
Provision for doubtful debts 6,500
Rent and Taxes ' 8,700
Salaries and wages ' 36,000
Arun’s capital : 1,20,000
Pavan's capital 60,000
Arun’s current account _ 12,000
Pavan’s current account 2,180
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Indian Overseas Bank overdrawn 11,440
Advertising T 10,340
Motor vehicles 36,000
Furniture 16,000
Trade expenses 12,860
Arun’s drawings in 1985 18,000
Pavan’s drawings in 1985 : 12,000
Kiran’s drawings in 1985 4,000
| 12,05220 12,05,220

Prepare the final accounts of the firm taking into account the following:

a) Stock at end amounted to Rs. 1,15,340

b) Provision for doubtful Debts should be at 5% on debtors.

¢) Rs. 3,000 of the Advertising is to be carried forward.

d) Furniture and Motor vehicles arg to be depreciated at 10% and 20% respectively.
€) Partners are entitled interest on capital at 9%.

“Trading and Profit & Loss Alc.
for the year ended Dec. 31, 1985,

Rs. ' Rs.
To Opening Stock 1,25,000 By Sales 9,11,000
To Purchases 741,360 By Closing Stock 1,15,340
To Gross Profit c/d. 1,60,040
10,26,340 10,26,340
To Salaries & Wages 36,000 By Gross Profit b/d. 1,60,040
To Rent & Taxes 8,700
To Trade expenses 12,860
To Advertising 10,340
Less: off 3,000
7,340
To Provision for BD
required at the rate
of 5% on 1,76,800 8,840
Add: Bad debts 4,940
13,780
Less: existing
provision for BD 6,500
. | 7,280
To Depreciation:
On furniture 1,600
On Motor vehicle 7,200
1 8800
To Net Profit c/f. 79,060
1.60,040 1,60,040
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Profit and Loss Appropriation Account
for the year ended 31st December, 1985

Rs. ' Rs.
To Interest on Capital: By Net Profit b/d. 79,060
Arun 10,800; '
Pavan _ 5,400
o 16,200
To Arun’s current a/c. (36) 31430
To Pavan’s current a/c. (2/6) 20953
To Kiran's current a/lc. (1/12) 5,238
» Kiran's capital a/c. (1/12) 5,239
‘ —1 62,860|
79,060 _ 79,060
Balance sheet as on 31st December, 1985
Liabilities Rs. Rs. Assets Rs. Rs.
Capital:
Arun 1,20,000
Pavan 60,000 Motor Vehicles 36,000
Kiran 5329 Less: Depreciation 7,200
1,85,239 28,800
Current Accounts:
Arun; Op. Balance| 12,000 Furniture 16,000
Add. NP. - 31,430 Less: Depreciation 1,600 ,
Int. on capital 10,800 14,400
54,230 Stock at end ' 1,15,340
Less: Drawings 18,000 '
36,230
Pavan: NP. 20,953 Sundry Debtors 1,76,800
Interest on capital 5,400 Less: Prov. for B/D. | 8,840
) 26,353 1,67,960
Less: Drawings 12,000 Advertising prepaid 3,000
Op. Balance 2,180 Cash on hand . 1,100
' 14,180 12,173
Kiran: NP. 5,238
Less: Drawings. 4,000
1,238
Creditors 84,280
LO.B. Overdraft ' 11,440
3,30,600 3,30,600
lustration - 6 , N

Two brothers Rama and Krishna are carrymg on partnership business in the name of
Ramakrishna Traders, sharing Profits & Losses in 3:2 ratio. The following balances were
extracted from their books as on December 31, 1935

% .




Bills payable 6,000 Buildings 43,800
Creditors 10,000 Motor vehicles 12,000
Provision for D. Debts 2,000 | Patents 6,000
Sales 1,20,000 Plant & Machinery 44,000
Purchase returns 4,000 Drawings:
Discount received 800 Rama ' 10,000
Interest received 400 Krishna 6,000
Loan from Rama at 5% 8,000 Interest paid . 600
Rama’s capital 48,000 Discount allowed 184
Krishna's capital 40,800 Rent, Rates, Insurance 900
Trade Expenses 2,000 Royalties paid 800
Salaries & Wages 12,000 General expenses 2,400
Sales returns 8,000 Purchases 50,000
Sundry debtors 12,000 Opening stock 20,000
Bills receivable 4,600 Bad debts 600
Cash at bank - 3116

Prepare Trading, Profit & Loss Account and Balance Sheet taking into conSidéraﬁon the
following additionat information:

a) Expenses outstanding: Salaries: Rs. 1,600, Rent Rs, 200, interest to Rama on loan
Rs. 200 (to be credited to his capital account),

b) Expenses prepaid Rates Rs. 100.
¢) Interest to be received Rs, 200.

d) Provision for doubtful debts is to be raised to Rs. 2,400. One of the debtors .for.
Rs, 1,600 has become insolvent and only Rs. 800 have been received,

€) Provide for Discount on Debtors & Creditors at 2%,

f) Closing stock Rs. 36,000.

8) Depreciate plant and machinery 5%. Motor vehicles 10%, Patents 15% and building
2.5%.
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Solution

ed December 31, 1985

Trading and Profit & Loss Account for the year end

Rs. Rs.
To opening stock 20,000
To Purchases 50,000
Less: Returns 4,000
46,000
To Trading ¢xpenscs 2,000
To Royalties paid 2,000
To G/P c/d. 72200
1,48,000
To Salaries & Wages 12,000
Add: Outstanding 1,600
13,600
To General expenses]
Rent, Rates,
Insurance 1,900
Add: Rent o/s 200
2,100
Less: Rates prepaid 100
=1 2,000
To Interest paid 600
To Interest on loan
Rama 200
To Bad detbs 600
Add: New B.D. 200
Prov. for DD
reqd. 2,400
3,800
Less: existing Prov. 2,000
1,800
To Discount allowed 184
To Prov. for Dis. on Drs.
2% on (12,000-800-
2400=8800 176
To Depn: OnP & M at
the rate of 5% 2,200
On Motor vehicle at
the rate of 15% 1,200
On patents at the
rate of 15% 900
On buildings at
the rate of 2.5% 1,095
To Net Profit:
Rama (3/S) 32,667
Krishna (2/5) 21,778
54,445
80,800

Rs.
By Sales 1,20,000
Less: Ret. 8,000
By Closing stock
By G.P. c/d.
By Discount received
By Int. received 400
Add: to be recd.

By Prov. for discount
on Crs. at 2% 10,000




Balance Sheet as on December 31, 1985

Liabilities Re | Rs || Assews R | Rs
Capital:
RAMA: Op. balance 48,000
Add: NP. 3/5 32,667 Buildings 43,800
" Int. on loan 200 Less: Depreciation 1,095
| 42,705
80,867 Patents 6,000
Less: Drawings 10,000 Less Depreciation 900
T ] 70867 5,100
KRISHNA: Op. balance 40,800 Plant & Machinery 44,000
Add: 2/5 NP. 21,778 - Less: Depreciation 2,200
62,578 41,800
Less: Drawings 6,000 Motor Vehicles 12,000
56,578 Less: Depreciation 1,200
Loan from Rama 10,800
at the rate of 5% ‘ 8,000 |I Closing Stock 36,000
Creditors 10,000 Sundry Debtors 12,000
Less: Prov. for Dis. 200 Less: Further B.D. 800
9,800
Bills payable 6,000 11,200
Expenses outstanding: _ Less: Prov. for DD 2,400
Salaries 1,600
Rent 200 8,800
1,800 Less: prov. for
Dis. on Drs, 176
| 864
Bills Receivable 4,600
Interest to be received 200
Prepaid rates 100
Cash at Bank 3,116
1,53,045 ‘ {153,045




13.5 MODEL EXAMINATION QUESTIONS

Problems

1. Rani and Radha are partners sharing profits and losses in 3:1 ratio. As per the terms of
their agreement, Rani can draw Rs. 750 p.m., and Radha can draw Rs. 7,200 p.a., on which
no interest is to be charged. Both are entitled for interest on capitals at 6% pa Radha is
entitled to a salary of Rs. 3,000 p.a.

On 31st December, 1985, their ledger disciosed following:

Rs. Rs.
Purchases 2,10,000 Sales 329270
Stock 31.12.85 39,240 Office salaries 14,890
Rent, Rates 22,490 Office expenses 2,630
Discount (credit) 230 Bank O.D. 2,460
Carriage on sales ' 15,420 | Debtors : 87,320
Provision for bad debts 2,500 | Creditors _ 66,340
Bad debts 3,810 Furniture ' 2,000
Plant & Machinery 38,000 Radha’s salary 3,000
Good will 40,000 Radha’s drawings 3,000
Radha’s capital 10,000 Rani’s drawings 9,000
Rani’s capital © 80,000

Prepare the final accounts of the firm (taking into consideration the following) under Fixed
Capital Method:

a) An amount of Rs. 5,000 (or so much as is available) out of Radha’s share of profits,
has to be transferred to her capital account, till her capital account is equal to 1/4th of
Rani’s capital.

b) Piant & Machinery and Furniture are to be depreciated at 10% and 5% respectively.
¢) Raise the Provision for Doubtful Account to Rs. 4,500.
d) Rent- outstanding RS. 1,960.

(Answer: Net profit: Rani - 13,000, Radha - Rs. 11,000.
Balance Sheet total : Rs. 1,98,160).




Purchases

Wages

Machinery

Sundry debtors
Sundry creditors
Cash

Aruna’s drawings
Bimala’s drawings
Karuna’s drawings
Dharani’s drawings

Rs. : Rs,

35,400 Sales 96,870
8,000 | Office overheads 9,440

12,000 Depreciation on
7,600 machinery 1.10.84 4,000
5,520 | Provision for _

12150 |  bad debts 280
8,000 | Aruna's capital 12,000
5,000 Bimala’s capital 6,400

400 Karuna’s capital 4,800
480 Dharani’s capital 3,600
Stock 1.10.84 15,000

ads accrued amounted to Rs, 240, Machinery is to be depreciated

by Rs. 1,600. Provision for doubtful debts is to be raised to Rs. 1,000. Goods costing Rs. 800
were sold on sale or return basis at Rs, L200. The purchasers still had time to decide as on

30th September, 8.

Prepare the Trading, P& L Account and Balance Sheet,
(Answer: Gross Profit Rs. 31,890, N.P. Rs. 18,565, B.S. Total: 38,570)
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14.0 AIMS AND OBJECTIVES

the objective of this unit is to explain the adjustment of assets, liabilities, accumulated
profits and goodwill of the firm when a new partner is admitted into partnership.' 1t also explains
the adjustments to be made in the capital and profits of the firm on the admission of a partner.

After completing this unit, you will be able to

— explain the accounting treatment involved in the adjustment of assets and liabilities
— distribute the accumulated profits and losses to the existing partners

_ ascertain the value of goodwill and explain its accounting ratio

— calculate new profit sharing ratio and sacrificing ratio

— adjust the capitals of the partners on some basis

— work out the problems relating to the adjustment of assets and liabilities and guarantee
of minimum profit to the incoming partner

_ describe the accounting treatment when a part of the profit 1s reserved for the old
partners. .

14.1 INTRODUCTION

Sometimes, the Sole Trader or an already existing partnership concern may decide to take a
new partner (or more partners) into the business, to meet the need to additional capital, special
skills or influence. Such a new partner gets entitled to a share in the future profits of the firm
(whether he brings in capital or not). Hence, certain adjustments arc required in regard to the
assets and liabilities, undistributed profits and losses, goodwill of the firm and calculation of new
profit sharing ratic among the partners. Some times, the capitals of the old partners may have
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to be adjusted on the basis of the capital brought in by the new partner. At some occasions
the amount of capital to be brought in by the new partner shall be determined in accordance
with the total capital contributed by the old partners. Often, the incomming partner may be

_ given assurance regarding the value of assets and liabilities and also for a fixed amount of profit,

Likewise, the old partners may be reserved a portion of the profit at the time of adjustments
which are effected on the basis of partnership deed. Let us now learn the theoretical and practical
aspects at the time of admission of a new partner.

14.2 REVALUATION OF ASSETS AND LIABILITIES

It normally happens that the assets and liabilities of the business are allowed to appear in
the books as a going concern and not at realisable values. ‘Fluctuations in the Fixed Assets
are not taken into account in the case of a going concern. When a new partner is admitted,
he gets a right in the properties as well. Hence in order to be fair to the existing partners and
as well as the incomming partner, all the assets and liabilities are scrutinised and revalued. It
is possible the Provisions made for depreciation, doubtful debts etc., are inadequate. Hence,
suitable adjustments may be necessary to the capital accounts of the existing partners.

Adjustment in the book values of assets & liabilities is made by opening a ‘Revaluation
Account’ (or Profit & Lasss Adjustment Account’) which will be debited with losses and credited
with profits, consequent upon revaluation, The balance in the Revaluation Account represents
net loss or net gain, which will be transferred to the existing owners (in their old profit sharing
ratio), and the Revaluation Account closed. The following journal entries are passed :

a. For increasing the value of the assets or decreasing the value of the liabilities:

Concerned asset account Dr.
Concerned liability account Dr,
To Revaluation A/c.

b. For decreasing the value of the assets or increasing the value of the liabilities:

Revaluation A/c Dr.
To Concerned Assets A/c
To Concerned Liability afc.

¢. For transfering the debit balance of Revaluation Account (loss):

Existing partners’ capital a/c’s Dr. (in their old ratio )
To Revaluation a/c,

d. For transferring the credit balance of Revaluation Account (Profit):

_Revaluation a/c Dr.
To Existing Partner’s capital a/c (in their old ratio)

The assets and liabilities will now appear at their revised figures, It maay be noted here
that if the Revaluation A/ is not opened, the loss or gain from each asset/liability account is
to be transferred to capital accounts(s), This will be a tedious process and the net loss or gain
on account of revaluation of various assets and liabilities cannot be known. This Is avoided *'by
opening Revaluation Account to which loss/gain from each Asset/Liability account is transferred,
and finally , the net loss/gain transferred to capital accounts(s). Thus, if there are only one or
two items to be adjusted, the loss/gain can be directly transferred to capital account(s).

This is explained in the following illustration.




‘4 Mlustration - 1

Victor and Samuel are partners and their balanace sheet stood as below on Dec..31, 1985
on which date they desired to admit Luther.

Liabilites Rs. _ Assets _ Rs;
Victor’s capital 32,000 Buildings 36,000
Samuel’s capital _ 16,000 Machinery 6,000
Sundry Creditors , 1,500 Stock 4,000
Sundry debtors 3,000
Cash 500
49,500 49,500

_They share profits and losses in proportion to their capital.. Prior to admitting luther, they
desire that (a) Provision for doubtful debts be created to the extent of 10% of debtors; (b) Stock
and buitdings be depreciated by 15% ; (c) value of machinery be stepped up by 20%; and (d)
Provision for liability on bill discounted Rs300. ' :

Give journal entries and show the revised balance sheet as it appears before Luther is
admitted. Show also Revaluation a/c.

Solution
Journal
1. Revaluation a/c. Dr.| . 6,600
To Provision for dpubtful debts alc. 300
» Provision for Liability on bill
~discounted a/c. 300
* Stock a/c ' 600
* Buildings a/c 5,400

(Being the entry for loss on revaluation
of assets and liabilities)
2. Machinery a/c. ‘ Dr. 1,200
To Revaluation a/c. 1,200
- (Being the entry for raising the value
of Machinery,on revaluation).

3.  Victors’ capital a/c. Dr. 3,600
Samuel capital a/c Dr. 1,800

To Revaluation NG 5,400
(Being the entry for transferring :
the net loss on revaluation)

Dr. Revaluation Account Cr.
r Rs. ‘ Rs.
To Provision for doubtful debts alc 300 By Machinery alc 1,200
To Prov. for laibility on " Victor's capital a/c 3,600
bill discounted 300 | " Samuel’s capita 1a/c 1,800 5,400
To Stock a/c 600
To Buildings afc 5,400
-6,600 6,600




Revised Balance Sheet as oh 'December 31, 1935

Liabilities Rs, _ Assets " Rs,

Victor’s capital 28,400 Buildings(36,000-5,400) 30,600

Samuel’s capital 14,200 Machinery(6,000+1,200) 7,200

- Sundry Creditors 1,500 Stock(4,000-600) 3,400
Prov.for liability -Sundry debtors 3,000

on bills discounted 300 Less:Prov.for DD 300 2,700

Cash 500

44,400 44,400

Memorandum Revaluation Account:

Sometimes, the partners including the new partner, may resolve to keep the assets and
liabilities revalued, at their pre- revaluation figures. In such cases, the Revaluation Account s
called 2 Memorandum Revaluation Account and this is divided into two sections. In the first
section, the entries for loss/gain in the assets/liabilities are posted, (vide journal entries (a) and
(b) given under Adjustment of Assets & Liabilities’). However, while posting the journal entries,
the asset/liabilities accounts are not given the postings. It is only the ‘Memorandum Revaluation
Account’ that is posted. In other words, only one effect of the transaction is posted. Then, the
net gain/ioss (vide journal entry (c) or (d) referred abave) is posted to existing owners (prior to
admission of new partner) capital accounts and as well as Memorandum Revaluation Account.
At this stage, the Memorandum Revaluation Account gets closed. After the admission of the new
partner, the jounral entries (a) and (b) are reversed and posted (again, only) to Memorandum
Revaluation Account (and not to the concerned asset/liability accounts). The part where this
is done is known as second section, The difference in the Memorandum Revaluation Account
is now transferred|to all EHE partner’s capital accounts (including new partner) in their profit
sharing ratio, from the Memorandum Revaluation Account. This entry is posted both to capital
accounts and Memorandum Revaluation Account.

(i) When there is profit on revaluation:

Memorandum Revaluation Ajc Dr.
To old partners’ capital accounts.

(if) After the admission of new parter:

Individual partners’ accounts Dr. (Including New partner)
To Memorandum Revaluation A/c.

This method is explained in the following Memorandum Revaluation Account,

HMustration - 2

Assuming that the three partners in Illustration - 1; share profits and losses in 2:1:1 ratio,
the Memorandum Revaluation Account when prepared, appears as follows:




Dr. Memorandum Revaluation Alc. Cr.

Rs. ‘ Rs.
To Prov. for doubtful debts. 300 By Increase in Machinery 1,200
To Prov. for liability on By Victor’s capital a/c. 3,600
Bill discounted 300 By Samuel’s capital a/c. 1,800
To Stock a/c. 600
To Building a/c. 5,400
’ - —
) 6,600 _ 6,600
‘ R
To Decrease in Machinery 1,200 By Prov. for doubtful debts a/c. 300
To Victor’s capital a/c. 2,700 By Prov. for liability on
To Luther’s capital a/c. 1,350 bill discounted 300
' By Stock a/c. 600
By Building a/c. 5,400
6,600 ' . 6.600

14.3 ADJUSTMENT OF ACCUMULATED PROFITS & LOSSES

It is necessary, before a new partner is admitted into the business, to distribute all accumulated
profits (and also losses) of the concern to the existing partners in the old profit sharing ratio.
This is so because, it is these partners who have earned the profits (or have incurred the losses)
and hence those profits belong to them only. After the admission of the new partrier, he also
gets a share in the profits. Therefore, the following entries are passed for the accumulated
profits/losses, before the new partner is admitted.

a) For accumulated profits:

General Reserve AJc. Dr.
P & L Alc. (for credit balance) . Dr
........ etc. ' ‘

To Existing Partners’

* capital accounts.
~ (Being the entry for transferring the accumutated
profits) ’

b) For accumulafed losses:

Existing partners’ capital a/cs. Dr.
To profit & Loss a/c.
(for debit balance)
(Being the entry for transfer of accumulated
losses)

Check Your Progress - T

‘A and B are in partnership, sharing profits and losses in 3:2 ratio. The Balance Sheet of
the firm as on 31st December 1990 was as follows:




Balance Sheet

Liabilities Rs. Assets Rs.
Sundry Creditors 10,600 Bank 5,000
Bills payable 4,000 Sundry Debtors 8,000
General Reserve . - 6,000 Stock 6,000
Capitals; Bills Receivable 2,000

A 12,000 Machinery 8,000

B 8,000 Land and Buildings 11,000

‘ 20,000

40,000 | 40,000

On 1-1-1991 C is admitted into partnership for 1/5th share, for which he has to bring in

Rs. 5,000 towards capital. The assets and liabilities of the firm are revalued on his admission as
follows;

1) Machinery is to be reduced by 5%.
if) . Land and Buildings are to be appreciated by Rs. 4,000,
i} Provide Rs. 500 towards bad and doubtfy] debts,

Pass journal entries and show the Revaluation Account.

.............................................................................................
............................................................................................
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144 ADJUSTMENT OF GOODWILL OF THE FIRM

The businessmen make efforts to establish good reputation for thejr business and bring it
to a stage of profit-making. He must haye faced several risks. When 4 New person is admitted

new comer. Hence it is necessary to value the goodwill of the business concern. The following
factors usually influence the value of the goodwill:

a) Location of the business

b) Nature of the business/product/service
¢) Efficiency of the Management

d) Competition _

€) Capital required

f) Tenure of the business

8) Technical know how required

h) Customer satisfaction,




Goodwill is an intangible asset. In the case of a partnership tirm, goodwill may nave 10 be
“valued:

a) When the new partner is admitted;

b) When the existing partners change their profit ratio;

¢) When on¢ of the existing partners retires or dies;

d) When the business is sold;

e) When the business is amaigamated with another one; and
f) When the partners decide to close down the business.

Methods of Valuation

Goodwill is valued generally by (a) Average method; (b) Super profits method; and (C)
Capitalisation method. However, before a particutar method is selected, it is necessary 10 refer’
to the Partnership Deed of the firm. : '

a) Average Profits Method ; . In this case it is valued as ‘a few years’ purchase of average
past profits of ‘some years’. For example, if it is given as “Three years’ purchasé of four years'
average profits, we have to calculate first, the average of the preceding four years profits and .
then multiply the resultant figure with three. This is explained below:

Iitustration - 3

A firm values its goodwill on the basis of 4 years purchase of average profits of prcvious
3 years. Previous three years profits were Rs. 9,000, Rs. 12,000, and Rs. 15,_000. ‘What is the |
goodwill of the firm?

Solution

Total profits of previous three years = 9,000 + 12,000 + 15,000 = 36,000
Average of previous 3 years profits = 36,000/3 = Rs. 12,000.

4 years purchase of average profits = 4 x 12,000 = Rs. 48,000.

Goodwill of the firm is Rs. 48,000.

b) Super Profits Method : Goodwill is also termed as the expected future profits of the business,
over and above normal profits, known as ‘Super profits’. Goodwill can be valued on the basis
of super profits of the business. There are two ways of doing the same.

i) In this case goodwill can be taken as equal to some 3 or 4 or 5 times of the super
profits. For example, if the capital of the business is Rs. 1,00,000 and the normal return
were to be 10%, then the normal profits should be Rs. 10,000. Suppose, the profits of
the firm are Rs. 20,000, then Rs. 10,000 (ie. Rs. 20,000 minus Rs. 10,000) are the’
profits. If the goodwill is to be taken ‘as 3 years purchase of super profits, it will be
3 x Rs. 10,000 = Rs. 30,000.

i) In this case, the capital value of an annuity equal to super profits, for a given number
of years and at a given rate of interest is found out. This capital value is treated as the
Goodwill of the business. '

¢) Capitalisation Method : When a business is established, one expects some, normal retufn,
on the capital. Under this method the value of the business is estimated on the basis of the
expected return and the average profits. The formula for this is:

Profit
Normal return x 100
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From the value of the business thus arrived at, the net assets are deducted and the resultant
figure is treated as the Goodwill. For example, for a business the normal return on capitai
48-10% per annum ang the average profits are Rs. 17,500. The value of the business =
17,500/10 x 100 = Rs. 1,75,000. If the net assets are ‘Rg, 1,25,000, then the goodwill is
Rs. 175,000 ~ Rs. 1,25,000 = Rs, 50,000,

In addition to the above three methods, goodwill can also be calculated on the basis of the
share of the incoming partner. Suppose, the Incoming partner, for a 1/4th share in profits, brings
in Rs. 5,000 as his share of goodwill. Then the firm’s full value of the goodwill can be taken as
4 x Rs. 5,000 = Rg, 20,000. '

Treatment of Goodwill

We have ‘seen that the New partner, when he joins the firm, gets the benefit of super profit
€arning capacity of the firm. Therefore, he has to compensate the existing partners, but for
whose efforts, the firm would not have reached that stage. Thus when 2 New person joins, he
has to compensate, Separately, towards goodwill of the firm, in addition to bringing in money, if

any, towards the capital of the firm, There are different ways of treating the goodwill. They are:

1) Premimum Method,
i) Revaluation Method.
iii) Memorandum Revaluation Method.

2. Amount of premium is retained in business :  In this case, the new partner brings
the cash towards goodwill, into the business, it is credited to the existing partners’
capital accounts and retained in the business, Existing partners’ capital accounts haye
to be credited in Pproportion to the profit sacrificed by them in favour of the incoming
partner, For this purpose, sacrificing ratio is to be ascertained.

Sacrificing ratio : Suppose, X & Y are partners in a firm sharing profits and losses in
3:2 ratio i.e. 3/5 and 2/5 respectively. Now, they decided to admit Z and give him 1/5th
share in future profits, and that the new profit sharing ratio shall be 2:2:1 ie. 2/5, 2/5,
1/5.

It is seen from the above that Y continues to share 2/5 profits. It is X who has
sacrificed his 1/5 share (out of 3/5ths) towards Z. Hence, sacrificing ratio of X & Y'is
1: 0. Therefore, entire goodwill that may be brought in by Z, shail £0 to X only.

The following journal entries are required:

a) When cash js brought in towards goodwill:

Bank A/c. S Dr.
To Goodwill Afc.

(Being the amount brought in by the
new partner towards Goodwill)
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b) For giving the goodwill to existing partners:
Goodwill Afc. ' Dr.
To Existing partners’ capital Afcs. (in sacrificing ratio)

(Being the entry for transferring the
goodwill to existing partners)

3. Amount of premium is withdrawn by previous partners : In this case, the amount of
premium brought in by the new partner is withdrawn by the previous partners. Hence,
one more journal entry is required for withdrawing the amount in addition to (2) and
(b) under 2 above. Itis: '

¢) When the goodwill amount is withdrawn by the previous partriers, after it is credited:

Existing partners’ capital Alcs. Dr.
(same amount that is credited)
To Bark Alc.
(Being the entry for recording the
" withdrawal of goodwill amount)

The premijum method is explained in the following illustration:
Ilustration - 4

Ramesh and Satish are partness in a partnership firm sharing Profits & Losses in 3:2 ratio.
They decided to admit Prakash for a 1/5th share in the business. The new profit sharing ratio"4
shall be 2:2:1 between Ramesh, Satish and Prakasﬁ. Prakash brings in Rs. 5,000 as his share of
goodwill, which is later withdrawn. Pass necessary journal entries in the books of the firm.

Soluticr

Journatl

Rs. Rs.

a) Bank Ak Dr. 5,000
To Goodwill Alc. 5,000
(Being the entry for the cash broughtin

by Prakash towards goodwill) i

b) Goodwill Alc. Dr. 5,000
To Ramesh capital Alc. 5,000

(Being goodwill amount credited to
Ramesh, having sacrificed the same) J '

¢) Ramesh's capital Alc. Dr. 5,000
To Bank Afc. 5,000

{Being the goodwill amount '
withdrawn by previous partners)

Note : Sacrificing ratio is calculated as follows :
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Previous According to According to Sacrifice

partners previous ratio new ratio (pr minus nr)
' (pr) (nr)

Ramesh 3/5 2/5 1/5

Satish 2/5 2/5 nil.

In case goodwill account already exists, such goodwill account is wnttcn off in the old profit
sharing ratio to the old partners’ capital accounts.

ii) Revaluation Method : This method is followed when the new partner does not bring in cash
towards goodwill. Goodwill account is then raised to its full value, before the new partner is
admitted, in the books of the firm. It is possible sometimes, the goodwill account may exist in
the books and its amount may be less than the full value or more than the full value. Hence,
the following steps are followed :

Step :
1. Ascertain the full value of the goodwill;

2. Find out the difference between the full value of the goodwill and the amount
appearing in the books already (if there is no such account in the books, it can be taken
as Zero). .

3 Pgss the journal entry for the difference so that the goodwill account now appears
in the books at its full value,

The following are the journal entries required under this method:

a)’ Where there is no goodwill account in the books now or where the full value of the goodwill
is more than the existing goodwill amount:

Goodwill A/c. Dr. (for the difference as
as per step 2 above)
To previous partners’ capital Afcs. (in their old profit)
o sharing ratio)
(Being the entry for raising the

Goodwill account).

“b) ‘Where the existing goodwill amount is more than full value of the goodwill:

Dr. (in their old profit
sharing ratio)
(for the difference amount
as per step 2 above)

Previoﬁs partners's capital Alcs.
* To Goodwill Afc.

(Being the entry for bringing down
the goodwill to its full value.)

This is expalined in the following illustration :
- Iltustration - §

Amal, Bimal and Kamal share profits and losses in 3:2:1 ratio. They admit Suman into
partnership giving him 1/4 share in future profits. The goodwill of the firm is valued by agreement
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b) New Partner acquires the share from existing partners in a particular proportion : Some-
times new partner may acquire his share of profit in future profits of the firm, from the
existing partners in a particular proportion. For example: A and B are sharing profits in -
3:2 ratio. They decided to admit C into partnership for a 6th share, which he acquires %

from A and Eli from B. The ratic is calculated as follows :

C acquires %th share of profit by taking % from A, 512 from B,

3 1 24 -5 19

A’ ini _—— e = e—— T e—

s remaining share : 573 n o
B’s remaining share = 2_1 _4#-5 B
& =§ 24" 120 120

2
19 43 20
Thus A:B:.C= 2125 120
57 43

227 A 20
T 120 7120 T 120
= 57:43:20

Check Your Progress - 11

(a) What do you mean by ‘Sacrificing Ratio’?

(b) A, B and C are partners sharing profits and losses in the ratio of 6:5:3. ‘D’ is admitted as
~a partner and is given_% th share of future profits. What is the new profit sharing ratio of
the partners?

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

..-.----...-.---...--.-..--..---.'....----.---..c-..--.-.-......---......-...-..--.......-.-_.

(c) A and B are partners sharing profits and lossess in the proportion of 2 and 2 respeétiﬁc:ly.
They agreed to admit ‘C’ as a partner. Their future profit sharing ratio shall be 8:7:5. Find
out ‘Sacrificing Ratio’?

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

14.6 ADJUSTMENT REGARDING CAPITALS

When a new partner is admitted into the firm, the partners may agree to adjust their capital
_accounts in proportion to the new profit sharing ratio. This can be done in two ways:
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a) Adjusting the capital accounts of the oid partners on the basis of the capital of the new’
partner;

b) Calculating the capital of the partners on the basis of the total capital of the new firm
and accordingly, adjusting the old partners’ capitals and asking the new partner to bring
in the necessary amount as capital. ' '

a) Adjusting the capital accounts on.the basis of the new partner’s capital : On the basis
of the profit ratio and capital brought in by the new partner, the amount of capital to be
maintained by each old partner (depending upon the new profit sharing ratio) is calcualted.
This amount is compared with balance in the capital account (after making the necessary
adjustments regarding, goodwill, accumulated profits/losses and revaluing assets/liabilities).
If the balance in the capital account is less:

1) the old partner brings in the necessary amount; or -
if} the old partner’s current account is debited and capital account credited.
If the balance in the capital account is more:
iii) the old partner withdraws the excess amount; or

iv) the old partner’s capital account is debited and current account credited.

b) Caleulating the capital of the partners on the basis of the total capital of the firm: When
. the total capital of the newly constituted firm is given, each partner’s capital is calculated! .
on the basis of the total capital and the respective share of each partner (in the new profit
sharing ratio). The new partner is asked to bring in his share of capital and old partners’
capital accounts are adjusted depending upon the balance whether excess or less, as explained ’
“against points (i) to (iv) under 1 (a). r

¢} Determining the new partner’s capital if it is not given : Sometimes the new firm’s totalf
capital may not be given and the student may be required to calculate the amount which the,
new partner may have to bring in as capital. In such a case, the old partners’ total c:apital‘I
(after making adjustments regarding goodwill, accumulated profits/losses, revaluation) and,
the proportion of their total profit in the newly constituted firm are ascertained. For:’
example, the new partner’s share of profit in the new firm is éth. It means that the total
proportion of the old partners’ profits is gth (which should be shared in the previous profit
sharing ratio). Let us assume that the tota] capital of all the old partners (after making

adjustments) is Rs. 50,000. The gth share of their capital is Rs. 50,000, for %th share the
new partner has to bring in:

& X 50,000 x S = Rs. 10000

The old partner’s capital, if required can also be calculated and excess or deficit balance can be.
H adjusted as explained earlier.

This is made clear through the following illustrations
Illustration - 7

‘Bhima and Krishna are partners in a firm sharing profits and losses in the ratio of 4:3. Their:
capitals are Rs. 60,000 and Rs. 50,000 respectively. They decide to admit Balaram with Rs.
16,000 as capital by giving him a -.f—th share in future profits, They also decide to adjust their
capitals according to the new profit sharing ratio by bringing in additional amount or withdrawing
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additional amount. Make the necessary adjustments in the capital accounts:
Solution

Calculation of new profit sharing ratio:
Balaram gets -8—th share in the new firm.

Remaining profits are 1 — 3
. . 7 4 4
Bhima will get §X7° ~8-_(or D

) ] 7 3 3
t-X ==
Krishna will ge 3 X 753

1
"8

ool
Lr =R
.

The ratio of Bhima, Krishna, Batram = < :
=4:3:1

Calculation of the capital to be maintained:

Bhima: For %th share Balaram brings Rs. 16,000

For 4Eth share Bhima should have

% x 16,000 x % = Rs. 64,000.

Krishna : For %th share Balaram brings Rs. 16,000
For g—th share Krishna should have

% X 16,000 % % — Rs. 48,000.

Thus Bhima has to bring in Rs. 4,000 (64,000 ~ 60,000) and Krishna can withdraw Rs.
2,000 (48,000-50,000). The following entries are passed:

Journal

Rs. Rs.
Bank Afc. Dr. 4,000
To Bhima’s capital Afc. 1 4,000
(Being the additional amount brought-
in by Bhima as per the agreemernt)

Krishna's capital Afc. Dr. 2,000
To Bank A/c. ' 2,000

(Being the excess amount as per the

agreement, withdrawn by Krishna)

TMustration - 8

Akbar and Pasha were carrying on a partnership business. On the 31st of December, 1985,
their capitals stood at Rs. 40,000 and Rs. 34,500 respectively. On that date they decided to
admit Basheer for a 1th share in future profits. Basheer was to bring in capital in proportion
to the new profit sharing ratio. The old partners’ capital accounts also are to be adjusted to
the new profit sharing ratio. For this purpose they bring in the additional capital required. Pass

" necessary journal entries on the admission of the new partner and adjustment of old partners’
capital accounts. e
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" Solution

Calculation of the new profit sharing ratio;

Basheer gets %th share in the new firm;
Remaining profits are: 1 — é = g. ‘
The {th of the profits will be shared by Akbar and Pasha equally (in the absence of any ratio,

it is to be presumed that they are sharing_ profits equally).

. 4 1 4
f~x-=—

Akbar will ge 5 X 5= 1o
- 4 1 4

Pasha will get FX3= 0

1 2
B g iS5 : — = =
asheer’s share is 5 =16
Thus the share of Akbar, Pasha, Basheer : 1.4.,2
' ' "10 10 10

=4:4:2
Calculation of capital:
For i;—th remaining profits, the combined capitals of Akbar & Pasha are Rs. 74,500.

Thus for %th share Basheer should get é x 74, 500 x g = Rs, 18,625.

The total capital of the firm should be: 74, 500 x g = Rs. 93,125

Akbar's capital should be Rs. 93,125 x - = 37,250
Pasha’s capital should be Rs. 93,125 x -1—46 =37,250
Basheer’s capital = 18,625
' < 93,125

Thus Akbar has to Mthc_iréw Rs. 2,750 and Pasha and Basheer have to bring in Rs. 2,750
and. Rs. 18,625 respectively. The following' j_ournal entries are passed,

Journal

Rs. | Rs.

1985 ! Bank Afc. Dr, 21,375 .
Dec. T Basheer’s capital A/c. 18,625
3 To Pasha’s capital A/c. | 2,750
(Being the additional amount brought '
in by Basheer and Pasha)

~Akbar’s Capital Afc. Dr. 2,750

To Bank A/c. 2,750
(Being the excess amount in the
capital a/c withdrawn)




14.7 GUARANTEE OF ASSETS AND LIABILITIES

As we have seen earlier, the assets and liabilities are usnatly revalued before the new partner
is admitted into the firm. However, the new partner may, sometimes, ask the old partners to
guarantee the values of assets and liabilities shown in the Balance Sheet (prepared just before
admission). If this guarantee is given by the old partner(s), the loss that may arise later, if any,
has to be borne by the old partner(s) as per their old profit sharing ratio. It is sometimes possible
that the provision made for doubtful debts may not be sufficient to meet the bad debts, the
latter exceeding the former. The excess loss in such a case is to be borne by the old partners.

The adjustment required to be made is explained through the following iliustration :
Tlustration - 9

Raghav and Bhairav were sharing profits and losses in the ratio of 3:2. They decided to
admit madhav for a 1/4th share in future profit(s) and the latter was to bring in Rs. 10,000 as
his capital. The old partners guaranteed the assets and liabilities shown in the Balance Sheet.

It was later noticed that the bad debts actually exceed the provision made, ie., Rs. 500 and
the outstanding expenses of Rs. 500 were not taken into account in the final accounts prior to
* his admission.

Pass the necessary journal entries.

Solution
Journal
Rs. Rs.

Bank Afc. Dr. 10,000

To Madhav's capital a/c. 10,000
(Being the capital brought in by Madhav)
Raghav’s capital a/c Dr. 600
Bhairav’s capital a/c o Dr. - 400

To provision for doubtful debts a/ 500

To outstanding expenses a/c 500
(Being the entry for short provision for

Doubtful debts and bringing into alc
outstanding expenses)

14.8 GUARANTEE OF MINIMUM PROFIT

Sometimes a share in the partnership is offered to an employee of the firm. In that case
the new partner may request the old partners to guarantee'a minimum amount of remuneration
which he was gettifig as profit after admission. This guarantee can be given by all the existing
partners OF some of them

As long as the share of profit of the new partner is more than the guaranteed profit (the
remuneration which he was getting), the profit of the period is distributed in the new profit
sharing ratio. :
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If the share of profit is less than the guaranteed profit, the new partner is credited with the
guaranteed profit and the short-fall (ie. guaranteed profit — his share of profit as per profit
sharing ratio) is debited to the other partner(s) in their profit sharing ratio. Alternatively, if all
the other partners have given the guarantee, the new partner is given the guaranteed profit out
of the profits of the firm and the remaining profits are shared by the remaining partners,

The adjustments are explained in the following illustration.
Hlustration - 10

Rakesh and Satish, who were in partnership sharing profits and losses in 3:2 ratio, decided

to admit into the partnership Mukesh the office manager who was getting Rs. 6,000 per annum
L as salary and 5% of the net profits (before charging such commission) as commission. Mukesh
is entitled to 1/6th share in future profits. The old partners guaranteed Mukesh the amount
which he was getting by way of salary and commission as his share of prdﬁts. Short fall, if any,
Is to be met by the old partners in their profit sharing ratio.

For the following 12 months’ period the profits of the firm (without charging Mukesh’s
salary and commision) amounted to Rs. 42,000, Explain how the profits are distributed,

Solution

Amount that Mukesh would have got, had he continued as Manager :

Rs. Rs.
Profit prior to Salary & Commission 42,000
Salary 6,000
Commission at the rate of 5% on 36,000 1,800
7.800
Net Profit : 34,200

Amount which Mukesh would get, if Profits are distributed ;
1/6 share of Rs. 42,000 = 7,000.

Thus, if profits are distribu_tcd, Mukesh gets Rs. 800 (7,800 — 7,000) less than what he was
getting as office Manager. The short fall of Rs. 800 is to be met by Rakesh and Satish in 3:2
ratio, i.e., Rs. 480 and Rs. 320 respectively. This is adjusted as follows:

Dr. P & L Appropriation Account Cr,
Rs, Rs:
To Mukesh capital a/c 7,800 By Profit b/f 42,000
To Rakesh capital a/c 20,520
To Satish capital a/c 13,680
42,000 | 42,000

Alternatively, the distribution can also be presented as follows:
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Dr. P & L Appropriation Account . Cr

Rs. ' ' Rs.
To Mukesh capital a/c 1/6 N.P. 7,800 By Profit b/d 42,000
To Rakesh capital a/c 3/6 N.P. 21,000 By Rakesh’s capital alc 480
To Satish capital a/c 2/6 N.P. 14,000 By Satish’s capital a/c , 320
42,800 42,800

14.9 RESERVATION OF PROFIT TO OLD PARTNERS

Sometimes just before the new partner was admitted into the firm, the old partners might
have obtained a big order which was almost executed. The old partners might wish that the
profit on such order be distributed among them. The new partner might agree to such a request.
In suh a case out of the profits of the following period, first the. profit expected on such pending
order would be distributed among the previous partners in their old profit sharing ratio and the
remaining profits would then be shared by all the partners in ‘their new profit sharing ratio.

This is explained in the following illustration:
Tllustration - 11

Harsha and Varsha are partners in a firm. They admitted Karsha into the firm for 1/3 share
of future profits. The old partners got a profitable contract which was almcst completed and
the new partner agreed to the old partners’ taking an estimated profit of Rs. 5,000 from the
following period’s profits. For the folowing period, the P & L Afc. disclosed a profit of Rs.
23,000. Give journal entries for distributinn of profit and show the P & L Appropriation Alc.

Solution’
Journat
Rs. Rs.
P & L Appropriation a/c Dr. 5,000
To Harsha capital a/c 2.500
To Varsha capital a/c 2,500
(Being the entry for the distribution
of profit on the contract of previous year)
P & L Appropriation a/c B 18,000
To Harsha capital afc 6,000
To Varsha capital a/c 6,000
To Karsha capital a/c - 6,000
(Being the entry for distribution
of profits in new profit sharing ratio)




Dr. P & L Appropriation Account Cr.

Rs. Rs.
To Harsha capital a/c 2,500 By P & L a/c (N.P. b/f) 23,000
To Varsha capital a/c 2,500
To Harsha capital a/c 1/3 N.P. 6,000
To Varsha capital a/c 1/3 N.P. 6,000
To Karsha capital a/c 1/3 N.P. 6,000
23,000 23,000

Check Your Progress - 3
Anand and Mukesh are in partnership sharing profits and losses equally.  They admitted
Mukund giving him 1/5th share in future profits after guaranteeing an amount of Rs. 10,000 of

profits every year to the old partners. The profit for the year 1990 amounted to Rs. 40,000,
Pass journal entries.

............................................................................................
............................................................................................
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14.10 ADMISSION OF A PARTNER DURING THE ACCOUNTING YEAR

Normally, new partners are admitted into the firm at the beginning of the accounting year so
that there is no dispute with regard to profits earned from the commencement of the accounting
year to the date of admission. This simplifies the distribution of profits earned from the date of
admission to the end of the accounting period. However, it is not necessary that one should be
admitted at the beginning of the accounting period only.

Sometimes, a partner can be admitted during the course of the accounting year. But the
profit and loss account cannot be prepared upto that date, as it would involve stock taking among
other things. Hence, the profit and loss account is preparcd at the end of the accounting period
only. However, it is the old partners who are entitled to the profits earned upto the date of
admission of the new partner, while all the partners are entitled to the profits earned after the
admission of the new partner. Hence, it is necessary to estimate the profits for the pre-admission
period and post-admission period. The profits of the entire accounting period are apportioned
between the pre-admission period and post-admission period on the basis of sales or time (days
or months) during those two periods.

It is explained in the following illustration :
Mustration - 12

Akhil and Nikhil are partners sharing profits and losses in the ratio of 2:1. They prepare
their annual accounts at the end of each calendar year. On 1.5.1985 they decided to admit Sunil
for 1 1/4th share in future profits of Rs. 48,000. Distribute the profits among the partners for
the year ending on December 31, 1985. '
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Solution

The brbﬁts for the entire year are Rs. 48,000/

In the pre-admission period there are 4 months.
In the post-admission period there are 8 months.

Hence, the pre-admission and post-admission profits will be in 4:8 ratio or 1:2 ratio.
, _

Therefore,

pre-admission profits are : 48,000 x 1/3 = 16,000
post-admission profits are : 48,000 x 2/3 = 32,000.

Distribution of Profits

Profits of Ratio Akhil Nikhil Sunil Total
Rs. Rs. Rs. Rs.
Pre-admission 2.1 10,667 5,333 - 16,000
Post-admission 2:1:1 16,000 8,000 - 8,000 32,000
26,667 13,333 8,000 48,000

The following are some comprehensive iHustrations involving admission of partner among
other things: '

Tllustration - 13

Sudhakar and Karunakar are in partnership sharing profits and losses in the ratio of 3:2.
Their Balance Sheet is as follows:

Balance Sheet as on 31st Dec., 1985

Liabilities Rs. Assets Rs.
Creditors 4,000 Bank 6,500
Sudhakar capital 20,000 Debtors 10,000 ‘
Karunakar capital 10,000 Less: Prov. BD. " 4,000

' : - 6,000
Stock 15,000

Plant & Machinery 6,500

34,000

On the 1st of January, 1986, they decided to admit Palekar into partnership and give him
172 share in future profits. Palekar was to bring into the business a building worth Rs. 10,000
as goodwill of the firm and sufficient capital to give him a half share in the total capital of the
firm. It was further agreed to reduce the provision for.bad debts to Rs. 1,000. The stock is to
be taken at Rs. 20,000, The Plant is to be reduced to Rs. 5,000. Give journal entries for these
" and prepare the Balance Sheet of the newly constituted firm.
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Solution

Journal
Rs. Rs.
P & L Adjustment a/c Dr. 1,500
To Plant & Machinery a/c ’ 1,500
(Being the entry for reducing the
value of P & M)
Provision for Bad debts a/c Dr. 3,000
Stock ajc Dr. 5,000
To P & L Adjustment a/c ' 8,000
(Being entry for gain on revaluation)
P & L Adjustment afc Dr. 6,500
To Sudhakar’s capital a/c : A 3,900
To Karunakar’s capital a/c ' : 2,600
(Being the distribution of net gain on
revaluation)
Building a/c Dr. 10,000
To Goodwill afc 10,000
(Being the entry for bringing building
towards goodwill) ' \
Goodwill a/c Dr. 10,000
To Sudhakar’s capital a/c 6,000
To Karunakar’s capital a/c 4,000
(Being the entry for distributing goodwill
among old partners)
Bank a/c ' Dr. 46,500
To Palekar’s capital a/c _ 46,500
(Being the amount brought in by a
new partner)
Dr. Profit and Loss Adjustment Account Cr.
Rs. - Rs.
To Plant and Machinery 1,500 By Provision for
To Sudhakar’s _ _ bad debts a/c ' 3,000
capital a/c 3,900 By Stock a/e 5,000
To Karunakar’s :
capital afc 2,600
6,500
——————
8,000 8,000




The capital to be brought in by the new partner is

calculated as follows:

Rs.
Sudhakar’s capital-previously 20,000
Karunakar’s capital-previously . 10,000
Profit on revaluation 6,500
Goodwill 10,000
Total capital of Sudhakar & Karunakar : 46,500
Total Share of Sudhakar & Karunakar is 12
Their combined capital 46,500
Share of the new partner 12
Amount to be brought in by the new ‘partner 46,500
Dr. Bank‘Accmmt Cr.
Rs. Rs.
To Balance b/d 6,500 By Balance ¢/d 53,000
To Palekar’s Capital a/c 46,500
A I
53,000 53,000
To Balance b/d 53,000
Balance Sheet as on January 1, 1986
Liabilities Rs. Assets Rs.
Sudhakar’s capital 29,900 Building 10,000
Karunakar’s capital 16,600 Plant & Machinery 5,000
Palekar’s capital 46,500 Stock : 20,000
Creditors 4,000 Debtors 10,000
Less: Prov. BD. 1,000
— 9,000
Bank balance 53,000
. 97,000 g 97,000

Iiustration - 14

Anand and Bhargava are partners sharing profits &

Losses in 2:1 ratio. Their Balance Sheet

was as follows on 31-12-1985:
Rs. Rs.
Anand’s capital 1,50,000 Plant & Machinery 40,000
Bhargava’s capital 1,00,000 Stock 2,20,000
Creditors 20,000 Debtors 1,50,000
Bank O.D. 1,50,000 Cash 10,000
| 4.20,000 4,20,000
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On January 1st, 1986 they decided to admit Chaturvedi into partnership and give him 1/4
share in the future profits. The new partner had to bring in Rs. 30,000 for his share of goodwill
and Rs. 1,00,000 towards capital. It was agreed that the Plant & Machinery was to be reduced
by Rs. 4,000 and stock to be raised to Rs. 2,49,400. Provision was to be made for doubtful debts
Rs. 5,000. It was also agreed that capitals should also be in proportion to that of Chaturvedi,
either by bringing in additional cash or withdrawing, ' :

Give the necessary journal entries, capital accounts and the Balance Sheet of the newly
constituted firm.

Solution

Journai

P & L Adjustment a/c Dr. 9,000
To Plant & Machinery a/c 4,000
To Provision for doubtful debts 3,000
(Being the entry for loss on revaluation)

Stock a/c Dr. 29,400

To P & L Adjustment a/c 29,400

(Being the entry for raising the value
of stock)

P & L Adjustment a/c Dr. 20,400 '

To Anand’s capital a/c _ 13,600

To Bhargav's capital a/c . 6,800

(Being the entry for distribution
of profit on revaluation)

Bank a/c , Dr. 30,000
- To Goodwill a/c 30,000
(Being the entry for cash brought in
by the new partner towards goodwill)

Goodwill a/c Dr. 30,060
To Anand’s capital a/c 20,600
To Bhargav's capital a/c ' 10,000
(Being the entry for distribution of goodwili)

Bank a/c Dr. 1,00,000
To Chaturvedi capital a/c 1,00,000
(Being the cash brought in by new partner)

Bank a/c Dr. 16,400
To Anand’s capital a/c ' 16,400
(Being the additional cash brought in) )

Bhargav’s capital afc Dr. 16,800
To Bank a/c : : ‘ _ 16,800
(Being the excess capital withdrawn)




© Dr. anand’s Capital A/c Cr.
. Rs T Rs.
To Balance ¢/d 2,00,000 By Balance b/f 1,50,000
By P & L Adjustment a/c 13,600
By Goodwill ajc 20,000
By Bank 16,400
2,00,000 2,00,000
By Balance b/d 2,00,000
Dr. Bhargay’s Capital Alc Cr.
' ' Rs. Rs.
To Bank 16,800 By Baiance b/f 1,00,000
To Balance c/d 1,00,000 By P & L Adjustment a/c 6,800
By Goodwill a/c 10,000
1,16,800 1,16,800
By Balance b/d 1,00,000
Dr. Chaturvedi’s Capital A/c Cr.
Rs. Rs.
To Balance ¢/d 1,00,000 By Bank 1,00,000
1,00,600 1,00,000
By Balance b/d 1,00,000
Balance Sheet (of the new firm) as on the Ist January, 1986
Liabilities Rs. Assets Rs.
Anand’s capital 2,00,000 Plant & Machinery 36,000
Bhargav's capital 1,00,000 Stock 2,49,400
Chaturvedi’s capital 1,00,000 ‘Debtors 1,50,000
Creditors 20,000 Less: Prov. for BD 5,000
Bank QOverdraft 20,400
1,45,000
Cash 10,000
4,40,400 4,40,400

Note : Chaturvedi’s capital for 1/4th share is Rs. 1,00,000.
Capital adjustment workings
Remaining capital ie., 1 — 1/4 = 3/4 must be equal to Rs. 3,00,000.
This amount must be contributed by Anand and Bhargav in 2:1 ratio.

Anand’s share = Rs. 2,00,000
Bhargav’s share = Rs. 1,00,000




L

14.11 SUMMING UP

When a new partner is admitted into partnership, he is entitled to a share in the future
profits of the firm. Hence, certain adjustments may have to be made in regard to assets and
liabilities, undistributed profits/losses and goodwill. Goodwill is generally valued by Average
Profits Method, Super Profits Method and Capitalisation Method. '

When a new partner joins the partnership, generaily, he may have to contribute capital
and also compensate the old partners by way of goodwill. Goodwill is treated in the books in
different ways. Whenever there is a change in the partnership deed, there is a need to calculate
the new profit sharing ratio.

The old partners, on admission of a new partner, sometimes, adjust their capital accounts
in proportion to their new profit sharing ratio. -Sometimes, the partnier may be guaranteed a
minimum amount of profit by one.or more old partners. Often, a new partner may be admitted
during the accounting year. In such a case, profit for the pre-admission and posi-admission are
calculated separately. The pre-admission profit is distributed among the old partners and the
profit for the period of post-admission is distributed among all the partners in the new profit
sharing ratio.

14.12 CHECK YOUR PROGRESS : MODEL ANSWERS

Journal Entries

Rs, Rs.

1. (i) [Revaluation a/c Dr. : 900

To Machinery a/c 400

To Provision for bad and doubtful debts 500

(Being the reduction in the value
of Machinery and Debtors)

(ii) |Land and Buildings a/c Dr. 4,000
To Revaluation a/c 4,000
(Being the value of land '
and Buildings appreciated)

(iii} [Revaluation a/c Dr. - 3,100
To A’s capital afc 1,860
To B's capital a/c . 1,240
(Being the profit on revaluation distributed)

(iv) Bank a/c Dr. 5,000
To C’s capitad a/c : . 5,000
(Being the capital brought in by ‘C’)




Dr. ‘ Revaluation A/c

| Cr.

Rs.

To Machinery a/c 400 By Land and
- To Provision for Bad Buildings a/c

and Doubtful debts a/c 500
To A’s Capital a/c _ 1,860
To B’s Capital a/c 1,240

4,000

4,000

Rs.

4,000

|

2. (a) Difference between old ratio and new ratio.

® A:B:C=6:5:3
D’s share = }

o~y

~Remaining share : 1 - £ =

Now,
A’s share =

X

Rlw Ble Ble

It

B's share

i

ale sle gle

C’s share = - x

il
- 00 =1 @)~ o]~
X

N 1,
D’s share = 5 or %

Thus, new profit sharing ratio = 6.: 5: 3: 2
(c) Sacrificing Ratio : Old Ratio — New Ratio

Old Ratipof Aand B=3: 2
New Ratio of A,BandC=8:7:3

A's Sacrificing share =

It

B’s Sacrificing share =

S| Bl =

8
20
7
20

o i | e

~Sacrificing Ratio = 4 : 1

3. (i) P & L Appropriation alc.
To Anand’s-capital a/c
To Mukhesh’s capital a/c
(Being the distribution of
guaranteed profit)

(i) P & L Appropriation a/c
To Anand’s capital a/c
To Mukhesh’s capital a/c
To Mukund’s capital a/c
(Being the remaining profit
distributed among all the partners
in the ratio of 2:2:1 {i.e., new ratio)

Dr.

Dr.-

_ Rs.
10,000

30,000

5.4
5,0

12,(
12,0
6.4




14.13 MODEL EXAMINATION QUESTIONS

A. Answer the following in 30 lines each.

1. Explain the various methods of valuaing goodwill.

2. Explain the various methods of treatment of goodwill,
B. Answer the following in 15 lines each.

1. Why should assets and liabilities be revalued before the admission of a new partner?
2. How do you treat the goodwill under ‘Premium Method’?

3. How do you treat the goodwill under ‘Premium Method’?
4.

How capital accounts of the partners are adjusted when a new partner is admitted?
Problems

1 Anita, Binata, Mamata were sharing profits in the ratio of 4:3:2. They decided to admit
Sarita into partnership for 1/3 share in future profits. Calculate the new profit sharing ratio
and the ratio in which the old partners have sacrificed,

| . (Answer : New ratio — 8:6:4:9; sacrificing ratio — 4:3:2)

2. Vani and Rani were in partnership shaﬁng profits in 4:3 ratio. They admitted Subhashini
into the firm by offering her 3/7th share in future profits (which she takes 2/7th from Vani
and 1/7th from Rani). Ascertain the new profit sharing ratio and the sacrificing ratio,
(Answer : New ratio — 2:2:3; sacrificing ratio — 2:1)

3. Ashwani and Bharani were in partnership sharing profits and losses 3/5 and 2/5 respectively.
Their capital balances were Rs. 1,080,000 and Rs, 75,000 respectively. They agreed to admit
Kartik into Partnership for a third share in future profits. Kartik brought in Rs. 1,00,000. As

ﬁ he is unable to bring in anything more towards Goodwill, it is agreed to raise the Goodwill
account in the books which was valued at Rs. 75,000

Give journal entries, capital accounts of the partners. Calculate the ratio in which they
have to share future profits.
(Answer : Capitals : Aswani Rs. 1,45,000; Bharani Rs. 1,05,000, Kar_ti_k Rs. 1,00,000; Ratio:
6:4:5)
\

4. Radha and Ramani are partners in a firm. Their Balance Sheet was as under on 31st
December, 1985:

Liabilities Rs. Assets Rs.
-Radha’s capital 30,000 Cash at bank 10,000
Ramani’s capital ' 20,000 Sundry debtors 32,000
Reserve fund 8,000 Stock 25,000
Creditors 35,000 Furniture 11,000
Expenses payable 5,000 Machinery and Plant 20,000

' S
98,000
e
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They decided to admit Rajani into partnership with the following adjustments:

a) Provision for doubtful debts has to be created at Rs. 6,000.

b) Investments not appearing i

n the books amounted to Rs. 8,000.

¢) Furniture is to be depreciated to Rs. 8,000.

d) Rajani has to bring in Rs. 20,000

Give journal entries, nece:

towards capital and Rs. 20,000 towards goodwill
(which is withdrawn by old partners).

(Answer : Loss Rs. 1,000; Balance Sheet total Rs. 1,17,000)

5. Atmaram and Rajaram are partners sharing pro
admit Dharaniram who has to bring in Rs. 80,000 towards capital and Rs.

goodwill. Their new profit sharing ratio

was as under:

ssary ledger accounts and balance sheet after admission.

fits and losses in 3:2 ratio. They decided to

20,000 towards

shall be 2:2:1. Their balance sheet before admission

Liabilities Rs. Assets Rs.
Capital: Atmaram 80,000 Goodwill 25,000
Rajaram 80,000 Plant & Machinery 1,55,000
- General Reserve 40,000 Debtors 20,000
Sundry creditors 20,000 Cash at bank 20,000
2,20,000 2,20,000

They decided that Goodwill account should appear in the books at Rs. 60,000

Give journal entries and necessary led

admission of Dharaniram.

ger accounts and prepare the Balance Sheet after

{Answer : Balance Sheet Total Rs. 3,55,000) -

6. Amar and Akbar wer

Anthony on 1st January 85 for 1/6th share in fu
1,00,000 towards capital and Rs. 8,000 towards goo
profits equally after Anthony’s admission. Their balan

December 1984:

¢ in partnership sharing profite in 2:1 ratio. They decided to admit

ture profits. Anthony was to bring Rs.
dwill. Amar and Akbar agreed to share
ce sheet stood as under on 31st

Liabilities Rs. Assets Rs.
Capital: Amar 1,25,000: Cash 10,000
Akbar T 75,000 Stock 1,00,000
Creditors 80,000 Debtors 64,000
Bills payable 20,000 Machinery 50,000
Furniture 76,000
3,00,000 .3,00,000

The following adjustments were agreed, on admission:

a) Stock, Machinery and Furniture are to be take

70,000 respectively.

n at Rs. 1,10,000 Rs. 40,000, and Rs

b) Provision for doubtful debts to be created at Rs. 3,000. Amar has agreed to share the
entire loss on these adjustments.
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For the year ended 31st December, 1985 the firm earned a profit of Rs. 2,40,000 and their
drawings amounted fo Rs. 80,000, Rs. 80,000 and Rs. 20,000 respectively.

Journalise the adjustments on 1st January 1985. Give the capital accounts of the partners,
Assuming that the entire profit is in the form of cash prepare the balance sheet of the firm as
on 31st December, 1985.

{Answer : Capital : Amar Rs. 1,48,000, Akbar Rs. 91,000.
Anthony Rs. 1,20,000, Balance Sheet Total Rs, 4,59,000)

7. The balance sheet of Aruna and daughters stood as under as on 31st December, 1985:

Liabilities Rs. | Assets . " Rs
Capital: Aruna 21,700 Goodwill 11,900
Karuna 16,600 Buildings 19,500
Varuna 9,000 Furniture 2,400
Creditors 9,300 Stock 11,000
Debtors : 11,800
56,600 . |__ses00 _

They decided to admit Taruna into partnership on the following terms:

1. Taruna should bring 15,000 (towards capital and Rs. 5,000 towards goodwill).
2. Goodwill account should not appear in the books.

3. Stock and Debtors were to be taken at Rs. 1,140, Rs. 540 less respectively. Building
to be raised by Rs. 7,500.

4. The total capital of the firm shall be Rs, 40,000. Capitals are to be adjusted transferring
€xcess amount to current accounts and assuming that deficit is made good in cash.

Prepare necessary ledger accounts and the balance sheet of the newly constituted firm.
(Answer : Baiance Sheet Total Rs. 66,880.)

8. Siva and Vishnu are in partnership sharing pfoﬁts and losses in the proportion of 3/4 and
1/4 respectively. The balance sheet of the firm on 31st Deccmber 1989 was as follows:

Liabilities ' Rs. Assets Rs.
Sundry Creditors 33,200 Cash at bank 18,000
Capital: Siva 24,000 Bills receivable . 2,400

Vishnu 12,800 Book debts ' 12,800
Stock 16,000
_ ‘Furniture 800
Building 20,000
L___70,000

On 1st January 1990 Brahma was admitted into partnership on the following terms :

() Brahma pays Rs. 8,000 as capital for 1/5th share in the firm.

(ii) Stock and furniture be reduced by 10% and 5% provision for doubtful debts be created
on Book debts and bills receivable. :

n




uu) Value of Building be increased by 20%.

. (iv) A liability to the ei;tent of Rs. 800 be created in respect of a claim for damages against
the firm.

(v) An item of Rs. 400 included in sundry creditors need not be paid and hence can be
excluded. '
Prepare Revaluation Account, Partners’ Capital Accounts and the Initial Balance Sheet of
the firm. .
(Ans: Revaluation profit Rs. 1,280, Initial Balance Sheet Rs. 79,560)

9. The Balance Sheet of A and B who share profits and losses in the ratio of 3:2 as on
31-12-1986 was as follows:

Liabilities - Rs. Assets Rs.
Capitals: : Building 20,000
A 30,000 ' Machinery 16,000
B: 20,000 | - Furniture 6,000
— 50,000 Debtors 21,200
General Reserve 10,000 . L.RDD 1,200
Creditors 12,000 | _ 20,000
Bills payable 6,000 Stock 10,000
Profit and Loss -a/c : 2,000 Cash at bank 8,000
80,000 ' 80,000

On 1st January 1987 partners agreed to admit C for one third share of profits on the
following terms:

i) Building is to be revalued at Rs. 40,000
ii) Machinery is to be depreciated by 10%
iii) Reserve for doubtful debts is estimated at Rs. 1,600
iv) Goodwill of the firm is to be valued at Rs. 30,000.
v) “C’ brings sufficient cash for his share of goodwill.
vi) The capitals of old partners are adjusted to new ratio on the basis of the capital of ‘C’.
vii) A and B also become equal partners on his admission.

vili) ‘C’ brings cash Rs. 16,000, machinery worth Rs. 6,000, building worth Rs. 8,000; as
capital.

Prepare capital accounts and balance sheet and also pass the journal entries.

Note : Goodwill should be distributed in the sacriﬁcing'ratio ie., in 4:1 ratio.
(Ans: Revaluation profit Rs. 20,000; Balance Sheet Rs. 1,08,000)
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14.15 GLOSSARY

Accumulated Profit/Loss : Profit/Losses not distributed, but allowed to accumu-
, late, .

Adjustment of Assets and :  Adjusting the balances of assets and liabilities to their

Liabilities true vaiues,

Good wil) : Present value of anticipated excess earnings (OR)

extra saleable value attached to prosperous business,
beyond the intrinsic value of Net Assets.

Gaining Ratio :  Difference between new and old ratio.
| New Partner : Person to be admitted into the existing partnership.
) Old Partners : The, then existing partners in the firm before a new
partner is admitted.
Revaluation Account : ‘An account prepared to show the increase and de-

crease in the value of assets and liabilities on the
admission of a new partner.

Sacrificing Ratio : Ratio in which the partners have agreed to sacrifice
their share.
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UNIT - 15: RETIREMENT OR DEATH OF A PARTNER
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15.9 Summing Up. _
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15.11 Model Examination Questions '

15.12 Recommended Books

15.13 Glossary

15.0 AIMS AND OBJECTIVES

The aims of this unit are to acquaint you with the accounting process involved at the time
of retirement or death of a partner..

Having gone through this unit, you should be able to :

— adjust the assets and liabilities as per the agreement of partnership

— calculate the gaining ratio of partners remaining after the retirement/death of a partner.
— find out the amount due to retiring / deceased partner

— adjust the capitals of continuing partners.

15.1 INTRODUCTION

Sometimes, the partner of the firm may decide to retire for personal or business reasons.

According to the Partnership Act, a partner can retire as per the following three methods :

a) One can retire from the firm if all the other partners agree to the same.

b) If there is an express agreement among the partners, the partner can retire accordingly.

¢) If the partnership is at will, one can retire from the firm by giving a notice of his desire
to retire from the firm. '

When retirement of a partner is at his free will, a partner’s exit may become inevitable when
he dies while in partnership.

In both the above cases i.e. when a partner retires or dies, it is necessary to find out what
is the amount due to the retiring/deceased partner and how it is to be paid out. We have scen
in unit 14, that certain adjustiments, are necessary before a new partner is admitted. Similarly,
adjustments in regard to accumulated profits, goodwill, assets and liabilities may be necessary to
ascertain the amount due to retiring/deceased partner. We shall now see what adjustiments are

‘required. :
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15.2 REVALUATION OF ASSETS & LIABILITIES

The assets and liabilities are revalued either in the case of death or retirement, as is done
in the case of admission of a partner. However, the net loss or gain on account of revaluation
is distributed to all the partners including the retiring/deceased partner.

15.3 ACCUMULATED PROFITS & LOSSES

The undistributed profitsflosses belong to all the partners of the firm including the retir-
ing/deceased partner. Hence, to ascertain the amount due to them, it is necessary to distribute
such accumulated profits/losses to all the partners, The procedure to be followed is similar
to that of admission of a partner explained earlier. However, when the remaining partners
decide to continue the business without any charge in the profit sharing ratio between them the
accumulated profits/losses can be distributed only to the retiring/ deceased partner, instead of
all the partners. :

15.4 ADJUSTMENT OF GOODWILL

Goodwill is vatued in a similar manner as explained in unit 14 i.e. average profits method,
super profits method and capitalisation method.

The retiring/deceased partner is also entitled to share in the goodwill of the firm. If is to
be credited to him as follows :

a) When there is no goodwill account in the books and it is to be raised to its full value
the following journal entry is passed :

Goodwill a/c. . Dr. (for its full value)
To All the partners’ capital a/cs. (in their profits sharing ratio)

b) When there is goodwill account already in the books, but it is less than the full value :

When the good will account in the books is appearing at an amount less than its
full value, the difference is ascertained and the entry at (a) above is passed for such
difference amount. '

¢} When there is goodwill account already in the books and its valuz.is more than the full
value :

In such cases, the difference is ascertained and the following entry is passed for
the difference of amount.

All the Partners’ capital accounts Dr. (in their profit ratio)
To Goodwill a/c. (for difference amount )

d) When the goodwill account is to be raised and then written off -

In the circumstances (a) (b) & (c) explained above, goodwill account is brought
to its full value. However, the continuing partners may decide to write off the account
and not to show in the Balance Sheet. The following additional entry is necessary to
write off the account:

Continuing partners’ capital accounts. Dr. (in their revised ratio)
To Goodwill a/c.
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€) When the goodwill account is raised only to the share of retiring [deceased partner :

Some times goodwill account may be raised only to the extent of the share of the
retiring/deceased partner instead of its full value. The following entry is necessary:

Goorlwill a/c. Dr. (to the extent of retiring/
deceased partners share)
To The retiring/deceased partners’ capital a/c.

Later if it is decided to write off the goodwill account the following journal entry is necessary:

Continuing partners’ capital a/cs. Dr. (in gaining ratio)
To Goodwill account. ‘

The above treatment is valid when there is no change in the profit sharing ratio of old
partners.

15.5 CALCULATION OF GAINING RATIO OF THE REMAINING PARTNERS

Usually, when a partner dies/retires from the firm, the other partners continue to stay in the
business and share the profits and losses in the ratio in between them. In other words, they gain
(the retiring/deceased partner’s share of profit/loss) in their previous ratio. However, sometimes
the new ratio of the continuing partners may be given. In such cases it is necessary to calculate
the gain, by deducting the new proportion from the previous proportion. This gaining ratio is
necessary as the compensation to the retiring/ deceased partner is to be paid by the continuing
partners in the gaining ratio. This is the reverse of the sacrificing ratio we have learnt in the

case of Admission of a partner in Unit 14.

15.6 ASCERTAINING THE AMOUNT DUE TO THE RETIRING/DECEASED
PARTNER

The total amount payable to the retiring/deceased partner comprises the following:

i) Capital account balance
fi). Interest on capital and salary, if any, upto the date of retirement/death.
iii) Share of accumulated profits/losses.
iv) Share of profit/loss on revaluation.
v) Share of goodwill.
vi) Share of profit/loss for the current period, from the date of last preparation of final
accounts to the date of retirement/death.

This can be ascertained proportionately on the basis of previous year profits. However, it
is necessary to refer to the agreement, before selecting a particular basis.

From the aggregate of the above amount, the withdrawals made by the partner, the interest,
if any, due on the same should be deducted. The resulting figure is the amount due to the
retiring/deceased partner.
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Check your Progress - 1
(2) What is gaining ratio?

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

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

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

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

15.7 ADJUSTING THE CAPITALS OF THE CONTINUING PARTNERS

Sometimes, the continuing partners may decide to adjust their capital amount balances to
their new profit sharing ratio. The total capital of all the partners is taken as the firm’s capital
and the amount each individual partner is required to maintain is ascertained on the basis of
L _ the new profit sharing‘ ratio. If the amount so arrived at is less than the existing balance, the

difference amount is refunded to him or cerdited to his current account. Jf the amount ;o
arrived at is more than the existing balance the partner would be asked to bring the difference
amount or his capital account is credited by debiting his current account.

15.8 MODE OF PAYMENT TO RETIRING/DECEASED PARTNER

The amount due to the retiring partner or deceased partner is paid out in the following
ways : *

a) Lumpsum payment : The entire amount due, is paid to the retiring partner or the
executors of the deceased partner in lumpsum. The required funds can be borrowed
from Bank or can be found from a joint life policy (in the case of death of one of the
partners). However, it is difficult to pay heavy amount suddenly. Hence, this method
is not usually adopted.

b) Instalment method : The entire amount due is transferred to his Loan account
(Executors of Deceased Partner’s Loan account - in the case of deceased partner) and
the amount is paid out together with agreed interest in certain fixed instalments.

Before selecting a particular method, it is necessary to refer the Partnership Agreement,
whether there is any provision in this regard.

The following illustrations will make the above adjustments clear.

-

Ilfustration - 1

Ajit, Biswas and Chatterjee are partners in a firm sharing profits and losses equally. On
31st December, 1985, their Balance Sheet was as follows °
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Liabilities Rs. Assets Rs
Sundry Creditors 16,900 Cash at Bank 3,000
Investment Reserve 1,200 Debtors 12,000

Less: Prov. DD 800
Ajit’s capital : 30,000 11,200
Biswas’s capital 20,000 Stock 10,000
Chatterjee’s capital 20,000 Investment (Cost} 5,000
Property 20,000
Goodwill 38.900
88,100 88,100

* On January 31st, 1986 Chatterjee was allowed to retire. As per the Partnership Agreement
(i) Goodwill is to be valued as two years purchase of average profits of last 3 years and (ii)
profit to the date of retirement of partner has to be calculated on the basis of average profits
of previous three years..

Tt was agreed to by the partners that property is to be taken at Rs.30,000, Investments at
Rs.4,700 and there is no necessity for Provision for doubtful debts as all the debtors are good.

Profits for preceding three years are :
1985 : 12,000 1984 : 10,500 1983 : 9,000

Pass journal entries and show the retiring partner’s account and the Balance Sheet after
retirement of Chatterjee. :

Solution
Journal
Rs. Rs.

Ajit’s capital a/c. Pr. 5,967
Biswas’s capital a/c. Dr. - - 5967
Chatterjee’s capital a/c. Dr. 5,966

To Goodwill a/c. : 17,900
(Being the entry for bringing

down the goodwill to its value)

Profit & Loss a/c. Dr. 292

To Chatterjee’s capital a/c. 292
{Being Chatterjee’s profit for 1 month)
Property alc. Dr. 106,000
Provision for Doubtful debts a/c. Dr. ' 800
Investment Reserve ajc Dr. 900

To P & L Adj. alc. 1 11,700
{Being the entry for revaluing the items) '
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I

P & L Adjustment a/c. Dr. 11,700

To Ajit’s capital a/c. - 1 3,900
To Biswas’s capital a/c. ' 3,900
To Chatterjee’s capital a/c. 3,900

(Being the entry for transferring the
profit on revaluation)

Chatterjee’s capital a/c, Dr, 18,226

To Chatterjee’s loan a/c. ’ 18,226

(Being the entry for transferring the
amount due to his loan a/c.)

Dr. Chatterjee’s Capital A/c. Cr.
Rs. _ Rs.
To Goodwill a/c, 5,966 By Balance 20,000
To Chatterjee’s loan a/c, 18,226 By P & Ajustment a/c. 3.900
' By P & L a/c. . 292
24,192 | 24,192
Balance Sheet as on 31st January, 1986
Liabilities Rs, Assets Rs.
Ajit’s capital 27,933 Goodwill 21,000
Biswas’s capital 17,933 Property 30,000
- Chatterjee’s loan 18,226 Investments 5,000
Sundry Creditors 16,900 Less: Inv. Reserve 300
- 4,700
Sundry Creditors 16,900 Stock 10,000
Sundry Debtors 12,000
Cash at Bank 3,000
P&L Al 292
80,992 {80,992

Calculation: Average Profit = 12,000 + 10:"500 + 9,000 = 31’3500 = Rs. 10,500

Goodwill = 2 x 10,500 = Rs. 21,000

Profit for 1 month = Ei?f = Rs. 875

Share of profit of Chatterjee = 5::_5 = Rs, 292

Mustration - 2

P, Q and R were in partnership sharing profits and losses equally. On 1-1-86 P retired when
the firm's Balance Sheet was as under:




Liabilities Rs. Assets Rs.

Capital Accounts: Land & Buildings 8,400

P 16,000 Plant & Machinery 13,960

Q 13,600 Debtors 17,830

_ R 15,600 45,200 Investments 16,000

Reserve Fund © 12,000 Cash 14,860
Creditors 13,850

71,050 71,050

| ol

The partners agreed to revalue the assets on P's T

Land and Buildings
Plant and Machinery
Investments

Besides, goodwill was valued at Rs. 19,20
valued at Rs. 16,800 and the remaining in cas

additional capital.

Prepare Revaluation a/c, partners’ capital accounts and the revised

Rs. 11,600,
Rs. 13,128;
Rs. 16,800.

etirement as follows:

0. P’s amount was settled by giving investments
h. For this purpose, Q brought in Rs. 8,000 as

palance sheet assuming

that Goodwill Account is not raised in the books.
Solution
Revaluation Account
Rs. Rs.
To Plant Machinery 832 By Land and Buildings 3,200
To Profit on Revaluations By Investments 800
P 1,056
Q 1,056
R 1,056
— 3,168
4,000 4,000
Capital Accounts
P Q R P R R
Rs. Rs. Rs. _ Rs. Rs. Rs.
To P's Capital - 3,200 { 2,300 | By Balance b/d 16,000 | 13,600 } 15,600
To Investments 16,800 - - | By Revaluation
To Bank 10,656 - - Profit 1,056 1,056 1,056
To Balance c/d - |23456 {17,456 |By Qs capital 3,200 - -
By R’s capital 3,200 - -
By Reserve Fund }. 4,000 4,000 4,000
By Bank - 8,000 -
127,456 |26,656 20,656 27456 | 26,656

80




Cash Account

| Rs. Rs,
To Balance b/d 14,860 By P’s capital a/c 10,656
To Q's capital a/c By Balance ¢/d 12,204
22,860

Balance Sheet

Liabilities Rs. Assets Rs.
Creditors 13,850 Land and Buildings 11,600
Capitals; Plant & Machinery 13,128
Q 23,456 Debtors 17,830
R 17,456 Cash at Bank 12,204
54,762 54,762

Hiustration - 3

Lakshmayya, Obayya and Nandayya are in partnership sharing profits and losses in 2:2:1
ratio. They are entitled to interest on capitals at 5% p.a. and salary of Rs. 600, Rs. 500, and
Rs. 400 p.m. respectively. Their balance sheet on December 31st, 1984 was as follows:

Rs, Rs.

Lakshmayya’s capital 70,000 Sundry assets 80,000
Obayya’s capital 60,000 Sundry Debtors 50,000
Nandayya’s capital 30,000 Cash at Bank 30,000
Obayya’s current a/c. 7,000 Lakshmayya's current a/c. 20,0600
Nandayya’s current a/c, 3,000
Sundry creditors 10,600

~1,80,000 1,80,000

Lakshmayya died on 30th June 1985. According to Partnership Deed the deceased partner
is entitled to share of profit upto the date of death on the basis of average profits of preceding
two years and share of goodwill on the basis of one year’s purchase of average profits of preceding
three years, in addition to balance in the capital account interest on capital at 5% and salary.

The profits were as follows:
1984 - 60,000; 1983 - 50,000 1982 - 40,000.

The other partners decided to continue the business and pay off the executors of Lakshmayya,
by raising a Bank loan of Rs. 80,000.

Give journal entries Lakshmayya’s capital account and the Balance Sheet of Continuing
Partners. '
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Solution

Journal
Rs. Rs.
Profit & Loss a/c. Dr. 11,000
Interest on capital a/c. Dr. 1,750
Partner’s salary a/c. Dr. 3,600
To Lakshrayya’s capital a/c. 16,350
(Being the estimated profit upto date of '
death, Interest on capital & salary entitled)
Goodwill a/c. Dr. 50,000
To Lakshmayya’s capital a/c. 20,000
To Obayya's capital a/c. 20,000
To Nandayya's capital a/c. : 10,000
(Being Goodwill afc. raised)
Lakshmayya’s capital a/c. Dr. 20,000
To Lakshmayya's current a/c. - 20,000
{Being his current ajc. balance transferred) )
Lakshmayya's capital a/c. ' Dr. 86,350 _
To Executors of Lakshmayya’s loan alc. 86,350
(Being the amount due, transferred to
Executors’ Loan a/c.)
Barnk a/c. Dr. 80,000
To Bank Loan a/c. 80,000
(Being Bank loan raised)
Executors of Lakshmayya's Loan a/c. Dr. 86,350 :
To Bank a/c. 86,350
(Being the amount paid)
Ledger _
Dr. , Lakshmayya’s Capital A/c. Cr.
Rs. T . Rs.
To Lakshmayya's current a/c. 20,000 By Balance ‘ 70,000
To Executors of By Interest on capital afc. . 1,750
Lakshmayya’s Loan a/c. 86,350 By Partner’s salary a/c. 3,600
By P & L a/c. 11,000
By Goodwill a/c. 20,000
1,06,350 1,06,350
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Dr. . Cash Account . Cr.

Rs. _ Rs,
To Balance b/d 30,000 By Executors of
To Bank Loan ac. 80.000 - Laxmaiah a/c, 86,350
' , | By Balance c/d 23,650
1,10,000 - 1,10,000
Dr. Executors of Lakshmayya’s Loan a/c. Cr.
RS- . ' RS.
To Bank 86,350 By Lakshmayya’s capital a/c. d 86,350
ulations - . Lrofit upto date of death — 60,000 + 50,000
Caleulations : Average profit of Tast 2 years — 2
= Rs. 55,000
Lakshmayya’s share = 55,000 x 1—62- X 5% = Rs. 11,000
Goodwill of the firm : '
Average profit of last 3 years = 60,000 + 50’3000 + 40,000
i . = M_O. = 50, 000

3
One year’s purchase = 1 x 50,000 = Rs. 50,000,

Balance Sheet as on July 1, 1985

Liabilities Rs. - + Assets . Rs,
Obayya’s capital ‘ 80,000 Goodwill ' 50,000
Nandayya’s capital _ 40,000 Sundry assets ' 80,000
Bank Loan 80,000 Sundry Debtors ' 50,000
Obayya’s current a/c. 7,000 P&L ak. 11,000 -
Nandayya’s current a/c, 3,000 Int. on capital 1,750
Sundry creditors - 10,000 Partners salary 3,600

- 16,350
Cash 23,650
2,20,000 1 2,20,000

lllustration - 4

Basu, Sen and Gupta are partners sharing profits and [osses equally. On 1st January 1983,
Basu retires from the firm, on which date their balance sheet stood as under:

Liabilities Rs. . Assets ’ Rs.
Basu capital 20,000 Property - 40,000
Sen capital 20,000 Sundry debtors 20,000
Gupta capital 20,000 Bills Receivable 10,000
Reserve 15,000 Cash at Bank 3,000

75,000 ‘ 75.000
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Goodwill of the firm is valued at Rs. 15,000. Sen and Gupta decided to continue the
business. It was agreed to between the continuing partners and Basu that the amount due to
Basu should be paid in three equal yearly instalments of Rs. 11,016 each including 5% interest
on the balances. Show Basu’s account: - )

, Solution
Dr. ~Basu’s Capital Alc. : Cr.
Rs. - _ ' Rs.
To Basu's loan a/c. 30,000 By Balance 1. 20,000
' By Goodwiil - 15,000
Reserve 5,000
30,000 30,000
Dr. ' Basu’s Loan account ' Cr.
Rs. ' Rs.
1983 1983
" Dec31|To Bank ' © 11,016 Jan. 1 [By Basu's capital ,
n 31 |To Balance ¢/d. _ 20,484 account " 30,000
: Dec.31 |By Interest at
rate of 5% 1,500
31,500 31,500
1984 : 1984
Dec.31{To Bank 11,016 Jan. 1 |By Balance b/d. - 20,484
» 31 |To Balance ¢/d. - 10,492 Dec.31|By Interest at the '
) : rate of 5% 1,024
A
21,508 ‘ 21,508
1985 . - j 1985
Dec.31|To Bank 11,016 Jan. 1 |By Balance b/d. 10,492
- I Dec.31|By Interest at the
rate of 5% - 524
11,016 ' 11,016

Note : Interest is rounded off to the nearest rupee.
Illustration - §

Chand, Balu and Suraj are in partnership sharing profits and losses in 4:3:2 ratio. Their
balance sheet on 31st December 1984 was as under: '




Creditors
Mortgage loan
Chand’s capital
Balu’s capital
Suraj’s capital

Rs.
40,000
50,000

2,006,000
1,50,000
1,00,000

3,40,000

Cash in hand

Cash at Bank.
Sundry debtors
Stock

Plant & Machinery

Rs.

20,000
10,000
1,30,000
1,80,000
2,00,000

3,40,000

Chand decided to retire the firm on 31st March 1985. As per the partnership agreement;
when a partner retires, he is entitled to goodwill calculated at 2 years’ purchase of average
- profits of previous 5 years; and profit upto the date of retirement on the basis of previous year’s
profits. Profits for the previous year amounted to Rs. 1,44,000. Profits for the previous S years
amounted to Rs. 4,50,000.

Show Chand’s capital account and the balance sheet of continuing partners, assuming that
the continuing partners decided to write off the Goodwill account, -

Solution
Dr. Chand’s Capital A/c. Cr.
. Rs. Rs.
To Chand Loan a/c. 2,96,000 By Balance b/f . 2,00,000
o : By Goodwill 30,000
By.Profit & Loss a/c. 16,000
2,96,000 : 2,96,000-
Calculation: |
" Goodwill: Total profits for previous § years = 4,50,000
Average profit per annum = 90,000
Two years purchase = 2 x 90,000 = 1,80,000.
Chand’s share = 1,80,000 x 4/9 = Rs. 80,000.
Profit: Previous year’s profit = 1,44,000.
Profit for 3 months = 1,44,000 x 3/12 :
Chand’s share = 1,44,000 x 3/12 x 4/9 = Rs. 16,000.
Balance Sheet as on April 1, 1985
Liabilities Rs. Assets Rs.
Creditors 40,000 Cash on hand 20,000
Mortgage loan 50,000 Cash at bank 10,000
" Chand loan a/c. 2,96,000 Sundry debtors 1,30,000
Balu’s capital 1,02,000 - Stock 1,80,000
Suraj’s capitaf 68,000 Plant & Machinery . 2,00,000
P& alk. 16,000
5,56,000 3,560,000
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Check Your Progress - 2

(a)’ What is the journal entry to be passed for transferring the amount due to retiring partner?

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

.--..n---...-.---.--..---....-.o-..oo---.oq-.-..----. ..............................

(b) What is the journal entry to be passed for transferring the amount due to the deceased
partner? o

e eeeeeeeiaeeeeeseer e AT

---------------------------------------------------------------------------------------------

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

15.9 SUMMING UP

When a partner retires or dies, adjustments (as are made on admission of a partner) in regard
to accumulated profits, goodwill, assgts and liabilities and profit upto the date of retirement/death,
may be required to be made to ascertain the amount due to retiring or deceased partner. He is
paid ‘out the amount in lumpsum or the amount is transferred to a Loan Account and paid out
together with agreed interest in certain instalments.

15.10 CHECK YOUR PROGRESS : MODEL ANSWERS

’ 1. (a) Difference between New Ratio and Old Ratio, or excess of New Ratio over Old Ratio.
(b) (i) Balance of Capital account. ' '
(ii) Interest on capital, salary if any, upto the date of retirement/ death.
(iti) Share of accumulated Profits / losses. ' '
(iv) Share of revaluation profit and goodwill.
(v) Share of profit from the date of last final accounts to the date of retirement
{ death.

The sum of all the above would be the amount payabie to the retiring / deceased partner.

2 (a) Retiring partner’s capital a/c. : Dr.
To Retiring partner’s loan a/c.
(Being the amount due to the retiring partner
transferred to his loan account).

(b) Deceased partner’s capital a/c. Dr.
To Deceased partner’s Executors’s a/c.
(Being the amount due to the deceased partner
transferred to his executors’ account).
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15.11 MODEL EXAMINATION QUESTIONS

A. Answer the following in 30 lines.
1. How is the account of a retiring'partner/dcceased partner settled?

\
B. Answer the following in 15 lines,

1. What are the usual adjustments that are required in the case of retirement or death of
a partner.

H 2. How is'the account of retiring/deceased partner settled?

How are the profits upto the date of retirement/death ascertained?

Problems

1. The balance sheet of Alkesh, Dinesh, Mody sharing profits and losses in 4:3:2 ratio was as
under, as on 31st December, 1985: ‘ '

Liabilities . Rs. " Assets ' 1 Rs
Sundry creditors 8280 |l Cash _ - 6,600
Capitals: Debtors 5,880

Alkesh 24,000 Stock - 9,600

Dinesh - | 18,000 Machinery _ : 10,200

Mody 12,000 Building 30,000

62,280 o ' | 62,280

Dinesh desired to retire from the firm and the partners agreed to the following :

| " a) Building to be taken at Rs, 33,000.
b) A debtors account for Rs. 210 is not included in the above._
¢) Stock to be raised by Rs, 1,920, :

d) Dinesh has to pay to Alkesh and Mody Rs. 840 and Rs. 780 respectively. Adjustment
is to be made in accounts, '

€) Dinesh’s share of goodwill out of the firm’s goodwill of Rs. 10,818, is to be debited to
Alkesh & Mody (who are going to share profits in future in 2:1 ratio) and credited to
Dinesh.

f) The entire capital of the firm after Dinesh’s retirement is to be readjusted in the future
profit sharing ratio of continuing partners, by bringing in or withdrawing necessary cash,

Pass journal entries and prepare the balance sheet of the continuing partners.
(Answer : Profit Rs. 5,310. Balance Sheet Total Rs. 67,410)
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2. Ajay, Biswas and Kamalesh were in partnership sh
balance sheet stood as unde

'1/6 respectively. Their

aring profits and losses as to 1/2, 1/3 and
r as on 31st December, 1985:

Liabilities

Rs. Assets Rs.
Creditors 20000 || Goodwil 1,00,000
Bilis payable 10,000 Fixed Assets 1,00,000:
Capitals: Current assets 1,30,000

Ajay | 1,40,000 ‘
Biswas 1,00,000
Kamalesh " 60,000
330,000 1330000

‘On 1st January 1986 Kamalesh retired and his interest in the firm was fived at Rs. 80,000.
Aijay and Biswas brought the amount in their profit sharing propbrtion and paid to Kamalesh.
Ramesh was admitted into partnership on the same date for a 1/6th share of future profits.
Ramesh agreed for Goodwill of Rs. 60,000 being credited to Ajay and Biswas. Ramesh agreed
to bring in 20% of the combined capitals of Ajay and Biswas (after all adjustments).

Prepare partner’s capital accounts and give the balance sheet of the firm after admission of
Ramesh. '

(Answer : Balance Sheet Total Rs. 3,42,000)

3. Amir, Basheer, and Khan were partners sharing profits and Tosses in 3:2:1 ratio. Basheer
died on 31st August 1985. As per the partnership deed the executors of the deceased
pariner, are entitled to: ‘

1. Capital baignce as on the date of death,
2 Interest on capital upto the date of death, at 6% pa.

Share of profit upto the date of death during that year, based upon the profits of the
previous year; R

4, Goodwill, taking the firm’s goodwill at 2 years purchase of average profits of previous
three years. ‘ :

The firm’s accounts were last drawn upto 30th June 1985, and on that date Basheer’s capital
- stood at Rs. 6,000. The profits for the preceding 3 years ended on 30th June 83, 84, 85 were Rs.
7,800, 9,000, and Rs. 9,600 respectively. The remaining partners who continued the business,
borrowed the sum required from the Bank and paid off the executors.

Pass necessary journal entries and show Basheer’s account.

(Answer : Rs. 12,460)
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4. Ajay, Bose and Chartterjee were in partnership and Chatterjee died on 31st March 1985.
The Balance Sheet of the firm stood as under as on 315t December, 1984:

Liabilities : Rs. . Assets - Rs,

- Sundry creditors 31,200 || Cash at Bank ' 8,000
Reserve - ~ 12,000 W Sundry debtors 36,000
Investments Reserve . 4,200 Stock 56,000
Provision for , Investments 16,000

doubtful debts T 3,600 Freehold property 60,000
Capital : ' Goodwili 27,000
Ajay 60,000 ‘ :
 Bose 50,000
ﬁ Chatterjee 42,000
203000 |- 2,03,000

As per the agreement, deceased partner was entitled for goodwill, calculating firm’s goodwill
at one year’s purchase of average profits of preceding years; and profit upto the date of death
based upon preceding five year’s profits. The assets and liabilities were also to be got revalued
as on the date of death.

The profits from 1980 to 1984 amounted to Rs 23,000, 25,000, 16,000, 20,000 and 24,000
respectively. Valuation as on 31st March 85 was as follows :

a) Freehold property Rs. 1,14,000
b) Sundry Debtors all good

¢) Stock Rs. 50,000

d) Investments Rs. 15,000

H €) Liability for workmen’s compensation Rs. 6,000

Show Chatterjeé’s account and Balance Sheet of the continuing partners.. _
(Answer : amount due to Chartterjee’s executors Rs. 62,467, Balance Sheet total Rs. 2,46,600) '
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15.13 GLOSSARY
Deceased Partner : . The partner in the firm who died.
Retiring Partner :  Partner who decides to retire from the business.
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16.0 AIMS AND OBJECTIVES

The aim of this unit is to explain you the circumustances in which the firm gets closed and
the accounting procedure to be followed.

After going through this unit, you should be able to :

— explain the various ways in which the firm can be closed
— explain how firm debts and private debts are settled on dissolution

— work out the problems on dissolution.

16.1 INTRODUCTION

We have seen in the previous unit how accounts are settled when a partner decides to
retire from the firm or dies. In such cases it was taken that the remaining partners decided to
carry on the business. In other words the firm’s existénce continued. But where the remaining
partners decide not to continue the business, the firm's existence comes to an end, and a
different accounting treatment is required to close the firm’s books. Such a closure is known as
DISSOLUTION of the firm.

7

16.2 MODES OF DISSOLUTION

Section 39 to 55 of the Partnership Act, 1932 contains the proviéiqns of dissolution of the
partnership firm. "According to the Act, a firm may get dissolved in any one of the following
ways : :

a) Dissolution by agreement (Section 40) : A partnership comes into existence by way of
an agreement between two or more Persons. Similarly, it comes to an end when ail the
partners agree that it should be closed.

b) Compulsory dissolution (Section 41) : when all the partners become insolvent, the
firm gets dissolved. The firm also gets dissolved when all but one become insolvent,
as only one person cannot carry on the business {this is known as sole trader form of
business). Sometimes, the business carried on by a firm, may be declared - illegal and
hence the firm may have to compulsorily get dissolved. : '
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¢) On the happening of a certain event (Section 42) : The firm may also get dissolved in
the following cases, unless there is an agreement to the contrary ;

1) after the expiry of the duration of the firm, if any;

ii) after the completion of the adventure for which the firm was specifically
formed;

iii) on the death of one of the partners.

d) By serving a notice (Section 43) : In the case of a partnership at will, the firm gets
dissolved when a partner serves notice on the other partners of his intention to dissolve
the firm;

€} By order of the court (Section 44) : The court on an application may order dissolution
of the firm in the following circumstances;

I) When one of the partners has become of unsound mind ;
ii) When a partner has become incapable of performing his duties as a partner;

iif) When a partner is found to be guilty of misconduct which affects the business
of the firm; :

iv)  When apartner wilfully and persistently commits breach of agreement (between
the partners) in the conduct of the business;

v} When a-partner has transferred his interest in the firm;
vi) When the business cannot be carried on except at loss;

vii) When the court is satisfied on the basis of the grounds which make it just and
equitable to dissolve the firm.

Sometimes the partners may resolve to convert the firm into a company or sell to a joint
. stock company. In such cases also, the firm would get dissolved.

16.3 SETTLEMENT OF ACCOUNTS

Where there is no specific agreement between the partners as to how the accounts on

dissolution are to be setiled, provisions of Section 48 to 50, which are as follows, shall have to
be follwed: -

Losses :  Losses, including deficiencies of capital shall be paid first out of profits, next
out of capital and finally, if necessary, by the partners contributing in the ratio
in which they share profits and losses.

Assets :  The assets of the firm, including any sums contributed by the partners to make
up deficiencies of capital, shall be applied in the following manner and order

i) paying the debts of the firm to a third party.

ii} paying each partner proportionately, the amount due to him from the firm
towards advances, other than the capital;

' ) ‘ 91
\



iii) paying'each partnef proportionately, the amount due t0 him from the firm
towards capital;

iv) dividing the remaining amount, among the partners, in their profit sharing
ratio.

16.4 FIRM’S DEBTS Vs. PRIVATE DEBTS

When the firm is dissoived there may be firm's debts, as well as individual partner’s debts
(in their individual capacities). When both the debts exist, the debts should be settied in the
following manner :

a) Firm’s debts should be paid first, out of the property of the firm and the remaining
amount should be distributed among the partners in the manner explained under the -
para, ‘Settlement of Accounts’.

b) Private debts for the partners would be paid first out of the private estates ‘of the
partners. If any surplus is left in private estate, after paying the debts, the amount will
be utilised in paying off firm’s liabilities (when the amount realised on the properties

of the firm is not sufficient)

16.5 ACCOUNTING PROCEDURE ON DISSOLUTION

‘When a firm is dissolved, all its accounts should get closed. On the date of dissolution there -
will be certain assets and liabilities. The assets have to be disposed off and the liabilities paid
out. The following accounts are usually opened : ‘

Realisation Account @ When individual assets are disposed off and liabilities paid ouf, some
balances (representing loss or profit) may be left in such individual accounts. Unless all are
added, the net loss or net gain on account of dissolution (which has to be transferred to partners)
cannot be known. Hence all assets and outside liabilities are transferred to an account, known
as ‘Realisation Account’, the proceeds of the assets credited to it and the liabilities are paid from
that account. This account, ultimately, reveals the loss or gain on account of dissotution.

Capital accounts < After paying the outside liabilities and partners’ advances, if any, partners
age to be paid. Sometimes the partners may have to bring in some amount. Hence, to know
their position, the capital accounts of all the partners are opened.

Cash/Bank Account @ Since cash is to be received and paid, this account is not, normally,
transferred . to Reatisation Account. All entries of receipt and payment of money are recorded
in this account. ’

The following are the entries that are usually nassed on dissolution of the firm.

1. For transferring the asset accounts {except cash) to Realisation a/c.:
Realisation account Dr.
To Asset accounts (individually) (at book values)
9. For transferring the outside liabilities and provisions against assets to Realisation a/c. :

Liabilities a/c. (individually) pr.
Provision or Fund a/c. Dr. (at book values)
To Realisation account.
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10.

11

12.

The Capital ‘accounts, Partners’ loan a/c. and cash/bank a/c. (if both cash and bank are
given one is closed by transfer to another and only the other one is operated till the end) are
opened at this stage. (They already exist in the books but in the examination such accounts
are opened with opening balances as on the date of dissolution).

For transferring accumulated profits:

Reserve account _ Dr.
P & L a/c. (for credit balance) Dr.
To Partners’ capital a/cs. (in their profit sharing ratio)

For transferring the accumulated losses:

Partners’ capital accounts Dr. (in their profit sharing ratio)
To Profit & Loss a/c.
(for debit balance)

When cash is realised on assets :

Bank account Dr. (for actual amount realised)
To Realisation a/c.

When the assets are taken over by partners :

Partners’ capital accounts Dr. (at the values agreed upon)
To Realisation a/c.

‘When outside labilities are paid off :

Realisation account Dr. (for actual amount paid)
To Bank a/c,

When liabilities are taken over by partners:

Realisation alc. Dr. (for agreed amount)
To Partners’ capital a/cs.

When some expenses are incurred by the firm for dissolution:
Realisation account Dr.
To Bank a/c.

When dissolution expenses are met by the partners:
Dissolution account Dr.
To Partners’ capital a/c.

The Realisation account may now show some balance representing loss or gain on dissolution,
This is transferred to partners’ capital accounts in their profit sharing ratio. Where there is
gain (i.. credit side is more)

Realisation a/c. ' Dr.

- To Partners’s capital a/cs.

Where there is loss (i.e. debit side is more)

* Partners’ capital a/~s, Dr.
To Realisaticn a/c.
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13. For paying partners’ advances:

Partners’ Loan a/c. : Dr.
To Bank afc.

14. The above entries are given assuming that the capital accounts arc maintained under
Fluctuating capital method. If Fixed Capital Method is foltowed, all entries made hither
to (to the Partner’s capital accounts) are made to partners’ current accounts instead of
capital accounts. The balances on current accounts are now transferred to respective capital
accounts.

Entry when current a/¢ Credit side is more:  Entry when current a/c debit side is more

Partners’ current a/c. Dr. Partner’s capital a/c. Dr.
Partners’ capital a/c To Partners’ current a/c.

15. At this stage, only the partners are to be paid. Sometimes a partner’s capital account may
show debit balance, representing the amount due from him to the firm. Such partners bring
in the necessary amount and the remaining partners (whose accounts show credit balance)
are paid the amount due to them. _

Entry for receipt of cash when a partner’s capital afc shows debit balance:
Bank a/c. Dr.
To Respective Partner’s capital a/c.

Entry for payment of cash when a partner’s capital a/c shows credit balance:
Respective partner’s capital a/c.. Dr.
To Bank a/c.

AT THIS STAGE ALL ACCOUNTS WOULD GET CLOSED

Sometimes it may be given in the problem that some amount is realised on an asset,
for example Goodwill, though such an item does not appear in the Balance Sheet just before
dissolution. Similarly, it may also be given that some amount is paid towards a liability, though
such an item does not appear in the Balance Sheet (before dissolution). In such cases, we can
assume that such assets & liabilities did exist in the balance sheet (before dissolution) at zero
values and got transeferred to Realisation A/c. The accounting treatment suggested above will,
therefore, hold good and no further adjustmént is reguired.

No specific treatment is required for Goodwill, as is done in the case of admission, retirement
or death of a partner. It is treated just like any other asset and transferred to Realisation Account
(if it exists) along with other assets. ‘

The procedure is explained in the following illustrations:
Ilustration - 1

Sham and Sunder are in partnership sharing profits and losses in 3:2 ratio. The following
was their balance sheet as on 11st December, 1985:




Liabitities Rs. Assets Rs.
. Creditors 10,560 Cash at Bank 7,260
Reserve for ' Investments 41,600
contingencies 10,000 Debtors 39,200
Bank overdrafit 20,000 Stock 17,500
Sham’s capital 1,20,000 Furniture 5,000
Sunder’s capital 40,000 Building 90,000
2,00,560 ‘ 2,00,560

They decided to dissolve the partnership on the above date. The assets except cash and
invcstme_nts are sold on January 15, 1986 for Rs. 1,38,000. The investments, were taken over by
Sunder at Rs." 44,000, who agreed to discharge the Bank overdraft. The expenses of dissolution
amounted to Rs. 2,200. The creditors were paid Rs. 10,060 in full settlement.

Give journal entries and Ledger accounts relating to the dissolution which was completed
on 20th January, 1986,

Solution
Journal
) Rs. Rs.
1985
Dec. 31 |Realisation a/c. ’ Dr. 1,93,300
To Building a/c. 90,000
To Furniture afc. 5,000
To Stock af. 17,500
To Debtors a/c. 39,200
To Investments a/c. : 41,600
\(Being the entry for transfer
of assets to Realisation a/c.)
" 31 Creditors account Dr. 10,500
Bank overdraft a/c. Dr. 20,000
To Realisation afc. 30,560
(Being the entry for transfer
of liabilities to Realisation alc.)
1986 o
Jan. 15 |Bank account Dr. 1,38,000
. To Realisation a/c, 1,38,000
(Being the entry for cash
realised on assets)
"20 Sunder’s capital a/c. Pr. 44,000
To Realisation a/c, 44,000
(Being the investments taken
over by Sunder)
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Realisation account Dr. | 20,000

To Sunder’s capital a/c. 20,000

(Being the Bank overdraft -
taken over by Sunder)

20 Realisation account Dr. 2,200

To Bank a/c. 2,200
(Being the realisation expenses
incurred)

20 Realisation account Dr. 10,060

To Bank a/c. 10,060
{Being the Creditors Paid in full
settiement).

Jan, 20 |Reserve for contingencies a/c. Dr 10,000

To Sham’s capital a/c. 6,000

To Sunder’s capital a/c. 4,000

(Being the reserve distributed
between the partners)

20 Sham’s capital a/c. Dr. 7,800
Sunder’s capital a/c. Dr. 5200
To Realisation a/c. 13,000

(Being the loss on
dissolution transferred)

20 Sham'’s capital account Dr. 1,18,200
Sunder’s capital a/c. Dr. 14,800
To Bank a/c. ) 1,33,000

(Being the amount due to
partners paid)

LEDGER
_ Realisation A/c. : _ Cr.
1985 Rs. 1985 Rs.
Dec31To Sundry Assets 1,93,300 Dec.31| By Sundry Liabilities 30,560
1986 1986 |.
Jan.20 | To Bank a/c. (exp.} 2,200 Jan.15| By Bank (sale of
assets) . 1,38,000
» 20 |Bank a/c. (Crs.) - 10,060 » 90{ By Sunder’s capital .
W ave. (Investments) 44,000
» 20 |" Sunder capital " Sham'’s capital
afc. (Bank OD) 20,000 a/c. (3/5 loss) 7,800
“ 20| By Sunder’s capital '
afc. (2/3 loss) 5,200
2,25,560 _ 2,25,560
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Dr. Bank A/c. Cr.

1985 Rs. | 1986 Rs.
Dec. 31To Balance b/f 7.260 Jan. 20|By Realisation
, afc. (Exp.) 2,200
1986 " 20 (By Realisation _
Jan.15 [To Realisation A/c. 1,38,000 a/c. (Crs.) 10,060
" 20 [By Sham’s capital a/c. 1,18,200
" 20 {By Sunder’s capital a/c. 14,800
1,45,260 | 1,45,260
Dr, Sham’s Capital A/c. Cr.
i986 Rs, 1985 Rs.
Jan.20 [To Realisation a/c. (loss) 7,800 Dec.31|By Balance b/, 1,20,000
1986
" 20 {To Bank afc. 1,18,200 Jan.2( | By Reserve for
- contingencies 6,000
1,26,000 - | 126,000 /
Dr. ' Sunder’s Capital A/e. Cr.
1986 ' Rs. 1985 Rs.
~ Jan.20 [To Realisation Dec.31|By Balance b/f. 40,000
a/c. (Investments) 44,000 1986
" 20 [To Realisation Jan.20 |By Reserve for
afc. (Loss) 5,200 contingencies a/c. 4,000
" [To Bank a/c. 14,800 " |By Bank OD ac. 20,000
64,000 64,000,

Check Your Progress - 1
(a) Why Realisation Account is prepared?

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

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

.............................................................................................
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(c) What is the entry when liabilities are taken over by partner?

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

--------------------------------------------------------------------------------------------

INustration - 2

The following is the Balance Sheet of Arjun and Bhim as on 31st December, 1985, on which
date they decided to dissolve the firm.

Liabilities ' Rs. Assets Rs.

Sundry creditors 60,000 Cash at Bank © 17,000

Bills payable 16,000 Stock ‘ 10,000

Mrs. Arjun’s loan 10,000 Investments 20,000
Mrs. Bhim's loan 20,000 Debors 40,000
Reserve fund 20,000 Less: RBD. 4,000

—1 36,000

Investment fluctuation fund 2,000 Building 70,000

Arjun’s capital 30,000 Goodwill 8,000

Bhim’s capital : 10,000 P &L Alc. 7,000

1.68.000 _ 1,68,000

a) Bhim took, half of the investments 10% less and the remaining realised Rs. 9,000.
b) Arjun promised to pay Mrs. Arjun’s loan and took the stock for Rs. 8,000.

¢) Debtors, Building and goodwill realised Rs. 1,80,000.

d) Creditors and Rills payable were settled in full at Rs. 75,620.

e) The old typewriter lying in the office was taken over by Bhim at Rs. 600.

f) Realisation expenses amounted to Rs. 2,000.

Give journal entries and ledger accounts necessary 1o record the dissolution.

Solution
Journal
Rs. Rs.

Realisation a/c. Dr. 1,48,000

To Stock a/c. : ' 10,500

To Investments a/c. : 20,000

_To Debtors afc. 40,000
. To Building a/c. 90,000

To Goodwill a/c. 8,000
(Being the assets transferred to
Realisation a/c.) ‘
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Sundry Creditors a/c.

Bills payable a/c.

RB.D. a/c.

Investment Fluctuation Fund alc.
To Realisation a/c.

(Being the entry for transfer

| of the liabilities),

Dr.
Dr.
Dr.

Mrs. Arjun Loan a/c.
To Arjun’s capital a/c.
- | (Being Mrs. Arjun’s loan transferred)

Arjun’s capital a/c.
To Realisation a/c.
(Being stock taken over)

Bhim’s capital a/c.’
To Realisation a/c.
(Being half of the investments at the rate
of 9,000/~ and typewriter at
Rs. 600 taken over)

Dr,

Bank account

To Realisation a/c.
(Being the investment Rs. 9,000 and
other assets Rs. 1,80,000 reatised)

Realisation account
To Bank a/c.
(Being creditors and B/P paid in full)

Dr.

Realisation account
To Bank a/c.
(Being the dissolution expenses paid)

Dr.

Realisation account

To Arjun’s capital a/c.

To Bhim’s capital ac,
(Being the profit on dissolution
transferred)

Reserve fund a/c.
To Arjun’s capital a/c.
To Bhim’s capital a/c.
(Being the general reserve distributed)

Arjun’s capital a/c.
Bhim’s capital a/c.
ToP & L ajc.
(Being the P & L a/c. debit
Balance distributed)

Dr.
Dr.

60,000

16,000

4,000
2,600

10,000

8,000

9,600

1,89,000

75,620

2,000

62,980

20,000

3,500
3,500

82,000

10,000

8,000

9,600

1,89,000

75,620

2,000

31,490
31,490

10,000
10,000




Mrs. Bhim's laon a/c. Dr. 10,000
To Bank a/c. 10,000
(Being Mrs. Bhim'’s loan paid)
Arjun’s capital account Dr. 69.990
Bhim’s capital a/c. Dr. 38,390
To Bank a/c. 1,08,380
(Being the amount due paid)
LEDGER
Dr. Realisation Alc. Cr.
1985 Rs. 1985 Rs.
Dec.31 |To Sundry Assets 1,48,000 Dec.31 [Sundry
' Liabilities 82,000
" To Bank (liabilities) 75,620 N By Arjun’s capital
" To Bank (Exp.) 2,000 - afc. (stock) 8,000
" To Arjun’s capital a/c. 31,490 " By Bank (Sale of
" To Bhim’s capital a/c. 31,490 assets) 1,89,000
" By Bhim’s capital a/c.
(investment) 9,600
2,288,600 2,88,600
Dr. Bank Alc. Cr
1985 Rs. 1985 Rs.
Dec.31 |{To Balance b/f © 17,600 Dec.31 | By Realisation
To Realisation a/c. (Liabilities) 75,620
a/c. (sale of assets) 1.89,000 By Realisation a/c. (exp.) 2,000
By Mrs. Bhim’s loan 20,000
By Arjun’s capital afc. 69,990
By Bhim’s capital a/c. 38,390
2,06,000 2,06,000
Dr. Arjun’s .Capital Alc. Cr.
1985 Rs. 1985 Rs.
Dec31 [To P & L. Alc. 3,500 Dec.31 | By Balance b/f. 30,000
To Realisation a/c. 8,000 By Reserve fund a/c. 10,000
(stock) By Mrs. Arjun Loan a/c.| 10,000
To Bank a/c. 69,990 By Realisation a/c.
l {Profit) 31,490
| 81,490 81,490
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Dr. Bhim’s Capital A/c. Cr.

1985 Rs, 1985 . Rs.
Dec31 [ToP & L ase. 3,500 " Dec.31 | By Balance b/f, 10,000
To Realisation a/c. By Reserve fund a/c. 10,000
(Invest. & TW) 9,600 By Realisation a/c.
To Bank a/c. 38,390 (Profit) 31,490
—_
51,490 | 51,490

Mlustration - 3

Amar, Bharat and Chand are partners in a firm Sharing profits and losses in 5:3:2 ratio.
They had business at two places Hyderabad and Madras, Their Balance Sheet was as follows as
on 30th September 1985.

Liabilities Rs. . Assets Rs,

Creditors ' 9,830 Cash at Bank 11,400

Amar’s capital 30,000 Cash on hand 1,150

Bharat’s capital 24,000 Goodwill 10,000
Chand’s capital 12,0660 Sundry Debtors:

Amar's current a/c. 15,100 Hyderabad 41,250

Madras 19,750

Bharat’s current a/c. 5,150

Chand’s current a/c. 2,230

_ 90,930 ' {90930

They decided to dissolve the firm. Bharat agreed to take over Hyderabad business and

2% discount.

Show the necessary Ledger accounts.

Solution
Dr. : Bank A/c. ' Cr..
Rs. . Rs.
To Balance b/f. 11,400 By Amar’s capital a/c. - 69,490
To Cash account 1,150
To Bharat’s capital a/c. 34,111
To Chand’s capital a/c. 22,829
69,490 69,490
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Sometimes, on dissolution, the capital accounts of some of the partners may show a debit
balance. Such partners are required to bring in necessary cash, so that other partners’ accounts
can be settled.

16.7 CHECK YOUR PROGRESS : MODEL ANSWERS

1. (a) To know the profit or loss made at the time of dissolving the firm.

(b} Bank a/c. Dr.
To Realisation a/c.
(Being the amount realised on assets). |

(c) Realisation a/fc. - Dr.
To Partner’s Capital .a/c.
(Being the liabilities taken over)

' 16.8 MODEL EXAMINATION QUESTIONS

A. Answers the following in 15 lines each.

1. What are the circumstances under which a firm gets dissolved?

2. How do you deal with unrecorded assets and liabilities at the time of dissolution of a
firm?

3. What is the order in which the assets are applied when a firm is dissolved?

4. What is meant by Loss on Realisation and how it is distributed?

PROBLEMS

1. The balance sheet of Krishna and Balram stood as under as on 31st December, 1985 on

which date they decided to dissolve the firm. |

Liabilities Rs. Assets Rs. F
Capital: Cash at Bank 7 7,000
Krishna 30,000 Stock 35,600
Balram 40,000 Debtors 24.800
Sundry creditors 26,000 Furniture ' 5,600
Krishna’s loan 10,000 Machinery 45,000
Reserve 12,000
1,18,000 ) 1,18,000
——— ]

The assets other than cash realised Rs. 99,200, Creditors allowed a discount of Rs. 448,
Realisation ‘expenses amounted to Rs. 1,088.

Answer: Loss on realisation Rs. 12,440. Krishna and Balram will be paid Rs. 29,780
and Rs. 39,780 respectively).
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2. Dharma, Sarma and Karma were partners sharing profits and losses in 3:2:1 ratio. They
decided to dissolve the firm on 31st December, 1985 and Sarma took over the business. On
that date their Balance Sheet was as under:

Liabilities Rs, Assets Rs.
Sundry creditors 28,000 Goodwill 12,000
Capital: Sundry debtors 57,200

Dharma 68,000 Investments 23,200

Sa;ma 80,000 Machinery 30,000

Karma 38,400 Motor Van 26,000

Stock 49,200
Cash 14,800
2,14,400 ’ 2,14,400

Dharma took the investments at Rs. 22,000 and Motor Van at Rs. 28,000. Sarma took
over other assets and liabilities at book values, except Machinery at Rs. 32,800 and Stock at Rs.
42,000. '

Show the ledger accounts of the partners assuming that any amount required is made good
by the partners.

(Answer: Profit on realisation: Rs, 2,400, Sarma brings in Rs. 43,200; Dharma and
Karma were paid Rs. 19,200, Rs. 38,800).
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UNIT-17 : INSOLVENCY OF A PARTNER
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17.0 AIMS AND OBJECTIVES

‘When a partner or some of the partners of partnership become insolvent, there is a need to
write the same in the books of accounts of the firm. In this unit, an attempt is made to explain
you the accounting procedure when a partner becomes insolvent.

On completition of this unit, you should be able to :
— explain the consequences of insolvency of a partner
_ distribute the loss arising out of the onsolvency of a partner among the solvent partners

_ calculate the capital ratio of solvent partners a» per the decision given in Garner vs. Murray
case.

17.1 INTRODUCTION

We have seen in the previous unit how the partners’ capital accounts aré settled when the
firm is dissolved. The procedure indicated suits where the firm is solvent and its partners arc
also solvent. Sometimes, some of the partners’ capital accounis may show debit balance. If they
are solvent they would bring in necessary cash and hence there will be no difficulty in settling
the accounts of other partner(s).

Suppose the account of a partner shows debit balance and being insolvent, he is not in a
position to pay the amount due to the firm. Such an amount becomes loss to the firm.,

So far we have come across trading losses and loss on dissolution, which are shared by all
the partners in their profit sharing ratio. Now the guestion that arises is, how the loss on account
of insolvency of a partner is to be shared by other partners. We shall deal with the same in the
following paras.
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17.2 CONSEQUENCES OF INSOLVENCY

When a partner is adjudicated by the court ag insolvent, he ceases to be partner of the
firm from the date on which the order of adjudication is made. The partnership firm also gets

dissolved on the date of order of adjudication, unless there is some provision in the Partnership
- agreement to the contrary. From that date onwards, the estate of the insolvent partner is not
liable for the acts of the firm. Similarly the firm also cannot be held liable for the acts of the
insolvent partner from the date of the order of adjudication,

17.3 LOSS ARISING OUT OF INSOLVENCY

The debit balance of the insolvent partner’s capital account, to the extent not paid to the
firm, is known as Loss arising out of insolvency. Such-loss is to be borne by the other solvent
partners in accordance with the decision in GARNER Vs. MURRAY case, which s as follows :

17.4 DECISION IN GARNER Vs, MURRAY CASE

The question as to how the loss on account of insolvency of a partner was to be shared
by other solvent partners arose in a leading case Garner Vs. Murray. The learned Judge held
that there should be a distinction between ordinary loss arising out of the realisation of assets
-and the abnormal loss arising on account of capital deficiency of an insolvent partner. He ruled

that in the absence of an agreement between the partners to the contrary, the dficiency on

insolvent Partner’s capital account should be borne by others who are solvent in proportion to
their capitals which stood before the dissolution of the firm.

So for there has been no court decision in India questioning this ruling. HoweVer, according
to Section 48 of the Partnership Act, the assets of the firm, including any sums contributed by
the partners to make up losses or deficiencies of capital must be applied (after paying creditors
and partners’ loans) in paying each partner what is rateably due to him on capital. This is similar
# to the ruling in Garner Vs. ‘Murray according to which the solvent partners had to contribute to

the losses on realisation in cash and share the deficiency in the capital account of the insolvent
partner according to their capital ratio. Hence, this rule is applicable in India also. -

| 17.5 CAPITAL RATIO

As per Garner Vs. Murray ruling the loss on insolvent partner’s capital account is to be
borne by other solvent partners in their capital ratio, before dissolution. Hence, it is necessary
to calculate the capital ratio.

We have seen earlier that partners can maintain their capital accounts either under Fixed
Capital Method or Fluctuating Capital Method.

Capital Ratio under Fixed Capital Method : Under this method, since all adjustments
7 towards trading profits/losses, drawings, interest on drawings, interest on capital, salary etc., are

made in the current account, the batance in the Capital Account represents the capital before the
dissolution. Hence the loss on insolvent partner’s capital acount (after transferring his current
a/c balance to the capital a/c), is distributed in the ratio of the balances in Capital accounts of
other solvent partners.
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Capital Ratio under Fluctuating Capital Method : Under this method all adjustments
towards profits, drawings, etc., are made in the capital accounts only. Hence, to know the. capital
on the date of dissolution, all undistributed profits/losses, interest on capital, drawings, interest
on drawings, etc., (upto the ‘date of dissolution), but not loss on realisation, are posted to the
capital accounts including that of the insolvent partner, and the capital balance thus arrived
at should be the basis of the ratio according to which the loss on insolvency partner’s capital
account is to be borne. '

The loss or profit on realisation is not taken into consideration for arriving at the capital,
as according to the rule, the -capital before dissolution only is to be taken into account.

As per the ruling in Garner Vs. Murray, solvent partners have to bring in cash to the extent
of loss on realisation. This is intended to bring the capital accounts of the solvent partners to the
level they stood before the dissolution. In practice, though cash is not brought in by the solvent
partners, notional entries are passed as if they have brought in cash. Therefore, all postings
to the solvent partners’ capital accounts from the Realisation Account, are reversed either by
debiting or crediting the Cash Account, balances of the solve nt partners’ capital accounts struck
and resultant figures taken as the basis for the ratio.

Check Your Progress - 1

How does the solvent partners share the loss arising due to insolvency of a partner?

............................................................................................
--»---.-.-.---.-----.----.---.-.--;--c--q..-----.----'o----.----.-----.-.v -------------------
.............................................................................................

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

17.6 PROCEDURE WHEN SOME OF THE PARTNERS ARE INSOLVENT

The adjustments required when some of the partners are adju icated insolvent are explained
in the following two illustrations, both when fixed capital method and fluctuating capital methods
are in operation:

Hlustration - 1

Amal, Bimal and Kamal are partners sharing profits and losses in the ratio of 2:2:1. Their
balance sheet as on 31st December, 1985 stood as follows, on which date they decided to dissolve
the firm.

Liabilities T Rs. | Assets  Rs.
Creditors 50000 | Goodwil 40,000
Reserve 10,000 | Building 40,000
Amal’s capital 35,000 ! Plant and Machinery- 25,000
Bimal’s capital 15,000 Sundry debtors 10,000
Kamal’s capital 5,000 Kamal’s current a/c ' 15,000
Amal’s current a/c 10,000 '
Bimal’s current a/c 5,000

1,30,000 : 1,30,000
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The asséfs Tealised Rs. 42,500. On the date of dissolution it was found. that there was a
liability on bill discounted to the extent of Rs. 3,000. Dissolution €xpenses amounted to Rs.
500. Kamal became insolvent and is unable to bring any amount.

Give journal entries and ledger accounts.

T

Solution

Journat

1985 Realisation Account : Dr. 1,15,000
Dec.31 To Goodwill a/c. 40,000
To Building a/c. 40,000
To Plant & Machinery a/c, 25,000
To Sundry Debtors a/c. 10,000
(Being the entry for transfer of assets)

# " Creditors a/c. g Dr. 50,000
To Realisation a/c. ] 50,000
(Being the entry for transfer of creditors)

Reserve a/c. ) Dr. 10,000
To Amal’s current a/c 4,000
To Bimal’s current a/c ' : 4,000
To Kamal’s current a/c. ; 2,000

‘1 ' (Being the entry transfer of Reserve

to partners)

" Bank a/c, Dr. 42,500
To Realisation a/c. 42,500
(Being the sale proceeds realised

‘ on assets)

Realisation A/c. ‘ Dr. 500
To Bank Afc. 500
(Being the realisation expenses paid)

" Realisation a/c. Dr. 53,000
To Bank a/c. 53,000

(Being the creditors and liability on
on bills discounted paid)

" Amal’s corrent a/c Dr. 30,400
Bimal’s current a/c. Dr. 30,400
Kamal’s current a/c. - Dr. 15,200

To Realisation a/c. 76,000
(Being the loss on realisation transfered)

" Kamal’s capital a/c, ‘ Dr 28,200

To Kamal’s current a/c, 28,200

(Being the entry for closing Kama’s current ' :
a/c. by transfer to capital a/c.)
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" Amial’s current a/c. J Dr. 16,240
' "| Bimal’s current afc. Dr. : 6,960
To Kamal’s capital a/c. ' 23,200
(Being the loss on insolvency of Kamal
transferrred to Amal and Bimal in
cépital ratio)

" Bimal’s capital a/c. Dr. 28,360
To Bimal’s current a/c. : 28,360

(Being Bimal’s current a/c. transfered
to capital a/c.) '

Amal’s capital a/c. Dr. 32,640
To Amal's current a/c.. 32,640

{Being Amal’s current afc. balance

transferred to his capital a/c.)

" |Bank a. | Dr. 13,360

To Bimal's capital afc. = ' 13,3'60
(Being the amount due received) 4
" Amal's capital a/c.’ Dr. 2,360
To Bank a/c. _ . 2,360
(Being the amount due paid) '
Ledger
Dr. Realisation Ale. ' Cr.
' Rs. 1 Rs.

' To Sundry Assets 1,15,000 By Creditors a/c 50,000
To Bank a/c. (exp.) 500 By Bank a/c. (assets realised) 42,500
To Bank a/c. (creditors & ' By Amal’s current alc. 2/5 loss 30,400

Lia.on Bills) 53,000 By Bimal’s current afc 2/5 Iss 30,400
By Kamal’s current a/fc 1/5 loss 15,200
1,68,500 ' 1,68,500
Dr. ‘ _ Amal’s Capital Alc. Cr.
Rs. Rs.
To Amal’s current a/c. 32,640 By Balance b/f 35,000
To Bank a/c. 2,360
35000 | ' 1 35,000
Dr. : ' ‘Bimal's Capital A/c. ' Cr.
Rs. ' ' " Rs.
To Bimal's current a/c. 28,360 By Balance b/f ‘ ’ 15,000
By Bank a/c. 13,360
28,360 | : 28,
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Dr.. __ Kamal’s Capital Are. Cr.
' - Rs, Rs,

To Kamal’s current afc. 28,200 By Balance b/f 5,000

' By Amal’s current a/c.7/10 loss 16,240

By Bimals current a/c, 3/10 loss 6,960

28200 | 28,200

Dr. Amal’s Current A/ec. Cr.
Rs. Rs.

To Realisation a/c 2/5 loss 30,400 By Balance b/f 10,000

To Kamal’s capital a/c /10 loss 16,240 By Reserve a/c, 4,000

: Amal’s capital a/c, 32,640 -

46,640 46,64

- Dr. BimaPs Current Ase, Cr.
Rs. Rs.

To Realisation a/c. 2/5 loss 30,400 By Balance b/f 5,000

To Kamal’s capital a/c. 3/10 loss 6,960 By Reserve a/c, 4,000

‘ . Bhimal’s capital a/c 28,360

37,360 | 37,360

Dr, Kamal's Current Ayc, Cr.
- Rs. Rs.

To Balance b/f. 15,000 By Reserve a/c, 2,000

To Realisation afc. 1/5 loss 15,200 By Kamal’s capital a/c. 28,200

30,200 ’ [ 30,200

Dr. Bank A/c. Cr.
Rs. Rs,

To Realisation a/c.(assets By Realisation a/c.(exp.) 500

_realised) 42,500 By Realisation a/c.
To Bimal’s capital a/c. 13,360 (creditors and Liabilities on billsy | 53,000
By Amal’s capital a/c. 2,360
55,860 55,860

- Nlustration - 2

Abhiram, Balaram, Kushalram

losses in 4:3:2:1 ratio. On 30th September,

and Daulatram were parmers in a fir
1985 their balance sheet stood as under:

m sharing profits and
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Liabilities 1 Rs © Assets Rs.
Sundry Creditors 60,000 Cash at Bank 3,000
Abhiram’s capital : 1,80,000 Stock : 69,000
Balaram’s capital " 1,20,000 Plant & Machinery 2,40,000
Kushalram’s capital 18,000 Goodwill ’ 60,000
Daulatrant’s capital 6,000
3,78,000 | 3,78,000

Kushalram and Daulatram became insolvent. Rs. 3,000 was realised from Kushalrain while
nothing was realised from Daulatram’s private estate. The partners decided to dissolve the firm.
Stock, Plant & Machinery realised Rs.1,89,000. Nothing was realised towards, goodwill. The
actual liability on creditors amounted to Rs.72,000. Rs.18,000 were spent towards realisation.

Give journal entries and ledger accounts to show the dissolution.

Sotution

Journal

, 1) Realisation a/c. ' Dr. , 3,69,000
' To Stock a/c. ' 69,0000
To Plant & Machinery a/c. ' 2,40,000
To Goodwill 60,000
(Assets trasnferred to realisation a/c.) -

2) Sundry Creditors a/c. Dr. 60,000
To Realisation a/c.

. 60,000
(Being creditors transterred)

» Bank a/c. Dr. 1,89,000
To Realisation Afc. ; 1,89,000
(Amount realised on assets)

4) "I Realisation a/c. ' Dr. 18,000
‘ To Bank a/c.’ : 18,000
(Realisation expenses spent)

5) Realisation afc. - Dr. 72,000
To Bank a/c. : ' 72,000
(Amount paid to creditors)

(Amount paid fo Creelo”

6) Abhiram’s capital a/c. Dr. 84,000
Balram’s capital afc. Dr. | 63,000
Kushalram’s capital afc. - Dr. 42,000
Daulatram's capital a/c. ' Dr. ‘ 21,000

To Realisation a/c. ' 2,10,000
{Lodss on realisation distributed)

£)] Bank a/c. Dr. 3,000
To Kushalram’s capital a/c. - 3,000
{amount realised from Kushalram)
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8) Bank a/c. B ¥ 1,47,000

To Abhiram’s capital a/c. 84,000
To Balaram’s capital a/c, 63,000
(Being cash brought in towards loss '
on realisation - Notional entry)
% Abhiram’s capital a/c. 7 ‘ Dr. 12,600
' Balaram’s capital a/c. Dr. 8,400
To Kushairam’s capital a/c. 21,000
{Loss on insolvency transferred to solvent
partners in their capital ratio ie, 3:2)
10) Abhiram’s capital a/c, Dr. 16,200
Balram’s capital a/c. Dr. 10,800
To Daulatram’s capital a/c. 27,000
(Loss on insolvency transferred to solvent
partners in their capital ratio ie., 3:2) '
11) Abhiram’s capital a/c. : Dr. 1,51,200
Balram’s capital a/c. Dr. 1,00,800
To Bank a/c. 2,52,000
(Being the amount payable paid off)
Ledger
Dr. | Realisation A/c. Cr.
Rs. " Rs,
To Sundry assets 3,69,000 By Sundry Creditors a/c 60,000
To Bank a/c. (exp.) 18,000 By Bank (sale of assets) 1,89,000.
To Bank afc. (creditors) 72,000 By Abhiram’s capital a/c,
4/10 loss ) 84,000
By Balram’s capital a/c. /
3/10 loss | 63,000
By Kushalram’s capital ac.
2/10 loss 42,000 /
By Daulatram’s capital a/c,
1/10 loss ‘ 21,000
4,59,000 7 4,59,000
Dr. Abhiram’s Capital A/, Cr.
Rs. Rs.
To Realisation a/c.(loss) 84,000 By Balance b/f 1,80,000
To Baiance c/d. 1,80,000 By Bank a/c. 84,000
2,64,000 2,64,000
To Kushalram’s capital afc. By Balance b/d 1,80,000
3/5 loss 12,660
To Daulatram’s capital
a/c. 3/5 loss 16,200
To Bank a/c. 1,51,200 .
[
1,80,000 | . 1,80,000
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Dr. :  Balaram’s Capital Afc. : Cr.

Rs. Rs.
" To Realisation a/c.{loss) 63,000 By Balance b/f 1,20,000
To Balance b/d. 1,20,000 By Bank a/c. 63,000
1,83,000 ‘ 1,83,000
_Td Kushalram’s capital By Balance b/f 1,20,000
afc. 2/5 loss 8,400
To Daulatram’s capital alc.
2/5 loss - 10,800
To Bank a/c. . 1,00,800
1,20,000 1,20,000
Dr. Kushalram’s Capital A/c. _ Cr.
\ 7 Rs. Rs.
To Realisation a/c.(loss} ' 42,000 By Balance b/f 18,000
By Bank a/c. : 3,000
By Abhiram’s capital afc. 3/5 loss 12,600
, By Balaram’s capital a/c. 2/5 loss 8,400
42,000 _ | 42,000
Dr. Daulatram’s Capital Ac. Cr.
. Rs, o Rs.
To Balance b/f , 6,000 By Ahbiram’s capital a/c.
: _ 3/5 toss 16,200
To Realisation a/c. 21,000 By Balaram'’s capital a/c.
' ' 2/5 loss ' 10,800
27,000 27,000
Dr. ' ' Bank Alc. Cr.
Rs. Rs.
To Balanace b/f 3,000 By Realisation ajc.(exp.) 18,000
To .Realisation ajc. By Realisation a/c
' (sale of assets) 1,89,000 (Creditors) ' 72,000
To Kushalram’s capital a/c. 3,000 By Abhiram’s capital a/c. 1,51,200
To Abhiram’s capital alc. 84,000 By Balram’s capital a/c. 1,00,800
To Balram’s capital a/c. 63,000 ‘ :
| | 342,000 1] 3,42,000
Note: .

1. Journa! entry No.8 is passed as a notional one, so that when the partners capital afcs.
are balanced, it gives the basis of the ratio in which the loss on insolvency is to be
borne. :

2. 1f the amount mentioned in entry No. 8 is not brought in by Abhiram and Balram, the
~ amount they would be paid at the end comes o :
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Abhiram: Rs. 1,51,200 ~ 84,000 = Rs.67,200
Balram; Rs. 1,00,800 - 63,000 = Rs.37,800

partly. They have to be paid whatever cash is available in the firm (after meeting dissolution
expenses) together with cash brought in if any, by the partners. Since they are not paid in ful]
the following procedure can be followed instead of the procedure followed above (when only
some of the partners are insolvent). ' '

The creditors are not transferred to Realisation account. They are paid to the extent cash
is available (including cash contributed if any, by the insolvent partners), by opening a separate
account. The unsatisfied (unpaid) portion of creditors account is transferred to an account
called Deficiency Account’, The capital account balances of the partners are also transferred to

This is explained in the following illustration,
RNiustration - 3

Madhu, Suman and Rao are partners in a firm sharing profits and losses equally. Their
Balance Sheet on 31st Dec,’85 was as follows:

Liabilities Rs, Assets ™ Rs.

Sundry Creditors - 180,006 §  Fixed assets 1,65,000
Madhu capital 66,000 Profit & Loss a/c. 36,000
Rao’s capital 30,000 Suman’s capital a/c. ' 75,000
| | 2,76,000 L 276,000

The firm is dissolved. Give journal entries and ledger accounts,

Solution
Journal
n Realisation axc., - Dr. 165,000 |
R To Fixed Assets a/c, N 1,65,000
)  |(For transfer of fixed assets) L '
2) Bank a/c. Dr. 1,20,000
ot To Realisation A/c. 1,20,000
(For cash realised on assets) _
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3) Realisation a/c. 3,000
To Bank a/c. 3,000
(For paying the €XpEnses)
4) Madhu's capital a/c. 16,000
Suman’s capital a/c. 16,000
Rao’s capital a/c. 16,000 .
To Realisation a/c. 48,000
(For transferring loss on realisation)
5) Madhu’s capital a/c. 12,000
Suman’s capital a/c. 12,000
Rao's capital a/c. 12,000
To Realisation a/c. 36,000
(Being debit balance on P & L a/c. transferred.)
o~
6) Bank a/c. 6,000
To Rao's capital a/c. 6,000
(Being the surplus received from Rao's
ptivate estate)
7) Sundry Creditors a/c. Dr. 1,23,000
To Bank a/c. 1,23,000
(Being cash available paid) -
8) Madhu's capital a/c. Pr. 38,000
Rao’s capital a/c. Dr. 8,000
To Deficiency a/c. 46,000
(Balances transferred to Deficiency account.) k
9 Sundry Creditors alc. Dr. 57,000
To Deficiency a/c. 57,000
{Being the balance transferred to
deficiency a/c.)
10) Deficiency a/c. , Dr. 1,03,000
To Suman’s capital a/c. 1,03,000
(Balances on his capital alc. transferred
to deficiency a/c.)
Dir. Realisation A/c. Cr.
Rs. ‘l - Rs.
To fixed assets a/c. 1,65,000 By Bank a/c. (sale of assets) 1,20,000
To Bank a/c.(exp.) 3,000 By Madhu’s capital a/c. 1/3 loss 16,000
By Suman’s capital a/c. 1/3 loss 16,000
By Rao’s capital a/c. 1/3 loss 16,000
: i 1,68,000

1,68,000 i
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Dr. Bank A/e, Cr.
Rs. Rs.
To Realisation a/c. By Realisation a/c.(exp.) 3,000
(sale of assets) 1,20,000 .
To Rao’s capitai a/c, 6,000 By Sundry creditors a/c. 1,23,000
' 1,26,000 1,26,000
Dr. Sundry Creditors A/c. Cr.
Rs. Rs,
To Bank a/c, 1,23,000 By Balance b/f 1,80,000
To Deficiency a/c. 57,000
1,80,000 | 1.80,000
Dr. Madhw’s Capital Ajc, Cr.
Rs. Rs.
To Realisation a/c.(loss) 16,000 By Balance b/f 66,000
To P&L arc. 12,000 -
To Deficiency a/c. 38,000
66,000 66,000
Dr. Suman’s Capital A/c. Cr.
Rs. Rs.
To Balance b/f 75,000 By Deficiency a/c. 1,03,000
To Realisation a/c.(Loss) 16,600
To Deficiency ac. 12,000
e
1,03,000 1,03,000
Dr. Rao’s Capital Ae, Cr.
Rs. / Rs.
To Realisation a/c. (loss) 16,000 By Balance b/f 30,000
To P&L a/c. 12,000 By Bank a/c. 6,000
To Deficiency a/c. 8,000
36,000 36,000
Dr. Deficiency A/c. Cr.
Rs. Rs.
To Suman’s capital a/c. 1,03,000 By Sundry creditors a/c. 57,000
By Madhu's capital a/c. 38,000
By Rao’s capital a/c. 8,000
1,03,000 | 103000
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17.8 SUMMING UP

When a partner’s capital account shows debit balance he is not in 2 position to pay the
amount due to the firm, being insolvent, such an amount becomes loss (to the firm).

Loss arising from capital deficiency of an insolvent partner is different from other trading
losses and loss on dissolution. As per the decision in Garner vs. Murray case, where the
partnershib agreement is not contrary, the deficiency on insolvent partner's capital account
should be borne by the other solvent partners in proportion to their capitals which stood before
dissolution of the firm. -

Under Fixed Capital Method, the balance in the capital accounts of the partners, represents
the capitals before dissolution. Under Flucuating Capital Method, undistributed profits/losses,
interest on capital, drawings, interests on drawings (upto the date of dissolution), but not loss
on realisation, are posted to the capital accounts. The capital balances thus arrived at should be
the basis of the ratio of capitals before dissolution.

Sometimes, all the partners may be insolvent and firm’s assets may not be sufficient to pay
off its liabilities. The creditors will be paid only partly to the extent cash is available.

17.9 CHECK YOUR PROGRESS : MODEL ANSWERS

1. The loss arising on account of insolvency of a partner is distributed depending on the method
of maintaing the capital accounts of partners.

a) When the capitals are fixed, the solvent partners share the loss in their fixed capital
ratio.

- b) When the capitals are fluctuating, the loss is distributed in the ratio of capital balances
standing in the accounts of solvent partners, after transferring accumulated profits/losses,
if any, but before adjusting the profit or loss on realisation.

17.10 MODEL EXAMINATION QUESTIONS

A. Answer the following in-30 lines each:

Discuss the Garner vs. Murray case and explain how the judgement can be implemented?
Expain how the accounts are settied when the firm is insolvent?

1

2

3. Explain the circumstances under which a firm becomes insolvent.
B

. Answer the following in 10 lines each:

Lot

What is meant by insolvency of a partner and the firm?

Ll

‘What is the decision in Garner vs. Murray case?

How do you calculate the Capital Ratio for transferring loss arising due to insolvency of a
parter?

118




PROBLEMS

1. Naveen Nischal and N

December, 1985 their Bala
Liabilities
Sundry Creditors
Naveen’s Loan
Reserve
P&L a/c .
Capital: Naveen
Nischal

(Answers: Loss on realisation Rs.1,020, Pa
When ﬂuctuating:Rs.544, 1,876)

nce Sheet was as under:

irmal were partners sharin

Stock

Cash

Furniture

Machinery

Nirmal’s capital

Drawings: Naveen
Nischal

Assets

2. Pavan, Poor and Raju were partners. Their balance sheet was as under as on 30th September

8s.
Liabilities
Capital: Pavan
Raju
Cur. Afe. Pavan
Raju
Creditors

Loan on mortagage of Bldg.

amounted to Rs.400. Creditors w
and a final dividend of 30 paise |

Building
Furniture

Stock & Debtors
Cash’
Cur.A/c(Poor)

ere paid Rs.4,500 in ful| satisfaction, Po
Tt a rupee was paid from hig estate,

Give necessary ledger accounts to recorg dissolution.

(Answer: Loss on realisation Rs.é,Q-ZO;”Pé?an &Rajuare paid Rs 4,361 ang

Rs.

2,000
1,000

10,620
500
980

or has become insolvent

,759 respectively).

E R 1a)

g profits and losses in 3:2:1 ratio. On 31st

yment to Naveen & Nischal when fixed:Rs.540, 1,880;

.
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17.12 GLOSSARY ‘
Insolvent Firm . A firm which is not able to pay its liabilities and dectared as insolvent.
Insolvent Partner A partner who is not able to pay his liabilities and declared as insolvent.
Solvent Partner . Partner who is in 2 position to pay off his liabilities.
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18.0 ATMS AND OBJECTIVES

‘This unit has been introduced with a view to acquainting you with the accounting procedure
in the books of the partnership firm, when it is converted into a company or when it is sold to
a company.

At the end of this unit, you should be able. to;

— explain the steps involved in closing the books of the firm
— Wwork out the problems on conversion of firm into a company

— work out the problems on sale of firm to a comparny.

18.1 INTRODUCTION

‘Sometimes the partnership business may be sold to a company form of organisation.

Whether it is conversion into a tompany or sale to a company there are two aspects to be
- considered from the accounting point of view, They are:

1. the books of the firm are to be closed.

ii. the books of the company are to be opened or entries for purchase of business by the
company are to be passed. '

The second aspect is dealt with in Company accounts. We shall now see: the procedure to be
followed in the books of partnership concern. Basically, there is no difference in the accounting
procedure to be followed in the case of dissolution of a firm and conversion into or sale to a
Company. However, there are some special points to be considered in the case of conversion or
sale to a company. '




' MPANY

© 18.2 SPECIAL POINTS IN THE ‘CASE OF SALE TO A CO

1. The purchasing company generally pays the purchase consideration in the form of cash,
debentures or shares. These items are distributed among the partners. However, debentures
and shares, cannot be distributed in fractions. They are distributed to the nearest whole number.
In addition, when there is no clear agreement among the partners, the balance of purchase
consideration left 1e., cash, shares and debentures are to be distributed among the partners in
the ratio of theit final claims (final balances in their capital accounts).

2. Normally, the purchasing company takes over all the assets. Hence, it is assumed that
cash/bank balance is also taken over by the purchasing company. However, where it is given
specially that cash/bank balance is not taken over, (it is not transferred to Realisation account) ‘
but that account is opened along with capital account, etc., with the opening balance given.
18.3 STEPS INVOLVED IN CLOSING THE BOOKS OF THE FIRM

As mentioned eatlier the accounting procedure is similar to that of dissolution of a firm.
The following are the steps involved:

1. Transfer all the assets to Realisation Account.

Realisation Account Dr.
To Individual assets alc.

2. Transfer ail outside laibilities to Realisation a/c.

Individual Liability accounts Dr.
To Realisation &/c.

3 Record the purchase consideration agreed to be paid by the company:

Company Account Dr.
To Realisation a/c. '

4. Receive the purchase consideration:
Bank a/c. : Dr.
Debentures in the company alc. Dr.
Shares in the company a/C. - Dr.
To the company a/c.
5. Dispose off the assets which are not taken over by the company.
“Bank a/c . ~ Dr. (for cash received)
Partner’s capital or current ajc- Dr. (if any partner has taken over)
- To Realisation a/c.
6. Pay off the liabilities not taken over by the company.
Realisation a/c. - ‘Dr.
To Partners’ Capital or current afc. (for the amount taken
To Bank a/c ' over by the partner)
(for cash paid)




b

7. Transfer the loss or gain from the Realisation a/ tg Partners’accounts in their profit sharing rar
For gain: (when credit side is more) ’

Realisation a/c. Dr.
To Partners’ capital or current a/c,

For loss: (when debit side is more)

Partners’ capital or Current a/c. Dr.
To Realisation a/c. '

No separate entry is re'quired for loss or gain on any asset/liability, not taken over by the
company. It gets automatically incorporated in the loss or gain on realisation (in the regllsatlon_
account).

8. " Transfer the undistributed profits or losses to partners
For profits; '
Reserve account ' , Dr.
P&L a/c (credit balance) Ds

ToePartner’s capital or current a/c. (in their profit sharing ratio)
For Losses:

Partners’ capital or Current alc. Dr. (in their profit sharing ratio)
To P&L a/c (debit balance)

9. Close the current accounts of the partners, if any, by transfer to thier respective capital accounta .

For debit balance in current account:

Partners’ capital a/c. " Dr
To Partners’ current a/c.

For credit balance in current account:

Partner’s Current a/c, Dr.
To partner’s capital a/c,

Partners’ capital a/cs. - Dr.
To Debentures in the company
To Shares in the company
To Bank
te:1. Current accounts of the partners need be opened only when fixed capital method js followed.

2. At this stage all accounts in the firm’s books would get closed,
- The accaunting procedure is explained in the following illustrations, o

IMustration - 1

31st December ‘985, they decided to convert their firm into a Limited Company, on which date
their position was as follows: :
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. Liabilities

Cash at Bank
Stock
Debtors
Buildings

Sundry Creditors
Bills payable
Ramayya's capital
Sommayya’s capital

: The company took over the business except cash
each for Rs.1,35,000 were allotted by the company-
Rs.900. Pass Journal entries fo close the books of the firm a

accounts.

Solution

Realisation Account
To Stock a/c.

To Debtors a/c.
To Buildings a/c.
(For transfer of assets)

Di.

2. Sundry Creditors a/c.

Bills payable a/c.

To Realisation a/c.

(For transferring the liabilities)

and bills payable. Equity
The expenses of realisatio
nd also show the important ledger

3. Limited company a/c Dr.

To Realisation a/c.
(For purchase consideration agreed 10)

4. Equity shares in Limited company alc Dr.

To Limited Company alc.
(Being purchase consideration received.)

Realisation a/c
To Bank a/c.
(Being bills payable Rs.8,100 and
realisation expenses Rs.900 paid)

6. Realisation a/c Dr.

To Ramayya’s capital ajc.
To Somayya’'s capital a/c.
(Profit on Realisation transferred)

Somayya's capital alc
To Equity shares in Limited company ajc.

(For distributing the equity -
shares among the partners)

7. | Ramayya's capital a/c Dr.
Dr.

9,000
36,600
11,700
45,000

1,02,300

shares of Rs.10
n amounted to

D —
93,300
36,600
11,700
45,000
4,200
81,00 :
12,300
1,35,000
1,35,000
1,35,000
1,35,000
9,000
9,000
45,000
- 30,000
15,000
90,000
45,000
1,35,000

—
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Ledger

Dr Realisation Cr.
Rs. i! ' 'Rs.
To Sundry Assets afe. 93,300 By Sundry Liabilities a/c 12,300
To Bank (B/P 8,100; Exp.900) 9,000 By Limited company a/c. 1,35,000
To Ramayya’s capital a/c 2/3 P. 30,000) -
To Somayya’s Capital 2/ 173 P, 15,000 ,
1,47,%)9] 1,47,300
Dr. . Limited Company Ale, Cr,
Rs. | Rs.
To Realisation ajc, 1,35,000 By Equity shares in =~
Limited company a/c. 1,35,000
1,35,000 : 7 1,35,000
Dr. , Equity Shares in Limited Company A/c. Cr.
Rs. Rs.
To Limited company a/c. 1,35,000 By Ramayya’s capital a/ey 906,000
: : By Somayya’s capital a/c. 45,000
135000 | 1,35,000 .
Dr. Ramayya’s Capital A/c. - Cr,
- Ras. Rs,
To Equity shares in .By Balance b/f : 60,000
Limited Company a/c. 90,000 ‘By Realisation a/c, 2/3 profit 30,000
90,000 | - 90,000
Dr. : Somayya’s Capital A/c. : : Cr.
Rs. | | - Rs.
To Equity shares in ' By Balance b/f 30,000
Limited Company a/c. 45000 By Realisation a/c.2/3 Profit 15,000
45,000 | 45,000

q Check Your Progress - 1

a. What is the entry when the partners receive purchase consideration in the form of shares
H + and debentures from the company. -

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

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

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




b. How do you close the current account debit balances of partners? (write Jounral entry).

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

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

Illustration - 2

Anand and Bhaskar are partners sharing profits and losses in 2:1 ratio. On 31st December,
1985 their balance sheet stood as follows:

Liabilities \ Rs. Assets —j Rs.
Sundry Creditors 71,10,000  ||Plant & Machinery 1,40,000
Bills payable 60,000 Stock ‘ 70,000
Anand’s current a/c 40,000 Debtors 1,30,000
Anand’s capital a/c 1,00,000 Cash at Bank 30,000
Bhaskar’s capital a/c. 80,000 Bhaskar current a/c 20,000
3,90,000 3,90,000

They decided to sell their firm to Vijay Engineering Co. Ltd., which has agreed to take Plant
and Machinery, Stock for Rs.3,48,000 and pay Rs.1,40,000 in c_gsh and the remaining in 2,600
equity shares of Rs.100 each at an agreed value of Rs.80 each. The debtors rgalise_d Rs.1,22,000

and the creditors were paid Rs.1,02,000 in full settlement. B.P, were paid in full. They agreed
to take the shares in proportion to their fixed capital ratio. ‘

Pass journal entries and show ledger accounts in the books of the firm.
Solution

Journal

1. Realisation a/c.. ' Dr. 3,40,000
To Plant & Machinery a/c. _ 1,40,000
To Stock afc. , i 70,000
To Debtors a/c. 1,30,000

(For transfer of assets)

2. Sundry Creditors a/c. Dr. 1,10,000
Bills payable alc’  ~ _ Dr. 60,000 :

To Realisation a‘c. 1,70,000
(For transfer of liabilities)-

3. Vijay Engineering CoLtd., ale. o Di. 3,48,000
' To Realisation a/c. 3,48,000
(For purchase consideration agreed)
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4. | Bank as. - . Dr. 1,40,000
' Equity Shares in Vijaya Engineering
Co.Ltd.atc. Dr 2,08,000
"To Vijay Engg.Co.Ltd,, a/c. : 3,48,000
(For purchase consideration received)
5. Bank a/c. : Dr. 122,000 | -
7 To Realisation a/c, { 1,22,000
(For amount realised op Debtors) -
6. Realisation a/c. Dr. 1,62,000
To Bank a/c. ‘ 1,62,000
: (For paying creditors & BP)
7. Realisation a/c. Dr. 1,38,000
To Anand’s current alc. 92,000
To Bhaskar’s current a/c 46,000
(Profit on realisation distributed)
8 Anand’s current a/e, Dr. 1,32,000
' Bhaskar’s current a/c , Dr 26,000
To Anand’s capital afc, 1,32,000
To Bhaskar’s capital a/c. ' ' 26,000
(For closing the current ajc. by transfer)
9. Anand’s capital a/c. . Dr, 1,15,520
Bhaskar’s capital a/c. _ Dr. 92,480
To Equity shares in
Viay Engg.Co.Ltd,, a. : 2,08,000
(Equity shares distributed in Fixed
Capital ratio je., 5:4) A )
10, Anand’s capital a/c, Dr. 1,16,480
Bhaskar’s capital a/c. : Dr. 13,520
To Barnk a/c. . _ ‘ 1,30,000
(Remaining cash paid to partners to settle
their accounts)
Ledger
Dr. Realisation Arc, - Cr.
—_—
| : Rs. l Rs.
To Sundry Assets a/c. 3,40,000 |IBy Sundiy Liabilities a/c - 1,70,000
To Bank a/c. (c15.B/P) 1,62,000 |l By Vijay Engg.Co.Ltd., account 3,48,000
To Anand’s current a/c 2/3 p, 92,000
By Bank a/c. (Drs) 1,22,000
To Bhaskar’s current a/e, 13 P. 46,000 '
H - 1.6,40,000 | ' _ : | 6,40,000
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Dr. . Bank AJc. o Cr.

‘ Rs.
To Balance b/f | 30,000 | By Realisation alc.
To Vijaya Engg.Co. Ltd., alc 1,40,000 (Crs.&BP)
To Realisation a/c. (Dis.) 1,22,000 By Anand’s Capital alc.
By Bhaskar’s capital a/c
2,92,000
Dr. Vijay Engineering Company Limited Alc. Cr.
- Rs. Rs.
To Realisation a/¢ '3,48,000 By Bank account 1,40,000
By Equity shares in
Vijaya Engg.co.Ltd, a/c. 2,08,000
ﬂ-n-
3,48,000 1{ 3,48,000
Dr. Equity Shares in vijay Engineering Co.Ltd., Alc Cr.
Rs. ] Rs.
. To Vijaya Engg.Co.Ltd.,a/c 208,000 By Anand’s capital a/c 5/9 1,15,520
By Bhaskar’s capital _
account 4/9 92,480
I
2,08,000 2,08,000
Dr. Anand’s Capital A/c. Cr.
Rs. Rs._
To Equity shares in By Balance b/t 1,00,000
Vijaya Engg.Co.Ltd.,a]c. 1,15,520 By Anand’s current a/c. 1,32,000
To Bank a/c. 1,16,480
2,32,000 2,32,000
Dr. Anand’s Current A/c. Cr.
Rs. _ Rs.
To Anand’s capital alc. 1,32,000 By Balance bif 40,000
By Realisation ajc. 2/4 P. 92,000
(DE— —
1,32,000 | 1,32,000
Dr. Bhaskar’s Capital A/c. | | Cr.
Rs. _ Rs.
To Equity shares in | ‘ By Balanace b/f © 80,000
Vijaya Engg.Co. Ltd, alc. 92,480 By Bhaskar’s current a/c. 26,000
To Bank a/c. 13,520
_ , I
.1,06,£00 1,06,000
- ) |
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Dr. _ Bhaskar’s Current A/, - Cr
Rs. Rs.
To Balance b/f 20,000 By Realisation a/c 1/3 P. 46,000
To Bhaskar’s capital a/c. 26,000 )
46,600 | 46,000

18.4 SUMMING UP

Sometimes a partnership firm may be converted into a company form of organisation or it
may be sold to a company. Basically, there is no difference in the accounting procedure to be
followed in the case of dissolution of a firm and conversion into or sale to a company.

The purchasing company, generally, pays the consideration in the form of cash, debentures
or shares. These are distributed among the partners.

18.5 CHECK YOUR PROGRESS : ANSWERS

(a) Partner’s capital A/cs. . Dr.
To Equity Shares in Limited Company A/c.
To Debentures in Limited company Afc.

(b) The following entry is passed:

Partners’ capital Accounts Dr.
To partner’s current Accounts '

(Being the debit balances of current accounts clbéed)

18.6 MODEL EXAMINATION QUESTIONS

A. Answer the following in 30 lines each:
1. What are the important points to be noted in the sale of a firm to a limited company?

2. What is the differences in the accounting treatment between dissolution and conversion of
the firm into a company?

B. Answer the the following in 15 lines each:
W 1. What js meant by purchase consideration? How is it distributed among the partners?
2. What do you understand by conversion of a firm into a company?

H 3. Explain the accounting procedure that you follow when a firm is sold to a company.
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PROBLEMS

1. Ram and Shyam were partness sharing profits and losses in 2:1 ratio. They decided fo convert
their firm into a Company, on a1st December, 1985 on which date their balance sheet was as
" under:

Liabilities = Rs. Assets Rs.
Sundry Creditors ' 6,000 || Cash 1,400
Bank loan 2,000 Debtors 5,200
Capital: Ram -~ . 4,000 | Stock . 3,200
Shyam 2,000 Machinery " 1,000
Buildings . - 3,200
14,000 14,000

All assets and liabilities except Bank loan were transferred to the company. The purchase
price of the firm fixed at Rs.12,000 and which settled the transaction by paying cash Rs.2,400,
Debentures Rs.4,800 and the balance in equity shares of the company. Bank loan was paid by
the firm. Debentures and Shares were shared by partners in 2:1 ratio. Show the dissotution.

(Answer: Profit on realisation Rs.4,000).

2. Amar and Banerjee were in partnership sharing pfofits and losses in 2:1 ratio. Om 31st
December, 1985 their Balance Sheet was as under: :

Liabilities Rs. Assets | Rs.

Sundry Creditors 2,500 Cash 65

Amar’s loan 1,000 Bills receivable : 200
General Reserve 300 Debtors .3’000

Capital:Amar 1,500 Less:iRBD 150 2,850

Banerjee 1,000 _Stock 1,185

Machinery . 2,000

6,300 | 6,300

They decided to sell their business to a Limited Company, which took over the assets and
liabilities as follows:

Machinery Rs.800, Stock Rs.1,750, Debtors Rs.2,533, Bills Receivable Rs.200 and Goodwill
Rs300, Creditors Rs.1,950 (in full settlement), Dissolution expenses amounted to Rs.15. The
company paid Rs.2,000 in fully paid equity shares and Rs.1,685 in cash.

(Answer: Loss on realisation Rs.615 Amar gets Rs.109 cash and Rs.1,181 shares, Banerjee Rs.76
cash and Rs.819 shares). : :
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18.8 GLOSSARY

1 Conversion Into a eompany :

2. Purchase cotisidetation

Changing the existing form of organisation into that of a
company ‘ : .
The amount #greed to be paid by the purchasing company

“for acquiring the business of the partnership firm.
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ST OCK - VI : DEPARTMENTAL ACCOUNTS
UNIT - 19 : DEPARTMENTAL ACCOUNTS - T
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19.0 AIMS AND OBJECTIVES

The aims of this unit are to explain the meaning of departmental accounts and the methods
of maintaining such accounts. ;

At the end of this unit, you should be able to:
— explain the meaning of departmental accounts
_ list out the advantages of maintaining departmental accounts
- idenitify the basis for the allocation of expenses among various-departments

identify how transfer of goods takes place among various departments.

19.1 INTRODUCTION

In a big business there will be several departments, each dealing with a particular kind of
goods or services. In this unit, an attempts is made to expose you to the meaning, advantages
and methods of maintaining departmental accounts. This unit provides the theoretical frame
work of departmental accounts.

19.2 MEANING OF DEPARTMENTAL ACCOUNTS

A businessman may deal in different types of goods and services. If the business is carried
on a small scale, he may sell the goods or provide the services in one shop itself. But, if the
business is carried on relatively bigger scale, he may divide his business into some broad divisions
known as departments. Each department may deal in certain class of goods and services. For
example, one department may deal in cloth, another in medicines and still another may be
dealing in shoes etc. All the departments will be generally under one roof, Each department is
separately managed by a departmental manager. Activities of all departments are coordinated
and controfled by a general manager. The general manager lays down the general policy and
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but also on the trading result of each department individually. Accounts maintained to serve
this purpose are known as Departmental accounts, Departmental 'trading and profit and loss
account are prepared on columnar basis which will reveal the profit (or loss) of each department
separately and also the combined result,

19.3 ADVANTAGES OF DEPARTMENTAL ACCOUNTS

1. It enables the management to compare the performance of one department with that of
another and, of the same department over a period., :

2. It helps the management in formulating proper policies relating to expansion of business.

Some departments may be earning profits, while others may be incurring losses, Necessary
investigation may be conducted to know why some departments are running in loss. Causes

3. Departmental accounts can be used for rewarding departmental staff showing good results.
This will create a healthy spirit of competition among the departments, and each department
will try to maximise its profits.

19.4 METHODS OF MAINTAINING DEPARTMENTAL ACCOUNTS

There are two methods of keeping departmental accounts:

€ach department and at the end of the year the trading and profit and loss account is prepared

2. Under the second method, accounts are maintained on columnar basis. Purchases book,
Sales book, Returns inwards book and Returns outwards book etc. are provided with extra
columns so as to give information separately for each department. For example, purchase book
will be ruled as follows;:
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- Purchases Book

. Total Dept. Dept. Dept.
Particulars LF. Rs. A B C
Rs. - Rs, Rs.

~ The same ruling can be given for Sales Book, Returns Inwards Book and Returns Outwards
Book. If cash purchases and cash sales are more in volume, then cash book can also be provided
with extra columns for each. department.

19.5 ALLOCATION OF EXPENSES

Departmental trading account in columnar form can be easily prepared as information
regarding purchases, sales, opening and closing stocks, and direct expenses can be easily ascertained
when the accounts are maintained in columnar form. Difficulty arises only in case of indirect
expenses which are cormmon for the concern as a whole. These expenses have to be distributed
or allocated to different departments on an equitable or reasonable basis. If that is not done .
propetly, departmental results may be misleading. The following guidelines may be followed in
allocation of expenses. '

1. Expenses incurred specially for a pérticular department should be charged directly to
that department. For example, salary paid to the employees working in a department should be
charged to that department.

2. Expenses relating to building such as rent and rates, repairs to building, insurénce on
building, should be allocated in the ratio of space occupied by the different departments.

3. Amount spent on lighting may be conveniently aliocated according to meter reading, if
separate meters for each department are kept. They can also be apportioned on the basis of
number of points in each department. If the above information is not available, allocation may
be made on the basis of floor area occupied by each department.

4. Expenses having a bearing on sales such as carriage outwards, selling commission, bad
debts, discount on sales etc., should be apportioned on the basis of turnover of each department.

There appears to be some disagreement among accountants regarding the term turnover.

Some accountants feel that turnover should include transfers to other departments, while
others feel that inter-departmental transfers should be ignored for this purpose. Whatever
method followed, it is better 10 give an explanatory note.

5. Advertising may be allocated on the basis of space devoted to each department, or if this
information is not available it may be allocated on the basis of turnover.
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7. Labour welfare expenses should be allocated among the different departments on the
basis of number of employees in each department.

available, then jt may be charged in the ratio of sales.

9. Income-tax should be charged to the various departments on the basis_of net profit
(before tax) of each department,

10, There are certain expenses which cannot be allocated to various departments, in an
equitable or reasoriable manner such as debenture interest, Director’s fees, Auditor’s fees, General
Manager’s salary, Share transfer fees, office expenses etc. No useful purpose will be served by

or profits such as interest on investments, profits on sale of an asset may be credited to that

account and net profit (or loss) for the business as a whole ascertained.
Check Your Progress - 1

What are the boses for the allocation of the followfng expenses;

(a) Rent, rates, taxes :and repairs to building,

--------------------------------------------------------------------------------------------
............................................................................................

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




tompletely sold out by the transferee department, there is no unrealised profit because goods

purchased are sold to third party and the profit charged by the transferor department is realised.

However, if part of the goods transferred by one department to other at profit remain unsold
then there is sunrealised profit’ from the business concerns point of view. In this case, the closing
'stock of the transferee department includes the profit charged by the selling department which
is not realised as it is not yet sold to third party. In such a case, a reserve is created to the extent
of loading or profit inciuded in the closing stock by passing the following journal entry.

General Profit and Loss account Df.
To Stock Reserve account

(Being the profit charged by the transferor dept.
included in the closing stock of the transferee
department adjusted). '

In case, the opening stock of the transferee department includes profit charged by the
transferor department, then stock reserve would have been created in the last year. This have to
be transferred to general profit and loss account in the current year by means of the following
entry: '

Stock Reserve account Dr.
To General Profit and loss account

"(Being the adjustment of profit charged by the
transferor department in cluded in the opening stock
of the transferree department).

Alternatively, a single journal entry may be passed for the unrealised profit on the basis of
the difference between unrealised profit in the opening and the closing stock.

. Check Your Progress - 2

What is the adjustment enfry to be passed when 2 part of the goods transferred from one
department {0 another department remained unsold at the end of the year?

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

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

19.7 SUMMING UP

A business may be divided into a number of divisions known as ‘Departments’. Accounts
maintained in such a mannet which will disciose not only the profits made by the business as a
whole, but also the trading results-of each department separately are known as ‘Departmentai
Accounts’. : :

A departmental trading and profit and loss account in columns form is prepared showing the
eXPENSes incurred and income earned and net profit or loss made by each department separately.
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- Expenses may be direct or indirect, Direct eXpenses are those expenses which are specifically
incurred for a particular department and hence allocated o chatged to the concerned department.
Indirect expenses are those expenses which are incurred for the benefit of all the departments
and cannot be allocated precisely. Such.expenses have to be apportioned or charged to the

.various departments on an equiatable or reasonable manner. For example, expenses connected
with building may be allocated on'the basis of the area of occupied by each department. Similarly,
e€xpenses having a bearing on sales can be allocated in the ratio of turnover. Expenses which
cannot be apportioned On an equitable basis will be charged to General Profit & Loss Account,

Goods may be transferred or services may be rendered by one department to another. It
' may be recorded at cost or at profit. Departments receiving goods or services should be debited
and the department providing such goods or services should be credited. If the goods sold by
one department to another at profit and a part of such goods remain unsold with the transferee
department, then a reserve has to be created for unrealised profit included in stock.

19.8 CHECK YOUR PROGRESS : MODEL ANSWERS

1. (3) On the basis of floor area occupied.
"(b) on thebas:s of turnover -
(¢} on the basis of number employees

(d) There is no basis for the allocation of these expenses and as such they have to be ‘
© " charged to General Profit and Loss Account.

2. General profit and Loss Account . Dr
To Stock Reserve A/c. - . ‘ L. ) Sy

19.9 MODEL EXAMINATION QUESTIONS

A. Answer the followinig ih 30 lines each:” R ¢
1. What do you. mean by Departimental .Accounts? Point out their Advantages.

2. Explain clearly the basis of allocation of expenses among the various departments,

B. Answer the following in 15 lires each:
1. What is the accounting treatment of interdepartmental transfers at (a) cost price (b) profit.

2. How are the following items apportioned between different deparments:(a) Rent; {(b)
Advertising, (c) Discount received,

3. Write short notes on: ‘
(a) Departmental Trading A/,

(b) Direct & Indirect Expenses,

4. What is the basis of apportinment of the following items:

a) Depreciation b) lighting ¢) Income-Tax.

5. How do you treat the following items in Departmental accounts? a) Interest on investments;
b) Interest on bank loan; ¢) Audit fees; d) General Manager’s salary.
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19,11 GLOSSARY

Departrhental Acoounts " . The accounts prepared in columnar form to
show the tradirig resuits of each department

individually and the net resuit of the business

as a whole are calied departmental accounts.

|Direct Expenses - The expenses which can be allocated to different
departments precisely are called direct expenses ,

Indirect expenses '+ The expenses which are incurréd for the common
benefit of the business and cannot be conveniently
allocated to a particular department are called
inditect expenses, :

Inter-departmetital transfers . The goods transferred from one Depattment
' to another déepartment are known ds-
inter-departmeital transfers.

Stock Reserve . When goods are transferred from one department
to other at profit, the tlosing stock of transferee
may include unrealised profit. Reserve created to provide
for siich unrealised profit is called ‘Stock Reserve’.
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20.0 AIMS AND OBJECTIVES

The unit provides a practical perspective of the departmental accounts,
. Having studied this unit, you should be able to:
— prepare departmental Trading and Profit and Loss Account

— Prepare departmental General Profit and Loss Account and Balance Sheet.

20.1 IN TRODUCTION

In unit-19 we have discussed the complete theoretical frame work of departmental accounts,
In this unit, we will be learning the actual preparation of departmental accounts with appropriate
illustrations. ‘

The expenses that can be identified with departments on some basis are allocated and others
are debited to General Profit and Loss Account. Let us get into details,

20.2 ILLUSTRATIONS .

IMlustration - 1

A firm has two departments, A and B, From the following particulars prepare Departmental
Trading and Profit and Loss Account and General Profit and Loss Account for the year ended
31st December, 1985,

Stock on 1-1-1985: Rs.

‘A’ Department 25,000

‘B’ Department : ' 30,000
Purchases: '

‘A’ Department _ ' 1,00,000

‘B’ Department ‘ T 1,50,000
Sales: ' ‘ ‘ :

‘A’ Department 2,00,000

‘B’ Department - _ . 3,00,000
Carriage inwards : 2,500
Salaries ‘ : 20,000

Rent'and Rates . - ' 9,000
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Advertising ‘ : 8,000

Insurance 2,000
General expenses , ' _ 6,000
Discount Allowed . 4,000
Carriage outwards 5,000
Discount received - 1,250
Audit fees - 600
Interest on loan taken 7,000
Interest on Investments : - 800

The following further information is provided:

(1) Stock on 31st December, 1985:
‘A’ Department Rs.10,000
‘B’ Department Rs.20,000

(2) Goods were transferred from Departmént A to Department B at cost Rs.6,000.
(3) Salaries and general expenses-arc to be allocated equally between the two departments.
(4) Area occupied by the two departments is in the ratipof1: 2

(5) Insurance premium is for a comprehensive policy, allocation being inconvieni¢nt,

Solution
A
Departmental Trading and Profit and Loss Account
Dr. For the year ended 31st December, 1985 Cr.
Dept.A {Dept. B | Total DeptA | DeptB | Total
To opening Stock 25,000 | 30,000 55,000 By Sales : 2,00,000 3,00,000 500,000
To Purchases 1,00,000 11,50,000 2,50,000 |} By Goods transferred to '
To Goods transferred B Deartment 6,000 - 6,000
from A Department _1 epo0| 6000 || By Closing Stock 10,000 | 20,000 { 30,000
To Carriage Inwards 1,000 1,500 2,500
To Gross Profit ¢/d 90,000 |1,32,500 2,22,500
2,16,000 |3,20,000 | 5,36,000 2,16,000 {3,20,000 |5,36,000
To Salaries 10,000 | 10,000 | 20,000 || By Gross Profit b/d 90,000 | 1,32,500 |2,22,500
To Rent and Rates 3,000 6,000 9,000 || By Discount received 500 750 1,250
To Advertising 3,200 4,800 8,000
To General expenses 3,000 3,000 6,000
To Discount allowed 1,600 2,400 4,000
To Carriage outwards 2,000 3,000 5,000
To Net Profit (trans-
ferreds to general
profit and loss
account) 67,700 |1,04,050 1,711,750
90,500 11,33,250 |2,23,750 _ 90,500(_1,33,250 glvso
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General Profit and Loss Account

Dr. for the year ended 31st December, 1985 Cr.
_ Rs. ' _ Rs.
To Insurance 2,000 By Net Profit (Transferred
To Audit fees 600 from Departmental
To Interest on loan 7,000 Profit and loss account) 1,71,750
To Net Profit (Transferred ' )
to Capital Account) 1,62,950 By Interest on Investments 800
1,72,550 1,72,550

Explanatory Notes

1. Carriage inwards and discount received have been allocated in the ratio of purchases.

2. Carriagé outwards, Advertising and discount allowed have been allocated in the ratio of
sales,

3. Rent and Rates are allocated in the ratio of area occupied.

4. It isstated in the problem that insurance premium is for comprehensive policy and allocation
between the departments is inconvenient, hence it is charged to general profit and loss
account. Audit fees and interest on loan taken cannot be reasonably allocated between the
departments, hence charged to general profit and loss account.

5. Interest is investments iS non-departmental income, hence credited to general profit and
loss account.

Hllustration - 2

From the undermentioned information and instructions prepare departmental trading and
profit and loss account in columnar form of the three departments.

Dept. A Dept. B Dept. C
Rs. Rs. Rs.

Stock, January, 1984 40,000 30,000 90,000
Stock, December 31,1984 45,000 40,200 . 82,400
Purchases 2,05,300 2,40,600 3,40,000
Returns outwards 2,100 3,200 3,300
Sales . 3,08,600 4,03,400 5,009,800
Returns inwards ‘ 8,600 3,400 9,800
Carriage inwards ' Y3400 13,800 4,300
Wages 14,000 13,000 16,000

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

1. From Department A to Department B Rs .8,000 and to Department C Rs. 5,000
. From Department B to Department A Rs. 3,000 and to Department C Rs. 4,000
3. From Department C to Department B Rs. 3,000 and to Department B Rs. 2,000

Allocate equally printing and stationery Rs. 2,100; general charges Rs. 1,800; insurance Rs.
600; postage Rs. 300; and depreciation Rs, 3,000.
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Apportion the following furtﬁer expenditure as you think best:

Establishment Rs. 18,000; Bad debts Rs. 2,400, advertising Rs. 6,000 and income tax Rs.
67,000, rentandrates Rs. 6,000 is to be split up in proportion to space occupied ie., Department
A-3, Department B-2; Department C-3, other space-2. )

Solution
Departmental Trading and Profit & Loss Account
Dr. for the year ending 31st December, 1984 Cr.
Dept. ‘A’ |Depl. ‘B’ | Dept. *C’ Total .DepL ‘A’ {Dept. ‘B’ [Dept. *C’ | Total
Rs. Rs. Rs. Rs. Rs. ‘Rs. Rs. Rs.
To Opening Stock 40,000 | 30,000 | 96,000 | 1,60,000 ||By Sales (less
To Purchase {less returmns) 3,00,000 | 4,00,000 5,00,000 |12,00,000
returns) 2,03,200 1 2,37,400 3,37,300 | 7,747,500 By Goods supplied
To Goods Received {0 other
from other departments 13,000 7,000 5,000 25,000
To Carriage ) By Closing stock 45,0001 40,200 [ 82,400 ) 1,67,600
inwards 3,400 3,800 | ° 4,300 11,500 C
To Wages 34000 | 13000 | 16000 | 43,000

To Gross profit ¢/d 91,400 | 1,53,000 | 1,30,800 3,75,200

358,000 |4,47,200 | 587,400 (13,92,600 3,58,000 | 4,47,200 | 587,400 } 3,92,600
. To Establishment 4,500 6,000 7,500 18,000 By Gross Profit b/d| 91,400 1,53,000 { 1,30,800 | 3,75,200
To Printing and ) '
stationery 700 700 700 2,100
To General charges 600 600 600 1,500
To Insurance 200 200 200 600
To Postage 100 100 100 300
To Rent and Rates 2,200 1,600 2,200 6,000
To Bad debts 600 &0 1,000 2,400
To Advertising © 1,500 2,000 2,500 6,000
To Depreciation 1,000 1,000 1,000 3,000
To Net Profit
(before tax) 80,000 | 1,40,000 | 1,15,000 | 3,35,000
91,400 | 1,53,000 | 1,30,800 |3,75,200 - 91,406 1,53,000 ] 1,30,800| 3,75.200
To lncome Tax 16,000 | 28000 | 23000 | 67,000 By Net Profit

To Net Profit 64,000 | 1,12,000 92,000 12,68000 {before tax) 80,000 | 1,40,000 1 1,15,000| 3,35,000

80,000 | 140,000 | 1,15,000 |3,35,000 ' -30,000 | 140,000 | 1,15,000] 3,35,000




L

Working Notes

Goods received from and transferred to departments have been ascertained as follows: .

Deaprtment - A
Rs,
Goods received from other departments
From Department B ‘ 3,000
From Department C ' 3,000
' ‘ ' 6,000
Goods transferred to other departments ,
To Department B 8,000
To Department C : 5,000
' 13,000
Department - B-
Goods received from other departments
From Department A §,000
From Department _ 2,000
' 10,600
Goods transferred to other departments _
To Department A 3,000
To Department C ' 4,000 .
' 7,000
Department - C
Goods received from other departments
From Department A 5,000
From Department B : 4,000
9,000
Goods transferred to other departments
To Department A : 3,000
To Department B 2,000

5,000

(2) Establishment, Bad Debts and Advertising have been divided in the ratio of net sales
ie., 3:4:5,

(3) Rent and Rates have been divided in the ratio of space occupied, Rent and Rates of -
other space have been divided equally.

(4) Income tax has been divided in the ratio of Net Profit before tax.

IMustration - 3

Frbm the following trial balance, prepare departmental trading and profit and loss account,
general profit and loss account for the year ended 31st December, 1984 and Balance Sheet as
on that date.




Trial Balance

Debit balances. Rs. Credit balances Rs.
Opening Stock: " Capital 50,000
Dept. A 30,000 Sundry Creditors 33,500
Dept. B 20,000 Loan from Bank 10,000
Carriage Inwards: Sales:
Dept. A 2,000 Dept. A 1,50,000
Dept. B 4,000 Dept. B 3,00,000
Purchases: Interest on Investments 500
Dept. A 1,00,000
Dept. B 2,00,000 '
Salaries: '
Dept. A 15,000
" Dept. B 12,000
General Salaries 4,000
Advertising 2,000
Rent, Rates and taxes 3,000
Carriage outwards 9,000
Furniture & Fittings 6,000
Plant and Machinery 1,00,000
Sundry Debtors 19,000
Drawings _ 5,000
Investments 10,000
Cash at Bank 2,00
Interest on Bank Loan 1,000
$.44,000 ‘ 5,44,000

’I_‘he following information is also provided:

(1) Closing stock - Dept. A Rs. 25,000; Dept.B Rs. 40,000.

(2) Area occupied by two departments in the ratio of1:2

(3) General salaries are to be divided in the ratio of 5 : 3

(4) Interest outstanding on Bank Loan Rs.200. _

(5) Depreciate Plant and Machinery and Furniture at 10%. Depreciation of piant and Machinery
should be allocated in the ratio of 3 : 1 and of furniture in the ratio of space occupied.
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Departmental Trading and Profit and Loss Account

Dr. for the year ended 31st December, 1985 ' Cr.
Dept.A |Dept. B'|  Total Dept A’ | Dept.B Total
To opening Stock _ 30,000 | 20,000 50,000 By Sales 1,50,000 (3,00,000 (4,350,000
To Purchases 1,00,000 {2,00,000 | 3,00,000 By Closing Stock 25,000 | 40,000 | 65,000
To Gross Profit ¢/d 43,000 |1,16,000 | 1,59,000
1,75,000 |3,40,000 | 5,15,000 1,75,000 13,40,000 ]5,15,000
To Salaries . 15000 | 12,000 | 27,000 [By Gross Profit b/d 43,000 11,16,000 |1,59,000
To General Salaries 2500 | 1,500) 4,000 '
To Rent and Rates 1,000 2,000 ) 3,000 H
! To Advertising 667 1,333 2,000
To Carriage outwards 3,000 6,000 9,000
To Depreciation:
Furniture & Fittings 200 400 600
Plant & Machinery 7500 | 2,500 10,000 ’
" To Net Profit (transferred ’
to general profit ’
and loss account) 13,133 | 90,267 | 1,03,400
43,000 {1,16,000 | 1,59,000 i 43,000 | 1,16,000 j 1,59,000
%‘.—.——4 —_ ==——t———
General Profit and Loss Account
u for the year ending 31st December, 1984.
Rs. : Rs.
To Interest on Loan - 1,000 By Net profit b/d (from
To Add. oustanding 200 . departmental profit
' and loss account 1,03,400
1,200 ' By Interest on Investments 500

To Net profit (transferred
to Capital account) -1,02,700 )

1,03,900 , , [ 1,03,900




Balance Sheet
as at 31st December, 1984

Liabilities Rs. Assets ) Rs.

Capital : Plant & Machinery.  1,00,000

Opening Balance 50,000 Less: Depn. at 10% 10,000
Add Net Profit 1,02,700 . — 1 90,000

_— Furniture and Fittings 6,000

1,52,700

Less: Dirawings 5,000 : Less: Depn. at 10% 600
: - ~——1 1,47,000 — ] 35400
Loan from Bank 10,000 Investments . 10,060
Add: outstanding ' Closing Stock 65,000
interest . ’ 200 Sundry Debtors ‘ 19,000
—1 10,200 Cash at Bank 2,000

Sundry Creditors 33,500

1,91,400 1,91,400

Tllustration - 4

Messrs. A, B and C carried on business as cloth merchants at Hyderabad. The partners A,
B and C were incharge of the Departments I, 1T and 1II respectively. The partners are entitled
to remuneration equal to 50% of profits (before charging their remuneration) of the respective
departments of which they are incharge and the balance of profits are to be divided among
them in the ratio of 1 : 2 : 2 respectively. On the basis of the following information prepare
Departmental trading and profit and loss account and General Profit and Loss account of the
business.

Opening Stock: Rs. Sales: Rs.
Department - 1 ' 10,000 Department - I 1,00,000
Department - I 20,000 Department - I1 1,50,000
Department - I1I 30,000 Department - IiI 2,00,000

Purchases: ‘ ‘ Closing Stock:

Department - 1 60,000 Department - 1 15,000

Department - IX 70,000 Department - 11 12,000

Department - II . 90,000 Department - IIT 10,000

Salaries 10,000 Advertising 9,000

Rent 6,000 Discount Allowed 1,800

. Discount Received _ 6,000 Sundry Expenses .- 3,600
Depreciation ‘6,000

" Goods having a transfer price of Rs. 2,400 and Rs. 6,000 were transferred from Department
I and II respectively to department IIL The inter-departmental transfers are made at 120% of
the cost.

The opening stock of department 111 does not include any goods transferred from other
departments, but closing stock includes Rs. 2,400 valued at the inter-departmental transfer price.
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The various items are to be apportioned amongst the three departments in the following

proportion.

All other expenses: on the basis of sales

department.

Solution

Salaries
Rent
Depreciation
Discount received

Dept. I Dept.
2 1
3 2
1 1
2 2

II

Dept. I

2

1
1
1

(excluding inter-department transfers) of each

Departmental Trading and Profit & Loss Account
for the year ended

Dept. I |Dept. II {Dept. I [ Total II ) Dept. I [Dept. II [Dept, 11 | Total
Rs. Rs. Rs. Rs. Rs. Rs. Rs, Rs.
To Opening Stock 10,000 20,000 30,000 60,000 )t By Sales 1,00,000 | 1,50,000 [ 2,00,000 4,50,000
To Purchases 60,000 70,000 90,000 [2,20,000
To Goods transferred
from other By Goods transferred
departments - —_ 8,400 8,400 M to Dept.ITlI 2,400 6,000 —_ 8,400
To Grossprofit c/d | 47400 | 78000 | 81600 [2,07,000 By Closing Stock 15000 | 12,000 [ 10,000 | 37,000
1,1'?.400 1,68,000 | 2,10,000 {4,95,400 117,400 | 1,68,000 | 2,10,000 4,95,400
To Salaries 4,000 2,000 4,000 106,000 H By Gross Profit b/d 47,400 78,000 81,600 | 2,07,000
To Rent 3,000 2,000 4,000 10,000 || By Discount Received 400 400 200 1,000
Teo Depreciation 2,000 2,000 2,000 6,000
To Advertising - 2,000 3,000 4,000 9,000
To Discount 400 630 800 1,800
To Sundry Expenses 800 1200 L6400 3,600
To Net profit (trans-
_ferred to General
profit and
loss account) '
To Depreciation 35,600 67,600 63,400 | 1,71,600
47800 | 78,400 81,800 | 2,08,000 47,800 78,400 81,800 ] 2,028,000




General Profit and Loss Account

Dr. for the year ended ... Cr.
Rs. I Rs.

To Stock Reserve By Net Profit b/d

(f—;ﬁ x 2,400) 400 (Transferred from
To Remuneration to partners Departmental profit

(being 50% of profit of the loss a/c) 1,771,600

department of which they

are incharge)

A 17,800

B 33,800

c 34,200

—— 85,800

'To Net profit transferred

to capital Accounts:

A-15 17,080

B-2/5 34,160

C-3/5 34,160

85,400
1,71,600 ' 1,71,600

Check Your Progress - 1

A firm has three departments viz., A, B, and C and it wanted to preparc Departmental
Trading and Profit and Loss Account for the year ending 31st December, 1990. The normal
rate of Gross Profit is 30%, 25%, 20% respectively for departments A, B and C on sales.

Indirect Expenses are charged on the basis of Sales.

The following are the figures relating to the period ending with 31st Dec., 1990.

Stock 1-1-1990 10,000 15,000 20,000
Purchases _ 25,000 30,000 40,000
Sales . 40,000 50,000 60,000
Direct Expenses 7,000 8,000 10,000

The total indirect expenses are Rs. 15,000.

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

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

............................................................................................
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20.3 SUMMING UP

In this unit illustrations are given on the preparation of Departmental Trading & Profit and
Loss Account, General Profit and Loss Account and Balance Sheet.

20.4 CHECK YOUR PROGRE_SS : MODEL ANSWERS

Departmental Trading and Profit & Loss Account
for the year ended 31.12.1990

Dept. A | Dept. B Dept. C Totat Dept. A | Dept. B | Dept. C Total
Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.
" To Stock 10000 [ 15000 | 20,000 | 45000 | By Sales 40,000 | 50,000 | 66,000 | 1,50,000
To Purchases 25,000 | 30000 | 40000 | 95000 | By Closing stock 14000 | 15500 | 22,000 |- 51,500
To Direct Expenses 7,000 8000 | 10,000 | 25000 (Bal fig)
Te G.P. c/d 12,000 | 12,500 | 12,000 36,500
54000 | 65500 | 82,000 12,01,500 54000 | 65500 | &2,000 | 2,01,500
To Indirect By GP.b/d 12,000 | 12500 | 12,000| 36500
Expenses 4000 | 5000 | 6000 | 15000 '
To Net Profit 8,000 7,500 6,000
J12000 | 12500 { 12000 [ 36500 12000 | 12500 | 12000 36500

-20.5 MODEL EXAMINATION QUESTIONS

Problems
1. On the basis of the folloﬁving information ascertain the value of goods received by and
~ supplied to each department. Goods were transferred from:

Department X to Department Y Rs. 379; to Department Z Rs. 6,543
Department Y to Department X Rs. 7,654; to Department Z Rs. 2,345
Department Z to Department X Rs. 4,567; to Department Y Rs. 5,678

2. How do you apportion the following between Departments A, Band C
2)

hs. 1(5 M
Rent and rates 4,000; Discount received 500
Discount allowed 800; - Advertising 1,200
Lighting 140; Bad debts 900
Following further information is furnished:
Dept. A Dept. B Dept. C
Sales -50,000 30,000 20,000
Purchases 30,000 15,0600 5,000
No. of light points 4 2 1
' Area occupied by each Department 5 3 2

Other space ' 2




3. Goods having a transfer price of Rs. 40,000 were transferred from department X to
‘Department Y. The inter-departmental transfers are made at 125% of cost. The opening
stock of department X does not include any goods transferred from other departments, but
closing stock includes Rs. 5,000 valued at the inter-departmental price. How do you treat
this in the books of business? o

" 4, From the following Trial Balance and adjoined information prepare Departmental Trading -
and Profit and Loss Account for the year ended 31st December, 1985 and a Balance Sheet
as on that date. :

Trial Balance as on 31st December, 1985

Debit Credit
Rs. Rs.
Stock on 1-1-1985:
Department A ' 30,000
Department B _ 25,000
Purchases: '
Department A 70,000
Department B 40,000
Wages:
Department A 18,000
Department B 12,000
Sales: '
Department A : 1,50,000
Department B , 1,00,000
Capital 50,000
Carriage inwards:
Department A 1,000
. Department B~ 2,000
Salaries 20,000
Travelling expenses _ ' 2,000
Rent and Taxes : 8,000
Insurance 2,400
Advertisement : 6,000
General Expenses 600
Cash at Bank . ‘ 5,000
Bills receivable . 4,000
Bills payable ' ' 8,000
Sundry Creditors - 30,000
General Reserve 20,000
Plant and Machinery 50,000
Furniture and Fittings 10,000
Sundry Debtors _ 20,300
Buildings 30,000
Printing and stationery ' 500
Discount allowed . 1,200

3,58,000 3,58,000




- Additional information:

{a) Stock on 31st December, 1985: Department A Rs. 15,000; Department B Rs. 10,000.

(b) Wages outstanding: Department A Rs. 800: Department B Rs. 500. '

(c) Salaries outstanding Rs. 3,000.

(d) Taxes prepaid Rs. 500.

{e) Write off Bad debts Rs. 300 and make a provision for doubtful debts at 5% on sundry
debtors. '

(f) Depreciate Plant and Machinery at 10% and Buildings at 5%.

Al unallocated expenses are to be apportioned on the basis of turnover.

Ans:
Dept. A Dept. B
Rs. - Rs.
Gross Profit 45,200 30,500
Net Profit ' ‘ 14,600 10,100

Balance sheet tofal .Rs. 1,37,000

5. From the following trial balance prepare departmental Tréding and Profit and Loss Account
for the year ended 31st March, 1985 and Balance Sheet as at the date:

Trial Balance

Debit Credit

Rs. Rs.
Stock on 1-4-1984:
Department A . 35,000
Department B - 30,000
Purchases:
Department A : 80,000
Department B ' 60,000
Sales: | o 7
Department A ' 1,30,600
Department B : 90,000
Wages: '
Department A : 15,000
Department B ' _ 6,000
Rent, taxes, and insurance 4 \ ' . 12,000
Sundry expenses : 3,000
Salaries : ' _ 6,000
. Lighting. . ' 2,100
Discount allowed - 1,100
Discount received . 280
Advertising _ _ . 4,000
Carriage inwards 1,800
Furniture 8,000
Plant and Machinery 50,000

Sundry Debtors . : 8,000
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Sundry Creditors _ : ‘ 20,720

Capital 1,600,000
Drawings 5,400
Cash in Hand : 1,600

Cash at Bank 12,600

341,000  3,41,000

The following information is also provided:

(a) Transfer of goods from Dépt. A to Dept. B at cost Rs. 800,

(b) The items Rent, taxes and insurance, sundry expenses, lighting, salaries and carriage
inwards to be appointed 2/3 to Department A and 1/3 to Department B.

(¢) Advertising to be apportioned equally.

(d) Discount allowed and received are apportioned on the basis of departmcntal sales and
purchases (excluding tranfers) respectively.

(e) Depreciation at 10% per annum on Furniture and Fittings, on Plant and Machinery.
This is to be charged 3/4 to Department A and 1/4 Department B.

(f) Stock as on 31-3-1985.
Department A Rs. 20,000; Department B Rs. 15,000.

Ans:
Dept. A Dept. B
Rs. Rs.
Gross Profit ' 19,600 7,600
Net Profit 2,640 3,880

Balance sheet total Rs. 1,08,800

From the information given below, prepare departmental Trading and profit and loss account
and ascertain the true profit for the year ended 31st, December, 1985.
Dept. A Dept. B ,
Rs. Rs. |
Stock on January 1, 1985 50,000 10,000
Purchases from outside 2,50,000 40,000
Wages : 15,060 10,000
Transfer of goods from Dept. A - 50,000
Stock on 31st December, 1985 60,000 20,000
Sales to outsiders 3,60,000 80,000

The entire closing stock of Dept. B represents - Goods from Department A which
transfers them at 25% above cost. Administrative expenses amount to Rs. 10,000
which are to be allocated between departments A and B in the ratio of 3:2 respectively

Ans: Dept. A —  Gross Profit Rs. 1,55,000
Net Profit Rs. 1,49,000

Dept. B~ Gross Loss Rs. 10,000
Net Loss Rs. 14,000

Net profit of the business Rs. 1,31,000.
\ .
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‘BLOCK - VII : BRANCH ACCOUNTS

UNIT-21 : BRANCH ACCOUNTS - AN INTRODUCTION
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21.0 AIMS AND OBJECTIVES

The aims.of this unit are to acquaint you with the objectives of branch accounting, classification
of branches and the system of accounts to be followed by the branches.

On completion of this unit, you should be able to :

— explain the objectives of branch accounting
— describe the classification of branches

— give journal entries and prepare Branch Account under Debtors system.

21.1 INTRODUCTION

In order to have wider market for their products, and to have effective and efficient retailing,
business houses may split their business into several divisions. In case the various divisions are
located in different parts of the same city or in different towns, they are known as branches. It

3 necessary to know the profit or loss of each branch so that the efficiency of the branch can
be known and necessary steps can be taken to remedy the state of affairs in case any branch is
not giving desired results. Therefore, it is necessary to maintain the accounts in such a manner
that the profit or loss made at a branch is easily known.

21.2 OBJECTS OF BRANCH ACCOUNTING

The main object of maintaining branch accounts is dependent on the nature of business and
the type and needs of particular branch. However the following can be said as the objectives of
keeping the branch accounts :

(i) To ascertain the profit or loss of each branch separately,

(ii) To evaluate the performance of each branch and to plan for expansion of the business,
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(iii) To know the cash and goods requirements of different branches from time to time,

(iv) To make concrete suggestions for improvement of the working of the branches.

21.3 CLASSIFICATION OF BRANCHES

The branches may be broadly classified into different types, from the accounting point of
view. They are :

(i) Branches which do not keep full system of accounting;

(i) Branches which keep full system of accounting;

The branches are also classified as (i) Dependent branches and (ii) Independent branches,
from the point of view of recording transactions in the books of account. Sometimes they are
classified as Inland branches and foreign branches. However, we will be discussing about the
Intand branches only as Foreign branches are out of of the scope of the syllabi prescribed. The
Ir_iland branches may either keep full set of books when they are known as Independent branches
or may not keep fult set of books when they may be called dependent branches. One point is to
be noted carefully ie., all the branches, whether they are dependent or independent, will have to
organise and wor according to the instructions and directions issued by the parent organisation
ie., Head office, Therefore, the classification of branches into dependent or independent branches
is only from the point of view of recording of transactions in the books of accounts.

21.4 DEPENDENT BRANCHES

These dependent branches may be further divided into following three types :

(I) Branches which receive goods from Head office and sell only for cash,
(I) Branches which receive goods from Head office and sell both for cash as well as credit,

(I11) Branéhes similar to the above but the goods are supplied by the Head office at selling
price i.e., at a higher price than the cost price.

The salient features of these branches may be stated as follows :

(i) These branches are required to sell only those goods which are supplied by the Head
office and they are not generally allowed to make outside purchases in the open market.

{(ii) Goods are supplied by Héad office to the branches either at cost price or at selling
price which is higher than the cost price.

(iii} All expenses of the branch like salaries, rent etc. are directly paid by the Head office
through cheques. ‘

(iv) Petty expenses of the branch are usually paid by the branch. The branch manager is
provided with the petty cash from Head office and it is usually maintained on imprest
system.

(v) The branch is usually expected to sell the goods for cash only but sometimes it may be
authorised to sell on credit basis also.

(vi) All cash received by the branch on account of cash sales or from its debtors is daily
remitted to Head office. The Head office account is usually opened in a local bank
where all cash collections are daily deposited by the branch.
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(vii) These branches only keep some memorandum books such as stock register but do-not
maintain complete set of books as mentioned eatlier. The branch maintains a Debtors
Ledger, when it is authorised to sell goods on credit, in order to find out the amount
due for Debtors. The stock register is kept to provide information relating to the
movement of goods and balance of stock on hand.

21,5 SYSTEM OF ACCOUNTING

As these branches do not keep complete set of books, the Head office maintains the accounts
relating to the branch. The system of accounting to be adopted at Head office depends on the
size of the branch and the degree of control to be exercised by the Head office. The Head office
may keep branch accounts by following any one of the following methods:

Debtors System

This system is followed in case of branches which are small in size. Under the system, the
Head office opens a separate account for each branch to record all the transactions relating to
the branches. The branch account opened in the Head office books under the system is in the
nature of a nomnal account and it is this account which ultimately recveals profit or loss at the
branch. The system of finding out profit by preparing one account for one branch is known as
Debtors System.

Final account System

Under the system, head office opens a branch trading and profit and loss account to find
out the profit or loss at the branch. The Head office may also maintain a branch account, which
is in the nature of personal account as different from branch account opened under Debtors
‘system which is in the nature of a nominal account.

Stock and Debtors System

Under this system the Head office maintains a number of accounts for keeping a record of
branch transactions in place of one branch account such as branch stock account, branch debtors
account, branch assets account, branch expenses account and branch adjustment account to find
out profit or loss at the branch.

Check your progress - 1

(i) What are the various objectives of Branch Accounting?

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

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

............................................................................................
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21.6 ACCOUNTING TREATMENT

The Accounting treatment under the different systems is given below:

Debtors system

The Head office opens a separate account for each branch called “... Branch account” to
find out profit or los at the branch. This account is in the nature of a nominal account. It is
debited with whatever the branch has at the begining of the accounting year ie., the opening
stock, debtors, petty cash etc. It is also debited with whatever has been sent by the Head Office,
to the branch during the year i.e., cash sent for meeting expenses or for purchases made locally.
It is credited with whatever the Head office receives and cash collected from debtors, goods
returned by the branch etc. It is also credited with whatever the branch has at the end of the
accounting year i.e., The closing stock, debtors, petty cash and any other asset etc.

The accounting entries in the books of Head Office for different branch transactions are as

follows:

(i} For goods supplied by the Head office to the branch

Branch Account Dr.

To Goods sent to branch account

(if) For goods returned by the branch to the Head Office:

Goods sent to branch account Dr.

To branch account

(iii) For goods returned by branch debtors to the Head office

Goods sent to branch account Dr.

To branch account

(iv) For expenses at the branch met by Head office

Branch account Dr.

To Bank account

(v) For remittances received from the branch

Bank account Dr.

To branch account

(vi) For closing balances of assets at the branch

Branch assets account Dr.

To branch account

with the value of goods
sent to branch

with the value of goods
returned by branch

withr the value of goods
returned by branch debtors

-

with the amount of cheque
or draft sent to the branch

with the amount of cheque
or draft received from the
branch

with the closing value of
assets such as stock, debtors
petty cash etc.



(vii) For liabilities at the branch at the end of the accounting year.
Dr: with the closing balance

Branch account
To branch liabilites account of any liabilities
(individually) such as

outstanding expenses €tc.

At this stage, the branch account, when balanced will reveal profit or loss at the branch. If
the credit side is more it is profit and if the debit side is more it is loss.

Note: The assets and liabilities of branch at the end of accounting ycér will be shown in the
Head office balance sheet and at the begining of next accounting year. They will be

transferred to branch account by passing the following entries.

(a) For transferring assets:
Branch account Dr. with the value of each asset

To branch assets account

(b) For transferring liabilities
Branch liabilites account Dr. with the value of each liability

To branch account

{(viii) For transferring profit or loss at the branch
(a) For profit

Branch account Dr.
To General profit and loss account
(b) For loss
Dr.

General profit and loss account
‘ To Branch account

(x) For transfer of balance in goods sent to branch account
Dr. with the balance in goods

Goods sent to branch account
To purchases/trading account sent to Branch Account at
the end of accounting year

Note: The balanice in goods sent to branch account is transferred to purchases account in
case of trading concerns, and trading account in case of manufacturing concerns. -

The branch account prepared in the Head office books will appear as under:
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Dr. Branch Account Cr.

: ‘ Rs. Rs.
To balance b/fd (opening By balance b/fd (opening lia-
balance of assets) ' bilities, if any such as out- .
Stock X standing expenses) XXX
Debtors X By Bank account:
Petty cash XXX Cash sales XXX
.f?qrmtura . XX Cash received from .
Prepaid Insurance etc. XXX debtors bod
To goods sent to branch account XX ————— XXX
By goods sent to branch
To bank account (expenses account (goods returned
paid by Head office) XXX by branch or goods returned
To balance C/d (closing liabili- by branch debtors directly
ties, if any, such as out- 7 to Head office poed
standing expenses) XX '
To General profit and loss By balance C/d (closing bala-
account (profit) . XXX nce of assets)
Stock XXX
Debtors X
Petty cash XXX
Furniture X
Prepaid Insurance etc, XiX
By general profit and loss
account (loss) X

Important points to be noted: The following important points should be remembered while
recording transactions in the branch account:

(1) Credit sales, bad debts etc

The Head Office need not make any entry in the branch account in respect of credit sales
made at the branch, return of goods by the branch debtors to the branch, discount allowed by
the branch to its debtors, bad debts written off by branch, shortage or surplus of stock at the
branch. However, these may have to be taken into account for ascertaining closing balance of
debtors at the branch.

(2) Depreciation of fixed ﬁssets

Depreciation on branch fixed assets is not shown in the branch account. However the
branch account is debited with the value of fixed assets at the begining of the accounting year
and credited with the value of fixed assets at the end of the accounting year. Thus the difference
between the two vlaues, ie., depreciation, is charged automatically. For example if a branch is
having furniture worth Rs. 1,000 at the begining of the accounting year and it is decided to
charge depreciation at 10% p.a., the branch account is debited wth Rs. 1,000 at the begining
of the accounting year and ¢credited with Rs. 900 at the end of the accounting year. Thus
depreciation of Rs. 100 EQI&_IQ is automatically changed to the branch




A T

(3) Petty expenses

Petty expenses incurred by the branch out of its petty cash is not shown in the branch
account. But the branch account is debited with the opening balance of petty cash at the branch
and the amount sent by the Head office to the branch for petty expenses. The branch account,
at the end of the accounting year, is credited with the closing balance of petty cash at the branch,
thus the petty expenses incurred by the branch are automatically charged. to the branch account.

1t is clear from the following example: '

Petty cash balance at the branch at the begining of the accounting year Rs. 50
Petty cash sent by Head office to the branch during the accounting year Rs. 100
Petty expenses incurred by the branach during the accounting year 125

Then the branch account will be debited with Rs.150 (opening balance Rs.50 + and cash
sent by Head office Rs.100) and it will be credited with Rs.25 being the petty cash balance at
the end of the accounting year (Rs. 150 — 125). Thus, the branch account is charged Rs. 125
being petty expenses during the year.

(4) Purchase of fixed assets by the branch

The branch may purchase its fixed assets. If the assets are purchased for cash, the remittance
of cash to the Head office is reduced to that extent and if they are purchased on credit and
the amount is outstanding till the end of the accounting year, liability is created by debiting the
branch account. However, the assets so purchased are credited to branch account at the end of
the year.

(5) Sale of fixed asset by the branch

~ The branch may also sell its fixed asset. Any amount realised on sale is remitted to Head
office. In case, it is sold on credit, the amount ‘due is shown as debtors at the end of the
accounting year. The asset is shown in the branch account, at the end of the accounting year,
at its reduced value which is arrived at as follows:

Opening balance of the asset + purchase of fixed asset — sale of the fixed asset. No separate
entry is made for profit or loss on sale of fixed asset, since it is automatically taken care of
when both opening and closing balances - and the amount realised on sale are recorded in
the branch account. ‘

(6) Amount received from Insurance company

In case insurance company admits claim and pays any amount in respect of stock or any
other property damaged at the branch, the amount so received by the branch will be remitted to
Head office and the remittances from the branch to Head office will increase. In case the claim
admitted by Insurance company is outstanding till the end of the accounting year, the amount
of claim will be shown as an asset at the branch by crediting the branch account.

Thus, it is important to note that under this system of preparing the branch account, items
like credit sales, bad debts, discounts allowed to customers depreciation on fixed assets, loss or
gain on sale of fixed asset do not figure in branch account at all. The profit or loss is ascertained
by a comparison of the branch assets and liabilities at the begining and close of the accounting
year and having regard to remittances, goods sent to the branch and remittances received from
the branch (where the branch sells goods only for cash).
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Check Your Prbgress -2

1. What is the accounting treatment with regard to pruchase and sale of fixed assets by the
branch under debtors system?

............................................................................................
TR

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

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

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

b Iustration - 1.

The Andhra Textiles Ltd. opened a branch at Hyderabad on 1st January, 1984, From the
following Pparticulars, prepare all the accounts for 1984 and branch account 1985 in the books of
Head office. Also give journal entries for 1985:

1984 1985

Rs Rs.

Goods sent to Hyderabad branch 90,000 1,70,000
Cash sent to branch for: :

Rent 12,000 12,000

Salaries 9,600 36,000

H Other expenses | 4,000 6,000

Cash received from the branch 1,40,000 2,20,000

Stock on 31st December 14,000 52,000

Petty cash in hand on 31st December 240 520
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Solution

In the books of Head office

Dr. Hyderabad Branch Account Cr.
1984 Rs. 1984 Rs.
Jan.01 |To goods sent to Jan.0'1 | By bank account 1,40,000
to branch account 90,000 to : -
Dec.31 Dec._31 By balance ¢/d’
" To Bank account: Branch stock
Rent 12,000 Branch petty 14,000
Salaries 9,600 cash
Qther ex- 240
penses 4,000
25,600
1 »  iTo General profit
1 and loss account 28,640
‘ R
1,54,240 1,54,240
Dr. Goods sent to Branch Account Cr.
1984 Rs. 1984 Rs.
Dec.31{To trading account 90,000 Jan.01 | By Hyderabad
to branch account 90,000
Dr. Branch Stock Account Cr.
1984 : Rs. 1984 . Rs.
Dec.31]|To Hyderabad braanch 14,000 Dec.31| By balance ¢/d 14,000
account
1935
Jan.01 {To balance bid 14,000

Dr. ' Branch Petty Cash Account Cr.
1984 - Rs. || 1984 Rs.
Dec317To Hyderabad Dec,31|By balance ca 240
branch account 240
1985
Jan.01 | To balance b/d 240
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qurnal_.Entﬁes for 1985

Dat_e:.

Particulars’

LF. |

" Dr,

Rs..

Cr.
Rs.

1985

Jan.01

jan.O:_l
]
Dec31

Hy'dcrabad' branch account
~To Branch stock account
. To Branch petty cash account

(Bemg the opemng balances of
stock and petty cash at the branch)

.- Dr. |

‘ Hyderabad branch account

To goods sent to branch account

(Being the value of goods sent to

'branch durmg the ycar)

Dir.

Hyderabd’ branch account
To Bank account 7

(Ber'ng the cash sent to branch:
Rent Rs. 12,000; salaries Rs. 13,600

‘and for other expenses Rs.6,000)

Dr.

Bank account : :
" To Hyderabad branch account

o (Bemg the rcmlttances received

from the branch)

- Branch stock account
t Branch petty cash account

To Hyderabad branch account

| (chg the closing balances of stock

and petty cash at the branch)

Dr.

Dr. |

Hydcrabad branch account
To General profrt and loss account

(Being the profnt at the branch
transferred to general profit angd loss a/c)

Dr.

: transferred to trading a.fc)

Goods sent to Branch afc,
To Tradmg account

(Bemg goods sent to branch

: VDr.

: 1‘4,240

2,70,000

35600

-2,20,000

52,000
520

56,680

1,70,_000

14,000
240

2,70,000

31,600

2,20,000

52520

56,680

1,70,000




Hyd;era'h_ad"Bra_nch account " Cr.

1985 | S Rs. 1985 o Rs.
Jan.01 | To Balance b/fd ‘ Jan.01 [By bank account’ 220,000
Br. Stock 14,000 to | o
_ Br. Petty cash 240 Dec.31! R
Jan.01 . By Balance ¢/d
to {To goods sent to Br. stock® 52,000 -
Decil branch account 1,70,000 Br. Petty cash ! 520
To bank account ‘ : T
‘Rent 12,000
Salaries 1?;-,600
other expenses 6,000
, 31,600
.Dec.31| To general profit
and loss account (Profit) | 56,680 .
2,72,520 12,72,520

Hlustration - 2

{Where thé branch sells goods for cash as well as on credit)

From the fonm;ving particulars relating to Tirupéthi Br. for the year ending 31st Décember,
1985, prepare branch account in the Head office books: '
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Petty cash at the branch-on 31-12-85

: - Rs.
Stock at the branch on 1-1-85 - T 15,000
: Debtors at the branch on 1-1-85 32,000
- pétty cash at the branch on 1-1-85 400
' Goods sent to branch during the year 1985 £ 2,50,000
Remittances from branch during 1985: o
Fot cash sales 63,000
Received from debtors 2,12,000
: : - —— 2,75,000
Credit sales durng the year 1985 2,25,000.
Cheques sent to branch during 1985:
For rent and taxes 1,600
For salaries 9,000 -
~ For petty cash 1,600 :
- 11,600
Discount allowed to customers 200
Goods returned by customers 400 .
Goods returned by branch 2,000
Stock at the branch on 31-12-85 23,000
200




- Solution; .

Books of Head Office

Dr. o Tirupathi Branch Account : ' Cr.
1985 Rs. 1985 : ) ' Rs.
Jan.01 (To Balance byfd _ Jan.01 [By bank account
Br. Stock 15000 to Cash ‘
Br. Debtors 32,000 Dec.31] sales 63,000
Br. petty ' ] Cashrecd. 2,12,000
cash 400 debtors | 295,000
Jan.01 {To goods sent to ' - " |By goods sent to
toj branch a/c - ~{ 2,50,000 - " |branch a/c o
Dec.31 - : o (returns) ‘ . 2,000
" To bank account " |By balance ¢/d
Rent &taxes 1600 [ Br. Stock 123,000
o _ e Brdebtors 44,400
Salaries -~ 9,000 | : ‘ Br.petty cash 200
Petty cash ~ 1000 ' '
o 11600
Dec.31|To general profit .
and loss accounts {35,600 ' i -
(Profit) . , ———
: 3,44,600 3,44,600
Note: As the closing balance of debtors is not given in the question it is to be ascertained by ~

preparing memorandum branch debtors account,

Di'. . - Memorandum Branch Debiors Account ' Cr..

1985 |© Rs. | 1985 Rs.
Jan01 [To balance bfd | 32,000 * || Jan0a| By Cash C 212,000
Jan.01 {To Sales (Cr) [ 2,25,000 to | By discounts ' , .
to’ ' i Dec3i allowed o200
Dec31| T By returns Inwards - 400
o | : Dec31} By Balance ¢/d (bal.fig) 44,400
2,57,000 : ' 257,000

' IMustration - 3

. The fol!dwing particulérs relate to Vijayawada Branch ‘Account for the year ended 31
December, 1985, Prepare branch account in the books of Head Office, ‘

Stock at branch on January 1, 1985 ST 20000
Branch debtors on January 1, 1985 - ' 8,000
‘ Branach debtors on December 31,1985 9,800 -
L Petty cash at branch on January 1, 1985 o : 1,000 o p
2 Furniture at branch.on Janvary 1, 1985 4,000, :

Prepaid fire Insurance on January 1,.1985 ) - 300




Salaﬁes outstanding at branch on Jan 1, 1985 = _ . 200

- Goods sent to branch during year 1985 . i 1,60,000
Cash sales during the year 1985 o ' _1,80,000
Credit sales during the year 1985 : : 7 - 80,000
Cash received from debtors . ' 70,000
Discount allowed to debtors. : S S 2000
Cash sent to branch for cxpenseé: o
Rent : o ' 4,000
Salaries ' o : - 4,800
" Pettycash . - . . 2,000
Insurance upto March 31, 1986 ‘ . 1,200 :
. - _ ‘ 12,000
Goods returned by the branch _ 2,000
Goods returned by the debtors : 4,000
: _ Stock at branch on Decembey, 31, 1985 L - 10,000
- ' Petty expenses paid by the branch : 1,700

Depreciation on furniture at 10% p.a-Goods costmg Rs. 2 400
were destroyed on account of fire and a sum of Rs. 2,000 was '
received from the Insurance Company.

Solution : _ ' : o
‘ Books of Head Office. _
Dr. : o " Vijayawada Branch Account - ¢ Cr
1985 Rs. 1985 ‘ Rs.
Jan.01 (To Balance b/fd: ot Jan.01 {By balance b/fd:
Branch stock 20,000 - Salaries :
Branch debtors: 8,000 outstanding = 200
Branch Petty cash 1,000 Jan.01 | By Bank account: o
\ : to cash sales 1,80,000"
Branch furniture 4,000 Dec31| cash o
received
T . : -} from
Prepaid R ¢ debtors -~ 70,000
. Insurance 300 o ' )
-Jan.01 {To goods sent to . - _ Cash paid
to| branchac ~11,60,000 - by debtors =
_ - Dec3l| o _ . to Head
i o *  |To Bank account: : - _ Office 4,000
- ) | Rent 4000 | . ‘Cash received =
Salaries . 4,800 | from S
Petty - o : Inc.Co. 2,000 |2,56,000
-cash - 2,000 " { By goods sent to | '
insurance 1,200 {° . to branch a/c
e ——  goodsreturn- o |
_ ; 12,000 o ed by branach) 2,000‘
Dec.31|To General profit Dec.31| By batance b/d:
and loss a/c A ~ Branch stock - 10,000
(profif) 77,900 : _ Branch debtors. | . 9,800




E Bram;h.pi‘:tty o
csh 1,300
, Branch furniture * 3,600
o : - -1l - . {Prepaid '
, ' : : Insurance o 300
2,83,200 _ : , : 2,83,200
‘Working notes:
(). . Calculation of petly cash balance at the eng:
SR . , : Rs.
Petty cash balance at the begining ' . 1,000
Petty cash sent by Head Office ' 2,000
- Total petty cash with the branch ' ' 3,000
~Less: Petty expenses paid by the branch - ' ' 1700
& Petty cash balgmce attheend _ - 1300
(i) Calculation of 'cIosing value of furniture: o :
.. Value of furniture at the begining I o 4,000
-~ Less: Depreciation at 10% p.a, 100010 o ©400 .
Closing value of furniture 3,600
. . N "-‘-'————.-__,

| 217 SUMMING UP

‘accounting known as i}ldeﬁgnde_nt branches.

. The features of de'pend'ent branches_are‘ that they are required to seli only those gooﬁs
. which are supplied by Head office, all the expenses of the branch are paid by the Head Office

or Stock and 'Dethrs system.

Under Debtors system, the Head office opens a Separate account for each branch to ﬁnd '
~out profit or loss at the branch. This account is debited with opening balance of stock, Debtors,
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51.8 CHECK YOUR PROGRESS - MODEL ANSWERS
1. @ _ The following are the objectives of b-rani:h accounting:

(a) to find out the profit or loss of each and every brgnch separately.

(b) to evaluate the performance of each branch,

(¢) to ascertain the requirements of each branch in respect of cash and goods,
and ‘ - :

(d) to know the ﬁnanciél position of each branch as at a particullar date. -

-(ii), Branches can be broadly classified into two categories for the purpose of recording
transactions in the books of account. - ‘

. Branches which do not keep full system of accounting
_ Branches which keep full system of accounting. -

The other classification is that,

— Dependént brancheg and

— Independent branches
Again the independent branches cgin also be divided into |

_  Home branches, and

= Foreign branches

2. () If the assets are purchased for cash by the branch, the remittance of cash to the Head
office is reduced to the extent and if they are purchascd on credit and the amount
- is outstanding till the end of the accounting year, liability is created by debiting the
branch account. If any branch sefls any fixed asset for cash the amount realised on sale
is remitted to Head Office. In case, it is sold on credit, the amount due is shown as

debtors and the asset is shown in the branch account at the end of accounting year.

(ii) In case the stock or property is insured, if the insurance company admits claim and
pays any amount in respect of the asset damaged at the branch, the amount s¢ received
by the: branch will be remitted to Head office. In case the claim admitted by insurance.
compahy is outstanding till the end of accounting year, the amount of claim will be
shown as an asset at the branch by crediting the branch account. L '

219 MODEL EXAMINATION QUESTIONS

A. Answer the following in about 30 lines each. l

1. Give a brief explanation of the various accouﬂts_opene'd under debtors system.
B. Answer the foilowing in about 15 lines each.

1. What are branch accounts?

2" How do you classify the branches?

3. -What is final account system?
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‘4. What is stock and debtors system? ‘

5. What are the features of dependcnt branches? -.

H 'PROBLEMS

necessary accounts in the books of Head Office

Stock 1st January ‘
Goods sent to Madras branch
Cash sent to branch for:
Rent -
Salaries -
‘other expenses

Cash received from the branch -

stock at 31st December _ :

Peity cash in hand on 31st December
(Ans. Profit - Rs.1,83,000)

30,000

48,000

20,000

——

1. A manufacturing (:omp'afly of Hyderabad opened a branch at Madras in 1980. From the
following particulars relating to the year 1984, prepare Madras branch account and other

Rs.
30,000
3,40,000

98,000
6,00,000
48,000
3,000

2. From the following particulars re]ating to Hyderabad Branch for the year ending Flst

Stock at Branch on 1-1-1985
Branch Debtors on 1-1-1985
petty cash at Branch on 1-1-1985
Goods sent to Branch during the year:
Cash sales during the year
Credit sales during the year -
Goods returned by branch
" Cash received from Debtors
ﬁ Cash sent to Branch for expenses
Stock at Branch on 31-12-1985
Branch Debtors on 31-12-1985
Petty cash at branch on 31-12-1985
(Ans. Profit - Rs.1,61,100)

December, 1985.7_prepar_t_: Hyderabad Branch acount in the Head Office books:

Rs.
89,000
47,000
200
2,84,000
1,58,000
4,04,000
8,000
3,79,000
90,000
54,000
72,000
300

3, Frqrri the following details relafing to Bomaby Bfanch, prepare Bfanch Account to:ascertain

profit in the books of Head Office.

Stock on 31st December, 1985

Debtors on 31st December, 1985
Goods sent to Branch during 1985
Goods returned by branch

‘Goods returned by customers to branch

T " Stock an 1st January, 1985

1,500

Rs,
20,000
16,000
20,000
70,000

8,000




" Cash sales
Credit sales _
Cash remitted by Branch fo Head Ofﬁce
- Allowances to customers -
'Bad debts
Expenses paid by Head Office:
‘ Salaries and Wages

‘Insurance upto 31st March, 1986

Rent from 1st.Jan, 1985 to 31st Jan.- 1986

3,000

(AnsLoss Rs. 20,000 Opening balance of debtors Rs. 32,600)

© 60,000
1,13,000-
400
700
28,000
" 13,000
18,000
— 59,000
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21.11 GLOSSARY

Brancl{

Debtors System

Dependent Branch

Final Account System
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. accounts of the branch

Division of a business located at a different place |

System to find out profit by p;epariné one.
account for one branch.

Branch which do not keep full Systc'm of
accounting,
System to ascertain profit by prcparmg ﬁnal
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22.0 AIMS AND OBJECTIVES

This unit is des_ignéd to explain you the accounting treatment when goods are sent to the
‘branch at a ‘hig'her price than the cost price. ,

: On completion of thé.unit, you will be abje to:

= give _adj;ﬁstrﬁeht entries relating to loading in the invoice price. _

-~ Prepare Branch Account when the goods are sent at a higher price than the cost price..

221 INTRODUCTION R

- the cost pncebyatfdmg 't:eftain ‘percentage of profit, which price is generally termed as invoice

Price-or selling price. When such a practice is followed the branch generally is required to selt

- the'oods af such invoice price only. The followirg may be said as the objectives in sending the
goodsatsichaprce, o oo s in sending ¢

(i) To have an effective control on the stock of goods at the branch and also to know from
h - time to-time the position of stock atbranch. -~ -~ - .. '

The bran;:h account maintaincd by Head office will be on the lines as already explained

- earlier, but the entries relating to goods sent to branch, goods returried by branch to head office,

opening and closing stocks at the branch will be made at that higher price. In order to find out

"the true profit or loss at the branch..;er}ain adjustment entries, in addition to the usual entries

relating to loading (the difference between invoice price and cost price) in the invoice price will
‘have to be made at the end of the accounting period, in the books of head office. -

222 ADJUSTMENT ENTRIES

;

- The following are the adjustment éntries:




. () For adjustment of loading in the invoice price of the goods sent 10 branch less. goods
" returnéd by the branch to {ic Head Office: T
Goods sent to branch account - pr. (withthe excess of invoice
_ To Branch account price and the price of
goods sent to branch less
returned to head office) ~

(i) For adjustment of loading in the invoice price of closing stdck of go_oqs at the: braxich:

Branch account Dr. (with the excess of jnvoice: -
To Stock reserve account price over the cost price -~ -

- of closing stock of goods at the branch;

(iiiy The closing stock of ‘goods at the end of the year becomes opening ‘stock at the
commencement of next accounting year and the same will be shown at invoice price on
the debit side of the branch sccount. To adjust the leading in the invoice price of the

opening stock, the foliowing adjustment entry is required: ' - :

Stock reserve account - " Dr. (with the excess of invoice price
To branch account o .. over the cost price of opening stock of
of goods at the branch)

For ascertaining the excess price {loading) the following procedure may be adopted: For
e.g., the goods are invoiced to the branch at cost plus 20%. 1f the cost price is Rs.100, loading is
Rs.20 and the{:efore the invoice price is Rs. 120. The-ratio of loading to invoice price is 20/120
or 1/6th. The adjustment for tpe excess price will be made on the basis of 1/6th of the invoice

price. When the goods are invoiced at cost plus 2505, the loading in:the invaice price will be
1/5th. Similarly when the goods are invoiced at cost plus 10%; the \gading will be 1/11th.

If the -invoice price is given as to yield a certain perccn_ﬁigc of pi'oﬁt ahnﬁa'lc,' the loading
in the invoice price is t0 be calculated as follows: For e.g., the goods are invoiced at 20% on
profit on sale, if the sale price is Rs.100, it will give a profit of Rs. 20 and this is the loading in
the invoice price. The ratio of loading to iavoice price is 20/100 or 1/5th. When the goods are
invoiced at a profit of 259 on sale, the loading in the invoice price is 1/4th. o K

Check Your Progress = 1

(a) Where are the objectives in sending the goods to the branch at a higher price than the cost
price? - '

-....n--..-.n(..---n--..--n.-.o--...-o ------------------------------------------------------

Illus_traﬁon -1

Mahesh & Co., has a branch at Bangalore, Goods are invoiced to the branch at cost plus
25%. The branch is required to deposit cash every day in the Head office account in the bank.
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" All expenses are-paid by cheque by the Head officie except petty cash expenses which are paid
¥ the branch manager. From the following particulars relating to 1985, prepare branch account
- in the Head office books: T A o .

o . Rs,
~ Stock on 1st Jarmary | S 5,000
- Stock on 31st December : : 6,000
 Sundry debtors on Ist January o 2,800
B Sundry debtors on 31st December . - 3,600 -
*--Cash remitted to -Head office : ‘ c. 30,000
Furniture purchased by the branch , 2400
Goods invoiced from Head office o 36,400
Expenses paid by the Head office R _ - 3,280
Cash sales during the year - ) ' 21,600
Credit sales during the year : o 14,000
Petty expenses paid by the branch - 240
_ Sqlu@@n : In the Books of Head Office Bangalore Branch Account
1985 - Rs. ] 1985 ' - Rs.
Jan.01  1To Balance b/fq, -Jan.01 By Bank account - 130,000
e Branch stock [ 5,000 to’ | (remittances) ‘
Branch debtors | 2,800 | Dec31 | o
v Jan01 |[To goods sent to ' Dec.31 By goods sent to branch
“to | branch account (36400 |- (loading in the invoice| 7,280
Dec.3 T c \) > -
LR £ S bank (expenses) 173,280 - price) o
Dec31 |To stock reserve | 1,200 " By stock reserve (opening) | 1,000 :
[ - {(closing) - |
JTogeneralprofit& | 3760 § | By balance c/d -
“loss a/c. Branch'stock .~ | 6,000
1 (profit) 1 - - Branch debtors 3,600
i o Branch cash 2,160
Branch fumniture 2,400
[52440 f [ 52,340
Working Notes:

| In this probiem, cash received from debtors and cash balarce at the end islnd't given.
Therefore, these are to be, ascertained by preparing Memorandum Branch debtors account and
brarich cash accouint, ' , '




on sale. Branch has been insturcted to send all cash.daily to the Head office. All expenses are

paid by the Head Office except petty expenses which are miet by the Branch Man
branch account in the books of Head Office from the _fzarti’culars given below:
‘Stock on 1st J an.8S (invoice price) 30,000
Stock on 31st Dec’85 28,000
Sundry debtors on 1stJ an'85 18,000
Cash in hand on 1st Jan'85 . 800
Office funiture on 1st Jan'85 2,400 .
Goods invoiced from Head office 1,60,000 -
(invoice price) t
Goods returned to Head office --2,600
Goods returned by debtors - 960
Cash received from debtors -
. Cash sales B 1,00;000 -
Credit sales .~ L - 60,000
~ Discount allowed to debtors
Expenses paid by theHead office
. Rent : 2,400
Salaries 4,800
sationery and printing ¢ 600
Petty expenses paid by the branch manager 560

Depreciation is to be provided
on office furniture at 10% p.a

4 .

60000 -

60

(i) For-calculatidnrof cash tcceiéed from debtors )

D Memorandura Branch Debtors Account. - C
1985 — T R || 1985 Rs.
Jan31 |To balance b/id 2,800 - Jan.01 {By Cash 13,200
Jan01 | To Sales (Cr) 14,000 to (balfig} .

to’ Dec.31 R _
Dec31l Dec31 |By balancec/d - 3,600
" 16,800 - 716,800
(ii) For ascertaining cash at end
Dr. Branch cash _acboung Cr.
1985 | Rs. 1985 , Rs.
Jan01 |To Sales (Cash) 21,600 Jan.01 |By remittance _ )
" to v : : to 10 Head office 30,000
Dec31 |To Debtors 13,200 Dec31 | By furniture 2,400
’ 1By petty expenses 240
Dec3l | By balance;cld 2__,160
S (bal.fig) o
34,800 34,800
Hlustration -2 |
Mayur Sales Ltd., has abranch at Warangal. Goods are invoiced to the .btméh at'_2_0% profit’ 3

ager. Prepare




" Solution

|  In the Books of Mayur Sales Ltd., Warangal Branch Account
1985 Rs. | 1985, —

N Rs.
Jan01 |To Opening Balances: - 1 Jan01 By Goods sent to 2,000
- | Stock- ' 30,000 to {  branch afc L
Debtors | 18000 | Dec3i (returns)
Cash 800 {Bybank: ~
- Office furniture 2,400 Cash sales  1,00,000
- Jan.01 | To goods sent to _ : . '
to | branch a/c _ 1,60,0600 "~ | - Cash received from
_ Dee31 |To bank (expeses): Debtors .60,000 {1,60,000
Rent 2400 ' Dec31 | By goods sent tg '
- Salaties 4,800 " | branch alc. (loading) | 31,600
Stationery & " ' : _
_ printing 600 " | By stock reserve 6,000
_ T 7,800 " {opening) ’
" Dec31 |To stock reserve(closing) . 5,600 - By closing balances:
S : _, 1 | stk 28,000
To general profit-and - S Debtors 16,980
- lossalc (profity - | 22359 ' cash : o
o : ' - (B00=560) - [ g4
Office furniture ~ .
, : (2400~240) | - 2,160
, o 1 246980 ' : 2,46,980
* Working Notes: '

(1) ‘At the closing balance of debtors is not given, it is to be ascertained by preparing
memorandum branch debtors account. ' ' :

Dr... . .. - -Memorandum Branch Debtors Account - Cr.
s ] 7 TRe o oses [ ‘Rs.
“Jan01 |To balance'bfta - 18,000 Jan.01 { By cash received, 60,000
” Jan.01 | To sales (Cr) 60,000 - to By discount allowed 60
fof ' ~ Dec31y -
- Dec.31 : ; : By returns 960
' ‘ o Dec.31} By balance cd 16980
o (balancing fig) :
78000 | 78,000
: " (2) Cash balance at the-end of year is ascertained as follows:
o C o _ Rs.
~Cash balance at the begining of the year . o 800

less: Petty expenses paid by branch manager S S 560 -




(3) Balance of furniture at the end of the year is ascertained as follows: -

Office furniture at the begining of theyear 2,400

Less: Depreciation at 10% p.a : B . 240 |
Balance at the end of the year .. : 4 2,160

(4) Loading in the invoice value of goodé sent to-branch is ascertamed after deducting
" feturns to the Head Office ie., 1,60,000 — 2,000 = 1,58,000 x 1/5 = Rs:31,600 '

Loading in the invoice value of opening stock 30,000 x 1/5 = Rs:6,000 -
‘Loading in the invoice value of closing stock 28,000 x 1/5 = Rs.5,600
, ! , _

As the goods are invoiced to the branch at 20% profit on sale, the loading in the invoice:
price is 1/5th. ' '

" Final Account System

Under this system, the profit or loss of a dependent branch is ascertained by preparing
branch trading and profit and loss account but not by preparing branch account as was the case
under debtors system. This account is prepared at cost of goods sent to branch account but not
in the invoice price. B S :

The Head office may also maintain a branch account, under this system and the account to
be maintained will be in-the nature of personal account as different from the branch account
maintained under debtors system which is in the nature of nominal account. The branch account
maintained under this system usually shows debit balance representing the net assets the branch °

ie., Assets"Liabilities at the branch at the specified date. ' o

Tustration = 3

A Hyderabad Company has a branch at Bombay to-which goods are charged at cost plus
25%. The Bomibay branch keeps its own sales ledger and remits all cash received to ‘the Head
office evervday. All expenses are paid from Head office. The transactions of the branch for the

- year 1985 were as follows:

Rs. : R ) © Rs

Opening balances: " Cheques sent to branch for:

- Stock $'mvoiqc price) 20,000 | .

. Debtors ' - 400 Rent . 1,200

‘Petty cash 200  Wages : ' © 400

Cash sales ’ 5,400 ~ Salaries ' 1,800
Goods sent to branch 142,000  Closing balances: - R
Collections from debtors . 40,000 " ‘Stock (invoice price) . 25000
Goods returned to HO 500 ’ Debtors S 4,000 |
Bad debts - 500 Petty cash o 50
Allowance to customers 400 ) '

Returns from customers 900 -

Prepare_branch trading and proﬁt and loss account and branch account for the year 1985.
B+

e




‘ So]ution .

: Books of Head office ~ :
ST Bombay aneh Trading and Profit and Loss Account -
. Dr. o for the year ending 31st December, 1985 Cr.
To Opening stock - By Sales: .
- (20,000 - 4,000) . 16,000 Cash . 5,400
To Goods sent to branch Credit 45400 ‘
~ " less returns Less: Returns . g5 -
(42,000—-50@-—- | — 500 |
| 41,500 ———1 49,900
Less: loading 8,300 _
L ———— 33,200 | By closing stock
 T0 gross profit ¢4 | 20700 (25,000 - 5,000) 20000
, , 69,900 ' | 69,900
.. To Salaries . 1800 By gross profit b/d ‘ - 20,700
To ‘wages 400 ' _ : : '
“To'rent - _ 1,200 . ‘ ‘
~To bad debts . 500 ' 1
To allowance to customers 500 ‘ , o 3
To petty expenses . S ' '
“To (200-50) : 150 § ' o ‘ -
"0 fiet profit transferred’ _ ' :
RS 1 generai proﬁt and !oss ' 16,250 S : - :
- accourit: , : _
20700_] , ' 20,700
Dr. o : Bombay Branch Acconnt (Personal Account) S o Cr
1985° f_[ T | R | 1985 o . Rs.
Jan 01 fro bpem'hg b’alan’ccs . Jan.01 By goods sent to ' :
R to branch (Returns) :
Stock. © 116,000 Dec.31 o (500 ~ 100) 400
Debtors 400" " | Bybank
v Petty cash 200 (remittances) 45,400
Jan01 |To goods sent to By balance c/d 24,050
to branch '
"Dec.31 . {42,000 —~ 8,400) 33,600 -
o To bank (éxpenses)- 3,400 L
Dec.31 o ' ,
»  General profit c . Lo
| ~and Loss Ale 16,250 N
. BT o ' 69,850




Note: ‘ _ : . . o o
(1) The balance shown by branch account Rs24,050 is equal to net asset at the branch
i., branch stock at cost price (25,000 — 5,000) Rs.20,000 + Debtors Rs. 4,000 -+ Petty

cash Rs. 50. o o 4 o
(2) Credit sales at the branch can be ascertained by preparing Memorandum Branch
debtors account. - . R L
Dr. o : Mei:norandﬁm Branch Debtors Account D . _ Cr
1985 . Rs. 1985 ) ' 1 Bs
Jan.OI To balance bffd : 400 Jan.01 By Cash S -40,000
Dec.31 |To Sales (Cr) ‘ to: : S
(balfig)- 45,400 Dec3l ByBad-—debt's 500 -
' ' _ " |By Allowance t0 -
" customers- .- 400
! By Returns from ' -
customers - 900
~ | By Balance c/d 4,000
x| R 3530

et

2.3 SUMMING UP

Sometimes the He‘ﬁd Office while sending the goods 1o the branch may mark them at.a

higher price than the cost'price, by adding certain percentage of profit To find the true profi

or 10ss at the branch, adjustment entries relating to loading in the invoice price will have to be
made. C : R

" Under final account system, thie profit or loss of the dependent branch is ascertained by
preparing branch trading and profit and loss account but not by preparing branch account. The
trading and profit and loss account is prepared at cost of the goods sent 10 the branch but not
the invoice price. The Head Office may also maintain branch account, which will be in the nature
of personal account sharing usually debit balance representing net assets at the branch.

224 CHECK YOUR PROGRESS . MODEL ANswERs

L (@ () Notto rgycal the actual cost-price‘:of the goods and the actual profits made
- ' by the branch. _ = . .
(i) te have an effective c;ontrol on the stock of goods at the brnach and also to

know the position of the stock from time {0 time. - S '

22.5 MODEL EXAMINATION QUESTIONS

A. Answer thé following in about 30 lines each:
1. What are the objectives of ending goods to the branch at & higher price? Give the
adjustment entries relating to loading in the invoice price? - S
-2 What is thq special advantage in jprcparing M;sinorandum Branch Debtors Account?
Show its specimen. A B X :

-

amo
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B. Answer the following in about 15 lines each;
1. What are the saljient features of dependent branches?
2. Discuss briefly about the final accounting system.

PROBLEMS

1. From the following information, prepare Branch Account in the books of Head office
for the year ending 31st December, 1985, All expenses of the branch are paid by Head office,
Goods are invoiced by Head Office at 20% above cost,

’ . Rs.
Stock on 1st January, 1985 30,000
Stock on 31st December, 1985 45,000
Debtors on 1st January, 1985 20,000
Debtors on 31st December, 1985 30,000
Petty cash on 1st January, 1985 50
Petty cash on 31st December, 1985 25
Goods invoiced to Branch 1,50,000
Cash sales ' 75,000
Cash collected from debtors 80,000
Rent 1,500
Salaries ' 3,000
.Goods returned to Head office 3,000
Sale of Gunny bags 100

Also ascertain credit sales made by branch.

(Ans. Profit Rs. 575; Credit sales Rs. 90,000)

‘} ‘ Rs.
¥4 Goods received from Head Office at invoice price 80,000
- Returns to Head office at invoice price 1,600
Stock on 1st April, 1985 at invoice price 16,000
Credit sales during the year ' 60,000
Cash sales during the year 37,400
Debtors as at 1st April, 1985 ' 10,400
Cash received on ledger accounts 57,000
Discount allowed to customers 600
Bad dets written off 1,000
Returns from customers at selling price 1,400
Rent, rates etc, 120
Sundry expenses 600
Salaries & Wages 2,400

Stock on 31st March, 1986 at invoice price 12,000

\
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Prepare Branch Account and Branch Trading and Profit and Loss Account in the

books of Head office.

(Ans. Profit Rs. 25,360/-)
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22.7 GLOSSARY

Debtors system
Dependent Branch
Final Account system

Loading
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System to find out profit by preparing one
account for one branch.

Branch which does not keep full system of
accounting.

System to ascertain profit by preparing
final accounts of the branch

The excess of invoice price over the cost price of
the goods

-
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UNIT-23 : ACCOUNTS OF DEPENDENT BRANCHES
(INCLUDING STOCK AND DEBTORS SYSTEM)
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23.0 AIMS AND OBJECTIVES

‘The aim of this unit is to explain the Stock and Debtors System which may be followed for
ascertaining the Profit or loss made by the branch and learn the accounts to be opened in the
books of Head office under this system.

Having studied this unit, you should be able to:

— explain the different accounts that are opened in the Head office books

— Ppass Journal entries to the transactions of branch under stock and debtors system,

23.1 INTRODUCTION

Under debtors system discussed in earlier units, the Head office opens in its books only
branch account for ascertaining profit or loss at the branch, There is another method known
as stock and debtors system to find out the profit or loss at the branch, under which different
accounts are opened in the Head office books. This method is used where the branch martager
is required to sell the goods only at the selling price fixed by the Head office.

-~ ‘
!r 23.2 ACCOUNTS TO BE OPENED IN THE BOOKS OF HEAD OFFICE

The various accounts opened under this system and a brief description of these accounts is
given below:

() Branch stock account: This account is like goods account and helps the Head office to
have an effective control over the stock at the branch. This account reveals the shortage or
surplus of stock at branch and it is always prepared at invoice price.

(ii) Branch debtors account: This account is maintained to keep a record of all transactions
relating to branch debtors and to ascertain the balance of debtors at the end of the accounting
year. ‘ '

(iii) Branch cash account: This account is maintained to record all cash transactions of the
branch. It will be particularly helpful in those cases where the'branch is not required to send
immediately all collections of cash but to remit money .a‘iai’egpla'r intervals. This account
helps the Head officeto have a control over branch cash. ;"
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(iv)

)

(vi)

(vii)

Branch Expenses_Account: This account is prepared to know the total of all expenses
incurred at the branch. It is debited with depreciation on fized assets, bad debts, discounts
to debtors, salaries, rent efc. This account is finally transferred to branch adjustment account
and closed. '

Branch fixed assets Account: A separate account for each of the fized assets at the branch
is opened and all transactions relating to that particular asset are recorded therein.

Goods sent to branch account: This account is prepared to ascertain the net value of goods
sent to branch. The adjustment relating to loading in the value of goods sent to branch is
also made in this account and the balance (net) is transferred to either trading account or
purchases account. :

Branch Adjustment Account: This account is just like trading and profit and loss account.
All loadings in the goods sent to the branch, opening and closing stocks at the branch
and shortage and surplus of stock etc., aré recorded in this account and gross profit is
ascertained. The gross profit or gross loss (if any) is carried down to the second part of the
account and branch expenses and all other expenses and gains are recorded in this
account. The balance of this account is either net profit of net loss and is transferred to
general profit and loss account. The second part of this account is also known as branch
profit and loss account when it is separately prepared.

22.3 SPECIMEN JOURNAL ENTRIES

1
2}

@

)

)

1R7

Specimen journal entries under this system are given below:

For goods sent {0 branch:

Branch Stock account Dr. With the invoice value of
To goods sent t0 branch account goods sent to branch

For goods returned by branch:

Goods sent to branch a/c Dr. with the invoice value of
To branch stock account ~goods returned by branch

For sales made by branch:
(a) For cash sales remitted to Head office

Cash Account . Dr. ,

To branch stock account
(b) For credit sales:
Branch debtors account Dr.
To branch stock account
For goods returned by branch debtors to the branch (at invoice price):
Branch stock account Dr.
To branch debtors account '
For goods returned by branch debtors directly to the Head office (at invoice price):

Goods sent to branch account Dr.
To branch debtors account




(6) For cash received from debtors:
Cash account Dr.
- To branch debtors account
(7) For bad debts, discounts allowed, allowances given etc.,
- Branch expenses account Dr.
To branch debtors account
(8) For expenses at thc‘branch paid in cash:
Branch expenses account Dr.
To cash account
H (9 For abnormal loss, wastage or shortage of stock:

‘Branch Adjustment account Dr.  (loading)
‘Branch P&L a/c. Dr. (cost)
To branch stock account

Note:
(i} For surplus of stock at branch, a reverse entry is passed.

(i) Any amount received from the Insurance company for abnormal loss of stock (when
' insured) will be debited to cash account and credited to branch adjustment account.

(10) For transferring and closing branch expenses account:

Branch adjustment account Dr.
To branch expenses account

(11) For adjustment of loading in opening stock:
Stock reserve account Dr.
q To branch adjustment account
(12) For adjustment of loading in closing stock:

Branch adjustment account Dr.
To stock reserve account

(13) For adjustment of loading in the invoice value of goods sent to branch (net):

Goods sent to branch account Dr.
To Branch adjustment account

(14) For transfer of Net Profit to general profit and loss account:

Branch adjusfment account Dr.
To general profit and loss account

'

‘ Note: If there is loss at the branch, the above entry is reversed.

' l(15)_ For closing the goods sent to branch account:

Goods sent to branch account Dr.
To Trading/purchases_account

IMusiration - 1

Ajay Sales Ltd. has a branch at Hyderabad. Goods are invoiced to the branch at cost plus
25%. Branch remits all cash received to Head office and all expenses are met by the Head office.

| g : . 183
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From the following particulars, give journal entries and prepare necessary accounts in the books
of head office under stock and debtors system to show the profit or loss earned by the branch
in 1985. |

Rs. Rs.
Stock on 1st January, 1985 (Invoice price) 10,000
Debtors on 1st January, 1985 8,000
Goods invoiced to the branch 60,000
Sales at branch: ' ' i
Cash sales ' 26,000
Credit sales 35,000
Cash collected from debtors : 32,000
Goods returned by branch to Head office 1,500
Goods returned by debtors to branch . 1,000 -
Surplus in stock 1,500
Discount allowed to debtors . 200
Branch expenses paid by Head office:
Rent 3,000
Salaries : 2,400
Qther expenses 1,200
' _ 6,600

Solution

Books of Ajay Sales Ltd. (H.O)
Journal

Dr. _ Cr.

Date Particulars . LF. _
Rs. ) Rs.

1985 :

Jan01 | Branch stock account Dr. 60,000
to To goods sent to branch account 60,000

Dec31 | (Béing goods sent to branch at invoice price) S Y

" Cash account Dr.| - 26,0‘00. - ' \
To Branch stock account ' S 26,000

(Being cash sales at Branch)

Branch debtors account ' Dr. | 4 e ) ..35,000 :
To Branch stock account 7 : 35,000
(Being credit sales at the branch) :

Cash account ’ - Dr. 32,000
To branch debtors account : . 32,000
(Being cash collected from branch debtors)

" Goods sent to branch account Dr. 1,500

To Branch stock account - 1,500
(Being goods returned by branch at invoice '
price)
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"

Branch stock account
To branch debtors account

{Being goods returned by branch debtors to branch)

Dr.

Branch stock account
To branch adjustment account
(Being sorplus in branch stock)

Dr.

Branch expenses account
To branch debtors account
(Being discounts allowed to branch debtors)

Branch expenses account

To Cash account
(Bein__g branch expenses, rent Rs. 3,000,
salaries Rs. 2,400 and other expenses

Rs.1,200 paid)

Dr.

Stock reserve account

Ta branch adjustment account
(Being the loading in the invoice value of
opening stock at branch)

Goods sent to branch account

To branch adjustment account
(Being the loading in the invoice value of net
amount of goods sent to branch Le., goods

Dr.

sent minus returns to Head office)

Branch adjustment account

To stock reserve account
(Being the loading in the invoice value of
closing stock at the branch’)

Dr.

Branch adjsutment account

To branch expenses account
(Being the balance in branch expenses
account transferred to branch adjustment
account)

Dr.

Goods sent to branch account
To trading account
(Being goods sent to branch (net)

transferred to trading account)

Dr.

Branch adjsutment account

To general profit and loss a/c.
(Being the net profit of the branch transferred
to general profit and loss account)

Dr. .

1,000

1,500

200

6,600

2,000

11,700

2,000

6,800

46,800

6,400

1,000
1,560

200
6,600

2,000

11,700

2,000

6,800

46,800

6,400
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LEDGER

Dr. Branch Stock Account Cr.
1985 Rs. 1985 Rs.
Jan.01 |To balance b/fd 10,600 Jan.01 |By cash accournt 26,000
Jan.01 |To goods sent to to {cash sales)
10 branch account 60,000 . Dec3l
Dec.31 |To branch debtors " By branch debtors
account (returns) 1,000 a/c (credit sales) 35,000
Dec.31 {To branch adjustment By goods sent to 1,500
account (surplus) - 1,500 branch a/c 1,500
Dec31 | By balance c/d 10,000
72,500 72,500
1986
Jan.01 [To Balance b/d 10,000
Dr. Goods Sent to Branch Account Cr.
1985 ~ Rs. 1985 Rs.
Jan.01 | To branch stock Jan.01 | By branch stock 60,000
to account (re- to account
Dec31 turns) 1,500 Dec31
Dec.31 | To branch adjust-
ment account 11,700
(loading)
Dec31 | To trading account 46,800
60,000 60,000
Dr. | Branch Debtors Account Cr.
1985 . Rs. | 1985 Rs.
Jan.01 | To balance b/fd 8,000 Jan.01 |By cash account 32,000r
Jan01 | To branch stock 35,000 to
to account (credit Dec.31 | By branch stock
Dec.31 _ sales) " account (returns) 1,00(*
’ " By branch expen-
ses account (dis-
counts allowed) 204
Dec.31 | Bybalance ¢/d 9,80(
43,000 43,00(
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Dr. , : ‘ ~ Branch Expenses A::count S Cr.
.ch R s T Rs.
~Jan01| To branch debtors account - Dec.31{ By branch adjustment S
cGoote (0 (discounts allowed) | 200 - | account 6,800
|- Dec31) - To cash account 6,600 -
' - (expenses) . :
R 10 o [esw
. Dr. R o Branch Adjustmen;'Account _ ' ‘ Cr.
e85 | | | Rs Juogs | " Rs.
- Jan.01[To Stock reserve account - [Dec31 By branch stock account
- (loading in closing { | (oading in surplus) 300
~ stock) o 2,000 " 1By stock reserve ) :
" ITo 8r0ss profit ¢/d 12,,000_‘ : - account (loading in ,
B R ks - opening stock) . 2,000
| ‘ ™ - |By goods sent to branch
o ' : account (loading in ‘goods
sent to branach, net _
ie 58,000 x 1/5) 11,760
| oo | . 14,000
‘ ) . E ) %
‘19 | , f198s ‘
- Dec3 To branch expenses . 6,800 jDec31 |By gross profitb/dd | 12,000
" | To net profit transferred ' " |By branch stock 1200
\ | to general profit & R (Surplus at cost) N
S AL L R R o IR
V 1 13200
Dr. o ' _ Stm:k Resi_:_n{g A_ccount' . Cr.
198 + T ‘Rs. o1ss | o Rs.
_Jan01f To branch adjust- i " Dec.31- By balance b/fd {2,000
- .j. ’‘mentaccount R ' ’ -
98| . C 985 S B
Dec.31] To batance ¢/d Dec.31 |By branch adjus_t_mcnt' ‘ 2,000
- ' o ‘ account(reserve .on '
- closing stock) o :
1986 : B )
Jan.01 |By baldance b/d . - 2,000

E Notes:.'_Surpl_us' is-divided into two parts. The ioac__!ipg-in the surplus is credited to the first. part
) * of the branch adjustment account and the -actual cost of it is credited to second part. -




R . 4 :‘ .
Check Your Progress -1

(a) What are the various accounts to be prepared i the books of Head office under stock and
debtors system? . :

................................................................................................
.... .........................................
.... ................................
....-._.?-.

(b) Draw the distinction between stock and chtors system and Debtors system.

T R LR

-1.--------.---u-------.----c---.. ----------------------------------------------------------

" IMustration - 2

J ain Brothers have a branch at Nizamabad, All purchases are made by he I-Icad office and
goods sent to the branch are invoiced at selling price which is 209 above cost. All sales by the
branch are on credit terms. Branch expenses are paid by Head office and all cash received by .

_the branch is remitted to Head office. The balances relatmg to branch in the Head office books
on ls,t Jan, 1985 and the trans?rcf/ons for the year ended 31st Dec. 1985 Were glven below: '

Branch stock- dccount (invoice price) 1- 1-1985 : o 7,200 _
Branch debtors 1-1- 85 - _ 5,150
Transactions during the year to 31st Dec. 1985 o - '
Goods sent to branch(invoice price) _ T 64,920
“Returns from branch (invoice price) \ o o 1,284
Cash received from debtors : , ' ' .62,000 .
Discounts allowed to debtors _ - 1,150
Branch expenses paid by Head office . ' 6,000
Branch stock account (invoice price) 311285 ’ 9,636
Branch debtors 31-12-85 S : ‘ 2,'000

, Ascertain the pr_oﬁt or loss at the branch by stook and debtors system by preparing the
" necessary accounts in the Head office ledger:
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.__Solufﬂoq - A
LEDGER )
A Books of Jam Bmthers (H.0)

Dr.. Branch Stock Aceount “Cr.
1985 o Rs. 1985 | o Rs.
Jan.01 | To balance b/fd . ] 7200 1 Jano1 By goods sent to »

- Jan01 | To £00ds sent to - " to Bra/c (returns) 1,284
o [ -branchafc 164,920 Dec.31 [By Br.debtors (credit _
L o sales) 60,000
Dec.31 " |By Br.adjustment a/c '

o X 1 . (shortage) (bal.ﬁg) 1,200
~ = | Dec31|Bybalance c/d 9,636
fzm—] | . [mnr
Dr. 3 "Goods sent to B_ranch‘ Account Cr.
1985 | | Rs 1985 , \ " Rs.
Jan01 | To branch stock - Jan.01 | By branch stock.account 64,920
‘o - account (rclums) 1,284 to E
Dec31 - To branch adjustment
- alc .| 16,606

§ Dec31 To pu'r(;l_lases alc - 53.-0_30 : .

7 | 54,920 - [ 64,920
Dr. : _-,'_,:Braneh Debtsrs Account cn
/1985 _ “Rs. | 1985 . | _ - Rs.
Jan.01 [To balance b/fd 5150 "Jan.01 | By cash acount 62,000 °
Jan.01 ITo branch stock N Jan.01 | By branch expenses _ ‘
to | account(credit salcs} L [ to account (discounts) 1,150
Dec31 | (bal ﬁg) 160800 | Dec31| By balance ¢/d - 2,000
o &, 150;' i O | 65,150
Dr.- = Branch Expenses Account . Cr.
1985 | oo Re L T 1ess " Rs.
Jan.01- | To branch debtors ' . Dec31] By branch : ad]ustment
to account (discounts | E :  account 7,150
| allowed) 4150
Dec31. |To cash account 6,000
- | (expenses) IR
' S 7050 - 7,150




Stock Reserve Account

To85 | Rs. 1985 T Rs.
Jan01 |To branch adjustment . Jan.01 | By batance b/fd : 1,200
accourt 1,200 Fé |
1985 o 11985 |
Dec31 |To balance ¢/d Dec.31| By branch adjustment

account (loading in

closing stock) 1,606

1986 " | | o
Jan.01 | By balance b/d 1,606
Dr. - o Branch Adjustment Account Cr.
1985 _ | “Rs. 1985 | Rs.
Dec3l |ToStock reserve - | Dec31| By stock reserve '
" account (loadingin | ' account (loading in
closing stock) 1606 ||. ~ opening stock) . 1,200
" To branch stock ) : b - ™ | Bygoodssent to : '
dccount (loading -' ~ branch (loading in net |
-1 in shortage) 1 200 | | goodssent tobranch) 10,606
To gross-profit ¢/d 10,000 | o

R S e T D -
1985 . It 1985 . S

Dec31 |To branch stock oo - - Dec31| By gross profit b/d 10,000
~ account ' o oo e g .
_ - {cost of shiortage) ‘ ﬁ
" To branch expenses
- account 17,150

To net profit transferred
to general profit & o
loss account . - 1,850

w00 || | B EETL

Notes:
@) * Credit sales made by branch are ascertained by preparing branch debtors account.

(i) The difference in branch stog;k' account after recording stock is taken as short'age.'

' (iii)r Shortagee 1s divided into two parts. The loading in the shortage is debited to the first part
' of the branch adjustment account and the actual cost of shortage is debited to the second
part of branch adjustment account. This procedure is to be followed for ascertaining the

gross profit and net profit of the branch.
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I Mjs Sannath Bros have a retail branch at Kumool. Goods are sent By the head office to the
- branch mirked at selling price which js cost plus 25%. All the expenses of the branch are paid
by the head office. All cash collected by the branch is deposited to the credit of head office.

From the folloﬁring _particulars of the brancli;'prepare branch stock account; branch debio_rs '
- account, branch expenses account and branch adjustment account in' the books of Head office:

- Debtors on 1-1-1985 .- k o 6,000
Debtors on 31-12-1985 . ' . 7,000
- Inventory with tlie branch at invoice price |
onl-1-198s - 8,000
. on 31-12-1985° . 3 8500
Cash sales during the year L ' 30,000
- Total amount deposited in the Head office account during :
the year o 63,500
Return of goods to Head office at inveice price 2,500
Salaries paid - B : _ 3,000
‘Rent paid ! ' - o 2,000
Discount allowed to customers o S 1,000
Bad debts written off : : 500
Spoilage ' - ’ : ~1,000

':Solt'iﬂoh -

S IntheBooks of Sannath Brothers (H.0.)

o LEDGER ‘
Dr . L . Branch StockAceoan' . - Cr.
wes | 1985 o Rs.

- Jan01 | To balance bifd Jan.01 By Cash salesy 30,000
-~ Jan01. ‘To goods sent to to | S
~ to_ " {.branch account - Dec31 [By branch debtors ~ -

account . :
(creditsales) {36,000 -
" By goods sent to ) ’
branchac | 2,500
(Returns to Head office)| -

~ Dec3l -@alaﬁcigg fig)

s I ‘Dec31 |By branch 'adju'sstment-' L o
o ' ~account - ' 1,000
- _Gpoilage) |
‘|Bybalancec/d - | 8500




A Branclg'-q)ehtdrs'Aemunt Rl
1985 | | ms 1985. | | Bs-
Jan01 | To balance b/fd 6000 || Jan01 |ByCashreceied 133500
Jan.01 | To branch stock account ~ {l. to | from debtors) ' I EER
o | (eredit slesy | 36000 {1 - Dec31 | By branch expenses o} 10000
Dec3l| (balancing fig) R | iscounty o
- o : . |Bybranchexpenses =~ ‘|
account Sy 500
) b (bad debts) S
|l Dec31 |Bybalance c/d 7,000

72000 1} o 42,000

pr. - - Branch Expenses Account o | Cr.
1985 | o Rs || 1985 | ol R
Jan.01 | To cash account K |} Dec31 | By branch adjustment - |

: ' account .o ] 6500

s Salaries 3,000 .
Dec3ij Rent 2,000 T
A . To branch debtors '
1 acount | 1000
(discount) ' ' 7 _ o
* To branch debtors : , N R
account ‘
(bad debts) 500.

DI R o Branch_Adjustmen‘t Account | - 7. — =

1985 - . Rs. || 1985 ~ — - -] Rs
Dec31 To branch stock DCC.SI By stock reserve aoconnt
: (loading in spoilage) 200" (loading in opening stock) | - 1,600

' Dec31 | To stock reserve account | 4» |By goods sent to branch -

"] “(toading in closing ' account - .

| stock) 1700 (loading)
Dec31|To gross profit ¢/d ' 13200 | o :

E " : 15100 ' S s100
1985 . ‘fl-198s SRR -
Dec.31 |To branch stock 800 || Dec31 |Bygrossprofitb/d . - | 13200
- (cost of sppilage) . : o

Ta branch expenses 6,500 ¢t
-1 - (transfer) - , .
" ITo net profit transferred, | : ‘ REY I
to Gen. Profit i - o
& loss account 5900 )1




N (i)},_ Goods sent to branch is ascertained by Palancmg bl_‘ah:ch ﬁwum. f
' _ (u)Cash received from debtors js ascertamed as follows: S :

- A mount received from debtors = total 'am.ount deposited in._ Head office account — Cash -

= 63,500 ~ 30,000 = Rs33,500
23.4 SUMMING UP

23.5 CHECK YOUR PROGRESS - MODEL ANSWERS

1 (a) The various accounts to be opened under stock and Deb_tors systém-are' B

) Branch Stock Account, (ii) Branch Debtors Account, (iii) Branch Cash Account
" {iv) Branch Expenses Account, (v) Branch Fixed Assets Account (vi) Goods sent to
Branch Acceunt and (vii} Branch Adjiistment Account -

‘@) In the ‘€ase of stock-and debtors system various accounts are opened in the books of
~ Head Office as against a single Branch Account Under Debtors system. \

23.6 MODEL EXAMINATION QUESTIONS

- A Answers the following in about 30 lines each:
- ‘1, Gwe a brief descriptipn of the accounts to be operied under stock debtors system. .
"2 Give specimen journal entries under stock and debtors systen. - '

- B. Explain the following in 15 lines each:
1 Explain the _Brénch Adjustment Account.

PROBLEMS
"L Hargopal of Hyderabad opened a branch at Madras. Goods are invoiced from Head office
:at cost plus 331/3%. Branch is allowed to make sales at invoice price only. Expenses of the .
- branch are paid by the head office. Calculate (i) Gross profit and (i) Net profit made by
. the brarnich by “Stock and Debtors” System. Transactions during the year were as under.

-

i




Stock on, st Jan. 1985 at invoice price ' Coap00
Goods invoiced by the Head office  © . 44000
Cash sales = R S 25,000 -
Credit sales - ' : _ 18,000 . T r
"Returns of branch debtor , : e - o400 i
Goods returned by branch to Head office ) R E L
* Stock on 31st December, 1985 at invoice : S
price - ST Bst0
Branch expenses S e 2865

(Ans. Net Profit Rs. 7,110/-)

2. A limited companyvachdras has a brarich at Hyderabad. All purchases are madeby Head
- "Office and goods sent to pranch are invoiced at selling price which is 207% above cost.
Branch sells goods on credit. Branch expenses are paid by Head office and all cash received
i ' ‘Head

by the branch is Temitted to Head office. All branch transactions are, recorded in
office books. : ' o

- Following information is givento you-

~ Branch stock at invoice price on 1st ‘January, 1984 - 7,400
Branch debtors on 1st Jan. 1984 5,150
Transactions during the year 1984 were: : ‘ _ N '
Goods sent to branch at invoice price . . 64.920

. Returns to Head office from branch.at invoice price T 1,284
* . Branch sales \ . _ 67,560 -
Returns from customers ofbranch =~ o 68

. Cash received from Branch debtors ' SR 65,696
Discount aliowed to branch debtors : . 2,830
Branch expenses paid L 8,054
‘Branch stock at invoice price on 315t December, 1988 . 3924
Expenses outstanding on 31st Dec. 1984 o 100

: Your are required t0 show branch stock account, Goods sent {0 Branch Account,Brmch
debtors account, Branch expenses account and Branch adjustment in the books of Head Office

for the year 1984.

(Ans. Net Loss Rs. 597) o o o
23.7 RECOMMENDED BOOKS
1. Gupta, RL & | I Advanced Accountancy, S
Radhaswamy; M-~ ' ©* Sultan Chand & Sons, New -:De_lhi" _
2. Shukla, MC & . o Advanced Accounts,‘”S;Chénd.V& }
‘Grewal, TS : o Co, L4d, New Deihi- -~ L
: 1 3. Jain, SP & o i . : Advanced Accountancy,' ’\;'7
. Narang, XL .~ B Kalyam Publishing House, P
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" (ili) For transfer of Branch assets; B
Head office account Dl’-,,.-;.“
To various assets (]ndwidually} o

.(rv)- For t‘ransfer 6f'Bianch Liabiljtics:‘ e

Vanons liabilities (Indmdually) alc. " Dr.
To Head office account .

‘As a res:dt of these entnes, Head office aeeount m the branch books will be completely
- clased

2. Abridged Ineorpomtlon Under this method, the branch trading and proﬁt and loss account
“is prepared and the net proﬁw'let loss revea!ed by it only wdl be transferred to Head ofﬁce
,__account.'Iheentryrs. . ,

— mcaseofNetproﬁt:; ‘ D’
Profit and loss. sécount B
To Head office account - ' N
h‘l case of net loss, the above entry is reversed

The entnes for transfemng the branch assets and habrhtles will be same a§ <cxplained under
5 detaﬂed mcorporation method.

_ Illustration .1

.~ Pass necessary adjusting entnes in the‘bnbka of Hyderabad Head office for the followmg :
transactions: :

(l) M“wpphed to ijwawada Branch on 28th’ December 85 Worth Rs. 10,000 were - - .
received by the branch on 4th January 1986. o

- (i) Cash remited by Waltair Branch to the Head office on 29th December. 1985 amountmg
7 o Rs.5,000 was recelvegby the Head office on 3rd January, 1986. '

- (iii) Goodswere : supplied by Vijayawada Branch to Waltarr Branch under mstructrons from _ e

Head office amounting to Rs 4 000

i (iv) Depreciation at 10% on Vljayawada Branch Furmture worth Rs. 5,000 is to be prowded ‘ :
""" The Branch fursiture account is maintained iri Head ofifce books. S

' (¥) General admmrstratwe expenses of Rs, 3, 000 already incurred by Head office are to.
be, alleeated equally to the twa branches. : V4 '

~(vi) Waltair branch pmd Rs. 4,000 for.a machine purchased by the I-Eead ofﬁce for its- use

. il e
...........




- 1985

hoe

. Solution

Books of Hyderabad Head OMOe

Joumal

Date’ ~ Particulars

[ |

Dr.

Dec31 Goods in transit aa:ount R
. To Vijayawada Branch account

(Being goods sent to Vijayawada

Branch but not received by branch)

Dr.|

~* | Cashin transit account

To Waltair branch account .
[(Being cash sent by Waltair branch .
but n’ot received till date) o j o

- prf|

: 7
" _ Waltair branch accouht '

“To Wjayawhda Branch account

(Be.mg goods supplied by ijayawada
Btanch to Waltmr branch} -

; Vuayawada branch account-
To branch furniture account
_ _(Bemg depreciation on branch ﬁlrmture)

Dr.

v -ngayawada branch account
| Waltair branch account
To General €xpenses account

to branches)

| (Being general expenses umurrcd allocated

- ,Machmery ac.count
- | ToWaltair branch account.
(Being the amount paid by ‘Waltair - -
branch for the machine purchased)

000 |
L] 10000

500
1500}

Illustraﬂon z -

. The Madras Branch of Umversal Traders, closed its books on 30th Jtme, 1985 when the

following trail balanoe waaextracted from its books

Sundry debtors

Sundry creditors

‘Cash in hand

Furniture & Fixtures

Stock at 1stJuly, 1984

'Goods from Head office . .
 Purchases -
. Sales

e

Dr. -
Rs. -

48,000 .

7600

e
Rs.

25000

9,000

265800 .




'Indeexpem oL e o 21000
I . ) 5,34, 5,34,

o mdmmcxonmmm, 1985wasRs.10400. Goscthebranchbooks. Prepare
tradm; and profit and loss account and balance sheet in the branch books and :ncorporate
_. Mmmmﬂwﬂudoﬂiwbmhwmngjoumﬂenm

Books of Madrss Branch -
R e ’I‘mﬂlngandl’rontandlaumunt S
Dro Canlt fortheyearendedBOthJune. 1985. S - Cr
| *%oopcnmgm L 9000 § By sales 7 1 450,000
) »Tosoods&&!iudoﬁoe 136000  § By Closingstock  ° | - 10400
- To purchases - 265800 §F - ' o P
T°3‘°”P‘°ﬁtdd 3 49600 § - , SR
B T N I .
"=:§TOWagesandsaimes L2000 -_BjGrogs-proﬁthfd.' ] as600
Tutradcupenm - 21,000 | S ' -
ToNetptoﬁttramfmed E B
mﬂgadvoﬁwaccount

49,600

Rs. _ Asws | s

- 34400 | Cashinhand : 5000
36,600 Sy. Debtors B - 48[X)0
_ -} Qlosing Stock 2500
__.me&l"ixtures 1 25000

[ w ] N )
Do . 5 HedOMeeAccomt - o«
B ] &
*June30 To balance c/d J une30 Byvatanceba | 50,000

N ' ' Byptoﬁt&l.ossawount :
(Net Profit) . - 6,600
| 56,600

-} Juby.01- By balance b/d .| 56600

s




3 *_ooks of Madras Branch-

Date Particulars LF. ) LG
1985 - S ‘ : : .
© June30 |Head office account Dr. § 4,53,800 | .
To opening stock - - 9 000
To goods from I-Iead ofﬁce 1,36, 000
- To purchases - 2,65,800
. To wages and salarie$ : 22,000
"To trade expenses ' 21.000
(Being the debit balances of revenue items .
transferred to Head office account) ‘ 5
" Sales account D - 4,50,000- e
| Closing stock account D) | 10400 A
_To Head office account | T 460,400
(Being credit balances of revenue items ' :
transferred to Head office account) ‘
" Head office account ‘pr.l 1 91,000
. ToCashin hand o : 7,600
To stock 10,400
To Sundry debotrs 48,000
To furniture & fixtures , 25,000
\ (Being the assets transferred to o
Head office account) B e _ ‘
" Sundry creditors account | S oD 34,400 | v '
| To Head office account ' = 34,400
" (Being creditors transferred to e
Head office account)
A Books of Umyersal Traders (Head Oﬁice)
i Journal L L
Date | Partlculgrs ' LF. Rs. Rs,
1985 o ‘ R : I BN
June30 | Madras branch trading account ‘ Dr. - 4108001
3 To Madras branch account ‘ ST 4,10,800
1 (Being the mcorporatxon of opening stock,” g
goods fram Head office and purchases) .
- | Madras branch acount Dr. 4,60,400 R
To Madras branchi ‘trading account S 460000
(Being the mcorporanon of. branch sales T
and cIosmg stock) .




oo ‘Madrathamhaccount 'A . Dr 49,600 E -
o ToMadrasBranchproﬁtandlossa/c T _ ‘:'; : "__49,6_00 o

| (Being the gross proﬂt transferred to proﬁt 1 e
and- loss afc) 1 S

" | Matkas Branch Profit & Loss a/c Dr.
" To Madras Branch account

) (Bemg the mcorporatlon of wages or salanes

: ;,and tfade expenses) .

" -_Madras Branch-profit and Loss alc Dr.
. To General profit and Loss account

(Being the net profit of the branch transferred

1 to general proﬁt and loss account)

43,000 -
: 43,000

6,600 . -

6,600

. 7,600
48,000
10,400
25,000

I .Madl;as Branch cash mhand e . Dr
Madras Branch sundry debtorsa/e =~ Dr.
Madras Branch closing stock a/c Dr..

-Madras Branch furniture and fixtures a/c Dr.
‘| 'To Madras Branch account '
.(Bemg the incorporation of branch assets)

91,000

" " 'Madtas Branch account o Dr. : _34,400- ‘
“To Madras Branch sundry creditors a/c

{Being the mcorporatlon of branch credifors)

34,400

;.

,,f"nlustraﬂbn 3

. 'I'he Head ofﬁce of a business and lj&e“bfﬂlCh keep their own books and each prepares its -
W proﬁ%ﬁﬁ lossacoout. Thie following ba]anccs are appearing in the two sets of books as on
31st December, 1985 after asoertammg of proﬁts and after makmg all ad]ustments ‘except these
referred to below

PN

S . Head office Branch
- ;Pa;ticma;s Dr. - Cr . Dr. Cr.-
' Rs. " Rs. Rs. “Rs.
Capttal , ’ 02,00,000 |
' leed assets 72,000 -— 32,000 -
CStogk LT 68,400 - 21,480 -
: "'D'e_htor,s_ a_nd Creditors - 15,640 7,920 9,680 3,840
~ Cash' : 21,480 - | 2840 -
. Profit and loss - . 129320 | - -
" Branch office account 59,720- - - S
* Hend office account o 56,040 . -
R 2,37240_J 237,240 _ 66000 {_66,000

Set otzt the ba!ance sheet of the busmess as on 31st December, 1985 and ]oumal entrles '
- necessary (ln both sets: of. books) to record the' ud;ustments dealmg with the follomng




@

(b)

©

=

OnSIstDeccmbcr,ﬂwbranchhadscntadquefmZ;MtoﬂnMoﬂicc.not", '
received by them nor credited to theﬁranch il ne:t month. _
Goods valued at Rs.880 had been forwarded by the Head office-to thc branch and;

invoiced on 30th December, but were not received by ;hc branch nor dealt w:th in their
- 'books ill next month. : '

Stock sto!cn in transit from the head office to the branch and charged to thc branch by
the head office but not credited to the head office in the branch books as the branch

_{ profit and loss account)

" | (Being the depreciation on branch assets,

- manager declined to admit any tiability, Rs.820 (not covered by msurm) ,
(d) Itwasagreed that the branch should be charged vmh Rs. 600 for adm:msmtve servwes,
' rendered by the head office d g the year. : :
(e) Deprecwtlon of branch assets. of hlch accounts are maintained by the head ofﬁce j
not provided for Rs.500
(f) The balanoe of proﬁt shown by the branch isto be transferred to the head ofﬁce. '
Solution
* Books of Head offiee
| Dafe | Particulars R LF. . R Rs.
1985 o . .
Dec3l  jGoods in Transit account - Dr. 880 L
To Branch account ' 880
(Being goods invoiced on 30th Decembet. _
but not received by the branch) - ; 4
” Profit and loss account B Dr. a 800 ' o
To Branch account S N )
| (Being stock stolen in transit not covered ' ) L ‘
by msurancc) ‘ L
" Branch account . .- Do

To Profit and foss account :
(Being the admm:stra:we semoes rcndered
to btanch)

ToBranchﬁxcdassetsa/c . : ) s0e

‘the accounts of which are mamtamed in Head
-ofﬁcc hooks)

‘Branch account™ . pr| . |osew.)
. To General profit and loss a/c = . , D e 5'020
(Being branch profit transferred to gencral : N SR




o less B ..R& s B

. /Dee31 {To Branch account D DPC-31,.  branch bitd 29320
(stockstolenmtranmt) 800 .. Branch account 600 _ e

. Dec31 -'I_'_qB‘a!ancccld_ 29,1_20' o o ‘ 4
R Cwe || X

S ] | Jan01 [Bybaancetid | 29120

e [ BeanchAecont gy
Dee31 {To' Balmbﬁd s | Dec31 { By goods in transit -
+ w ' |To jrofit and loss account ;. 600 "} -, |Byprofit & Loss a/c

o -w | To branch fixed assefs * 500 § . | Bybalance ¢/

e [TogeRéealprofit& - | - .

T !_uasaccaunt : 5,020 o , _

Jan01 | By balance b/id - 64,160 1

B
ggg?ﬁ,

- Books of Brinch

Dr.. -

__ Cash in transit account - .+ Dr ' 2,000 _
| -To.Head office account o ' - 2,000
: .(&mg cheque sent but not :eccxved SR | * ‘ '
by Head office)

\” ' Head office expenses'aécount o Dr. , 600 Tu
S ~To'Head office aocmmt ' . y 600

(Bc;ng the administrative scmees
1 chargcd by I-Iead oﬁice) '

o .Dcprcc,lanon account - Dr. ol 500 -
' | "To'Head office account N B 500 - R
.."-(Bemg the depreciation on assetstl'ww o o (PR Vi
- | of which are maintained in Head oﬂicem FO ' o

: _Proﬁt ané loss account . B 5020
" To Head office account L - o b 5020

-(Bemg the transfer of profit to Head : : : '

office account) ' i

R




“Dr. . Profitand Loss Account T o >
1985 | o ] Rs. ] 198 Rs.
Dec31 | To Head Office expenseés | - | . Dec31|Bybalance bifd - . 6,120
. account . 600 I -
ks . v |To Depreciation afc. ~ | . 500 ‘ 1 -
y |To Head Office a/c.. | 5020 |] . :
. | . [T 1 o L el
5 Head Office Account IR o
1985 | ] rse || 1985 | oRs
Dec31 |To balance ¢/d 64,160 || Dec31 |By balance b/td .1 56,040
»  |By cash in transit account | 2,000
By Head office expenses a/c 600
" |By depreciationalc . . | 500
" By profit and lossafc ©..: -| - 5,020
. _ 7 = _
64,160 - 164,160
1986 | ' b
Jan.01 By'balance” b/d ] 64,160
' Balance Sheet as at 31st December, 1985 o
Llabihtles . Rs - R Assets i Rs.
Creditors: _ : Cash: B 1
Head office 7,920 "~ | Head office - 21,480 -
Branch. . 3,840 - Cf Branch oo 28400 o
- LT\ : In transit 11,760 | 26320
Profit and loss account o Debtors: o . : .
Head office . 29,120 | - Head office : 15,640
Branch 5,020 ) Branch T 9,680
' — 34,140 T ' —t 25320
Capital = ' 2,00,000 Stock _ _
_ _ S ‘ Head office 68,400 1.
P : , Branch - T 21480 ]
Intramsit 8807 |
e %0760
- Fixed assets: - SR
Head office . aof T {0
-+t LesgiDepreciation 500,
1 - II Branch _ 32000 :
S e 103,500
. ) v _2;4_5,'900 = P & 2,45,900
. o~ . " S ' i
]:16tes: ) : .
o - -, (i) The student is advised to check whether the balance as shown by the -Head oﬁce
= ‘ T o accountinbranch books and the branch account in Head office books rcconcilc or not.



















































UNIT 26 BANKACCOUNTS II
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- "26 0 AIMS AND OBJECTIVES

The aim of this unit is to drscuss the preparation of Balance Sheet of a Bank as per the
- Banking Regulations Act of 1949 :

On the corhpieti'on of this unit, you wﬁl be able to :
* cxplam some important items of the Bank Balance Sheet

grve proforma of the Balance Sheet

* - Prepare Balance Sheet and schedule of Debtors as per the Bankmg Regulatron Act

26.1 IN‘I‘RODUCTION

The Proﬁt and Loss Account enables 2 Bank to find out of net profit for the period. In
“addition to Profit and loss account, Balance Sheet is also prepared at the end of every calendar

‘year. 1t is also known.as ‘Position Statement’ as it reveals the financial position of the Bank.

' A'balance sheet may, therefore, be defined as a statement showing the financial position of the

- . Bank Tt will be seen that the asset side of the balance sheet is arranged in the liquidity order,
- ke, what is the most liquid asset is put as the first item (Cash in hand) and what is less liguid

* i$ put as the second 1tem {balances with other banks) and then still less liquid as the third item

““sand so on.

262 EXP{A&ATI‘ON OF SOME ITEMS OF THE BALANCE SHEET

A. Liabitity side:_. ;
1. Capital: The various classes of shares if any should be distinguished.

.+ 2 Reserve Fund and other reserves: The Statutory reserve maintained under section 17 has to
be shown separately.

3. Bills for mliegption being Bills Receivable as per contra: Now-a-days, banks are helping
‘the traders in collecting money from their debtors in the case of credit sales. Usually, the

" seller dispatches goods to the place of the buyer and hands over the documents authorising the

dclwery of the goods (Bx Railway receipt, Lorry rcccrpt ctc.) to the bank. A bill will be gwen




Dt

collected and the bank is given the authority to do so, hence it is an asset. But this amount has

to the Bank drawn on the buyer by the seller. As per the instructions of the dlent, bzp&er
presents the bill to the buyer and after receiving the amount from him, hands over the necessary
documents authorising him to take the delivery of the goods. After deducting his commiission
(which he charges for rendering his services) the banker will hand over the balance amount to
his client. The bank maintains a register to record the particulars of the bills received by it from -
its customers for collection. When the money is collected, cash account will be-debited and the

customers account will be credited. For the commission earned, the debit will- be given to the
customer’s account and the Credit to the commission account. '

" But on 31st March of every year the bank may have some bills received by ii_:_- fro_x'n its.
customers for collection, but not yet collected. They are brought into books by passing the
following entry. ’ o I

Bills receivable being bills for collection afc. ' | _ | ) Dr.
To Bills for collection being bills receivable alc. ' coe

The former appear$ on the Asset side of Balance Sheet (as No.6) and latter on the Liability
side (as No.6). As it appears on both the sides, it is known as ‘Contra’. Since these bills are not |

to be paid to the client$ ultimately,so its is a Liabillity.

4. Acceptances, endorsements and other obligations as per contra: This is another item which
appears on both the sides of a bank Balance Sheet. The seller may not be satisfied with the
personal guarantee given by the buyer regarding the payment of the price of the goods purchased
on credit basis. The buyer may ask the bank to stand as a surety. The bank can help the buyer
in the following three ways: ' Co

(a) By accepting a bill on béhalf of the buyer drawn on him by the seller.

_ (b) By making an endorsement on the the promisory note drawn by the buyer in favour of
the seller. ' )

(c) By giving a gurantee to make the payment on behalf of the buyer. on 31st March
of a year a ﬁart of the above acceptances, endorsements and gurantees may femain
unexpired. S(f) it is a Liability. But the banker’s position is that of the suréty--who can_
recover the amount paid by him to the seller on behalf of the buyer from the buyer,
Morover, bank safeguards its positioﬁ by taking some security from the buyer before
giving gurantee etc. So it is an asset. The above amount will brought into books by
passing the fbllowing entry. '

Constituents Lial?ility for acceptances, endorsements and other obligations a/c - Dr.
To Acceptances, endorsements and other obligations. '

5. Contengency Acco{mt: Provision for Income tax is shown under this heading. But the amount
will be merged with the amount of current accounts, so that the public cannot know the amount
of provision maintained for Income-tax.

B. Asset Side - '
- -
Bank arranges itts assets in the Balance-Sheet in their liquidity order.
_ i _

Ealalsl




1 Gold and Silver. Bank shows 1ts Gold stock as one of the mvestments, but whereas Silver is
* shown i m other Assets

2. Tnvestments: The mode of valuation of investments must always be shown, ie., whether
they are appearing at cost or at market value. Investments may be divided into two. Quoted
investments and unquoted investments, The market value of Quoted investments must be shown .
as an information. '

i Money at call and short notice This is mter-bank transaction. Under this arrangement one
‘bank wiil barrow money from another bank for a temporary period. The rate of interest varies

- every day, sharply depending on the demand and supply of money. Money at call and short

_ notice is money refundable in 24 hours and 7 days notice respectively.

4. Advances: Advances comprises of Loans, Cash credits and over-drafts and bills discounted
and purchased. Bad debts or provision for bad debts wil not be deducted from Advances openly
_in the inner column. Only the net amount will be shown in the outer column after deducting
“bad debts and provision for bad debts, without revealing the same. Particulars of advances will

" be shown separately in the form of a statement.

Cash credit: is an arrangement by which a bank agrees to lend some money upto a certain limit.
But it is not necessary for the customer to withdraw the full amount immediately. Bank charges
interest on the actual amount withdrawn only. But bank has to maintain full amount sanctioned
by it ready as the customers can withdraw the amount at any time. The loss on the idle amount
will be compengated by charging interest at a higher rate than that charged on loans.

Bank over-draft: It will be given to oiﬂy those who are having current accounts with the bank.
Over-drafts are granted with in the limits fixed by bank authorities. The account-holder is
‘allowed to withdraw more than the amount credited to his account. The rate of interest will be
" higher than ordinary loarts. '

.5, Nonbuﬁng m A bank may acquire some assets in satisfaction of the claims. 'I'hcse
assets have to be disposed within 7 years from the date of acquisition. The value of these assets -
in the Balance-Sheet should not be more than the market value.

Check Your Progress - 1

(a) Give the treatment of Provision for Income-tax.
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26.3 PROFORMA OF THE BALANCE SHEET

 FORM OF BALANCE SHEET
' THE THIRD SCHEDULE FORM A
As per the Sec.29 of Banking Compames Act of 1949

Im : Assets
1. Capital : _ 1. Cash: :
Authorised capital Cash in hand
shares of Rs. each | Cash in RBJ and SBL
.Issuéd capital. 2. Balance with other Banks:
- shares of Rs. each (1) In India '
Subscribed capital. ; '(2) Outside India
shares of Rs. each - 3. Money at call and short notice
Amount called up at Rs. '
per share P ' 4. Investments S
Less: Calls unpaid | ' (1) Securities and Treasury bills- of’ the

R Central and State Government.
Add: Forfeited shares. o

2. Reserve fund and other reserves: (2) Shares of all the kinds fully paid and
| partly paid A
3. Depaosits and other accountse &) Debcntures on Bonds
Fixed Deposit: (4) Other investments
Savings Bank deposit (5) Gold.

Current Accounts and
Contingency Accounts
4. Borrowings from ‘Dther Banks, Agents, |5. Advances:

ete: :
(1) In India . (other than Bad and: doubtful dcbts_ »

_ ! the satisfaction of the auditors).
(2) OQutside India. (1) Loans, cash credits and over-drafts.

Particulars (a) In India. =~
(1) Secured (Stating nature of secu- - (b) Outside India.
rities) ' '
(2) Unsecured R
5. Bills payable: : ’ (2) Bills discounted and purchased (other . .-
: o _ than the treasury bitls of Cemral and
' . _ State Govt.)- :
6. Bills for collection being Bills receivable (a) Payable in Indla.
as per contra: . '
(1) Payable in India : (b) Payable outside India. :
(2) Payable outsi@c India, 6. Bills receivable Bills for collection as per
P ' contra; -
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for which provision has becn made to -




A

* Unclaied dividends, advance payments
Rebate on Bills discounted, L:abllmes to |-
- subsidiary compames.

Acceptances endorsements and other obli-

(1) Payable in India.
2. Payable Outside India

Constituents Liability for acceptances and
endorsements and other obligatlons as per

contra:
8. Premises: (Less Depreciation)
gations as per Contra _ , '
-9, Profit aﬁd 0ss Account: 9. Furniture and Fixtures: (less Deprecia-
) . tion)
__;Aspgrﬂle{astBalanceShcct-
“Add: Profit for the year brought forward [I0. Other assets:
from Profit & Loss account e
= : Appropriations Silver , _
10. Contmgent Liabilities: Preminary organisation formation expefises.

E Ex.Clmms agamst the banking company

-‘acknowledged as debts

.-Arrcars of cumulatwc Preference shares

.of dividends
' Iaabigty on bills of exchange rediscounted.

‘ _ Liability on account of outstanding.
- Forward exchange contracts, ‘

Partly paid shares (uncalled amount)
(Give simply by way of note, not extended

to outer column)

11

Development expenditure commission and

brokerage on shares, _
Interest accured on investements

Non-banking assets:

Profit and Loss account: (Accumulated
loss).

264 PREPARATION OF SHEDULE OF DEBTORS

S.No.

Particulars : . Rs.

L. g ‘Debts considered good, in respect of which the bank is fully secured. ‘
2 Debts considered good, for which the bank holds no other sectirity|

. . :than the debtor’s personal security. _

Debts considered good, secured by the personal security of one or
.- moré parties in addition to the personal securities of the debtors, . ‘

: - Debts considered doubtful or bad - not provided for. ' ' '

5 Debts due by Directors or Officers of the: banking company or any of|- - ;
o thém either severally or jointly with any other person. : B

6 ‘Debts due by companies or firms in which the directors of the bank! .

. the bankmg company;. or :any of them either severally or jointly with

- Maximum ‘total amount of advances mcludmg temporary advances

granted durmg the year to the companies or firms in wheh the directors

- of the bank are interested as directors, Partners or managing agents

.- ~-‘or in case of Private Companies as meémbers.
~ “Due from Banking companies. -

are interested as directors, partners or managing agents or in case of
private company, as members. :

Maximurir total amount of advances including temporary advances
made at any timé during the year to director, managers, or officers of

any ather pe:scm.




The schedule of debtors is divided into 9 parts. The total of the first 4 paras caly will be
shown as Advances in the Balance Sheet. The next 5 items give further particulars. regarding
the pattern of advances. These parts of the schedule is not totalled. - o

—

IMustration - 1

Following particulais are aVailablé from the books of Kavina Bank Limited ason 31st March,
11989, regarding the loans and advances given by it '

1. Loans to corporate sector fuily secured (excluding banks, . )
but including companies in which directors are interested) . 20,00,000
_:% 2. Loan o Anugraha Bank Limited ( fully secured) . : 500,000

‘ 3. Debts due by Officers (excluding directors) fully secured . - 3,00,000

4. Loan to non corporate sector fully secyred 10,00,000

5. Loan to Vasu Bank Ltd. (fully secured) - 5,00,000 -

6. Debt due by a director of a bank (fully secured) C 2,00,000

7. Debts considered good which are unsecured i - 8,00,000

8. - Debts considered good guarantced by 3rd parties. ' £ 10,00,000

9. Debts due by companies in which the directors are interested fully :

secured (Maximum amount of debts at.any time during the year .
~ . Rs20,00,000) . ' : : -~ 10,00,000
10. Doubtful debts '
11. Provision for bad and doubtful debts _
12. Maximum amount of debt due by officer and directors at any time

during-the year . : 8,00,000
: " Schedute of Debtors ' ‘
1. Debts considered? good in respect of which the bank is fully secured 7 ~ 45,00,000 |
2. Debts considered good in respect of which the bank holds to security . :
. * other than debtors personal security : : 8,00,000
3. Debts considered good secured by the personal liability of one or more -
persons in addition to the personal security of debtors 10,00,000
4 Debts considered doubtful or bad not provided for _ - 10,00,000
Total Advances t;b be shown in Balance Sheet ' o , "“63;00;'6:115')'

5. Debts due by dinicctors or officers of the banking company or ] L :
any of them eithinr severally or jointly with any other person R .. 580,000
6. Debts due by companies or firms in which the directors of the bank -
are interested as directors, partners or managing agents of in ) S
case of Private ¢ompanies as members ) - 10,00,000
7. Maximum total famount of advances including temporary advances made. L
at any time durijng the year to directors, managers, or officers. of
the banking conipany, or any of them either severally or jointly with - L e

any other person. R
8. Maximum total amount of advance including temporary advances granted
' during the year to the companies or firms in which the Directors of
the bank are iniercsteﬂ as directors; partners or managing agents or o
in case of pﬂva{e companies as members. : : . 20,00,000

9. Due from ot'heq: Banking companies = .. 10,008,800 -

. o N
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 Hiusteation - 2

From the following figures taken ﬁ'om the Books of Vandana Bank Lmuted you are required
I to draft asat Decemher 31 1986 (a} a Balance Sheet (b) a Profit and loss account

Rs.
Share Capltal (Authorised and Issucd)-
12,000 shares of Rs,100
- each Rs.50/- paid ) 6,00,000
Reserve fund ' , 3,50,000
. Fixed Deposit Accounts - 9,50,000
Savings Bank Deposits o 30,00,000 o
Current Accounts - .80,00,000 .
. Money at call and short notice _ ' . 3,00,000 2
© - Investments (at cost) - 30,00,000
Interest accrued and paid 2,00,000
Salaries {including salary to General Manager Rs.24 000/— ‘ -
and Diréctor’s fee R&S L000/4) : 80,000
Rent . ‘ 20,000
. General Expenscs (including stationery Rs.S ,000/- and
Auditor’s fee Rs.2,000/-) - : 10,600
Non-Hanking Assets ' 30,000
Profit and Loss Account (Cr.) on 1-1- 1986) o 2,10,000
Dividend for 1985 ‘ 50,000
 Premises (after depreciation upto 31st Dec.1985 Rs.1,00,000/-) - 12,00,000
Cash in hand . 60,000
Cash with Reserve Bapk - -~ -~~~ 15,00,000
 Cash with other Banks . - © 13,00,000
Borrowed from Banks o : 7,00,000
» Interest and Discounts - S : 7,50,000 .
Bills discounted and Purchased - 6,00,000
Bills Payable : 8,00,000 h i
. Loans Overdrafts and Cash Credits - 70,00,000 '
. Unclaimed dividends _ 30,000
~ Sundry Creditors : ' 30,000
~ wills for collection ' 1,40,000
Acceptances and endorsement on behalf of customers 2,00,000
- Furnitures - 40,000
Other assets : . 30,000

Rebate on bills discounted and purchased for unexpxred term amounted to Rs.5,000/. Allow
5% depreciation on premises on orginal cost. A provision for doubtful debts amounting to
Rs.30 ,000/- is required. The Bank has no business outside India.

. Create a provision of Rs.1,00,000/- for taxation.




Solution

Vandana Bank Limited -

Profit and Loss Account for the year ended December 31,1966,
EXPENDITURE INCOME
5 (less provision made during theyear |
fér,bad and doubtful debts and other| -
usual or necessary provisions) .. .. -
: Rs. o “Rs.
To Interest paid on deposits By Interest and Discounts 6,15,000
including accrued . 2,00,000 -
To Salaries ‘
General Manager 24,000
Others 51,000
S L 75,000
To Directors fees 5,000
To Rent 20,000
To Auditors fees 2,000
To Depreciation on prermses 65,000
. To Stationery .. 5,000 |
"To General Expenses - 3,000
- To Balance of Profit . 2,40,000
6,15,000 6,15,000--

From Rs.7,50, 000, Rs.30,000 for provision for doubtful debts, Rs.5,000 for rcbate on bills
discounted Rs.1,00,000 as provision for taxation have been deducted (Rs.7,50; 000 — Rs.30 000

~ Rs.5,000 —~ Rs. 1 00,000 = Rs.6,15,000)

Balance Sheet of Vandana Bank
as at December 31, 1986

CAPITAL AND LIABILITIES

PROPERTY AND ASSETS
Share Capital: 1. Cash in hand and with 15,60,000
Suthorised, Issued and Sub- | 6,00000 2. B weh sther Banks  [13,00,000
scribed 12,000 share of Rs.10 -
each Rs.50/- paid S S
Reserve fund and other 3. Money at Call and Short - 13,00,000
Reserves: notice. o
Under Sec.17: 4. Investments (at cost) 30,00,000
Balance b/d 3,50,000 5. Advances: - ' :
Add trasfer from : . Loans, Cash credits and
Current years overdrafts (other thanbad
profits . 48,000 |  3,98,000 & doubtful debts for which
! ' provision has been made -
to the satisfaction of au-
ditors) 69,70,000
Deposit & Other A/cs. (b) Bills discounted & S
Fixed Deposits 9,50,000 purchased S0 75'79’000 |




_ 6. Billsreceivable being bills 1,40,000
' Savings | :::- collection as per con-
Bank : 30,00,000 |1,20,50,000
] ~ Bcgggm?rt?n%‘%‘@’— 7. Constitugnts Liabiliticsandj 2,00,000
- other Bank 7,00,000 acceptances, Endorsement e
R : _ " and Guararitees as per cone
5. Bills payable 8,00,000 2
4. Bills for collection being 8. Premises: 11,35,000.
bills receivable as per con- Cost 13,00,000
tra. Less: Depwritten
' off to date _1,65,000 |
7. Other Liabilities : 9. Furniture & Fiffures | 40,000
Snanmed 30,000 10. Other Assets 30,000
: 11. Non-banking Assets 30,000
~Sundry ’
Creditors 30,000
Unexpired )
. Discount 5,000 65,000
8. Acceptances, Endorsement 2,00,000
. and other obligations as
per contra.
9. Profit and Loss A/c Bal-
ance as per Last Balance
Sheet : 2,10,000
Less: Dividend of 1985
50,000
Add: Profit 1,60,000
for 1986 . 2,40,000
4,00,000 |
Less: 20% of Rs.2,40,000
added to Statutory reserve
(Sec.17) 48,000
i T 1 3,52,000 _
1,62,05,000 ' 1,62,05,000
Notes:

(1) Provision for taxation is added to current and contingency accounts

I (2) Provision for doﬁbtful debts is deducted from loans, cash credits and overdraft.
Iflustration - 3
From the following figures taken from the books of Mfs.SUJ‘ANA BANK LITED you are

required to prepare as at 31st December, 1983 (a) Profit and Loss Account (b) Balance Sheet
as per the requirements of the Balancing Compamcs Regulations Act.
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Share Capital

i

|

. Rs.
3,000 equity shares of Rs.200 each, Rs.100 per share paid up 3,00,000
Bad debts written off ' 12,871
Reserve fund investments 1,00,000
General Expenses 18,242
Current accounts 20,24,422
Interest paid 16,052
Deposit Accounts : 6,92,023
Profit and Loss Account (Cr.) 22,934
Acceptances for customers 1,54,282
Discount 24,376
Bills Receivable 1,00,000
Endorsements and guarfantee 7,402
Commission : 4,424
Cash in hand 22,654
Interest receivable 53,226
Cash with banks 3,01,210
Endorsements and gurantees 7,402
Overdrafts . 20,044
Customers liability for acceptances 1,54,282
Short loans (Cr.) 6,48,206
Loans 15,45,670
Investments 9,88,254
Bills discounted 6,22,824
Premises 2,21,790
Bills for collection 1,00,000
Reserve Fund -~ 1,00,000
Additional information.
1. During the year Interim dividend of Rs.15,000 was paid.
2. Reserve Rs.6,438 for Rebate on Bills discounted.
3. Provide Rs.10,000 for taxation reserve.
- Solution
M/s. Sujana Bank Limited Profit and Loss Account
for the year ended 31st December, 1983
INCOME
(less provision made during the year
EXPENDITURE ‘for bad and doubtful debts and other
'i usual or necessary provisions)
Rs. Rs.
Interest paid 16,052 Interest and discount 48,293
General expenses 18,242 Commission - 4,424
Profit for the year 18,423
52,717 52,717
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Working notes:

Discount
Interest received

Less:

1. Bad debts
2. Rebate on biil discounted
3. Taxation Reserve

24,376
33226
77,602
12,871
6,438
10,000
29,309
48293

M/s Sujana Bank Limited Balance Sheet
as on 31st December, 1983.

CAPITAL AND
LIABILITIES

PROPERTY AND ASSETS

-

Share Capital:
3,000 Equity shares of
Rs.200/~ each. Rs.100 per
share paid up 3,00,000
2 "Reserve fun dand other
Reserve:
Reserves fund 1,00,000
Add:Transferred from .
current year provision 3,685 1,03,685
~Deposit-and other accounts

Tw

Deposit Account 6,92,023

Current Account &

‘contingency accounts b0.34,422
4 Borrowings from
Short loans 6,48,206
Bills payable -
Bills for collection
being bills recievable
as per contra 1,080,000
7 Other Liabilities:
~ Rebate on bills discounted 6,438
Acceptances, Endorsements
and other obligations as
per contra
9 Profit and Loss a/c

Balance as per Last Balance

oo

oo

Sheet 37,934
Less:Interim dividend
paid 15,000

22,934

WM

8
9

Cash in hand and with Reserve Bank
of India

Balance with other banks
Money at call and short notice

. Investements:

Reserve fund
Investments

Other Investments
Advances:

(a) Loans, cash credits and overdraftg

(other than bad and doubtful debts

for which provision has been made -
to the satisfaction of :
Auditors) 15,65,714

(b) Bills discounted 622,824

Bills receivable being

bills for collection as

per contra

Constituents Liabilities

and acceptances, Endorsements
and other obligations as

per confra

Premises

Funiture & Fixtures

10 Other liabilities
11 Non-banking asset

22,654

3,013,210

1,00,000
9,88,254

| 21,88,538

1,00,000

1,61,684
2,21,790




Add: Profit for

the year 18,423
Pk,
41,357
Less:Transferred to »

statutory reserve at 20%
on current year's .
profit . 3,685

e ———

37,672

TOTALS 40,84,130 40,84,130

Notes: Provision for taxation is added to current and contingency accounts.

(Rs.20,24,422 + 10,000 = Rs.20,34,422)
Illustration - 4

The Trail Balance of Maha Laxmi Bank Ltd. was as follows on 31.3.1989

: Rs. Rs.

Share Capital ! : 3,90.000J
Cash in hand, with Bank 46,350
Investments i ' 1,94,370
Gold ' ' 1,70,760 :
Savings Accounts Balance - 7428
Current Account Ledger Control Account : o _ 97,000
Fixed deposits , 23,05(
Share premium Accoufnt : 90,000
Statutory Reserve - : - 1,40,00(
Silver Bullion ' 26620
Acceptances and endorsements ‘ 56,500 56.50d
Security deposit of employees ' B 15,004
Buildings j 65,000 . .
Furniture o 5,000
Borrowings from Bank ' 7‘7,23‘
Money at call and short notice 26,000
Advances - : 2,00,000.
Profit & Loss Accourit balance 6,504
Bills discounted and ﬁurchased , : 12,500
Bills for collection T 43,500 . 43,50
Interest _ ~ 7,950 72,0
Commission, Brokerage 25,3
Discount on bills discounted ' ' - 420
Andit fees : 5,000
Loss on sale of furniture ) 1,000
Directors fees - 1200
Salaries ; 21,200
Postage E 50
238 :
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Rents received - . 15,600 -
Profit on Bullion . , 1,200
Managing directors remuneration ' 12,000
Miscellaneous income 1,200
F " Loss on the sale of investments 30,000
~ Deposits with RBI , 75,000
Branch adjustments ' 20,000
Depreciation teserve on Buildings - 20,000
Bad debts : . 25,000
10,45,000  10,45,000 »

The following adjustments are to be made:

1. Provide Rebate on Bills discounted Rs.5,000
2. Accured intest Rs. 10,000

3. A claim by employees for Bonus Rs.15,000
" is pending award of arbitration.

4. Depreciation on Building amounts Rs.5,000

! 5 Directors proposed a dividend of §%.

A security of current accounts reveals that, there are some accounts that are over drawn to
the extent of 25,000, and the total of the credit batances is Rs.1,22,000/-.

Prepare the Profit and Losé Account for the year ending with 31.3.89 and Balance sheet as
on that date, as per the Banking Companies Act.

Solution
Pront and Loss Account of Maha Laxmi Bank Ltd. for the year ended 31.3.89.
EXPENDITURE . ~ INCOME(Less Provision made for Bad debs,
and other usual and necessary
provisions)
Intgrest on deposits 7,950 Interest and discount 64,000
Salaries 21,200 Commission and Brokerage 25,300
Managing Directors 12,000
remuneration Rents : 15,600
Directors fees 1,200 Profit on Bullion 1,200
Postage , 50 Miscellaneous income 12,700
Auditors fees - 5,000
Depreciation on Buildings 5,000
Loss on sale of 1,000
furniture
Balance of Profits : 65,400
1,18,800 | . _ 1,18,800




Notes:
1 Interest and Discount
Interest

QOutstanding interest
Discount

(-) Loss on sale of investments

Rebate on Bills discounted
Bad debts '

Rs. Rs.
72,000
10,000
42,000 1,24,000.

30,000
5,000
25,000 60,000

Amount credited to P & L Account . 64,000\
Balance Sheet of Maha Laxmi Bank Ltd. as on 31.3.1989.
Capital & Liabilities Rs. Property and Assets | Rs.
1 Share Capital 3,00,000 | 1 Cash in hand 46,350
2 Reserve Fund and 2 With Banks
Other Reserves 3 Cash with RBI 75,0000
A Statutory Reserve . 4 Money at call and short 26,000
1,40,000 Notice
(+) 20% of current year 5 Investments
Profits 13,080 § 1,53,080 Investments 1,94,370 :
Share Premium 90,000 Gold 1,70,760 3,65,130
3 Deposits and Other 6 Advances (Other than Bad '
accounts and doubtful debts for which a
Fixed deposits 23,050 provision is made)
Savings Bank deposits 7,420 Loans, cash credits 2,25,000
Current and 1,22,000 Biils discounted 12,500 2,37,500
Contingency A/c. ~ ]1,52,470 {7 Bills for Collection 43,500
4 Borrowings from Other as per contra
Banks 77,230
5 Bills Payable “ - |1 8 Acceptances and endorsements
6 Bills for Collection as per contra 56,500
as per contra 43,500 :
7 Other Liabilities: 9 Buildings
Security deposit of : 3 Depreciation 40,000
employers 15,000 10 Furniture 5,000
Rebate on-bills :
discounted 5,000
proposed dividend 24,000 44,000
8 Acceptances and endorsements 11 Other Assets
as per contra ' 56,500 Accrued interest 10,000




9 Profit and Loss A/c.

Previous Year Balance 6,500
(+) Profit of 65,400
the year - 71,900
(-) Transfer to

" S.Reserve
Proposed
dividends

Branch Adjustment
Account
Silver

20,000
26,620
13,080

24,000
37,080

34,820
10 Contingent Liability -
Claim for bonus pending

arbitration 15,000

9,51,600 9,51,600

Notes:

1  Advances
Loans, cash credits and overdrafts
(+) Over drawn current accounts

2,00,000

25,000
Amount shown in ‘Balanc¢ sheet 2,25,000

2 Buildings

Amount given in Trial Balance
(~) Depreciation Reserve in Buildings
Current year depreciation

Amount shown in Balance Sheet

65,000
20,000
3,000
25,000

40,000

Ilustration - 5

The following Trial Balance was extracted from the books of Hyderabad City Bank Ltd. as
- on 31.3.90. '

Rs, ~ Rs
Share Capital 15,00,000
Statutory Reserve '1,50,000
Cash on hand and with RBI 2,50,000
Money at call and short Notice 80,000
Investments 5,60,G00
Interest on loans - 3,20,000
Contribution to Provident Fund 25,000
Depreciation on Building 20,000
Interest on fixed deposits 60,000
. Interest on cash credits 80,000
‘Postage and Telegrams 12,000
Saving Bank deposits 8,20,000
Loans, cash credits, over drafts 26,00,000
h\Cash with other banks 1,16,000
Locker Rent 5,000 .~
Salaries (including 30,000 to General Manager) 1,50,000




Audit fees

Other Expenses :
Commission, Exchange, Brokerage
Interest on overdrafts
Directoss fees s
Discoust on Bills dxswwted
‘Bisterest om Ssving Bank Amms_
Transfer fees

Legal Expenses

Current Accounts

Fixed depesit Accounts
Buildings

Furniture, Fittings

Bills discounted and purchases
unclaimcd dividends

Rebate on Bills discounted
Accured interest on investments
Acceptances and endorsements
Bills payable

Bills for collection

Printing and stationery
Insurance '

8,000
3,000

15,000

30,000

4000

8,50,000
7,00,000
6,00,000

23,000

3,00,000

50,000
10,000

5,000

64,65,000

120,000

1,50,000
90,000

2,000

16,25,000
11,25,000

13,000
15 ,000

3,00,000

1,00,000
50,000

64,65,000

You are requlred to prepare a

profit and loss account for the year ended 31.3.90, and a

balance sheet as on that date, after considering the following:

1. Provide Rs.25,00d towards provision for Bad and doubtful debis.

2. Provide Rs.40,000 for Income-tax

3. The Market valué of the investments is Rs.5,50,000. It is decided to show the investments

at their market value.

4. Outstanding Audit fees Rs2,000-

5. Depreciate the furnitﬁrc and fittings at 5%.

Solution

Profit and Loss Account of Hyderabad City Bank Limited for the year ending with 31-3-1990.

Expenditure

Income (Less Provision made for RBD
and other usual and necessary provision)

Interest on deposits:-
Interest on Fixed °

deposits - 60,000
Interest on

Brokerage
Locker Rent

Savings Bank A/cs 30,000 90,000 { Transfer fees
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Interest and discount
commission, Exchange,

1 Rs
5,35,000

1,5 0.000

2,




Safaries:_ _’ T

Paid to GM 30,000
Paid to others ~ 1,20,000 | 1,50,000
Contribution to P.F 25,000
{ Directors fees 15,000
Insurance ' 5,000
Legal Expenses 4,000
Postage and Telegrams 12,000
Audit fees 8,000
(+) Outstandidng 2,000 | 10,000
Depreciation on:
~ Furniture 35,000
Buildings : 20,000
Printing, stationery 10,000
Other Expenses 3,000
Balance of Profit 3,13,000 .
692,000 . 6,92,000

Balance Sheet of Hyderabad city Bank Limited as on 31-3-1990.

Capital & Liabilitieg Rs. Property & Assets ' Rs.
I Share Capital - 15,00,000 |1 Cash on hand And and with
- . REI ' 2,50,000
I Reserve fund and other II Other Banks -1,10,000
reserves;
Statutory Reserve 1,50,0'0q : . 1 HI Money at call and short notice 80,000
(+) 20% from current IV Investments (at market value) 5,50,000
" year Profits 62,600 V Advances
T T 12,12,600 | (Other than Bad and doubtful
IIT Deposits and other . for which provision is made) 25,75,000
accounts: Loans, Cash Credits,overdrafts
Fixed deposits 11,25000 | pans discounted 6,00,000
! Saymg Bank Accounts 8,20,000 VI Bills for collection as
I 7 Cun'en.t Accounts and 16,65,000 per contra 50,000
- contingency Accounts
IV Bills payable - 1,600,000
V Bills for collection
- as per contra 50,000
VI Other Liabilities: -
. unclaimed dividends 13,000
-Rebate on Bills discounted | 15,000
Qutstanding Audit fees 2,000
VII Acceptances and
" endorsements as 3,00,000
per contra : VII Acceptances and 3,00,000
VI Profit & Loss - endorsements as per contra ‘
< Account 3,13,000 VIII Buildings 8.50,000
(= Transfered to . {IX Furniture 7,00,000




S.Reserve 62,000 (~) Depregiation 35,000 e
———12,50,400 6,65,000
X Other assets o
accured interest on investment 33,000
60,53,000 -60,53,000
Notes:
1) Interest and discount:
Interest on Loans 3,20,000
Interest on cash credits 80,000
Interest on overdrafts 90,000
Discount on Bills discounted - 1,206,000
' 6,10,000
Less: ;
Provision for Bad debts 25,000
Provision for Income Tax 40,000
Loss due to revaluation of investments 10,000
of investments , 75,000
Amount shown in P & L Account 5,35,000-
2) Current Account and other contingency Accounts
Balance in current Accounts 16,25,000
(+) Provision for Income Tax 40,000
Amount sﬁown in Balance Sheet 16,65,000
3) Loans, cash credits and overdrafts:
Amount given in Trial Balance 26,00,000
& Provision for bad debts 25,000
Amount shown in Balance Sheet $25,75,000
4) Rebate on Bills discounted & accrued interest on investments given

in the Trial Balance should come only once ie., as a liability and

Asset respéctively in the Balance Sheet.

26.5 SUMMING UP

The Balance Sheet shows the financial position of the bank on a certain date. The various
assets are shown on the right-hand sidé-of the Balance Sheet and the liabilities and capital on the
left-hand side. The main difference between the preparation of the final accounts of a Banlcmg
company and other compames can be grouped nto the following points.

(i) Silent treatment of Bad debts, provision for doubtful debts, provision for Taxatlon and loss
on sale of mvcstments. :

(ii)

Provision of 20% statutory reserve every year on the currniet year profits before the declaration
‘of dividends.

Incorporation of grparticulars of Advances in the Balance Sheet.

(iif)
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266 CHECK YOUR PROGRESS : MODEL ANSWERS

No. 1

© (a) Ifit is given in the Trial Balance: ,
Add silently to current and contingency Accounts.

H it is given in the adjustment:
Less from Discount and Interest received.
- Add: to current and contingency Accounts (No.3).
(b) Deduct 20% on the current year profit (No.9) and Add the same to Reserve Fund (No.2),
(c} (i) Less: from Discount and Interest received.
(i) Less: from Advances (No.5).

(d} It is Liability under (No.8) and also an asset under (No.7).

26.7 MODEL EXAMINATION QUESTIONS

A. Answer the following in about 30 lines each:

1. What are the special features of banking business?
2. Draw up a proforma balance sheet of a Banking Company with imaginary figures.
3. Draw up a proforma of schedule of Debtors with imaginary figures,

B. Answer the following in about 15 lines each?
-Explain the Statutory Reserve
~ What are contingent liabilities ?

‘What are the non-banking assets?

R

Explain the following terms.

{a) Money at call and short notice.
(b) Cash credits and overdrafts.

PROBLEMS

1. The balances extracted from the books of Indian Banking Corporation Limited on
December 31, 1990 were as follows: '

Rs.
Paid up Capital 10,00,000
Local Bills discounted 9,00,000
Reserve Fund 3,85,000
Cash credits and overdrafts 14,00,000
Unclaimed dividends 5,000

Loans : 23,00,000




Current and saving deﬁosits

25,00,000,

Furniture 20,000
Fixed Deposits 20,00,000
Profit & Loss (Cr.) 1,10,000
Stamps & Stationery (in hand) 5,000
Cash in hand : 2,50,000
Cash at Bank 6,50,000
Investment at cost 4,75,000

Out of the total debts, debts for Rs.2,85,000/- were doubtful and the rest were considered
good. Out of the debts considered good, Rs.24,00,000/- were fully secured and for debts
amounting to Rs.4,00,000/- (including Rs.1,15,000/- due by a director) the bank held personal
- securities of one or mérc persons in addition to the personal security of the debtors and for the
rest the bank held no securities other than the debtors personal security. '

The directors require the bank’s investments to be shown in the balance sheet at market
value which is Rs.5,25,000/- :

The authorised caipital of the bank is Rs.12,00,000/- Prepare balance sheet as on 31-12-1990.
(Balance Sheet total Rs.60,50,000/-)

2. From the folldwing ledger balances of Laxmi Bank Limited, prepare the profit and loss

account and balance sheet as on 30th June, 1990.

Share capital 12,500 ordinary share of Rs.100/- each

Reserve fund 6,00,000
*Currrent accounts and deposits 77,31,450
Acceptances on behalf of customers 12,00,000
Profit and loss account (balance) ' 15,300
Interest accured and paid 23,500
Government securities 6,00,000
Other securities ; 8,25,000
Shares and stock 6,371,500
Current expepditure,'salaries, rent etc. 71,250
Amount added to staff retirement fund 3,000
Premises account-amount writen off 22,500
Interest,discount and commission 2,44,500
Cash in hand & with Reserve Bank of India 15,84,750
Money at call and short notice 2,74,250
Bills discounted 3,79,500
Loans and advances: 46,65,000
Premises and furniture 3,37,500
Freehold and leasehold property 1,80,000

Make provision for rebate on bills discounted Rs.2,450.

(Profit Rs.,19,800; Balance sheet total Rs.1,09,19,000/
Rs.2,35,500/- (Dr.). - - ,
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©12,50,000

Difference in trial Balance




3. The following is the trial balance of Dhanpati Bank Ltd,, as on December 31,1990.

: : Rs.

- Loans, Cash credits and overdrafts 2,85,000
Premises 50,000
Indian Government Securities 4,00,000
Salaries ’ ' 28,000
" General Expenses 27,400
Rent, rates and taxes : 2,300
Directors’ fee 1,800
Stock of Stationery 8,500
Bills purchased and discount 46,000
Interim dividend paid 17,000
Shares ' ‘ 50,000
‘Cash in hand and with Reserve Bank ' 1,93,000

" Money at call and short notice * - 80,000

11,89,000
- Subscribed capital 50,000 equity shares of

" Rs,10/- each fully paid ' 5,00,000

F . Reserve fund 2,50,000
- Current deposits 1,00,000
. Fixed ‘deposits ‘ _ : S 1,25,000

© Savings Bank deposits - ‘ 50,000

" Profit and Loss account (1.1.1990) : 16,000
Interest and:discount 1,28,000

i Recurring deposits - . 20,000
11,89,000

_ The following information should be considered: (1) Provision for bad and doubtful debts
is required amounting to Rs.5,000/-; (2) Interest accrued on investments was Rs.8,000/-; (3)
Unexpired discount amounts to Rs.380/~; (4) Interim dividend declared was 4 per cent actual;
_ (5) Endorsement made on behalf of customers totalled Rs.1,15,000/- (6) Authorised capital was
~ 80,000 equity shares of Rs.10/- each (7) Rs.10,000/- were added to the premises during the year.
Depreciation at 5 per cent on the opening balance is required and (8) Market value of India

“Government securities was Rs.3,90,000/-

Prepare profit and loss account for the year ended December 31, 1990 and balance sheet
as on that date in the prescribed forms,

(Net profit Rs.69,120/-; Balance Sheet total Rs.12,28,500/-)




i
I

4. The following balances have been extracted from the books of Bharat Commerciz]i Bank Ltd,
as on 31st December, 1990. Prepare the relevant Profit and Loss Account and Balqnce Sheet.

. Rs. Rs.
Paid up capital _ 10,00,000 | Commissions & Exchange 1,602,225
P& L A/c (Cr) ' 40,323 | Investments Reserve 35,000

- Current A/cs. : 34,12,604 | Branch Adjustment (Cr.) _ 36,894

" Fixed Deposits ' 38,95,554 | Postage & Telegram 1,153
Saving Bank Deposits 25,68,000 | Printing & Stationery ) 1 3390
Directors’ fees _ 4,980 | Rent, Taxes & Premium © 8,500
Auditors’ fees 1,000 . '
Furniture j Provident Fund Contribution 10,000
(Cost Rs.50,000) ’ 37,280 | Salaries 42,150
Interest & Discounts 2,10,223 | Unexpired Insurance 437
Stamps in hand ' : 189 | Statutory Reserve fund 65,000
Land & Buildings _ Legal expenses 1,650
(cost- Rs.3,00,000) 2,065,000 | Cash in hand R 4,16,324
Deposit with the Reserve Deposit with other banks 12,05,125

Bank of India 4,00,000 | Reserve fund 2,00,000
Book Debts, Cash Credits & Investments 8,78,125

Qverdrafts - : 70,00,000 | Bills discounted 14,00,520
Contingency Reserve 50,000 '

The authorised capital of the Bank is Rs.20 lakhs divided into 20,000 shares of Rs.100 each.
All shares have been subscribed but only half the face value has been called up. The Bank has
accepted on behalf of customers bills worth Rs:2 lakhs against securities of the value of Rs.3
lakhs lodged with the Bank. Depreciation is to be writen off Rs.8,000 from Land and Buildings
and Rs.3,500 from funiture. The market value of investments on 31st December, 1990 was
Rs.8,40,000; the investirxents are to be written down to this figure.

Create Provision fbr Taxation, Rs.1,10,000
(Net Profit Rs.1,15,000; Total of Balance Sheet Rs.1,16,93,375).

5. The following i)edger Balances of Laximi Bank Limited as at 31st December, 1989 are
supplied to you. Prepare Profit and Loss Account and Balance Sheet as per requirements of law:

oo Rs. Rs.

Reserve fund 1,20,000 Constituents liabilities for endors

ementand guarantees 57,500
Bad debts written off 12,800 Balance with foreign
General Expenses 18,200 correspondents 1,20,600
Current Accounts 20.24,500  Bills for collection 1,50,000
Interest paid ' . 16,000 Borrowings from banks 6,48,200
Deposit Accounts 6,92,000 Cash credits and overdrafts 15,45,700
Profit & Loss Aflc 22900  Investments 9,88,200
Bills receivable for coliection 1,50,000 Commission 4,500
Discount : 24,400 Cash balance in hand 22,500
Endorsements and gurantees 57,500 Bills discounted 6,22,800
Interest earned _ 55,000 Premises 2.21,700
Balance with Reserve bank  2,03,000 Share capital 2,00,000




. The following further information is provided:
() Rebate on bills discounted to be provided Rs.6,400
(ii) The Bank had paid an interim dividend of R&Z0,000 during the year.
{Profit 30,500; B/s Total Rs.39,32,000) |

26.8 GLOSSARY
1. Contingent Liabilities :  These are the liabilities which may arise in future on the
: occurrence of a certain event.

2. - Final Accounts - +  Banks are required to prepare final accounts for cVery
financial year ie., 31st March.

3. Cash Credit : It is an arrangement by which the customer is granted
the nght to borrow money from time to time upto a

i ' certain limit.

4. Discounting of the Bills : Discounting of a Bill means making the payment of the
bill before the maturity date of the bill,

5. Non-Banking Assets :  The assets which are taken by the bank when bank fails

: ' to repay the loans,

6. Bills Payable i+ These répresent bank drafts or telegraphic transfers which
are issued by the bank but remianed uncashed on the
last date of the finanical year

7. Branch Adfustments : A Bank having serveral branches will receive periodical

statements having debit or credit balances with the Bank. L
Those statements are called Branch adjustments. :
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. FACULTY OF COMMERCE
B.Com. III Year (3 Year Degree Course) Examination =
GROUP-A : PAPER-III : ADVANCED ACCOUNTS
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Time 3 Hours Max.Marks 100
' Min. Marks 35

SECTION A - (Marks 4x 15 = 60)

Answer any FOUR of the following.
Each Question carries 15 marks.
Answer the theory questions in about 30 lines each.

1. Define Capital Income and Revenue Income and explain the accounting differences between
them. ' '

)

Distinguish between Hire Purchase and Instalment Purchase Systems.

Explain briefly the principle enunciated in Garner Vs. Murray decision. -

B

Pass necessary adjusting entries in the buoks of Hyderabad Head office for the following
transactions: '

(i) Goods supplied to Vijayawada Branch on 28th December, 85, worth Rs.10,000 were
received by the branch on 4th January, 1986,

(ii) Cash remited by Waltair Branch to the Head office on 29th December, 1985 amounting
to Rs.6,000 was received by the Head office on 3rd January, 1986.

(iii) Goods were supplied by Vijayawada Branch to Waltair Branch under instructions from
Head office amounting to Rs.4,000

{(iv) Depreciation at 10% on Vijayawada Branch Furniture worth Rs.5,000 is to be provided. -
The Branch furniture account is maintained in Head ofifce books.

5. The Balance Sheet of Ramakrishna Mission Library stood as follows on 31st March 1983:

Liabilities Rs. Assets Rs.
Qutstanding Cash at Bank 4,000
Creditors for Expenses 700 Subscription due 11,000
Creditors 4,300 Rent receivable 400
Capital Fund 70,000 5% Investements
Library Books
Furniture
Buildings

Prepaid Insurance

75,000

The cash .transactid'ns for the year ending 31st March 1984 are as follows:




;ﬁ Receipts ' Rs. Payments Rs

To-Balance 4,000 By Payments to Creditors 4,300
.~ Entrance Fees . 1,200 = Additions to Library 1,400 -
* Subscriptions 12,500 " Electric Light 300

r * Proceeds from Entertainments 4,500 * Muncipal Taxes 1,100

" Rents 1,500 * Repairs 800

* Interest on Investments 200 * Insurance 350

* Sale of old Newspapers 450 * Electric Installation Expenses 2,000

* Sale of old Furniture 100 © * Payments to Creditors for

Expenses 760

* Printing and Stationery 500

* Sundry Expenses 250

" Postage 420

_ * Subscriptions to periodicals 1,400

* Investments purchased 3,000

* Salaries 3,600

* Balance . 4,330

24,450 ' 24,450

——

Insurance was prepaid to the extent of Rs. 75 and subscriptions oustanding amounted to

P Rs. 1,800. Rent reccivable is Rs. 300 and Rs. 400 for interest on investments had accrued
. due. Creditors outstanding for the purchase of Almirah during the year amounted to Rs.
1,500, Also outstanding were salaries Rs. 600-and stationery Rs. 50. Entrance Fees has to

u be capitalised. Depreciate buildings by 29, furniture by 10% and library books 10%. Such

depreciation to be calculated on the opening balance of the assets in question.

You are required to prepare Income and Expenditure Account for the year as on 31st
March 1984.

6. On 1st January 1980, Ram Transport Company bought Trucks from Engineers Ltd. on
hire-purchase basis, cash price of the Trucks being Rs. 74,500.

According to the aggreement Rs. 20,000 has to be paid on signing the agreement and the
] balance to be paid in three yearly instalments of Rs. 20,000 each. Interest to be calculated
at the rate of 5% per annum. Trucks to be depreciated at the rate of 20% annualy on
diminishing balance of cash value.

Give journal entries, in the books of both the parties, to record the above agreement.

7. Ghanshyam keeps is books by Single Entry System. Froi the following available information
prepare Trading and Profit and Loss Account for the year ended 31st December 1983 and
Balance Sheet as on that date:




CASH BOOK e ”*%

Receipts—31-12-1983  Rs. Payments—1-1-1983 R

To Debtors C 125,000 By Bank Overdraft 31-12-1983 20,000
" Sales : 75,000 By Interest S 500
' . " Drawings 10,000
' " Salaries ‘ 42,500
" Expenses o - 39,500
" Creditors ' - 75,000
“ Balance C/d — Bank ' 12,125
Cash ' 375

2,00,000 ' _ 2,00,000

Position of Assets and Liabilities as ot

1-1-1983 31-12-1983

' Rs. Rs.
Stock on Hand 45,000 - 51,100
Creditors 40,000 27,500
Debtors _ 1,10,000 1,50,000

Premises - 750000 75,000

Furniture 5,000 5,000

Provide 5% interest on capital.
Rs. 3,000 for doubtful debts.
109 depreciation premises and furniture.

& A, B and C are partners in a firm. Their Balance Sheet stood as follows as on 1st Januafy
1982: '

Liabilities - Rs. Assets - -~ Rs.
Bank Overdraft 30,000 Cash on Hand /10,000
Sundry Creditors 50,000 Sundry Debtors 25,000
Capital Accounts:’ R * - Stock-in-Trade - S 30,000

4 20,000  Furniture 10,000

. B 15000  Buildings | 50,000

C | 10,000 S

- 1,25,000 o 1,25,000

They agreed to admit D into partnership and give him a fourth share in futtre profits; on
the following conditions:

(a) Balance Sheet to be revalued as follows: Stock and Furniture to be depreciated by 5%;
Buildings to be appreciated by Rs. 10,000; 5% provisition to be created for doubtful -
debts; Provision of Rs. 1,200 towards liability on account of discounted bill to be made, -

(b) Firm’s goodwill to be valued at Rs. 48,000 of which D is to introduce his share in cash.

3 .




|

"~ _#%(¢) D tointroduce Rs. 15,000 towards his share of capital of which Rs. 10,000 is in cash

" and balance in the form of two typewriters, each valued at Rs. 2,500.

e

. Prepare necessary accounts to give effect to the above arrangement of admission and prepare
Balance Sheet of the firm after D’s admission.

SECTION B - (Marks 5x 8 = 40)
SHORT QUESTIONS

Answer any FIVE of the following.
Each Question carries 15 marks.
Answer the rhemy questions in about 15 lines each.

9 . What are pomts on which provisions are usually made in partnersh]p deed? What legal
prowsmm apply in the absencc of partnershlp deed?

10. Write a s_hort note on different methods, of maintaining branch accounts.

11. - Explain the important account books and registers maintained in a bank.

- 12. Explain insolvency procedure.

13. Ezxplain the lists to be prepared by an insolvent person.

14. From the following prepare Income and Expenchrure Account of Bombay Sports Club for
the year ended 31st Decernber 1987: .

Receipts : Rs, Payments Rs.
To Balance 1-1-87 . 3000 By Rent 5,200
.- " Entrancé’Feées - 550 " Stationery, Expenses, etc. 3,068
" Subscriptions, 1986 200 " Wages o 5,330
* Subscriptions, 1987 - 16,900 " Billiards table : - 3,900
" Subscriptions, 1988- . 300 " Repairs 806
" Locker Rents ' 500 " Interest _ 1,500
" Special subscriptions for ) A " Balance 31st Dec. 1987 2,396

Governor’s Party 3,450

22,200 22,200

Locker rent Rs. 60 referred to 1986 and Rs. 90 is still owing Rent Rs. 1,300 pertained to
1986 and Rs. 1,300 is still due. Stationery expenses etc. Rs. 312 relating to 1986 and Rs.
364 is st:ll owing, Subscnptlons unpaid for 1987 Rs. 468




15, From the following particulars, prepare Bought Ledger Adjustment Account as it woil.._

appear in General Ledger.

1987 March 1 Total creid balances
31 Total goods purchased during the month
Returns outwards
Cash paid to creditors
Discount allowed by creditors

Total acceptances given to creditors during
the month

Rs.
14,842
22,359

m
20,523
980

10,800

P

16. P and Q share profits and losses cqualiy, but by agreement Q out of his share pays P a salary

of Rs. 500 per month. The accounts at 31st December, 1981 show the following results:

Capitals: P—Rs. 38,430
O-Rs. 41,790
Net profit before charging interest on capital Rs. 23,505.
Drawings: P-Rs. 7,500
O-Rs. 10,500
Paid by Q to P in cash privately on account of salary: Rs. 3,000

After charging 5% interest on capital write up the capital account of each partner at the

year end.

17. Gopal commenced business on 1st January 1985 with a capital of Rs. 12,000. He bought
furniture for Rs. 1,200 and machinery Rs. 2,000, During the year he withdrew at Rs. 200

per month for private use. He introduced additional capital of Rs. 1,600.

On 31st December 1985 his financial position was as follows: Cash in hand Rs. 300; Cash
at bank Rs. 3,200; Sundry debtors Rs. 5,300; Stock-in-Trade Rs. 5,600; Bills receivable
Rs. 2,400; Sundsy creditors Rs. 800; Outstanding rent Rs. 100. Depreciate furniture and

machinery by 10%. Ascertain profit of loss made by Gopal during 1985.

18. From the following information prcharc Memorandum Stock-Account of the branch showing

balance of stock as on 31st December, 1987:

Stock on 1st January 1987
Goods sent to branch during the year
Goaods returned by the branch during the year
Sales during the year: Cash
_ Credit
Goods returned by the customers
Leakage and spoilage

Rs.
8,900
64,500
2,400
20,500
41,600
1,400
700

o
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SECTION - A

Answer the following questions in about 30 lines each

1. Distinguish between Receipts and Payments Account and Income and Expenditure Account.
2. From the following particulars prepare: i) Total Debtors Account, ii) Total Creditors

Account, iii) Bills Receivable Account, and  iv) Bills Payable Account.

Rs.
On1189: -
Total Debtors 10,000
Total Creditors 3,500
Bills Receivable - 4,000
Bills Payable 1,500
Transactions during the year:
Cash Received from debtors 7,000
Discount allowed to debiors 1,500
Bad debts written off 700
Returns Inward 1,000
Cash Sales 5,000
Cash Purchases 2,000
Cash received against B/R 3,000
Cash paid to suppliers 2,000
T \Cash paid against B/P 1,000
Discount received from suppliers 500
_ B/P dishonoured - - 200
On 31.12.89 : '
Total Debtors _ 20,000
Total Creditors - 10,000
Bills Receivable 5,000

Bills Payable - 3,600




3. A purchased a machinery from B on hire purchase basis. The cash price of themac oy

was Rs. 31,000. The hire purchaser to make payments as under:

On signing the agreemént
First year end
Second year end

. 10,000

.10,000

Rs.
6,000

16,000

Third year end

Make necessary entries in the books of both the partie's.

SECTION - B

Answer the followfng questions in about 15 lines each

1. What do you mean by self-balancing system?

2. Prepare Income and Expenditure Account from the following information for the year

ended 31st December, 1989.

atiratinliio.

3. From the following particulars, prepare Debtors Ledger Adjustment Account as it would
appear in General Ledger. '

Receipts Rs.
To Balance b/d 5,000
" Subscriptions for "88 200
™ Subscriptions for 89 3,000
" .Subscriptions for 90 500
" sale of old furniture 1,000
" Proceeds from
entertainments 3,500
13,200

1989 Jan. 1 Debtors
31 Credit Sales month

Cash received from debtors
Bad debts written off
Returns Inward
Discount allowed
Bills Receivable received
Bills Receivable dishonoured
Interest charged to debtors
Allowances to debtors

Payments ' Rs.
By Purchase of Sports

material qp'_) P 2:100
" Salaries , - 1,000
" Printing & Stationery 200
" Rent - ' 400
* Subscriptions to

Newspapers . 100
* Purchase of Investments 3,500
" Balance c/d

13200 |

10,000
1,00,000
50,000
500
- 1,000
1,500
5,000
1,000
500
300




ANDHRA PRADESH OPEN UNIVERSITY
UNDERGRADUATE COURSE : II YEAR
'SUBJECT : COMMERCE
COURSE 'ADVANCED ACCOUNTS
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2. As far as poss:ble try to answer the questions independently in your own words.
3 I itis necessary to quote from any source, give the correct reference.

4 Use ‘your own foolscap pages for wntmg the assignment.

3. Leme suﬁaentmargn for the comments of the evaluator.
~ 6. Cmnpietjp‘nfoi_xhz‘s;éssignmcnt normally should not take more-than two hours’ time.

PART - A
lf._Answer the following questions in about 30 lines each.

1 What is partnershlp deed? What are the contents of it?
2. 'me followmg is the Balance Sheet of A and B

e RS Assets ' _ ‘ Rs.

. Creditors 40,000 - Bank | - 20,000
Bills Payable - 20,000 Debtors . 30,000
-Capitals: _ _ : Furniture ' 5,000

A 40,000 - .. . Building o 65,000
B - 20,000 ' 60,000
1,20,000 u S 120000

~ They agreed to admit C into pértnefship on the following conditions:
i GOOWIH Account be raised in the books at Rs. 20,000.
u. Fum;tu:e and Building Account be depreciated b_y 10%.
" iii. A Provision for doubtful debts Be created at 5% on debtors.

R Iv -Capital Accounts of all the partners be adjusted on the basis of new partner’s share.
el W C bnngs Rs. 20,000 as his share of capital for 1/3rd share in future profits.

‘ Prepare Revaluatlon Account, Capital Accounts and Balance Sheet of the ﬁrm after C’s’
admimon. o .




3. Raja, Roja and Taneja who were sharing profits and losses in 3:1:1 ratio.
Sheet as on 31st December 1989 is as follows: : '

Liabilities " Rs. Assets
Bank overdraft 30,000 Cash in hand
Creditor. 20,000 Bills Receivable
Raja’s Capi:al 18,000 Debtors
Taneja's Capital 17,000 Stock
Plant
Goodwill
Roja's capital
85,000 T 85,000

The assets realised Rs. 48,000 after paying Rs. 1,000 for realisation expenses The creditors -
were paid 70 paise for every rupee of loan. Show the adjustment among the partners
assuming that all are insolvent. '

PART - B

Answer the following q_ues_tions in about 15 lines each.

1. What are the features of partnership?

2. X, Y, Z arc partners sharing profits in 2:2:1 ratio. Their capitals were Rs. 10,000, 12,000
and 6,000 respectively. The profit for the year ended 31st December, 1989 was Rs. 11,000.
-Show the profit sharing: o BT

i. When interest on capital is calculated at 6%
'ji. When Y is paid a salary of Rs. 2,000 p.a.

3. A B and C are partners sharing profits in 3:2:1 ratio. Their capitals were Rs. 29,000, Rs. - "1
15,000 and Rs. 10,000. On 1-1-90 C retires and the Goodwill is valued at Rs. 18,000- Show .

the entries when Goodwill Account is raised and written off.
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NB. -

Do not copy the answer directly from any of the books,
2. As far as possible try to answer the qQuestions independently in your own words.

Use your own foolscap pages for writing the assignment.

1L
2
' -3. If it is necessary to qudtc from any source, give the correct refercncg
. ‘
5. Leave sufficient margin for the comments of the evaluator.
6.

Completion of this assignment normally should not take more than two hours’ time.

PART - A
Answer the following questions in about 30 lines each.

1. What sg:she special features of Banking business?

- 2. From the following Trial Balance and adjoir_x__c’d information prepare Departmentai T;adink
and Profit and Loss Account. for-the yeéar énded 31st December, 1985 and a Balance Sheet.

TRIAL BALANCE AS ON 31ST DECEMBER, 1985.
Debit Credit
.Rs, Rs.
Stock on 1-1-1985:
Department A 30,000
DepartmentB 25,000
Purchases: . | _
Department A ' : 70,000
Department B - 40,000
Department A o C 18,000
Department B _ 12,000
Sales: | | o
Department A - ' ‘ 1,50,000
Department B ' _ . 1,00,000
Capitat = - 0,000
Carriage Inwards: ‘ - _

Department B : _ o 2,000




Salaries. o o 20,0% "

Travelling Expenses . 2,000
Rent and Taxes 8,000
Insurance - - 2,400
Advertisement : , 600
General Expenses - ' 6,000
Cash at Bank - 5,000
Bills receivabte 4,000
Bills payable | © 8,000
Sundry Creditors 30,000
General Reserve _ ' 20,000
Plant and Machinery . 50,000 -
Furniture and Fittings 10,000
Sundry Debtors ' ' 20,300
Buildings ' ' 30,000
Printing and Stationery .. 500 B
Discount altlowed - 1,200
3,58,000 - 3,58,000

e et ¢ ————

s \ e
Additional information:

a) Stock on 313t December, 1985, Department A Rs. 15,000; Department B.Bs. 10,000

b) Wages outstiKDepartment A Rs 800 Department B Rs. 500.
Rs. 3,000 B T

B T

c¢) Salaries outstan
d) Taxes prepaid Rs. 500.

e) Write off Bad delits Rs, 300 and make a prowsion for doubtful debts at 5% on sundry
debtors. : .

e e e
s R e S e R

f) Depreciate Plant and Machinery at 10% and Buildings at 5%.

All unallocated expenses are to be apportioned on the basis of turnover. -

3. From the following partlculars relating to Hyderabad Branch for the year - endmg 315’: '
December, 1985 preparc Hyderabad Branch account in the Head Office Books: ' B

Stock at Branch on 1.1.1985 ' 89.000.-'
Branch Debtors on 1.1.1985 47000 ..
Petty cash at Branch on 1.1..1985 ' 200 '
Goods sent to Branch during the year 2,84,000
Cash sales during the year ' 11,58,000
Credit sales during the year ' 404000

~ Goods returned by branch 8000
Cash received from Debtors : 379000
Cash sent to Branch for expenses 90,000

~  Stock at Branch on 31.12.1985 54,0000 -

Branch Debtors on 31.12.1985 ' 72000
Petty cash at branch of- 31.12.1985 - 300




SHORT QUESTIONS

- Prepare Profit & Loss account for the year ended 31st December, 1981 of Dhana Laxm1
Bank leu&d from the following particulars.

Rs.'
Interest on Loans - 2,50,000
" Interest on saving accounts '1,50,000
Interest on cash credits 1,60,000
Tnterest on Fixed Deposits : 1,90,000
Interest on ‘overdrafts . 50,000
Amount charged against current accounts 20,000
Rebate on bitls discounted R 19,000
Salaries and allowances 1,20,600
Discount on bills discounted 40,000
" Rent, Taxes, Insurance _ ' 5,000
ontribution to Provident Fund - = - : 35,000
§;ﬁmmissjon, Exchange and brokerage 15,000
‘ anaging Director’s salary - 15,000

Sundry Expenses 10,000

| - What do you mean by Rebate on bills discounted?

- [ERF

SRR S e







